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This document (this "Registration Document") has been prepared for the purposes of providing the 
information disclosure on Lehman Brothers Holdings Inc. ("LBHI" or "Holdings") required by Directive 
2003/71/EC (the "Prospectus Directive") to be included in the registration document component of any 
prospectus of which this Registration Document forms part, submitted on the date of this Registration 
Document (or to be submitted before the first anniversary of the date of this Registration Document) to 
the Bundesanstalt für Finanzdienstleistungsaufsicht ("BaFin") in connection with the issuance by 
Lehman Brothers Treasury Co. B.V., Lehman Brothers Securities N.V. and Lehman Brothers 
(Luxembourg) Equity Finance S.A. of bonds, notes, warrants, certificates and other securities of any 
description guaranteed by LBHI, which are non-equity securities (as defined in the Prospectus Directive) 
and in respect of which a prospectus is required to be published for the purposes of the Prospectus 
Directive as implemented in any jurisdiction. 
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RISK FACTORS  

This section sets forth risks and conditions that could adversely affect LBHI's results. 

Risks relating to LBHI  

LBHI is the ultimate parent company of the Lehman Brothers group (consisting of LBHI and its 
subsidiaries, and also defined as "Lehman Brothers"). Any guarantees with respect to debt securities 
granted by LBHI will be solely LBHI’s obligations, and no other entity will have any obligation, 
contingent or otherwise, to make any payments in respect thereof. Because LBHI is a holding company 
whose primary assets consist of shares of stock or other equity interests in or amounts due from 
subsidiaries, almost all of its income is derived from those subsidiaries. LBHI’s subsidiaries will have no 
obligation to pay any amount in respect of debt securities guaranteed by LBHI (unless the relevant 
subsidiary is itself the issuer of a debt security guaranteed by LBHI) or to make any funds available 
therefor. Accordingly, LBHI will be dependent on dividends and other distributions or loans from its 
subsidiaries to generate the funds necessary to meet obligations with respect to debt securities guaranteed 
by it, including the payment of principal and interest. Due to covenants contained in certain of LBHI’s 
debt agreements and regulations relating to capital requirements affecting certain of its more significant 
subsidiaries, the ability of certain subsidiaries to pay dividends and other distributions and make loans to 
LBHI is restricted. Additionally, as an equity holder, LBHI’s ability to participate in any distribution of 
assets of any subsidiary is subordinated to the claims of creditors of the subsidiary, except to the extent 
that any claims LBHI may have as a creditor of the subsidiary are judicially recognized. If these sources 
are not adequate, LBHI may be unable to make payments of principal or interest in respect of debt 
securities guaranteed by it, and a holder of such debt securities could lose all or a part of its investment. 

Factors Affecting Lehman Brothers’ Results of Operations 

Market Risk 

As a global investment bank, risk is an inherent part of Lehman Brothers’ business. Lehman Brothers’ 
businesses are materially affected by conditions in the financial markets and economic conditions 
generally around the world. A favorable business environment is generally characterized by, among other 
factors, high global gross domestic product growth, stable geopolitical conditions, transparent and 
efficient capital markets, liquid markets with active investors, low inflation, high business and consumer 
confidence and strong business earnings. Slowing growth, contraction of credit, increasing energy prices, 
declines in business or investor confidence or risk tolerance, increases in inflation, higher unemployment, 
outbreaks of hostilities or other geopolitical instability, corporate, political or other scandals that reduce 
investor confidence in capital markets and natural disasters, among other things, can affect the global 
financial markets. In addition, economic or political pressures in a country or region may cause local market 
disruptions and currency devaluations, which may also affect markets generally. In the event of changes in 
market conditions, such as interest or foreign exchange rates, equity, fixed income, commodity or real 
estate valuations, liquidity, availability of credit or volatility, Lehman Brothers’ businesses could be 
adversely affected in many ways, including those described below. 
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Lehman Brothers’ Client-Flow Revenues May Decline in Adverse Market Conditions. Recently, the 
residential real estate market in the U.S. has experienced a significant downturn due to declining real 
estate values, substantially reducing mortgage loan originations and securitizations, and precipitating 
more generalized credit market dislocations and a significant contraction in available liquidity globally, 
which negatively impacted Lehman Brothers’ revenues. These factors have continued into the beginning 
of fiscal 2008 and, combined with rising oil prices, declining business and consumer confidence and 
increased unemployment, have precipitated an economic slowdown and fears of a possible recession. 
Further declines in real estate values in the U.S. or elsewhere and continuing credit and liquidity concerns 
could further reduce Lehman Brothers’ level of mortgage loan originations and securitizations and 
increase Lehman Brothers’ mortgage inventory while adversely affecting its value. In addition, continued 
or further credit market dislocations or sustained market downturns may reduce client flow revenues and 
adversely affect the value of Lehman Brothers’ inventory in other businesses. 

Changes in interest rates, and in particular long-term rates, especially if such changes are rapid, may 
create a less favorable environment for certain of Lehman Brothers’ businesses. Rising interest rates may 
cause a decline in Lehman Brothers’ mortgage origination and securitization businesses in particular, as 
the volume of Lehman Brothers’ origination and securitization activity may decline.  

Lehman Brothers’ Investment Banking revenues, in the form of financial advisory and debt and equity 
underwriting fees, are directly related to the number and size of the transactions in which Lehman 
Brothers participates and therefore was adversely affected in the latter half of 2007 by the mortgage and 
credit market dislocations, and may be further impacted by continued or further credit market dislocations 
or sustained market downturns. 

Sustained market downturns or continued or further credit market dislocations and liquidity issues would 
also likely lead to a decline in the volume of capital market transactions that Lehman Brothers executes 
for its clients and, therefore, to a decline in the revenues Lehman Brothers receives from commissions 
and spreads earned from the trades Lehman Brothers executes for its clients. In addition, because the fees 
that Lehman Brothers charges for managing its clients’ portfolios are in many cases based on the value of 
those portfolios, a market downturn that reduces the value of its clients’ portfolios would reduce the 
revenues Lehman Brothers receives from its asset management business. Heightened risk aversion among 
investors may cause them to shift their trading activity to higher quality and more liquid products, which 
are generally somewhat less profitable for Lehman Brothers.  

Even in the absence of a market downturn, below-market investment performance by Lehman Brothers’ 
fund and portfolio managers could reduce Investment Management revenues and assets under 
management and result in reputational damage that might make it more difficult to attract new investors. 

Lehman Brothers May Incur Losses Due to Fluctuations in Market Rates, Prices and Volatility. 
Market risk is inherent in Lehman Brothers’ client-driven market-making transactions and proprietary 
trading and principal investment activities in equity and fixed income securities, commodities, currencies 
and derivatives and its mortgage and loan origination and syndication activities. Fluctuations in market 
rates, prices and volatility, especially if the changes are rapid and without warning, can adversely affect 
the market value of Lehman Brothers’ long or short inventory and proprietary and principal positions and, 
to the extent that such positions are not adequately hedged, cause the Firm to incur losses. To the extent 
that Lehman Brothers holds long inventory positions, a downturn in the market could result in losses from 
a decline in the value of those positions. On the other hand, to the extent that Lehman Brothers has sold 
inventory short, an upturn in those markets could expose Lehman Brothers to losses as Lehman Brothers 
attempts to cover its short positions by acquiring assets in a rising market. The adverse conditions in the 
U.S. housing market, dislocations in the credit markets and corrections in certain asset-backed security 
market segments resulted in substantial valuation reductions in the past fiscal year, most significantly on 
mortgage- and real estate-related positions and lending obligations. Market credit spreads have recently 
gone from historically tight to historically wide levels, and a further widening of credit spreads or 
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worsening of credit market dislocations or sustained market downturns could have additional negative 
effects on the value of Lehman Brothers’ inventory.  

In Lehman Brothers’ market-making and specialist transactions, Lehman Brothers maintains substantial 
inventory positions from time to time, acting as a financial intermediary for its clients, and Lehman 
Brothers holds inventory positions in the normal course of business to allow clients to rebalance their 
portfolios and diversify risks across market cycles. Current NYSE rules generally require Lehman 
Brothers’ specialist business to maintain orderly markets in the securities for which it is a specialist. 
Specialists are obligated to take positions in their issues counter to the direction of the market in order to 
minimize short-term imbalances in the market, involving risk of loss during periods of market fluctuation 
and volatility.  

In Lehman Brothers’ mortgage and loan origination and securitization businesses, Lehman Brothers is 
also subject to risks from decreasing interest rates. Most residential mortgages and consumer loans 
provide that the borrower may repay them early. Borrowers often exercise this right when interest rates 
decline. As prepayments increase, the value of mortgages and other loans with prepayment features held 
in inventory prior to securitization generally will decrease, and to the extent that prepayment risk has not 
been hedged, prepayments may result in a loss.  

Lehman Brothers also maintains long and short positions through its other proprietary trading activities 
and make principal investments (such as in real estate and real estate-related products and private equity), 
which are also subject to market risks. The value of these positions can be adversely affected by changes 
in market rates, prices and volatility. Lehman Brothers has increased its proprietary trading and principal 
investing activities and expect to continue to do so, which increases Lehman Brothers’ exposure to 
market risk. 

On the other hand Lehman Brothers’ client-flow and proprietary trading businesses generally depends on 
market volatility to provide trading and arbitrage opportunities, and a decline in volatility may reduce 
these opportunities and adversely affect the results of these businesses.  

Holding Large and Concentrated Positions May Expose Lehman Brothers to Losses. Concentration of 
risk may reduce revenues or result in losses in Lehman Brothers’ market-making, specialist, block 
trading, underwriting, proprietary trading, principal investment and lending businesses in the event of 
unfavorable market movements even when economic and market conditions are generally favorable for 
others in the industry. Lehman Brothers has committed substantial amounts of capital to these businesses, 
which often require Lehman Brothers to take large positions in the securities of, or make large loans to, a 
particular issuer or issuers in a particular industry, country or region. Moreover, the trend in all major 
capital markets is towards larger and more frequent commitments of capital in many of these activities, 
and Lehman Brothers expects this trend to continue. For example, large positions of securities are 
increasingly being sold in block trades rather than on a marketed basis, which could increase the risk that 
Lehman Brothers may be unable to resell the securities at favorable prices. While Lehman Brothers’ 
activities expose Lehman Brothers to many different counterparties, Lehman Brothers routinely executes 
a high volume of transactions with counterparties in the financial services industry, including brokers and 
dealers, commercial banks, investment funds and other institutional clients, resulting in significant credit 
concentration with respect to this industry. In the ordinary course of business, Lehman Brothers may also 
be subject to a concentration of credit risk to a particular counterparty, borrower or issuer. Concentration 
of risk will increase as Lehman Brothers expands Lehman Brothers’ proprietary trading and principal 
investing activities or commit additional capital to facilitate client-driven business. 

Market Risk May Increase the Other Risks That Lehman Brothers Faces. In addition to the potentially 
adverse effects on Lehman Brothers’ businesses described above, market risk could exacerbate other risks 
that Lehman Brothers faces. For example, if Lehman Brothers were to incur substantial market risk 
losses, Lehman Brothers’ need for liquidity could rise significantly, while Lehman Brothers’ access to 
liquidity could be impaired. In addition, in conjunction with a market downturn, Lehman Brothers’ clients 
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and counterparties could incur substantial losses of their own, thereby weakening their financial condition 
and increasing Lehman Brothers’ credit risk exposure to them.  

Credit Risk  

Lehman Brothers May Incur Losses Associated with Lehman Brothers’ Credit Exposures. Credit risk 
represents the possibility a counterparty or an issuer of securities or other financial instruments Lehman 
Brothers holds or a borrower of funds from Lehman Brothers will be unable to honor its contractual 
obligations to Lehman Brothers. These parties may default on their obligations to Lehman Brothers due to 
bankruptcy, lack of liquidity, operational failure or other reasons. Default risk may also arise from events 
or circumstances that are difficult to foresee or detect, such as fraud. Credit risk may arise, for example, 
from holding securities of third parties; entering into swap or other derivative contracts under which 
counterparties have obligations to make payments to Lehman Brothers; executing securities, futures, 
currency or commodity trades that fail to settle at the required time due to non-delivery by the 
counterparty or systems failure by clearing agents, exchanges, clearing houses or other financial 
intermediaries; and extending credit to Lehman Brothers’ clients through bridge or margin loans or other 
arrangements. As a clearing member firm, Lehman Brothers finances its client positions, and Lehman 
Brothers could be held responsible for the defaults or misconduct of Lehman Brothers’ clients. Lehman 
Brothers’ principal focus has been acting as an intermediary of credit. In recent years, Lehman Brothers 
has expanded its activities associated with providing its clients access to credit and liquidity and have also 
expanded Lehman Brothers’ swaps and derivatives businesses. The amount and duration of Lehman 
Brothers’ credit exposures have been increasing, as has the diversity of the entities to which Lehman 
Brothers has credit exposures. The extension and pricing of credit is subject to competitive pressure. In 
addition, corporate clients sometimes seek to require credit commitments from Lehman Brothers in 
connection with investment banking and other assignments. Further, the recent widening of credit spreads 
and dislocations in the credit markets have in some cases made it more difficult to syndicate credit 
commitments to investors, and further widening of credit spreads or worsening of these dislocations could 
increase these difficulties, resulting in increased credit exposures. 

Defaults by Another Large Financial Institution Could Adversely Affect Financial Markets Generally. 
The commercial soundness of many financial institutions may be closely interrelated as a result of credit, 
trading, clearing or other relationships between the institutions. As a result, concerns about, or a default by, 
one institution could lead to significant market-wide liquidity problems, losses or defaults by other 
institutions. This is sometimes referred to as "systemic risk" and may adversely affect financial 
intermediaries, such as clearing agencies, clearing houses, banks, securities firms and exchanges, with which 
Lehman Brothers interacts on a daily basis, and therefore could adversely affect Lehman Brothers. 

Liquidity Risk  

Liquidity, that is ready access to funds, is essential to Lehman Brothers’ businesses. Financial institutions 
rely on external borrowings for the vast majority of their funding, and failures in Lehman Brothers’ 
industry are typically the result of insufficient liquidity.  

An Inability to Access the Debt Markets Could Impair Lehman Brothers’ Liquidity. Lehman Brothers 
maintains a liquidity pool available to LBHI that is intended to cover all expected cash outflows for one 
year in a stressed liquidity environment, which assumes, among other things, that during that year 
Lehman Brothers cannot issue unsecured debt.  

To the extent that a liquidity event lasts for more than one year, or Lehman Brothers’ expectations 
concerning the market conditions that exist during a liquidity event, or Lehman Brothers’ access to funds, 
prove to be inaccurate (e.g., the level of secured financing "haircuts" (the difference between the market 
and pledge value of the assets) required to fund Lehman Brothers’ assets in a stressed market event is 
greater than expected, or the amount of drawdowns under Lehman Brothers’ commitments to extend 
credit in a stressed market environment exceeds Lehman Brothers’ expectations), Lehman Brothers’ 
ability to repay maturing indebtedness and fund operations could be significantly impaired. Even within 
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the one-year time frame contemplated by Lehman Brothers’ liquidity pool, Lehman Brothers depends on 
continuous access to secured financing in the repurchase and securities lending markets, which could be 
impaired by factors that are not specific to Lehman Brothers, such as a severe disruption of the financial 
markets.  

Structured Instruments May Have Limited Liquidity. The financial instruments that Lehman Brothers 
holds and the contracts to which Lehman Brothers is a party are increasingly complex, as Lehman 
Brothers employs structured products to benefit Lehman Brothers’ clients and Lehman Brothers’ itself, 
and these complex structured products often do not have readily available markets to access in times of 
liquidity stress. The growth of Lehman Brothers’ proprietary investing activities may lead to situations 
where the holdings of structured instruments represent a significant portion of specific markets, which 
could restrict liquidity for Lehman Brothers’ positions. Further, Lehman Brothers’ ability to sell assets 
may be impaired if other market participants are seeking to sell similar assets at the same time. 

Lehman Brothers is a Holding Company and Are Dependent on Lehman Brothers’ Subsidiaries for 
Funds. Since LBHI is primarily a holding company, Lehman Brothers’ cash flow and consequent ability 
to pay dividends and satisfy Lehman Brothers’ obligations under securities Lehman Brothers issue are 
dependent upon the earnings of Lehman Brothers’ subsidiaries and the distribution of those earnings as 
dividends or loans or other payments by those subsidiaries to LBHI. Several of Lehman Brothers’ 
principal subsidiaries are subject to various capital adequacy requirements promulgated by the regulatory, 
banking and exchange authorities of the countries in which they operate and/or to capital targets 
established by various ratings agencies. These regulatory rules, and certain covenants contained in various 
debt agreements, may restrict Lehman Brothers’ ability to withdraw capital from Lehman Brothers’ 
subsidiaries by dividends, loans or other payments. Additionally, Lehman Brothers’ ability to participate 
as an equity holder in any distribution of assets of any subsidiary upon liquidation is generally 
subordinate to the claims of creditors of the subsidiary. 

Credit Ratings 

Lehman Brothers’ borrowing costs and Lehman Brothers’ access to the debt capital markets depend 
significantly on Lehman Brothers’ credit ratings. A reduction in Lehman Brothers’ long- or short-term 
credit ratings could increase Lehman Brothers’ borrowing costs, limit Lehman Brothers’ access to the 
capital markets and trigger additional collateral requirements in derivative contracts and other secured 
funding arrangements. Credit ratings are also important to Lehman Brothers when competing in certain 
markets, such as longer-term over-the-counter derivatives. Therefore, a substantial reduction in Lehman 
Brothers’ credit ratings would reduce Lehman Brothers’ earnings and adversely affect Lehman Brothers’ 
liquidity and competitive position. 

Risks Relating to Use of Estimates and Valuations  

Lehman Brothers makes various estimates that affect reported amounts and disclosures. Broadly, those 
estimates are used in measuring fair value of certain financial instruments, accounting for identifiable 
intangible assets and goodwill, establishing provisions for potential losses that may arise from litigation, 
regulatory proceedings and tax examinations, assessing Lehman Brothers’ ability to realize deferred taxes 
and valuing equity-based compensation awards. Estimates are based on available information and 
judgment. Therefore, actual results could differ from Lehman Brothers’ estimates and that difference 
could have a material effect on Lehman Brothers’ consolidated financial statements. 

Financial instruments and other inventory positions owned (including commitments and guarantees, but 
excluding real estate held for sale), and financial instruments and other inventory positions sold but not 
yet purchased, are presented at fair value, with realized and unrealized gains or losses reflected in 
Principal transactions in Lehman Brothers’ Consolidated Statement of Income. Lehman Brothers 
accounts for real estate held for sale at the lower of its carrying amount or fair value less cost to sell. In 
addition, certain long and short-term borrowing obligations, principally hybrid financial instruments, and 
certain deposits at U.S. banks, are reflected at fair value. Fair value is defined as the price at which an 
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asset could be exchanged in a current transaction between knowledgeable, willing parties. A liability’s 
fair value is defined as the amount that would be paid to transfer the liability to a new obligor, not the 
amount that would be paid to settle the liability with the creditor. Where available, fair value is based on 
observable market prices or parameters or derived from such prices or parameters. Where observable 
prices or inputs are not available, valuation models are applied. These valuation techniques involve some 
level of management estimation and judgment, the degree of which is dependent on the price 
transparency for the instruments or market and the instruments’ complexity. In particular, certain 
mortgage and asset-backed securities, certain corporate debt, certain private equity investments, certain 
commitments and guarantees and certain derivatives have no direct observable levels, and their valuations 
require significant estimation and judgment and therefore are subject to significant subjectivity. Reliance 
on estimation and judgment increases in adverse market conditions with decreased liquidity, such as those 
experienced recently. 

Risks Relating to Off-Balance Sheet Entities 

In the normal course of Lehman Brothers’ business, Lehman Brothers enters into various transactions 
with special purpose entities ("SPEs"). Lehman Brothers does not consolidate certain SPEs in which 
Lehman Brothers does not have a controlling financial interest as defined under applicable accounting 
standards. When Lehman Brothers does not consolidate an entity, Lehman Brothers either presents 
Lehman Brothers’ investment in the entity at fair value or apply the equity method of accounting. The 
assessment of whether the accounting criteria for consolidation are met requires management to exercise 
significant judgment. A determination of whether Lehman Brothers has a controlling financial interest in 
an entity, and therefore Lehman Brothers’ assessment of consolidation of that entity, is initially made at 
the time Lehman Brothers becomes involved with the entity. If certain events occur that require Lehman 
Brothers to re-assess Lehman Brothers’ initial determination of non-consolidation or if Lehman Brothers’ 
judgment of non-consolidation is in error, Lehman Brothers could be required to consolidate the assets 
and liabilities of an SPE onto Lehman Brothers’ consolidated balance sheet and recognize its future gains 
or losses in Lehman Brothers’ consolidated statement of income. Further, existing accounting standards 
may be changed, or interpretations of those standards may change, in the future in a manner that requires 
or increases the risk of consolidation of some SPEs. Consolidation could affect the size of Lehman 
Brothers’ consolidated balance sheet and related funding requirements, Lehman Brothers’ financial and 
regulatory capital ratios and, if the SPE’s assets include unrealized losses, could require Lehman Brothers 
to recognize those losses.  

In addition, Lehman Brothers has various commitments to and obligations associated with SPEs, 
including liquidity commitments and funded loans to certain conduits and other SPEs, limited downside 
protection guarantees to investors in certain SPEs, obligations as a general partner and investment advisor 
to private equity and other investment partnerships, indemnification obligations to investors in certain 
securitization vehicles Lehman Brothers sponsors with respect to customary representations and 
warranties Lehman Brothers makes about the assets of SPEs, proprietary investments and retained 
interests in various SPEs and others.  

Operational Risk  

Operational Risks May Disrupt Lehman Brothers’ Businesses, Result in Losses or Reputational 
Damage or Limit Lehman Brothers’ Growth. Lehman Brothers faces operational risk arising from errors 
made in the execution, confirmation or settlement of transactions or from transactions not being properly 
recorded, evaluated or accounted for. Derivative contracts are not always confirmed by the counterparties 
on a timely basis; while the transaction remains unconfirmed, Lehman Brothers is subject to heightened 
credit and operational risk and in the event of a default may find it more difficult to enforce the contract. 
Lehman Brothers’ businesses are highly dependent on Lehman Brothers’ ability to process, on a daily 
basis, a large number of transactions across numerous and diverse markets in many currencies and the 
transactions Lehman Brothers processes have become increasingly complex. Consequently, Lehman 
Brothers relies heavily on Lehman Brothers’ financial, accounting and other data processing systems. If 
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any of these systems do not operate properly or are disabled, Lehman Brothers could suffer financial loss, 
a disruption of Lehman Brothers’ businesses, liability to clients, regulatory intervention or reputational 
damage. The inability of Lehman Brothers’ systems to accommodate an increasing volume of complex 
transactions could also constrain Lehman Brothers’ ability to expand Lehman Brothers’ businesses. In 
recent years, Lehman Brothers has substantially upgraded and expanded the capabilities of Lehman 
Brothers’ data processing systems and other operating technology, and Lehman Brothers expects that 
Lehman Brothers will need to continue to upgrade and expand in the future to avoid disruption of, or 
constraints on, Lehman Brothers’ operations.  

Lehman Brothers’ businesses and operations rely on the secure processing, storage and transmission of 
confidential and other information, and, increasingly, on the internet. Lehman Brothers routinely transmit 
and receive personal, confidential and proprietary information by email and other electronic means. 
Lehman Brothers has made available to clients and counterparties certain secure transmission capabilities; 
however, Lehman Brothers’ clients and counterparties do not always choose to avail themselves of these 
capabilities. Lehman Brothers takes extensive protective measures for Lehman Brothers’ computer 
systems, internet sites, software and networks to protect against vulnerabilities to unauthorized access, 
computer viruses, denial of service attacks or other events that could have a security or business impact. 
If, nevertheless, such events should occur, they could result in significant losses or reputational damage. 
Lehman Brothers is exposed to similar risks arising from the interception of personal, confidential or 
proprietary information sent to or received from, or the misuse or mishandling thereof by, vendors, 
service providers and other third parties who may receive such information from Lehman Brothers, and 
Lehman Brothers’ ongoing efforts to improve security over email and encrypted file transfers and to 
ensure that these third parties have appropriate controls in place may not be successful. 

Lehman Brothers also faces the risk of operational or business failure of any of the clearing agents or 
other financial intermediaries or data providers Lehman Brothers uses, and as Lehman Brothers’ 
interconnectivity with Lehman Brothers’ clients grows, Lehman Brothers faces higher levels of 
operational risk that could adversely affect Lehman Brothers’ ability to effect transactions, service 
Lehman Brothers’ clients and manage Lehman Brothers’ exposure to risk.  

When Lehman Brothers originates or purchases residential mortgage loans, Lehman Brothers relies 
heavily upon information supplied by third parties, including the information contained in the loan 
application, property appraisal, title information and employment and income documentation. If any of 
this information is intentionally or negligently misrepresented, whether by the loan applicant, the 
mortgage broker, another third party or one of Lehman Brothers’ employees, and such misrepresentation 
is not detected prior to loan funding, the value of the loan may be significantly lower than expected and/or 
be unsaleable or subject to repurchase if it is sold prior to detection of the misrepresentation. While 
relevant laws may not explicitly hold the originating lenders responsible for the legal violations of 
mortgage brokers, increasingly federal and state agencies have sought to impose such assignee liability. 

In addition, despite the contingency plans Lehman Brothers has in place, Lehman Brothers’ ability to 
conduct business may be adversely impacted by a disruption in the infrastructure that supports Lehman 
Brothers’ businesses and the communities in which Lehman Brothers is located. This may include a 
disruption involving electrical systems, communications, transportation or other services used by Lehman 
Brothers or third parties with which Lehman Brothers conducts business, terrorist activities or disease 
pandemics. 
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Acquisitions or Joint Ventures Could Present Unforeseen Integration Obstacles or Costs. Acquisitions 
and joint ventures involve a number of risks and present financial, managerial and operational challenges, 
including difficulty with integrating personnel and financial and other systems, hiring additional 
management and other critical personnel and increasing the scope, geographic diversity and complexity 
of Lehman Brothers’ operations. In addition, Lehman Brothers may not realize the anticipated benefits from 
an acquisition, and Lehman Brothers may be exposed to additional liabilities of any acquired business.  

 

Legal, Regulatory and Reputational Risk 

Lehman Brothers faces the risk of litigation and intervention by regulatory authorities in all jurisdictions 
in which Lehman Brothers conducts its businesses. Among other things, Lehman Brothers could be 
subjected to judgments or fines, be prohibited from engaging in some of Lehman Brothers’ business 
activities or be subjected to limitations or conditions on Lehman Brothers’ business activities, all of 
which could result in significant losses or reputational damage. 

Lehman Brothers Face Significant Litigation Risks in Lehman Brothers’ Businesses. The volume of 
litigation against financial services firms and the amount of damages claimed have increased over the past 
several years. Lehman Brothers is exposed to potential liability as an underwriter under securities or other 
laws for materially false or misleading statements made in connection with securities and other 
transactions, potential liability for the "fairness opinions" and other advice Lehman Brothers provides to 
participants in corporate transactions and disputes over the terms, conditions and risks of trading 
arrangements. Lehman Brothers also faces the possibility that counterparties will claim that Lehman 
Brothers improperly failed to tell them of the risks or that they were not authorized or permitted to enter 
into these transactions with Lehman Brothers and that their obligations to Lehman Brothers are not 
enforceable. In Lehman Brothers’ Investment Management segment, Lehman Brothers are exposed to 
claims against Lehman Brothers for recommending investments that are not consistent with a client’s 
investment objectives or engaging in unauthorized or excessive trading. The downturn in the mortgage 
and mortgage-backed securities markets may result in increased claims of this type, and during a 
prolonged market downturn, Lehman Brothers would expect these claims to further increase. Lehman 
Brothers is also subject to claims arising from disputes with employees for alleged discrimination or 
harassment, among other things. These risks often may be difficult to assess or quantify, and their 
existence and magnitude often remain unknown for substantial periods of time. Lehman Brothers incurs 
significant legal expenses every year in defending against litigation, and Lehman Brothers expects to 
continue to do so in the future.   

Extensive Regulation of Lehman Brothers’ Businesses Limits Lehman Brothers’ Activities and May 
Subject Lehman Brothers to Significant Penalties. Lehman Brothers, as a participant in the financial 
services industry, is subject to extensive regulation under both federal and state laws in the U.S. and 
under the laws of the many global jurisdictions in which Lehman Brothers does business. Lehman 
Brothers is also regulated by a number of self-regulatory organizations. The industry has experienced 
increased scrutiny from a variety of regulators, including the SEC, FINRA and state attorneys general. 
Over the last several years, penalties and fines sought by regulatory authorities in Lehman Brothers’ 
industry have increased substantially, and certain regulators have been more likely to commence 
enforcement actions.  

The requirements imposed by Lehman Brothers’ regulators are designed to ensure the integrity of the 
financial markets and to protect customers and other third parties who deal with Lehman Brothers. 
Consequently, these regulations often serve to limit Lehman Brothers’ activities, including through net 
capital, customer protection and market conduct requirements. If Lehman Brothers was found to have 
breached certain of these rules or regulations, Lehman Brothers could face the risk of significant 
intervention by regulatory authorities in all jurisdictions in which Lehman Brothers conducts Lehman 
Brothers’ businesses, including extended investigation and surveillance activity, adoption of costly or 
restrictive new regulations and judicial or administrative proceedings that may result in substantial 
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penalties. Among other things, Lehman Brothers could be fined or prohibited from engaging in some of 
Lehman Brothers’ business activities.  

Additional legislation and regulations, changes in rules imposed by regulatory authorities, self-regulatory 
organizations and exchanges or changes in the interpretation or enforcement of existing laws and rules 
may adversely affect Lehman Brothers’ business and profitability. Lehman Brothers’ business may be 
materially affected not only by regulations applicable to Lehman Brothers as an investment bank, but also 
by regulations of general application, including existing and proposed tax legislation and other 
governmental regulations and policies (including the interest rate and monetary policies of the Federal 
Reserve Board and other central banks) and changes in the interpretation or enforcement of existing laws 
and rules that affect the business and financial communities.  

In emerging markets in particular, Lehman Brothers may be subject to risks of possible nationalization, 
expropriation, price controls, capital controls, currency exchange controls and other restrictive 
governmental actions. In many countries, the laws and regulations applicable to the securities and 
financial services industries are uncertain and evolving, and it may be difficult for Lehman Brothers to 
determine the exact requirements of local laws in every market. Lehman Brothers is also subject to 
greater risk in these jurisdictions that transactions Lehman Brothers structures might not be legally 
enforceable in all cases. In addition, in conducting business in these jurisdictions, Lehman Brothers is 
often faced with the challenge of ensuring that Lehman Brothers’ activities is also consistent with U.S. or 
other laws with extra-territorial application, such as the USA PATRIOT Act and the U.S. Foreign Corrupt 
Practices Act. Lehman Brothers’ failure to comply with such laws could result in significant losses or 
reputational damage. 

In the past several years, intensified scrutiny of the energy market by federal, state and local authorities 
and the public has resulted in increased regulatory and legal proceedings involving electricity, natural gas 
and other energy commodities merchants. Lehman Brothers’ business and reputation may be adversely 
affected by legal and regulatory proceedings arising out of Lehman Brothers’ energy commodities 
activities. 

Lehman Brothers is subject to the income tax laws of the jurisdictions in which Lehman Brothers has 
business operations. These tax laws are complex and may be subject to different interpretations by the 
taxpayer and the relevant governmental taxing authorities. Lehman Brothers must make judgments and 
interpretations about the application of these inherently complex tax laws when determining the provision 
for income taxes. Lehman Brothers is subject to contingent tax risk that could adversely affect Lehman 
Brothers’ results of operations, to the extent that Lehman Brothers’ interpretations of tax laws are 
disputed upon examination or audit, and are settled in amounts in excess of established reserves for such 
contingencies.  

Lehman Brothers’ Mortgage Origination Business is Subject to Special Litigation and Regulatory 
Risks. The laws and regulations of the various jurisdictions in which Lehman Brothers conducts Lehman 
Brothers’ mortgage lending business are complex, frequently changing and, in some cases, in direct 
conflict with each other. In particular, this business is subject to various laws, regulations and guidance 
that restrict non-prime loan origination or purchase activities. Some of these laws and regulations provide 
for assignee liability for warehouse lenders, whole loan buyers and securitization trusts. In addition, the 
downturn in the U.S. residential real estate market has resulted in increased regulatory scrutiny, and may 
result in increased complaints and claims, relating to non-prime mortgage origination practices, and 
further difficulties in the mortgage markets could result in increased exposure to liability, including 
possible civil and criminal liability, demands for indemnification or loan repurchases from purchasers of 
Lehman Brothers’ loans (including securitization trusts), class action lawsuits or administrative 
enforcement actions. Moreover, Lehman Brothers’ customer base and counterparties in this business are 
substantially different from the high-net-worth and institutional customers and counterparties of most of 
Lehman Brothers’ other businesses, which presents a different litigation risk profile.  
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Exposure to Reputational Risks Could Impact the Value of Lehman Brothers’ Brand. Lehman 
Brothers’ reputation is critical in maintaining Lehman Brothers’ relationships with clients, investors, 
regulators and the general public, and is a key focus in Lehman Brothers’ risk management efforts. In 
recent years, there have been a number of highly publicized cases involving fraud, conflicts of interest or 
other misconduct by employees in the financial services industry, and Lehman Brothers run the risk that 
misconduct by Lehman Brothers’ employees could occur. Misconduct by employees could include 
binding Lehman Brothers to transactions that exceed authorized limits or present unacceptable risks, or 
hiding from Lehman Brothers unauthorized or unsuccessful activities, which, in either case, may result in 
unknown and unmanaged risks or losses. Employee misconduct could also involve the improper use or 
disclosure of confidential information, which could result in regulatory sanctions and serious reputational 
or financial harm. It is not always possible to deter employee misconduct, and the precautions Lehman 
Brothers takes to prevent and detect this activity may not be effective in all cases. In addition, in certain 
circumstances Lehman Brothers’ reputation could be damaged by activities of Lehman Brothers’ clients 
in which Lehman Brothers participate, or of hedge funds or other entities in which Lehman Brothers 
invests, over which Lehman Brothers has little or no control. 

Potential Conflicts of Interest Are Increasing. As Lehman Brothers has expanded the scope of Lehman 
Brothers’ businesses and Lehman Brothers’ client base, Lehman Brothers increasingly has to address 
potential conflicts of interest, including those relating to Lehman Brothers’ proprietary activities. For 
example, conflicts may arise between Lehman Brothers’ position as a financial advisor in a merger 
transaction and a principal investment Lehman Brothers holds in one of the parties to the transaction. In 
addition, hedge funds and private equity funds are an increasingly important portion of Lehman Brothers’ 
client base, and also compete with Lehman Brothers in a number of Lehman Brothers’ businesses. In 
addition, the SEC, FINRA, other federal and state regulators and regulators outside the U.S., including in 
the U.K. and Japan, have increased their scrutiny of potential conflicts of interest. Lehman Brothers has 
extensive procedures and controls that are intended to ensure that any potential conflicts of interest are 
appropriately addressed. However, properly dealing with conflicts of interest is complex and difficult, and 
Lehman Brothers’ reputation could be damaged if Lehman Brothers fails, or appear to fail, to deal 
appropriately with conflicts of interest and, it is possible that potential or perceived conflicts could give 
rise to litigation or enforcement actions. 

Competitive Environment 

All aspects of Lehman Brothers’ business are highly competitive. Lehman Brothers’ competitive success 
depends on many factors, including Lehman Brothers’ reputation, the quality of Lehman Brothers’ 
services and advice, intellectual capital, product innovation, execution ability, pricing, sales efforts, and 
the talent of Lehman Brothers’ personnel. Many of Lehman Brothers’ competitors have greater capital 
resources and greater geographic reach than Lehman Brothers does, which enhances their competitive 
positions. 

Lehman Brothers Faces Increased Competition Due to a Trend Toward Consolidation. In recent years, 
there has been substantial consolidation and convergence among companies in the financial services 
industry. In particular, a number of large commercial banks, insurance companies and other broad-based 
financial services firms have established or acquired broker-dealers or have merged with other financial 
institutions. Many of these firms have the ability to offer a wide range of products, from loans, deposit-
taking and insurance to brokerage, asset management and investment banking services, which may 
enhance their competitive position. They also have the ability to support investment banking and 
securities products with commercial banking, insurance and other financial services revenues in an effort 
to gain market share. These abilities have resulted in pricing pressure in Lehman Brothers’ businesses. 
Lehman Brothers has experienced intense price competition in some of Lehman Brothers’ businesses in 
recent years. For example, equity and debt underwriting and trading spreads and fees for lending and 
other activities have been under competitive pressure for a number of years.  
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Lehman Brothers’ Revenues May Decline Due to Competition from Alternative Trading Systems. 
Securities and futures transactions are now being conducted through the internet and other alternative, 
non-traditional trading systems, and it appears that the trend toward alternative trading systems will 
continue and probably accelerate. A dramatic increase in computer-based or other electronic trading may 
adversely affect Lehman Brothers’ commission and trading revenues, including in Lehman Brothers’ 
specialist business. The NYSE’s adoption of its hybrid market for trading securities may increase pressure 
on Lehman Brothers’ Equities business as customers execute more of their NYSE-related trades 
electronically. Lehman Brothers has invested significant resources into the development of electronic 
trading systems and expect to continue to do so, but there is no assurance that the revenues generated by 
these systems will yield an adequate return on Lehman Brothers’ investment, particularly given the 
relatively lower commissions arising from electronic trades. 

Lehman Brothers’ Ability to Retain Its Key Employees is Critical to the Success of Lehman Brothers’ 
Business. Lehman Brothers’ people are its most important resource. Lehman Brothers’ ability to continue 
to compete effectively in Lehman Brothers’ businesses will depend upon Lehman Brothers’ ability to 
attract top talent and retain and motivate Lehman Brothers’ existing employees while managing 
compensation costs.  

Risk Management  

Lehman Brothers has devoted significant resources to develop Lehman Brothers’ risk management 
policies and procedures and expect to continue to do so in the future. Although Lehman Brothers deploys 
various risk mitigation and risk monitoring techniques, they are subject to judgments as to the timing and 
duration of their application. Additionally, no risk management procedure can anticipate every market event, 
and Lehman Brothers’ hedging strategies and other risk management techniques may not be fully 
effective in mitigating Lehman Brothers’ risk exposure in all market environments or against all types of 
risk, including risks that are unidentified or unanticipated. Some of Lehman Brothers’ methods of 
managing risk are based upon Lehman Brothers’ use of observed historical market behavior. As a result, 
these methods may not predict future risk exposures, which could be significantly greater than the 
historical measures indicate. The models that Lehman Brothers uses to assess and control Lehman 
Brothers’ risk exposures reflect historical correlations among prices of various asset classes or other 
market indicators, and in times of market stress or other unforeseen circumstances there may be material 
changes in correlations between asset classes. In the past, including during the recent mortgage and credit 
market downturn, these types of market movements have at times limited the effectiveness of Lehman 
Brothers’ hedging strategies and have caused Lehman Brothers to incur significant losses, and they may 
do so in the future. An increase in volatility would increase Lehman Brothers’ measured risk, which 
might cause Lehman Brothers to reduce certain of Lehman Brothers’ business activities. In such 
circumstances, Lehman Brothers may not be able to reduce Lehman Brothers’ positions or Lehman 
Brothers’ exposure in a timely, cost-effective way or in a manner sufficient to offset the increase in 
measured risk. Management of operational, legal and regulatory risk requires, among other things, 
policies and procedures to record properly and verify a large number of transactions and events, and these 
policies and procedures may not be fully effective.  

Risks Relating To New Business Initiatives and New Markets 

A number of Lehman Brothers’ recent and planned business initiatives and expansions of existing 
businesses may bring Lehman Brothers into contact, directly or indirectly, with new markets and new 
asset classes and with entities and individuals that are not within Lehman Brothers’ traditional client base. 
For example, Lehman Brothers has expanded Lehman Brothers’ businesses and investments in emerging 
markets such as Russia, the Middle East, India, Turkey and China, have increased Lehman Brothers’ 
activities in the markets for derivatives, commodities and foreign exchange and have begun providing loans 
to small and mid-sized businesses and students. In addition, Lehman Brothers is increasingly offering 
complex structured products and alternative investments to a wider investor base, both directly and 
through third-party distribution channels. These business activities expose Lehman Brothers to new and 
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enhanced risks, including increased credit-related and operational risks, regulatory risks and reputational 
concerns. As Lehman Brothers’ business expands into new markets and new geographical regions, 
Lehman Brothers will face competitors with more experience and more established relationships with 
clients, regulators and industry participants in the relevant market, which could adversely affect Lehman 
Brothers’ ability to expand. 
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RESPONSIBILITY STATEMENT 

Lehman Brothers Holdings Inc. whose registered office is at Corporation Service Company, 2711 
Centerville Road, Suite 400, Wilmington, Delaware 19808, USA accepts responsibility for the content of 
this Registration Document pursuant to §5 para 4 Wertpapierprospektgesetz and hereby accordingly 
declares that the information contained in this Registration Document is, to the best of its knowledge, in 
accordance with the facts and that no material circumstances have been omitted.  

Lehman Brothers Holdings Inc. hereby declares that, having taken all reasonable care to ensure that such 
is the case, the information contained in this Registration Document is, to the best of its knowledge, in 
accordance with the facts and contains no omissions likely to affect its import. 
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GENERAL 

This document is valid for the period of twelve months from the date of its publication and is to be 
read and construed with any supplement to a prospectus which incorporates this document, where 
any such supplement relates to the content of this document. A copy of this Registration Document 
and each supplement hereto will be available free of charge during the life of this Registration 
Document, during normal business hours on any weekday (Saturdays and public holidays 
excepted), for inspection at the office of The Bank of New York Mellon, Filiale Frankfurt am Main, 
Bockenheimer Landstraße 24, 60323 Frankfurt am Main, Germany and Lehman Brothers 
International (Europe), Zweigniederlassung Frankfurt am Main, Rathenauplatz 1, D-60313 
Frankfurt am Main. 

No person has been authorised to give any information or to make any representation not 
contained in or not consistent with this Registration Document and, if given or made, such 
information or representation must not be relied upon as having been authorised by LBHI or any 
of its affiliates. 

This Registration Document is not intended to provide the basis of any credit or other evaluation 
and should not be considered as a recommendation by LBHI or any other person that any recipient 
of this Registration Document should purchase any securities guaranteed by LBHI. Each investor 
contemplating purchasing securities guaranteed by LBHI should make its own independent 
investigation of the financial condition and affairs, and its own appraisal of the creditworthiness, of 
LBHI.  No part of this Registration Document constitutes an offer or invitation by or on behalf of 
LBHI to any person to subscribe for or to purchase any securities guaranteed by LBHI. 

Neither the delivery of this Registration Document nor any documentation relating to any securities 
guaranteed by LBHI (including without limitation any base prospectus or final terms for the 
purposes of the Prospectus Directive) nor the offering, sale or delivery of any such securities shall, 
in any circumstances, create any implication that there has been no change in the affairs of LBHI 
since the date hereof, or that the information contained in the Registration Document is correct at 
any time subsequent to the date hereof or that any other written information delivered in 
connection herewith or therewith is correct as of any time subsequent to the date indicated in such 
document.  Investors should review, inter alia, the most recent financial statements of LBHI when 
evaluating any securities guaranteed by LBHI or an investment therein. However, LBHI will 
always comply with the applicable statutory requirements to publish supplements in accordance 
with § 16 WpPG. 

The distribution of this Registration Document and the offer or sale of securities guaranteed by 
LBHI may be restricted by law in certain jurisdictions. Persons into whose possession this 
Registration Document or any securities guaranteed by LBHI come must inform themselves about, 
and observe, any such restrictions. 

 

.
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INFORMATION RELATING TO LEHMAN BROTHERS HOLDINGS INC. 

General Information about LBHI, History and Development 

Lehman Brothers Holdings Inc., a Delaware corporation, was incorporated on 29 December, 1983, for an 
indefinite term, pursuant to the General Corporation Law of the State of Delaware, U.S.A., with 
registration number 2024634. Lehman Brothers Holdings Inc. is still incorporated under Delaware law. 
Lehman Brothers Holdings Inc. and its subsidiaries are collectively referred to as "Lehman Brothers" or 
the "Company" or the "Firm". Lehman Brothers Holdings Inc.’s executive offices are located at 745 
Seventh Avenue, New York, New York 10019, U.S.A., and its telephone number is + 212 526 7000. 
Lehman Brothers Holdings Inc's registered office is at Corporation Service Company, 2711 Centerville 
Road, Suite 400, Wilmington, Delaware 19808, USA. The common stock of Lehman Brothers Holdings 
Inc is listed on the New York Stock Exchange under the symbol "LEH".  

The stated legal purpose of Lehman Brothers Holdings Inc. is to engage in any lawful act or activity for 
which corporations may be organized under the General Corporation Law of the State of Delaware (as set 
out in article 3 of Lehman Brothers Holdings Inc.’s Restated Certificate of Incorporation). 

To the best of Lehman Brothers Holdings Inc.’s knowledge, it is in material compliance with the 
applicable corporate governance regimes in the United States of America. 

Lehman Brothers Holdings Inc. also acts through its London Branch which is registered at Companies 
House with Branch Number BR005486. Lehman Brothers Holdings Inc. conducts its business basically as 
"Lehman Brothers". 

Business Overview  

Lehman Brothers, an innovator in global finance, serves the financial needs of corporations, governments 
and municipalities, institutional clients and high-net-worth individuals worldwide. Lehman Brothers 
provides a full array of equities and fixed income sales, trading and research, investment banking services 
and investment management and advisory services. Lehman Brothers’ worldwide headquarters in New 
York and regional headquarters in London and Tokyo are complemented by offices in additional 
locations in North America, Europe, the Middle East, Latin America and the Asia Pacific region. The 
Firm, through predecessor entities, was founded in 1850. 

Through its subsidiaries, Lehman Brothers is(as Lehman Brothers believes) a global market-maker in all 
major equity and fixed income products. To facilitate Lehman Brothers’ market-making activities, 
Lehman Brothers is a member of all principal securities and commodities exchanges in the United States, 
as well as FINRA (the Financial Industry Regulatory Authority, formed in 2007 by the consolidation of 
NASD, Inc. and the member regulation, enforcement and arbitration functions of the New York Stock 
Exchange, Inc. ("NYSE")), and Lehman Brothers holds memberships or associate memberships on several 
principal international securities and commodities exchanges, including the London, Tokyo, Hong Kong, 
Frankfurt, Paris, Milan, Singapore and Australian stock exchanges.  

Lehman Brothers principal business activities is investment banking, capital markets and investment 
management (each of which is described and set out below). Through Lehman Brothers’ investment 
banking, trading, research, structuring and distribution capabilities in equity and fixed income products, 
Lehman Brothers continues to build on its client-flow business model, which is based on Lehman 
Brothers’ principal focus of facilitating client transactions in all major global capital markets products and 
services. Lehman Brothers generates client-flow revenues from institutional, corporate, government and 
high-net-worth clients by (i) advising on and structuring transactions specifically suited to meet client 
needs; (ii) serving as a market maker and/or intermediary in the global marketplace, including having 
securities and other financial instrument products available to allow clients to adjust their portfolios and 
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risks across different market cycles; (iii) originating loans for distribution to clients in the securitization or 
principals market; (iv) providing investment management and advisory services; and (v) acting as an 
underwriter to clients. As part of its client-flow activities, Lehman Brothers maintains inventory positions 
of varying amounts across a broad range of financial instruments. In addition, Lehman Brothers also takes 
proprietary trading and investment positions. The financial services industry is significantly influenced by 
worldwide economic conditions as well as other factors inherent in the global financial markets. As a 
result, revenues and earnings may vary from quarter to quarter and from year to year. Lehman Brothers 
believes its client-flow orientation and the diversity of its business helps to mitigate overall revenue 
volatility.  

Lehman Brothers’ consolidated assets, revenues and pre-tax income are the result of the provision of 
financial services as described generally in the below sections "Investment Banking," "Capital Markets," 
and "Investment Management." Any impact to Lehman Brothers’ consolidated assets, revenues and pre-
tax income resulting from business activities described generally in the below sections "Technology" or 
"Corporate" are allocated to Lehman Brothers’ business segments based upon internal allocation 
methodologies that reflect management's estimates and judgments. Save the foregoing, any businesses not 
generally described in the sections below or revenues or expenses not centrally managed and allocated are 
less than 10 percent consolidated assets, revenues or pre-tax income as of the date of this Registration 
Document. 

Investment Banking 

Investment Banking provides advice to corporate, institutional and government clients throughout the 
world on mergers, acquisitions and other financial matters. Investment Banking also raises capital for 
clients by underwriting public and private offerings of debt and equity securities. Lehman Brothers’ 
Investment Banking professionals are responsible for developing and maintaining relationships with 
issuer clients, gaining a thorough understanding of their specific needs and bringing together the full 
resources of Lehman Brothers to accomplish their financial and strategic objectives.  

Investment Banking is made comprised of Corporate Finance, Mergers & Acquisitions ("M&A") and 
Global Finance units that serve Lehman Brothers’ corporate, institutional and government clients. The 
Corporate Finance unit is organized into global industry groups—Communications, Consumer/Retailing, 
Financial Institutions, Financial Sponsors, Healthcare, Industrial, Media, Middle Markets, Natural 
Resources, Power, Real Estate and Technology—that include bankers who deliver industry knowledge 
and expertise to meet clients’ objectives. M&A is comprised of Advisory and Restructuring groups. 
Global Finance serves Lehman Brothers’ clients’ capital-raising needs through specialized product groups 
in Equity Capital Markets, Debt Capital Markets, Leveraged Finance, Private Capital Markets and Risk 
Solutions. Bankers in these specialized product groups partner with industry coverage bankers in the 
global industry groups to provide comprehensive financial solutions for clients. 

Lehman Brothers maintains investment banking offices in North America, Europe, the Middle East, Latin 
America and the Asia Pacific region. 

Lehman Brothers believes that the high degree of integration among its industry, product and geographic 
groups has allowed Lehman Brothers to become a leading source of one-stop financial solutions for its 
global clients.  

Mergers & Acquisitions (M&A Advisory) 

Lehman Brothers’ global M&A Advisory group delivers strategic advisory services to companies 
worldwide. Lehman Brothers’ capabilities cover the entire spectrum of strategic alternatives available to 
clients, including acquisitions, divestitures, restructurings, leveraged buyouts, takeover defenses, special 
committee assignments and exclusive sales. Lehman Brothers’ global team of M&A professionals works 
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in partnership with industry coverage bankers, to provide strategic insight, tactical advice and execution 
capabilities in approaching clients’ most challenging issues.  

Restructuring  

Lehman Brothers’ Restructuring group provides full-service restructuring expertise on a global basis, 
including financing capabilities and traditional restructuring advice. The group provides advisory services 
to distressed companies, their creditors and potential purchasers, including providing out of- court options 
for companies to avoid bankruptcy, helping companies and creditors move efficiently through the 
bankruptcy process and advising strategic and financial buyers on the unique challenges of buying 
distressed and bankrupt companies. The Restructuring group has significant cross-border transaction 
expertise. 

Equity Capital Markets  

Lehman Brothers believes that it is a leading underwriter in the global equity capital markets. Lehman 
Brothers’ capabilities include initial public offerings, follow-on offerings, monetizations, preferred stock, 
convertible securities, equity-linked securities, equity derivatives and share repurchases. Lehman Brothers 
has a global team of equity product specialists who work closely with industry coverage bankers globally 
to develop solutions that meet its clients’ needs.  

Debt Capital Markets 

Lehman Brothers believes that it is also a leading underwriter in the global fixed income markets. The 
Firm takes a comprehensive approach, working closely with clients to develop and implement tailored 
solutions to specific issues and problems. Lehman Brothers’ capabilities span the spectrum of fixed 
income products, including high grade and high yield debt, commercial paper, hybrid capital, government 
and agency securities, mortgage- and asset-backed securities and collateralized debt obligations, together 
with risk management and structured finance solutions. Lehman Brothers’ debt product specialists work 
closely with industry coverage bankers globally to originate, structure and market fixed income securities 
to investors. 

Leveraged Finance  

Lehman Brothers’ global Leveraged Finance group provides comprehensive financing solutions for 
below-investment- grade clients across many industries through Lehman Brothers’ high-yield bond, 
leveraged loan, bridge financing and mezzanine debt products. Lehman Brothers provides "one-stop" 
leveraged financing solutions for corporate and financial acquirers and high yield issuers, including multi-
tranche, multi-product acquisition financing. Lehman Brothers believes that it has a leading leveraged loan 
and bond franchise. 

Private Capital Markets 

Lehman Brothers has a dedicated Private Capital Markets group focused on raising capital in the private 
equity and debt markets. The Firm's Private Capital Markets professionals work closely with Lehman 
Brothers’ industry coverage bankers to assist clients in establishing optimal capital structures. Clients 
range from pre-initial public offering companies to well-established corporations that span many 
industries. The Private Capital Markets group has experience in identifying sources, establishing 
structures and placing common stock, convertible preferred stock, preferred stock, subordinated and/or 
mezzanine debt and senior debt, as well as utilizing a variety of financing techniques, including private 
investments in public equity (PIPEs), securitizations, project financings and sale-leasebacks.  

Risk Solutions Group 
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Lehman Brothers’ Risk Solutions group works with clients to identify and manage their interest rate, 
inflation, commodities and currency and commodity risks, among other risks. The group’s solutions 
typically draw upon a range of swap and derivative products.  

Capital Markets 

Capital Markets represents primarily institutional client-flow activities, including secondary trading, 
financing, mortgage origination and securitization, prime brokerage and research activities in fixed 
income and equity products. These products include a wide range of cash, derivative, secured financing 
and structured instruments and investments. Lehman Brothers believes that Lehman Brothers is a leading 
global market-maker in numerous equity and fixed income products, including U.S., European and Asian 
equities, government and agency securities, money market products, corporate high-grade, high-yield and 
emerging market securities, mortgage- and asset-backed securities, preferred stock, municipal securities, 
commodities and energy products, bank loans, foreign exchange, financing and derivative products. 
Lehman Brothers believes that Lehman Brothers is one of the largest investment banks in terms of U.S. 
and pan-European listed equities trading volume and maintain a major presence in over-the-counter U.S. 
stocks, major Asian large capitalization stocks, warrants, convertible debentures and preferred issues. In 
addition, the secured financing business manages Lehman Brothers’ equity and fixed income matched 
book activities, supplies secured financing to institutional clients and provides secured funding for 
Lehman Brothers’ inventory of equity and fixed income products.  

Lehman Brothers facilitates client transactions by serving as a market-maker and/or intermediary in the 
global marketplace, including making available securities and other financial instrument products to 
clients to adjust their portfolios and risks across different market cycles, enabling clients to sell large 
positions of securities through block trades and originating loans for distribution to clients through 
securitizations and/or syndications. 

The Capital Markets segment also includes proprietary activities as well as principal investing including 
investments in real estate, private equity and other long-term investments. Lehman Brothers combines the 
skills from the sales, trading and research areas of Lehman Brothers’ Equities and Fixed Income Capital 
Markets businesses to serve the financial needs of Lehman Brothers’ clients. This integrated approach 
enables Lehman Brothers to structure and execute global transactions for clients and to provide 
worldwide liquidity in marketable securities. 

Equities Capital Markets 

The Equities Capital Markets business is responsible for Lehman Brothers’ equities and equity-related 
operations and products worldwide. These products include listed and over-the-counter securities, 
American Depositary Receipts, convertibles, options, warrants and derivatives. Lehman Brothers makes 
markets in equity and equity-related securities as well as take positions for Lehman Brothers’ own 
account. Lehman Brothers participates in the global equity and equity-related markets in all major 
currencies through its worldwide presence and membership in major stock and option exchanges. During 
2007, Lehman Brothers acquired the institutional equities business, including the institutional research 
group, of Brics Securities Limited, a brokerage firm in India. Equities Capital Markets is composed of 
Liquid Markets, Leveraged Businesses and Private Equity. In conjunction with other broker-dealers, the 
Company entered into a joint-venture and invested in TradeWeb Markets LLC, an electronic securities 
trading platform owned by Thomson Financial. 

Liquid Markets  

Liquid Markets consists of Lehman Brothers’ Cash Trading, Flow Volatility and Program Trading 
businesses, which also includes Connectivity services. Cash trades are executed for clients in both 
conventional (calls to a sales person) or electronic fashion through external systems as well as Lehman 
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Brothers’ own execution management platform. These trades can be executed manually or via algorithmic 
trading strategies based on client needs. Lehman Brothers’ Flow Derivatives business facilitates client 
orders in listed options markets and vanilla over-the-counter options and derivatives. Program Trading 
specializes in execution of trades on baskets of stocks, which can be executed on an agency or principal 
basis. Lehman Brothers delivers global electronic connectivity services to its clients, offering seamless 
electronic access to its trading desks and sources of liquidity around the world.  

Leveraged Businesses  

Leveraged Businesses include Structured Derivatives and Convertibles. Lehman Brothers’ Structured 
Derivatives business offers customized equity derivative capabilities across a wide spectrum of equity-
related assets globally, leveraging sales, trading and research into a global solution for the customer. 
Lehman Brothers has experienced significant growth in a number of products, including Exchange Traded 
Funds (ETFs), options and warrants, spread-trading, agency/risk baskets, index rebalancing and other 
structured products . Lehman Brothers believes that it is a leading participant in the development and 
trading of equity derivative instruments. Lehman Brothers’ product development capabilities enable 
investors to take risk positions tailored to their specific needs or undertake sophisticated hedging and 
monetization strategies. The Convertibles business trades and makes markets in conventional and 
structured convertible securities.  

Private Equity 

The Equities Capital Markets segment also includes realized and unrealized gains and losses related to 
private equity principal investments. See "Investment Management — Asset Management — Private 
Equity" below. 

Specialist Business  

In December 2007, Lehman Brothers acquired certain assets related to Van der Moolen Specialists, 
including its NYSE portfolio of listed company specialist’s assignments and certain technology. As a result, 
Lehman Brothers Market Makers, a division of Lehman Brothers Inc., Lehman Brothers’ U.S. registered 
broker dealer, acts as specialist for approximately 400 NYSE-listed issues and is the fourth-largest specialist 
firm on the NYSE.  

Fixed Income Capital Markets 

Lehman Brothers actively participates in key fixed income markets worldwide and maintains a 24-hour 
trading presence in global fixed income securities. Lehman Brothers believes that it is a market-maker 
and participant in the new issue and secondary markets for, and take positions for Lehman Brothers’ own 
account in, a broad variety of fixed income securities. During 2007, Lehman Brothers acquired Grange 
Securities Limited, a full service Australian broker-dealer specializing in fixed income products. Fixed 
Income businesses include the following: 

Government and Agency Obligations  

Lehman Brothers believes that it is one of the leading primary dealers in U.S. government securities, 
participating in the underwriting of and market-making in U.S. Treasury bills, notes and bonds, and 
securities of federal agencies. Lehman Brothers believes that it is also a market-maker in the government 
securities of all G7 countries, and participate in other major European and Asian government bond 
markets.  
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Corporate Debt Securities and Loans  

Lehman Brothers make markets in fixed and floating rate investment grade debt worldwide. Lehman 
Brothers believes that it is also a major participant in the preferred stock and hybrid capital securities, 
including long-term and perpetual preferreds stock and preferred securities, and auction rate securities.  

Global Family of Indices 

Lehman Brothers’ Global Family of Indices provides comprehensive performance and risk measurements 
for the major bond markets. The Index Group produces some of the most widely followed benchmarks in 
the global debt markets. 

High-Yield Securities and Leveraged Bank Loans  

Lehman Brothers also makes markets in non-investment grade debt securities. Through Lehman Brothers’ 
high grade and high yield sales, trading and underwriting activities, it makes commitments to extend 
credit in loan syndication transactions. Lehman Brothers also provides contingent commitments to 
investment and non-investment grade counterparties related to acquisition financings.  

Money Market Products  

Lehman Brothers believes that it holds leading market positions in the origination and distribution of 
medium-term notes and commercial paper. Lehman Brothers is an appointed dealer or agent for numerous 
active commercial paper and medium-term note programs on behalf of companies and government 
agencies worldwide.  

Mortgage Origination, Secured Lending and Mortgage- and Asset-Backed Securities  

Lehman Brothers Bank, FSB, offers traditional and online mortgage banking services to individuals as 
well as institutions and their customers. Lehman Brothers Bankhaus AG, a German bank, offers lending 
and real estate financing to corporate and institutional borrowers worldwide. Lehman Brothers originates 
commercial and residential mortgage loans through Lehman Brothers Bank, Lehman Brothers Bankhaus 
and other subsidiaries in the U.S., Europe and Asia. Lehman Brothers believes that it is a leading 
underwriter of and market-maker in residential and commercial mortgage- and asset-backed securities 
and is active in all areas of secured lending, structured finance and securitized products. Lehman Brothers 
underwrites and make markets in the full range of U.S. agency-backed mortgage products, mortgage-
backed securities, asset-backed securities and whole loan products. Lehman Brothers believes that it is 
also a leader in the global market for residential and commercial mortgages (including multi-family 
financing) and leases and has an established private student loan origination platform. During the third 
and fourth quarters of 2007, Lehman Brothers restructured its global residential mortgage origination 
business, including rescaling operations in the U.S. and U.K. due to market conditions and product 
revisions and closing BNC Mortgage LLC, its U.S. subprime origination platform, as well as its Korean 
mortgage business. In addition, in January 2008, Lehman Brothers suspended its wholesale and 
correspondent lending activities at Lehman Brothers’ Aurora Loan Services subsidiary ("Aurora"). 
Lehman Brothers continues to originate loans through Aurora’s direct lending channel and maintains 
Aurora’s servicing business. As a result of these suspension activities, Lehman Brothers incurred one-
time expenses of approximately $34 million generally for facilities exit costs. In April 2008, Lehman 
Brothers announced the suspension of its U.K home loans division, Southern Pacific Mortgage Limited. 
As a result of these suspension activities, Lehman Brothers incurred one-time, non-compensation 
expenses of approximately $20 million and $54 million for the three and six months ended May 31, 2008, 
respectively. 

Lehman Brothers Commercial Bank ("LB Commercial Bank"), a Utah-chartered industrial loan company, 
issues certificates of deposit to institutions and conducts certain lending activities. During 2007, Lehman 
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Brothers acquired Capital Crossing Bank, a state-chartered, FDIC-insured commercial bank that 
originates small business loans.  

Real Estate Investment  

In addition to its origination and securitization of commercial mortgages, Lehman Brothers also invests in 
commercial real estate in the form of debt, joint venture equity investments and direct ownership 
interests. Lehman Brothers has interests in properties throughout the world. 

Municipal and Tax-Exempt Securities  

Lehman Brothers believes that it is a major dealer in municipal and tax-exempt securities, including 
general obligation and revenue bonds, notes issued by states, counties, cities and state and local 
governmental agencies, municipal leases, tax-exempt commercial paper and put bonds.  

Fixed Income Derivatives  

Lehman Brothers offers a broad range of interest rate- and credit-based derivative products and related 
services. Derivatives professionals are integrated into all of Lehman Brothers’ Fixed Income areas in 
response to the worldwide convergence of the cash and derivative markets.  

Foreign Exchange  

Lehman Brothers’ global foreign exchange operations provide market access and liquidity in all 
currencies for spot, forward and over-the-counter options markets around the clock. Lehman Brothers 
offers its clients execution, analysis and hedging capabilities, utilizing foreign exchange as well as foreign 
exchange options and other foreign exchange derivatives. Lehman Brothers also provides advisory 
services to central banks, corporations and investors worldwide, structuring innovative products to fit 
their specific needs. Lehman Brothers makes extensive use of its global macroeconomics research to 
advise clients on the appropriate strategies to manage their interest rate and currency risk. 

Insurance 

Lehman Brothers continues to build out Lehman Brothers’ ability to provide financing, securitization and 
capital markets execution services for clients with insurance-related portfolios. During 2007, Lehman 
Brothers acquired Congress Life Insurance Company, a life insurance company with licenses in 43 U.S. 
states, and a minority interest in Wilton Re Holdings Limited, a U.S. re-insurer that focuses on the 
reinsurance of mortality risk on life insurance policies. 

Commodities 

In 2005, Lehman Brothers established an energy trading business with global capability in power, natural 
gas and oil. The business includes futures, swaps, options and other structured products, as well as physical 
trading. Lehman Brothers delivers energy and commodity risk solutions to customers around the globe, 
complementing the Lehman Brothers’ investment banking franchise in power and natural resources, as well 
as its global sales and distribution platform and capabilities in global trading, derivatives, research, finance 
and risk management. Lehman Brothers is active in the markets for crude oil and refined products, 
electricity, natural gas, coal, emissions and precious and base metals, trading all major financial commodity 
products, including futures, swaps, options and structured products. Lehman Brothers offers innovative 
commodity index solutions for investors seeking alternative ways to gain exposure to this asset class.  

During 2007, Lehman Brothers acquired Eagle Energy Partners I, L.P., a Texas-based energy marketing 
and services company that manages and optimizes supply, transportation, transmission, load and storage 
portfolios on behalf of wholesale natural gas and power clients. Lehman Brothers also acquired a 56.5% 
controlling interest in SkyPower Corp., a Toronto-based early stage wind and solar power generation 
development company. 
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Global Principal Strategies and Global Trading Strategies 

Global Principal Strategies is a proprietary trading business that employs multiple strategies across global 
markets, including capital and credit arbitrage and aviation finance and private equity investment 
opportunities. Global Trading Strategies is a global proprietary multi-strategy value-oriented business; 
strategies include merger arbitrage, distressed debt, special situations and private equity. During the 
second quarter of 2008 Lehman Brothers acquired non-voting, minority ownership stakes in the general 
partner, the limited partner and the management company of One William Street Capital Management LP 
(collectively, "One William Street"). At May 31, 2008, the aggregate amount of Lehman Brothers’ 
investment in One William Street was approximately $160 million, which was a minority investment in 
relation to the total, third-party investments in One William Street. Lehman Brothers acquired non-voting, 
minority ownership stakes in the master fund, general partner, special limited partner and management 
company of R3 Capital Partners (collectively, "R3"), an asset manager of funds investing primarily in 
corporate bonds and loans. At May 31, 2008, the aggregate amount of Lehman Brothers’ investment in 
R3 was approximately $1.1 billion, which was a minority investment in relation to the total, third-party 
investments in R3. Lehman Brothers sold assets and transferred derivative risk of approximately $4.5 
billion at fair value to R3 during the second quarter of 2008; the assets sold were primarily corporate 
bonds and loans. 

Capital Markets Prime Services 

The Capital Markets Prime Services group services clients in both Fixed Income and Equities Capital 
Markets and includes Lehman Brothers’ Secured Financing, Prime Broker, Futures and Clearing and 
Execution businesses. 

The Secured Financing business within Capital Markets engages in three primary functions: managing 
Lehman Brothers’ equity and fixed income matched book activities, supplying secured financing to 
institutional clients and obtaining secured funding for its inventory of equity and fixed income products. 
Matched book funding involves borrowing and lending cash on a short-term basis to institutional clients 
collateralized by marketable securities, typically government or government agency securities. Lehman 
Brothers enters into these agreements in various currencies and seek to generate profits from the 
difference between interest earned and interest paid. Secured Financing works with Lehman Brothers’ 
institutional sales force to identify clients that have cash to invest and/or securities to pledge to meet 
Lehman Brothers’ financing and investment objectives and those of its clients. Secured Financing also 
coordinates with Lehman Brothers’ Treasury group to provide collateralized financing for a large portion 
of its securities and other financial instruments owned. In addition to Lehman Brothers’ activities on 
behalf of its U.S. clients, Lehman Brothers believes that it is a major participant in the European and 
Asian repurchase agreement ("repo") markets, providing secured financing for its clients in those regions. 
Secured Financing provides margin loans in all markets for client purchases of securities, as well as 
securities lending and short-selling facilitation.  

The Prime Broker business engages in full operations, clearing and processing services for its hedge fund 
and other clients. Along with Secured Financing, it offers a full suite of prime brokerage products and 
services, including margin financing and yield enhancement through synthetic and traditional products, 
global securities lending (including eBorrow, Lehman Brothers’ online securities lending tool), full-
service global execution platforms and research teams, customized risk management solutions, 
introduction of clients to suitable institutional investors, portfolio accounting and reporting solutions and 
personalized client service. 

Lehman Brothers’ Futures business executes and clears futures transactions for clients on an agency basis. 
The Clearing and Execution business provides these services to broker-dealers that do not have the 
capacity themselves. 



 

 
- 26 - 

Capital Markets Global Distribution 

Lehman Brothers’ institutional sales organizations encompass distinct global sales forces that have been 
integrated into the Capital Markets businesses to provide investors with the full array of products offered 
by Lehman Brothers.  

Equities Sales  

Lehman Brothers’ Equities Capital Markets sales force provides an extensive range of services to 
institutional investors, focusing on developing long-term relationships though a comprehensive 
understanding of clients’ investment objectives, while providing proficient execution and consistent 
liquidity in a wide range of global equity securities and derivatives. 

Fixed Income Sales  

Lehman Brothers believes that its Fixed Income Capital Markets sales force is one of the most productive 
in the industry, serving the investing and liquidity needs of major institutional investors by employing a 
relationship management approach that provides superior information flow and product opportunities for 
its clients.  

Research 

Research at Lehman Brothers encompasses the full range of research disciplines, including quantitative, 
economic, strategic, credit, relative value and market-specific analysis. To ensure in-depth expertise 
within various markets, Equity Research has established regional teams on a worldwide basis that are 
staffed with industry and strategy specialists. Fixed Income Research provides expertise in U.S., 
European and Asian government and agency securities, derivatives, sovereign issues, corporate securities, 
high yield, asset- and mortgage-backed securities, indices, emerging market debt and municipal 
securities. 

Investment Management 

Investment Management provides strategic investment advice and services to institutional and high-net-
worth clients on a global basis and consists of Lehman Brothers’ Asset Management and Private 
Investment Management businesses. 

During 2007, Lehman Brothers acquired H.A. Schupf, a high net worth boutique asset manager with 
approximately $2.3 billion in assets under management; LightPoint Capital Management LLC, a 
leveraged loan investment manager based in Chicago, Illinois, with approximately $3.2 billion in assets 
under management; Dartmouth Capital, a U.K.-based investment advisory firm with approximately $340 
million in assets under advisory; and MNG Securities, an equity securities brokerage firm in Turkey. 
Lehman Brothers also purchased an initial 20% interest and a subsequent 5% interest in both Spinnaker 
Asset Management Limited and Spinnaker Financial Services, part of Spinnaker Capital, an emerging 
markets investment management firm, and a 20% interest in the D.E. Shaw group, a global investment 
management firm. During the first quarter of 2008 Lehman Brothers sold its 20% interest in Marble Bar 
Asset Management LLP, an investment management firm. There was not a significant gain or loss on the 
dispositions.  

 

Asset Management 

Asset Management provides proprietary asset management products across traditional and alternative 
asset classes, through a variety of distribution channels, to individuals and institutions. It includes both 
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the Neuberger Berman and Lehman Brothers Asset Management brands as well as Lehman Brothers’ 
Private Equity business.  

Neuberger Berman  

Neuberger Berman has provided money management products and services to individuals and families 
since 1939. Lehman Brothers acquired Neuberger Berman in October 2003.  

Neuberger Berman Private Asset Management  

Neuberger Berman’s Private Asset Management business provides discretionary, customized portfolio 
management across equity and fixed income asset classes for high-net-worth clients. Experienced money 
managers, each with a distinct investment style and discipline, tailor investment strategies to fit clients’ 
individual goals, financial needs and tolerance for risk. 

Neuberger Berman Family of Funds  

The Neuberger Berman family of funds spans asset classes, investment styles and capitalization ranges. 
Its open-end mutual funds are available directly to investors or through distributors, and its closed-end 
funds trade on major stock exchanges. Lehman Brothers believes that Neuberger Berman is also a leading 
sub-advisor of funds for institutional clients, including insurance companies, banks and other financial 
services firms. Lehman Brothers serves as the investment adviser or sub-adviser for numerous defined 
contribution plans, and for insurance companies offering variable annuity and variable life insurance 
products, and Lehman Brothers provides portfolio management through both mutual fund and separate 
account wrap programs. 

Lehman Brothers Asset Management  

Lehman Brothers Asset Management specializes in investment strategies for institutional and qualified 
individual investors. While Lehman Brothers’ strategies are numerous and diverse, its managers share a 
dedication to investment discipline that includes quantitative screening, fundamental analysis and risk 
management. 

Institutional Asset Management  

Lehman Brothers Institutional Asset Management provides a full range of asset management products for 
pensions, foundations, endowments and other institutions. It offers strategies across the risk/return 
spectrum, in cash, fixed income, equity and hybrid asset classes. Lehman Brothers’ money market funds 
include cash, prime and government funds, as well as customized short-duration fixed income strategies 
and enhanced cash capabilities. Lehman Brothers’ longer-maturity fixed income strategies are available 
across a continuum of strategies, from indexed to actively managed portfolios, with varying levels of risk 
parameters geared toward Lehman Brothers’ clients’ particular requirements. Lehman Brothers’ equities 
strategies are based on fundamental research and quantitative analysis, with risk management 
incorporated throughout the investment process, using quantitative tools and adherence to sell-disciplines. 

Absolute Return Strategies  

Lehman Brothers’ Absolute Return Strategies platform provides a wide range of hedge fund products to 
institutions and qualified individual clients. It offers proprietary single-manager funds, proprietary 
multiple-manager funds of funds and third-party single-manager funds. Lehman Brothers’ proprietary 
single-manager funds cover a wide array of investment strategies across long/short equity, relative value, 
event-driven and directional trading styles. As a sponsor of commingled multiple-manager funds of 
unaffiliated hedge funds and customized accounts, Lehman Brothers offers access to a select universe of 
fund managers. 
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Private Equity  

Private Equity provides opportunities in privately negotiated transactions across a variety of asset classes 
for institutional and high-net-worth individual investors. Lehman Brothers’ investment partnerships 
manage a number of private equity portfolios, with the Company’s capital invested alongside that of its 
clients. Lehman Brothers creates funds and invests in asset classes in which Lehman Brothers believes to 
have strong capabilities, proprietary deal flow and an excellent reputation. Areas of specialty include 
Merchant Banking, Venture Capital, Real Estate, Credit-Related Investments, Infrastructure Investments 
and Private Fund Investments. Lehman Brothers generally co-invests on a principal basis through 
Lehman Brothers’ Capital Markets Segment in the investments made by the funds. The Private Fund 
Marketing Group focuses on raising capital for a limited number of high-quality private equity sponsors, 
providing them access to a well-diversified institutional global limited partner base.  

Private Investment Management 

Private Investment Management provides traditional brokerage services and comprehensive investment, 
wealth advisory, trust and capital markets execution services to both high-net-worth individuals and small 
and medium size institutional clients, leveraging all the resources of Lehman Brothers. 

High Net Worth Clients  

For individuals needing such services, Lehman Brothers’ investment professionals and strategists work 
together to provide asset allocation, portfolio strategy and manager selection, and integrate that advice 
with tax, trust and estate planning. 

Driven by Lehman Brothers’ clients’ goals for preserving and enhancing wealth across generations, 
Lehman Brothers offers a wide range of investment opportunities including traditional and alternative 
investments. Lehman Brothers is selective in creating its investment platform and look beyond 
proprietary products for opportunities. 

As needed, Lehman Brothers’ tax and estate strategists integrate Lehman Brothers’ clients’ investment 
strategies with their overall tax and estate picture, recommending vehicles to minimize taxes and provide 
for future generations. Additionally, the Lehman Brothers Trust Company provides private clients with 
comprehensive trustee and executor services.  

Lehman Brothers addresses the specific needs of corporate executives and business owners through 
diversification and liquidity strategies. Additionally, where appropriate Lehman Brothers partners with 
professionals across the Firm to deliver corporate finance and real estate solutions to its clients. 

Institutional Client  

For institutions, Lehman Brothers leverages the Lehman Brothers Capital Markets franchise to provide 
brokerage and market-making services to small and mid-sized institutional clients in the fixed income and 
equities capital markets.  

Technology 

Lehman Brothers’ businesses and operations rely on the secure processing, storage and transmission of 
confidential and other information, and increasingly, on the utilization of the internet. Lehman Brothers 
has made substantial investments in its technology, and Lehman Brothers is committed to the continued 
development and use of technology throughout the Firm. Lehman Brothers’ technology initiatives are 
designed to enhance client service through increased connectivity and the provision of value-added, 
tailored products and services, improve its trading, execution and clearing capabilities, enhance risk 
management and increase its overall efficiency, productivity and control.  
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Lehman Brothers has enhanced client service by providing clients with electronic access to Lehman 
Brothers’ products and services through its LehmanLive® web site and other channels. In particular, 
Lehman Brothers  provides global electronic trading and information distribution capabilities covering 
many of Lehman Brothers’ fixed income, currency, commodity, equity and other products around the 
world.  

Electronic commerce and technology have changed and will continue to change the ways that securities 
and other financial products are traded, distributed and settled. This creates both opportunities and 
challenges for Lehman Brothers’ businesses. Lehman Brothers remains committed to being at the 
forefront of technological innovation in the global capital markets. 

Corporate 

Lehman Brothers’ Corporate division provides support to Lehman Brothers’ businesses through the 
processing of certain securities and commodities transactions; receipt, identification and delivery of funds 
and securities; safeguarding of clients’ securities; risk management; and compliance with regulatory and 
legal requirements. In addition, the Corporate Division is responsible for technology infrastructure and 
systems development, information security, business continuity planning, treasury operations, financial 
reporting and business unit financial support, tax planning and compliance, internal audit, expense 
management, career development and recruiting and other support functions. 

Principal Markets/Competition 

Lehman Brothers operates in all business segments described above under "Business Overview" on a 
global basis, especially in the United States, Europe and the Asia-Pacific region. 

Credit Ratings 

Like other companies in the securities industry, Lehman Brothers relies on external sources to finance a 
significant portion of its day-to-day operations. The cost and availability of unsecured financing are 
affected by Lehman Brothers’ short-term and long-term credit ratings. Factors that may be significant to 
the determination of Lehman Brothers’ credit ratings or otherwise affect its ability to raise short-term and 
long-term financing include its profit margin, its earnings trend and volatility, its cash liquidity and 
liquidity management, its capital structure, its risk level and risk management, its geographic and business 
diversification, and its relative positions in the markets in which Lehman Brothers operates. Deterioration 
in any of these factors or combination of these factors may lead rating agencies to downgrade Lehman 
Brothers’ credit ratings. This may increase the cost of, or possibly limit Lehman Brothers’ access to, 
certain types of unsecured financings and trigger additional collateral requirements in derivative contracts 
and other secured funding arrangements. In addition, Lehman Brothers’ debt ratings can affect certain 
capital markets revenues, particularly in those businesses where longer-term counterparty performance is 
critical, such as over-the counter ("OTC") derivative transactions, including credit derivatives and interest 
rate swaps. 

As of the date of this Registration Document, the short- and long-term unsecured senior borrowings 
ratings of Holdings were as follows:  

 Credit Rating 
 Holdings 
 Short- 

term
Long- 

term 
Standard & Poor’s Ratings Services A-1 A 
Moody’s Investors Service P-1 A2 
Fitch Ratings F1 A+ 
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Dominion Bond Rating Service Limited R-1 (middle) A (high) 

 

 

Risk Management 

Lehman Brothers’ goal is to realize returns from business commensurate with the risks assumed. Lehman 
Brothers’ business activities have inherent risks that Lehman Brothers monitors, evaluates and manages 
through a comprehensive risk management structure. These risks include market, credit, liquidity, 
operational and reputational exposures, among others.  

The bases of risk control processes are: 

• Lehman Brothers establishes policies to document risk principles, risk capacity and tolerance 
levels. 

• Lehman Brothers monitors and enforces adherence to risk policies. 

• Lehman Brothers measures quantifiable risks using methodologies and models based on tested 
assumptions. 

• Lehman Brothers identifies emerging risks through monitoring portfolios, new business 
development, unusual or complex transactions and external events and market influences. 

Lehman Brothers reports risks to stakeholders. 

Risk Management Structure 

While risk cannot be completely eliminated, Lehman Brothers has designed an internal control 
environment to put appropriate risk mitigants in place. Control processes separate the duties of risk 
management from revenue generation and effect management oversight of the risk management function.  

Overall risk limits and risk management policies, including establishment of risk tolerance levels, are 
determined by the Risk Committee. The Risk Committee, which includes management’s Executive 
Committee, the Global Head of Risk Management and certain other members of senior management, 
reviews risk exposures, position concentrations and risk-taking activities on a weekly basis, or more 
frequently as needed. Lehman Brothers' Risk Committee allocates the usage of capital to the businesses 
and establishes trading and credit limits for counterparties with a goal to maintain diversification of 
businesses, counterparties and geographic presence. 

The Global Risk Management Division (the "Division") is independent of revenue-generation but 
maintains a presence in regional trading centers as well as in key sales offices. The Division’s role is to 
assist in explaining risks and making them clear to management and others. The organization of the 
Division reflects Lehman Brothers’ integrated approach to risk management, bringing together the skill 
sets of credit, market, quantitative, sovereign and operational risk management groups. 

 

Credit Risk 

Credit risk represents the loss incurred as a result of failure by a client, counterparty or issuer to meet its 
contractual obligations. Credit risk is inherent in traditional banking products (loans, commitments to lend 
and contingent liabilities) and in "traded" products (derivative contracts such as forwards, swaps and 
options, repurchase agreements, including repos and reverse repos), debt securities and securities 
borrowing and lending transactions. 

Management and in particular Lehman Brothers' Credit Risk Management Department (the "CRM 
Department") defines and monitors credit risk and exposure. The CRM Department approves 
counterparties, assigns internal risk ratings, and establishes credit limits, among other risk mitigation 
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procedures. The CRM Department monitors and reviews counterparty risk ratings, current credit 
exposures and potential credit exposures across products and recommends valuation adjustments, when 
appropriate. Given market events or counterparties’ changes in financial conditions, additional review and 
adjustment procedures may be undertaken. Lehman Brothers also seeks to reduce current and potential 
credit exposures by entering into agreements that: offset receivables from and payables to a counterparty; 
obtain upfront or contingent collateral from counterparties; provide a third-party guarantee for a 
counterparty’s obligations; and transfer credit risk to third parties using structures or techniques such as 
credit derivatives. Working with the MRM Department, the CRM Department also participates in 
transaction approval, where the risks of the transaction on a stand-alone basis as well as aggregate risk 
exposure to the obligor are considered. 

 

Credit Risk on Derivatives  

Derivatives are exchange traded or privately negotiated contracts that derive their value from an 
underlying asset. Derivatives are useful for risk management because the fair values or cash flows of 
derivatives can be used to offset the changes in fair values or cash flows of other financial instruments. In 
addition to risk management, Lehman Brothers enters into derivative transactions for purposes of client 
transactions or establishing trading positions. The presentation of derivatives in the Consolidated 
Statement of Financial Position is net of payments and receipts and, in instances where management 
determines a legal right of offset exists as a result of a netting agreement, net-by-counterparty. Risk for an 
OTC derivative includes credit risk associated with the counterparty in the negotiated contract and 
continues for the duration of that contract. . 

Market Risk 

Market risk is the potential change to the market value of trading and investing positions. Lehman 
Brothers assumes market risk in market-making, specialist, proprietary trading, investing and 
underwriting activities. 

Market risk can result from changes in market variables, including: 

• Changes in the level, slope or shape of yield curves (interest rates), widening or tightening of 
general spread levels (credit or credit-related spreads) and volatility of interest rates. 

• Directional movements in prices and volatilities of individual equities, equity baskets and equity 
indices. 

• Movement of domestic and foreign currency rates. 

• Price movements of commodities such as electricity, natural gas and oil. 

• Changes in asset valuations. 

Responsibility for defining and monitoring market risk tolerance levels is that of Lehman Brothers’ 
Market Risk Management Department (the "MRM Department"). Based upon the MRM Department’s 
established thresholds, management applies business judgment to mitigate these risks, managing risk 
exposures by diversifying portfolios, limiting position sizes and establishing economic hedges. Both the 
MRM Department and management also rely upon the Quantitative Risk Management Department (the 
"QRM Department") to ensure that both quantifiable and unquantifiable risk is identified, assessed and 
managed. 

Management and the MRM and QRM Departments use qualitative and quantitative risk measures and 
analyses such as sensitivity to changes in interest rates, prices, and implied volatilities. Stress testing, 
which measures the impact on the value of existing portfolios of specific changes in market factors for 
certain products, is performed with regularity. Scenario analyses, which estimate sensitivity to a set of 
predefined market and/or external events, are also conducted periodically. A statistical measure of the 
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potential loss in the fair value of a portfolio due to adverse movements in underlying risk factors known 
as value-at-risk ("VaR") is also used to monitor and manage market risk. 

VaR. Lehman Brothers estimates VaR using a model that simulates revenue and loss distributions on 
substantially all financial instruments in its portfolio by applying historical market changes to the current 
portfolio.  

In a historical simulation VaR, portfolio positions have offsetting risk characteristics, referred to as 
diversification benefit. Lehman Brothers measures the diversification benefit within its portfolio by 
historically simulating how the positions in its current portfolio would have behaved in relation to each 
other, as opposed to using a static estimate of a diversification benefit, which remains relatively constant 
from period to period. From time to time there will be changes in its historical simulation VaR due to 
changes in the diversification benefit across Lehman Brothers' portfolio of financial instruments. 

VaR measures have inherent limitations including: historical market conditions and historical changes in 
market risk factors may not be accurate predictors of future market conditions or future market risk 
factors; VaR measurements are based on current positions, while future risk depends on future positions; 
and VaR based on a one-day measurement period does not fully capture the market risk of positions that 
cannot be liquidated or hedged within one day. VaR is not intended to capture worst case scenario losses 
and Lehman Brothers could incur losses greater than the VaR amounts reported. 

There is no uniform industry methodology for estimating VaR. Different assumptions concerning the 
number of risk factors; the duration of the time series; the weighting, if any, of risk factors against the 
time series and daily changes in these risk factors, as well as different methodologies, could produce 
materially different results and therefore caution should be used when comparing VaR measures among 
comparable institutions. 

To compute historical simulation VaR, Lehman Brothers uses four years of historical data, weighted to 
give greater impact to more recent time periods, in simulating potential changes in market risk factors, 
and estimates the amount that its current portfolio could lose with a specified degree of confidence, over a 
given time interval. For the table below, a one-day time interval and a 95% confidence level were used. 
This means that there is a 1-in-20 chance that daily trading net revenue losses on a particular day would 
exceed the reported VaR. 
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VaR — Historical Simulation 

Using the same four years of historical data, the following tables present historical simulation VaR on a 
weighted and un-weighted basis. In simulating potential changes in market risk factors and estimating the 
amount that the Company’s current portfolio could lose with a specified degree of confidence, the 
weighted VaR calculation gives greater impact to more recent time periods and the un-weighted VaR 
calculation gives equal impact to the four year time period. 

On a weighted basis: 

  Average VaR  Three Months Ended 
 At Three Months Ended  May 31, 2008 

 May 31, Feb 29, Nov 30, May 31, Feb 29, Nov 30,   
In millions 2008 2008 2007 2008 2008 2007  High Low 

Interest rate risk $ 88 $ 90 $  96 $109 $103 $   89 $127 $ 87 

Equity price risk 41 43 50 46 49 51 61 32 

Foreign exchange 
risk 

10 14 11 13 13 10 16 9 

Commodity risk 12 11 13 12 13 11 16 9 

Diversification 
benefit 

(47) (52) (46) (57) (48) (37)   

 $104 $106 $ 124 $123 $130 $ 124 $140 $103 

On an un-weighted basis: 

  Average VaR  Three Months Ended 
 At Three Months Ended  May 31, 2008 
 May 31, Feb 29, Nov 30, May 31, Feb 29, Nov 30,   
In millions 2008 2008 2007 2008 2008 2007  High Low 
Interest rate risk $ 63 $  72 $   69 

 

$71 $78 $   77 $81 $ 63 

Equity price risk 33 34 41 36 38 42 54 28 

Foreign exchange 
risk 

10 17 12 14 16 11 17 10 

Commodity risk 12 11 13 12 13 11 16 9 

Diversification 
benefit 

(43) (45) (50) (49) (48) (41)   

 $75 $89 $ 85 $84 $97 $ 100 $100 $75 

For its own internal management purposes, Lehman Brothers uses both weighted and un-weighted VaR 
calculated at a 95% confidence interval over a one-day time horizon, among other measures. In line with 
the requirements of the CSE regulatory capital framework, for the purposes of calculation of the general 
market risk allowance for risk-weighted assets, Lehman Brothers calculates weighted VaR at a 99% 
confidence level and over a ten-day time horizon. 

During the quarter ending May 31, 2008, the reported average VaR decreased due to significant position 
reductions across many product areas, which were partially offset by increased market volatilities. As part 
of the Lehman Brothers' risk management control processes, daily trading net revenues are monitored and 
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compared with the reported weighted historical simulation VaR as of the end of the prior business day. In 
the quarter ended May 31, 2008, there were nine days when daily net trading loss exceeded historical 
simulation VaR as measured at the close of the previous business day.  

Lehman Brothers uses stress testing to evaluate risks associated with its Real estate held for sale 
positions. As of May 31, 2008, Lehman Brothers had approximately $20.7 billion of real estate 
investments; however, Lehman Brothers' net investment at risk was limited to $10.4 billion, as a portion 
of these assets have been financed on a non-recourse basis. As of May 31, 2008, Lehman Brothers 
estimates that a hypothetical 10% decline in the underlying property values associated with these 
positions would have resulted in a net revenue loss of approximately $1.3 billion. 

Operational Risk 

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and 
systems, or from external causes, whether deliberate, accidental or natural. Operational risk may arise 
from mistakes, intentional or otherwise, in the execution, confirmation or settlement of transactions or 
from transactions not being properly recorded, evaluated or accounted for. Lehman Brothers’ businesses 
are highly dependent on its ability to process, on a daily basis, a large number of transactions across 
numerous and diverse markets in many currencies, and the transactions have become increasingly 
complex. Consequently, Lehman Brothers relies heavily on its financial, accounting and other data 
processing systems. In recent years, Lehman Brothers has substantially upgraded and expanded the 
capabilities of its data processing systems and other operating technology, and Lehman Brothers expects 
that it will need to continue to upgrade and expand in the future to avoid disruption of, or constraints on, 
its operations. 

Operational Risk Management (the "ORM Department") is responsible for implementing and maintaining 
Lehman Brothers’ overall global operational risk management framework, which seeks to minimize these 
risks through assessing, reporting, monitoring and mitigating operational risks. 

Lehman Brothers has a company-wide business continuity plan ("BCP Plan"). The BCP Plan objective is 
to ensure that Lehman Brothers can continue critical operations with limited processing interruption in the 
event of a business disruption. The BCP objective is to ensure that Lehman Brothers can continue critical 
operations with limited processing interruption in the event of a business disruption. The BCP group 
manages Lehman Brothers’ internal incident response process and develops and maintains continuity 
plans for critical business functions and infrastructure. This includes determining how vital business 
activities will be performed until normal processing capabilities can be restored. The BCP group is also 
responsible for facilitating disaster recovery and business continuity training and preparedness for 
Lehman Brothers’ employees. 

Reputational and Other Risk 

Lehman Brothers recognizes that maintaining its reputation among clients, investors, regulators and the 
general public is critical. Maintaining the Lehman Brothers' reputation depends on a large number of 
factors, including the selection of clients and the conduct of business activities. Lehman Brothers seeks to 
maintain its reputation by screening potential clients and by conducting business activities in accordance 
with high ethical standards. 

Potential clients are screened through a multi-step process that begins with the individual business units 
and product groups. In screening clients, these groups undertake a comprehensive review of the client and 
its background and the potential transaction to determine, among other things, whether they pose any 
risks to reputation. Potential transactions are screened by independent committees in the Firm, which are 
composed of senior members from various corporate divisions of Lehman Brothers including members of 
the Division. These committees review the nature of the client and its business, the due diligence 
conducted by the business units and product groups and the proposed terms of the transaction to 
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determine overall acceptability of the proposed transaction. In so doing, the committees evaluate the 
appropriateness of the transaction, including a consideration of ethical and social responsibility issues and 
the potential effect of the transaction on the Lehman Brothers’ reputation. 

 

Liquidity Risk 

Liquidity risk is the potential that Lehman Brothers is unable to: 

• Meet payment obligations when due; 

• Borrow funds in the market on an on-going basis and at an acceptable price to fund actual or 
proposed commitments; or 

• Liquidate assets in a timely manner at a reasonable price. 

Management’s Finance Committee is responsible for developing, implementing and enforcing liquidity, 
funding and capital policies. These policies include recommendations for capital and balance sheet size as 
well as the allocation of capital to the business units. Management’s Finance Committee oversees 
compliance with policies and limits with the goal of ensuring Lehman Brothers is not exposed to undue 
liquidity, funding or capital risk. 

Lehman Brothers’ liquidity strategy seeks to ensure that Lehman Brothers maintains sufficient liquidity to 
meet funding obligations in all market environments. That strategy is centered on five principles: 

• Maintaining a liquidity pool that is of sufficient size to cover expected cash outflows for one 
year in a stressed liquidity environment. 

• Relying on secured funding only to the extent that Lehman Brothers believes it would be 
available in all market environments. 

• Diversifying funding sources to minimize reliance on any given provider. 

• Assessing liquidity at the legal entity level. For example, because legal entity structure can 
constrain liquidity available to Holdings, Lehman Brothers’ liquidity pool excludes liquidity that 
is restricted from availability to Holdings. 

• Maintaining a comprehensive funding action plan to manage a stress liquidity event, including a 
communication plan for regulators, creditors, investors and clients. 

Revenue Volatility 

The overall effectiveness of Lehman Brothers’ risk management practices can be evaluated on a broader 
perspective when analyzing the distribution of daily trading net revenues over time.  

The following table shows a measure of daily trading net revenue volatility, utilizing actual daily trading 
net revenues over the previous rolling 250 trading days at a 95% confidence level. This measure 
represents the loss relative to the median actual daily trading net revenues over the previous rolling 250 
trading days, measured at a 95% confidence level.  This means there is a 1-in-20 chance that actual daily 
trading net revenues would be expected to decline by an amount in excess of the reported revenue 
volatility measure. 

Revenue Volatility 
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  Revenue Volatility At  
Average Revenue Volatility Three 

Months Ended  
Three Months Ended 

May 31, 2008  

 
May 31, 

2008  
Feb 29, 

2008
Nov 30, 

2007
May 31, 

2008
Feb 29, 

2008
Nov 30, 

2007 High Low

  (in millions)  

Interest rate risk ............   $169  $83   $ 75  $129  $77  $ 58 $169 $  83  

Equity price risk ............   49  48   44  49  47   41 51 48  

Foreign exchange risk ...   10  7   6  8  6   6 10 7  

Commodity risk  8  5   4  6  5   4 8 5  

Diversification benefit ...   (75) (39)  (34)) (50) (32)  (34))   

  $161  $104   $ 95  $142  $103   $ 75 $162 $104  

 

 

Average trading net revenue volatility measured in this manner was $142 million for the three months 
ended May 31, 2008, an 89% increase from the comparable measure for the quarter ended November 30, 
2007. The increase of this measurement was primarily driven by increased volatilities in overall markets.. 

The following chart sets forth the frequency distribution for daily trading net revenues for Capital 
Markets and Investment Management business segments (including trading activity in the fixed income 
and equity markets undertaken on behalf of client investors and excluding any trading activity undertaken 
on behalf of those investors in private equity offerings) for the quarters ended May 31, 2008 and 2007: 
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For the three months ended May 31, 2008 and May 31, 2007, the largest loss in daily trading net 
revenues, including valuation adjustments, on any single day was $312 million and $25 million, 
respectively. 
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Organizational Structure 

Pursuant to Item 601(b)(21)(ii) of Regulation S-K, certain subsidiaries of LBHI have been omitted which, 
considered in the aggregate as a single subsidiary, would not constitute a significant subsidiary (as 
defined in Rule 1-02(w) of Regulation S-X) as of July 23, 2008 . Indentations indicate parent-subsidiary 
relationships. 

 

Tier Name 
Jurisdiction of 
Organization 

0 Lehman Brothers Holdings Inc. ...................................................................... Delaware 

1  Appalachian Asset Management Corp. ...................................................... Delaware 

2   Lehman Risk Services (Bermuda) Ltd. ................................................. Bermuda 

1  ARS Holdings I LLC ................................................................................. Delaware 

1  Banque Lehman Brothers S.A. ................................................................... France 

1  LB 745 LLC ............................................................................................... Delaware 

1  LB 745 Leaseco I LLC ............................................................................... Delaware 

1  LBAC Holdings I Inc. ................................................................................ Delaware 

2   Lehman Brothers Asia Capital Company .............................................. Hong Kong 

1  LBCCA Holdings I LLC ............................................................................ Delaware 

2   Falcon Holdings I LLC ......................................................................... Delaware 

3    Falcon Holdings II Inc. ..................................................................... Delaware 

4     CIMT Limited ............................................................................. Cayman Islands 

5      TMIC Limited ........................................................................ Cayman Islands 

6       MICT Limited ................................................................... Cayman Islands 

7        Falcon Investor I-X Inc. ................................................ Cayman Islands 

8         Global Thai Property Fund ...................................... Thailand 

2   Lehman Brothers Asia Capital Company ............................................. Hong Kong 

2   Lehman Brothers Commercial Corporation Asia Limited .................... Hong Kong 

2   Revival Holdings Limited .................................................................... Cayman Islands 

3    Global Korea Investments Ltd. ........................................................ Cayman Islands 

4     SOGKI Development Inc. ........................................................... Cayman Islands 
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5      GKI Korea Development Limited .......................................... Malaysia 

6       Maewha K-STARS Ltd. .................................................... Republic of Korea 

3    Sunrise Finance Co., Ltd. ................................................................. Japan 

1  LBCCA Holdings II LLC ........................................................................... Delaware 

2   Falcon Holdings I LLC ......................................................................... Delaware 

3    Falcon Holdings II Inc. .................................................................... Delaware 

4     CIMT Limited ............................................................................. Cayman Islands 

5      TMIC Limited ......................................................................... Cayman Islands 

6       MICT Limited ................................................................... Cayman Islands 

7        Falcon Investor I-X Inc. ................................................ Cayman Islands 

8         Global Thai Property Fund ....................................... Thailand 

2   Lehman Brothers Commercial Corporation Asia Limited .................... Hong Kong 

2   Revival Holdings Limited ..................................................................... Cayman Islands 

3    Global Korea Investments Ltd. ........................................................ Cayman Islands 

4     SOGKI Development Inc. ........................................................... Cayman Islands 

5      GKI Korea Development Limited .......................................... Malaysia 

6       Maewha K-STARS Ltd. .................................................... Republic of Korea 

3    Sunrise Finance Co., Ltd. ................................................................. Japan 

1  LB Delta Funding ....................................................................................... Cayman Islands 

2   LB Delta (Cayman) No 1 Ltd. ............................................................... Cayman Islands 

1  LBHK Funding (Cayman) No. 4 Ltd. ........................................................ Cayman Islands 

2   LBHK Funding (Cayman) No. 1 Ltd. .................................................... Cayman Islands 

1  LB Russia Holdings LLC............................................................................ Delaware 

2   LB Russia Holdings Inc. ........................................................................ Delaware 

3    OOO Lehman Brothers ..................................................................... Russia 

1  Lehman ALI Inc. ........................................................................................ Delaware 

2   314 Commonwealth Ave. Inc. ............................................................... Delaware 

3    Alnwick Investments (UK) Ltd. ....................................................... United Kingdom 

3    Bamburgh Investments (UK) Ltd. .................................................... United Kingdom 
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4     Gainsborough Investments BV .................................................... The Netherlands 

5      Kenilworth Investments 1 Ltd. ................................................ Cayman Islands 

3    Kenilworth Investments 2 Ltd. ......................................................... Cayman Islands 

3    Brasstown LLC ................................................................................. Delaware 

4     Brasstown Mansfield I SCA ........................................................ Luxembourg 

2   Lehman Capital Investments 2 Ltd. ....................................................... Cayman Islands 

2   Property Asset Management Inc. ........................................................... Delaware 

3    L.B.C. YK ......................................................................................... Japan  

3    LB Capital Investments 2 Ltd. .......................................................... Cayman Islands 

3    LBS Holdings SARL ........................................................................ Luxembourg 

3    Lehman Brothers Global Investments LLC ...................................... Delaware 

4     New Century Finance Co., LTD. ................................................. Japan 

5      Lehman Brothers Commercial Mortgage K.K. ....................... Japan 

3    Lehman Brothers Hy Opportunities Korea Inc. ................................ Republic of Korea 

3    Lehman Brothers P.A. LLC .............................................................. Delaware 

1  Lehman Brothers AIM Holding LLC ......................................................... Delaware 

2   Lehman Brothers Alternative Investment Management LLC ................ Delaware 

1  Lehman Brothers Asset Management Inc. ................................................. Delaware 

1  Lehman Brothers Asset Management, LLC ............................................... Delaware 

1  Lehman Brothers Asia Pacific (Singapore) PTE. Ltd. ............................... Singapore 

2   Lehman Brothers Asia Holdings Limited .............................................. Hong Kong 

3    Lehman Brothers Equity Finance (Cayman) Limited ....................... Cayman Islands 

3    Lehman Brothers Securities N.V. ..................................................... The Netherlands 

2   Lehman Brothers Pacific Holdings Pte. Ltd. ......................................... Singapore 

3    Lehman Brothers Asia Limited ......................................................... Hong Kong 

3    Lehman Brothers Futures Asia Limited ............................................ Hong Kong 

3    Lehman Brothers Securities Asia Limited ........................................ Hong Kong 
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3    Lehman Brothers Investments PTE Ltd. ........................................... Singapore 

4     Lehman Brothers Holdings Japan Inc. ......................................... Japan 

5      Lehman Brothers Japan Inc. .................................................... Japan 

4     Lehman Brothers Capital Private Limited ................................... India 

4     Lehman Brothers Securities Private Limited ............................... India 

3    Lehman Brothers Singapore PTE Ltd. .............................................. Singapore 

3    SAIL Investor Pte Ltd. ...................................................................... Singapore 

1  Lehman Brothers Australia Holdings PTY Limited. ................................... Australia 

2   Lehman Brothers Australia Granica PTY Limited ................................. Australia 

3    Lehman Brothers Australia Limited ................................................... Australia 

4     LB Asset Management Ltd. .......................................................... Australia 

1  Lehman Brothers Bancorp Inc. .................................................................... Delaware 

2   Lehman Brothers Commercial Bank ...................................................... Utah 

2   Lehman Brothers Bank, FSB .................................................................. United States of America 

3    Aurora Loan Services LLC ................................................................ Delaware 

2   Lehman Brothers Trust Company, National Association ....................... United States of America 

2   Lehman Brothers Trust Company of Delaware ...................................... Delaware 

2   Lehman Brothers Bancorp UK Holdings Limited ................................... United Kingdom 

3    MABLE Commercial Funding Limited ............................................. United Kingdom 

4     ELQ Holdings B.V. ....................................................................... The Netherlands 

5      ELQ Hypothekan N.V. ............................................................. The Netherlands 

4     Resetfan Limited ........................................................................... United Kingdom 

5      Capstone Mortgage Services Ltd. ............................................ United Kingdom 

5      Southern Pacific Mortgage Limited ......................................... United Kingdom 

5      Preferred Holdings Limited ...................................................... United Kingdom 

6       Preferred Group Limited ..................................................... United Kingdom 

7        Preferred Mortgages Limited .......................................... United Kingdom 
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4     Storm Funding Ltd. ....................................................................... United Kingdom 

1  Lehman (Cayman Islands) Ltd. ................................................................... Cayman Islands 

1  Lehman Brothers Co-Investment Associates LLC ...................................... Delaware 

1  Lehman Brothers Inc. .................................................................................. Delaware 

2   Lehman Brothers Derivative Products Inc. ............................................. Delaware 

2   Lehman Brothers Financial Products Inc. ............................................... Delaware 

2   Lehman Brothers Investment Holding Company Inc. ............................ Delaware 

3    LB India Holdings Mauritius I Limited ............................................. Mauritius 

3    LB India Holdings Mauritius II Limited ............................................ Mauritius 

2   Lehman Brothers Securities Taiwan Limited ......................................... Taiwan 

2   Lehman Brothers Special Financing Inc. ................................................ Delaware 

3    LB3 GmbH ........................................................................................ Germany 

3    Lehman Brothers Commodity Services Inc. ...................................... Delaware 

4     Eagle Energy Management, LLC .................................................. Delaware 

5      Eagle Energy Partners I, L.P. ................................................... Texas 

2   Lehman Commercial Paper Inc. ............................................................. New York 

3    Bromley LLC ..................................................................................... Delaware 

3    East Dover Limited. ........................................................................... Ireland 

3    Ivanhoe Lane Pty Limited .................................................................. Australia 

4     Serafino Investments Pty Limited ................................................. Australia 

3    LCPI Properties Inc. ........................................................................... New Jersey 

4     LW LP Inc. .................................................................................... Delaware 

3    M&L Debt Investments Holdings Pty Limited .................................. Australia 

4     M&L Debt Investments Pty Limited ............................................. Australia 

3    Merit, LLC ......................................................................................... Delaware 

3    Pindar Pty Ltd. ................................................................................... Australia 

4     Long Point Funding Pty Ltd. ......................................................... Australia 

2   LB I Group Inc. ...................................................................................... Delaware 

3    GRA Finance Corporation Ltd. .......................................................... Mauritius 
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3    LB-NL Holdings I Inc. ....................................................................... Delaware 

4     LB-NL Holdings L.P. .................................................................... Delaware 

5      LB-NL U.S. Investor Inc. ......................................................... Delaware 

6       NL Funding, L.P .................................................................. Delaware 

1  Lehman Brothers (Luxembourg) S.A. ......................................................... Luxembourg 

1  Lehman Brothers OTC Derivatives Inc. ...................................................... Delaware 

1  Lehman Brothers Private Equity Advisers L.L.C. ....................................... Delaware 

1  Lehman Brothers Private Funds Investment Company GP, LLC ............... Delaware 

2   Lehman Brothers Private Fund Advisers LP .......................................... Delaware 

2   Lehman Brothers Private Fund Management LP .................................... Delaware 

1  Lehman Brothers U.K. Holdings (Delaware) Inc. ....................................... Delaware 

2   Ballybunion Investments No. 2 Ltd. ....................................................... Cayman Islands 

3    Ballybunion Investments No. 3 Ltd. .................................................. Cayman Islands 

4     Dynamo Investments Ltd. ............................................................. Cayman Islands 

5      Ballybunion Partnership ........................................................... Hong Kong 

2   LB India Holdings Cayman I Limited .................................................... Cayman Islands 

3    Lehman Brothers Services India Private Limited .............................. India 

4     Lehman Brothers Fixed Income Securities Private Limited ......... India 

2   LB India Holdings Cayman II Limited ................................................... Cayman Islands 

2   LB Lease & Finance No 1. Ltd. .............................................................. United Kingdom 

2   Lehman Brothers Capital GmbH, Co. .................................................... Germany 

2   LB UK RE Holdings Ltd. ....................................................................... United Kingdom 

3    Falcon LB Sarl ................................................................................... Luxembourg 

4     LB SPV SCA ................................................................................ Luxembourg 

3    LB UK Financing Limited ................................................................. United Kingdom 

4     LB SF No. 1 Ltd. ........................................................................... United Kingdom 

5      Lehman Commercial Mortgage Conduit Ltd. .......................... United Kingdom 

2   Lehman Brothers Holdings Scottish LP ................................................. United Kingdom 

3    Lehman Brothers Spain Holdings Limited ........................................ United Kingdom 
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3    Lehman Brothers Luxembourg Investments Sarl ............................... Luxembourg 

4     Woori-LB Fifth Asset Securitization Specialty Co., Ltd. ............. Republic of Korea 

4     Woori-LB Fourth Asset Securitization Specialty Co., Ltd. ........... Republic of Korea 

4     Lehman Brothers Asset Management France ............................... France 

4     Lehman Brothers UK Investments Limited .................................. United Kingdom 

5      LB Investments (UK) Limited ................................................. United Kingdom 

6       LB Alpha Finance Cayman Limited .................................... Cayman Islands 

6       LB Beta Finance Cayman Limited ...................................... Cayman Islands 

4     Lehman Brothers U.K. Holdings Ltd. ........................................... United Kingdom 

5      Lehman Brothers Holdings Plc ................................................ United Kingdom 

6       Furno & Del Castano Capital Partners LLP ........................ United Kingdom 

6       LB Holdings Intermediate 1 Ltd. ....................................... . United Kingdom 

7        LB Holdings Intermediate 2 Ltd. ................................... United Kingdom 

8         Lehman Brothers International (Europe) ................... United Kingdom 

6       Lehman Brothers Asset Management (Europe) Ltd. ........... United Kingdom 

6       MBAM Investor Limited .................................................... United Kingdom 

6       Lehman Brothers Europe Limited ....................................... United Kingdom 

6       Lehman Brothers Limited ................................................... United Kingdom 

5      Lehman Brothers (PTG) Limited ...........................................  United Kingdom 

6       Eldon Street Holdings Limited ............................................ United Kingdom 

7        Thayer Properties Limited .............................................  United Kingdom 

8         Thayer Group Limited ............................................... United Kingdom 

9          Thayer Properties (Jersey) Ltd. .......................... . United Kingdom 

2   Lehman Brothers Holdings Scottish LP 2 .............................................. United Kingdom 

3    Lehman Brothers Holdings Scottish LP 3 .......................................... United Kingdom 

2   Lehman Brothers Treasury Co. B.V. ...................................................... The Netherlands 

1  Lehman Brothers Bankhaus Aktiengesellschaft .......................................... Germany 

1  Lehman Re Ltd. ........................................................................................... Bermuda 

1  Lehman Risk Advisors Inc. ......................................................................... Delaware 
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1  LIBRO Holdings I Inc. ................................................................................ Delaware 

2   Lehman Brothers do Brasil Ltda ............................................................. Brazil 

1  Neuberger Berman Inc. ............................................................................... Delaware  

2   Neuberger Berman Asset Management, LLC ......................................... Delaware 

2   Neuberger Berman Investment Services, LLC ....................................... Delaware 

2   Neuberger Berman Management Inc. ..................................................... New York 

2   Sage Partners, LLC ................................................................................. New York 

2   Executive Monetary Management, Inc. .................................................. New York 

2   Neuberger Berman, LLC ........................................................................ Delaware 

3    Neuberger Berman Pty Ltd. ............................................................... Australia  

3    Neuberger & Berman Agency, Inc. ................................................... New York 

1  Principal Transactions Inc. .......................................................................... Delaware 

2   Louise Y.K. ............................................................................................ Japan 

2   Y.K. Tower Funding ............................................................................... Japan 

1  Real Estate Private Equity Inc. .................................................................... Delaware  

2   REPE LBREP III LLC ........................................................................... Delaware 

1  Southern Pacific Funding 5 ......................................................................... United Kingdom 

1  Wharf Reinsurance Inc. ............................................................................... New York 

 

 

LBHI is the ultimate parent company of Lehman Brothers. Since LBHI is primarily a holding company, 
its cash flow and consequent ability to satisfy any obligations owed by it are dependent upon the earnings 
of its subsidiaries and dividends or other distributions of those earnings or loans or other payments by 
those subsidiaries to LBHI. Several of LBHI’s principal subsidiaries are subject to various capital 
adequacy requirements promulgated by the regulatory, banking and exchange authorities of the countries 
in which they operate and/or to capital targets established by various ratings agencies. The requirements 
referred to above, and certain covenants contained in various debt agreements, may restrict LBHI’s ability 
to withdraw capital from its subsidiaries by dividends, loans or other payments. Additionally, the ability 
of LBHI to participate as an equity holder in any distribution of assets of any subsidiary is generally 
subordinated to the claims of creditors of the subsidiary. 

Recent Developments  

Since 31, May 2008, the date to which the last unaudited consolidated financial statements of LBHI were 
prepared, there has been no significant change in the consolidated financial or trading position of LBHI.  
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Trend Information  

Save as disclosed below, there has been no material adverse change in the prospects of LBHI since 30 
November 2007, the date to which the latest audited consolidated financial statements of LBHI were 
prepared and no other significant new factor, material mistake or inaccuracy relating to information 
included in the Registration Document has arisen or been noted since 30 November 2007. 

Net income for the first quarter of 2008 (quarter ending February 29, 2008) was $0.5 billion, a decrease of 
57% from $1.1 billion in the first quarter of 2007 (quarter ending February 28,2007). Diluted earnings per 
common share decreased by 59% to $0.81 in the 2008 first quarter from $1.96 in the 2007 first quarter. 

Net revenues for the 2008 quarter (first quarter of 2008) were $3.5 billion, 31% lower than the 2007 
quarter (first quarter of 2007), reflecting a difficult operating environment throughout the quarter as a 
result of challenging conditions in the mortgage and credit markets, particularly in the U.S. Pre-tax 
margin for the quarter ended 2008 was 18.9%, compared to 33.7% in quarter ended 2007. Annualized 
return on average common stockholders’ equity* was 8.6% and 24.4% for the quarter ended 2008 and 
2007, respectively. Return on average tangible common stockholders’ equity was 10.6% and 29.9% in 
quarters ended 2008 and 2007, respectively.  

In the 2008 quarter (first quarter of 2008), Capital Markets segment net revenues decreased 52% to $1.7 
billion from $3.5 billion in the comparable 2007 period. Capital Markets—Equities, operating in an 
environment of volatility and strong customer-driven activity, reported net revenues of $1.4 billion in the 
2008 quarter (first quarter of 2008), a 6% increase from $1.3 billion in the 2007 quarter (first quarter of 
2007). These results in the Equities component of the Capital Markets business segment were offset by a 
decrease in Capital Markets—Fixed Income’s net revenues which declined 88% to $0.3 billion in the 
2008 quarter (first quarter of 2008) from $2.2 billion in the 2007 quarter (first quarter of 2007). This 
decline corresponds to the dislocation in the broader credit markets, deterioration in the residential and 

                                                           

    *  Return on average common stockholders’ equity and return on average tangible common stockholders’ equity are computed by 
dividing annualized net income applicable to common stock for the period by average common stockholders’ equity and average 
tangible common stockholders’ equity, respectively. The Company believes average tangible common stockholders’ equity is a 
meaningful measure because it reflects the common stockholders’ equity deployed in the Company’s businesses. Average tangible 
common stockholders’ equity equals average common stockholders’ equity less average identifiable intangible assets and goodwill and 
is computed as follows: 

 

 Quarter Ended 

In millions February 29, 2008 February 28, 2007 

Annualized net income applicable to common stock $  1,860 $  4,517 

   

Average stockholders’ equity $23,661 $19,632 

Less: average preferred stock (2,044) (1,095) 

Average common stockholders’ equity $21,617 $18,537 

Less: average identifiable intangible assets and goodwill (4,120) (3,447) 

Average tangible common stockholders’ equity $17,497 $15,090 

Return on average common stockholders’ equity 8.6% 24.4% 

Return on average tangible common stockholders’ equity 10.6% 29.9% 
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commercial mortgage and acquisition finance asset classes and overall market illiquidity. Investment 
Banking segment net revenues increased 2% to $867 million in the 2008 quarter (first quarter of 2008) 
from $850 million in the 2007 quarter (first quarter of 2007), representing comparatively higher Global 
Finance—Equity and Advisory Services revenues between the benchmark periods. Investment 
Management segment net revenues increased 39% to $1.0 billion in the 2008 quarter (first quarter of 
2008) from $0.7 billion in the 2007 quarter (first quarter of 2007), reflecting increasing net revenues in 
both Asset Management and Private Investment Management. Assets under management (“AUM”) at 
February 29, 2008 were $277 billion, an increase of 17% from levels at February 28, 2007 and a 2% 
decrease from levels at November 30, 2007. Non-U.S. net revenues increased 7% to $2.2 billion in the 
2008 quarter (first quarter of 2008) from $2.0 billion in the comparable 2007 quarter (first quarter of 
2007), representing 62% and 40% of total net revenues in the 2008 and 2007 periods, respectively. 

The Company reported a net loss for the second quarter of 2008 of $2.8 billion, or a $5.14 loss per 
common share (diluted), compared with net earnings for the second quarter of 2007 of $1.3 billion, or 
$2.21 per common share (diluted). Revenues, net of interest expense ("net revenues") for the second 
quarter of 2008 were negative $0.7 billion, compared to $5.5 billion in the prior-year period. The pre-tax 
loss for the second quarter of 2008 was $4.1 billion, compared with pre-tax earnings of $1.9 billion for 
the prior-year period. 

For the six months ended May 31, 2008, the Company incurred a net loss of $2.3 billion, or a $4.33 loss 
per common share (diluted), compared with net earnings for the six months ended May 31, 2007 of $2.4 
billion, or a $4.17 per common share (diluted). Net revenues for the six months ended May 31, 2008 were 
$2.8 billion, compared to $10.6 billion in the prior-year six month period. The pre-tax loss for the six 
months ended May 31, 2008 was $3.4 billion, compared with pre-tax earnings of $3.6 billion in the prior-
year six month period. 

The losses in the Company’s net revenues and earnings during the second quarter of 2008 were driven by 
losses within the Capital Markets business segment which more than offset net revenues from the 
Investment Banking and Investment Management segments. Net revenues were significantly impacted by 
challenging market conditions that continued to impact the Company’s valuation of certain financial 
instruments, primarily residential and commercial mortgage-related assets and related economic hedges to 
those asset classes. The Company also incurred losses on principal investing activities, economic hedging 
activities and defensive rates and credit trading positions. These losses were partially offset by gains on 
certain of the Company’s debt liabilities. The impact of these events is reflected within the Company’s 
Capital Markets business segment and principally within the Fixed Income component. 

The Company’s Capital Markets business segment reported negative net revenues for the three and six 
months ended May 31, 2008 of negative $2.4 billion and negative $0.7 billion, respectively, compared to 
net revenue of $3.6 billion and $7.1 billion for the three and six months ended May 31, 2007, 
respectively. Capital Markets—Fixed Income net revenues for the three and six months ended May 31, 
2008 were negative $3.0 billion and negative $2.7 billion, respectively, compared to $1.9 billion and $4.1 
billion in the corresponding 2007 periods. For the three and six months ended May 31, 2008, Capital 
Markets—Equities reported net revenues of $0.6 billion and $2.0 billion respectively, a decrease of 64% 
and 33% from $1.7 billion and $3.0 billion for the three and six months ended May 31, 2007, 
respectively. Investment Banking segment net revenues were $0.9 billion and $1.7 billion in the 2008 
three and six months, respectively, down 25% and 14% from the corresponding 2007 periods. Investment 
Management segment net revenues increased 10% and 24% to $0.8 billion and $1.8 billion in the 2008 
three and six months, respectively, compared to the corresponding 2007 periods, reflecting increasing net 
revenues in both Asset Management and Private Investment Management. Assets under management 
("AUM") at May 31, 2008 were $277 billion, an increase of 5% from levels at May 31, 2007 and a 2% 
decrease from levels at November 30, 2007. 

During the second quarter of 2008, the Company reduced assets, including inventory positions related to 
residential mortgages, commercial mortgage and real estate-related investments, and acquisition finance 
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facilities. At May 31, 2008, the Company’s total assets were approximately $639.4 billion, representing a 
19% decrease, or a reduction of $146.6 billion, from total asset levels of $786.0 billion at February 29, 
2008. May 31, 2008 total asset balances were 7% lower, or $51.6 billion less than total asset levels 
reported at November 30, 2007. The combined effect of an equity raise as well as the reduction of assets 
in the second quarter of 2008 resulted in a decrease in the Company’s gross and net leverage ratios to 
24.34x and 12.06x at May 31, 2008, respectively, from 30.73x and 16.14x at November 30, 2007.† 

The Company’s business, by its nature, does not produce predictable earnings. Results in any given 
period can be materially affected by conditions in global financial markets and economic conditions 
generally.  

 

Management  

The following persons are the members of the Board of Directors of LBHI, as at the date of this 
Registration Document. The business address of each Director is 745 Seventh Avenue, New York, New 
York 10019, U.S.A. 

Name Function at LBHI Function outside LBHI 

RICHARD S. FULD, JR. Director, Chairman and Chief 
Executive Officer 

Mr. Fuld has been Chairman of the 
Board of Directors of the Company 
and LBI since April 1994 and Chief 
Executive Officer of the Company 
and LBI since November 1993. 
Mr. Fuld serves as the Chairman of 
the Executive Committee. Mr. Fuld 
was President and Chief Operating 
Officer of the Company and LBI 
from March 1993 to April 1994 and 
was Co-President and Co-Chief 
Operating Officer of both 
corporations from January 1993 to 
March 1993. 

He was President and Co-Chief Executive 
Officer of the Lehman Brothers Division of 
Shearson Lehman Brothers Inc. from 
August 1990 to March 1993. Mr. Fuld was a 
Vice Chairman of Shearson Lehman Brothers 
from August 1984 until 1990 and has been a 
Director of LBI since 1984. Mr. Fuld joined 
Lehman Brothers in 1969. Mr. Fuld serves on 
the Board of Directors of the Federal Reserve 
Bank of New York and is a member of the 
Executive Committee of the Board of 
Directors of The Partnership for New York 
City. He is a member of the International 
Business Council of the World Economic 
Forum and The Business Council. In addition, 
he serves on the Board of Trustees of 
Middlebury College and NewYork-
Presbyterian Hospital, as well as on the Board 
of Directors of the Robin Hood Foundation. 

MICHAEL L. AINSLIE Director Mr. Ainslie, a private investor, is the former 
President, Chief Executive Officer and a 

                                                           

†  Gross leverage ratio is computed by dividing assets by stockholders’ equity. The Company’s net leverage ratio is calculated as net 
assets divided by tangible equity capital. The Company calculates net assets by excluding from total assets: (i) cash and securities 
segregated and on deposit for regulatory and other purposes; (ii) collateralized lending agreements; and (iii) identifiable intangible 
assets and goodwill. The Company believes net leverage based on net assets to be a more useful measure of leverage, because it 
excludes certain low-risk, non-inventory assets and utilizes tangible equity capital as a measure of equity base. The Company 
calculates tangible equity capital by including stockholders’ equity and junior subordinated notes and excluding identifiable intangible 
assets and goodwill. The Company believes tangible equity capital to be a more meaningful measure of equity base for purposes of 
calculating net leverage because it includes instruments the Company considers to be equity-like and excludes identifiable intangible 
assets and goodwill because the Company does not view equity used to support those intangible assets and goodwill as available to 
support remaining net assets.  
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 Mr. Ainslie serves as a member of 
the Audit Committee. 

Director of Sotheby’s Holdings. He was Chief 
Executive Officer of Sotheby’s from 1984 to 
1994. From 1980 to 1984, he was President 
and Chief Executive Officer of the National 
Trust for Historic Preservation. From 1975 to 
1980, he was Chief Operating Officer of N-
Ren Corp., a Cincinnati-based chemical 
manufacturer. From 1971 to 1975, he was 
President of Palmas Del Mar, a real estate 
development company. He began his career as 
an associate with McKinsey & Company. 
Mr. Ainslie is a Director of The St. Joe 
Company and Lehman Brothers Bank, FSB. 
He is a Trustee of Vanderbilt University and a 
member (and the Chairman Emeritus) of the 
Board of Directors of The Posse 
Foundation, Inc. 

JOHN F. AKERS 

 

Director 

Mr. Akers serves as the Chairman of 
the Compensation and Benefits 
Committee and as a member of the 
Finance and Risk Committee. 

Mr. Akers, a private investor, is the retired 
Chairman of the Board of Directors of 
International Business Machines Corporation. 
Mr. Akers served as Chairman of the Board of 
Directors and Chief Executive Officer of IBM 
from 1985 until his retirement in 1993, 
completing a 33-year career with IBM. 
Mr. Akers is a Director of W. R. Grace & Co. 
He is a former member of the Board of 
Trustees of the California Institute of 
Technology and The Metropolitan Museum of 
Art, as well as the former Chairman of the 
Board of Governors of United Way of 
America. Mr. Akers was also a member of 
former President George Bush’s Education 
Policy Advisory Committee. 

ROGER S. BERLIND 

 

Director 

Mr. Berlind serves as a member of 
the Audit Committee and the 
Finance and Risk Committee. 

Mr. Berlind, who is also a private investor, 
has been a theatrical producer and principal of 
Berlind Productions since 1981. Mr. Berlind 
is also a Governor of the Broadway League 
and has served as a Trustee of Princeton 
University, the Eugene O’Neill Theater 
Center, the MacDowell Colony and the 
American Academy of Dramatic Arts. 

THOMAS H. 
CRUIKSHANK 

 

Director 

Mr. Cruikshank serves as the 
Chairman of the Audit Committee 
and as a member of the Nominating 
and Corporate Governance 
Committee. 

Mr. Cruikshank was the Chairman and Chief 
Executive Officer of Halliburton Company, a 
major petroleum industry service company, 
from 1989 to 1995, was President and Chief 
Executive Officer of Halliburton from 1983 to 
1989, and served as a Director of Halliburton 
from 1977 to 1996. He joined Halliburton in 
1969, and served in various senior accounting 
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and finance positions before being named 
Chief Executive Officer. Mr. Cruikshank is a 
Director of LBI. 

MARSHA JOHNSON 
EVANS 

 

Director 

Ms. Evans serves as the Chairman 
of the Nominating and Corporate 
Governance Committee and as a 
member of the Compensation and 
Benefits Committee and the Finance 
and Risk Committee. 

 Ms. Evans served as President and Chief 
Executive Officer of the American Red Cross 
from August 2002 to December 2005. She 
previously served as National Executive 
Director of Girl Scouts of the USA from 
January 1998 until July 2002. Ms. Evans was 
a career officer in the United States Navy, 
retiring as a Rear Admiral in January 1998. 
She served as superintendent of the Naval 
Postgraduate School in Monterey, California 
from 1995 to 1998 and headed the Navy’s 
worldwide recruiting organization from 1993 
to 1995. She is a director of Weight Watchers 
International, Inc., Huntsman Corporation and 
Office Depot, Inc. She also serves on the 
Advisory Boards for the Ladies Professional 
Golf Association and the Pew Partnership for 
Civic Change, a project of the Pew Charitable 
Trusts, and is a director of the Naval Academy 
Foundation and America’s Development 
Foundation. 

SIR CHRISTOPHER GENT 

 

Director 

Sir Christopher serves as a member 
of the Audit Committee and the 
Compensation and Benefits 
Committee. 

Sir Christopher Gent has been Non-Executive 
Chairman of GlaxoSmithKline plc since 
January 2005. He was Non-Executive Deputy 
Chairman of GlaxoSmithKline plc from 
June 2004 to January 2005. Prior to his 
retirement in July 2003, he had been a 
member of the Board of Directors of 
Vodafone Group Plc since August 1985 and 
its Chief Executive Officer since 
January 1997. Sir Christopher joined 
Vodafone as Managing Director of Vodafone 
Limited in January 1985 when the mobile 
phone service was first launched, and held that 
position until December 1996. Prior to joining 
Vodafone, Sir Christopher was Director of 
Network Services for ICL. In this role, he was 
Managing Director of Baric, a computer 
services company owned jointly by Barclays 
and ICL, and was responsible for ICL’s 
computer bureau services worldwide. Sir 
Christopher was Knighted for his services to 
the mobile telecommunications industry in 
2001. He is a Director of Ferrari SpA, a 
Senior Advisor to Bain & Company, Inc. and 
a member of the Advisory Board of Reform. 
He served as the National Chairman of the 
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Young Conservatives from 1977 to 1979, and 
was Vice President of the Computer Services 
Association Council at the time he left ICL. 

JERRY A. GRUNDHOFER Director Mr. Grundhofer is the Chairman Emeritus and 
retired Chief Executive Officer of U.S. 
Bancorp.  Mr. Grundhofer served as the 
Chairman of U.S. Bancorp from December 
2002 until December 2007.  Mr. Grundhofer 
also served as President and Chief Executive 
Officer of U.S. Bancorp from February 2001 
until October 2004 and December 2006, 
respectively.  From 1993 until February 2001, 
he served as Chairman, President and Chief 
Executive Officer of U.S. Bancorp 
predecessors Firstar Corporation and Star 
Banc Corporation.  Mr. Grundhofer is a 
director of Ecolab, Inc. and The Midland 
Company, Inc. 

ROLAND A. HERNANDEZ 

 

Director 

Mr. Hernandez serves as a member 
of the Finance and Risk Committee. 

Mr. Hernandez is the retired Chairman and 
Chief Executive Officer of Telemundo 
Group, Inc., a Spanish-language television 
station company, where he served from 
August 1998 to December 2000. From 
March 1995 to August 1998, he served as 
President and Chief Executive Officer of 
Telemundo Group, Inc. Prior to that position, 
Mr. Hernandez was founder and President of 
Interspan Communications, a company 
engaged in a variety of services related to 
Spanish-language media. Mr. Hernandez is 
also a Director of MGM Mirage, The Ryland 
Group, Inc., Vail Resorts, Inc. and Wal-Mart 
Stores, Inc. In addition, Mr. Hernandez serves 
on advisory boards for Harvard University’s 
David Rockefeller Center for Latin American 
Studies and Harvard Law School, as well as 
the board of Yale University’s President’s 
Council on International Activities. 

HENRY KAUFMAN 

 

Director 

Dr. Kaufman serves as the 
Chairman of the Finance and Risk 
Committee. 

Dr. Kaufman has been President of Henry 
Kaufman & Company, Inc., an investment 
management and economic and financial 
consulting firm, since 1988. For the previous 
26 years, he was with Salomon Brothers Inc., 
where he was a Managing Director, Member 
of the Executive Committee, and in charge of 
Salomon’s four research departments. He was 
also a Vice Chairman of the parent company, 
Salomon Inc. Before joining Salomon 
Brothers, Dr. Kaufman was in commercial 
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banking and served as an economist at the 
Federal Reserve Bank of New York. He is a 
Member (and the Chairman Emeritus) of the 
Board of Trustees of the Institute of 
International Education, a Member of the 
Board of Trustees of New York University, a 
Member (and the Chairman Emeritus) of the 
Board of Overseers of the Stern School of 
Business of New York University and a 
Member of the Board of Trustees of the 
Animal Medical Center. Dr. Kaufman is a 
Member of the International Advisory 
Committee of the Federal Reserve Bank of 
New York, a Member of the Advisory 
Committee to the Investment Committee of 
the International Monetary Fund Staff 
Retirement Plan, a Member of the Board of 
Governors of Tel-Aviv University and 
Treasurer (and former Trustee) of The 
Economic Club of New York. 

JOHN D. MACOMBER 

 

Director 

Mr. Macomber serves as a member 
of the Compensation and Benefits 
Committee, the Executive 
Committee and the Nominating and 
Corporate Governance Committee. 

Mr. Macomber has been a Principal of JDM 
Investment Group, a private investment firm, 
since 1992. He was Chairman and President of 
the Export-Import Bank of the United States 
from 1989 to 1992, Chairman and Chief 
Executive Officer of Celanese Corporation 
from 1973 to 1986 and a Senior Partner at 
McKinsey & Company from 1954 to 1973. 
Mr. Macomber is a Director of Collexis 
Holdings, Inc., Stem Cell Innovations, Inc. 
and Stewart & Stevenson LLC. He is 
Chairman of the Council for Excellence in 
Government and Vice Chairman of the 
Atlantic Council. He is a Trustee of the 
Carnegie Institution of Washington and the 
Folger Library. 
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The following persons are the Executive Officers of LBHI, as at the date of this Registration Document. 
The business address of each executive Officer is 745 Seventh Avenue, New York, New York 10019, 
U.S.A. 

Name Function at LBHI Function outside LBHI 

RICHARD S. FULD, JR. 

 

Director, Chairman and 
Chief Executive Officer 

Mr. Fuld’s main external activities are set out above. 

 SCOTT J. FREIDHEIM Co-Chief 
Administrative Officer 

Mr. Freidheim has been 
the Co-Chief 
Administrative Officer 
of the Company since 
October 2006 and is an 
Executive Vice 
President of the 
Company. 
Mr. Freidheim also has 
been the Chief of Staff 
to the Chairman and 
Chief Executive Officer 
since 1996. He was 
Global Head of 
Strategy from 2005 to 
2007 and Global Head 
of Corporate 
Communications, 
Advertising, Marketing 
and Brand Strategy 
from 2003 to 2007. 
Mr. Freidheim joined 
the Company in 1991. 

Mr. Freidheim is actively involved with the Institute 
of International Education (“IIE”), where he is a 
member of the Board of Trustees, a member of IIE’s 
Scholar Rescue Fund Board of Directors and 
Selection Committee, and co-founder and chairman 
of IIE’s New Leaders Group. Additionally, 
Mr. Freidheim is a member of The Forum of Young 
Global Leaders of the World Economic Forum, a 
member of the Executive Advisory Board of 
Sponsors for Educational Opportunity, a member of 
Young Presidents' Organization and a member of 
The Economic Club of New York. 

IAN T. LOWITT Chief Financial 
Officer and Co-Chief 
Administrative Officer 

Ian T. Lowitt is chief 
financial officer 
(CFO) and co-chief 
administrative officer 
(co-CAO) of Lehman 
Brothers Holdings Inc. 
Mr. Lowitt was named 
CFO in June 2008 and 
has been co-CAO 
since October 2006. In 

Prior to his current role, Mr. Lowitt was the chief 
administrative officer of Lehman Brothers Europe. 
He has also served as global treasurer and global 
head of Tax, and chairman of Lehman Brothers Bank 
FSB, the Firm's Delaware-based savings bank. 
Before becoming global treasurer, he was the Firm's 
head of Strategy and Corporate Development. 

Mr. Lowitt joined Lehman Brothers in 1994 from 
McKinsey and Company, where he served as an 
engagement manager advising clients in a number of 
industries, including financial services, electronics 
and information technology. 
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his role as CFO, Mr. 
Lowitt oversees the 
Firm's finance 
organization, 
including Financial 
Control, Investor 
Relations, Planning 
and Analysis, Product 
Control, Tax, and 
Treasury. In his role 
as co-CAO, he is 
responsible for the 
global oversight of 
Corporate Real Estate, 
Expense and Sourcing 
Services, Operations, 
Productivity and 
Process Improvement, 
Risk Management, 
and Technology. He is 
also an executive vice 
president of Lehman 
Brothers Holdings Inc. 
and a member of 
Lehman Brothers' 
Executive Committee. 

HERBERT H. MCDADE III President and Chief 
Operating Officer 

Herbert (Bart) H. 
McDade III is 
president and chief 
operating officer of 
Lehman Brothers 
Holdings Inc.  

Prior to his current position, Mr. McDade served as 
global head of the Equities Division since June 2005. 
Mr. McDade has also served as global head of the 
Fixed Income Division from 2002 to 2005 and as co-
head of the Fixed Income Division from 2000 to 
2002. He is a member of Lehman Brothers' 
Executive Committee. 

Mr. McDade joined the Firm in 1983 in Corporate 
Bond Trading. He was named head of the Firm's 
Corporate Bond Department in 1991. In 1998, he 
was named global head of Debt Capital Markets and 
a member of the Investment Banking Division's 
Group Head Committee. In 2000, in addition to 
being appointed co-head of the Firm's Global Fixed 
Income Division, Mr. McDade was named to the 
Firm's Operating Committee. 

Mr. McDade presently serves on the Board of 
Directors as well as the Executive Committee of the 
Securities Industry and Financial Markets 
Association (SIFMA). Additionally, he is a member 
of the Board of Directors of the Waterside School 
and Board of Governors of Winged Foot Golf Club. 
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THOMAS A. RUSSO  

 

Chief Legal Officer 

Mr. Russo has been 
Chief Legal Officer of 
the Company since 
1993 and is an 
Executive Vice 
President of the 
Company and a 
member of and counsel 
to the Firm’s 
Executive Committee. 
He has been a Vice 
Chairman of LBI since 
July 1999. 

Mr. Russo joined the Firm in 1993; prior to that, 
Mr. Russo was a partner at the Wall Street law firm of 
Cadwalader, Wickersham & Taft and a member of its 
Management Committee. Mr. Russo is the Treasurer 
and a member of the Executive Committee of the 
National Board of Trustees of the March of Dimes and 
Vice Chairman of the Board of Trustees of The 
Institute for Financial Markets. He is the Chairman of 
the Executive Committee of the Board of Trustees of 
the Institute of International Education, as well as a 
founder of the Institute of International Education’s 
Scholar Rescue Fund and a member of its Board.  Mr. 
Russo is also a member of the Regulatory Policy 
Committee of the Board of Governors of the Financial 
Industry Regulatory Authority (FINRA).  In addition, 
Mr. Russo is a member of the Federal Reserve Bank 
of New York’s International Advisory Committee and 
the Committee on Capital Markets Regulation. 

Conflicts of interest  

To the best of LBHI’s knowledge, at the date of this Registration Document there are no potential 
conflicts of interest between any duties of either the members of the Board of Directors of LBHI or 
the Executive Officers of LBHI and their respective private interests or other duties that would materially 
adversely affect the results and operations of LBHI. LBHI has policies and procedures in place to comply 
with all applicable United States legal and regulatory requirements with regards to such conflicts of 
interest. 

DIRECTOR INDEPENDENCE 

Under the NYSE corporate governance rules, a majority of the Board of Directors (and each member of 
the Audit, Compensation and Nominating Committees) must be independent. The Board of Directors may 
determine a Director to be independent if the Director has no disqualifying relationship as defined in the 
NYSE corporate governance rules and if the Board of Directors has affirmatively determined that the 
Director has no material relationship with the Firm, either directly or as a partner, stockholder, officer or 
employee of an organization that has a relationship with the Firm. 

Categorical Standards 

To assist it in making its independence determinations, the Board of Directors has adopted the following 
categorical standards for relationships that are deemed not to impair a Director’s independence: 

Relationship 
 

 Requirements for Immateriality
 

Personal Relationships    

The Director or immediate family member receives 
the Firm’s financial products or services. 

 • Financial products and services must be provided in the 
ordinary course of the Firm’s business and on arm’s- length 
terms, and 
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  • In the case of investment partnerships, the Director or 
immediate family member must meet the qualifications for 
participation applicable to all other investors in the 
partnership. 

The Director or immediate family member holds 
securities issued publicly by the Firm. 

 • Securities held must not constitute more than a 5% equity 
interest in the Firm, and 

  • The Director or immediate family member can receive no 
extra benefit not shared on a pro rata basis. 

Business Relationships    

Payments for property or services are made between 
the Firm and a company associated with the 
Director or immediate family member. 

 • Payment amounts must not exceed the greater of $100,000 
and 1% of the associated company’s revenues in any of its last 
three (or current) fiscal years, and 

  • Relationships must be in the ordinary course of the Firm’s 
business and on arm’s-length terms. 

Indebtedness is outstanding between the Firm and a 
company associated with the Director or immediate 
family member. 

 • Indebtedness amounts must not exceed 5% of the associated 
company’s assets in any of its last three (or current) fiscal 
years, and 

  • Relationships must be in the ordinary course of the Firm’s 
business and on arm’s-length terms. 

The Firm has an equity investment in a company 
associated with the Director or immediate family 
member. 

 • The Firm’s investment must not be a more than 5% equity 
interest in the associated company in any of the company’s 
last three (or current) fiscal years, and 

  • In the case of a non-publicly traded company, the Director or 
immediate family member must not be a general partner, 
principal, executive officer or more than 10% owner. 

The Director or immediate family member is a non-
management director of a company that does 
business with the Firm or in which the Firm has an 
equity interest. 

 • The business must be done in the ordinary course of the 
Firm’s business and on arm’s-length terms. 

An immediate family member is an employee (other 
than an executive officer) of a company that does 
business with the Firm or in which the Firm has an 
equity interest. 

 • If the immediate family member lives in the Director’s home, 
the business must be done in the ordinary course of the Firm’s 
business and on arm’s-length terms. 

The Director and his or her immediate family 
members together own 5% or less of a company that 
does business with the Firm or in which the Firm 
has an equity interest. 

 • None. 

Charitable Relationships    
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Charitable donations or pledges are made by the 
Firm to a charity associated with the Director or 
immediate family member. 

 • Donations and pledges must not result in payments exceeding 
the greater of $100,000 and 2% of the charity’s revenues in 
any of its last three (or the current or any future) fiscal years. 

 

*An "associated" company is one (a) for which the Director or immediate family member is a general 
partner, principal or employee, or (b) of which the Director and his or her immediate family members 
together own more than 5%. An "associated" charity is one for which the Director or immediate family 
member serves as an officer, director, advisory board member or trustee. 

The Board of Directors has also determined that the following prior relationships would not impair a 
Director’s independence: 

• Personal relationships with the Firm that were entered into prior to, and have not been amended since, 
the beginning of the Firm’s most recently completed three-year fiscal period. 

• Business or charitable relationships with a company or charity that ended prior to the beginning of that 
company’s or charity’s most recently completed three-year fiscal period. 

• Business or charitable relationships with a company or charity for which the Director or his or her 
immediate family member no longer serves as a general partner, principal, director, advisory board 
member, trustee or employee, or of which the Director and his or her immediate family members together 
no longer own more than 5%. 

For purposes of these standards, equity or ownership interests include both direct and indirect interests, 
but are not deemed to include non-participating, non-convertible preferred securities or securities held by 
a registered investment company or other investment funds that only make passive investments in at least 
20 companies. Immediate family members include a Director’s spouse, parents, children, siblings, 
mothers- and fathers-in-law, sons- and daughters-in-law, brothers- and sisters-in-law, and anyone (other 
than domestic employees) who shares the Director’s home. However, when applying the three-year look-
back provisions in the categories set forth above, individuals who are no longer immediate family 
members as a result of legal separation or divorce or those who have died or become incapacitated are not 
included. For purposes of the first relationship described under "Business Relationships" above, payments 
include only those amounts related to the transaction that are included in the payee’s revenues for the 
relevant fiscal year. For purposes of the relationship described under "Charitable Relationships" above, 
payments exclude amounts contributed or pledged to match employee contributions or pledges. 

Independence Determinations 

The Board of Directors has determined in accordance with the NYSE corporate governance rules and the 
Firm’s categorical standards that Mr. Ainslie, Mr. Akers, Mr. Berlind, Mr. Cruikshank, Ms. Evans, Sir 
Christopher Gent, Mr. Grundhofer, Mr. Hernandez, Dr. Kaufman and Mr. Macomber are independent and 
have no material relationships with the Firm. In making these determinations, the Board of Directors 
considered the relationships described below. 

Each of the independent Director nominees, other than Ms. Evans, Sir Christopher Gent, Mr. Grundhofer 
and Mr. Hernandez, has made investments in the investment partnerships discussed more fully under 
"Certain Transactions and Agreements with Directors and Executive Officers" below. The Board of 
Directors determined that these investments do not constitute material relationships that would impair a 
Director’s independence because no Director has made any commitment to any of such investment 
partnerships since August 2001 and none of the rights of Directors as limited partners in these investment 
partnerships are contingent in any way on their continued service as Directors. 
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Mr. Hernandez’s son was employed by the Firm as a 2007 summer analyst and is expected to return as a 
summer analyst in 2008. The Firm compensated Mr. Hernandez’s son in line with his position and with 
respect to market standards. Based on the facts and circumstances, the Board of Directors determined that 
this is not a material relationship that would impair Mr. Hernandez’s independence. 

Each of the independent Director nominees, other than Ms. Evans and Mr. Grundhofer, has brokerage or 
investment accounts with the Firm, directly or indirectly as the managing member of a family limited 
liability company that has accounts with the Firm. Under the Firm’s categorical standards, those accounts 
were considered immaterial because the products and services were provided in the ordinary course of the 
Firm’s business and on same terms as those prevailing at the time for comparable products and services 
provided to clients who are neither Directors nor employees. 

The Firm receives revenues from companies for which Sir Christopher Gent, Mr. Hernandez, 
Mr. Macomber or Ms. Evans serves, or one of their family members serves, as a non-management 
director on the board of directors. Under the Firm’s categorical standards, that business was considered 
immaterial because it was transacted in the ordinary course of the Firm’s business and on substantially the 
same terms as those prevailing at the time for comparable transactions with persons who are neither 
Directors nor employees. 

The Firm makes contributions to charities with which Messrs. Ainslie, Berlind or Macomber or 
Dr. Kaufman, or one of their family members, is associated. Under the Firm’s categorical standards, such 
contributions were considered immaterial because they did not exceed the greater of $100,000 and 2% of 
the charity’s revenues in any of the three most recent fiscal years. 

CERTAIN TRANSACTIONS AND AGREEMENTS WITH DIRECTORS AND 
EXECUTIVE OFFICERS 

In the ordinary course of business, the Firm from time to time engages in transactions with other 
companies or financial institutions whose officers, directors or principals are executive officers or 
Directors of the Company or are family members of executive officers or Directors of the Company. 
Except as described below, transactions with such companies and financial institutions are conducted on 
an arm’s-length basis and, in the case of companies and financial institutions with which a non-
management Director is associated, such transactions otherwise fall within the categorical standards for 
Director independence described in Appendix A hereto. 

In addition, in the ordinary course of business, the Firm from time to time engages in transactions on an 
arm’s-length basis with persons and the affiliated entities of persons that may be deemed to own more 
than 5% of Lehman Brothers’ Common Stock. During Fiscal 2007, Fidelity Management Trust Company 
("FMTC") served as trustee of the Savings Plan and Fidelity Employer Services Company LLC ("FESC") 
provided services in connection with the U.S. Pension Plan. In addition, Lehman Brothers generally 
require Lehman Brothers’ employees in the U.S. to maintain their brokerage accounts with LBI or 
Fidelity Brokerage. FMTC, certain of the entities affiliated with FMTC, FESC and Fidelity Brokerage are 
subsidiaries of, or may be considered to be affiliated with, FMR, which became the beneficial owner of 
more than 5% of the Company’s Common Stock during calendar 2007. 

To the extent permitted by the Sarbanes-Oxley Act of 2002, Directors and executive officers of the 
Company and their associates, including family members, from time to time may be or may have been 
indebted to the Company or its subsidiaries under lending arrangements offered by those companies to the 
public. For example, such persons may be or may have been indebted to LBI as customers, in connection 
with margin account loans, revolving lines of credit and other extensions of credit. Such indebtedness 
would be in the ordinary course of business and on substantially the same terms, including interest rates 
and collateral, as those prevailing at the time for comparable transactions with unaffiliated third parties 
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who are not employees of the Firm and would not involve a more than normal risk of collectibility or 
present other unfavorable features. In addition, such executive officers, Directors and associates may 
engage in transactions in the ordinary course of business involving other goods and services provided by 
the Firm, such as banking, brokerage, investment and financial advisory products and services (including 
investment funds), on the same terms as provided to unaffiliated third parties who are not employees of 
the Firm or, except in the case of non-management Directors (except as described below), on terms 
similar to those extended to employees of the Firm generally. 

Directors and qualifying employees and consultants of the Firm who are accredited investors have been 
provided with the opportunity to invest as limited partners in various investment partnerships that 
generally qualify as "employees’ securities companies" for purposes of the Investment Company Act of 
1940. The investment partnerships provide the participants with an opportunity to make investments in a 
portfolio of investment opportunities, often together with the Firm’s merchant banking, venture capital, 
real estate, credit-related and other funds that are offered to third-party investors, on terms that are 
generally more favorable than those offered to third-party investors. Beginning in 2002, non-management 
Directors were no longer permitted to invest in these partnerships. 

The Company, either directly or through a subsidiary, is the general partner of these investment 
partnerships. After returns of capital to the partners, profits are generally distributed 90% (or more) to the 
limited partners and 10% (or less) to the general partner. In one of these investment partnerships, the 
general partner has made a preferred capital contribution equal to a multiple of the amount of capital 
contributed by the limited partners. In such partnership, after the amount of the general partner’s preferred 
capital contribution, together with a fixed return thereon (which return varies from month to month and 
averaged 5.8% for Fiscal 2007), is distributed to the general partner, the limited partners’ respective 
capital contributions are returned and then profits are generally distributed 90% to the limited partners 
and 10% to the general partner, which essentially provides "leverage" to the limited partners. Beginning 
in 2002, executive officers were no longer permitted to invest in such partnerships. Instead, the executive 
officers must invest in separate partnerships that invest on a parallel basis with, and have substantially the 
same terms as, the employee partnerships but do not include this leverage feature. 

The table below sets forth for each of the limited partners listed (1) the amount of distributions of profits 
from all of the existing investment partnerships during Fiscal 2007, (2) the outstanding balance, as of 
November 30, 2007, of the aggregate preferred capital contributions made by the general partner of these 
investment partnerships as a result of investments made by such limited partners and (3) the aggregate 
amount of unreturned limited partner capital in all of the existing investment partnerships as of 
November 30, 2007. 

 

Limited 
Partner  

 

Aggregate Fiscal 
2007 

Distributions of 
Profits (1)  

Outstanding 
Balance of 
Aggregate 

Preferred General 
Partner 

Contributions as 
of November 30, 

2007 (2) 

 

Aggregate 
Unreturned 

Limited Partner 
Capital  

as of November 30, 
2007 

Michael L. Ainslie   *  $0  ** 
Roger S. Berlind   $72,670  0  $298,609 
Erin M. Callan   *  0  ** 
Thomas H. Cruikshank   *  0  ** 
Scott J. Freidheim   64,598  0  499,436 
Richard S. Fuld, Jr.   463,460  0  4,521,124 
Joseph M. Gregory   419,020  0  4,806,682 
Henry Kaufman   68,250  0  ** 
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Ian T. Lowitt   89,007  0  1,071,042 
Christopher M. O’Meara   107,342  0  2,397,320 
Thomas A. Russo   558,447  0  6,684,320 
Adult children of John F. 
Akers***  

 
42,280 

 
0 

 
** 

Adult children of John D. 
Macomber***  

 
107,390 

 
0 

 
439,489 

 

* Amount, together with any return of capital contributions, does not exceed $120,000. 

** Amount does not exceed $120,000. 

*** In the aggregate. 

(1) The distributions shown exclude the return of the limited partners’ respective capital contributions, 
which amounts were $96,340 for Mr. Berlind, $81,520 for Mr. Freidheim, $397,250 for Mr. Fuld, 
$389,400 for Mr. Gregory, $75,000 for Dr. Kaufman, $86,143 for Mr. Lowitt, $125,674 for 
Mr. O’Meara, $409,737 for Mr. Russo, $78,140 for the adult children of Mr. Akers and $136,580 for 
the adult children of Mr. Macomber. Aggregate Fiscal 2007 distributions, including the return of the 
limited partners’ respective capital contributions, was less than $120,000 for all of the other limited 
partners listed above. 

(2) The largest outstanding balance during Fiscal 2007 of the aggregate preferred capital contributions 
made by the general partner of these investment partnerships as a result of investments made by such 
limited partners was $285,802 for Mr. Fuld, $190,535 for Mr. Gregory, and less than $120,000 for 
each of the other limited partners listed above. The largest outstanding balance during Fiscal 2007 of 
the aggregate preferred capital contributions made by the general partner that was with recourse to 
the limited partners was less than $120,000 for each of the limited partners listed above. 

Material Contracts 

No specific contract has been to the date of this document entered into outside the ordinary course of 
LBHI’s business, which would result in LBHI being under an obligation or entitlement that is materially 
detrimental to LBHI’s ability to meet its obligations to holders of securities being issued or guaranteed by 
LBHI. 

Major Shareholders 

LBHI’s Common Stock, par value USD 10 per share (the "Common Stock"), is its only class of voting 
stock. As of February 15, 2008, the record date for LBHI’s 2008 Annual Meeting of Stockholders (the 
"Record Date"), 552,712,120 shares of Common Stock (exclusive of 60,231,982 shares held in treasury) 
were outstanding. Stockholders are entitled to one vote per share with respect to each matter to be voted 
on at the Annual Meeting. There is no cumulative voting provision applicable to the Common Stock. 

The 1997 Trust Under Lehman Brothers Holdings Inc. Incentive Plans (the "Incentive Plans Trust") holds 
shares of Common Stock ("Trust Shares") issuable to future, current and former employees of the 
Company in connection with the granting to such employees of Restricted Stock Units ("RSUs") under 
Lehman Brothers’ various equity incentive plans. The Incentive Plans Trustee will vote or abstain from 
voting all Trust Shares in the same proportions as the RSUs in respect of which it has received voting 
instructions from current employees who have received RSUs under the Incentive Plans ("Current 
Participants"). As of the Record Date, 100,333,686 Trust Shares (representing 18.2% % of the votes 
entitled to be cast at the Annual Meeting) were held by the Incentive Plans Trust and 145,343,551 of such 
RSUs were held by Current Participants. 
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To the knowledge of management, except for the Incentive Plans Trust and as described below, no person 
beneficially owns more than five percent of the Common Stock. 

Beneficial 
Owner  

Number of Shares 
of 

Common Stock 

Percent of 
Outstanding 

Common Stock 
(a) 

AXA and related parties 

Mutuelles AXA, 26, rue Drouot, 75009 Paris, France; AXA, 25, 
avenue Matignon, 75008 Paris, France; and AFI, 1290 Avenue of 
the Americas, New York, New York 10104......................................... 40,094,986(b) 7.25 

ClearBridge Advisors, LLC and related parties  
399 Park Avenue  
New York, New York 10022 34,980,989(c) 6.33 

FMR LLC and related parties 
82 Devonshire Street, Boston, Massachusetts 02109 ........................... 32,441,882(d) 5.87 

 

 

(a) Percentage is calculated in accordance with applicable SEC rules and is based on the number of 
shares issued and outstanding on the Record Date. 

(b) According to a Schedule 13G dated February 14, 2008 jointly filed by AXA Assurances I.A.R.D. 
Mutuelle, AXA Assurances Vie Mutuelle, and AXA Courtage Assurance Mutuelle (collectively, the 
"Mutuelles AXA"), AXA, and AXA Financial, Inc. ("AFI"): (a) the Mutuelles AXA, which as a 
group control AXA, beneficially own 40,094,986 shares of Common Stock and have sole voting 
power with respect to 30,969,343 of such shares, shared voting power with respect to 40,846 of such 
shares, sole dispositive power with respect to 40,072,645 of such shares, and shared dispositive 
power with respect to 22,341 of such shares; (b) AXA beneficially owns 40,094,986 shares of 
Common Stock and has sole voting power with respect to 30,969,343 of such shares, shared voting 
power with respect to 40,846 of such shares, sole dispositive power with respect to 40,072,645 of 
such shares, and shared dispositive power with respect to 22,341 of such shares; and (c) AFI, which 
is owned by AXA, beneficially owns 40,038,411 shares of Common Stock and has sole voting 
power with respect to 30,943,168 of such shares, shared voting power with respect to 40,846 of such 
shares, sole dispositive power with respect to 40,016,070 of such shares, and shared dispositive 
power with respect to 22,341 of such shares. AXA is the parent holding company of each of AXA 
Investment Managers Paris (France), AXA Konzern AG (Germany), and AXA Rosenberg 
Investment Management LLC, which beneficially own 10,175 shares, 700 shares and 45,700 shares, 
respectively, acquired in each case solely for investment purposes. AFI is the parent holding 
company of AllianceBernstein L.P. and AXA Equitable Life Insurance Company which beneficially 
own 39,775,789 shares and 262,622 shares, respectively. Shares beneficially owned by 
AllianceBernstein L.P. were acquired solely for investment purposes on behalf of client 
discretionary investment advisory accounts; and shares beneficially owned by AXA Equitable Life 
Insurance Company were acquired solely for investment purposes. Addresses of the joint filers are as 
follows: the Mutuelles AXA, 26, rue Drouot, 75009 Paris, France; AXA, 25, avenue Matignon, 
75008 Paris, France; and AFI, 1290 Avenue of the Americas, New York, New York 10104. 

(c)  According to a Schedule 13G/A dated February 14, 2008 jointly filed by ClearBridge 
Advisors, LLC and Smith Barney Fund Management LLC: (a) ClearBridge Advisors, LLC 
beneficially owns 34,646,884 shares of Common Stock and has shared voting power with respect to 
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30,024,709 of such shares and shared dispositive power with respect to all of such shares; and 
(b) Smith Barney Fund Management LLC beneficially owns 334,105 shares of Common Stock and 
has shared voting power and shared dispositive power with respect to all of such shares. The address 
of the joint filers is as follows: 399 Park Avenue, New York, New York 10022. 

(d) According to a Schedule 13G dated February 13, 2008 jointly filed by FMR LLC ("FMR"), its 
chairman Edward C. Johnson 3d, and Fidelity Management & Research Company ("Fidelity"), a 
wholly-owned subsidiary of FMR: (a) FMR beneficially owns 32,441,882 shares of Common Stock 
and has sole voting power with respect to 1,791,482 of such shares, and sole dispositive power with 
respect to all of such shares; (b) Mr. Johnson beneficially owns 32,441,882 shares of Common Stock 
and has sole dispositive power with respect to all of such shares; and (c) Fidelity beneficially owns 
30,569,650 shares of Common Stock as a result of acting as investment adviser to various 
investment companies registered under the Investment Advisers Act of 1940. Neither FMR nor 
Mr. Johnson has the sole power to vote or direct the voting of the shares owned directly by Fidelity 
funds, which power resides with the funds’ boards of trustees. Members of the family of 
Mr. Johnson are the predominant owners, directly or through trusts, of Series B voting common 
shares of FMR, representing 49% of the voting power of FMR. FMR is the parent holding company 
of each of Strategic Advisers, Inc., Pyramis Global Advisors, LLC, and Pyramis Global Advisors 
Trust Company which beneficially own 6,813 shares, 48,600 shares and 687,352 shares, 
respectively, of Common Stock. In addition, according to the Schedule 13G, FMR made the filing on 
a voluntary basis as if shares owned by FMR and Fidelity International Limited ("FIL"), which 
beneficially owns 1,129,467 shares of Common Stock, are beneficially owned by FMR and FIL on a 
joint basis. The address of the joint filers is as follows: 82 Devonshire Street, Boston, Massachusetts 
02109. 

Auditors 

The consolidated financial statements for the years ended 30 November, 2006 and 30 November, 2007 of 
LBHI have been prepared in accordance with generally accepted accounting principles in the United 
States and have been reported upon without qualification for LBHI by Ernst & Young LLP, certified 
public accountants, which has its principal place of business at 5 Times Square, New York, New York 
10036, U.S.A. Ernst & Young LLP is an independent registered public accounting firm with the U.S. 
Public Company Accounting Oversight Board (PCAOB) with respect to LBHI and its subsidiaries within 
the meaning of the Securities Act of 1933, as amended and the applicable rules and regulations thereunder 
adopted by the Securities and Exchange Commission and the Public Company Accounting Oversight 
Board (United States) (PCAOB). 

Legal Proceedings 

Lehman Brothers is involved in a number of judicial, regulatory and arbitration proceedings concerning 
matters arising in connection with the conduct of its business. Such proceedings include actions brought 
against Lehman Brothers and others with respect to transactions in which Lehman Brothers acted as an 
underwriter or financial advisor, actions arising out of Lehman Brothers’ activities as a broker or dealer in 
securities and commodities and actions brought on behalf of various classes of claimants against many 
securities and commodities firms, including Lehman Brothers. 

Although there can be no assurance as to the ultimate outcome, Lehman Brothers generally has denied, or 
believes Lehman Brothers has a meritorious defense and will deny, liability in all significant cases 
pending against Lehman Brothers, including the matters described below, and Lehman Brothers intends 
to defend vigorously each such case.  Based on information currently available, Lehman Brothers 
believes the amount, or range, of reasonably possible losses in connection with the pending actions or 
actions not yet filed but, to Lehman Brothers’ knowledge, threatened against Lehman Brothers, including 
the matters described below, in excess of established reserves, in the aggregate, not to be material to 
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Lehman Brothers’ consolidated financial condition or cash flows. However, losses may be material to 
Lehman Brothers’ operating results for any particular future period, depending on the level of Lehman 
Brothers’ income for such period.  

City of Cleveland v. Deutsche Bank Trust Company, et al. 

On January 10, 2008, the City of Cleveland, Ohio filed a lawsuit in Cuyahoga County Common Pleas 
Court, captioned City of Cleveland v. Deutsche Bank Trust Company, et al., against twenty-one financial 
services entities, including Holdings, seeking damages the City of Cleveland allegedly incurred relating to 
property foreclosures. The damages are claimed to be the result of the defendants' creation of a public 
nuisance in the City of Cleveland through their involvement as lenders and/or securitizers of sub-prime 
mortgages in the City of Cleveland. On January 16, 2008, the case was removed to the United States 
District Court for the Northern District of Ohio, and on January 17, 2008, the City of Cleveland filed a 
motion seeking an order remanding the case back to Common Pleas Court. 

Marubeni Litigation 

On March 31, 2008, LBA Y.K., an affiliate of Lehman Brothers Japan, filed a complaint with the Tokyo 
District Court, Civil Division, against Marubeni Corporation, Japan's fifth largest trading company 
("Marubeni"), seeking payment of $351 million due under certain contracts entered into with Marubeni in 
October and November of 2007. Marubeni has repudiated its obligations under those contracts, 
maintaining that several Marubeni employees forged documents and made misrepresentations to create 
the impression that Marubeni had committed to the transaction, which involved the financing of various 
projects and purchases for hospitals and other medical institutions in Japan. Lehman Brothers Japan has 
reported the conduct of the Marubeni employees and certain other individuals involved in the transaction, 
including a former senior officer of Marubeni, to the Tokyo police, who are conducting an investigation 
into possible criminal fraud. Although there can be no assurance as to the ultimate outcome, the Company 
believes it has meritorious claims which it will pursue vigorously. On June 18, 2008 four individuals, 
including two former Marubeni Corporation employees, were taken into custody by the Tokyo Police 
Department on charges relating to their involvement in the fraud. 

 

Alaska Electrical Pension Fund v. Lehman Brothers Holdings Inc., et al. 

On June 19, 2008, a purported class action complaint was received in the Supreme Court of the State of 
New York, County of Nassau, captioned Alaska Electrical Pension Fund v. Lehman Brothers Holdings 
Inc., et al. The complaint is brought as a purported class action on behalf of all persons or entities who 
acquired mortgage pass-through certificates and asset-backed notes of Structured Asset Securities 
Corporation ("SASCO") issued during 2006 and 2007 pursuant or traceable to an allegedly false and 
misleading registration statement and through which approximately 60 mortgage trusts issued notes. The 
complaint names certain employees of LBI who signed the registration statement and the mortgage trusts 
along with Holdings, LBI and SASCO. It purports to allege a claim under Sections 11 and 15 of the 
Securities Act of 1933, as amended (the "1933 Act"). It seeks compensatory damages to the class 
members. 

Archstone-Related Litigation 

Steven A. Stender, et al. v. James A. Cardwell, et al.; Jack P. Katz v. Ernest A. Gerardi, Jr., et al. On 
November 30, 2007, a purported class action lawsuit related to the acquisition of Archstone-Smith Trust 
("ASN") and Archstone-Smith Operating Trust ("ASOT") by affiliates of Tishman Speyer Real Estate 
Venture VII, L.P. and Holdings (the "Acquisition"), captioned Steven A. Stender, et al. v. James A. 
Cardwell, et al. (Case no. 2007cv2503), was filed in the United States District Court for the District of 
Colorado (the "Stender Action"). The lawsuit names, among others, ASN, ASOT, ASN’s former trustees, 
Holdings and Tishman Speyer Development Corporation as defendants. This action was brought by 
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certain former unitholders of ASOT, individually and purportedly on behalf of all holders of ASOT’s 
Class A-1 common units as of the date of the Acquisition, and alleges, among other things, (i) that ASOT 
and ASN entered into enforceable property contribution agreements and partnership agreements with 
such unitholders; (ii) that ASN and ASOT agreed not to enter into any transactions or dispose of any 
interest in the property contributed by such unitholders that would result in such unitholders realizing a 
taxable gain, and agreed to provide such unitholders with the ability to receive dividends and to liquidate 
their units by receiving cash or converting them to common shares in the publicly-traded ASN; (iii) that 
ASN and ASOT failed to perform their duties under the contribution and partnership agreements and 
statutory and common law partnership principles in connection with the Acquisition; and (iv) that ASN 
and its former trustees and officers, aided and abetted by Holdings and Tishman Speyer Development 
Corporation, violated their fiduciary duties owed to such unitholders in connection with the Acquisition. 
The class action seeks an unspecified amount of damages.  

On February 27, 2008, on motion of all defendants, the magistrate judge presiding over the Stender 
Action granted defendants’ request for a stay of discovery and further pretrial proceedings pending the 
court’s decision on the defendants motion to stay or dismiss the complaint in favor of arbitration, or in the 
alternative, to dismiss for failure to state a claim. 

On May 9, 2008, a second purported class action lawsuit relating to the Acquisition, captioned Jack P. 
Katz v. Ernest A. Gerardi, Jr., et al., was filed in the Circuit Court of Cook County, Illinois by the same 
law firm that represents plaintiffs in the Stender Action. The lawsuit names, among others, ASN, ASOT, 
ASN’s former trustees, Holdings and Tishman Speyer Development Corporation as defendants. The 
complaint alleges, among other things, that the prospectus/information statement and registration 
statement on Form S-4 filed with the SEC by ASOT with respect to the Series O Preferred Units to be 
issued to unitholders who did not elect to receive the cash consideration in connection with the 
Acquisition violated Sections 11, 12 and 15 of the 1933 Act in that the prospectus and registration 
statement allegedly contained materially false and misleading statements. The complaint seeks (i) with 
respect to unitholders who elected to receive the Series O Preferred Units, rescission of their exchange 
and/or damages in the amount of the full value of the Class A-1 Common Units at the time of the 
Acquisition plus the value of the tax protection and other purported benefits applicable to the Class A-1 
Common Units; and (ii) with respect to unitholders who elected to receive the cash consideration, 
rescissory damages and/or damages in the amount of the tax liability they were required to pay as a result 
of the receipt of the cash consideration. 

Municipal Derivatives Litigation 

LBI has been named as a defendant in six putative class action cases concerning the sale of municipal 
derivatives:  (1)  Fairfax County, Virginia, et al. v. Wachovia Bank N.A., et al., 08-cv-432 (United States 
District Court for the District of Columbia ("D.C. District Court")), filed on March 12, 2008; (2) Hinds 
County, Mississippi v. Wachovia Bank, et al., 08-cv-2516 (United Sates District Court for the Southern 
District of New York ("New York District Court")), filed on March 13, 2008; (3) The City of Oakland, 
California v. AIG Financial Products Corp., et al., 08-cv-2116 (United States District Court for the 
Northern District of California("California District Court")), filed on April 23, 2008; (4) Central Bucks 
School District v. Wachovia Bank N.A., et al., 08-cv-956 (D.C. District Court), filed on June 4, 2008; (5) 
Mayor and City Counsel of Baltimore v. Wachovia Bank, N.A., et al. (New York District Court), filed on 
July 3, 2008; and (6) County of Alameda, California v. AIG Financial Products Corp., et al. (California 
District Court), filed on July 8, 2008. In each case, plaintiffs allege a conspiracy among issuers and 
brokers of municipal derivatives to fix prices, rig bids, and allocate customers in violation of Section 1 of 
the Sherman Act, 15 U.S.C. § 1. The City of Oakland also alleges that this conduct violated California’s 
Cartwright Act, Cal. Bus. & Prof. Code §§ 16720, et seq., and Unfair Competition Law, Cal. Bus. & Prof. 
Code §§ 17200, et seq. 

On June 16, 2008, the United States Judicial Panel on Multidistrict Litigation ("MDL Panel") issued an 
order transferring the cases brought by Fairfax County and Hinds County (as well as another case in 
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which LBI is not named) to the New York District Court for coordinated or consolidated pretrial 
proceedings. In that order, the MDL Panel identified the cases brought by the City of Oakland and Central 
Bucks School District, as well as two cases in which LBI is not named, as additional actions that may be 
consolidated in the multi-district litigation proceeding. On June 23, 2008, the New York District Court 
issued an order consolidating four cases, including those brought by Fairfax County and Hinds County, 
for all pretrial purposes. The Baltimore and the second California case had not yet been filed at that time. 

Subprime Disclosure-Related Matters 

Southeastern Pennsylvania Transportation Authority, et al. v. Lehman Brothers Holdings, Inc., et al. and 
Operative Plasterers and Cement Masons International Association Local 262 Annuity Fund et al. v. 
Lehman Brothers Holdings, Inc., et al. On April 29, 2008 and June 18, 2008, two purported securities 
class actions were filed against Holdings and certain of its officers relating to Holdings’ allegedly false or 
misleading statements in connection with its subprime mortgage backed securities trading. The April 29th 
class action complaint, captioned Southeastern Pennsylvania Transportation Authority, et al. v. Lehman 
Brothers Holdings, Inc., et al. ("SEPTA") was filed in the United States District Court for the Northern 
District of Illinois. The June 18th class action complaint, captioned Operative Plasterers and Cement 
Masons International Association Local 262 Annuity Fund et al. v. Lehman Brothers Holdings, Inc., et al. 
("Operative Plasterers") was filed in the United States District Court for the Southern District of New 
York. The purported class period for the SEPTA complaint is September 13, 2006 through July 30, 2007, 
while the purported class period for the Operative Plasterers complaint is September 13, 2006 through 
June 6, 2008. 

Both complaints allege that Holdings made materially false or misleading statements by purportedly 
failing to fully disclose the nature and extent of its exposure to losses incurred from trading in subprime 
mortgage backed derivatives and collateralized debt obligations. Plaintiffs further allege that Holdings 
materially overvalued its position, maintained inadequate reserves, and did not prepare its financial 
statements in accordance with U.S. generally accepted accounting principles. Both complaints allege 
violations of Section 10(b) of the Exchange Act and Rule 10b-5 promulgated thereunder against Holdings 
and the individual defendants. The complaints also allege that the individual defendants violated Section 
20(a) of the Exchange Act. The complaints seek class certification and compensatory damages in an 
amount to be determined. 

Alex E. Rinehart et al. v. Lehman Brothers Holdings, Inc. et al. Also on June 18, 2008, a third purported 
class action complaint, captioned Alex E. Rinehart et al. v. Lehman Brothers Holdings, Inc. et al. 
("Rinehart"), was filed in the United States District Court for the Southern District of New York against 
Holdings, certain of its current officers and directors and members of the Employee Benefit Plans 
Committee. The Rinehart complaint is brought pursuant to the Employee Retirement Income Security Act 
("ERISA") on behalf of a purported class of all participants in or beneficiaries of the Holdings’ employee 
pension benefit plan, the Lehman Brothers Savings Plan (the "Plan") between September 13, 2006 and the 
present whose accounts included investments in Holdings’ common stock. 

The Rinehart complaint alleges that Holdings and its officers and directors, as fiduciaries of the Plan, 
failed to exercise the required skill, care, prudence, and diligence required to administer the Plan 
allegedly because Holdings was "heavily invested in collateralized debt obligations ("CDOs") and 
subprime mortgage backed derivatives and was a participant in the mortgage backed security origination 
sector."  Plaintiffs allege that defendants failed to fully disclose the nature and extent of losses incurred 
from trading in subprime mortgage backed derivatives and CDOs, and that Holdings failed to timely write 
down its positions in these securities. Plaintiffs further allege that Holdings materially overvalued its 
position, maintained inadequate reserves, and did not prepare its financial statements in accordance with 
U.S. generally accepted accounting principles. Plaintiffs allege that, as fiduciaries of the Plan, defendants 
had an obligation to conduct an independent and thorough investigation into the merits of all investment 
alternatives, and by allegedly disseminating false or misleading information, they failed to prudently 
manage the Plan’s assets with respect to the Plan’s investments. The complaint seeks relief in the form of 
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unspecified monetary payment to the Plan and Plan participants, along with injunctive and other equitable 
relief. 

Actions Regarding Enron Corporation 

Enron Securities Purchaser Actions 

In April 2002, a Consolidated Complaint for Violation of the Securities Laws was filed in the United 
States District Court for the Southern District of Texas (the "Texas District Court"), captioned In re 
Enron Corporation Securities Litigation (the "Enron Litigation"), alleging claims for violation of 
Sections 11 and 15 of the Securities Act of 1933 (the "Securities Act"), Sections 10(b) and 20(a) of the 
Exchange Act and Rule 10b-5 thereunder, and the Texas Securities Act.  The case was brought on behalf 
of a purported class of purchasers of Enron Corporation’s publicly traded equity and debt securities 
between October 19, 1998 and November 27, 2001, against Holdings and eight other commercial or 
investment banks, 38 current or former Enron officers and directors, Enron’s accountants, Arthur 
Andersen LLP (and affiliated entities and partners) and two law firms.  The complaint sought unspecified 
compensatory and injunctive relief based on the theory that defendants engaged or participated in 
manipulative devices to inflate Enron’s reported profits and financial condition, made false or misleading 
statements and participated in a scheme or course of business to defraud Enron’s shareholders. 
Ultimately, after motion practice, on February 4, 2004, the Texas District Court entered an order 
dismissing the claims against Holdings and Lehman Brothers Inc. ("LBI") under Section 10(b) and 20(a) 
of the Exchange Act.  Subsequently, Holdings and LBI reached an agreement to settle this case, as well as 
the Washington State Investment Board action, discussed below, for $222.5 million.  On October 19, 
2005, the settlement was approved by the Texas District Court. That settlement did not resolve certain 
claims discussed below. 

In May 2002, American National Insurance Company and certain of its affiliates filed a complaint against 
LBI, Holdings, Lehman Commercial Paper Inc. ("LCPI") and a broker formerly employed by Lehman.  
The amended complaint, filed in October 2003, is based on allegations similar to those in the Enron 
Litigation and asserts that plaintiffs relied on defendants’ allegedly false and misleading statements in 
purchasing and continuing to hold Enron debt and equities in their LBI accounts.  The amended complaint 
alleges violations of the Texas Securities Act, violations of the Texas Business and Commerce Code, 
fraud, breach of fiduciary duty, negligence and professional malpractice, and seeks unspecified 
compensatory and punitive damages.  This action has been coordinated for pretrial purposes with the 
Enron Litigation in the Texas District Court. 

In August 2002, a complaint was filed against Holdings and four other commercial or investment banks, 
among other defendants, by the Public Employees Retirement System of Ohio and three other state 
employee retirement plans, containing allegations similar to those in the Enron Litigation.  Against 
Holdings, the complaint alleges claims for common law fraud and deceit, aiding and abetting common 
law fraud, conspiracy to commit fraud, negligent misrepresentation and violation of the Texas Securities 
Act, and seeks unspecified compensatory and punitive damages.  This action has been consolidated with 
the Enron Litigation in the Texas District Court, and the parties have agreed to a settlement which was 
subject to documentation and dismissal of the case. The was settled in February 2007, and the Texas 
District Court dismissed it with prejudice on March 14, 2007. 

In April 2003, Westboro Properties LLC and Stonehurst Capital, Inc. filed a complaint against LBI, 
Holdings and other commercial or investment banks.  Plaintiffs alleged that defendants engaged in 
violations of the Texas Securities Act, statutory fraud in stock transactions, fraud, negligence and 
professional malpractice, and violations Sections 12 and 15 of the Securities Act in inducing plaintiffs to 
purchase certain certificates, or investments, in two special purpose entities ("SPEs"), Osprey I and 
Osprey II.  Plaintiffs also alleged that defendants aided and abetted Enron’s fraud in setting up SPEs, 
allegedly falsifying Enron’s books and records and in continuing to recommend Enron’s stock.  Plaintiffs 
sought unspecified actual, special and punitive damages and equitable relief.  This action was 
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consolidated with the Enron Litigation in the Texas District Court.  LBI and Holdings settled this case in 
December 2005, and the final order of dismissal by the Texas District Court was entered on January 20, 
2006.   

In September 2003, a purported class action complaint was filed against Holdings and seven other 
commercial or investment banks, among other defendants, by Sara McMurray on behalf of purchasers of 
Enron common stock between October 16, 1998 and November 27, 2001, making similar allegations as 
the Enron Litigation.  Plaintiff alleged negligent misrepresentation, common law fraud, breach of 
fiduciary duty and aiding and abetting breach of fiduciary duty, and sought unspecified damages for lost 
investment opportunities and lost benefit of the bargain.  This action was consolidated with the Enron 
Litigation in the Texas District Court.  Plaintiff has filed a motion to voluntarily dismiss Holdings from 
the action without prejudice.  Similarly, in January 2004, a purported class action complaint was filed 
against Holdings and other commercial or investment banks, among other defendants, by William Young 
and Frank Conway on behalf of all persons who held Enron shares from April 13, 1999 through 
November 8, 2001.  Making allegations similar to those in the Enron Litigation, plaintiffs allege claims 
for negligent misrepresentation and common law fraud and seek unspecified compensatory 
damages.  This action was coordinated for pretrial purposes with the Enron Litigation in the Texas 
District Court.   In both of these actions, plaintiffs filed motions to voluntarily dismiss Holdings from the 
action without prejudice.  Before those motions were ruled upon, new complaints were filed that did not 
name Holdings. 

Other Actions   

In November 2003, Enron filed two nearly identical lawsuits against LCPI, LBIE and other commercial 
paper dealers and investors in the New York Bankruptcy Court.  The complaints allege that monies paid 
by Enron in October and November 2002 to repurchase its outstanding commercial paper shortly before 
its maturity were preferential payments and/or fraudulent conveyances under the Bankruptcy Code.  
Among other things, the complaints seek to avoid and recover these payments from the defendants.  In 
total, approximately $500 million is sought from LCPI and LBIE, nearly all of which relates to LCPI’s 
role as intermediary between Enron and several co-defendant holders of the commercial paper. 

In March 2004, LJM2 Liquidation Statutory Trust B and its managing trustee filed a complaint in 
Delaware Chancery Court (the "Delaware Chancery Court action") against the limited partners in LJM2 
Co-Investment L.P., including LB I Group Inc., alleging that the limited partners improperly rescinded a 
capital call.  The complaint asserted claims against the LB I Group Inc. for violations of the Delaware 
Revised Uniform Limited Partnership Act, breach of the partnership and subscription agreements, breach 
of the credit agreement, tortious interference, aiding and abetting a breach of fiduciary duty, avoidable 
transfer, breach of the covenant of good faith and fair dealing, unjust enrichment, breach of the 
partnership agreement and conspiracy to engage in fraudulent transfer.  Plaintiffs sought monetary 
damages of approximately $75 million in the aggregate from the limited partners, plus interest and costs, 
as well as specific enforcement of the obligation to make capital contributions.   

In April 2004, LJM2 Liquidation Statutory Trust B and its managing trustee filed an amended complaint 
against the limited partners of LJM2 Co-Investment, L.P., including LB I Group Inc., alleging that the 
distributions to the limited partners were fraudulent transfers and violated the Delaware Revised Uniform 
Limited Partnership Act Plaintiffs sought monetary damages of approximately $75 million in the 
aggregate from the limited partners, plus interest and costs.  That action was pending in the United States 
Bankruptcy Court for the Northern District of Texas (the "Texas proceeding").  

On September 8, 2006, the Delaware Chancery Court action and the Texas proceeding were settled pursuant 
to a confidential settlement agreement. On December 14, 2006, the parties to the Texas proceeding 
(including LB I Group Inc.) filed a stipulation of voluntary dismissal in the Texas Bankruptcy Court 
dismissing the Texas proceeding with prejudice. On December 15, 2006, the managing trustee of LJM2 
Liquidation Statutory Trust B filed a notice of voluntary dismissal in the Delaware Chancery Court 
dismissing the Delaware Chancery Court action with prejudice. On July 27, 2007, the United States 
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Bankruptcy Court for the Southern District of New York approved a settlement between the Firm (as well 
as certain of its co-defendants) and Enron.   

First Alliance Mortgage Company Matters 

During 1999 and the first quarter of 2000, LCPI provided a warehouse line of credit to First Alliance 
Mortgage Company ("FAMCO"), a subprime mortgage lender, and LBI underwrote the securitizations of 
mortgages originated by FAMCO.  In March 2000, FAMCO filed for bankruptcy protection in the United 
States Bankruptcy Court for the Central District of California (the "California Bankruptcy Court"). In 
August 2001, a class action (the "Class Action") was filed in the California Bankruptcy Court, on behalf 
of a class of FAMCO borrowers seeking equitable subordination of LCPI’s (among other creditors’) liens 
and claims.  In October 2001, the complaint was amended to add LBI as a defendant and to add claims for 
aiding and abetting fraudulent lending activities by FAMCO and for unfair competition under the 
California Business and Professions Code.  In August 2002, a Second Amended Complaint was filed, 
which added a claim for punitive damages and extended the class period from May 1, 1996, until 
FAMCO’s bankruptcy filing.  The complaint sought actual and punitive damages, the imposition of a 
constructive trust on all proceeds paid by FAMCO to LCPI and LBI, disgorgement of profits and 
attorneys’ fees and costs.  

The United States District Court for the Central District of California (the "California District Court") 
withdrew the reference to the California Bankruptcy Court. A class was certified in November 2002, and 
subsequently amended, to certify the Class Action as being brought on behalf of a class of  all persons 
who acquired mortgage loans from FAMCO from 1999 through March 31, 2000, which were used as 
collateral for FAMCO’s warehouse credit line with LCPI or were securitized in transactions underwritten 
by LBI.  The trial began in February 2003.  

In June 2003, the California District Court dismissed plaintiffs’ claim for punitive damages.  Also in June 
2003, the jury rendered its verdict, finding LBI and LCPI liable for aiding and abetting FAMCO’s fraud. 
The jury found damages of $50.9 million and held the Lehman defendants responsible for 10% of those 
damages. In July 2003, the California District Court entered findings of fact and conclusions of law 
relating to all claims still pending and holding that any transfers to LCPI were not fraudulent and its liens 
were not avoidable, nor was equitable subordination of amounts owed by FAMCO to LCPI at the time of 
the Chapter 11 filing warranted.  Judgment was entered in November 2003 on the jury verdict.  On 
December 8, 2006, the United States Court of Appeals for the Ninth Circuit issued a decision on the 
appeals of all parties, affirming the jury verdict on liability, rejecting all plaintiffs’ claims for further 
relief, vacating the damages verdict and remanding the matter for further proceedings on the proper 
calculation of "out of pocket" damages rather than the higher benefit of the bargain damages upon which 
the jury based its verdict. The parties to the Class Action have entered into a settlement agreement, which 
was presented to the California District Court for preliminary approval on January 28, 2008. On June 6, 
2008, the California District Court preliminarily approved a settlement of the parties and set a final 
hearing to approve the settlement for October 27, 2008.  

 

IPO Allocation Cases 

Securities Action 

LBI was named as a defendant in numerous purported securities class actions that were filed between 
March and December 2001 in the United States District Court for the Southern District of New York (the 
"New York District Court"). The actions, which allege improper initial public offering ("IPO") allocation 
practices, were brought by persons who, either directly or in the aftermarket, purchased IPO securities 
during the period between March 1997 and December 2000. The plaintiffs allege that LBI and other IPO 
underwriters required persons receiving allocations of IPO shares to pay excessive commissions on 
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unrelated trades and to purchase shares in the aftermarket at specified escalating prices. The plaintiffs, 
who seek unspecified compensatory damages, claim that these alleged practices violated various 
provisions of the federal securities laws, specifically Sections 11, 12(a)(2) and 15 of the Securities Act 
and Sections 10(b) and 20(a) of the Exchange Act.   

Plaintiffs filed 310 actions, each relating to a distinct offering, which actions were consolidated for 
pretrial purposes before a single judge. LBI is named as a defendant in 83 of those cases. For pretrial 
coordination purposes, the parties also designated certain focus cases, which were to be used as guidance 
for decisions in all cases. On October 13, 2004, the New York District Court granted plaintiffs’ motion 
for certification of a class of investors of each of six cases. On appeal to the United States Court of 
Appeals for the Second Circuit (the "Second Circuit"), the court on December 5, 2006, overturned the 
decision below, set forth the standards for class certification and concluded that classes could not be 
certified based on the facts alleged by plaintiffs. On June 6, 2007, the Second Circuit denied plaintiffs’ 
petition for rehearing and rehearing en banc of that decision. Upon remand to the New York District 
Court, on August 14, 2007, the plaintiffs filed amended complaints. 

Issuer Action 

In April 2002, a suit was filed in Delaware Chancery Court by Breakaway Solutions Inc. ("Breakaway"), 
which names LBI and two other underwriters as defendants (the "Delaware Action").  The complaint 
purported to be brought on behalf of a class of issuers who issued securities in IPOs through at least one 
of the defendants during the period January 1998 through October 2000 and whose securities increased in 
value 15% or more above the original price within 30 days after the IPO.  It alleged that defendants 
underpriced IPO securities and allocated those underpriced securities to certain favored customers in 
return for alleged arrangements with the customers for increased commissions on other transactions and 
alleged tie-in arrangements.  The complaint asserted claims for breaches of contract, of the implied 
covenant of good faith and fair dealing and of fiduciary duty, and for indemnification or contribution and 
unjust enrichment or restitution.  Relief sought included class certification, injunctive relief, an 
accounting and declarations requiring defendants to indemnify Breakaway in the pending consolidated 
IPO securities class actions and compensatory damages.  In August 2004, the court denied defendants’ 
motion to dismiss.  On motion by defendants, the court reconsidered its prior decision and by order dated 
December 8, 2005, dismissed all but Breakaway’s claim for breach of fiduciary duty. 

In September 2005, Breakaway commenced an individual action in the New York State Supreme Court, 
New York County,   naming the same defendants (the "New York Action").  This action alleges that LBI, 
as a co-manager of Breakaway’s initial public offering and in conjunction with the other underwriter 
defendants, breached a fiduciary duty to Breakaway and breached the covenant of good faith and fair 
dealing implied in the underwriting agreement among Breakaway and the underwriters by allegedly 
underpricing Breakaway’s shares in the IPO.  On January 11, 2008, the parties settled both the Delaware 
Action and the New York Action and filed stipulations of dismissal in both actions. 

IPO Fee Litigation 

Harold Gillet, et al. v. Goldman Sachs & Co., et al.; Yakov Prager, et al. v. Goldman, Sachs & Co., et al.; 
David Holzman, et al. v. Goldman, Sachs & Co., et al   

Beginning in November 1998, four purported class actions were filed in the New York District Court 
against in excess of 25 underwriters of IPO securities, including LBI. The cases were subsequently 
consolidated into In re Public Offering Antitrust Litigation.  Plaintiffs, alleged purchasers of securities 
issued in certain IPOs, seek compensatory and injunctive relief for alleged violations of the antitrust laws 
based on the theory that the defendants fixed and maintained fees for underwriting certain IPO securities 
at supra-competitive levels. In February 2001, the New York District Court granted defendants’ motion to 
dismiss the consolidated amended complaint, concluding that the purchaser plaintiffs lacked standing 
under the antitrust laws to assert the claims. On appeal, the Second Circuit reversed and remanded the 
case to the New York District Court for further proceedings, including potential dismissal of the claims 



 

 
- 70 - 

based on additional arguments raised in the motion to dismiss.  The New York District Court, in an order 
dated February 24, 2004, dismissed plaintiffs’ claims for monetary damages allowing only their claims 
for injunctive relief to proceed. On May 27 and 28, 2008, the New York District Court ordered the 
dismissal of both the In re Issuer Plaintiff Initial Public Offering Fee Antitrust Litigation and the 
purchaser litigation (Harold Gillet, et al. v. Goldman Sachs & Co., et al.; Yakov Prager, et al. v. Goldman 
Sachs & Co, et al., and David Holzman, et al. v. Goldman Sachs & Co., et al.), pursuant to the 
stipulations of dismissal filed by the parties. 

 

In re Issuer Plaintiff Initial Public Offering Fee Antitrust Litigation   

In April 2001, the New York District Court consolidated four actions pending before the court brought by 
bankrupt issuers of IPO securities against more than 20 underwriter defendants (including LBI). In July 
2001, the plaintiffs filed a consolidated class action complaint seeking unspecified compensatory 
damages and injunctive relief for alleged violations of the antitrust laws based on the theory that the 
defendant underwriters fixed and maintained fees for underwriting certain IPO securities at supra-
competitive levels. Two of the four original plaintiffs subsequently withdrew their claims. The remaining 
plaintiffs filed a motion for class certification, which the New York District Court denied in an order, 
dated April 19, 2006. On September 11, 2007, the Second Circuit reversed the New York District Court’s 
denial of class certification and remanded the case to the New York District Court for further proceedings 
to determine if the case may proceed as a class action. 

Mirant Corporation Securities Litigation 

In November 2002, an amended complaint was filed in the United States District Court for the Northern 
District of Georgia, Atlanta Division, captioned In re Mirant Corporation Securities Litigation.  The 
action is brought on behalf of a purported class of investors who purchased the securities of Mirant 
Corporation ("Mirant") during the period from September 26, 2000 and September 5, 2002.  Plaintiffs 
name Mirant, various officers and directors, Mirant’s former parent, The Southern Company, along with 
its officers and directors, LBI, as a member of the underwriting syndicate, and eleven other underwriters 
of Mirant’s IPO of common stock in September, 2000.  The underwriters are contractually entitled to 
customary indemnification from Mirant, but Mirant filed for bankruptcy protection in July 2003.  The 
IPO raised approximately $1.467 billion, of which Lehman’s underwriting share was 9%.  Against the 
underwriters, plaintiffs allege violations of Section 11 of the Securities Act.  The complaint alleges that 
the prospectus and registration statement for the offering contained false and misleading statements or 
failed to disclose material facts concerning, among other things, Mirant’s alleged misconduct in energy 
markets in the State of California, the accounting for Mirant’s interest in a United Kingdom-based 
company, Western Power Distribution, and other accounting issues.  The complaint seeks class action 
certification, unspecified damages and costs. Partially dispositive motions are pending. 

Research Analyst Independence Litigations 

Since the announcement of the global regulatory settlement regarding alleged research analyst conflicts of 
interest at various investment banking firms in the United States, including LBI, in April 2003 (the " 
Global Settlement"), a number of purported class actions were filed relating to such alleged conflicts. 
Three consolidated actions had been filed against LBI in federal court, two of which have since been 
dismissed, which are specific to LBI’s research of particular companies.  The actions allege conflicts of 
interest between LBI’s investment banking business and research activities and seek to assert claims 
pursuant to Sections 10(b) and 20(a) of the Exchange Act and Rule 10b-5 thereunder.  In the remaining 
pending action, relating to RSL Communications, plaintiffs have filed an amended consolidated 
complaint, containing essentially the same allegations as the original complaints, but adding two other 
investment banks as defendants (Fogarazzo, et al. v. Lehman Brothers Inc., et al.). 
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In June 2003, a purported derivative action, Bader and Yakaitis P.S.P. and Trust, et al. v. Michael L. 
Ainslie, et al., relating to the Global Settlement was filed in New York State Supreme Court, New York 
County.  The suit names Holdings and its then sitting Board of Directors (the "Board") as defendants and 
contends that the Board should have been aware of and prevented the alleged misconduct that resulted in 
the Global Settlement.  In December 2003, plaintiffs filed an amended complaint, reiterating the 
allegations concerning the alleged failure to detect and prevent conduct resulting in the Global Settlement 
and adding allegations concerning the alleged failure to detect and prevent conduct relating to purportedly 
improper IPO allocation practices, discussed more fully above under the heading IPO Allocation Cases.   

On July 27, 2005, the New York District Court granted plaintiffs' motion for class certification. On 
January 26, 2007, the Second Circuit accepted the defendants’ appeal, vacated the descision below and 
remanded the case to the New York District Court in light of the decision in the IPO Allocation Securities 
Action case discussed above. On June 29, 2007, the New York District Court stayed all proceedings in 
the case pending the Second Circuit's descision in In re Salomon Analyst Metromedia, which raises 
similar legal issues.  

Short Sales Related Litigation 

In re Short Sale Antitrust Litigation. Commencing in April 2006, LBI was named as a defendant in 
putative class actions relating to short selling filed in the New York District Court. In December 2006, the 
court ordered that the actions be consolidated and renamed the In re Short Sale Antitrust Litigation.  By 
January 2007, only one plaintiff, Electronic Trading Group, remained in the case (after earlier-named 
plaintiffs dropped out). A second amended complaint was filed, purportedly on behalf of those who had 
paid certain fees to broker dealers in connection with borrowing securities against 17 broker-dealers and 
other unnamed defendants, including LBI . The complaint asserts four causes of action: violations of 
Section 1 of the Sherman Act, breach of fiduciary duty, aiding and abetting breaches of fiduciary duty, 
and unjust enrichment. Plaintiff sought injunctive relief and unspecified trebled compensatory and 
punitive damages. On December 20, 2007, the New York District Court granted defendants’ motion to 
dismiss the second amended complaint. On January 18, 2008, plaintiffs filed a notice of appeal of the 
New York District Court decision with the United States Court of Appeals for the Second Circuit.  

Avenius, et al. v. Banc of America Securities LLC, et al. 

In June 2006, LBI was named as a defendant in an action filed by 40 shareholders of Novastar Financial, 
Inc. ("NFI") against 11 broker-dealers and other unnamed defendants in the Superior Court of California 
for San Francisco County ("California Superior Court").  The action alleges that the broker-dealers 
participated in an illegal stock market manipulation scheme that involved accepting orders for purchases, 
sales and short sales of NFI stock with no intention of covering such orders with borrowed stock or stock 
issued by NFI.  Plaintiffs claim that this scheme caused distortions with regard to the nature and amount 
of active trading in NFI stock, thereby causing its share price to decline.  The complaints assert causes of 
action under California Corporations Code Sections 25400, et seq. and California Business and 
Professions Code Sections 17200, et seq. and 17500, et seq.  The actions seek unspecified damages. 

On September 14, 2007, plaintiffs filed an amended complaint to, among other things, assert claims for 
conversion and trespass to chattels, in addition to the causes of action  previously asserted.  

Overstock.com, Inc., et al. v. Morgan Stanley & Co., Inc., et al.  

On September 14, 2007, LBI was named as a defendant in an amended complaint filed by 
Overstock.com, Inc. ("Overstock") and seven of its shareholders against 11 broker-dealers and other 
unnamed defendants in the California Superior Court. The allegations are similar to those in the Avenius 
action described above. Plaintiffs claim that this scheme caused distortions with regard to the nature and 
amount of active trading in Overstock stock, thereby causing its share price to decline. The complaints 
assert the same causes of section as the Avenius complaint. 
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Wright et al. v. Lehman Brothers Holdings Inc. et al. 

In August 2005, A. Vernon Wright and Dynoil Refining LLC sued Holdings (who was subsequently 
dropped as a defendant), LBI and two current and one former LBI employee, in Los Angeles Superior 
Court (the "Wright action"). Plaintiffs claimed negligence, breach of contract, breach of duties of good 
faith and fair dealing and of fiduciary duty, interference with prospective business advantage and 
misappropriation of trade secrets. Plaintiffs alleged that Wright provided Lehman Brothers with 
confidential information that Wright, along with certain Chinese interests, intended to buy Unocal, which 
Lehman Brothers allegedly did not keep confidential, preventing Wright from executing his plan. In his 
complaint, plaintiffs sought $9.2 billion, the alleged value of the U.S. assets plaintiffs say they would 
have acquired. On January 10, 2008 the parties entered into a confidential settlement, and the Court 
dismissed the action. 

In March 2006, Carlton Energy Group, Muskeg Oil Co and Newco filed a similar suit against Holdings 
(again, later dropped), LBI and three LBI employees in state court in Harris County, Texas. The three 
plaintiff entities are owned or controlled by Thomas O’Dell and Daniel Chiang, erstwhile business 
partners of Vernon Wright. The claims and allegations asserted in this action are similar to those asserted 
in the Wright action. Plaintiffs sought unspecified damages. Pursuant to a confidential settlement 
agreement, on October 18, 2007, the plaintiffs filed a stipulation of voluntary dismissal. 

 

In re Lehman Brothers Holdings, Inc. Derivative Litigation  

Beginning in mid-April 2007, three purported shareholder derivative actions were filed against Holdings 
(as a nominal defendant) and certain of its current and former officers and directors in the New York 
District Court, all relating to Holdings’ historical stock option granting processes. The cases were 
captioned,  Garber v. Fuld, et al.; Staehr v. Fuld, et al.; and Locals 302 & 612 of the International Union 
of Operating Engineers-Employers Construction Industry Retirement Trust v. Fuld, et al. An additional 
plaintiff, Saginaw Police & Fire Pension Board, intervened in the Garber action. On October 3, 2007, the 
court consolidated the above actions, appointed Plaintiffs Garber and the Saginaw Police & Fire Pension 
Board as lead plaintiffs, and re-captioned the action In re Lehman Brothers Holdings, Inc. Derivative 
Litigation. 

On or about January 3, 2008, lead plaintiffs filed a Consolidated Complaint and a motion to join the 
International Brotherhood of Electrical Workers Local No. 38 Pension Fund as an additional plaintiff. 
The Consolidated Complaint, purportedly brought on behalf of Holdings, alleges state law claims for 
breach of fiduciary duty, gross mismanagement, misappropriation and/or waste of corporate assets, unjust 
enrichment, misrepresentation and fraudulent concealment, and invalidation of certain stock options and 
restricted stock units. 

The Consolidated Complaint alleges that stock options and restricted stock units granted by Holdings 
between 1997 and 2002 were backdated and issued in violation of Holdings’ stock option plans. The 
Consolidated Complaint further alleges that Holdings’ financial statements for the years 1997 through the 
present misstated Holdings’ financial results by failing to properly report compensation expense and tax 
liabilities attributable to stock options and restricted stock units granted between 1997 and 2002. The 
Consolidated Complaint seeks damages from the individual defendants and various types of equitable and 
injunctive relief, including rescission of all unexercised stock options and restricted stock units granted in 
the time frame, return of certain incentive-based or equity-based compensation, and imposition of a 
constructive trust and attachment of assets. 
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SUMMARY FINANCIAL INFORMATION OF LEHMAN BROTHERS HOLDINGS INC. 

The following table sets forth selected consolidated financial information on LBHI as of the dates and for 
the periods indicated. The selected consolidated financial information as of and for the twelve month 
periods ended 30 November, 2007 and 2006 is extracted from the audited consolidated financial 
statements of LBHI included in the 2007 Form 10-K and the audited consolidated financial statements of 
LBHI included in the 2006 Form 10-K and the selected unaudited financial statements as of and for the 
three months periods ended 29 February, 2008 is extracted from the unaudited consolidated financial 
statements of LBHI included in LBHI’s First Quarter 2008 Form 10-Q and the selected unaudited 
financial statements as of and for the three months periods ended 31 May, 2008 is extracted from the 
unaudited consolidated financial statements of LBHI included in LBHI’s Second Quarter 2008 Form 10-
Q, respectively. The numbers shown in the unaudited consolidated financial statements of LBHI included 
in the First Quarter Form 10-Q and the Second Quarter 10-Q are derived from Lehman Brothers’ general 
ledger.  

Consolidated Statement of Income Information 

 

  

Three months 
ended 

May 31, 2008  

Three months 
ended 

February 29, 
2008  

Year ended 
November 30, 

2007  

Year ended 
November 

30,2006  

  (in U.S.$ millions)  

Revenues:       

Principal transactions ...........................  $(3,442)  $ 773  $ 9,197  $9,802 

Investment banking...............................  858  867  3,903  3,160 

Commissions ........................................  639  658  2,471  2,050 

Interest and dividends ........................... 7,771  9,635  41,693  30,284 

Asset management and other ................  414  437  1,739  1,413 

Total revenues....................................... 6,240  12,370  59,003  46,709 

Interest expense., .................................. 6,908  8,863  39,746  29,126 

Net revenues .........................................  (668)  3,507  19,257  17,583 

Non-Interest Expenses:       

Compensation and benefits...................  2,325  1,841  9,494  8,669 

Technology and communications  309  302  1,145  974  

Brokerage, clearance and distribution 
fees  

252
 

253
 

859 
 

629
 

Occupancy  188  185  641  539  

Professional fees  100  98  466  364  

Business development  87  89  378  301  

Other  158  76  261  202  

Total non-personnel expenses ..............  1,094  1,003  3,750  3,009 

Total non-interest expenses ...............  3,419  2,844  13,244  11,678 

Income before taxes and cumulative effect 
of accounting change...................................  

(4,087)
 

663
 

6,013 
 5,905 

Provision for income taxes ..........................  (1,313)  174  1,821  1,945 
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Three months 
ended 

May 31, 2008  

Three months 
ended 

February 29, 
2008  

Year ended 
November 30, 

2007  

Year ended 
November 

30,2006  

  (in U.S.$ millions)  

Net income .................................................  $(2,774)  $ 489  $ 4,192  $4,007 

Net income applicable to common 
stock........ ....................................................  $(2,873)  

$ 465
 $ 4,125  $3,941 

Earnings per common share (basic):   $ (5.14)  $ 0.84  $   7.63  $   7.26  

Earnings per common share (diluted):.........  $ (5.14)  $ 0.81  $  7.26  $6.81 

Dividends paid per common share  $  0.17  $ 0.17  $   0.60  $   0.48  

 

Consolidated Statement of Financial Condition Information 

At May 31, 
2008

At February 
29, 2008

At November 
30, 2007  

At November 
30, 2006

  (in U.S.$ millions)  

Total assets .............................................. $639,432  $786,035  $691,063  503,545 

Short-term borrowings ............................ $    35,302  $    34,524  $  28,066    20,638 

Total long-term indebtedness .................. 128,182  128,285  123,150  81,178 

Total liabilities......................................... 613,156  761,203  668,573  484,354 

Total stockholders’ equity .................... 26,276  24,832  22,490  19,191 

Preferred stock ...................................... 6,993  2,993  1,095  1,095 

Common stock, $0.10 par value;.......      

Shares authorized: 1,200,000,000 in 
2008 and 2007        

Shares issued 612,948,910 in May 
31 and Feb 29 2008 
respectively; 612,882,506 in 
2007 and 609,832,302 in 2006       

Shares outstanding: 552,704,921in 
May 31 and 551,384,099 in Feb 
29 2008 respectively;  
531,887,419 in 2007 and 
533,368,195 in 2006   

61

 

61

 

61 

 

61

 

Additional paid in capital.................. 11,268  11,129  9,733  8,727 

Accumulated other comprehensive 
income (net of tax) ..................... 

(359)
 (343)  (310)  

(15)
 

Retained earnings ............................. 16,901  19,880  19,698  15,857 

Other stockholders’ equity, net......... (3,666)  (3,739)  (2,263)  (1,712) 

Common stock in treasury, at cost 
60,243,989 shares as at May 31 and 
61,564,811 as at Feb 29 2008 
respectively;  80,995,087 shares in 
2007 and 76,464,107 in 2006  

(4,922)

 

(5,149)

 

(5,524) 

 

(4,822)
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DOCUMENTS ON DISPLAY  

 
The following documents, or copies thereof, will be available for physical inspection during normal 
business hours on any weekday (Saturdays and public holidays excepted), free of charge, during the life 
of this Registration Document ‡  at The Bank of New York Mellon, Filiale Frankfurt am Main, 
Bockenheimer Landstraße 24, 60323 Frankfurt am Main, Germany, and Lehman Brothers International 
(Europe), Zweigniederlassung Frankfurt am Main, Rathenauplatz 1, D-60313 Frankfurt am Main: 

 

(a) This Registration Document and any supplement to a prospectus which incorporates this 
document, where any such supplement relates to the content of this document; 

(b) By-laws of LBHI;  

(c) any reports, letters and other documents, historical financial information, valuations and 
statements prepared by any expert at LBHI's request, any part of which is included or 
referred to in this Registration Document; 

(d) the Annual Report on Form 10-K for the fiscal year ended November 2006 (including 
the audited consolidated financial statements of LBHI for the fiscal years ended 
30 November, 2006 and 2005); 

(e) the Annual Report on Form 10-K for the fiscal year ended November 2007 (including 
the audited consolidated financial statements of LBHI for the fiscal years ended 
30 November, 2007 and 2006);  

(f) the unaudited First Quarter 2008 Form 10-Q; 

(g) the unaudited Second Quarter 2008 Form 10-Q and any subsequent Quarterly Reports; 
and 

(h) The LBHI notice of 2008 Annual Meeting of Stockholders and Proxy Statement dated 
March 05, 2008.  

(i) The LBHI Restated Certificate of Incorporation dated November 6, 2007.  

 

 

 

                                                           

‡  This document is valid for the period of twelve month from the date of its publication and is to be read and construed 
with any supplement to a prospectus which incorporates this document, where any such supplement relates to the content of this 
document. 
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ANNEX A 

The Annual Report on Form 10-K pursuant to Section 13 or 15(d) of the Exchange Act for the fiscal year 
ended 30 November, 2007 of LBHI filed with the SEC including the consolidated financial statements 
(including the auditors’ report thereon and notes thereto) of LBHI in respect of the years ended 30 
November, 2007 and 30 November, 2006.  

The Annual Report on Form 10-K is reproduced on the following pages and for the purpose of this 
Registration Document separately paginated (174 pages in total, from page A-2 through page A-175): 

● Financial information for LBHI is contained on pages A-84 through A-139 therein. 

● The page numbers contained in the "Index to Consolidated Financial Statements and Schedule" 
on page A-146 refer to page numbers of the original pages of the Annual Report on Form 10-K 
and not to this Registration Document.  

● Blank pages in the Annual Report on Form 10-K are intentionally left blank. 

● The financial statement schedule required by Item 15(a) of the Instructions to Form 10-K and 
referred to in the Auditors' Report on page A-87 of the Registration Document appears on pages 
A-147 through A-160 of this Registration Document. 

● The table below sets out the relevant page references for the consolidated financial statements 
contained in the Annual Report on Form 10-K: 

 

 Page 

Financial Statements  

Report of Independent Registered Public Accounting Firm on Internal Control over 
Financial Reporting 

A-86 

Management’s Assessment of Internal Control over Financial Reporting A-85 

Report of Independent Registered Public Accounting Firm A-87 

Consolidated Financial Statements  

Consolidated Statement of Income - Years Ended November 30, 2007, 2006 
and 2005 

A-88 

Consolidated Statement of Financial Condition - November 30, 2007 and 2006 A-89 

Consolidated Statement of Changes in Stockholders’ Equity - Years Ended 
November 30, 2007, 2006 and 2005 

A-91 

Consolidated Statement of Cash Flows - Years Ended November 30, 2007, 
2006 and 2005. 

A-93 

Notes to Consolidated Financial Statements A-94 
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AVAILABLE INFORMATION 
 
Lehman Brothers Holdings Inc. (“Holdings”) files annual, quarterly and current reports, proxy statements and other 
information with the United States Securities and Exchange Commission (“SEC”). You may read and copy any 
document Holdings files with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 
20549, U.S.A. You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-
SEC-0330 (or 1-202-551-8090). The SEC maintains an internet site that contains annual, quarterly and current reports, 
proxy and information statements and other information regarding issuers that file electronically with the SEC. 
Holdings’ electronic SEC filings are available to the public at http://www.sec.gov. 

Holdings’ public internet site is http://www.lehman.com. Holdings makes available free of charge through its internet 
site, via a link to the SEC’s internet site at http://www.sec.gov, its annual reports on Form 10-K, quarterly reports on 
Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) 
or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as soon as reasonably practicable 
after it electronically files such material with, or furnishes it to, the SEC. Holdings also makes available through its 
internet site, via a link to the SEC’s internet site, statements of beneficial ownership of Holdings’ equity securities filed 
by its directors, officers, 10% or greater shareholders and others under Section 16 of the Exchange Act. 

In addition, Holdings currently makes available on http://www.lehman.com its most recent annual report on Form    
10-K, its quarterly reports on Form 10-Q for the current fiscal year, its most recent proxy statement and its most recent 
annual report to stockholders, although in some cases these documents are not available on that site as soon as they are 
available on the SEC’s site. 

Holdings also makes available on http://www.lehman.com (i) its Corporate Governance Guidelines, (ii) its Code of 
Ethics (including any waivers therefrom granted to executive officers or directors) and (iii) the charters of the Audit, 
Compensation and Benefits, and Nominating and Corporate Governance Committees of its Board of Directors. These 
documents are also available in print without charge to any person who requests them by writing or telephoning: 

Lehman Brothers Holdings Inc. 
Office of the Corporate Secretary 

1271 Avenue of the Americas 
 42nd Floor 

New York, New York 10019, U.S.A. 
1-212-526-0858 

In order to view and print the documents referred to above (which are in the .PDF format) on Holdings’ internet site, 
you will need to have installed on your computer the Adobe® Acrobat® Reader® software. If you do not have Adobe 
Acrobat, a link to Adobe Systems Incorporated’s internet site, from which you can download the software, is provided. 
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LEHMAN BROTHERS HOLDINGS INC. 

PART I 

ITEM 1. BUSINESS 

As used herein, “Holdings” or the “Registrant” means Lehman Brothers Holdings Inc., a Delaware corporation, 
incorporated on December 29, 1983. Holdings and its subsidiaries are collectively referred to as the “Company,” “Lehman 
Brothers,” the “Firm,” “we,” “us” or “our.” Our executive offices are located at 745 Seventh Avenue, New York, New 
York 10019, U.S.A., and our telephone number is 1-212-526-7000. 

Forward-Looking Statements 

Some of the statements contained or incorporated by reference in this Report, including those relating to the Company’s 
strategy and other statements that are predictive in nature, that depend upon or refer to future events or conditions or that 
include words such as “expects,” “anticipates,” “intends,” “plans,” “believes,” “estimates” and similar expressions, are 
forward-looking statements within the meaning of Section 21E of the Exchange Act. These statements are not historical 
facts but instead represent only management’s expectations, estimates and projections regarding future events. Similarly, 
these statements are not guarantees of future performance and involve certain risks and uncertainties that are difficult to 
predict, which may include, but are not limited to, the risk factors discussed in Item 1A below and the factors listed in 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Certain Factors Affecting 
Results of Operations” in Part II, Item 7, of this Report. 

As a global investment bank, the nature of our business makes predicting future performance difficult. Revenues and 
earnings may vary from quarter to quarter and from year to year. Caution should be used when extrapolating historical 
results to future periods. Our actual results and financial condition may differ, perhaps materially, from the anticipated 
results and financial condition in any such forward-looking statements and, accordingly, readers are cautioned not to 
place undue reliance on such statements, which speak only as of the date on which they are made. We undertake no 
obligation to update any forward-looking statements, whether as a result of new information, future events or otherwise. 

Lehman Brothers 

Lehman Brothers, an innovator in global finance, serves the financial needs of corporations, governments and 
municipalities, institutional clients and high-net-worth individuals worldwide. We provide a full array of services in equity 
and fixed income sales, trading and research, investment banking, asset management, private investment management and 
private equity. Our worldwide headquarters in New York and regional headquarters in London and Tokyo are 
complemented by a network of offices in North America, Europe, the Middle East, Latin America and the Asia Pacific 
region. The Firm, through predecessor entities, was founded in 1850. 

Through our subsidiaries, we are a global market-maker in all major equity and fixed income products. To facilitate our 
market-making activities, we are a member of all principal securities and commodities exchanges in the United States, as 
well as FINRA (the Financial Industry Regulatory Authority, formed in 2007 by the consolidation of NASD, Inc. and the 
member regulation, enforcement and arbitration functions of the New York Stock Exchange, Inc. (“NYSE”)), and we hold 
memberships or associate memberships on several principal international securities and commodities exchanges, including 
the London, Tokyo, Hong Kong, Frankfurt, Paris, Milan, Singapore and Australian stock exchanges. 

Through our investment banking, trading, research, structuring and distribution capabilities in equity and fixed income 
products, we continue to build on our client-flow business model, which is based on our principal focus of facilitating client 
transactions in all major global capital markets products and services. We generate client-flow revenues from institutional, 
corporate, government and high-net-worth clients by (i) advising on and structuring transactions specifically suited to meet 
client needs; (ii) serving as a market maker and/or intermediary in the global marketplace, including having securities and 
other financial instrument products available to allow clients to adjust their portfolios and risks across different market 
cycles; (iii) originating loans for distribution to clients in the securitization or principals market; (iv) providing investment 
management and advisory services; and (v) acting as an underwriter to clients. As part of our client-flow activities, we 
maintain inventory positions of varying amounts across a broad range of financial instruments. In addition, we also take 
proprietary trading and principal investment positions. The financial services industry is significantly influenced by 
worldwide economic conditions as well as other factors inherent in the global financial markets. As a result, revenues 
and earnings may vary from quarter to quarter and from year to year. We believe our client-flow orientation and the 
diversity of our business helps to mitigate overall revenue volatility. See Part I, Item 1A, “Risk Factors,” in this Report for 
a discussion of certain material risks to our business, financial condition and results of operations. 

We operate in three business segments (each of which is described below): Capital Markets, Investment Banking and 
Investment Management. Financial information concerning the Company for the fiscal years ended November 30, 2007, 
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2006 and 2005, including the amount of net revenues contributed by each segment in such periods, is set forth in the 
Consolidated Financial Statements and Notes thereto in Part II, Item 8, of this Report. Information with respect to our 
operations by business segment and net revenues by geographic area is set forth under the captions “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Business Segments” and “—Geographic 
Revenues” in Part II, Item 7, of this Report, and in Note 2 to the Consolidated Financial Statements in Part II, Item 8, of 
this Report. 

Capital Markets 

Capital Markets primarily represents institutional client-flow activities, including secondary trading, financing, mortgage 
origination and securitization, prime brokerage and research activities in fixed income and equity products. These 
products include a wide range of cash, derivative, secured financing and structured instruments and investments. We are 
a leading global market-maker in numerous equity and fixed income products, including U.S., European and Asian 
equities, government and agency securities, money market products, corporate high-grade, high-yield and emerging 
market securities, mortgage- and asset-backed securities, preferred stock, municipal securities, commodities and energy 
products, bank loans, foreign exchange, financing and derivative products. We are one of the largest investment banks in 
terms of U.S. and pan-European listed equities trading volume and maintain a major presence in over-the-counter U.S. 
stocks, major Asian large capitalization stocks, warrants, convertible debentures and preferred issues. In addition, the 
secured financing business manages our equity and fixed income matched book activities, supplies secured financing to 
institutional clients and provides secured funding for our inventory of equity and fixed income products.  

We facilitate client transactions by serving as an agent, market-maker and/or intermediary in the global marketplace, 
including making available securities and other financial instruments and products to clients to adjust their portfolios and 
risks across different market cycles, enabling clients to sell large positions of securities through block trades and 
originating loans for distribution to clients through securitizations and/or syndications. 

The Capital Markets segment also includes principal investing and proprietary trading activities including investments in 
real estate, private equity and other long-term investments.  

Lehman Brothers combines the skills from the sales, trading and research areas of our Equities and Fixed Income Capital 
Markets businesses to serve the financial needs of our clients. This integrated approach enables us to structure and execute 
global transactions for clients and to provide worldwide liquidity in marketable securities. 

Equities Capital Markets. The Equities Capital Markets business is responsible for our equities and equity-related 
operations and products worldwide. These products include listed and over-the-counter securities, American Depositary 
Receipts and convertibles, as well as equity options, futures, warrants and other derivatives. We make markets in equity and 
equity-related securities as well as take positions for our own account. We participate in global equity markets through our 
worldwide presence and membership in major stock and option exchanges. During 2007, we acquired the institutional 
equities business, including the institutional research group, of Brics Securities Limited, a brokerage firm in India. Equities 
Capital Markets is composed of Liquid Markets, Leveraged Businesses and Private Equity. 

Liquid Markets. Liquid Markets consists of our Cash Trading, Flow Derivatives and Program Trading businesses, which 
also includes connectivity services. Cash trades are executed for clients in both conventional (calls to a sales person) or 
electronic fashion through external systems as well as our own execution management platform. These trades can be 
executed manually or via algorithmic trading strategies based on client needs. Our Flow Derivatives business facilitates 
client orders in listed options markets and vanilla over-the-counter options and derivatives. Program Trading specializes in 
execution of trades on baskets of stocks, which can be executed on an agency or principal basis. We deliver global 
electronic connectivity services to our clients, offering seamless electronic access to our trading desks and sources of 
liquidity around the world.  

Leveraged Businesses. Leveraged Businesses include Structured Derivatives and Convertibles. Our Structured Derivatives 
business offers customized equity derivative products across a wide spectrum of equity-related assets globally, leveraging 
sales, trading and research into a global solution for the customer. We have experienced significant growth in a number of 
products, including Exchange Traded Funds (ETFs), options and warrants, spread-trading, agency/risk baskets, index 
rebalancing and other structured products. We are a leading participant in the development and trading of new equity 
derivative instruments. Our product development capabilities enable investors to take risk positions tailored to their specific 
needs or undertake sophisticated hedging and monetization strategies. The Convertibles business trades and makes markets 
in conventional and structured convertible securities.  

Private Equity. The Equities Capital Markets segment also includes realized and unrealized gains and losses related to 
private equity principal investments. See “Investment Management—Asset Management—Private Equity” below.  
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Specialist Business. In December 2007, we acquired certain assets related to Van der Moolen Specialists, including its NYSE 
portfolio of listed company specialist’s assignments and certain technology. As a result, Lehman Brothers Market Makers, a 
division of Lehman Brothers Inc., our U.S. registered broker dealer, acts as specialist for approximately 400 NYSE-listed 
issues and is the fourth-largest specialist firm on the NYSE.  

Fixed Income Capital Markets. Lehman Brothers actively participates in key fixed income markets worldwide and 
maintains a 24-hour trading presence in global fixed income securities. We are a market-maker and participant in the new 
issue and secondary markets for, and take positions for our own account in, a broad variety of fixed income securities. 
During 2007, we acquired Grange Securities Limited, a full service Australian broker-dealer specializing in fixed income 
products. Fixed Income businesses include the following: 

Government and Agency Obligations. Lehman Brothers is one of the leading primary dealers in U.S. government securities, 
participating in the underwriting of and market-making in U.S. Treasury bills, notes and bonds, and securities of federal 
agencies. We are also a market-maker in the government securities of all G-7 countries, and participate in other major 
European and Asian government bond markets. 

Corporate Debt Securities and Loans. We make markets in fixed and floating rate investment grade debt worldwide. We are 
also a major participant in preferred stock and hybrid capital securities, including long-term and perpetual preferred stock 
and preferred securities, and auction rate securities. 

Global Family of Indices. Lehman Brothers’ Global Family of Indices provides comprehensive performance and risk 
measurements for the major bond markets. The Index Group produces some of the most widely followed benchmarks in 
the global debt markets. 

High Yield Securities and Leveraged Bank Loans. We also make markets in non-investment grade debt securities. Through 
our high grade and high yield sales, trading and underwriting activities, we make commitments to extend credit in loan 
syndication transactions. We also provide contingent commitments to high-grade and high-yield counterparties related to 
acquisition financings. 

Money Market Products. We hold leading market positions in the origination and distribution of medium-term notes and 
commercial paper. We are a dealer or agent for numerous active commercial paper and medium-term note programs on 
behalf of companies and government agencies worldwide. 

Mortgage and Loan Origination and Mortgage- and Asset-Backed Securities. Lehman Brothers Bank, FSB (“LB Bank”), 
offers traditional and online mortgage banking services to individuals and institutions. Lehman Brothers Bankhaus AG 
(“Bankhaus”), a German bank, offers lending and real estate financing to corporate and institutional borrowers 
worldwide. We originate commercial and residential mortgage loans through LB Bank, Bankhaus and other subsidiaries in 
the U.S., Europe and Asia. We are a leading underwriter of and market-maker in residential and commercial mortgage- and 
asset-backed securities and are active in all areas of secured lending, structured finance and securitized products. We 
underwrite and make markets in the full range of U.S. agency-backed mortgage products, mortgage-backed securities, 
asset-backed securities and whole loan products. We are also a leader in the global market for residential and commercial 
mortgages (including multi-family financing) and leases and have an established private student loan origination platform. 
During the third and fourth quarters of 2007, we restructured our global residential mortgage origination business, including 
rescaling operations in the U.S. and U.K. due to market conditions and product revisions and closing BNC Mortgage LLC, 
our U.S. subprime origination platform, as well as our Korean mortgage business. In addition, in January 2008, we 
suspended our wholesale and correspondent lending activities at our Aurora Loan Services subsidiary (“Aurora”). We will 
continue to originate loans through Aurora’s direct lending channel and will maintain Aurora’s servicing business. For 
additional information, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Business Acquisitions, Business Dispositions and Strategic Investments—Business Dispositions,” in Part II, Item 7, of this 
Report. 

Lehman Brothers Commercial Bank (“LB Commercial Bank”), a Utah-chartered industrial loan company, issues 
certificates of deposit to institutions and conducts certain lending activities. During 2007, we acquired Capital Crossing 
Bank, a state-chartered, FDIC-insured commercial bank that originates small business loans.  

Real Estate. In addition to our origination and securitization of commercial mortgages, we also invest in commercial real 
estate in the form of debt, joint venture equity investments and direct ownership interests. We have interests in properties 
throughout the world.  

Municipal and Tax-Exempt Securities. Lehman Brothers is a major dealer in municipal and tax-exempt securities, including 
general obligation and revenue bonds, notes issued by states, counties, cities and state and local governmental agencies, 
municipal leases, tax-exempt commercial paper and put bonds. 
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Fixed Income Derivatives. We offer a broad range of interest rate- and credit-based derivative products and related services. 
Derivatives’ professionals are integrated into all of our Fixed Income areas in response to the worldwide convergence of the 
cash and derivative markets.  

Foreign Exchange. Our global foreign exchange operations provide market access and liquidity in all currencies for spot, 
forward and over-the-counter options markets around the clock. We offer our clients execution, analysis and hedging 
capabilities, utilizing foreign exchange as well as foreign exchange options and other foreign exchange derivatives. We also 
provide advisory services to central banks, corporations and investors worldwide, structuring innovative products to fit their 
specific needs. We make extensive use of our global macroeconomics research to advise clients on the appropriate strategies 
to manage their interest rate and currency risk. 

Insurance. We continue to build out our ability to provide financing, securitization and capital markets execution services 
for clients with insurance-related portfolios. During 2007, we acquired Congress Life Insurance Company, a life insurance 
company with licenses in 43 U.S. states, and a minority interest in Wilton Re Holdings Limited, a U.S. re-insurer that 
focuses on the reinsurance of mortality risk on life insurance policies. 

Commodities. In 2005, Lehman Brothers established an energy trading business with global capability in power, natural gas 
and oil. The business includes futures, swaps, options and other structured products, as well as physical trading. We deliver 
energy and commodity risk solutions to customers around the globe, complementing the Firm’s investment banking 
franchise in power and natural resources, as well as its global sales and distribution platform and capabilities in global 
trading, derivatives, research, finance and risk management. We are active in the markets for crude oil and refined products, 
electricity, natural gas, coal, emissions and precious and base metals, trading all major financial commodity products, 
including futures, swaps, options and structured products. We offer innovative commodity index solutions for investors 
seeking alternative ways to gain exposure to this asset class.  

During 2007, we acquired Eagle Energy Partners I, L.P., a Texas-based energy marketing and services company that 
manages and optimizes supply, transportation, transmission, load and storage portfolios on behalf of wholesale natural gas 
and power clients. We also acquired a 56.5% controlling interest in SkyPower Corp., a Toronto-based early stage wind 
and solar power generation development company. 

Global Principal Strategies and Global Trading Strategies. Global Principal Strategies is a proprietary trading 
business that employs multiple strategies across global markets, including capital and credit arbitrage and aviation finance 
and private equity investment opportunities. Global Trading Strategies is a global proprietary multi-strategy value-oriented 
business whose investment strategies include merger arbitrage, distressed debt, special situations and private equity. 

Capital Markets Prime Services. The Capital Markets Prime Services group services clients in both Fixed Income and 
Equities Capital Markets and includes our Secured Financing, Prime Broker, Futures and Clearing and Execution 
businesses.  

The Secured Financing business within Capital Markets engages in three primary functions: managing our equity and fixed 
income matched book activities, supplying secured financing to institutional clients and obtaining secured funding for our 
inventory of equity and fixed income products. Matched book funding involves borrowing and lending cash on a short-
term basis to institutional clients and counterparties collateralized by marketable securities, typically government or 
government agency securities. We enter into these agreements in various currencies and seek to generate profits from the 
difference between interest earned and interest paid. Secured Financing works with our institutional sales force to identify 
clients that have cash to invest and/or securities to pledge to meet our financing and investment objectives and those of our 
clients. Secured Financing also coordinates with our Treasury group to provide collateralized financing for a large portion of 
our securities and other financial instruments owned. In addition to our activities on behalf of our U.S. clients, we are a 
major participant in the European and Asian repurchase agreement markets, providing secured financing for our clients in 
those regions. Secured Financing provides margin loans in all markets for client purchases of securities, as well as securities 
lending and short-selling facilitation. 

The Prime Broker business engages in full operations, clearing and processing services for its hedge fund and other clients. 
Along with Secured Financing, it offers a full suite of prime brokerage products and services, including margin financing 
and yield enhancement through synthetic and traditional products, global securities lending (including eBorrow, our online 
securities lending tool), full-service global execution platforms and research teams, customized risk management solutions, 
introduction of clients to suitable institutional investors, portfolio accounting and reporting solutions and personalized 
client service. 

Our Futures business executes and clears futures transactions for clients on an agency basis. The Clearing and Execution 
business provides these services to broker-dealers and other clients that do not have the capacity themselves. 
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Capital Markets Global Distribution. Our institutional sales organizations encompass distinct global sales forces that 
have been integrated into the Capital Markets businesses to provide investors with the full array of products offered by 
Lehman Brothers. 

Equities Sales. Our Equities Capital Markets sales force provides an extensive range of services to institutional investors, 
focusing on developing long-term relationships through a comprehensive understanding of clients’ investment objectives, 
while providing proficient execution and consistent liquidity in a wide range of global equity securities and derivatives. 

Fixed Income Sales. Our Fixed Income Capital Markets sales force is one of the most productive in the industry, serving 
the investing and liquidity needs of major institutional investors by employing a relationship management approach that 
provides superior information flow and product opportunities for our clients. 

Research. Research at Lehman Brothers encompasses the full range of research disciplines, including fundamental, 
quantitative, economic, strategic, credit, relative value and market-specific analysis. To ensure in-depth expertise within 
various markets, Equity Research has established regional teams on a worldwide basis that are staffed with industry and 
strategy specialists. Fixed Income Research provides expertise in U.S., European and Asian government and agency 
securities, derivatives, sovereign issues, corporate securities, high yield, asset- and mortgage-backed securities, indices, 
emerging market debt and municipal securities.  

Investment Banking  

Investment Banking provides advice to corporate, institutional and government clients throughout the world on mergers, 
acquisitions and other financial matters. Investment Banking also raises capital for clients by underwriting public and private 
offerings of debt and equity instruments. Our Investment Banking professionals are responsible for developing and 
maintaining relationships with these clients to gain a thorough understanding of their specific needs and for bringing 
together the full resources of Lehman Brothers to accomplish their financial and strategic objectives. 

Investment Banking is comprised of Corporate Finance, Mergers & Acquisitions (“M&A”) and Global Finance units that 
serve our corporate, institutional and government clients. The Corporate Finance unit is organized into global industry 
groups—Communications, Consumer/Retail, Financial Institutions, Financial Sponsors, Healthcare, Industrial, Media, 
Middle Markets, Natural Resources, Power, Real Estate and Technology—that include bankers who deliver industry 
knowledge and expertise to meet clients’ objectives. M&A is comprised of Advisory and Restructuring groups. Global 
Finance serves our clients’ capital-raising needs through specialized product groups in Equity Capital Markets, Debt Capital 
Markets, Leveraged Finance, Private Capital Markets and Risk Solutions. Bankers in these specialized product groups 
partner with industry coverage bankers in the global industry groups to provide comprehensive financial solutions for 
clients. 

Lehman Brothers maintains investment banking offices in North America, Europe, the Middle East, Latin America and the 
Asia Pacific region. 

The high degree of integration among our industry, product and geographic groups has allowed us to become a leading 
source of “one-stop” financial solutions for our global clients. 

M&A Advisory. Lehman Brothers’ global M&A Advisory group delivers strategic advisory services to companies 
worldwide. Our capabilities cover the entire spectrum of strategic alternatives available to clients, including acquisitions, 
divestitures, restructurings, leveraged buyouts, takeover defenses, special committee assignments and exclusive sales. 
Lehman Brothers’ global team of M&A professionals works in partnership with industry coverage bankers, to provide 
strategic insight, tactical advice and execution capabilities in approaching clients’ most challenging issues. 

Restructuring. Our Restructuring group provides full-service restructuring expertise on a global basis, including 
financing capabilities and traditional restructuring advice. The group provides advisory services to distressed companies, 
their creditors and potential purchasers, including providing out-of-court options for companies seeking to avoid 
bankruptcy, helping companies and creditors move efficiently through the bankruptcy process and advising strategic and 
financial buyers on the unique challenges of buying distressed and bankrupt companies. The Restructuring group has 
significant cross-border transaction expertise. 

Equity Capital Markets. Lehman Brothers is a leading underwriter in the global equity capital markets. Our capabilities 
include initial public offerings, follow-on offerings, monetizations, preferred stock, convertible securities, equity-linked 
securities, equity derivatives and share repurchases. We have a global team of equity product specialists who work closely 
with industry coverage bankers globally to develop solutions that meet our clients’ needs.  

Debt Capital Markets. Lehman Brothers is also a leading underwriter in the global fixed income markets. The Firm 
takes a comprehensive approach, working closely with clients to develop and implement tailored solutions to specific 
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issues and problems. Our capabilities span the spectrum of fixed income products, including high grade and high yield 
debt, commercial paper, hybrid capital, government and agency securities, mortgage- and asset-backed securities and 
collateralized debt obligations, together with risk management and structured finance solutions. Our debt product 
specialists work closely with industry coverage bankers globally to originate, structure and market fixed income securities 
to investors. 

Leveraged Finance. Our global Leveraged Finance group provides comprehensive financing solutions for below-
investment grade clients across many industries through our leveraged loan, high yield bond, bridge financing and 
mezzanine debt products. Lehman Brothers provides “one-stop” leveraged financing solutions for corporate and financial 
acquirers and high yield issuers, including multi-tranche, multi-product acquisition financing. We have a leading leveraged 
loan and bond franchise. 

Private Capital Markets. We have a dedicated Private Capital Markets group focused on raising capital in the private 
equity and debt markets. The Firm's Private Capital Markets professionals work closely with our industry coverage 
bankers to assist clients in establishing optimal capital structures. Clients range from pre-initial public offering companies 
to well-established corporations that span many industries. The Private Capital Markets group has experience in 
identifying sources, establishing structures and placing common stock, convertible preferred stock, preferred stock, 
subordinated and/or mezzanine debt and senior debt, as well as utilizing a variety of financing techniques, including 
private investments in public equity (PIPEs), securitizations, project financings and sale-leasebacks.  

Risk Solutions Group. Our Risk Solutions group works with clients to identify and manage their interest rate, inflation, 
commodities and currency and commodity risks, among other risks. The group’s solutions typically draw upon a range 
of swap and derivative products.  

Investment Management 

Investment Management provides strategic investment advice and services to institutional and high-net-worth clients on a 
global basis.  

Information with respect to changes in and composition of assets under management is set forth under the caption 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Business Segments—
Investment Management” in Part II, Item 7, of this Report. Investment Management consists of our Asset Management 
and Private Investment Management businesses.  

During 2007, we acquired H.A. Schupf, a high net worth boutique asset manager with approximately $2.3 billion in 
assets under management; LightPoint Capital Management LLC, a leveraged loan investment manager based in Chicago, 
Illinois, with approximately $3.2 billion in assets under management; Dartmouth Capital, a U.K.-based investment 
advisory firm with approximately $340 million in assets under advisory; and MNG Securities, an equity securities 
brokerage firm in Turkey. We also purchased an initial 20% interest and a subsequent 5% interest in both Spinnaker 
Asset Management Limited and Spinnaker Financial Services, part of Spinnaker Capital, an emerging markets investment 
management firm, and a 20% interest in the D.E. Shaw group, a global investment management firm.  

Asset Management. Asset Management provides proprietary asset management products across traditional and alternative 
asset classes, through a variety of distribution channels, to individuals and institutions. It includes both the Neuberger 
Berman and Lehman Brothers Asset Management brands as well as our Private Equity business. 

Neuberger Berman. Neuberger Berman has provided money management products and services to individuals and 
families since 1939. We acquired Neuberger Berman in October 2003. 

Neuberger Berman’s Private Asset Management business provides discretionary, customized portfolio management 
across equity and fixed income asset classes for high-net-worth clients. Experienced money managers, each with a 
distinct investment style and discipline, tailor investment strategies to fit clients’ individual goals, financial needs and 
tolerance for risk. 

The Neuberger Berman family of funds spans asset classes, investment styles and capitalization ranges. Its open-end 
mutual funds are available directly to investors or through distributors, and its closed-end funds trade on major stock 
exchanges. Neuberger Berman is also a leading sub-advisor of funds for institutional clients, including insurance 
companies, banks and other financial services firms. We serve as the investment advisor or sub-advisor for numerous 
defined contribution plans, and for insurance companies offering variable annuity and variable life insurance products, 
and we provide portfolio management through both mutual fund and separate account wrap programs. 
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Lehman Brothers Asset Management. Lehman Brothers Asset Management specializes in investment strategies for 
institutional and qualified individual investors. While our strategies are numerous and diverse, our managers share a 
dedication to investment discipline that includes quantitative screening, fundamental analysis and risk management. 

Lehman Brothers Institutional Asset Management provides a full range of asset management products for pensions, 
foundations, endowments and other institutions. It offers strategies across the risk/return spectrum, in cash, fixed 
income, equity and hybrid asset classes. Our money market funds include cash, prime and government funds, as well as 
customized short-duration fixed income strategies and enhanced cash capabilities. Our longer-maturity fixed income 
products are available across a continuum of strategies, from indexed to actively managed portfolios, with varying levels 
of risk parameters geared toward our clients’ particular requirements. Our equities strategies are based on fundamental 
research and quantitative analysis, with risk management incorporated throughout the investment process, using 
quantitative tools and adherence to sell-disciplines. 

Lehman Brothers’ Absolute Return Strategies platform provides a wide range of hedge fund products to institutions and 
qualified individual clients. It offers proprietary single-manager funds, proprietary multiple-manager funds of funds and 
third-party single-manager funds. Our proprietary single-manager funds cover a wide array of investment strategies 
across long/short equity, relative value, event-driven and directional trading styles. As a sponsor of commingled 
multiple-manager funds of unaffiliated hedge funds and customized accounts, Lehman Brothers offers access to a select 
universe of fund managers. 

Private Equity. Private Equity provides opportunities in privately negotiated transactions across a variety of asset classes 
for institutional and high-net-worth individual investors. Our investment partnerships manage a number of private 
equity portfolios, with the Company’s capital invested alongside that of our clients. Lehman Brothers creates funds, and 
through our Capital Markets business segment invests in asset classes in which we have strong capabilities, proprietary 
deal flow and an excellent reputation. Areas of specialty include Merchant Banking, Venture Capital, Real Estate, Credit-
Related Investments, Infrastructure Investments and Private Fund Investments. We generally co-invest on a principal 
basis through our Capital Markets business segment in the investments made by the funds. The Private Fund Marketing 
Group focuses on raising capital for a limited number of high-quality private equity sponsors, providing them access to a 
well-diversified institutional global limited partner base. 

Private Investment Management. Private Investment Management provides traditional brokerage services and 
comprehensive investment, wealth advisory, trust and capital markets execution services to both high-net-worth individuals 
and small and medium size institutional clients, leveraging all the resources of Lehman Brothers. 

High Net Worth Clients. For individuals needing such services, our investment professionals and strategists work together 
to provide asset allocation, portfolio strategy and manager selection, and integrate that advice with tax, trust and estate 
planning. Driven by our clients’ goals for preserving and enhancing wealth across generations, we offer a wide range of 
investment opportunities including traditional and alternative investments. We are selective in creating our investment 
platform and look beyond proprietary products for opportunities. As needed, our tax and estate strategists integrate our 
clients’ investment strategies with their overall tax and estate picture, recommending vehicles to minimize taxes and 
provide for future generations. Additionally, the Lehman Brothers Trust Company provides private clients with 
comprehensive trustee and executor services. We address the specific needs of corporate executives and business owners 
through diversification and liquidity strategies. Additionally, where appropriate we partner with professionals across the 
Firm to deliver corporate finance and real estate solutions to our clients.  

Institutional Clients. For institutions, we leverage the Lehman Brothers Capital Markets franchise to provide brokerage and 
market-making services to small and mid-sized institutional clients in the fixed income and equities capital markets. 

Technology  

Our businesses and operations rely on the secure processing, storage and transmission of confidential and other 
information, and on the utilization of the internet. We have made substantial investments in our technology, and 
Lehman Brothers is committed to the continued development and use of technology throughout the Firm. Our 
technology initiatives are designed to enhance client service through increased connectivity and the provision of value-
added, tailored products and services, improve our trading, execution and clearing capabilities, enhance risk management 
and increase our overall efficiency, productivity and control.  

We have enhanced client service by providing clients with electronic access to our products and services through our 
LehmanLive® web site and other channels. In particular, we provide global electronic trading, analytics and information 
distribution capabilities covering many of our fixed income, currency, commodity, equity and other products around the 
world.  
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Electronic commerce and technology have changed and will continue to change the ways that securities and other 
financial products are traded, distributed and settled. This creates both opportunities and challenges for our businesses. 
We remain committed to being at the forefront of technological innovation in the global capital markets. See Part I, Item 
1A, “Risk Factors—Operational Risk,” for a discussion of technology risks to which we are exposed.  

Corporate 

Our Corporate division provides support to our businesses through the processing of certain securities and commodities 
transactions, receipt, identification and delivery of funds and securities, safeguarding of clients’ securities, risk management, 
and compliance with regulatory and legal requirements. In addition, the Corporate division is responsible for technology 
infrastructure and systems development, information security, business continuity planning, treasury operations, financial 
reporting and business unit financial support, tax planning and compliance, internal audit, expense management, career 
development and recruiting and other support functions. 

Risk Management 

A description of our Risk Management infrastructure and procedures is contained in “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations—Risk Management” in Part II, Item 7, of this Report. 
Information regarding our use of derivative financial instruments to hedge interest rate, currency, security and commodity 
price and other market risks is contained in Notes 1, 3, 4, 6, 8 and 9 to the Consolidated Financial Statements in Part II, 
Item 8, of this Report. 

Competition  

All aspects of our business are highly competitive. Lehman Brothers competes in U.S. and international markets directly 
with numerous other firms in the areas of securities underwriting and placement, corporate finance and strategic advisory 
services, securities sales and trading, prime brokerage, research, foreign exchange and derivative products, asset 
management and private equity, including investment banking firms, traditional and online securities brokerage firms, 
mutual fund companies and other asset managers, investment advisers, venture capital firms, certain commercial banks, 
insurance companies and others. Our competitive ability depends on many factors, including our reputation, the quality of 
our services and advice, product innovation, execution ability, pricing, advertising and sales efforts and the talent of our 
personnel. See Part I, Item 1A, “Risk Factors – Competitive Environment,” for a further discussion of the competitive 
risks to which we are exposed. 

Regulation 

The financial services industry is subject to extensive regulation in the various jurisdictions in which we do business. 
Violation of applicable regulations can result in legal and/or administrative proceedings, which may impose censures, fines, 
cease-and-desist orders, prohibitions from engaging in, or limitations or conditions on, some of our business activities, 
which could result in significant losses or reputational damage. We believe that we are in material compliance with 
applicable regulations.  

Currently, U.S. and other international regulators are considering adopting a “mutual recognition” regulatory scheme to 
lower the barriers for financial institutions and markets seeking to conduct business in other jurisdictions. The objective is 
to provide investors with greater access to foreign investment opportunities while preserving important investor protection 
safeguards. Under “mutual recognition,” non-U.S. financial intermediaries might be able to provide services to U.S. 
investors without registering in the U.S. so long as those intermediaries are supervised in an approved jurisdiction that 
offers comparable regulatory oversight and reciprocity to U.S. firms. U.S. regulators are also considering eliminating or 
loosening some of the restrictive requirements under Rule 15a-6, which sets forth a process by which a non-U.S. broker 
can access certain U.S. customers without full registration with the SEC. Both mutual recognition and Rule 15a-6 reform 
could prompt changes to the status of U.S. and non-U.S. entities through which the Firm conducts its business, how and by 
whom the Firm is regulated internationally, and how certain cross-border transactions are structured.  

U.S. Regulation. Holdings and its subsidiaries are subject to group-wide supervision and examination by the SEC as a 
Consolidated Supervised Entity (“CSE”). See “Capital Requirements” below and “Management’s Discussion and Analysis 
of Financial Condition and Results of Operations—Accounting and Regulatory Developments—Basel II” in Part II, Item 
7, of this Report.  

Lehman Brothers Inc. (“LBI”), Neuberger Berman, LLC (“NB LLC”) and Neuberger Berman Management Inc. (“NBMI”) 
are registered with the SEC as broker-dealers; Lehman Brothers OTC Derivatives Inc. (“LB OTC”) is registered with the 
SEC as an OTC derivatives dealer; and LBI, NB LLC, NBMI, Lehman Brothers Asset Management LLC (“LBAM”), and 
certain other of our subsidiaries are registered with the SEC as investment advisers. As such, these entities are subject to 
regulation by the SEC and by self-regulatory organizations, principally FINRA (which has been designated by the SEC as 
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LBI’s, NB LLC’s and NBMI’s primary regulator), national securities exchanges such as the NYSE and the Municipal 
Securities Rulemaking Board, among others. Securities firms are also subject to regulation by state securities administrators 
in those states in which they conduct business. Various subsidiaries are registered as broker-dealers in all 50 states, the 
District of Columbia and the Commonwealth of Puerto Rico.  

Broker-dealers are subject to regulations, including those contained in the Securities Act of 1933 and the Securities 
Exchange Act of 1934, and rules promulgated thereunder, that cover all aspects of the securities business, including sales 
practices, market making and trading among broker-dealers, publication of research, margin lending, use and safekeeping of 
clients’ funds and securities, capital structure, recordkeeping and the conduct of directors, officers and employees. 

Registered investment advisers are subject to regulations under the Investment Advisers Act of 1940. Such requirements 
relate to, among other things, recordkeeping and reporting requirements, disclosure requirements, limitations on agency 
cross and principal transactions between an adviser and advisory clients, as well as general anti-fraud prohibitions. 

Certain investment funds that we manage are registered investment companies under the Investment Company Act of 
1940. Those funds and the Lehman Brothers entities that serve as the funds’ investment advisers are subject to that act and 
the rules thereunder, which, among other things, regulate the relationship between a registered investment company and its 
investment adviser and prohibit or severely restrict principal transactions and joint transactions. 

LBI and NB LLC are also registered with the Commodity Futures Trading Commission (the “CFTC”) as futures 
commission merchants, and NB LLC, LBAM and other subsidiaries are registered as commodity pool operators and/or 
commodity trading advisers. These entities are subject to regulation by the CFTC and various domestic boards of trade 
and other commodity exchanges. Our U.S. commodity futures and options business is also regulated by the National 
Futures Association, a not-for-profit membership corporation that has been designated as a registered futures 
association by the CFTC. 

LB Bank, a federally chartered savings bank incorporated under the laws of the United States of America, is regulated by 
the Office of Thrift Supervision and the Federal Deposit Insurance Corporation (“FDIC”). LB Commercial Bank is 
subject to regulation by the FDIC and the Utah Commissioner of Financial Institutions. Lehman Brothers Trust 
Company N.A., which holds a national bank charter, is regulated by the Office of the Comptroller of the Currency of 
the United States. Lehman Brothers Trust Company of Delaware, a non-depository limited purpose Delaware trust 
company, is subject to oversight by the State Bank Commissioner of the State of Delaware. These bodies regulate such 
matters as policies and procedures on conflicts of interest, account administration and overall governance and 
supervisory procedures.  

Lehman Brothers Commodity Services Inc. (“LBCS”) is authorized by the Federal Energy Regulatory Commission 
(“FERC”) to sell wholesale physical power at market-based rates. As a FERC-authorized power marketer, LBCS is 
subject to regulation under the Federal Power Act and FERC regulations.  

Our U.S. insurance subsidiaries are subject to state insurance regulation in the states in which they are domiciled and in 
the other states in which they are licensed. 

Non-U.S. Regulation. We do business in the international fixed income and equity markets and undertake international 
investment banking and investment management activities, principally through our regional headquarters in London and 
Tokyo. Lehman Brothers International (Europe) (“LB Europe”) is an authorized investment firm in the United Kingdom 
and is a member of the London, Frankfurt, Paris and Milan exchanges, among others. The U.K. Financial Services and 
Markets Act 2000 (the “FSMA”) and rules promulgated thereunder govern all aspects of the United Kingdom investment 
business, including regulatory capital, sales, research and trading practices, use and safekeeping of client funds and securities, 
record keeping, margin practices and procedures, approval standards for individuals, periodic reporting and settlement 
procedures. Pursuant to the FSMA, certain of our subsidiaries are subject to regulations promulgated and administered by 
the U.K.’s Financial Services Authority (“FSA”).  

The investment services that are subject to oversight by the FSA and other European regulators are regulated in accordance 
with European Union (“EU”) directives requiring, among other things, customer protection requirements and conduct of 
business rules. These standards, requirements and rules are similarly implemented, under the same directives, throughout 
the EU and are broadly comparable in scope and purpose to the customer protection requirements imposed under the SEC 
and CFTC rules. Some EU directives also permit local regulation in each jurisdiction, including those in which we operate, 
to be more restrictive than the requirements of such directives. 

The EU Markets in Financial Instruments Directive (“MiFID”), a major piece of legislation that updates and expands the 
current framework for regulating exchanges, multilateral trading facilities and investment firms on a pan-European basis, 
was implemented in the U.K. and most other EU member states on November 1, 2007. MiFID facilitates cross-border 
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business by investment firms by generally establishing the regulatory regime of the member state in which an investment 
firm has its registered or head office as controlling the investment business of that firm. Once a firm has been authorized 
by its home member state, it will be able to use the MiFID passport to provide services to customers in other EU 
member states, which will be regulated by the home member state (whereas previously a service was regulated by the EU 
member state in which the service was provided). MiFID imposes a new set of organizational and conduct of business 
requirements on investment firms. Ongoing efforts by EU member countries to adopt national laws and regulations under 
MiFID could subject the Firm to new regulatory requirements in 2008. 

Various Lehman Brothers subsidiaries are regulated by the banking and regulatory authorities of the other European 
countries in which we operate, including the German Federal Supervisory Authority for the Financial Service Industry 
(BaFin), the Commission Bancaire and other agencies in France, the Banca d’Italia and the Commissione Nazionale per le 
Società e la Borsa (CONSOB) in Italy, the Commission de Surveillance du Secteur Financier in Luxembourg and the Swiss 
Federal Banking Commission, as well as by the European securities, derivatives and commodities exchanges of which they 
are members. The rules and requirements of these European regulators and exchanges are broadly comparable to the rules 
and the requirements of the U.S. regulators and exchanges.  

Lehman Brothers Japan Inc. (“LB Japan”) is a registered securities company in Japan and a member of the Tokyo Stock 
Exchange Inc., the Osaka Securities Exchange Co., Ltd., the Jasdaq Securities Exchange Inc., the Tokyo Financial 
Exchange Inc. and the Tokyo Commodity Exchange and, as such, is regulated by the Financial Services Agency, the 
Securities Exchange Surveillance Commission, the Japan Securities Dealers Association, the Financial Futures 
Association of Japan, the Tokyo Metropolitan Government and those exchanges.  

Other Lehman Brothers subsidiaries in Asia are regulated by the Securities and Futures Commission in Hong Kong, the 
Monetary Authority of Singapore, the China Securities Regulatory Commission, the Korean Financial Supervisory Service, 
the Australian Securities and Investments Commission, the Securities and Exchange Board of India and the Reserve Bank 
of India, as well as by the Asian securities, derivatives and commodities exchanges of which they are members. The rules 
and requirements of these Asian regulators and exchanges are broadly comparable to the rules and the requirements of the 
U.S. regulators and exchanges. 

In the Americas, LBI and certain other subsidiaries are regulated by the Ontario Securities Commission in Canada, and 
certain of our Bermuda-based insurance subsidiaries are regulated by the Bermuda Monetary Authority. 

LBI, LB Europe, LB Japan and many of our other subsidiaries are also subject to regulation by securities, banking and 
finance regulatory authorities, securities, derivatives and commodities exchanges and other self-regulatory organizations in 
numerous other countries in which we do business. 

Research. The research areas of investment banks have been and remain the subject of regulatory scrutiny. The SEC, 
NYSE and NASD (now FINRA) have adopted rules imposing restrictions on the interaction between equity research 
analysts and investment banking personnel at member securities firms. Various non–U.S. jurisdictions have imposed 
both substantive and disclosure-based requirements with respect to research, and continue to consider additional 
regulation. In addition, we are a party to a settlement with certain federal and state securities regulators and self-
regulatory organizations that imposes restrictions on the interaction between research and investment banking 
departments and requires us to fund the provision of independent research to our clients.  

Mortgage Lending. We originate, purchase and securitize commercial and residential mortgage loans through LB 
Bank, Bankhaus and other subsidiaries in the U.S., Europe and Asia, and we are subject to an extensive body of U.S. 
federal and state mortgage laws and regulations, as well as laws and regulations in other countries, including the U.K., the 
Netherlands, Japan and South Korea. In recent years, individual cities and counties in the U.S. have begun to enact laws 
that restrict non-prime loan origination activities. The U.S. federal government is also considering legislative and 
regulatory proposals in this regard. In 2006, U.S. federal bank regulators issued interagency guidance applicable to 
federally chartered lenders such as LB Bank covering certain residential mortgage loan products, and are considering 
further proposals that cover topics related to loan terms and underwriting standards, risk management practices and 
consumer protection issues. It remains unclear how all these initiatives will be interpreted, what effect it will have on our 
business and whether it will change the overall competitive landscape in the mortgage industry.  

In addition, the SEC and banking regulators are examining the disruption in the subprime mortgage market that began 
in the summer of 2007. Their efforts have focused on a wide range of issues, including the origination and securitization 
of mortgages, the sale of collateralized debt obligations and other securities backed by those mortgages, and valuation 
and pricing of those securities internally and for customers. In addition to reviewing the sales of subprime-backed 
securities to customers, regulators have expressed interest in reviewing the proprietary positions taken by firms who 
have underwritten them, including broker-dealer exposure to subprime-backed securities, and capital treatment and 
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financial reporting, including off-balance sheet vehicles with subprime mortgage exposure. As the regulatory efforts are 
in their early stages, it is unclear what, if any, action will be taken. 

Hedge Fund Activities. In recent years, high-profile hedge fund failures and concerns about hedge fund transparency 
and systemic risk have brought increased regulatory attention to hedge funds as well as to their counterparties and other 
entities that service them. In addition to Lehman Brothers’ proprietary funds, the Firm provides services and is a 
counterparty to unaffiliated hedge funds and is subject to regulation concerning all of these activities. We also have 
investments in a number of hedge fund managers. Because most hedge funds are not directly regulated, financial 
regulators in the U.S. and abroad are increasingly focused on counterparty credit risk management practices of other 
financial institutions as the optimal way to control hedge fund leverage and limit systemic vulnerabilities.  

The U.S. Congress has been examining the adequacy of the existing regulatory structure and is considering whether to 
introduce legislation to require hedge funds to register with the SEC. The President’s Working Group and central 
bankers abroad are working on a set of best practices for hedge funds. In addition to proposing new regulations 
extending anti-fraud protection to hedge fund investors and raising the eligibility threshold for investing in hedge funds, 
the SEC has created several “working groups” that focus specifically on hedge fund practices, including identifying and 
managing conflicts of interest, preventing and detecting insider trading, and valuation of hedge fund assets.  

Protection of Client Information. Many aspects of our business are subject to increasingly comprehensive legal and 
regulatory requirements concerning the use, safeguarding and disposal of certain client information, including those 
adopted pursuant to the Gramm-Leach-Bliley Act of 1999, the Fair and Accurate Credit Transactions Act of 2003 and a 
number of state data protection laws in the U.S., the EU Data Protection and Telecommunications Privacy Directives 
and member state implementations, and various laws in Asia, including the Japanese Personal Information Protection 
Law and the Hong Kong Personal Data (Privacy) Ordinance. We monitor these matters closely and adopt policies and 
procedures designed to comply with such requirements.  

Anti-Money Laundering. The USA PATRIOT Act of 2001 and various laws and regulations in the U.K, EU, Japan and 
other jurisdictions contain anti-money laundering and anti-terrorism requirements that mandate the implementation of 
various regulations applicable to financial services companies, including requirements for verifying client identity at account 
opening, conducting enhanced due diligence, monitoring client transactions and reporting suspicious activities, staff training 
and awareness, record keeping and making use of international findings. These laws and regulations seek to promote 
cooperation among financial institutions, regulators and law enforcement in identifying parties that may be involved in 
terrorism or money laundering. We have established policies, procedures and internal controls that are designed to comply 
with these laws and regulations. 

Judicial, Regulatory and Arbitration Proceedings. We are involved in a number of judicial, regulatory and arbitration 
proceedings concerning matters arising in connection with the conduct of our business. See Part I, Item 3, “Legal 
Proceedings,” in this Report for information about certain pending proceedings. 

Capital Requirements 

LBI, LB OTC, NB LLC, NBMI, LB Europe, LB Japan, LB Bank, LB Commercial Bank, Bankhaus and other regulated 
subsidiaries of Holdings are subject to various capital adequacy requirements promulgated by the regulatory, banking and 
exchange authorities of the countries in which they operate. In addition, our “AAA” rated derivatives subsidiaries 
(Lehman Brothers Financial Products Inc. and Lehman Brothers Derivative Products Inc.) are subject to capital targets 
established by various ratings agencies. The regulatory rules referred to above, and certain covenants contained in 
various debt agreements, may restrict Holdings’ ability to withdraw capital from certain subsidiaries, which in turn could 
limit its ability to commit capital to other businesses, meet obligations or pay dividends to shareholders. Further 
information about these requirements and restrictions is contained in “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations—Liquidity, Funding and Capital Resources” in Part II, Item 7, of this 
Report and in Note 15 to the Consolidated Financial Statements in Part II, Item 8, of this Report. 

The SEC has granted us permission to operate under its CSE rule, a voluntary framework for comprehensive, group-
wide risk management procedures and consolidated supervision of certain financial services holding companies. The rule 
allows LBI to use an alternative method, based on internal models, to calculate net capital charges for market and 
derivative-related credit risk. Under this rule, Lehman Brothers is subject to group-wide supervision and examination by 
the SEC and is subject to minimum capital requirements on a consolidated basis consistent with the Basel II Accord 
published by the Basel Committee on Banking Supervision. The CSE Rules are designed to minimize the duplicative 
regulatory requirements on U.S. securities firms resulting from the EU Directive (2002/87/EC) concerning the 
supplementary supervision of financial conglomerates active in the EU. This Directive permits non-EU financial groups 
that conduct business through regulated financial entities in the EU to demonstrate that they are subject to equivalent 
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consolidated supervision at the ultimate holding company level; the FSA has determined that the SEC undertakes 
equivalent consolidated supervision for Lehman Brothers. See “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations—Accounting and Regulatory Developments—Basel II” in Part II, Item 7, of this 
Report for more information.  

Client Protection 

LBI and NB LLC are members of the Securities Investor Protection Corporation (“SIPC”). Clients of LBI and NB LLC 
are protected by SIPC against some losses. SIPC provides protection against lost, stolen or missing securities (except loss 
in value due to a rise or fall in market prices) for clients in the event of the failure of the broker-dealer. Accounts are 
protected up to $500,000 per client with a limit of $100,000 for cash balances. In addition to being members of SIPC, 
LBI and NB LLC carry excess SIPC protection, which increases each client’s protection up to the net equity of the 
account, subject to terms and conditions similar to SIPC. Like SIPC, the excess coverage does not apply to loss in value 
due to a rise or fall in market prices. Certain of our non-U.S. broker-dealer subsidiaries participate in programs similar to 
SIPC in certain jurisdictions. 

Deposits in LB Bank and LB Commercial Bank are insured by the FDIC, subject to applicable limits per depositor. 
Bankhaus participates in the German Depositors Protection Fund, which insures deposits from non-bank clients, with 
applicable limits per depositor. 

Insurance 

We maintain insurance coverage in types and amounts and with deductibles that management believes are customary for 
companies of similar size and engaged in similar businesses. However, the insurance market is volatile, and there can be 
no assurance that any particular coverage will be available in the future on terms acceptable to us. 

Employees 

As of November 30, 2007, Lehman Brothers employed approximately 28,600 persons. We consider our relationship with 
our employees to be good. 

ITEM 1A. RISK FACTORS 

You should carefully consider the following risks and all of the other information set forth in this Report, including the 
Consolidated Financial Statements and the Notes thereto. If any of the events or developments described below were 
actually to occur, our business, financial condition, results of operations or cash flows could be materially adversely 
affected.  

Market Risk 

As a global investment bank, risk is an inherent part of our business. Our businesses are materially affected by 
conditions in the financial markets and economic conditions generally around the world. A favorable business 
environment is generally characterized by, among other factors, high global gross domestic product growth, stable 
geopolitical conditions, transparent and efficient capital markets, liquid markets with active investors, low inflation, high 
business and consumer confidence and strong business earnings. Slowing growth, contraction of credit, increasing 
energy prices, declines in business or investor confidence or risk tolerance, increases in inflation, higher unemployment, 
outbreaks of hostilities or other geopolitical instability, corporate, political or other scandals that reduce investor 
confidence in capital markets and natural disasters, among other things, can affect the global financial markets. In 
addition, economic or political pressures in a country or region may cause local market disruptions and currency 
devaluations, which may also affect markets generally. In the event of changes in market conditions, such as interest or 
foreign exchange rates, equity, fixed income, commodity or real estate valuations, liquidity, availability of credit or 
volatility, our businesses could be adversely affected in many ways, including those described below. See Part II, Item 7, 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Risk Management—Market 
Risk” for a further discussion of the market risks to which we are exposed. 
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Our Client-Flow Revenues May Decline in Adverse Market Conditions. Recently, the residential real estate market 
in the U.S. has experienced a significant downturn due to declining real estate values, substantially reducing mortgage 
loan originations and securitizations, and precipitating more generalized credit market dislocations and a significant 
contraction in available liquidity globally, which negatively impacted our revenues. These factors have continued into the 
beginning of fiscal 2008 and, combined with rising oil prices, declining business and consumer confidence and increased 
unemployment, have precipitated an economic slowdown and fears of a possible recession. Further declines in real 
estate values in the U.S. or elsewhere and continuing credit and liquidity concerns could further reduce our level of 
mortgage loan originations and securitizations and increase our mortgage inventory while adversely affecting its value. In 
addition, continued or further credit market dislocations or sustained market downturns may reduce client flow revenues 
and adversely affect the value of our inventory in other businesses. 

Changes in interest rates, and in particular long-term rates, especially if such changes are rapid, may create a less 
favorable environment for certain of our businesses. Rising interest rates may cause a decline in our mortgage origination 
and securitization businesses in particular, as the volume of our origination and securitization activity may decline.  

Our Investment Banking revenues, in the form of financial advisory and debt and equity underwriting fees, are directly 
related to the number and size of the transactions in which we participate and therefore were adversely affected in the 
latter half of 2007 by the mortgage and credit market dislocations, and may be further impacted by continued or further 
credit market dislocations or sustained market downturns. 

Sustained market downturns or continued or further credit market dislocations and liquidity issues would also likely lead 
to a decline in the volume of capital market transactions that we execute for our clients and, therefore, to a decline in the 
revenues we receive from commissions and spreads earned from the trades we execute for our clients. In addition, 
because the fees that we charge for managing our clients’ portfolios are in many cases based on the value of those 
portfolios, a market downturn that reduces the value of our clients’ portfolios would reduce the revenues we receive 
from our asset management business. Heightened risk aversion among investors may cause them to shift their trading 
activity to higher quality and more liquid products, which are generally somewhat less profitable for us.  

Even in the absence of a market downturn, below-market investment performance by our fund and portfolio managers 
could reduce Investment Management revenues and assets under management and result in reputational damage that 
might make it more difficult to attract new investors. 

We May Incur Losses Due to Fluctuations in Market Rates, Prices and Volatility. Market risk is inherent in our 
client-driven market-making transactions and proprietary trading and principal investment activities in equity and fixed 
income securities, commodities, currencies and derivatives and our mortgage and loan origination and syndication 
activities. Fluctuations in market rates, prices and volatility, especially if the changes are rapid and without warning, can 
adversely affect the market value of our long or short inventory and proprietary and principal positions and, to the 
extent that such positions are not adequately hedged, cause the Firm to incur losses. To the extent that we hold long 
inventory positions, a downturn in the market could result in losses from a decline in the value of those positions. On 
the other hand, to the extent that we have sold inventory short, an upturn in those markets could expose us to losses as 
we attempt to cover our short positions by acquiring assets in a rising market. The adverse conditions in the U.S. 
housing market, dislocations in the credit markets and corrections in certain asset-backed security market segments 
resulted in substantial valuation reductions in the past fiscal year, most significantly on mortgage- and real estate-related 
positions and lending obligations. Market credit spreads have recently gone from historically tight to historically wide 
levels, and a further widening of credit spreads or worsening of credit market dislocations or sustained market 
downturns could have additional negative effects on the value of our inventory.  

In our market-making and specialist transactions, we maintain substantial inventory positions from time to time, acting 
as a financial intermediary for our clients, and we hold inventory positions in the normal course of business to allow 
clients to rebalance their portfolios and diversify risks across market cycles. Current NYSE rules generally require our 
specialist business to maintain orderly markets in the securities for which it is a specialist. Specialists are obligated to take 
positions in their issues counter to the direction of the market in order to minimize short-term imbalances in the market, 
involving risk of loss during periods of market fluctuation and volatility.  

In our mortgage and loan origination and securitization businesses, we are also subject to risks from decreasing interest 
rates. Most residential mortgages and consumer loans provide that the borrower may repay them early. Borrowers often 
exercise this right when interest rates decline. As prepayments increase, the value of mortgages and other loans with 
prepayment features held in inventory prior to securitization generally will decrease, and to the extent that prepayment 
risk has not been hedged, prepayments may result in a loss.  

We also maintain long and short positions through our other proprietary trading activities and make principal 

 
- 15 - 

A-17



LEHMAN BROTHERS HOLDINGS INC. 

investments (such as in real estate and real estate-related products and private equity), which are also subject to market 
risks. The value of these positions can be adversely affected by changes in market rates, prices and volatility. We have 
increased our proprietary trading and principal investing activities and expect to continue to do so, which increases our 
exposure to market risk. 

On the other hand our client-flow and proprietary trading businesses generally depend on market volatility to provide 
trading and arbitrage opportunities, and a decline in volatility may reduce these opportunities and adversely affect the 
results of these businesses.  

Holding Large and Concentrated Positions May Expose Us to Losses. Concentration of risk may reduce revenues 
or result in losses in our market-making, specialist, block trading, underwriting, proprietary trading, principal investment 
and lending businesses in the event of unfavorable market movements even when economic and market conditions are 
generally favorable for others in the industry. We have committed substantial amounts of capital to these businesses, 
which often require us to take large positions in the securities of, or make large loans to, a particular issuer or issuers in a 
particular industry, country or region. Moreover, the trend in all major capital markets is towards larger and more 
frequent commitments of capital in many of these activities, and we expect this trend to continue. For example, large 
positions of securities are increasingly being sold in block trades rather than on a marketed basis, which could increase 
the risk that we may be unable to resell the securities at favorable prices. While our activities expose us to many different 
counterparties, we routinely execute a high volume of transactions with counterparties in the financial services industry, 
including brokers and dealers, commercial banks, investment funds and other institutional clients, resulting in significant 
credit concentration with respect to this industry. In the ordinary course of business, we may also be subject to a 
concentration of credit risk to a particular counterparty, borrower or issuer. Concentration of risk will increase as we 
expand our proprietary trading and principal investing activities or commit additional capital to facilitate client-driven 
business. 

Market Risk May Increase the Other Risks That We Face. In addition to the potentially adverse effects on our 
businesses described above, market risk could exacerbate other risks that we face. For example, if we were to incur 
substantial market risk losses, our need for liquidity could rise significantly, while our access to liquidity could be 
impaired. In addition, in conjunction with a market downturn, our clients and counterparties could incur substantial 
losses of their own, thereby weakening their financial condition and increasing our credit risk exposure to them.  

Credit Risk  

We May Incur Losses Associated with Our Credit Exposures. Credit risk represents the possibility a counterparty 
or an issuer of securities or other financial instruments we hold or a borrower of funds from us will be unable to honor 
its contractual obligations to us. These parties may default on their obligations to us due to bankruptcy, lack of liquidity, 
operational failure or other reasons. Default risk may also arise from events or circumstances that are difficult to foresee 
or detect, such as fraud. Credit risk may arise, for example, from holding securities of third parties; entering into swap or 
other derivative contracts under which counterparties have obligations to make payments to us; executing securities, 
futures, currency or commodity trades that fail to settle at the required time due to non-delivery by the counterparty or 
systems failure by clearing agents, exchanges, clearing houses or other financial intermediaries; and extending credit to 
our clients through bridge or margin loans or other arrangements. As a clearing member firm, we finance our client 
positions, and we could be held responsible for the defaults or misconduct of our clients. See Part II, Item 7, 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Risk Management—Credit 
Risk” for a further discussion of the credit risks to which we are exposed. Our principal focus has been acting as an 
intermediary of credit. In recent years, we have expanded our activities associated with providing our clients access to 
credit and liquidity and have also expanded our swaps and derivatives businesses. The amount and duration of our credit 
exposures have been increasing, as has the diversity of the entities to which we have credit exposures. The extension and 
pricing of credit is subject to competitive pressure. In addition, corporate clients sometimes seek to require credit 
commitments from us in connection with investment banking and other assignments. Further, the recent widening of 
credit spreads and dislocations in the credit markets have in some cases made it more difficult to syndicate credit 
commitments to investors, and further widening of credit spreads or worsening of these dislocations could increase 
these difficulties, resulting in increased credit exposures.

Defaults by Another Large Financial Institution Could Adversely Affect Financial Markets Generally. The 
commercial soundness of many financial institutions may be closely interrelated as a result of credit, trading, clearing or 
other relationships between the institutions. As a result, concerns about, or a default by, one institution could lead to 
significant market-wide liquidity problems, losses or defaults by other institutions. This is sometimes referred to as 
“systemic risk” and may adversely affect financial intermediaries, such as clearing agencies, clearing houses, banks, securities 
firms and exchanges, with which we interact on a daily basis, and therefore could adversely affect Lehman Brothers. 
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Liquidity Risk  

Liquidity, that is ready access to funds, is essential to our businesses. Financial institutions rely on external borrowings 
for the vast majority of their funding, and failures in our industry are typically the result of insufficient liquidity.  

An Inability to Access the Debt Markets Could Impair Our Liquidity. We maintain a liquidity pool available to 
Holdings that is intended to cover all expected cash outflows for one year in a stressed liquidity environment, which 
assumes, among other things, that during that year we cannot issue unsecured debt. See Part II, Item 7, “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity, Funding and Capital Resources—
Liquidity” for a discussion of our liquidity needs and liquidity management. 

To the extent that a liquidity event lasts for more than one year, or our expectations concerning the market conditions 
that exist during a liquidity event, or our access to funds, prove to be inaccurate (e.g., the level of secured financing 
“haircuts” (the difference between the market and pledge value of the assets) required to fund our assets in a stressed 
market event is greater than expected, or the amount of drawdowns under our commitments to extend credit in a 
stressed market environment exceeds our expectations), our ability to repay maturing indebtedness and fund operations 
could be significantly impaired. Even within the one-year time frame contemplated by our liquidity pool, we depend on 
continuous access to secured financing in the repurchase and securities lending markets, which could be impaired by 
factors that are not specific to Lehman Brothers, such as a severe disruption of the financial markets.  
Structured Instruments May Have Limited Liquidity. The financial instruments that we hold and the contracts to 
which we are a party are increasingly complex, as we employ structured products to benefit our clients and ourselves, 
and these complex structured products often do not have readily available markets to access in times of liquidity stress. 
The growth of our proprietary investing activities may lead to situations where the holdings of structured instruments 
represent a significant portion of specific markets, which could restrict liquidity for our positions. Further, our ability to 
sell assets may be impaired if other market participants are seeking to sell similar assets at the same time. 
We Are a Holding Company and Are Dependent on Our Subsidiaries for Funds. Since Holdings is primarily a 
holding company, our cash flow and consequent ability to pay dividends and satisfy our obligations under securities we 
issue are dependent upon the earnings of our subsidiaries and the distribution of those earnings as dividends or loans or 
other payments by those subsidiaries to Holdings. Several of our principal subsidiaries are subject to various capital 
adequacy requirements promulgated by the regulatory, banking and exchange authorities of the countries in which they 
operate and/or to capital targets established by various ratings agencies. These regulatory rules, and certain covenants 
contained in various debt agreements, may restrict our ability to withdraw capital from our subsidiaries by dividends, 
loans or other payments. Further information about these requirements and restrictions is set forth in Note 15 to the 
Consolidated Financial Statements in Part II, Item 8, of this Report. Additionally, our ability to participate as an equity 
holder in any distribution of assets of any subsidiary upon liquidation is generally subordinate to the claims of creditors 
of the subsidiary. 

Credit Ratings 

Our borrowing costs and our access to the debt capital markets depend significantly on our credit ratings. A reduction in 
our long- or short-term credit ratings could increase our borrowing costs, limit our access to the capital markets and 
trigger additional collateral requirements in derivative contracts and other secured funding arrangements. Credit ratings 
are also important to us when competing in certain markets, such as longer-term over-the-counter derivatives. 
Therefore, a substantial reduction in our credit ratings would reduce our earnings and adversely affect our liquidity and 
competitive position. See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of 
Operations—Liquidity, Funding and Capital Resources—Liquidity” and “—Credit Ratings” for additional information 
concerning our credit ratings.  

Risks Relating to Use of Estimates and Valuations  

We make various estimates that affect reported amounts and disclosures. Broadly, those estimates are used in measuring 
fair value of certain financial instruments, accounting for identifiable intangible assets and goodwill, establishing 
provisions for potential losses that may arise from litigation, regulatory proceedings and tax examinations, assessing our 
ability to realize deferred taxes and valuing equity-based compensation awards. Estimates are based on available 
information and judgment. Therefore, actual results could differ from our estimates and that difference could have a 
material effect on our consolidated financial statements. 

Financial instruments and other inventory positions owned (including commitments and guarantees, but excluding real 
estate held for sale), and financial instruments and other inventory positions sold but not yet purchased, are presented at fair 
value, with realized and unrealized gains or losses reflected in Principal transactions in our Consolidated Statement of 
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Income. We account for real estate held for sale at the lower of its carrying amount or fair value less cost to sell. In addition, 
certain long and short-term borrowing obligations, principally hybrid financial instruments, and certain deposits at U.S. 
banks, are reflected at fair value. Fair value is defined as the price at which an asset could be exchanged in a current 
transaction between knowledgeable, willing parties. A liability’s fair value is defined as the amount that would be paid to 
transfer the liability to a new obligor, not the amount that would be paid to settle the liability with the creditor. Where 
available, fair value is based on observable market prices or parameters or derived from such prices or parameters. Where 
observable prices or inputs are not available, valuation models are applied. These valuation techniques involve some level of 
management estimation and judgment, the degree of which is dependent on the price transparency for the instruments or 
market and the instruments’ complexity. In particular, certain mortgage and asset-backed securities, certain corporate debt, 
certain private equity investments, certain commitments and guarantees and certain derivatives have no direct observable 
levels, and their valuations require significant estimation and judgment and therefore are subject to significant subjectivity. 
Reliance on estimation and judgment increases in adverse market conditions with decreased liquidity, such as those 
experienced recently. 

See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Critical 
Accounting Policies and Estimates” and Notes 1 and 3 through 10 to the Consolidated Financial Statements in Part II, Item 
8, of this Report for additional information concerning our use of estimates and valuation methodologies. 

Risks Relating to Off-Balance Sheet Entities 

In the normal course of our business, we enter into various transactions with special purpose entities (“SPEs”). We do not 
consolidate certain SPEs in which we do not have a controlling financial interest as defined under applicable accounting 
standards. When we do not consolidate an entity, we either present our investment in the entity at fair value or apply the 
equity method of accounting. The assessment of whether the accounting criteria for consolidation are met requires 
management to exercise significant judgment. A determination of whether we have a controlling financial interest in an 
entity, and therefore our assessment of consolidation of that entity, is initially made at the time we become involved with 
the entity. If certain events occur that require us to re-assess our initial determination of non-consolidation or if our 
judgment of non-consolidation is in error, we could be required to consolidate the assets and liabilities of an SPE onto our 
consolidated balance sheet and recognize its future gains or losses in our consolidated statement of income. Further, 
existing accounting standards may be changed, or interpretations of those standards may change, in the future in a manner 
that requires or increases the risk of consolidation of some SPEs. Consolidation could affect the size of our consolidated 
balance sheet and related funding requirements, our financial and regulatory capital ratios and, if the SPE’s assets include 
unrealized losses, could require us to recognize those losses.  

In addition, we have various commitments to and obligations associated with SPEs, including liquidity commitments and 
funded loans to certain conduits and other SPEs, limited downside protection guarantees to investors in certain SPEs, 
obligations as a general partner and investment advisor to private equity and other investment partnerships, indemnification 
obligations to investors in certain securitization vehicles we sponsor with respect to customary representations and 
warranties we make about the assets of SPEs, proprietary investments and retained interests in various SPEs and others. 
For additional information about our consolidation accounting policies and transactions with SPEs, and events that may 
require us to re-assess our determination of non-consolidation, see “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations—Critical Accounting Policies and Estimates—Consolidation Policies” and “—Off-
Balance-Sheet Arrangements—Special Purpose Entities” in Part II, Item 7, and Notes 1, 6 and 9 to the Consolidated 
Financial Statements in Part II, Item 8, of this Report. 

Operational Risk  

Operational Risks May Disrupt Our Businesses, Result in Losses or Reputational Damage or Limit Our 
Growth. We face operational risk arising from errors made in the execution, confirmation or settlement of transactions 
or from transactions not being properly recorded, evaluated or accounted for. Derivative contracts are not always 
confirmed by the counterparties on a timely basis; while the transaction remains unconfirmed, we are subject to 
heightened credit and operational risk and in the event of a default may find it more difficult to enforce the contract. 
Our businesses are highly dependent on our ability to process, on a daily basis, a large number of transactions across 
numerous and diverse markets in many currencies and the transactions we process have become increasingly complex. 
Consequently, we rely heavily on our financial, accounting and other data processing systems. If any of these systems do 
not operate properly or are disabled, we could suffer financial loss, a disruption of our businesses, liability to clients, 
regulatory intervention or reputational damage. The inability of our systems to accommodate an increasing volume of 
complex transactions could also constrain our ability to expand our businesses. In recent years, we have substantially 
upgraded and expanded the capabilities of our data processing systems and other operating technology, and we expect 
that we will need to continue to upgrade and expand in the future to avoid disruption of, or constraints on, our 
operations.  
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Our businesses and operations rely on the secure processing, storage and transmission of confidential and other 
information, and, increasingly, on the internet. We routinely transmit and receive personal, confidential and proprietary 
information by email and other electronic means. We have made available to clients and counterparties certain secure 
transmission capabilities; however, our clients and counterparties do not always choose to avail themselves of these 
capabilities. We take extensive protective measures for our computer systems, internet sites, software and networks to 
protect against vulnerabilities to unauthorized access, computer viruses, denial of service attacks or other events that 
could have a security or business impact. If, nevertheless, such events should occur, they could result in significant losses 
or reputational damage. We are exposed to similar risks arising from the interception of personal, confidential or 
proprietary information sent to or received from, or the misuse or mishandling thereof by, vendors, service providers 
and other third parties who may receive such information from us, and our ongoing efforts to improve security over 
email and encrypted file transfers and to ensure that these third parties have appropriate controls in place may not be 
successful. 

We also face the risk of operational or business failure of any of the clearing agents or other financial intermediaries or 
data providers we use, and as our interconnectivity with our clients grows, we face higher levels of operational risk that 
could adversely affect our ability to effect transactions, service our clients and manage our exposure to risk.  

When we originate or purchase residential mortgage loans, we rely heavily upon information supplied by third parties, 
including the information contained in the loan application, property appraisal, title information and employment and 
income documentation. If any of this information is intentionally or negligently misrepresented, whether by the loan 
applicant, the mortgage broker, another third party or one of our employees, and such misrepresentation is not detected 
prior to loan funding, the value of the loan may be significantly lower than expected and/or be unsaleable or subject to 
repurchase if it is sold prior to detection of the misrepresentation. While relevant laws may not explicitly hold the 
originating lenders responsible for the legal violations of mortgage brokers, increasingly federal and state agencies have 
sought to impose such assignee liability. 

In addition, despite the contingency plans we have in place, our ability to conduct business may be adversely impacted 
by a disruption in the infrastructure that supports our businesses and the communities in which we are located. This may 
include a disruption involving electrical systems, communications, transportation or other services used by Lehman 
Brothers or third parties with which we conduct business, terrorist activities or disease pandemics. See “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Risk Management” in Part II, Item 7, of this 
Report for a description of our Risk Management infrastructure and procedures. 

Acquisitions or Joint Ventures Could Present Unforeseen Integration Obstacles or Costs. Acquisitions and joint 
ventures involve a number of risks and present financial, managerial and operational challenges, including difficulty with 
integrating personnel and financial and other systems, hiring additional management and other critical personnel and 
increasing the scope, geographic diversity and complexity of our operations. In addition, we may not realize the 
anticipated benefits from an acquisition, and we may be exposed to additional liabilities of any acquired business.  

Legal, Regulatory and Reputational Risk 

We face the risk of litigation and intervention by regulatory authorities in all jurisdictions in which we conduct our 
businesses. Among other things, we could be subjected to judgments or fines, be prohibited from engaging in some of 
our business activities or be subjected to limitations or conditions on our business activities, all of which could result in 
significant losses or reputational damage. 

We Face Significant Litigation Risks in Our Businesses. The volume of litigation against financial services firms 
and the amount of damages claimed have increased over the past several years. We are exposed to potential liability as an 
underwriter under securities or other laws for materially false or misleading statements made in connection with 
securities and other transactions, potential liability for the “fairness opinions” and other advice we provide to 
participants in corporate transactions and disputes over the terms, conditions and risks of trading arrangements. We also 
face the possibility that counterparties will claim that we improperly failed to tell them of the risks or that they were not 
authorized or permitted to enter into these transactions with us and that their obligations to Lehman Brothers are not 
enforceable. In our Investment Management segment, we are exposed to claims against us for recommending 
investments that are not consistent with a client’s investment objectives or engaging in unauthorized or excessive 
trading. The downturn in the mortgage and mortgage-backed securities markets may result in increased claims of this 
type, and during a prolonged market downturn, we would expect these claims to further increase. We are also subject to 
claims arising from disputes with employees for alleged discrimination or harassment, among other things. These risks 
often may be difficult to assess or quantify, and their existence and magnitude often remain unknown for substantial 
periods of time. We incur significant legal expenses every year in defending against litigation, and we expect to continue 
to do so in the future. See Part I, Item 3, “Legal Proceedings” for a discussion of some of the legal and regulatory 
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matters in which we are currently involved. 

Extensive Regulation of Our Businesses Limits Our Activities and May Subject Us to Significant Penalties. 
Lehman Brothers, as a participant in the financial services industry, is subject to extensive regulation under both federal 
and state laws in the U.S. and under the laws of the many global jurisdictions in which we do business. We are also 
regulated by a number of self-regulatory organizations. The industry has experienced increased scrutiny from a variety of 
regulators, including the SEC, FINRA and state attorneys general. Over the last several years, penalties and fines sought 
by regulatory authorities in our industry have increased substantially, and certain regulators have been more likely to 
commence enforcement actions.  

The requirements imposed by our regulators are designed to ensure the integrity of the financial markets and to protect 
customers and other third parties who deal with Lehman Brothers. Consequently, these regulations often serve to limit 
our activities, including through net capital, customer protection and market conduct requirements. If we were found to 
have breached certain of these rules or regulations, we could face the risk of significant intervention by regulatory 
authorities in all jurisdictions in which we conduct our businesses, including extended investigation and surveillance 
activity, adoption of costly or restrictive new regulations and judicial or administrative proceedings that may result in 
substantial penalties. Among other things, we could be fined or prohibited from engaging in some of our business 
activities.  

Additional legislation and regulations, changes in rules imposed by regulatory authorities, self-regulatory organizations and 
exchanges or changes in the interpretation or enforcement of existing laws and rules may adversely affect our business and 
profitability. Our business may be materially affected not only by regulations applicable to us as an investment bank, but 
also by regulations of general application, including existing and proposed tax legislation and other governmental 
regulations and policies (including the interest rate and monetary policies of the Federal Reserve Board and other central 
banks) and changes in the interpretation or enforcement of existing laws and rules that affect the business and financial 
communities.  

In emerging markets in particular, we may be subject to risks of possible nationalization, expropriation, price controls, 
capital controls, currency exchange controls and other restrictive governmental actions. In many countries, the laws and 
regulations applicable to the securities and financial services industries are uncertain and evolving, and it may be difficult for 
us to determine the exact requirements of local laws in every market. We are also subject to greater risk in these jurisdictions 
that transactions we structure might not be legally enforceable in all cases. In addition, in conducting business in these 
jurisdictions, we are often faced with the challenge of ensuring that our activities are also consistent with U.S. or other laws 
with extra-territorial application, such as the USA PATRIOT Act and the U.S. Foreign Corrupt Practices Act. Our failure to 
comply with such laws could result in significant losses or reputational damage. 

In the past several years, intensified scrutiny of the energy market by federal, state and local authorities and the public has 
resulted in increased regulatory and legal proceedings involving electricity, natural gas and other energy commodities 
merchants. Our business and reputation may be adversely affected by legal and regulatory proceedings arising out of our 
energy commodities activities. 

We are subject to the income tax laws of the jurisdictions in which we have business operations. These tax laws are complex 
and may be subject to different interpretations by the taxpayer and the relevant governmental taxing authorities. We must 
make judgments and interpretations about the application of these inherently complex tax laws when determining the 
provision for income taxes. We are subject to contingent tax risk that could adversely affect our results of operations, to the 
extent that our interpretations of tax laws are disputed upon examination or audit, and are settled in amounts in excess of 
established reserves for such contingencies. See Part I, Item 1, “Business—Regulation” for a further discussion of the 
regulatory environment in which we conduct our businesses. 

Our Mortgage Origination Business is Subject to Special Litigation and Regulatory Risks. The laws and regulations 
of the various jurisdictions in which we conduct our mortgage lending business are complex, frequently changing and, in 
some cases, in direct conflict with each other. In particular, this business is subject to various laws, regulations and guidance 
that restrict non-prime loan origination or purchase activities. Some of these laws and regulations provide for assignee 
liability for warehouse lenders, whole loan buyers and securitization trusts. In addition, the downturn in the U.S. residential 
real estate market has resulted in increased regulatory scrutiny, and may result in increased complaints and claims, relating to 
non-prime mortgage origination practices, and further difficulties in the mortgage markets could result in increased 
exposure to liability, including possible civil and criminal liability, demands for indemnification or loan repurchases from 
purchasers of our loans (including securitization trusts), class action lawsuits or administrative enforcement actions. 
Moreover, our customer base and counterparties in this business are substantially different from the high-net-worth and 
institutional customers and counterparties of most of our other businesses, which presents a different litigation risk profile.  

 
- 20 - 

A-22



LEHMAN BROTHERS HOLDINGS INC. 

Exposure to Reputational Risks Could Impact the Value of Our Brand. Our reputation is critical in maintaining 
our relationships with clients, investors, regulators and the general public, and is a key focus in our risk management 
efforts. In recent years, there have been a number of highly publicized cases involving fraud, conflicts of interest or 
other misconduct by employees in the financial services industry, and we run the risk that misconduct by our employees 
could occur. Misconduct by employees could include binding Lehman Brothers to transactions that exceed authorized 
limits or present unacceptable risks, or hiding from Lehman Brothers unauthorized or unsuccessful activities, which, in 
either case, may result in unknown and unmanaged risks or losses. Employee misconduct could also involve the 
improper use or disclosure of confidential information, which could result in regulatory sanctions and serious 
reputational or financial harm. It is not always possible to deter employee misconduct, and the precautions we take to 
prevent and detect this activity may not be effective in all cases. In addition, in certain circumstances our reputation 
could be damaged by activities of our clients in which we participate, or of hedge funds or other entities in which we 
invest, over which we have little or no control. 

Potential Conflicts of Interest Are Increasing. As we have expanded the scope of our businesses and our client base, 
we increasingly have to address potential conflicts of interest, including those relating to our proprietary activities. For 
example, conflicts may arise between our position as a financial advisor in a merger transaction and a principal 
investment we hold in one of the parties to the transaction. In addition, hedge funds and private equity funds are an 
increasingly important portion of our client base, and also compete with us in a number of our businesses. In addition, 
the SEC, FINRA, other federal and state regulators and regulators outside the U.S., including in the U.K. and Japan, 
have increased their scrutiny of potential conflicts of interest. We have extensive procedures and controls that are 
intended to ensure that any potential conflicts of interest are appropriately addressed. However, properly dealing with 
conflicts of interest is complex and difficult, and our reputation could be damaged if we fail, or appear to fail, to deal 
appropriately with conflicts of interest and, it is possible that potential or perceived conflicts could give rise to litigation 
or enforcement actions.  

Competitive Environment 

All aspects of our business are highly competitive. Our competitive success depends on many factors, including our 
reputation, the quality of our services and advice, intellectual capital, product innovation, execution ability, pricing, sales 
efforts, and the talent of our personnel. Many of our competitors have greater capital resources and greater geographic 
reach than we do, which enhances their competitive positions. 

We Face Increased Competition Due to a Trend Toward Consolidation. In recent years, there has been substantial 
consolidation and convergence among companies in the financial services industry. In particular, a number of large 
commercial banks, insurance companies and other broad-based financial services firms have established or acquired 
broker-dealers or have merged with other financial institutions. Many of these firms have the ability to offer a wide range 
of products, from loans, deposit-taking and insurance to brokerage, asset management and investment banking services, 
which may enhance their competitive position. They also have the ability to support investment banking and securities 
products with commercial banking, insurance and other financial services revenues in an effort to gain market share. 
These abilities have resulted in pricing pressure in our businesses. We have experienced intense price competition in 
some of our businesses in recent years. For example, equity and debt underwriting and trading spreads and fees for 
lending and other activities have been under competitive pressure for a number of years.  

Our Revenues May Decline Due to Competition from Alternative Trading Systems. Securities and futures 
transactions are now being conducted through the internet and other alternative, non-traditional trading systems, and it 
appears that the trend toward alternative trading systems will continue and probably accelerate. A dramatic increase in 
computer-based or other electronic trading may adversely affect our commission and trading revenues, including in our 
specialist business. The NYSE’s adoption of its hybrid market for trading securities may increase pressure on our 
Equities business as customers execute more of their NYSE-related trades electronically. We have invested significant 
resources into the development of electronic trading systems and expect to continue to do so, but there is no assurance 
that the revenues generated by these systems will yield an adequate return on our investment, particularly given the 
relatively lower commissions arising from electronic trades. 

Our Ability to Retain Our Key Employees is Critical to the Success of Our Business. Our people are our most 
important resource. Our ability to continue to compete effectively in our businesses will depend upon our ability to 
attract top talent and retain and motivate our existing employees while managing compensation costs.  
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Risk Management  

We have devoted significant resources to develop our risk management policies and procedures and expect to continue 
to do so in the future. Although we deploy various risk mitigation and risk monitoring techniques, they are subject to 
judgments as to the timing and duration of their application. Additionally, no risk management procedure can anticipate 
every market event, and our hedging strategies and other risk management techniques may not be fully effective in 
mitigating our risk exposure in all market environments or against all types of risk, including risks that are unidentified or 
unanticipated. Some of our methods of managing risk are based upon our use of observed historical market behavior. As 
a result, these methods may not predict future risk exposures, which could be significantly greater than the historical 
measures indicate. The models that we use to assess and control our risk exposures reflect historical correlations among 
prices of various asset classes or other market indicators, and in times of market stress or other unforeseen 
circumstances there may be material changes in correlations between asset classes. In the past, including during the 
recent mortgage and credit market downturn, these types of market movements have at times limited the effectiveness 
of our hedging strategies and have caused us to incur significant losses, and they may do so in the future. An increase in 
volatility would increase our measured risk, which might cause us to reduce certain of our business activities. In such 
circumstances, we may not be able to reduce our positions or our exposure in a timely, cost-effective way or in a manner 
sufficient to offset the increase in measured risk. Management of operational, legal and regulatory risk requires, among 
other things, policies and procedures to record properly and verify a large number of transactions and events, and these 
policies and procedures may not be fully effective. See Part II, Item 7, “Management's Discussion and Analysis of 
Financial Condition and Results of Operations—Risk Management” for a discussion of the policies and procedures we 
use to identify, monitor and manage the risks we assume in conducting our businesses. 

Risks Relating To New Business Initiatives and New Markets 

A number of our recent and planned business initiatives and expansions of existing businesses may bring us into contact, 
directly or indirectly, with new markets and new asset classes and with entities and individuals that are not within our 
traditional client base. For example, we have expanded our businesses and investments in emerging markets such as 
Russia, the Middle East, India, Turkey and China, have increased our activities in the markets for derivatives, commodities 
and foreign exchange and have begun providing loans to small and mid-sized businesses and students. In addition, we are 
increasingly offering complex structured products and alternative investments to a wider investor base, both directly and 
through third-party distribution channels. These business activities expose us to new and enhanced risks, including 
increased credit-related and operational risks, regulatory risks and reputational concerns. As our business expands into 
new markets and new geographical regions, we will face competitors with more experience and more established 
relationships with clients, regulators and industry participants in the relevant market, which could adversely affect our 
ability to expand. 

ITEM 1B. UNRESOLVED STAFF COMMENTS 

None. 

ITEM 2. PROPERTIES 

Our world headquarters is a 1,050,000 square-foot owned office tower at 745 Seventh Avenue in New York City. We 
also lease approximately 2,370,000 square feet of office space in the New York metropolitan area. In addition to our 
offices in the New York area, we have offices in approximately 31 principal locations in the Americas.  

Our European headquarters is an 820,000 square-foot leased facility in the Canary Wharf development, east of the City 
of London. In addition to our European headquarters, we have an additional 16 principal locations in Europe and the 
Middle East. 

Our Asian headquarters is located in approximately 275,000 square feet of leased office space in the Roppongi Hills area 
of central Tokyo, Japan. We lease office space in ten other principal locations in the Asia Pacific region. 

In addition to our principal locations listed above, we occupy space in various other facilities. Including the locations 
noted above, we lease approximately 5,570,000 square feet in the Americas, 1,375,000 square feet in Europe and the 
Middle East and 1,165,000 square feet in Asia Pacific. 

All three of our business segments (as described herein) use the occupied facilities described above. We believe that the 
facilities we occupy are adequate for the purposes for which they are used, and the occupied facilities are well 
maintained. 
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Additional information with respect to facilities and lease commitments is set forth under the caption “Lease 
Commitments” in Note 9 to the Consolidated Financial Statements in Part II, Item 8, of this Report. 

ITEM 3. LEGAL PROCEEDINGS  

We are involved in a number of judicial, regulatory and arbitration proceedings concerning matters arising in connection 
with the conduct of our business. Such proceedings include actions brought against us and others with respect to 
transactions in which we acted as an underwriter or financial advisor, actions arising out of our activities as a broker or 
dealer in securities and commodities and actions brought on behalf of various classes of claimants against many securities 
and commodities firms, including us. 

Although there can be no assurance as to the ultimate outcome, we generally have denied, or believe we have a meritorious 
defense and will deny, liability in all significant cases pending against us, including the matters described below, and we 
intend to defend vigorously each such case. Based on information currently available, we believe the amount, or range, of 
reasonably possible losses in connection with the actions against us, including the matters described below, in excess of 
established reserves, in the aggregate, not to be material to the Company’s consolidated financial condition or cash flows. 
However, losses may be material to our operating results for any particular future period, depending on the level of our 
income for such period. 

City of Cleveland v. Deutsche Bank Trust Company, et al. 

On January 10, 2008, the City of Cleveland, Ohio filed a lawsuit in Cuyahoga County Common Pleas Court, captioned 
City of Cleveland v. Deutsche Bank Trust Company, et al., against twenty-one financial services entities, including Holdings, 
seeking damages the City of Cleveland allegedly incurred relating to property foreclosures. The damages are claimed to 
be the result of the defendants' creation of a public nuisance in the City of Cleveland through their involvement as 
lenders and/or securitizers of sub-prime mortgages in the City of Cleveland. On January 16, 2008, the case was removed 
to the United States District Court for the Northern District of Ohio, and on January 17, 2008, the City of Cleveland 
filed a motion seeking an order remanding the case back to Common Pleas Court. 

First Alliance Mortgage Company Matters 

During 1999 and the first quarter of 2000, LCPI provided a warehouse line of credit to First Alliance Mortgage 
Company (“FAMCO”), a subprime mortgage lender, and LBI underwrote the securitizations of mortgages originated by 
FAMCO. In March 2000, FAMCO filed for bankruptcy protection in the United States Bankruptcy Court for the 
Central District of California (the “California Bankruptcy Court”). In August 2001, a class action (the “Class Action”) 
was filed in the California Bankruptcy Court, on behalf of a class of FAMCO borrowers seeking equitable subordination 
of LCPI’s (among other creditors’) liens and claims. In October 2001, the complaint was amended to add LBI as a 
defendant and to add claims for aiding and abetting fraudulent lending activities by FAMCO and for unfair competition 
under the California Business and Professions Code. In August 2002, a Second Amended Complaint was filed which 
added a claim for punitive damages and extended the class period from May 1, 1996 until FAMCO’s bankruptcy filing. 
The complaint sought actual and punitive damages, the imposition of a constructive trust on all proceeds paid by 
FAMCO to LCPI and LBI, disgorgement of profits and attorneys’ fees and costs.  

The United States District Court for the Central District of California (the “California District Court”) withdrew the 
reference to the California Bankruptcy Court. A class was certified in November 2002, and subsequently amended, to 
certify the Class Action as being brought on behalf of a class of all persons who acquired mortgage loans from FAMCO 
from 1999 through March 31, 2000, which were used as collateral for FAMCO’s warehouse credit line with LCPI or 
were securitized in transactions underwritten by LBI. The trial began in February 2003.  

In June 2003, the California District Court dismissed plaintiffs’ claim for punitive damages. Also in June 2003, the jury 
rendered its verdict, finding LBI and LCPI liable for aiding and abetting FAMCO’s fraud. The jury found damages of 
$50.9 million and held the Lehman defendants responsible for 10% of those damages. In July 2003, the California 
District Court entered findings of fact and conclusions of law relating to all claims still pending and holding that any 
transfers to LCPI were not fraudulent and its liens were not avoidable, nor was equitable subordination of amounts 
owed by FAMCO to LCPI at the time of the Chapter 11 filing warranted. Judgment was entered in November 2003 on 
the jury verdict. On December 8, 2006, the United States Court of Appeals for the Ninth Circuit issued a decision on the 
appeals of all parties, affirming the jury verdict on liability, rejecting all plaintiffs’ claims for further relief, vacating the 
damages verdict and remanding the matter for further proceedings on the proper calculation of “out of pocket” damages 
rather than the higher benefit of the bargain damages upon which the jury based its verdict. The parties to the Class 
Action have entered into a settlement agreement, which was presented to the California District Court for preliminary 
approval on January 28, 2008. 
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IPO Allocation Cases 

Securities Action. LBI was named as a defendant in numerous purported securities class actions that were filed between 
March and December 2001 in the United States District Court for the Southern District of New York (the “New York 
District Court”). The actions, which allege improper initial public offering (“IPO”) allocation practices, were brought by 
persons who, either directly or in the aftermarket, purchased IPO securities during the period between March 1997 and 
December 2000. The plaintiffs allege that LBI and other IPO underwriters required persons receiving allocations of IPO 
shares to pay excessive commissions on unrelated trades and to purchase shares in the aftermarket at specified escalating 
prices. The plaintiffs, who seek unspecified compensatory damages, claim that these alleged practices violated various 
provisions of the federal securities laws, specifically Sections 11, 12(a)(2) and 15 of the Securities Act and Sections 10(b) and 
20(a) of the Exchange Act. 

Plaintiffs filed 310 actions, each relating to a distinct offering, which actions were consolidated for pretrial purposes before a 
single judge. LBI is named as a defendant in 83 of those cases. For pretrial coordination purposes, the parties also 
designated certain focus cases, which were to be used as guidance for decisions in all cases. On October 13, 2004, the New 
York District Court granted plaintiffs’ motion for certification of a class of investors in each of six focus cases. On appeal 
to the United States Court of Appeals for the Second Circuit  (the “Second Circuit”), the court, on December 5, 2006, 
overturned the decision below, set forth the standards for class certification and concluded that classes could not be 
certified based on the facts alleged by plaintiffs. On June 6, 2007, the Second Circuit denied plaintiffs’ petition for rehearing 
and rehearing en banc of that decision. Upon remand to the New York District Court, on August 14, 2007, the plaintiffs filed 
amended complaints. 

Issuer Action. In April 2002, a suit was filed in Delaware Chancery Court by Breakaway Solutions Inc. (“Breakaway”), 
which names LBI and two other underwriters as defendants (the “Delaware Action”). The complaint purported to be 
brought on behalf of a class of issuers who issued securities in IPOs through at least one of the defendants during the 
period January 1998 through October 2000 and whose securities increased in value 15% or more above the original price 
within 30 days after the IPO. It alleged that defendants under-priced IPO securities and allocated those under-priced 
securities to certain favored customers in return for alleged arrangements with the customers for increased commissions 
on other transactions and alleged tie-in arrangements. The complaint asserted claims for breaches of contract, of the 
implied covenant of good faith and fair dealing and of fiduciary duty, and for indemnification or contribution and unjust 
enrichment or restitution. Relief sought included class certification, injunctive relief, an accounting and declarations 
requiring defendants to indemnify Breakaway in the pending consolidated IPO securities class actions, and 
compensatory damages. In August 2004, the court denied defendants’ motion to dismiss. On motion by defendants, the 
court reconsidered its prior decision and, by order dated December 8, 2005, dismissed all but Breakaway’s claim for 
breach of fiduciary duty.  

In September 2005, Breakaway commenced an individual action in the New York State Supreme Court, New York 
County, naming the same defendants (the “New York Action”). This action alleges that LBI, as a co-manager of 
Breakaway’s initial public offering and in conjunction with the other underwriter defendants, breached a fiduciary duty 
to Breakaway and breached the covenant of good faith and fair dealing implied in the underwriting agreement among 
Breakaway and the underwriters by allegedly under-pricing Breakaway’s shares in the IPO.  

On January 11, 2008, the parties settled both the Delaware Action and the New York Action and filed stipulations of 
dismissal in both actions. 

IPO Fee Litigation 

Harold Gillet, et al. v. Goldman Sachs & Co., et al.; Yakov Prager, et al. v. Goldman, Sachs & Co., et al.; David Holzman, et al. v. 
Goldman, Sachs & Co., et al. Beginning in November 1998, four purported class actions were filed in the New York District 
Court against in excess of 25 underwriters of IPO securities, including LBI. The cases were subsequently consolidated into 
In re Public Offering Antitrust Litigation. Plaintiffs, alleged purchasers of securities issued in certain IPOs, seek compensatory 
and injunctive relief for alleged violations of the antitrust laws based on the theory that the defendants fixed and maintained 
fees for underwriting certain IPO securities at supra-competitive levels. In February 2001, the New York District Court 
granted defendants’ motion to dismiss the consolidated amended complaint, concluding that the purchaser plaintiffs lacked 
standing under the antitrust laws to assert the claims. On appeal, the Second Circuit reversed and remanded the case to the 
New York District Court for further proceedings, including potential dismissal of the claims based on additional arguments 
raised in the motion to dismiss. The New York District Court, in an order dated February 24, 2004, dismissed plaintiffs’ 
claims for monetary damages allowing only their claims for injunctive relief to proceed. Further activity in this case is stayed 
pending resolution of class certification issues in the following case. 

In re Issuer Plaintiff Initial Public Offering Fee Antitrust Litigation. In April 2001, the New York District Court consolidated four 
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actions pending before the court brought by bankrupt issuers of IPO securities against more than 20 underwriter 
defendants (including LBI). In July 2001, the plaintiffs filed a consolidated class action complaint seeking unspecified 
compensatory damages and injunctive relief for alleged violations of the antitrust laws based on the theory that the 
defendant underwriters fixed and maintained fees for underwriting certain IPO securities at supra-competitive levels. Two 
of the four original plaintiffs subsequently withdrew their claims. The remaining plaintiffs filed a motion for class 
certification, which the New York District Court denied in an order, dated April 19, 2006. On September 11, 2007, the 
Second Circuit reversed the New York District Court’s denial of class certification and remanded the case to the New York 
District Court for further proceedings to determine if the case may proceed as a class action. 

Mirant Corporation Securities Litigation 

In November 2002, an amended complaint was filed in the United States District Court for the Northern District of 
Georgia, Atlanta Division, and captioned In re Mirant Corporation Securities Litigation. The action is brought on behalf of a 
purported class of investors who purchased the securities of Mirant Corporation (“Mirant”) during the period from 
September 26, 2000 and September 5, 2002. Plaintiffs name Mirant, various officers and directors, Mirant’s former 
parent, The Southern Company, along with its officers and directors, LBI, as a member of the underwriting syndicate, 
and eleven other underwriters of Mirant’s IPO of common stock in September 2000. The underwriters are contractually 
entitled to customary indemnification from Mirant, but Mirant filed for bankruptcy protection in July 2003. The IPO 
raised approximately $1.467 billion, of which Lehman Brothers’ underwriting share was 9%. Against the underwriters, 
plaintiffs allege violations of Section 11 of the Securities Act. The complaint alleges that the prospectus and registration 
statement for the offering contained false and misleading statements or failed to disclose material facts concerning, 
among other things, Mirant’s alleged misconduct in energy markets in the State of California, the accounting for Mirant’s 
interest in a United Kingdom-based company, Western Power Distribution, and other accounting issues. The complaint 
seeks class action certification, unspecified damages and costs. Partially dispositive motions are pending. 

Research Analyst Independence Litigations 

Since the announcement of the global regulatory settlement regarding alleged research analyst conflicts of interest at 
various investment banking firms in the United States, including LBI, in April 2003 (the “Global Settlement”), a number 
of purported class actions were filed relating to such alleged conflicts. Three consolidated actions had been filed against 
LBI in federal court, two of which have since been dismissed, which are specific to LBI’s research of particular 
companies. The actions allege conflicts of interest between LBI’s investment banking business and research activities 
and seek to assert claims pursuant to Sections 10(b) and 20(a) of the Exchange Act and Rule 10b-5 thereunder. In the 
remaining pending action, relating to RSL Communications, plaintiffs have filed an amended consolidated complaint, 
containing essentially the same allegations as the original complaints, but adding two other investment banks as 
defendants (Fogarazzo, et al. v. Lehman Brothers Inc., et al.). On July 27, 2005, the New York District Court granted 
plaintiffs' motion for class certification. On January 26, 2007, the Second Circuit accepted the defendants’ appeal, 
vacated the decision below and remanded the case to the New York District Court in light of the decision in the IPO 
Allocation Securities Action case discussed above. On June 29, 2007, the New York District Court stayed all proceedings 
in the case pending the Second Circuit’s decision in In re Salomon Analyst Metromedia, which raises similar legal issues.  

In June 2003, a purported derivative action, Bader and Yakaitis P.S.P. and Trust, et al. v. Michael L. Ainslie, et al., relating to 
the Global Settlement was filed in New York State Supreme Court, New York County. The suit names Holdings and its 
then sitting Board of Directors (the “Board”) as defendants and contends that the Board should have been aware of and 
prevented the alleged misconduct that resulted in the Global Settlement. In December 2003, plaintiffs filed an amended 
complaint, reiterating the allegations concerning the alleged failure to detect and prevent conduct resulting in the Global 
Settlement, and adding allegations concerning the alleged failure to detect and prevent conduct relating to purportedly 
improper IPO allocation practices, discussed more fully above under the heading “IPO Allocation Cases.” 

Short Sales Related Litigation 

In re Short Sale Antitrust Litigation. Commencing in April 2006, LBI was named as a defendant in putative class actions 
relating to short selling filed in the New York District Court. In December 2006, the court ordered that the actions be 
consolidated and renamed the In re Short Sale Antitrust Litigation. By January 2007, only one plaintiff, Electronic Trading 
Group, remained in the case (after earlier-named plaintiffs dropped out). A second amended complaint was filed, 
purportedly on behalf of those who had paid certain fees to broker dealers in connection with borrowing securities 
against 17 broker-dealers and other unnamed defendants, including LBI. The complaint asserted four causes of action: 
violations of Section 1 of the Sherman Act, breach of fiduciary duty, aiding and abetting breaches of fiduciary duty, and 
unjust enrichment. Plaintiff sought injunctive relief and unspecified trebled compensatory and punitive damages. On 
December 20, 2007, the New York District Court granted defendants’ motion to dismiss the second amended 
complaint. On January 18, 2008, plaintiffs filed a notice of appeal of the New York District Court decision with the 
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United States Court of Appeals for the Second Circuit. 

Avenius, et al. v. Banc of America Securities LLC, et al. In June 2006, LBI was named as a defendant in an action filed by 40 
shareholders of Novastar Financial, Inc. (“NFI”) against 11 broker-dealers and other unnamed defendants in the 
Superior Court of California for San Francisco County (“California Superior Court”). The action alleges that the broker-
dealers participated in an illegal stock market manipulation scheme that involved accepting orders for purchases, sales 
and short sales of NFI stock with no intention of covering such orders with borrowed stock or stock issued by NFI. 
Plaintiffs claim that this scheme caused distortions with regard to the nature and amount of active trading in NFI stock, 
thereby causing its share price to decline. The complaints assert causes of action under California Corporations Code 
Sections 25400, et seq. and California Business and Professions Code Sections 17200, et seq. and 17500, et seq. The 
actions seek unspecified damages. On September 14, 2007, plaintiffs filed an amended complaint to, among other things, 
assert claims for conversion and trespass to chattels, in addition to the causes of action previously asserted. 

Overstock.com, Inc., et al. v. Morgan Stanley & Co., Inc., et al. On September 14, 2007, LBI was named as a defendant in an 
amended complaint filed by Overstock.com, Inc. (“Overstock”) and seven of its shareholders against 11 broker-dealers 
and other unnamed defendants in the California Superior Court. The allegations are similar to those in the Avenius action 
described above. Plaintiffs claim that this scheme caused distortions with regard to the nature and amount of active 
trading in Overstock stock, thereby causing its share price to decline. The complaints assert the same causes of action as 
the Avenius complaint.  

Wright et al. v. Lehman Brothers Holdings Inc. et al. 

In August 2005, A. Vernon Wright and Dynoil Refining LLC sued Holdings (who was subsequently dropped as a 
defendant), LBI and two current and one former LBI employee, in Los Angeles Superior Court (the “Wright action”). 
Plaintiffs claimed negligence, breach of contract, breach of duties of good faith and fair dealing and of fiduciary duty, 
interference with prospective business advantage and misappropriation of trade secrets. Plaintiffs alleged that Wright 
provided Lehman Brothers with confidential information that Wright, along with certain Chinese interests, intended to 
buy Unocal, which Lehman Brothers allegedly did not keep confidential, preventing Wright from executing his plan. In 
his complaint, plaintiffs sought $9.2 billion, the alleged value of the U.S. assets plaintiffs say they would have acquired. 
On January 10, 2008 the parties entered into a confidential settlement, and the Court dismissed the action. 

In March 2006, Carlton Energy Group, Muskeg Oil Co and Newco filed a similar suit against Holdings (again, later 
dropped), LBI and three LBI employees in state court in Harris County, Texas. The three plaintiff entities are owned or 
controlled by Thomas O’Dell and Daniel Chiang, erstwhile business partners of Vernon Wright. The claims and 
allegations asserted in this action are similar to those asserted in the Wright action. Plaintiffs sought unspecified 
damages. Pursuant to a confidential settlement agreement, on October 18, 2007, the plaintiffs filed a stipulation of 
voluntary dismissal. 

In re Lehman Brothers Holdings, Inc. Derivative Litigation 

Beginning in mid-April 2007, three purported shareholder derivative actions were filed against Holdings (as a nominal 
defendant) and certain of its current and former officers and directors in the New York District Court, all relating to 
Holdings’ historical stock option granting processes. The cases were captioned,  Garber v. Fuld, et al.; Staehr v. Fuld, et al.; 
and Locals 302 & 612 of the International Union of Operating Engineers-Employers Construction Industry Retirement Trust v. Fuld, et 
al. An additional plaintiff, Saginaw Police & Fire Pension Board, intervened in the Garber action. On October 3, 2007, 
the court consolidated the above actions, appointed Plaintiffs Garber and the Saginaw Police & Fire Pension Board as 
lead plaintiffs, and re-captioned the action In re Lehman Brothers Holdings, Inc. Derivative Litigation. 

On or about January 3, 2008, lead plaintiffs filed a Consolidated Complaint and a motion to join the International 
Brotherhood of Electrical Workers Local No. 38 Pension Fund as an additional plaintiff. The Consolidated Complaint, 
purportedly brought on behalf of Holdings, alleges state law claims for breach of fiduciary duty, gross mismanagement, 
misappropriation and/or waste of corporate assets, unjust enrichment, misrepresentation and fraudulent concealment, 
and invalidation of certain stock options and restricted stock units. 

The Consolidated Complaint alleges that stock options and restricted stock units granted by Holdings between 1997 and 
2002 were backdated and issued in violation of Holdings’ stock option plans. The Consolidated Complaint further 
alleges that Holdings’ financial statements for the years 1997 through the present misstated Holdings’ financial results by 
failing to properly report compensation expense and tax liabilities attributable to stock options and restricted stock units 
granted between 1997 and 2002. The Consolidated Complaint seeks damages from the individual defendants and various 
types of equitable and injunctive relief, including rescission of all unexercised stock options and restricted stock units 
granted in the time frame, return of certain incentive-based or equity-based compensation, and imposition of a 
constructive trust and attachment of assets. 
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None. 
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PART II 

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS 
AND ISSUER PURCHASES OF EQUITY SECURITIES 

Holdings’ common stock, par value $0.10 per share, is listed on the New York Stock Exchange. As of December 31, 2007, 
there were 530,588,207 shares of our common stock outstanding and approximately 23,200 holders of record. On January 
28, 2008, the last reported sales price of our common stock was $60.63. The table below shows the high and low sale prices 
for the common stock for each fiscal quarter within the two most recent fiscal years: 

Price Range of Common Stock 

 
Low Sale Price High Sale Price Dividends 

Fiscal 2007:    
Fourth Quarter $51.59 $67.73 $0.15 
Third Quarter $49.06 $82.05 $0.15 
Second Quarter $68.07 $79.21 $0.15 
First Quarter $72.26 $86.18 $0.15 

Fiscal 2006: 
   

Fourth Quarter $63.04 $78.89 $0.12 
Third Quarter $58.37 $69.48 $0.12 
Second Quarter $62.82 $78.85 $0.12 
First Quarter $62.14 $74.79 $0.12 

In January 2008, our Board of Directors increased the fiscal 2008 annual common stock dividend rate to $0.68 per share 
from an annual dividend rate of $0.60 per share in fiscal 2007 and $0.48 per share in fiscal 2006. Dividends on the common 
stock are generally payable, following declaration by the Board of Directors, in February, May, August and November. The 
above table and common stock dividend per share rates have been adjusted to reflect the April 28, 2006 2-for-1 stock split. 

 
- 28 - 

A-30



LEHMAN BROTHERS HOLDINGS INC. 

The table below sets forth information with respect to purchases made by or on behalf of Holdings or any “affiliated 
purchaser” (as defined in Rule 10b-18(a)(3) under the Securities Exchange Act of 1934, as amended), of our common stock 
during the quarter ended November 30, 2007. 

Issuer Purchases of Equity Securities 

   Total Number of Maximum Number 
 Total  Shares Purchased  of Shares that May 
 Number of  as Part of Publicly Yet Be Purchased 
 Shares Average Price  Announced Plans Under the Plans  
 Purchased Paid per Share or Programs or  Programs 

Month 1 (September 1, 2007 – September 30, 2007)    
Common stock repurchases(1) 223 223 
Employee transactions(2) 41,292 41,292 
Total 41,515 $55.64 41,515 62,208,454
Month 2 (October 1, 2007 – October 31, 2007)  
Common stock repurchases(1) 14,900 14,900 
Employee transactions(2) 355,501 355,501 
Total 370,401 $62.70 370,401 61,838,053
Month 3 (November 1, 2007 – November 30, 2007)  
Common stock repurchases(1) 83,800 83,800 
Employee transactions(2) 4,791,483 4,791,483 
Total 4,875,283 $62.46 4,875,283 56,962,770
Total (September 1, 2007 – November 30, 2007)  
Common stock repurchases(1) 98,923 98,923 
Employee transactions(2) 5,188,276 5,188,276 
Total 5,287,199 $62.43 5,287,199 56,962,770
(1) We have an ongoing common stock repurchase program, pursuant to which we repurchase shares in the open market. As previously announced, 

in January 2007 our Board of Directors authorized the repurchase, subject to market conditions, of up to 100 million shares of Holdings’ 
common stock, for the management of the Firm’s equity capital, including offsetting dilution due to employee stock awards. This authorization 
superseded the stock repurchase program authorized in January 2006. The number of shares authorized to be repurchased in the open market is 
reduced by the actual number of Employee Offset Shares (as defined below) received. 

(2) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon option 
exercises and conversion of restricted stock units (collectively, “Employee Offset Shares”). 

In January 2008, our Board of Directors authorized the repurchase, subject to market conditions, of up to 100 million 
shares of Holdings’ common stock for the management of the Firm’s equity capital, including consideration of dilution due 
to employee stock awards. This resolution supersedes the stock purchase program authorized in 2007. For more 
information about the repurchase program and employee stock plans, see “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations—Liquidity, Funding and Capital Resources—Equity Management” in 
Part II, Item 7, and Note 11 to the Consolidated Financial Statements in Part II, Item 8, in this Form 10-K, and Notes 
10 and 12 to the Consolidated Financial Statements in Part II, Item 8, and “Security Ownership of Certain Beneficial 
Owners and Management and Related Stockholder Matters” in Part III, Item 12, of this Form 10-K. 
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ITEM 6. SELECTED FINANCIAL DATA 

 As of or for the Year Ended November 30, 
 2007 2006 2005 2004 2003 
Consolidated Statement of Income (in millions)      
Total revenues $ 59,003 $  46,709 $  32,420 $ 21,250 $ 17,287 
Interest expense   39,746   29,126 17,790 9,674 8,640 
Net revenues 19,257   17,583 14,630 11,576 8,647 
Non-interest expenses:      
    Compensation and benefits 9,494   8,669 7,213 5,730 4,318 
    Non-personnel expenses(1) 3,750   3,009 2,588 2,309 1,716 
    Real estate reconfiguration charge — — — 19 77 
Total non-interest expenses 13,244   11,678 9,801 8,058 6,111 
Income before taxes and cumulative effect of accounting change 6,013 5,905 4,829 3,518 2,536 
Provision for income taxes 1,821 1,945 1,569 1,125 765 
Dividends on trust preferred securities(2) — — — 24 72 
Income before cumulative effect of accounting change 4,192     3,960     3,260     2,369     1,699 
Cumulative effect of accounting change — 47 — — — 
Net income $    4,192 $    4,007 $    3,260 $    2,369 $    1,699 
Net income applicable to common stock $    4,125 $    3,941 $    3,191 $    2,297 $    1,649 
Consolidated Statement of Financial Condition (in millions)    
    Total assets $691,063 $503,545 $410,063 $357,168 $312,061 
     Net assets(3) (10) 372,959   268,936 211,424 175,221 163,182 
    Long-term borrowings(2) (4) 123,150     81,178 53,899 49,365 35,885 
    Preferred securities subject to mandatory redemption(2) — — — — 1,310 
    Total stockholders’ equity 22,490     19,191 16,794 14,920 13,174 
    Tangible equity capital(5) (10) 23,103     18,567 15,564 12,636 10,681 
    Total long-term capital(6) 145,640  100,369 70,693 64,285 50,369 
Per Common Share Data (in millions, except per share amounts)(7)   
    Earnings per share:      
        Basic  $      7.63 $     7.26 $     5.74  $     4.18 $     3.36 
        Diluted  $      7.26 $     6.81 $     5.43  $     3.95 $     3.17 
    Weighted average common shares outstanding:      
        Basic  540.6  543.0  556.3  549.4  491.3 
        Diluted  568.3  578.4  587.2  581.5  519.7 
    Dividends declared and paid per common share  $      0.60 $     0.48 $     0.40  $     0.32 $     0.24 
    Book value per common share(8)  $    39.44 $   33.87 $   28.75  $   24.66 $   22.09 
Selected Data  
    Leverage ratio(9) 30.7x 26.2x 24.4x 23.9x 23.7x 
    Net leverage ratio(10) 16.1x 14.5x 13.6x 13.9x 15.3x 
    Employees 28,556 25,936 22,919 19,579  16,188 
    Assets under management (in billions)  $       282 $       225 $       175 $     137 $      120 
Financial Ratios     
    Compensation and benefits/net revenues 49.3% 49.3% 49.3% 49.5% 49.9%
    Pre-tax margin 31.2% 33.6% 33.0% 30.4% 29.3%
    Return on average common stockholders’ equity(11) 20.8% 23.4% 21.6% 17.9% 18.2%
    Return on average tangible common stockholders’ equity(11) 25.7% 29.1% 27.8% 24.7% 19.2%
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Notes to Selected Financial Data: 
(1) Non-personnel expenses exclude real estate reconfiguration charges of $19 million and $77 million for the years ended November 30, 2004 

and 2003, respectively. 
(2) We adopted FIN 46(R) effective February 29, 2004, which required us to deconsolidate the trusts that issued the preferred securities. 

Accordingly, at and subsequent to February 29, 2004, preferred securities subject to mandatory redemption were reclassified to junior 
subordinated notes, a component of long-term borrowings. Dividends on preferred securities subject to mandatory redemption, which were 
presented as Dividends on trust preferred securities in the Consolidated Statement of Income through February 29, 2004, are included in 
Interest expense in periods subsequent to February 29, 2004. 

(3) We calculate net assets by excluding from total assets: (i) cash and securities segregated and on deposit for regulatory and other purposes; (ii) 
collateralized lending agreements; and (iii) identifiable intangible assets and goodwill. We believe net assets to be a more useful measure of our 
assets than total assets because it excludes certain low-risk, non-inventory assets. Net assets as presented are not necessarily comparable to 
similarly-titled measures provided by other companies in the securities industry because of different methods of presentation. 

 At November 30, 
In millions  2007  2006  2005  2004  2003 

Total assets  $ 691,063  $ 503,545  $ 410,063  $ 357,168  $ 312,061 
Cash and securities segregated and on deposit for regulatory      
   and other purposes  (12,743)  (6,091)  (5,744)  (4,085)  (3,100) 
Collateralized lending agreements  (301,234)  (225,156)  (189,639)  (174,578)  (142,218) 
Identifiable intangible assets and goodwill  (4,127)  (3,362)  (3,256)  (3,284)  (3,561)
Net assets  $ 372,959  $ 268,936  $ 211,424  $ 175,221  $ 163,182 

(4) Long-term borrowings exclude borrowings with remaining contractual maturities within twelve months of the financial statement date. 
(5) We calculate tangible equity capital by including stockholders’ equity and junior subordinated notes (at November 30, 2003, preferred 

securities subject to mandatory redemption), and excluding identifiable intangible assets and goodwill. See “MD&A—Liquidity, Funding and 
Capital Resources—Balance Sheet and Financial Leverage” for additional information about tangible equity capital. We believe tangible 
equity capital to be a more meaningful measure of our equity base as it includes instruments we consider to be equity-like due to their 
subordinated nature, long-term maturity and interest deferral features and excludes assets we do not consider available to support our 
remaining net assets (see note 3 above). These measures may not be comparable to other, similarly titled calculations by other companies as a 
result of different calculation methodologies. 

 At November 30, 
In millions  2007  2006  2005  2004  2003 

Total stockholders’ equity  $22,490  $19,191  $16,794  $14,920  $13,174 
Junior subordinated notes (subject to limitation) (a)(b)  4,740  2,738  2,026  1,000  1,068 
Identifiable intangible assets and goodwill  (4,127)  (3,362)  (3,256)  (3,284)  (3,561) 
Tangible equity capital  $23,103  $18,567  $15,564  $12,636  $10,681 
(a) Preferred securities subject to mandatory redemption at November 30, 2003.  
(b) Our definition for tangible equity capital limits the amount of junior subordinated notes and preferred stock included in the calculation to 

25% of tangible equity capital. The amount excluded was approximately $237 million at November 30, 2007. No amounts were excluded 
in prior periods. 

(6) Total long-term capital includes long-term borrowings (excluding any borrowings with remaining contractual maturities within twelve 
months of the financial statement date) and total stockholders’ equity and, at November 30, 2003, preferred securities subject to mandatory 
redemption. We believe total long-term capital is useful to investors as a measure of our financial strength. 

(7) Common share and per share amounts have been retrospectively adjusted to give effect for the 2-for-1 common stock split, effected in the 
form of a 100% stock dividend, which became effective April 28, 2006. 

(8) The book value per common share calculation includes amortized restricted stock units granted under employee stock award programs, 
which have been included in total stockholders’ equity. 

(9) Leverage ratio is defined as total assets divided by total stockholders’ equity. 
(10) Net leverage ratio is defined as net assets (see note 3 above) divided by tangible equity capital (see note 5 above). We believe net leverage 

based on net assets and tangible equity capital to be a more meaningful measure of leverage as net assets excludes certain low-risk, non-
inventory assets and we believe tangible equity capital to be a more meaningful measure of our equity base. Net leverage as presented is not 
necessarily comparable to similarly-titled measures provided by other companies in the securities industry because of different methods of 
presentation. 
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(11) Return on average common stockholders’ equity is computed by dividing net income applicable to common stock for the period by average 
common stockholders’ equity. Return on average tangible common stockholders’ equity is computed by dividing net income applicable to 
common stock for the period by average tangible common stockholders’ equity. Average tangible common stockholders’ equity equals 
average total common stockholders’ equity less average identifiable intangible assets and goodwill. We believe tangible common 
stockholders’ equity is a meaningful measure because it reflects the common stockholders’ equity deployed in our businesses. Average 
common stockholders’ equity, Average identifiable intangible assets and goodwill and Average tangible common stockholders’ equity are 
calculated as: 

 As of or for the Year Ended November 30, 
In millions 2007 2006 2005 2004 2003 
Net income applicable to common stock $ 4,125 $  3,941 $  3,191 $  2,297 $1,649 
      
Average stockholders’ equity $20,910 $17,971 $15,936 $14,059 $9,899 
Less: average preferred stock (1,095) (1,095) (1,195) (1,217) (838) 
Average common stockholders’ equity $19,815 $16,876 $14,741 $12,842 $9,061 
Less: average identifiable intangible assets and goodwill (3,756) (3,312) (3,272) (3,547) (471) 
Average tangible common stockholders’ equity $16,059 $13,564 $11,469  $ 9,295  $8,590 
Return on average common stockholders’ equity 20.8% 23.4% 21.6% 17.9% 18.2% 
Return on average tangible common stockholders’ equity 25.7% 29.1% 27.8% 24.7% 19.2% 
 

 
- 32 - 

A-34



LEHMAN BROTHERS HOLDINGS INC. 

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 

Contents 

 Page 
 Number 
 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 
 

Introduction..............................................................................................................................  34

Forward-Looking Statements ................................................................................................  34

Executive Overview ................................................................................................................  34

Certain Factors Affecting Results of Operations...............................................................  37

Critical Accounting Policies and Estimates.........................................................................  39

Consolidated Results of Operations.....................................................................................  43

Business Segments ...................................................................................................................  47

Geographic Revenues .............................................................................................................  55

Liquidity, Funding and Capital Resources...........................................................................  57

Contractual Obligations and Lending-Related Commitments ........................................  66

Off-Balance-Sheet Arrangements .........................................................................................  67

Risk Management.....................................................................................................................  70

2-for-1 Stock Split....................................................................................................................  77

Accounting and Regulatory Developments ........................................................................  77

Effects of Inflation ..................................................................................................................  81

 

 
- 33 - 

A-35



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

Introduction 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” the “Firm,” “Lehman 
Brothers,” “we,” “us” or “our”) serves the financial needs of corporations, governments and municipalities, institutional 
clients and high net worth individuals worldwide with business activities organized in three segments, Capital Markets, 
Investment Banking and Investment Management. Founded in 1850, Lehman Brothers maintains market presence in equity 
and fixed income sales, trading and research, investment banking, asset management, private investment management and 
private equity. The Firm is headquartered in New York, with regional headquarters in London and Tokyo, and operates in a 
network of offices in North America, Europe, the Middle East, Latin America and the Asia-Pacific region. We are a 
member of all principal securities and commodities exchanges in the U.S., and we hold memberships or associate 
memberships on several principal international securities and commodities exchanges, including the London, Tokyo, Hong 
Kong, Frankfurt, Paris, Milan and Australian stock exchanges. 

This Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be read 
together with the Consolidated Financial Statements and the accompanying Notes contained in this Annual Report on 
Form 10-K for the fiscal year ended November 30, 2007 (the “Form 10-K”). Unless specifically stated otherwise, all 
references to the years 2007, 2006 and 2005 in this MD&A refer to our fiscal years ended November 30, 2007, 2006 and 
2005, or the last day of such fiscal years, as the context requires. All share and per share amounts have been retrospectively 
adjusted for the two-for-one common stock split, effected in the form of a 100% stock dividend, which became effective 
April 28, 2006. For additional information, see “2-for-1 Stock Split” in this MD&A and Note 10, “Stockholders’ Equity,” to 
the Consolidated Financial Statements. 

Forward-Looking Statements 

Some of the statements contained in this MD&A, including those relating to our strategy and other statements that are 
predictive in nature, that depend on or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates” and similar expressions, are forward-looking statements within the 
meaning of Section 21E of the Securities Exchange Act of 1934, as amended. These statements are not historical facts but 
instead represent only management’s expectations, estimates and projections regarding future events. Similarly, these 
statements are not guarantees of future performance and involve certain risks and uncertainties that are difficult to predict, 
which may include, but are not limited to, market risk, investor sentiment, liquidity risk, credit ratings changes, credit 
exposure and operational, legal, regulatory and reputational risks. For further discussion of these risks, see “Certain Risk 
Factors Affecting Results of Operations” below as well as “Risk Factors” in Part I, Item 1A in this Form 10-K. 

As a global investment bank, the nature of our business makes predicting future performance difficult. Revenues and 
earnings may vary from quarter to quarter and from year to year. Caution should be used when extrapolating historical 
results to future periods. Our actual results and financial condition may differ, perhaps materially, from the anticipated 
results and financial condition in any such forward-looking statements and, accordingly, readers are cautioned not to place 
undue reliance on such statements, which speak only as of the date on which they are made. We undertake no obligation to 
update any forward-looking statements, whether as a result of new information, future events or otherwise. 

Executive Overview1

Summary of Results 

On the basis of a record first half and a reasonably successful navigation of difficult market conditions in the second half, 
we achieved our fourth consecutive year of record net revenues, net income and diluted earnings per common share in 
2007. Net income totaled $4.2 billion, $4.0 billion and $3.3 billion in 2007, 2006 and 2005, respectively, increasing 5% in 
2007 and 23% in 2006 from the corresponding 2006 and 2005 periods, respectively. Diluted earnings per common share 
were $7.26, $6.81 and $5.43 in 2007, 2006 and 2005, respectively, up 7% in 2007 and 25% in 2006 from the corresponding 
prior periods, respectively.2

                                                           
1 Market share, volume and ranking statistics in this MD&A were obtained from Thomson Financial, an operating unit of The Thomson 

Corporation. 
2  The 2006 results included an after-tax gain of $47 million ($0.08 per diluted common share) from the cumulative effect of an accounting change for 

equity-based compensation resulting from the Company’s adoption of Statement of Financial Accounting Standards (“SFAS”) No. 123 (revised), 
Share-Based Payment (“SFAS 123(R)”). For additional information, see Note 12, “Share-Based Employee Incentive Plans,” to the Consolidated 
Financial Statements. 
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2007 net revenues were $19.3 billion, which exceeded the prior year record level by 10% and represents the fifth 
consecutive year of record net revenues. The second half of the 2007 fiscal year presented some of the most challenging 
mortgage and credit markets experienced in almost a decade, particularly in the U.S. Record net revenues were reported 
in each of our three business segments and in both the Europe and the Middle East and Asia-Pacific geographic 
segments. Pre-tax margin for the 2007 fiscal year was 31.2%, compared to 33.6% and 33.0% reported in 2006 and 2005, 
respectively. Full year return on average common stockholders’ equity1 was 20.8%, 23.4% and 21.6% for 2007, 2006 and 
2005, respectively. Return on average tangible common stockholders’ equity was 25.7%, 29.1% and 27.8% in full years 
2007, 2006 and 2005, respectively.  

2007 vs. 2006. In 2007, Capital Markets segment net revenues increased 2% to a record $12.3 billion from $12.0 billion in 
2006. Capital Markets—Equities, operating in a favorable environment of strong customer-driven activity and favorable 
global equities markets, reported net revenues of $6.3 billion in 2007, a 76% increase from $3.6 billion in 2006. These 
record results in the Equities component of our Capital Markets business segment were offset by a decrease in Capital 
Markets—Fixed Income’s net revenues which declined 29% to $6.0 billion in 2007 from $8.4 billion in 2006. This decline 
corresponds to the deterioration throughout the fiscal year in the U.S. residential mortgage sector and the follow-on 
dislocation in the broader credit markets that occurred later in the fiscal year. Investment Banking segment net revenues 
increased 24% to $3.9 billion in 2007 from $3.2 billion in 2006, representing record Debt and Equity underwriting-related 
activities as well as record Advisory Services revenues. These results reflect the significant progress made in building market 
share in the areas of mergers and acquisitions (“M&A”) and high yield offerings as well as the development of a broader 
range of geographic and client bases. Investment Management segment net revenues increased 28% to $3.1 billion in 2007 
from $2.4 billion in 2006, reflecting record net revenues in both Asset Management and Private Investment Management 
and our continued expansion of this business segment globally. For the fiscal year, assets under management (“AUM”) of 
$282 billion increased 25% from 2006 from both net inflows and asset appreciation. Non–U.S. net revenues increased 49% 
to $9.6 billion in 2007 from $6.5 billion in 2006, representing 50% and 37% of total net revenues in the 2007 and 2006 
periods, respectively. 

2006 vs. 2005. Net revenues increased 20% in 2006 from 2005. Capital Markets segment net revenues increased 22% to 
$12.0 billion in 2006 from $9.8 billion in 2005. Capital Markets—Equities net revenues rose 44% to $3.6 billion in 2006 
from $2.5 billion in 2005, driven by solid client–flow activity in the cash and prime services businesses. Capital Markets—
Fixed Income net revenues increased 15% to $8.4 billion in 2006 from $7.3 billion in 2005 due to broad-based strength 
across products and regions. Investment Banking segment net revenues increased 9% to $3.2 billion in 2006 from $2.9 
billion in 2005, reflecting strength in each business. Investment Management segment net revenues increased 25% to $2.4 
billion in 2006 from $1.9 billion in 2005, reflecting growth in alternative investment offerings and an increase in equity-
related activity. In 2006, AUM increased 29% to $225 billion from $175 billion in 2005. Non–U.S. net revenues increased 
21% to $6.5 billion in 2006 from $5.4 billion in 2005, representing 37% of total net revenues for both the 2006 and 2005 
periods. 

While we generated record operating results in 2007, our business, by its nature, does not produce predictable earnings. 
Our results in any given period can be materially affected by conditions in global financial markets and economic 
conditions generally. For a further discussion of factors that may affect our future operating results, see “Certain Factors 
Affecting Results of Operations” below as well as “Risk Factors” in Part I, Item 1A in this Form 10-K. For a detailed  

                                                           
1  Return on average common stockholders’ equity and return on average tangible common stockholders’ equity are computed by dividing net income 

applicable to common stock for the period by average common stockholders’ equity and average tangible common stockholders’ equity, respectively. 
We believe average tangible common stockholders’ equity is a meaningful measure because it reflects the common stockholders’ equity deployed in 
our businesses. Average tangible common stockholders’ equity equals average common stockholders’ equity less average identifiable intangible assets 
and goodwill and is computed as follows: 

Year Ended November 30,  
2007 2006 2005 In millions 

Net income applicable to common stock $ 4,125 $  3,941 $  3,191 
    
Average stockholders’ equity $20,910 $17,971 $15,936 
Less: average preferred stock (1,095) (1,095) (1,195) 
Average common stockholders’ equity $19,815 $16,876 $14,741 
Less: average identifiable intangible assets and goodwill (3,756) (3,312) (3,272) 
Average tangible common stockholders’ equity $16,059 $13,564 $11,469 
Return on average common stockholders’ equity 20.8% 23.4% 21.6% 
Return on average tangible common stockholders’ equity 25.7% 29.1% 27.8% 
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discussion of results of operations by business segments and geographic regions, see “Business Segments” and 
“Geographic Revenues.” 

Business Environment  

As an investment banking, securities and investment management firm, our businesses are materially affected by conditions 
in the global financial markets and worldwide economic conditions. A favorable business environment is generally 
characterized by, among other factors, high global gross domestic product growth, stable geopolitical conditions, 
transparent and efficient capital markets, liquid markets with active investors, low inflation, high business and consumer 
confidence and strong business earnings. These factors provide a positive climate for our investment banking activities, for 
many of our capital markets trading businesses and for wealth creation, which contributes to growth in our asset 
management business. For a further discussion of how market conditions can affect our business, see “Certain Factors 
Affecting Results of Operations” below as well as “Risk Factors” in Part I, Item 1A in this Form 10-K. A further discussion 
of the business environment in 2007 and economic outlook for 2008 is set forth below. 

The global market environment was generally favorable for our businesses for the first half of the 2007 fiscal year. These 
favorable conditions resulted from a number of factors: strong equity markets, continued strong gross domestic product in 
most major economies, tightening credit spreads, minimal interest rate actions by major central banks, active trading 
volumes, and strong M&A and underwriting activities driven by favorable interest rate and credit spread environments. 
During the second half of the 2007 fiscal year, the global economy was impacted by the deterioration within the U.S. 
subprime residential mortgage asset category, the weakening of the U.S. housing sector became worse than most observers 
expected and dislocations began to occur beyond the residential mortgage component of credit markets. Also during the 
latter part of the 2007 fiscal year, risk aversion escalated following rating agency downgrades of certain structured assets 
which, in part, led to many market participants re-pricing assets and taking large write-downs. Central banks sought to 
prevent a more serious downturn by central bank interest rate and liquidity actions. Our fiscal year ended with dislocated 
inter-bank markets, constrained bank balance sheets and credit uncertainty regarding monoline issuers and structured 
investment vehicles. 

The global fixed income environment was characterized by spreads tightening in the first half of the year and, conversely, 
unprecedented spread widening in the second half of the year. Global high yield and high grade spread indices ended our 
fiscal year up 209 and 86 basis points, respectively, compared to the end of our 2006 fiscal year. Global equity markets rose 
over the fiscal year; however, many equity markets experienced high volatility in the second half of the year. Globally, 
corporate activity levels in completed and announced M&A transactions were up compared to our last fiscal year. In 
addition, equity underwriting activity remained solid, particularly in convertibles; but debt underwriting activity declined, 
particularly in leveraged finance during the second half of the 2007 fiscal year.  

Global economic growth was approximately 3.4% for calendar year 2007 and is forecasted to be lower for calendar year 
2008. Our forecast differs by geographies: our growth assumptions for the Americas and Eurozone are lower than those for 
Asia and other territories. Our growth outlook is dependent on how extended and severe the credit dislocation may be, 
results from fiscal and monetary policy actions, accessibility of new sources of liquidity and oil prices leveling or continuing 
to increase. The underpinnings of these growth assumptions also form our view on prospective Investment Banking 
activity. We expect M&A volumes to decline in 2008 by approximately 20% as compared to 2007 and believe that (i) 
strategic buyers will continue to account for a larger proportion of overall deal volume, (ii) stock will become prominent in 
transactions and (iii) cross-border and international activity will continue to increase. If the anticipated higher volatility in 
global equity markets is realized in calendar 2008, we expect equity issuance will be down compared to 2007. Equity capital 
markets experienced a 17% return in 2007 in local currency terms, and we expect lower returns in 2008. We expect global 
fixed income origination to decline in 2008 as a result of lower volumes of securitizations and M&A financings. Fixed 
income capital markets are expected to continue to face uncertainties in the 2008 calendar year. 

In the U.S., economic growth showed signs of strength at the beginning of our fiscal year, driven by higher net exports and 
consumption levels, among other indicators, but the pace of growth slowed in the latter half. Over the twelve-month 
period, the U.S. housing market weakened, business confidence declined, and, in the last six months of the year, consumer 
confidence dropped. The labor market followed the same trajectory, showing signs of deterioration in the second half of 
the period as unemployment levels increased modestly and payroll data showed some signs of weakness. Responding to 
concerns over liquidity in the financial markets and inflationary pressures, the U.S. Federal Reserve reduced rates three 
times during the calendar year and made an additional inter-meeting rate cut in January 2008, and most observers anticipate 
additional reductions will occur in the early part of our 2008 fiscal year. Long-term bond yields declined, with the 10-year 
Treasury note yield ending our fiscal year down 52 basis points at 3.94%. The S&P 500 Index, Dow Jones Industrial 
Average and NASDAQ composites were up 5.7%, 9.4%, and 9.4%, respectively, from November 2006 levels. The current 
high levels of U.S. home inventories suggest that an extended period of construction declines and housing price cuts will 
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combine with tighter credit conditions and increasing oil prices to slow down consumer spending. We believe those 
conditions will continue to strain the capital markets, particularly the securitized products and residential housing 
components. We also believe that those conditions will stress other components of the capital markets, such as commercial 
real estate. We believe these impediments will decrease the U.S. growth rate in 2008. 

In Eurozone countries and the U.K., economic growth continued in the second half of the 2007 fiscal year, although it was 
modest compared to the first half. Business activity reflected a slight tapering at the end of the fiscal year. Unemployment 
levels declined over the fiscal year, and inflationary pressures appeared contained. The European Central Bank increased 
rates twice during our fiscal year and is forecasted to hold those levels through the early part of our 2008 fiscal year. The 
Bank of England (the “BOE”) increased rates three times during our fiscal year, and in December 2007 the BOE began to 
ease with a rate reduction. Further rate reductions are anticipated in the early part of the 2008 calendar year. The Bund and 
Gilts 10-year yields were 4.13% and 4.64%, respectively, at the end of our 2007 fiscal year compared to 3.70% and 4.51%, 
respectively, at the end of our 2006 fiscal year. Equity indices and volatility for continental Europe and the U.K. were up 
compared to levels at the end of our 2006 fiscal year. At the end of our 2007 fiscal year, stresses in the banking system, 
particularly in the U.K, were causing bank credit conditions to tighten. We believe that those tighter conditions, lower 
anticipated world growth and a stronger Euro will combine to slow regional growth for our upcoming 2008 fiscal year. 

In Japan, real gross domestic product growth decelerated, unemployment levels modestly decreased and deflation eased 
during our 2007 fiscal year. The Bank of Japan increased its rates in early 2007 and held those rates for the remainder of 
our fiscal year, and is anticipated to continue to do so into our 2008 fiscal year. The yield on the 10-year Japanese 
government bond fell 18 basis points to 1.48% at the end of our 2007 fiscal year. The Nikkei 225 equity index was 3.6% 
lower at the end of our fiscal year than its level at the end of our 2006 fiscal year. Residential and non-residential 
construction spending is decreasing, and the recovery in the corporate sector during the period has yet to have an effect 
on wages and consumption, thus increasing the risk of a possible recession. Elsewhere in Asia, however, equity markets 
broadly ended our fiscal year higher compared to the prior period. We expect three trends to emerge in China’s 
economy in 2008: (i) GDP growth to fall on an annual basis for the first time in six years; (ii) inflation to increase over 
the long-term; and (iii) overcapacity concerns to shape central bank actions. During 2008, we expect India to exhibit 
many of the same characteristics that Japan, South Korea and China did during their economic takeoffs: GDP 
accelerating, investment and savings rates surging and the economy rapidly opening up. Effects from the region’s 
dependency on exports and severe overcapacity may exacerbate the regional growth slowdown predicted for 2008. 

Certain Factors Affecting Results of Operations 

We are exposed to a variety of risks in the course of conducting our business operations. These risks, which are substantial 
and inherent in our businesses, include market, liquidity, credit, operational, legal and regulatory risks. A summary of some 
of the significant risks that could affect our financial condition and results of operations includes, but is not limited to the 
items below. For a discussion of how management seeks to manage these risks, see “Risk Management” in this MD&A. 
For a further discussion of these and other important factors that could affect our business, see “Risk Factors” in Part I, 
Item 1A in this Form 10-K. 

Market Conditions and Market Risk 

Global financial markets and economic conditions materially affect our businesses. Market conditions may change rapidly 
and without forewarning. We believe a favorable business environment for our businesses is generally characterized by, 
among other factors, high global gross domestic product growth, stable geopolitical conditions, transparent and efficient 
capital markets, liquid markets with active investors, low inflation, high business and consumer confidence and strong 
business earnings. The converses of these factors, individually or in their aggregate, have resulted in or may result in 
unfavorable or uncertain market and economic conditions for our businesses. The effects on our businesses may include 
the following: 

• We are exposed to potential changes in the value of financial instruments caused by fluctuations in interest rates, 
exchange rates, equity and fixed income securities and commodities and real estate prices, credit spreads, liquidity 
volatility, overall market activity or other conditions. We may incur losses as a result of changes in market 
conditions, especially if the changes are rapid and without warning, as these fluctuations may adversely impact the 
valuation of our trading and inventory positions and principal investments. 

• Market fluctuations and volatility may reduce our or our customers’ willingness to enter into new transactions. 
Conversely, certain of our trading businesses depend on market volatility to provide trading and arbitrage 
opportunities, and decreases in volatility may reduce these opportunities and adversely affect these businesses. 
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Any change in volume of executed transactions impacts both our costs incurred and revenues received from those 
trades. 

• Although we deploy various risk mitigation and risk monitoring techniques, they are subject to judgments as to the 
timing and duration of their application. Additionally, no risk management procedure can anticipate every market 
event and the existence of risk management in our businesses does not provide complete assurance against 
incurring losses. Increased market volatility directly impacts our measurement of risks. Increases to our measured 
risk may cause us to decrease our proprietary positions or certain business activities. In such circumstances, we 
may not be able to reduce our positions or our exposure in a timely, cost-effective way or in a manner sufficient to 
offset the increase in measured risk. For additional discussion on risk mitigation and risk monitoring techniques, 
see “Risk Management” in this MD&A. 

• Declines in the size and number of underwritings and M&A transactions may have an adverse impact on our 
results of operations and, if we are unable to reduce expenses, our profit margins. An overall decrease in global 
markets’ appetites for transactions may also impact our ability to syndicate various loan or equity commitments we 
have made. Additionally, pricing and other competitive pressures may adversely affect revenues for our 
Investment Banking segment. 

• Asset valuations of our clients’ portfolios are impacted by changes in equity market conditions or interest rates. In 
turn, our fees for managing those portfolios are also affected. Changing market conditions may cause investors to 
change their allocations of investments in our funds or other products. Our asset management business operates 
in a highly competitive environment. Changes in our asset management business’ performance could result in a 
decline in AUM and in incentive and management fees. 

Credit Risk 

We are exposed to the potential for credit-related losses that can occur as a result of an individual, counterparty or issuer 
who owes us money, securities or other assets being unable or unwilling to honor its contractual obligations. We are also 
at risk that our rights against any individual, counterparty or issuer may not be enforceable in all circumstances. 
Additionally, deterioration in the credit quality of third parties whose securities or obligations we hold could result in 
losses or adversely affect our ability to otherwise use those securities or obligations for liquidity purposes. The amount 
and duration of our credit exposures have been increasing over the past several years, as have the number and range of 
the entities to which we have credit exposures. Although we regularly review credit exposures to specific clients and 
counterparties and to specific industries, countries and regions that we believe may present credit concerns, new 
business initiatives may cause us to transact with a broader array of clients, with new asset classes and in new markets. In 
addition, the recent widening of credit spreads and dislocations in the credit markets have in some cases made it more 
difficult to syndicate credit commitments to investors, and further widening of credit spreads or worsening of these 
dislocations could increase these difficulties, resulting in increased credit exposures. 

Liquidity Risk 

While our liquidity strategy seeks to ensure that we maintain sufficient liquidity to meet all of our funding obligations in all 
markets, our liquidity could be impaired by an inability to access secured and/or unsecured debt markets, an inability to 
access funds from our subsidiaries, an inability to sell assets or unforeseen outflows of cash or collateral. This situation may 
arise due to circumstances that we are unable to control, such as a general market disruption or an operational problem that 
affects third parties or us. As we continue to employ structured products to benefit our clients and ourselves, the financial 
instruments that we hold and the contracts to which we are a party are becoming increasingly complex and these complex 
structured products often do not have readily available markets to access in times of liquidity stress. Growth of our principal 
investing activities could further restrict liquidity for these positions. Further, our ability to sell assets may be impaired if 
other market participants are seeking to sell similar assets at the same time. 

Our credit ratings are important to our liquidity. A reduction in our credit ratings could adversely affect our liquidity and 
competitive position, increase our borrowing costs, limit our access to the capital markets or trigger provisions under 
certain bilateral provisions in some of our trading and collateralized financing contracts that could permit counterparties to 
terminate contracts or require us to post additional collateral. Termination of our trading and collateralized financing 
contracts could cause us to sustain losses and impair our liquidity by requiring us to find other sources of financing or to 
make significant cash payments or securities movements. 
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Operational Risk 

Operational risk is the risk of loss resulting from inadequate or failed internal or outsourced processes, people, 
infrastructure and technology, or from external events. Our businesses are dependent on our ability to process, on a daily 
basis, a large number of transactions across numerous and diverse markets. These transactions have become increasingly 
complex and often must adhere to requirements unique to each transaction, as well as legal and regulatory standards. 
Although contingency plans exist, our ability to conduct business may be adversely impacted by a disruption in the 
infrastructure that supports our business. 

Legal, Regulatory and Reputational Risk 

The securities and financial services industries are subject to extensive regulation under both federal and state laws in the 
U.S. as well as under the laws of all of the other jurisdictions in which we do business. We are subject to regulation in the 
U.S. by governmental agencies including the SEC and Commodity Futures Trading Commission, and outside the U.S. by 
various international agencies including the Financial Services Authority in the United Kingdom and the Financial Services 
Agency in Japan. We also are regulated by a number of self-regulatory organizations such as the Financial Industry 
Regulatory Authority (“FINRA”) (formed in 2007 by the consolidation of NASD, Inc., and the member regulation, 
enforcement and arbitration functions of the New York Stock Exchange, Inc. (“NYSE”)), the Municipal Securities 
Rulemaking Board and the National Futures Association, and by national securities and commodities exchanges. Violation 
of applicable regulations could result in legal and/or administrative proceedings, which may impose censures, fines, cease-
and-desist orders or suspension of a firm, its officers or employees. 

The scrutiny of the financial services industry has increased over the past several years, which has led to increased 
regulatory investigations and litigation against financial services firms. Legislation and rules adopted both in the U.S. and 
around the world have imposed substantial new or more stringent regulations, internal practices, capital requirements, 
procedures and controls and disclosure requirements in such areas as financial reporting, corporate governance, auditor 
independence, equity compensation plans, restrictions on the interaction between equity research analysts and 
investment banking employees and money laundering. The trend and scope of increased regulatory compliance 
requirements have increased costs. 

Our reputation is critical in maintaining our relationships with clients, investors, regulators and the general public, and is 
a key focus in our risk management efforts. In recent years, there have been a number of highly publicized cases 
involving fraud, conflicts of interest or other misconduct by employees in the financial services industry, and we run the 
risk that misconduct by our employees could occur, resulting in unknown and unmanaged risks or losses. Employee 
misconduct could also involve the improper use or disclosure of confidential information, which could result in 
regulatory sanctions and serious reputational or financial harm. In addition, in certain circumstances our reputation 
could be damaged by activities of our clients in which we participate, or of hedge funds or other entities in which we 
invest, over which we have little or no control. 

We are involved in a number of judicial, regulatory and arbitration proceedings concerning matters arising in connection 
with the conduct of our business, including actions brought against us and others with respect to transactions in which 
we acted as an underwriter or financial advisor, actions arising out of our activities as a broker or dealer in securities and 
actions brought on behalf of various classes of claimants against many securities firms and lending institutions, including 
us. See Part I, Item 1A, “Business—Regulation” and Part I, Item 3, “Legal Proceedings” in this Form 10-K for more 
information about legal and regulatory matters. 

Critical Accounting Policies and Estimates 

The following is a summary of our critical accounting policies that may involve a higher degree of management judgment 
and in some instances complexity in application. For a further discussion of these and other accounting policies, see Note 1 
“Summary of Significant Accounting Policies,” to our Consolidated Financial Statements. 

Use of Estimates 

In preparing our Consolidated Financial Statements and accompanying notes, management makes various estimates that 
affect reported amounts and disclosures. Broadly, those estimates are used in: 

• measuring fair value of certain financial instruments; 

• accounting for identifiable intangible assets and goodwill; 
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• establishing provisions for potential losses that may arise from litigation, regulatory proceedings and tax 
examinations;  

• assessing our ability to realize deferred taxes; and 

• valuing equity-based compensation awards. 

Estimates are based on available information and judgment. Therefore, actual results could differ from our estimates and 
that difference could have a material effect on our Consolidated Financial Statements and notes thereto. 

Consolidation Policies 

The assessment of whether accounting criteria for consolidation of an entity is met requires management to exercise 
judgment. We consolidate the entities in which the Company has a controlling financial interest. We determine whether we 
have a controlling financial interest in an entity by first determining whether the entity is a voting interest entity (sometimes 
referred to as a non-VIE), a variable interest entity (“VIE”) or a qualified special purpose entity (“QSPE”). 

Voting Interest Entity. Voting interest entities are entities that have (i) total equity investment at risk sufficient to fund 
expected future operations independently and (ii) equity holders who have the obligation to absorb losses or receive residual 
returns and the right to make decisions about the entity’s activities. In accordance with Accounting Research Bulletin 
(“ARB”) No. 51, Consolidated Financial Statements, and Statement of Financial Accounting Standards (“SFAS”) No. 94, 
Consolidation of All Majority-Owned Subsidiaries, voting interest entities are consolidated when the Company has a controlling 
financial interest, typically more than 50 percent of an entity’s voting interests. 

Variable Interest Entity. VIEs are entities that lack one or more voting interest entity characteristics. The Company 
consolidates VIEs in which it is the primary beneficiary. In accordance with Financial Accounting Standards Board 
(“FASB”) Interpretation (“FIN”) No. 46-R, Consolidation of Variable Interest Entities (revised December 2003)—an interpretation of 
ARB No. 51 (“FIN 46(R)”), we are the primary beneficiary if we have a variable interest, or a combination of variable 
interests, that will either (i) absorb a majority of the VIEs expected losses, (ii) receive a majority of the VIEs expected 
residual returns, or (iii) both. To determine if we are the primary beneficiary of a VIE, we review, among other factors, the 
VIE’s design, capital structure, contractual terms, which interests create or absorb variability and related party relationships, 
if any. Additionally, we may calculate our share of the VIE’s expected losses and expected residual returns based upon the 
VIE’s contractual arrangements and/or our position in the VIE’s capital structure. This type of analysis is typically 
performed using expected cash flows allocated to the expected losses and expected residual returns under various 
probability-weighted scenarios. 

Qualified Special Purpose Entity. QSPEs are passive entities with limited permitted activities. SFAS No. 140, Accounting 
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities-a replacement of FASB Statement No. 125 (“SFAS 
140”), establishes the criteria an entity must satisfy to be a QSPE, including types of assets held, limits on asset sales, use of 
derivatives and financial guarantees, and discretion exercised in servicing activities. In accordance with SFAS 140 and FIN 
46(R), we do not consolidate QSPEs. 

For a further discussion of our involvement with VIEs, QSPEs and other entities see Note 6, “Securitizations and Special 
Purpose Entities,” to the Consolidated Financial Statements. 

Equity-Method Investments. Entities in which we do not have a controlling financial interest (and therefore do not 
consolidate) but in which we exert significant influence (generally defined as owning a voting interest of 20 percent to 50 
percent, or a partnership interest greater than 3 percent) are accounted for either under Accounting Principles Board 
Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock or SFAS No. 159, The Fair Value Option for 
Financial Assets and Financial Liabilities (“SFAS 159”). For further discussion of our adoption of SFAS 159, see “Accounting 
and Regulatory Developments—SFAS 159” below.  

Other. When we do not consolidate an entity or apply the equity method of accounting, we present our investment in the 
entity at fair value. We have formed various non-consolidated private equity or other alternative investment funds with 
third-party investors that are typically organized as limited partnerships. We typically act as general partner for these funds, 
and when third-party investors have (i) rights to either remove the general partner without cause or to liquidate the 
partnership; or (ii) substantive participation rights, we do not consolidate these partnerships in accordance with Emerging 
Issue Task Force (“EITF”) No. 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited 
Partnership or Similar Entity When the Limited Partners Have Certain Rights (“EITF 04-5”). 

A determination of whether we have a controlling financial interest in an entity and therefore our assessment of 
consolidation of that entity is initially made at the time we become involved with the entity. Certain events may occur which 
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cause us to re-assess our initial determination of whether an entity is a VIE or non-VIE or whether we are the primary 
beneficiary if the entity is a VIE and therefore our assessment of consolidation of that entity. Those events generally are: 

• The entity’s governance structure is changed such that either (i) the characteristics or adequacy of equity at risk are 
changed, or (ii) expected returns or losses are reallocated among the participating parties within the entity. 

• The equity investment (or some part thereof) is returned to the equity investors and other interests become 
exposed to expected returns or losses. 

• Additional activities are undertaken or assets acquired by the entity that were beyond those anticipated previously. 

• Participants in the entity acquire or sell interests in the entity. 

• The entity receives additional equity at risk or curtails its activities in a way that changes the expected returns or 
losses. 

Valuation of Financial Instruments 

We measure Financial instruments and other inventory positions owned, excluding Real estate held for sale, and 
Financial instruments and other inventory positions sold but not yet purchased at fair value. We account for Real estate 
held for sale at the lower of its carrying amount or fair value less cost to sell. Both realized and unrealized gains or losses 
from Financial instruments and other inventory positions owned and Financial instruments and other inventory 
positions sold but not yet purchased are reflected in Principal transactions in the Consolidated Statement of Income. 

We adopted SFAS No. 157, Fair Value Measurements (“SFAS 157”), in the first quarter of 2007. SFAS 157 defines fair 
value, establishes a framework for measuring fair value, establishes a fair value hierarchy based on the inputs used to 
measure fair value and enhances disclosure requirements for fair value measurements. Additionally and also in the first 
quarter of 2007, we adopted SFAS 159, and applied this option to certain hybrid financial instruments not previously 
accounted for at fair value under SFAS No. 155, Accounting for Certain Hybrid Financial Instruments—an amendment of FASB 
Statements No. 133 and 140, as well as certain deposit liabilities at our U.S. banking subsidiaries.  

SFAS 157 defines “fair value” as the price 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, or an exit price. The degree of judgment 
utilized in measuring the fair value of financial instruments generally correlates to the level of pricing observability. 
Financial instruments with readily available active quoted prices or for which fair value can be measured from actively 
quoted prices in active markets generally have more pricing observability and less judgment utilized in measuring fair 
value. Conversely, financial instruments rarely traded or not quoted have less observability and are measured at fair value 
using valuation models that require more judgment. Pricing observability is impacted by a number of factors, including 
the type of financial instrument, whether the financial instrument is new to the market and not yet established, the 
characteristics specific to the transaction and overall market conditions generally. 

The overall valuation process for financial instruments may include adjustments to valuations derived from pricing 
models. These adjustments may be made when, in management’s judgment, either the size of the position in the 
financial instrument or other features of the financial instrument such as its complexity, or the market in which the 
financial instrument is traded (such as counterparty, credit, concentration or liquidity) require that an adjustment be 
made to the value derived from the pricing models. An adjustment may be made if a trade of a financial instrument is 
subject to sales restrictions that would result in a price less than the computed fair value measurement from a quoted 
market price. Additionally, an adjustment from the price derived from a model typically reflects management’s judgment 
that other participants in the market for the financial instrument being measured at fair value would also consider such 
an adjustment in pricing that same financial instrument. 

We have categorized our financial instruments measured at fair value into a three-level classification in accordance with 
SFAS 157. Fair value measurements of financial instruments that use quoted prices in active markets for identical assets 
or liabilities are generally categorized as Level I, and fair value measurements of financial instruments that have no direct 
observable levels are generally categorized as Level III. The lowest level input that is significant to the fair value 
measurement of a financial instrument is used to categorize the instrument and reflects the judgment of management. 
Financial assets and liabilities presented at fair value in Holdings’ Condensed Consolidated Statement of Financial 
Condition generally are categorized as follows: 

Level I – Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement 
date.  
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The types of assets and liabilities carried at Level I fair value generally are G-7 government and agency securities, 
equities listed in active markets, investments in publicly traded mutual funds with quoted market prices and listed 
derivatives. 

Level II – Inputs (other than quoted prices included in Level I) are either directly or indirectly observable for the asset 
or liability through correlation with market data at the measurement date and for the duration of the instrument’s 
anticipated life. 

Fair valued assets and liabilities that are generally included in this category are non-G-7 government securities, 
municipal bonds, certain hybrid financial instruments, certain mortgage and asset backed securities, certain corporate 
debt, certain commitments and guarantees, certain private equity investments and certain derivatives. 

Level III – Inputs reflect management’s best estimate of what market participants would use in pricing the asset or 
liability at the measurement date. Consideration is given to the risk inherent in the valuation technique and the risk 
inherent in the inputs to the model. 

Generally, assets and liabilities carried at fair value and included in this category are certain mortgage and asset-backed 
securities, certain corporate debt, certain private equity investments, certain commitments and guarantees and certain 
derivatives. 

Financial assets and liabilities presented at fair value and categorized as Level III are generally those that are marked to 
model using relevant empirical data to extrapolate an estimated fair value. The models’ inputs reflect assumptions that 
market participants would use in pricing the instrument in a current period transaction and outcomes from the models 
represent an exit price and expected future cash flows. Our valuation models are calibrated to the market on a frequent 
basis. The parameters and inputs are adjusted for assumptions about risk and current market conditions. Changes to 
inputs in valuation models are not changes to valuation methodologies; rather, the inputs are modified to reflect direct or 
indirect impacts on asset classes from changes in market conditions. Accordingly, results from valuation models in one 
period may not be indicative of future period measurements. Valuations are independently reviewed by employees 
outside the business unit and, where applicable, valuations are back tested comparing instruments sold to where they 
were marked.  

During the 2007 fiscal year, our Level III assets increased, ending the year at 13% of Financial instruments and other 
inventory positions owned, measured at fair value and with our derivatives on a net basis. The increase in Level III assets 
resulted largely from the reclassification of approximately $11.4 billion of mortgage and asset-backed securities, including 
approximately $5.3 billion in U.S. subprime residential mortgage-related assets, previously categorized as Level II assets 
into the Level III category. This reclassification generally occurred in the second half of 2007, reflecting the reduction of 
liquidity in the capital markets that resulted in a decrease in the observability of market prices. Approximately half of the 
residential mortgage-related assets that were classified as Level III at the end of the 2007 fiscal year were whole loan 
mortgages. In particular, the decline in global trading activity impacted our ability to directly correlate assumptions in 
valuation models used in pricing mortgage-related assets, including those for cumulative loss rates and changes in 
underlying collateral values to current market activity. Additionally and during the fiscal year, the increase of assets 
characterized as Level III was also attributable to the acquisition of private equity and other principal investment assets, 
funded lending commitments that had not been fully syndicated at the end of the fiscal year as well as certain 
commercial mortgage-backed security positions. 

For a further discussion regarding the measure of Financial instruments and other inventory positions owned, excluding 
Real estate held for sale, and Financial instruments and other inventory positions sold but not yet purchased at fair value, 
see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements. 

Identifiable Intangible Assets and Goodwill 

Determining the carrying values and useful lives of certain assets acquired and liabilities assumed associated with business 
acquisitions—intangible assets in particular—requires significant judgment. At least annually, we are required to assess 
whether goodwill and other intangible assets have been impaired by comparing the estimated fair value, calculated based on 
price-earnings multiples, of each business segment with its estimated net book value, by estimating the amount of 
stockholders’ equity required to support each business segment. Periodically estimating the fair value of a reporting unit and 
carrying values of intangible assets with indefinite lives involves significant judgment and often involves the use of 
significant estimates and assumptions. These estimates and assumptions could have a significant effect on whether or not 
an impairment charge is recognized and the magnitude of such a charge. We completed our last impairment test on 
goodwill and other intangible assets as of August 31, 2007, and no impairment was identified. 
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Legal, Regulatory and Tax Proceedings 

In the normal course of business, we have been named as a defendant in a number of lawsuits and other legal and 
regulatory proceedings. Such proceedings include actions brought against us and others with respect to transactions in 
which we acted as an underwriter or financial advisor, actions arising out of our activities as a broker or dealer in 
securities and commodities and actions brought on behalf of various classes of claimants against many securities firms, 
including us. In addition, our business activities are reviewed by various taxing authorities around the world with regard 
to corporate income tax rules and regulations. We provide for potential losses that may arise out of legal, regulatory and 
tax proceedings to the extent such losses are probable and can be estimated. Those determinations require significant 
judgment. For a further discussion, see Note 9, “Commitments, Contingencies and Guarantees,” to the Consolidated 
Financial Statements. 

Consolidated Results of Operations 

Overview 

The following table sets forth an overview of our results of operations in 2007: 

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 

Net revenues  $19,257 $17,583 $14,630  10%  20% 
Income before taxes  $  6,013 $  5,905 $  4,829  2  22 
Net income(1)  $  4,192 $  4,007 $  3,260  5  23 

Earnings per diluted common share   $    7.26 $    6.81 $    5.43  7%  25% 
Annualized return on average       
 common stockholders’ equity 20.8% 23.4% 21.6%   
Annualized return on average    
 tangible common stockholders’ equity 25.7% 29.1% 27.8%   
 (1)  Net income in 2006 included an after-tax gain of $47 million, or $0.08 per diluted common share, as a cumulative effect of an accounting change 

associated with our adoption of SFAS 123(R), on December 1, 2005. 

Net Revenues 

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 
Principal transactions $  9,197 $  9,802 $  7,811 (6)% 25% 
Investment banking 3,903 3,160 2,894 24 9 
Commissions 2,471 2,050 1,728 21 19 
Interest and dividends 41,693 30,284 19,043 38 59 
Asset management and other 1,739 1,413 944 23 50 
Gross revenues $59,003 $46,709 $32,420 26% 44% 
Interest expense 39,746 29,126 17,790 36 64 
Net revenues $19,257 $17,583 $14,630  10% 20% 
Net interest revenues $  1,947 $  1,158 $  1,253  68% (8)% 
Principal transactions, commissions    
 and net interest revenues $13,615 $13,010 $10,792  5% 21% 

Principal Transactions, Commissions and Net Interest Revenue. In both the Capital Markets segment and the 
Private Investment Management business within the Investment Management segment, we evaluate net revenue 
performance based on the aggregate of Principal transactions, Commissions and Net interest revenue (Interest and 
dividends revenue net of Interest expense). These revenue categories include realized and unrealized gains and losses, 
commissions associated with client transactions and the interest and dividend revenue and interest expense associated 
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with financing or hedging positions. Interest and dividends revenue and Interest expense are a function of the level and 
mix of total assets and liabilities (primarily financial instruments owned and sold but not yet purchased, and 
collateralized borrowing and lending activities), prevailing interest rates and the term structure of our financings. Caution 
should be used when analyzing these revenue categories individually because they may not be indicative of the overall 
performance of the Capital Markets and Investment Management business segments. Principal transactions, 
Commissions and Net interest revenue in the aggregate rose 5% in 2007 from 2006 and 21% in 2006 from 2005. 

2007 vs. 2006. Principal transactions revenue decreased 6% in 2007 from 2006, primarily as a result of negative valuation 
adjustments made on certain components of our Fixed Income inventory during the second half of the 2007 fiscal year. 
Although we employ risk mitigation strategies for certain inventory positions, correlations broke down, particularly in the 
latter parts of the fiscal year, resulting in a higher degree of risk incurred. With respect to Capital Markets—Fixed Income 
customer flow revenues, heightened risk aversion among investors caused many to shift their trading activity to higher 
quality and more liquid products, which are generally less profitable for the Firm. The negative adjustments and the effects 
of this shift on our margin were partially offset by record revenues within Capital Markets—Equities. The comparative 
increase in Equities’ Principal transactions revenue was a result of higher customer activities, increase in market volatility 
and higher revenues from principal and proprietary trading strategies, especially in the international markets. Commission 
revenues rose 21% in 2007 from 2006. The increase in 2007 reflected growth in institutional commissions on higher global 
trading volumes. Net interest revenue increased 68% in 2007 from 2006 reflecting changes in both financing rates and yield 
curves between the periods. Interest and dividends revenue and Interest expense rose 38% and 36%, respectively, in 2007 
from 2006. The comparative increase in Interest and dividend revenues and Interest expense was attributable to the 
steepening of the yield curve and the growth of certain assets and liabilities on our balance sheet. 

2006 vs. 2005. Principal transactions revenue improved 25% in 2006 from 2005, driven by broad based strength across 
fixed income and equity products. Within Capital Markets, the notable increases in 2006 were in credit products and 
commercial mortgages and real estate. The 2006 increase in net revenues from Equities Capital Markets reflected higher 
client trading volumes, increases in financing and derivative activities and higher revenues from proprietary trading 
strategies. Principal transactions revenue in 2006 also benefited from increased revenues associated with certain structured 
products meeting the required market observability standard for revenue recognition. Commission revenues rose 19% in 
2006 from 2005, reflecting growth in institutional commissions on higher global trading volumes, partially offset by lower 
commissions in our Investment Management business segment, as certain clients transitioned from transaction-based 
commissions to a traditional fee-based schedule. Net interest revenue declined 8% in 2006 from 2005 as a result of a change 
in the mix of asset composition, an increase in short-term U.S. financing rates, and a flattened yield curve. Interest and 
dividends revenue and Interest expense rose 59% and 64%, respectively, in 2006 from 2005. The increase in Interest and 
dividend revenues and Interest expense was attributable to higher short-term interest rates coupled with higher levels of 
certain interest- and dividend-earning assets and interest-bearing liabilities. 

Investment Banking. Investment banking revenues represent fees and commissions received for underwriting public and 
private offerings of fixed income and equity securities, fees and other revenues associated with advising clients on M&A 
activities, as well as other corporate financing activities.  

2007 vs. 2006. Investment banking revenues rose to record levels in 2007, increasing 24% from 2006. Record Global 
Finance—Debt revenues increased 9% from 2006. Leveraged finance revenues were at all time highs, resulting from a very 
strong first half of the year, which was partially offset by a decline in the second half of the year. Global Finance—Equity 
net revenues increased 25% compared to 2006 led by exceptional derivative activity as well as strong initial public offering 
(“IPO”) revenue in the first half of the fiscal year. Record Advisory Services revenues increased 45% from 2006, as our 
completed transaction volume increased 124% for the same period. Included in Investment banking revenue are client-
driven derivative and other capital markets-related transactions with Investment Banking clients, which totaled 
approximately $541 million for 2007, compared to approximately $304 million for 2006. 

2006 vs. 2005. Investment banking revenues rose in 2006, increasing 9% from 2005. Global Finance—Debt 2006 net 
revenues increased 9% from 2005, reflecting significant growth in global origination market volumes. Global Finance—
Equity net revenues decreased 1% compared to 2005, despite increased global origination market volumes. Advisory 
Services net revenues increased 20% from 2005, reflecting higher completed global M&A transaction volumes. Client-
driven derivative and other capital markets-related transactions with Investment Banking clients totaled approximately $304 
million for 2006, compared to approximately $308 million for 2005. 

Asset Management and Other. Asset management and other revenues primarily result from asset management activities 
in the Investment Management business segment.  
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2007 vs. 2006. Asset management and other revenues rose 23% in 2007 from 2006. The growth in 2007 primarily reflected 
higher asset management fees attributable to the growth in AUM and management and incentive fees. 

2006 vs. 2005. Asset management and other revenues rose 50% in 2006 from 2005. The growth in 2006 primarily reflected 
higher asset management fees attributable to the growth in AUM, a transition to fee-based rather than commission-based 
pricing for certain clients, as well as higher private equity management and incentive fees.  

Non-Interest Expenses 

 Percent Change
 Year Ended November 30, 2007/ 2006/
In millions 2007 2006 2005 2006 2005
Compensation and benefits $  9,494 $  8,669 $7,213 10% 20% 
Non-personnel expenses:       
    Technology and communications 1,145 974 834 18  17 
    Brokerage, clearance and distribution fees 859 629 548 37  15 
    Occupancy 641 539 490 19  10 
    Professional fees 466 364 282 28  29 
    Business development 378 301 234 26  29 
    Other 261 202 200 29  1 
    Total non-personnel expenses  $  3,750 $  3,009 $2,588 25% 16%
Total non-interest expenses  $13,244 $11,678 $9,801 13% 19%
Compensation and benefits/Net revenues  49.3% 49.3% 49.3%  
Non-personnel expenses/Net revenues 19.5% 17.1% 17.7%  

Non-interest expenses were $13.2 billion, $11.7 billion and $9.8 billion in 2007, 2006 and 2005, respectively. A substantial 
portion of our non-interest expenses is compensation-related, and a significant portion of our compensation expense 
represents discretionary bonuses which are impacted by levels of business activity and the structure of our share-based 
compensation programs. Remaining non-interest expense categories are largely variable, and are expected to change over 
time with revenue levels, business activity mix and employee headcount levels. 

Compensation and benefits. Compensation and benefits totaled $9.5 billion, $8.7 billion and $7.2 billion in 2007, 2006, 
and 2005, respectively. Compensation and benefits expense includes both fixed and variable components. Fixed 
compensation consists primarily of salaries, benefits and amortization of previous years' deferred equity awards. Variable 
compensation consists primarily of incentive compensation and commissions. Compensation and benefits expense as a 
percentage of net revenues was 49.3% for 2007, 2006 and 2005. Employees totaled approximately 28,600, 25,900 and 
22,900 at November 30, 2007, 2006 and 2005, respectively. 

2007 vs. 2006. Headcount increased 10% in 2007 from 2006, reflecting the increased levels of business activity across the 
Firm as well as our continued investments in the growth of the franchise, particularly in non–U.S. regions. In connection 
with the announced restructuring of the Firm’s global residential mortgage origination business, employee levels were 
reduced by approximately 1,900 in the 2007 fiscal year. Fixed compensation in 2007 was 20% greater than 2006 as result of 
the overall increase in employees. Fixed compensation was approximately $4.6 billion and $3.9 billion in 2007 and 2006, 
respectively. The 2007 fixed compensation amount of approximately $4.6 billion includes approximately $1.3 billion of 
amortization expense for stock awards granted in prior periods. Variable compensation was 1% greater in 2007 than 2006. 

2006 vs. 2005. Headcount increased 13% in 2006 from 2005, reflecting the increased levels of business activity across the 
Firm as well as our continued investments to grow the franchise, particularly in non–U.S. regions. Correlated to the increase 
in employees, fixed compensation in 2006 was 21% greater than 2005. Fixed compensation was approximately $3.9 billion 
and $3.2 billion in 2006 and 2005, respectively. The 2006 fixed compensation amount of approximately $3.9 billion includes 
approximately $1.0 billion of amortization expense for stock awards granted in prior periods. The increased level of revenue 
from 2005 to 2006 resulted in comparatively higher incentive compensation expense. Variable compensation was 20% 
greater in 2006 than 2005. 

Non-personnel expenses. Non-personnel expenses totaled $3.8 billion, $3.0 billion and $2.6 billion in 2007, 2006 and 
2005, respectively. Non-personnel expenses as a percentage of net revenues were 19.5%, 17.1%, and 17.7% in 2007, 2006, 
and 2005, respectively.  

2007 vs. 2006. Technology and communications expenses rose 18% in 2007 from 2006, reflecting increased costs from the 
continued expansion and development of our Investment Management platforms and infrastructure. Brokerage, clearance 
and distribution fees rose 37% in 2007 from 2006, primarily due to higher transaction volumes in Equities Capital Markets 
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and Investment Management products. Occupancy expenses increased 19% in 2007 from 2006, primarily due to increased 
space requirements from the increased number of employees. Professional fees and business development expenses 
increased 27% in 2007 on higher levels of business activity and increased costs associated with recruiting, consulting and 
legal fees. In 2007, Other non-personnel expenses included approximately $62 million associated with the restructuring of 
the Firm’s global residential mortgage origination business. 

2006 vs. 2005. Technology and communications expenses rose 17% in 2006 from 2005, reflecting increased costs from the 
continued expansion and development of our Capital Markets platforms and infrastructure. Brokerage, clearance and 
distribution fees rose 15% in 2006 from 2005, primarily due to higher transaction volumes in certain Capital Markets and 
Investment Management products. Occupancy expenses increased 10% in 2006 from 2005, primarily due to increased 
space requirements from the increased number of employees. Professional fees and business development expenses 
increased 29% in 2006 on higher levels of business activity and increased costs associated with recruiting, consulting and 
legal fees.  

Income Taxes 

The provision for income taxes totaled $1.8 billion, $1.9 billion and $1.6 billion in 2007, 2006 and 2005, respectively. 
The provision for income taxes resulted in effective tax rates of 30.3%, 32.9% and 32.5% for 2007, 2006 and 2005, 
respectively. The decrease in the effective tax rate in 2007 compared to 2006 was primarily due to a more favorable mix 
of earnings, which resulted in lower tax expense from foreign operations as compared to the U.S. statutory rate. The 
increases in the effective tax rates in 2006 and 2005 compared with the prior years were primarily due to an increase in 
the level of pretax earnings, which minimizes the impact of certain tax benefit items, and in 2006 a net reduction in 
certain benefits from foreign operations, partially offset by a reduction in state and local taxes due to favorable audit 
settlements in 2006 and 2005. 

Business Acquisitions, Business Dispositions and Strategic Investments 

Business Acquisitions. During the fiscal year, we completed the business acquisitions listed below. As a result of these 
acquisitions, the additions to goodwill and intangible assets were approximately $860 million. 

• Eagle Energy Partners I, L.P., a Texas-based energy marketing and services company that manages and optimizes 
supply, transportation, transmission, load and storage portfolios on behalf of wholesale natural gas and power 
clients. 

• Capital Crossing Bank, a state-chartered, FDIC-insured commercial bank that originates small business loans. 

• A controlling interest in SkyPower Corp., a Toronto-based early stage wind and solar power generation 
development company. SkyPower Corp. is consolidated in our results of operations. 

• The final contingent payment under a 2004 deferred transaction agreement was made for the remaining 50% of 
Lehman Brothers Alternative Investment Management (“LBAIM”), which manages fund of hedge fund portfolios 
and investment products for institutional and high-net-worth private clients. LBAIM was previously consolidated 
in Holdings’ results of operations. 

• Grange Securities Limited, a full service Australian broker-dealer specializing in fixed income products. 

• LightPoint Capital Management LLC, a leveraged loan investment manager based in Chicago, Illinois, with 
approximately $3.2 billion in AUM.  

• The institutional equities business, including the institutional research group, of Brics Securities Limited, located in 
India. 

• H.A. Schupf, a high net worth asset manager with approximately $2.3 billion in AUM.  

• Congress Life Insurance Company, a life insurance company with licenses in 43 U.S. states. 

• Dartmouth Capital, a U.K.-based investment advisory firm with approximately $340 million in assets under 
advisory. 

• MNG Securities, an equity securities brokerage firm in Turkey. 

A portion of the consideration paid to shareholders of certain entities described above consisted of shares of Holdings’ 
common stock. For more information, see Part II, Item 2, “Unregistered Sales of Equity Securities and Use of Proceeds” in 
the Quarterly Reports on Form 10-Q for the quarters ended August 31, 2007 and May 31, 2007. 
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Business Dispositions. During the fiscal year, we completed the business dispositions listed below. 

• Within Capital Markets we disposed of Neuberger Berman’s correspondent clearing business, which decreased 
our goodwill and intangible assets by approximately $26 million. The gain on sale was not material. 

• We incurred non-personnel costs of approximately $62 million, including a goodwill write-down of approximately 
$27 million, and approximately $30 million of severance expense (reported in Compensation and benefits), in 
connection with the announced restructuring of the Firm’s global residential mortgage origination business, 
including the closure of BNC Mortgage LLC, our U.S. subprime residential mortgage origination platform, the 
rescaling of operations in the U.S. and U.K. due to market conditions and product revisions and the closure of our 
Korean mortgage business. The non-personnel costs were approximately $22 million after-tax and were generally 
associated with terminated leases. 

• Lehman Brothers Bank disposed of a leasing subsidiary, Dolphin Capital Corp., acquired in the acquisition of 
Capital Crossing. The transaction was an asset sale and amounts were transferred at approximately book value.  

Strategic Investments. During the fiscal year, we made the following strategic investments. 

• Acquired a 20% interest in the D.E. Shaw group, a global investment management firm. 

• Purchased an initial 20% interest and a subsequent 5% interest in both Spinnaker Asset Management Limited and 
Spinnaker Financial Services, part of Spinnaker Capital, an emerging markets investment management firm. 

• Purchased a minority interest in Wilton Re Holdings, a U.S. re-insurer that focuses on the reinsurance of mortality 
risk on life insurance policies. 

Subsequent to the fiscal year ended November 30, 2007, we acquired certain assets of Van der Moolen Specialists, including 
its book of NYSE-listed securities, staff and certain technology. We and certain other broker-dealers entered into a joint-
venture and invested in TradeWeb Markets LLC, an electronic securities trading platform owned by Thomson Financial. In 
addition, in January 2008, we sold our 20% interest in Marble Bar Asset Management LLP, an investment management 
firm. 

In January 2008, we announced the suspension of our wholesale and correspondent mortgage lending activities at our 
Aurora Loan Services subsidiary. We will continue to originate loans through Aurora’s direct lending channel and will 
maintain Aurora’s servicing business. As a result of these suspension activities, we estimate that we will incur one-time 
expenses, after tax, of approximately $40 million for severance and facilities exit costs. 

Business Segments 

Our operations are organized into three business segments: 

• Capital Markets; 

• Investment Banking; and 

• Investment Management.  

These business segments generate revenues from institutional, corporate, government and high net worth individual clients 
across each of the revenue categories in the Consolidated Statement of Income. Net revenues and expenses contain certain 
internal allocations, such as funding costs, that are centrally managed. 
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Segment Operating Results 

     Percent Change 
  Year Ended November 30, 2007/ 2006/ 
In millions  2007 2006 2005 2006 2005 
Capital Markets   
 Net revenues $12,257 $12,006 $  9,807  2%  22% 
 Non-interest expense 8,058 7,286 6,235  11  17 
 Income before taxes $  4,199 $  4,720 $  3,572  (11)%  32% 
Investment Banking   
 Net revenues $  3,903 $  3,160 $  2,894  24%  9% 
 Non-interest expense 2,880 2,500 2,039  15  23 
 Income before taxes $  1,023 $     660 $     855  55%  (23)% 
Investment Management   
 Net revenues $  3,097 $  2,417 $  1,929  28%  25% 
 Non-interest expense 2,306 1,892 1,527  22  24 
 Income before taxes $     791 $     525 $     402  51%  31% 
Total   
 Net revenues $19,257 $17,583 $14,630  10%  20% 
 Non-interest expense 13,244 11,678 9,801  13  19 
 Income before taxes $  6,013 $  5,905 $  4,829  2%  22% 

The below charts illustrate the percentage contribution of each business segment to our total net revenues. 
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Capital Markets 

Our Capital Markets segment is divided into two components: 

Fixed Income – We make markets in and trade municipal and public sector instruments, interest rate and credit products, 
mortgage-related securities and loan products, currencies and commodities. We also originate mortgages and we structure 
and enter into a variety of derivative transactions. We also provide research covering economic, quantitative, strategic, 
credit, relative value, index and portfolio analyses. Additionally, we provide financing, advice and servicing activities to the 
hedge fund community, known as prime brokerage services. We engage in certain proprietary trading activities and in 
principal investing in real estate that are managed within this component. 

Equities – We make markets in and trade equities and equity-related products and enter into a variety of derivative 
transactions. We also provide equity-related research coverage as well as execution and clearing activities for clients. 
Through our capital markets prime services, we provide prime brokerage services to the hedge fund community. We also 
engage in proprietary trading activities and private equity and other related investments. 
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The following table sets forth the operating results of our Capital Markets business segment. 

Capital Markets Results of Operations 

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 
Principal transactions  $  8,400 $  9,285 $  7,393  (10)%  26% 
Commissions 1,752 1,420 1,132  23  25 
Interest and dividends 41,648 30,264 18,987  38  59 
Other 97 105 33  (8)  218 
Total revenues 51,897 41,074 27,545  26  49 
Interest expense 39,640 29,068 17,738  36  64 
Net revenues 12,257 12,006 9,807  2  22 
Non-interest expenses  8,058 7,286 6,235  11  17 
Income before taxes  $  4,199 $  4,720 $  3,572  (11)%  32% 

The following table sets forth net revenues for the two components of our Capital Markets business segment. 

Capital Markets Net Revenues 

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 
Fixed Income $  5,977 $  8,447 $7,334  (29)%  15% 
Equities 6,280 3,559 2,473  76  44 
 $12,257 $12,006 $9,807  2%  22% 

2007 vs. 2006. Net revenues totaled $12.3 billion and $12.0 billion in 2007 and 2006, respectively. Overall growth in 2007 
Capital Markets’ net revenues was driven by net revenues from the Equities component of Capital Markets and a higher 
contribution from non-U.S. regions, partially offset by declines in net revenues for the Fixed Income component of Capital 
Markets. Capital Markets net revenues in 2007 include approximately $1.3 billion of gains on debt liabilities which we 
elected to fair value under SFAS 157 and SFAS 159. 

Net revenues in Capital Markets—Fixed Income of $6.0 billion for 2007, decreased 29% compared with $8.4 billion in 
2006. Capital Markets—Fixed Income sales credit volumes were $4.8 billion, increasing 40% compared with $3.4 billion in 
2006.  

The businesses within the Fixed Income component of Capital Markets were the most affected by the market dislocations, 
risk repricing and de-levering that took place during the second half of the fiscal year. The adverse conditions in the U.S. 
housing market, changes in the credit markets and continued correction in leveraged loan pricing and certain asset-backed 
security market segments were generally responsible for the negative variance in Capital Markets—Fixed Income revenues 
between the benchmark periods. The negative valuation adjustments resulting from the impact of adverse market 
conditions were partially mitigated by the economic risk management strategies we employed as well as valuation changes 
on certain debt liabilities and realized gains from the sale of certain leveraged lending positions in the fourth quarter.  

The table below presents certain components that generally contributed to the decline of Capital Markets—Fixed Income 
revenues in 2007 from 2006. These components are presented on a gross basis, as well as a net basis. The net impact 
represents the revenue impact from the components after adjusting for the impact of certain economic risk management 
strategies. Caution should be utilized when evaluating the amounts in the following table as they represent only certain 
components of revenue associated with the general business activities described.  
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Gain/(Loss) Year Ended November 30, 2007 
In billions  Gross Net(1)

Residential mortgage-related positions $(4.7) $(1.3)
Commercial mortgage-related positions (1.2) (0.9)
Collateralized debt and lending obligation positions(2) (0.6) (0.2)
Municipal positions (0.2) — 
High-yield contingent acquisition loans and facilities(3) (1.0) (0.4)
Valuation of debt liabilities(4) 0.9 0.9 
 $(6.8) $(1.9)
(1) The net impact represents the remaining impact from the components after deducting the impact of certain economic risk management strategies. 

The gross impact excludes any effect of economic risk management strategies. 
(2) These valuation adjustments substantially relate to asset-backed collateralized debt obligations including warehoused positions. 
(3) Includes approximately $0.3 billion of realized gains from the sale of certain leveraged lending positions that were recognized in our fiscal fourth 

quarter. The net amount includes certain transaction fees earned, in addition to the impact of certain economic risk management strategies. 
(4) Represents the amount of gains on debt liabilities allocated to Capital Markets—Fixed Income and for which we elected to fair value under SFAS 157 

and SFAS 159. These gains represent the effect of changes in our credit spread and exclude any Interest income or expense as well as any gain or loss 
from the embedded derivative components of these instruments. Changes in valuations are allocated to the businesses within Capital Markets—Fixed 
Income in relation to the cash generated by, or funding requirements of, the underlying positions. 

Capital Markets—Equities net revenues of $6.3 billion for 2007, increased 76% compared with $3.6 billion in 2006. These 
results reflected the higher revenue levels reflecting the broader customer franchise developed globally. Capital Markets—
Equities sales credit volumes were $3.7 billion, increasing 53% compared with $2.4 billion in 2006. Global market trading 
volumes rose 29% in 2007 compared to 2006. 

The increase in Capital Markets—Equities net revenues reflected increased performance during the fiscal year across all 
products, with the exception of convertibles, driven by record customer activity and profitable principal trading and 
investing strategies. Global equity markets advanced year over year. In the latter half of our 2007 fiscal year, volatility was at 
higher levels relative to the comparable 2006 period. The volatility in the global equity markets led investors to employ risk 
mitigation strategies, driving global market demand for and strong customer activity in cash and derivative products. 2007 
revenues in convertibles declined compared to 2006, mainly due to unprofitable proprietary trading strategies in certain 
sectors. Capital Markets—Equities prime services’ net revenues increased compared to those in the 2006 fiscal year. At the 
end of the 2007 fiscal year, the number of our prime brokerage services clients increased 20% to 630 from the end of the 
2006 fiscal year. Correspondingly, overall client balances were 30% higher at the end of the 2007 fiscal year also compared 
to balances at the end of the 2006 fiscal year. Capital Markets—Equities revenues in the 2007 fiscal year include gains of 
approximately $700 million from private equity and other principal investments, including our investment in GLG Partners 
LP, as well as approximately $400 million in allocated gains from valuation changes in certain of our debt liabilities carried at 
fair value pursuant to SFAS 157 and SFAS 159. 

Net interest revenues for the Capital Markets segment in 2007 increased 68% compared to 2006, primarily attributable to 
higher short-term U.S. financing rates and a change in the mix of asset composition. Interest and dividends revenue rose 
38% in 2007 compared to 2006, and interest expense rose 36% in 2007 compared to the corresponding 2006 period. Non-
interest expenses for 2007 increased 11%. Technology and communications expenses increased due to the continued 
expansion and development of our business platforms and infrastructure. Brokerage, clearance and distribution fees rose 
primarily due to higher transaction volumes across most Capital Markets products. Professional fees and business 
development expenses increased due to global growth of the business segment. For the Capital Markets segment, Income 
before taxes for 2007 decreased 11% compared with 2006 and, correspondingly, pre-tax margins in 2007 were 34% 
compared to 39% in 2006. During 2007, we announced steps to restructure our residential mortgage origination business, 
which is a component of our securitized products business within Capital Markets—Fixed Income. See “Business 
Acquisitions and Dispositions—Business Dispositions” above. The costs associated with these steps are included in the 
above non interest expenses. 

2006 vs. 2005. Capital Markets net revenues increased to $12.0 billion in 2006 from $9.8 billion in 2005, reflecting record 
performances in both Fixed Income and Equities. On strong performances across most products, Capital Markets—Fixed 
Income net revenues increased 15% in 2006 from 2005 and Capital Markets—Equities net revenues increased 44% over 
the same period. Income before taxes totaled $4.7 billion and $3.6 billion in 2006 and 2005, respectively, up 32%. Pre-tax 
margin was 39% and 36% in 2006 and 2005, respectively. 

Our Capital Markets—Fixed Income net revenues grew to a record $8.4 billion in 2006, an increase of 15% from 2005. 
This growth was attributable to strong client-flow activity and profitable trading strategies, leading to record revenues in 
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most products. The products that contributed most to the increase in revenues year over year included credit, commercial 
mortgages and real estate and prime brokerage, partially offset by strong, but lower revenues in both interest rate products 
and residential mortgages.  

Capital Markets—Equities net revenues increased 44% to a record level in 2006 on strong client-flow and robust global 
trading volumes. Global equity indices were up 14% in local currency terms for 2006, helped by strong earnings reports, 
lower energy prices and the end to the interest rate tightening cycle by central banks. Substantially all equity products in 
2006 surpassed their 2005 performance, including gains in cash products, prime brokerage, equity derivatives, convertibles 
and proprietary and principal activities.  

Net interest revenues decreased 4% in 2006 from 2005, primarily due to higher short-term U.S. interest rates, a flattened 
yield curve and a change in mix of asset composition. Interest and dividends revenue and Interest expense increased 59% 
and 64%, respectively, in 2006 from 2005 as a result of higher short-term interest rates coupled with higher levels of 
interest- and dividend-earning assets and interest-bearing liabilities. Non-interest expenses increased to $7.3 billion in 2006 
from $6.2 billion in 2005. The growth in Non-interest expenses reflected higher compensation and benefits expense related 
to improved performance as well as increased technology, occupancy and communications expenses attributable to 
continued investments in trading platforms, integration of business acquisitions, and higher brokerage and clearance costs 
and professional fees from increased business activities. 

Investment Banking 

We take an integrated approach to client coverage, organizing bankers into industry, product and geographic groups within 
our Investment Banking segment. Business services provided to corporations and governments worldwide can be separated 
into: 

Global Finance – We serve our clients’ capital raising needs through underwriting, private placements, leveraged finance and 
other activities associated with debt and equity products. 

Advisory Services – We provide business advisory services with respect to mergers and acquisitions, divestitures, restructurings 
and other corporate activities. 

The following table sets forth the operating results of our Investment Banking segment. 

Investment Banking Results of Operations1

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 
 Global Finance—Debt    $1,551 $1,424 $1,304  9%  9%
 Global Finance—Equity 1,015 815 824 25  (1) 
 Advisory Services 1,337 921 766 45  20  
Total revenues $3,903 $3,160 $2,894 24% 9 %
Non-interest expenses 2,880 2,500 2,039 15 23 
Income before taxes  $1,023 $   660 $  855 55% (23)%

 

                                                           
 Investment banking revenues are net of related underwriting expenses. 1

 
- 51 - 

A-53



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

The following table sets forth our Investment Banking transaction volumes.1 These volumes do not always directly 
correlate to Investment Banking revenues because they do not necessarily correspond to the amount of securities actually 
underwritten and only include certain reported underwriting activity and because revenue rates vary among transactions. 

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 
Global Finance—Debt $368,422 $438,026 $398,955  (16)%  10% 
Global Finance—Equity 29,646 28,306 24,314 5  16 
Advisory Services—Completed 849,265 378,448 313,667 124  21  
Advisory Services—Announced 793,685 533,238 419,082 49  27  

2007 vs. 2006. Investment Banking net revenues totaled $3.9 billion and $3.2 billion in 2007 and 2006, respectively, an 
increase of 24% in 2007 from 2006, reflecting record revenues for Global Finance—Debt, Global Finance—Equity and 
Advisory Services and a generally higher level of cross-border and international business activity. Non-interest expenses 
rose 15% in 2007 from 2006. This increase was attributable to an increase in compensation and benefits expense related to 
an increased number of employees and higher Non-personnel expenses. Income before taxes increased 55% in 2007 to $1.0 
billion from $660 million in 2006, and, correspondingly, pre-tax margins in 2007 were 26% compared to 21% in 2006. 

Global Finance—Debt origination net revenues were $1.6 billion in 2007, increasing 9% from 2006. These results were 
driven, in part, by revenues from leveraged finance which had a record first half of 2007 but fell significantly in the latter 
half of 2007 as a number of financial sponsor-related transactions were cancelled or delayed, particularly in the leveraged 
loan market. These conditions also caused certain lending commitments to be executed at lower fee levels. Publicly reported 
global debt origination market volumes decreased 3% in 2007 over 2006, with our origination market volumes decreasing 
16% over the same period. Our debt origination fee backlog of $141 million at November 30, 2007 decreased 43% from 
November 30, 2006. Debt origination backlog may not be indicative of the level of future business due to the frequent use 
of the shelf registration process and changes in overall market conditions. For the calendar year 2007, our market ranking 
for publicly reported global debt origination was sixth with a 5.4% share, down from a rank of fourth with a 6.2% share in 
calendar year 2006. 

Global Finance—Equity net revenues increased 25% in 2007 to a record $1.0 billion from 2006 revenues of $815 million, 
consistent with a 23% increase in industry-wide global equity origination market volumes. The increase in 2007 net revenues 
also included strong, customer-driven derivative-related activity, which more than doubled from 2006 levels. On a 
sequential year basis, net revenues associated with private placement transactions and accelerated stock repurchases 
increased 72%. IPO net revenues increased 38% compared to the 2006 fiscal year and IPO net revenues increased within all 
geographic segments. Our IPO market volume for 2007 increased 17% compared to fiscal year 2006, slightly lower than the 
19% market increase. Our equity-related fee backlog (for both filed and unfiled transactions) at November 30, 2007 was 
approximately $316 million, up 11% from November 30, 2006; however, that measure may not be indicative of the level of 
future business depending on changes in overall market conditions. For the calendar year 2007, our market ranking for 
publicly reported global equity origination was ninth with a 3.0% share, consistent with our rank in calendar year 2006 
during which we had a 3.5% market share. 

Advisory Services revenues were a record $1.3 billion in 2007, up 45% from then-record revenues in 2006. Industry-wide 
completed and announced transaction volumes increased 32% and 27%, respectively, in 2007 from 2006, while our 
completed and announced volumes increased 124% and 49%, respectively, in the same comparative period. Our global 
market share for publicly reported completed and announced transactions increased to 21% and 17%, respectively, for 
calendar 2007, up 16% for both measures, in calendar year 2006. Our M&A fee backlog at November 30, 2007 was $374 
million, up 54% from November 30, 2006; however, that measure may not be indicative of the level of future business 
depending on changes in overall market conditions. For the calendar year 2007, our market ranking for completed 
transactions was sixth with a 20.9% share, up from a rank of seventh with a 15.8% share in calendar year 2006. Our market 

                                                           
  Debt and equity underwriting volumes as reported by Thomson Financial, an operating unit of The Thomson Corporation., are based on full credit 

for single-book managers and equal credit for joint-book managers. Debt underwriting volumes include both publicly registered and Rule 144A 
issues of high grade and high yield bonds, sovereign, agency and taxable municipal debt, non-convertible preferred stock and mortgage- and asset-
backed securities. Equity underwriting volumes include both publicly registered and Rule 144A issues of common stock and convertibles. Because 
publicly reported debt and equity underwriting volumes do not necessarily correspond to the amount of securities actually underwritten and do not 
include certain private placements and other transactions, and because revenue rates vary among transactions, publicly reported debt and equity 
underwriting volumes may not be indicative of revenues in a given period. Additionally, because Advisory Services volumes are based on full credit 
to each of the advisors in a transaction, and because revenue rates vary among transactions, Advisory Services volumes may not be indicative of 
revenues in a given period. 

1
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ranking for announced transactions was ninth with a 17.3% share, down from a rank of eighth with a 15.5% share in 
calendar year 2006. 

2006 vs. 2005. Investment banking revenues totaled $3.2 billion and $2.9 billion in 2006 and 2005, respectively, representing 
a 9% increase from the prior fiscal year. Non-interest expenses rose 23% in 2006 from 2005, attributable to an increase in 
compensation and benefits expense related to an increased number of employees and higher revenues, as well as higher 
non-personnel expenses from increased business activity. As a result, income before taxes declined 23% in 2006 to $660 
million from $855 million in 2005. 

Global Finance—Debt revenues were a record $1.4 billion in 2006, increasing 9% over 2005 as investors took advantage of 
continued low interest rates, tight credit spreads and a flattened yield curve. Revenues also increased significantly over 2005 
on relatively flat volumes due to higher margins on several large transactions. Partially offsetting these factors was a lower 
level of client-driven derivative and other capital markets–related transactions with our investment banking clients which 
totaled $222 million in 2006, compared with $318 million in 2005. Publicly reported global debt origination market volumes 
increased 17% in 2006 over 2005, with our origination market volumes increasing 8% over the same period. Our debt 
origination fee backlog of $245 million at November 30, 2006 increased 13% from November 30, 2005. For the calendar 
year 2006, our market ranking for publicly reported global debt originations was fourth with a 6.2% share, down from a 
rank of third with a 6.7% share in calendar year 2005. 

Global Finance—Equity revenues declined 1% in 2006 to $815 million from record 2005 revenues, despite a 35% increase 
in industry-wide global equity origination market volumes. Revenues in 2006 reflected strength in IPO activities, offset by 
lower revenues from the Asia region, which benefited from several large transactions in 2005. Our IPO market volume for 
2006 increased 25% from fiscal year 2005, compared to the overall market’s increase of 63%. Our equity-related fee backlog 
(for both filed and unfiled transactions) at November 30, 2006 was approximately $286 million. Our market share for 
publicly reported global equity underwriting transactions decreased to 3.5% in calendar 2006 from 4.8% for calendar year 
2005. 

Advisory Services revenues were $921 million in 2006, up 20% from 2005. Industry-wide completed and announced 
transaction volumes increased 31% and 34%, respectively, in 2006 from 2005, while our completed and announced 
volumes increased 21% and 27%, respectively, from the same comparative period. M&A volumes rose during the period 
due to increasing equity markets, strong corporate profitability and balance sheets, and available capital raised by financial 
sponsors. Our global market share for publicly reported completed transactions increased to 15.8% for calendar 2006, up 
from 13.4% in calendar year 2005. Our M&A fee backlog at November 30, 2006 was $243 million down 1% from 
November 30, 2005.  

Investment Management 

The Investment Management business segment consists of: 

Asset Management – We provide customized investment management services for high net worth clients, mutual funds and 
other small and middle market institutional investors. Asset Management also serves as general partner for private equity 
and other alternative investment partnerships and has minority stake investments in certain alternative investment 
managers.  

Private Investment Management – We provide investment, wealth advisory and capital markets execution services to high net 
worth and middle market institutional clients. 
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The following table sets forth the operating results of our Investment Management segment. 

Investment Management Results of Operations 

     Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 
Principal transactions $  797 $  517 $  418  54%  24% 
Commissions 719 630 596  14  6 
Interest and dividends 45 20 56  125  (64) 
Asset management and other 1,642 1,308 911  26  44 
Total revenues 3,203 2,475 1,981  29  25 
Interest expense 106 58 52  83  12 
Net revenues 3,097 2,417 1,929  28  25 
Non-interest expenses  2,306 1,892 1,527  22  24 
Income before taxes  $  791 $  525 $  402  51%  31% 

The following table sets forth our Asset Management and Private Investment Management net revenues. 

Investment Management Net Revenues 

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In millions 2007 2006 2005 2006 2005 
Asset Management $1,877 $1,432 $1,026 31%  40% 
Private Investment Management 1,220 985 903 24  9 
 $3,097 $2,417 $1,929 28%  25% 
The following table sets forth our AUM by asset class. 

Composition of Assets Under Management 

    Percent Change 
 At November 30, 2007/ 2006/ 
In billions 2007 2006 2005 2006 2005 
Equity $107 $  95 $  75 13% 27% 
Fixed income 75 61 55 23 11 
Money markets 66 48 29 38 66 
Alternative investments 34 21 16 62 31 
 $282 $225 $175 25% 29% 
The following table sets forth a summary of the changes in our AUM. 

Changes in Assets Under Management 

    Percent Change 
 Year Ended November 30, 2007/ 2006/ 
In billions 2007 2006 2005 2006 2005 
Opening balance $225 $175 $137  29%  28% 
Net additions 41 35 26  17  35 
Net market appreciation 16 15 12  7  25 
Total increase 57 50 38  14  32 
Assets Under Management $282 $225 $175  25%  29% 

2007 vs. 2006. Investment Management net revenues ended the fiscal year up 28% compared to 2006, as Asset 
Management and Private Investment Management both achieved record results in 2007. Non-interest expense of $2.3 
billion for 2007 increased 22% compared with 2006, resulting from higher levels of discretionary compensation resulting 
from increased net revenues and numbers of employees. Non-personnel expenses also increased, primarily due to higher 
brokerage, clearing, exchange and distribution fees. The continued expansion of this business platform globally contributed 
to the comparative increases in Non-interest and Non-personnel expenses. Income before taxes of $791 million increased 
51% compared with 2006. In part, this increase was reflective of higher pre-tax margins associated with revenue generated 
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from minority stake investments in alternative asset managers. Pre-tax margins in 2007 were 26% compared to 22% in 
2006. 

Asset Management net revenues of $1.9 billion in 2007 increased by 31% from 2006, reflecting significantly higher 
management fees, principally due to strong growth in AUM, and higher incentive fees. During the fiscal year, AUM 
increased $57 billion or 25% to approximately $282 billion. 72% of the increase was a result of net inflows across all asset 
categories.  

Private Investment Management net revenues of $1.2 billion increased 24% in 2007 from 2006, driven both by higher 
equity-related activity, especially within the volatility and cash businesses, and higher fixed income-related activity, especially 
in credit products, securitized products and global rates business. Fixed income-related activity in the second half of the 
fiscal year slowed as clients became less active in fixed income-related products as a result of higher volatility in the global 
markets and credit concerns in certain asset classes.  

2006 vs. 2005. Net revenues totaled $2.4 billion and $1.9 billion in 2006 and 2005, respectively, representing a 25% increase, 
as both Asset Management and Private Investment Management achieved then record results in 2006. Non-interest 
expenses totaled $1.9 billion and $1.5 billion in 2006 and 2005, respectively. The 24% increase in Non-interest expense was 
driven by higher compensation and benefits associated with a higher level of earnings and headcount, as well as increased 
Non-personnel expenses from continued expansion of the business, especially into non–U.S. regions. Income before taxes 
increased 31% in 2006 to $525 million from $402 million in 2005. Pre-tax margin was 22% and 21% in 2006 and 2005, 
respectively. 

Asset Management net revenues of $1.4 billion in 2006 increased by 40% from 2005, driven by a 29% increase in AUM and 
strong revenues from our growing alternative investment offerings, which contributed higher incentive fees in 2006 
compared to 2005. AUM increased to a record $225 billion at November 30, 2006, up from $175 billion at November 30, 
2005, with 70% of the increase resulting from net inflows.  

Private Investment Management net revenues of $985 million increased 9% in 2006 from 2005, driven by higher equity-
related activity, especially within the volatility and cash businesses. Fixed income-related activity was relatively flat in 2006 
compared to 2005 as a result of clients’ asset reallocations into equity products. 

Geographic Revenues 

We organize our operations into three geographic regions:  

• Europe and the Middle East, inclusive of our operations in Russia and Turkey; 

• Asia-Pacific, inclusive of our operations in Australia and India; and 

• the Americas. 

Net revenues presented by geographic region are based upon the location of the senior coverage banker or investment 
advisor in the case of Investment Banking or Asset Management, respectively, or where the position was risk managed 
within Capital Markets and Private Investment Management. Certain revenues associated with U.S. products and services 
that result from relationships with international clients have been classified as international revenues using an allocation 
process. In addition, expenses contain certain internal allocations, such as regional transfer pricing, which are centrally 
managed. The methodology for allocating the firm’s revenues and expenses to geographic regions is dependent on the 
judgment of management. 
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The following presents, in management’s judgment, a reasonable representation of each region’s contribution to our 
operating results. 

Geographic Operating Results 

      Percent Change 
   Year Ended November 30, 2007/ 2006/ 
In millions   2007 2006 2005 2006 2005 
Europe and the Middle East      
  Net revenues $  6,296 $  4,536 $  3,601  39%  26% 
  Non-interest expense 4,221 3,303 2,689  28  23 
  Income before taxes 2,075 1,233  912  68  35 
Asia-Pacific        
  Net revenues 3,145 1,809 1,650  74  10 
  Non-interest expense 1,831 1,191 872  54  37 
  Income before taxes 1,314 618 778  113  (21) 
Americas        
 U.S. 9,634 11,116 9,270  (13)  20 
 Other Americas 182 122 109  49  12 
  Net revenues 9,816 11,238  9,379  (13)  20 
  Non-interest expense 7,192 7,184 6,240  —  15 
  Income before taxes 2,624 4,054 3,139  (35)  29 
Total        
  Net revenues 19,257 17,583 14,630  10  20 
  Non-interest expense 13,244 11,678 9,801  13  19 
  Income before taxes $  6,013 $  5,905 $  4,829  2%  22% 

The below charts illustrate the contribution percentage of each geographic region to our total net revenues.  
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2007 vs. 2006. Non-Americas net revenues rose 49% in 2007 from 2006 to a record $9.4 billion, representing 49% of total 
net revenues in 2007 and 36% in 2006. The increase in 2007 net revenues was due to the continued growth in Capital 
Markets as well as the continued expansion of our Investment Management business in both the Europe and the Middle 
East and the Asia-Pacific regions. Non-U.S. net revenues represented 50% and 37% of total net revenues for the 2007 and 
2006 fiscal years.  

Net revenues in Europe and the Middle East rose 39% in 2007 from 2006, reflecting record performance in Capital 
Markets—Equities, Investment Banking and Investment Management. In Capital Markets—Equities, higher revenues were 
driven by improved risk and trading strategies, as well as record customer flow activity, increased volume and gains from 
principal investment activities. In Investment Banking, higher net revenues reflected record results in leveraged finance 
revenue and advisory revenue, as well as equity origination. In Investment Management, higher net revenues reflected a 
significant increase in AUM. Income before taxes for Europe and the Middle East increased 68%. 

Net revenues in Asia-Pacific rose 74% in 2007 from 2006, reflecting strong performance in all business segments. Capital 
Markets results were driven by strong performances in execution services and volatility based upon strong customer-
demand as Asian equity markets outperformed other regions in the fiscal year. Investment Banking results were driven by 
strong IPO activity and debt-related transactions. Investment Management results are reflective of our continued 
development of this business segment in this geographic sector. Income before taxes for Asia-Pacific increased 113%. 
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2006 vs. 2005. Non–Americas net revenues rose 21% in 2006 from 2005 to $6.3 billion, representing 36% of total net 
revenues both in 2006 and 2005. The increase in 2006 net revenues was due to the continued growth in Capital Markets as 
well as the continued expansion of our Investment Management business in both Europe and Asia. Net revenues in 
Europe and the Middle East rose 26% in 2006 from 2005, reflective of higher revenues in Capital Markets, growth in 
Investment Management and strong results in Investment Banking. In Capital Markets—Fixed Income, higher revenues 
were driven by credit products, securitized products and our real estate business. In Capital Markets—Equities, higher net 
revenues reflect strong results in equity derivatives and equity prime brokerage services. Income before taxes for Europe 
and the Middle East increased 35%. Net revenues in Asia-Pacific rose 10% in 2006 from 2005, reflective of higher revenues 
in Capital Markets and the growth in Investment Management, partially offset by declining revenues in Investment Banking. 
Capital Markets net revenues increased in 2006 primarily from strong performances in commercial mortgages and real 
estate, equity derivatives and improved equity trading strategies, partially offset by lower revenues from interest rate 
products. Income before taxes for Asia-Pacific decreased 21%. 

Liquidity, Funding and Capital Resources 

We establish and monitor compliance with guidelines for the level and composition of our liquidity pool and asset funding, 
the makeup and size of our balance sheet and the utilization of our equity. 

During the latter half of our 2007 fiscal year, the global capital markets experienced a significant contraction in available 
liquidity as the adverse market environment experienced in our third quarter continued into our fourth quarter and 
deteriorated further in November 2007. Despite infusions of liquidity by central banks into the financial system, broad asset 
classes, particularly U.S. subprime residential mortgages and structured credit products, remained thinly traded throughout 
this period. Notwithstanding these global market conditions, we ended the period with a very strong liquidity position. At 
November 30, 2007, our liquidity pool was approximately $35 billion, up from approximately $31 billion at November 30, 
2006 and down slightly from approximately $36 billion at the end of the third quarter of the 2007 fiscal year. Long-term 
capital (long-term borrowings, excluding borrowings with remaining contractual maturities within twelve months of the 
financial statement date, and total stockholders’ equity) was at approximately $146 billion at the end of 2007 fiscal year, up 
from approximately $100 billion at November 30, 2006 and $142 billion at the end of the third quarter of the 2007 fiscal 
year. Also during 2007, Holdings’ and LBI’s credit ratings were upgraded by two credit rating agencies. 

Liquidity 

Liquidity pool. We maintain a liquidity pool available to Holdings that covers expected cash outflows for twelve months in 
a stressed liquidity environment. In assessing the required size of our liquidity pool, we assume that assets outside the 
liquidity pool cannot be sold to generate cash, unsecured debt cannot be issued, and any cash and unencumbered liquid 
collateral outside of the liquidity pool cannot be used to support the liquidity of Holdings. Our liquidity pool is sized to 
cover expected cash outflows associated with the following items: 

• The repayment of approximately $21.5 billion of unsecured debt, which is all of the unsecured debt maturing in 
the next twelve months issued by Holdings and our unregulated entities, excluding approximately $3.7 billion 
of structured note self-funding trades that are measured at fair value and managed by business units through 
matched, unencumbered asset portfolios outside of Holdings’ liquidity pool. Our regulated entities each 
maintain their own liquidity pool sized to cover the repayment of the approximately $2.3 billion in aggregate of 
unsecured debt maturing in the next twelve months issued by those regulated entities. 

• The funding of commitments to extend credit made by Holdings and certain unregulated subsidiaries based on 
a probabilistic model. The funding of commitments to extend credit made by our regulated subsidiaries 
(including our banks) is covered by the liquidity pools maintained by these regulated subsidiaries. For additional 
information, see “Contractual Obligations and Lending-Related Commitments” below and Note 9, 
“Commitments, Contingencies and Guarantees,” to the Consolidated Financial Statements. 

• The anticipated impact of adverse changes on secured funding – either in the form of a greater difference 
between the market and pledge value of assets (also known as “haircuts”) or in the form of reduced borrowing 
availability. 

• The anticipated funding requirements of equity repurchases as we manage our equity base (including offsetting 
the dilutive effect of our employee incentive plans). See “Equity Management” below. 

In addition, the liquidity pool is sized to cover the impact of a one notch downgrade of Holdings’ long-term debt 
ratings, including the additional collateral that would be required to be posted against derivative contracts and other 
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secured funding arrangements. See “Credit Ratings” below. 

The liquidity pool is invested in liquid instruments, including cash equivalents, G-7 government bonds and U.S. agency 
securities, investment grade asset–backed securities and other liquid securities that we believe have a highly reliable 
pledge value. We calculate our liquidity pool on a daily basis. 

Our estimated values of the liquidity pool and other unencumbered (i.e., unpledged) asset portfolios available are: 

 At November 30, 
In billions  2007 2006 
Unregulated  
 Holdings liquidity pool at pledge value $  34.9 $  31.4
 Other unencumbered assets at market value 63.2 39.4
  98.1 70.8
Regulated (1)  
 Unencumbered assets held by bank entities at market value(2) 33.2 22.3
 Unencumbered assets held by non-bank entities at market value 62.3 50.8
 95.5 73.1
Total $193.6 $143.9
 (1)  Our regulated subsidiaries, such as our U.S. and non-U.S. broker-dealers and bank entities, maintain their own liquidity pools to cover their 

stand-alone expected annualized cash funding needs in a stressed liquidity environment. Unencumbered assets in regulated entities are generally 
restricted from transfer and therefore considered not available to support the liquidity needs of Holdings’ or other unregulated entities. 

(2)  Our deposit-taking bank entities consist of two U.S. institutions and one in Germany. 

Funding of assets. We fund assets based on their liquidity characteristics, and utilize cash capital1 to provide financing for 
our long-term funding needs. Our funding strategy incorporates the following factors: 

• Liquid assets (i.e., assets for which we believe a reliable secured funding market exists across all market 
environments including government bonds, U.S. agency securities, corporate bonds, asset-backed securities and 
equity securities) are primarily funded on a secured basis.  

• Secured funding “haircuts” are funded with cash capital.  

• Illiquid assets (e.g., fixed assets, intangible assets and margin postings) and less liquid inventory positions (e.g., 
derivatives, private equity investments, certain corporate loans, certain commercial mortgages and real estate 
positions) are funded with cash capital. 

• Certain unencumbered assets that are not part of the liquidity pool irrespective of asset quality are also funded 
with cash capital. These assets are typically unencumbered because of operational and asset-specific factors (e.g., 
securities moving between depots). We do not assume a change in these factors during a stressed liquidity 
event.  

As part of our funding strategy, we also take steps to mitigate our main sources of contingent liquidity risk as follows: 

• Commitments to extend credit — Cash capital is utilized to cover a probabilistic estimate of expected funding 
of commitments to extend credit. For a further discussion of our commitments, see “Contractual Obligations 
and Lending-Related Commitments” in this MD&A and Note 9, “Commitments, Contingencies and 
Guarantees,” to the Consolidated Financial Statements.  

• Ratings downgrade — Cash capital is utilized to cover the liquidity impact of a one-notch downgrade on 
Holdings. A ratings downgrade would increase the amount of collateral to be posted against our derivative 
contracts and other secured funding arrangements. For a further discussion of credit ratings and the potential 
impacts of ratings downgrades, see “Credit Ratings” below. 

• Client financing — We provide secured financing to our clients typically through repurchase and prime broker 
agreements. These financing activities can create liquidity risk if the availability and terms of our own secured 
borrowing agreements adversely change during a stressed liquidity event and we are unable to reflect these 
changes in our client financing agreements. We mitigate this risk by entering into term secured borrowing 

                                                           
  Cash capital consists of stockholders’ equity, the estimated sustainable portion of core deposit liabilities at our bank subsidiaries, and liabilities with 

remaining term of one year or more. 
1
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agreements, in which we can fund different types of collateral at pre-determined collateralization levels, and by 
maintaining liquidity pools at our regulated broker-dealers.  

Our policy is to operate with an excess of long-term funding sources over our long-term funding requirements (“cash 
capital surplus”). We seek to maintain a cash capital surplus at Holdings of at least $2.0 billion. As of November 30, 
2007, our cash capital surplus at Holdings increased to $8.0 billion, up from $6.0 billion at November 30, 2006. 
Additionally, at November 30, 2007 and 2006, our cash capital surplus in our regulated entities was approximately $12.6 
billion and $10.0 billion, respectively. 

We hedge the majority of foreign exchange risk associated with investments in subsidiaries in non–U.S. dollar currencies 
using foreign currency-denominated long-term debt and forwards.  

Diversification of funding sources. We seek to diversify our funding sources. We issue long-term debt in multiple 
currencies and across a wide range of maturities to tap many investor bases, thereby reducing our reliance on any one 
source.  

• During 2007, we issued $86.3 billion of long-term borrowings. Long-term borrowings (less current portion) 
increased to $123.2 billion at November 30, 2007, up from $81.2 billion at November 30, 2006 principally to 
support the growth in our assets as well as to pre-fund a portion of our 2008 maturities. The weighted-average 
maturities of our long-term borrowings were 7.1 and 6.3 years at November 30, 2007 and 2006, respectively. 

• We diversify our issuances geographically to minimize refinancing risk and broaden our debt-holder base. As of 
November 30, 2007, 54% of our long-term debt was issued outside the United States. In comparison, as of 
November 30, 2006, 49% of our long-term debt was issued outside the United States. 

• In order to minimize refinancing risk, we establish limits (stated as percentages of outstanding long-term 
borrowings) on our long-term borrowings anticipated to mature within any quarterly (12.5%), half-year (17.5%) 
and full-year (30.0%) interval. At November 30, 2007, those limits were $15.4 billion, $21.6 billion and $37.0 
billion, respectively. If we were to operate with debt above these levels, we would not include the additional 
amount as a source of cash capital. 

• We typically issue in sufficient size to create a liquid benchmark issuance (i.e., sufficient size to be included in 
the Lehman Bond Index, a widely used index for fixed income asset managers). 

Long-term debt is accounted for in our long-term-borrowings maturity profile at its contractual maturity date if the debt 
is redeemable at our option. Long-term debt that is repayable at par at the holder’s option is included in these limits at its 
earliest redemption date. Extendible issuances (which mature on an initial specified maturity date, unless the debt 
holders elect to extend the term of the note for a period specified in the note) are included in these limits at their earliest 
maturity date. 
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The quarterly long-term borrowings maturity schedule over the next five years at November 30, 2007 is as follows: 

Long-Term Borrowings Maturity Profile Chart(1)
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(1) Included in long-term debt is $5.1 billion of certain hybrid financial instruments with contingent early redemption features linked to market 

prices or other triggering events (e.g., the downgrade of a reference obligation underlying a credit–linked note). In the above maturity table, these 
notes are shown at their contractual maturity. In determining the cash capital value of these notes, however, we excluded the portion reasonably 
expected to mature within twelve months ($2.2 billion) from our cash capital sources at November 30, 2007. 

• We use both committed and uncommitted bilateral and syndicated long-term bank facilities to complement our 
long-term debt issuance. In particular, Holdings maintains a $2.0 billion unsecured, committed revolving credit 
agreement with a syndicate of banks that expires in February 2009. In addition, we maintain a $2.5 billion 
multi-currency unsecured, committed revolving credit facility (“European Facility”) with a syndicate of banks 
for Lehman Brothers Bankhaus AG (“Bankhaus”) and Lehman Brothers Treasury Co. B.V. that expires in 
April 2010. Our ability to borrow under such facilities is conditioned on complying with customary lending 
conditions and covenants. We have maintained compliance with the material covenants under these credit 
agreements at all times. We draw on both of these facilities from time to time in the normal course of 
conducting our business. As of November 30, 2007, there were no outstanding borrowings against either 
Holdings’ credit facility or the European Facility.  

• We have established a $2.4 billion conduit that issues secured liquidity notes to pre-fund high grade loan 
commitments. This is fully backed by a triple-A rated, third-party, one-year revolving liquidity back stop, which 
we have in turn fully backed. This conduit is consolidated in Holdings’ results of operations.  

• We participate in an A-1/P-1-rated multi-seller conduit. This multi-seller issues secured liquidity notes to 
provide financing. We use this conduit for purposes of funding a portion of our contingent acquisition 
commitments. At November 30, 2007, we were contingently committed to providing $1.6 billion of liquidity if 
the conduit is unable to remarket the secured liquidity notes upon their maturity, generally, one year after a 
failed remarketing event. This conduit is not consolidated in Holdings’ results of operations. 
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• We own three bank entities: Lehman Brothers Bank, a U.S.-based thrift institution, Lehman Brothers 
Commercial Bank, a U.S.-based industrial bank, and Bankhaus. These regulated bank entities operate in a 
deposit-protected environment and are able to source low-cost unsecured funds that are primarily term 
deposits. These bank entities are generally insulated from a company-specific or market liquidity event, thereby 
providing a reliable funding source for their mortgage products and selected loan assets and increasing our 
consolidated funding diversification. Overall, these bank entities have raised $29.4 billion and $21.4 billion of 
customer deposit liabilities as of November 30, 2007 and 2006, respectively. 

• Bank facilities provide us with further diversification and flexibility. For example, we draw on our committed 
syndicated credit facilities described above on a regular basis (typically 25% to 50% of the time on a weighted-
average basis) to provide us with additional sources of long-term funding on an as-needed basis. We have the 
ability to prepay and redraw any number of times and to retain the proceeds for any term up to the maturity 
date of the facility. As a result, we see these facilities as having the same liquidity value as long-term borrowings 
with the same maturity dates, and we include these borrowings in our reported long-term borrowings at the 
facility’s stated final maturity date to the extent that they are outstanding as of a reporting date. 

Funding action plan. We have developed and regularly update a Funding Action Plan, which represents a detailed 
action plan to manage a stress liquidity event, including a communication plan for regulators, creditors, investors and 
clients. The Funding Action Plan considers two types of liquidity stress events—a Company-specific event, where there 
are no issues with overall market liquidity and a broader market-wide event, which affects not just our Company but the 
entire market. 

In a Company-specific event, we assume we would lose access to the unsecured funding market for a full year and have to 
rely on the liquidity pool available to Holdings to cover expected cash outflows over the next twelve months. 

In a market liquidity event, in addition to the pressure of a Company-specific event, we also assume that, because the event 
is market wide, additional counterparties to whom we have extended liquidity facilities draw on these facilities. To mitigate 
the effect of a market liquidity event, we have developed access to additional liquidity sources beyond the liquidity pool at 
Holdings, including unutilized funding capacity in our bank entities and unutilized capacity in our bank facilities. See 
“Funding of assets” above. 

We perform regular assessments of our funding requirements in stress liquidity scenarios to best ensure we can meet all our 
funding obligations in all market environments. 

Legal entity structure. Our legal entity structure can constrain liquidity available to Holdings. Some of our legal 
entities, particularly our regulated broker-dealers and bank entities, are restricted in the amount of funds that they can 
distribute or lend to Holdings. For a further discussion, see Note 15, “Regulatory Requirements,” to the Consolidated 
Financial Statements. 

Certain regulated subsidiaries are funded with subordinated debt issuances and/or subordinated loans from Holdings, 
which are counted as regulatory capital for those subsidiaries. Our policy is to fund subordinated debt advances by 
Holdings to subsidiaries for use as regulatory capital with long-term debt issued by Holdings having a maturity at least 
one year greater than the maturity of the subordinated debt advance. 

Credit Ratings 

During the 2007 calendar year, Holdings’ and LBI’s credit ratings were upgraded by two of the rating agencies. Like other 
companies in the securities industry, we rely on external sources to finance a significant portion of our day-to-day 
operations. The cost and availability of unsecured financing are affected by our short-term and long-term credit ratings. 
Factors that may be significant to the determination of our credit ratings or otherwise affect our ability to raise short-term 
and long-term financing include our profit margin, our earnings trend and volatility, our cash liquidity and liquidity 
management, our capital structure, our risk level and risk management, our geographic and business diversification, and our 
relative positions in the markets in which we operate. Deterioration in any of these factors or combination of these factors 
may lead rating agencies to downgrade our credit ratings. This may increase the cost of, or possibly limit our access to, 
certain types of unsecured financings and trigger additional collateral requirements in derivative contracts and other secured 
funding arrangements. In addition, our debt ratings can affect certain capital markets revenues, particularly in those 
businesses where longer-term counterparty performance is critical, such as over-the-counter (“OTC”) derivative 
transactions, including credit derivatives and interest rate swaps. 
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The current ratings of Holdings and LBI short- and long-term senior borrowings are as follows: 

Credit Ratings 
Holdings  LBI 

Short-term Long-term  Short-term Long-term 
Standard & Poor’s Ratings Services A-1 A+  A-1+ AA- 
Moody’s Investors Service P-1 A1  P-1 Aa3 
Fitch Ratings F-1+ AA-  F-1+ AA- 
Dominion Bond Rating Service Limited(1) R-1 (middle) AA (low)  R-1 (middle) AA 
(1) On December 21, 2007, Dominion Bond Rating Service Limited upgraded Holdings’ long-term senior borrowings rating to AA (low) from A 

(high) and upgraded LBI’s long-term senior borrowings rating to AA from AA (low). 

At November 30, 2007, counterparties had the right to require us to post additional collateral pursuant to derivative 
contracts and other secured funding arrangements of approximately $2.4 billion. Additionally, at that date we would 
have been required to post additional collateral pursuant to such arrangements of approximately $0.1 billion in the event 
we were to experience a downgrade of our senior debt rating of one notch and a further $4.6 billion in the event we 
were to experience a downgrade of our senior debt rating of two notches. 

Cash Flows 

Cash and cash equivalents of $7.3 billion at November 30, 2007 increased by $1.3 billion from $6.0 billion at November 
30, 2006, as net cash provided by financing activities of $48.6 billion was offset by net cash used in operating activities of 
$45.6 billion and net cash used in investing activities of $1.7 billion.  

Balance Sheet 

Assets. The assets on our balance sheet consist primarily of Cash and cash equivalents, Financial instruments and other 
inventory positions owned, and collateralized agreements. At November 30, 2007, our total assets increased by 37% to 
$691.1 billion from $503.5 billion at November 30, 2006, due to an increase in secured financing transactions and net 
assets. Net assets at November 30, 2007 increased $104.0 billion from the prior year due to increases across most 
inventory categories, as well as an increase in customer secured receivables, as we continued to grow the Firm. Our 
calculation of Net assets excludes from total assets: (i) cash and securities segregated and on deposit for regulatory and 
other purposes; (ii) collateralized lending agreements; and (iii) identifiable intangible assets and goodwill. We believe net 
assets to be a more useful measure of our assets than total assets because it excludes certain low-risk, non-inventory 
assets. Our calculation of Net assets may not be comparable to other, similarly titled calculations by other companies as 
a result of different calculation methodologies. 

At November 30, 2007 and 2006 our total and net assets were comprised of the following items: 

Net Assets 

 At November 30, 
In millions 2007 2006 
Total assets $ 691,063 $ 503,545
Cash and securities segregated and on deposit for regulatory   
 and other purposes (12,743) (6,091)
Collateralized lending agreements (301,234) (225,156)
Identifiable intangible assets and goodwill (4,127) (3,362)
Net assets $ 372,959 $ 268,936

Included within Net assets are real estate held for sale, certain high yield instruments and private equity and other 
principal investments. 

Real estate held for sale. We invest in real estate through direct investments in equity and debt. We record real estate 
held for sale at the lower of its carrying amount or fair value less cost to sell. The assessment of fair value less cost to sell 
generally requires the use of management estimates and generally is based on property appraisals provided by third 
parties and also incorporates an analysis of the related property cash flow projections. We had real estate investments of 
approximately $21.9 billion and $9.4 billion at November 30, 2007 and 2006, respectively. Because portions of these 
assets have been financed on a non-recourse basis, our net investment position was limited to $12.8 billion and $5.9 
billion at November 30, 2007 and 2006, respectively.  
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High yield instruments. We underwrite, syndicate, invest in and make markets in high yield corporate debt securities and 
loans. We define high yield instruments as securities of or loans to companies rated BB+ or lower or equivalent ratings by 
recognized credit rating agencies, as well as non-rated securities or loans that, in management’s opinion, are non-investment 
grade. High yield debt instruments generally involve greater risks than investment grade instruments and loans due to the 
issuer’s creditworthiness and the lower liquidity of the market for such instruments, generally. In addition, these issuers 
generally have relatively higher levels of indebtedness resulting in an increased sensitivity to adverse economic conditions. 
We seek to reduce these risks through active hedging strategies and through the diversification of our products and 
counterparties.  

High yield instruments are carried at fair value, with unrealized gains and losses reflected in Principal transactions in the 
Consolidated Statement of Income. Our high yield instruments at November 30, 2007 and 2006 were as follows: 

 At November 30, 
In millions 2007 2006 
Bonds and loans in established trading markets   $31,457  $11,481 
Bonds and loans held awaiting securitization and/or syndication  157  4,132 
Bonds and loans with little or no pricing transparency   1,118  316 
High yield instruments  32,732  15,929 
Credit risk hedges(1)  (2,337)  (3,111) 
High yield position, net  $30,395  $12,818 
(1) Credit risk hedges represent financial instruments with offsetting risk to the same underlying counterparty, but exclude other credit and market risk 

mitigants which are highly correlated, such as index, basket and/or sector hedges. 

The increase in high-yield positions from 2006 to 2007 is primarily from funded lending commitments that have not been 
syndicated. At November 30, 2007 and 2006, the largest industry concentrations were 26% and 20%, respectively, and were 
in the finance and insurance industry classifications. The largest geographic concentrations at November 30, 2007 and 2006 
were 66% and 53%, respectively, in the Americas. We mitigate our aggregate and single-issuer net exposure through the use 
of derivatives, non-recourse financing and other financial instruments. 

Private equity and other principal investments. Our Private Equity business operates in six major asset classes: 
Merchant Banking, Real Estate, Venture Capital, Credit-Related Investments, Private Funds Investments and Infrastructure. 
We have raised privately-placed funds in these asset classes, for which we act as a general partner and in which we have 
general and in many cases limited partner interests. In addition, we generally co-invest in the investments made by the funds 
or may make other non-fund-related direct investments. At November 30, 2007 and 2006, our private equity related 
investments totaled $4.2 billion and $2.1 billion, respectively. The real estate industry represented the highest concentrations 
at 41% and 30% at November 30, 2007 and 2006, respectively, and the largest single investment was approximately $275 
million and $80 million, at those respective dates. 

Our private equity investments are measured at fair value based on our assessment of each underlying investment, 
incorporating valuations that consider expected cash flows, earnings multiples and/or comparisons to similar market 
transactions, among other factors. Valuation adjustments, which usually involve the use of significant management 
estimates, are an integral part of pricing these instruments, reflecting consideration of credit quality, concentration risk, 
sale restrictions and other liquidity factors. For additional information about our private equity and other principal 
investment activities, including related commitments, see Note 9, “Commitments, Contingencies and Guarantees,” to 
the Consolidated Financial Statements. 

Equity Management 

The management of equity is a critical aspect of our capital management. Determining the appropriate amount of equity 
capital base is dependent on a number of variables, including the amount of equity needed given our estimation of risk 
in our business activities, the capital required by laws or regulations, leverage thresholds required by the consolidated 
supervised entity (“CSE”) rules and credit rating agencies’ perspectives of capital sufficiency. 

We continuously evaluate deployment alternatives for our equity with the objective of maximizing shareholder value. In 
periods where we determine our levels of equity to be beyond those necessary to support our business activities, we may 
return capital to shareholders through dividend payments or stock repurchases. 

We maintain a common stock repurchase program to manage our equity capital. In January 2007, our Board of Directors 
authorized the repurchase, subject to market conditions, of up to 100 million shares of Holdings common stock for the 
management of our equity capital, including offsetting dilution due to employee stock awards. This authorization 
superseded the stock repurchase program authorized in 2006. Our stock repurchase program is effected through  
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open-market purchases, as well as through employee transactions where employees tender shares of common stock to 
pay for the exercise price of stock options and the required tax withholding obligations upon option exercises and 
conversion of restricted stock units (“RSUs”) to freely-tradable common stock. 

Over the course of our 2007 fiscal year, we repurchased through open-market purchases or withheld from employees for 
the purposes described above approximately 43.0 million shares of our common stock at an aggregate cost of 
approximately $3.2 billion, or $73.85 per share. During 2007, we issued 15.4 million shares resulting from employee 
stock option exercises and another 24.5 million shares were issued out of treasury stock to an irrevocable grantor trust 
that holds shares for issuance to employees in satisfaction of restricted stock units granted under the Firm’s equity 
compensation plans (the “RSU Trust”). 

In January 2008, our Board of Directors authorized the repurchase, subject to market conditions, of up to 100 million 
shares of Holdings’ common stock for the management of the Firm’s equity capital, including consideration of dilution due 
to employee stock awards. This resolution supersedes the stock repurchase program authorized in 2007.  

Capital Ratios 

Leverage Ratios. The relationship of assets to equity is one measure of a company’s capital adequacy. Generally, this 
leverage ratio is computed by dividing assets by stockholders’ equity. We believe that a more meaningful, comparative 
ratio for companies in the securities industry is net leverage, which is the result of net assets divided by tangible equity 
capital. 

Our net leverage ratio is calculated as net assets divided by tangible equity capital. We calculate net assets by excluding 
from total assets: (i) cash and securities segregated and on deposit for regulatory and other purposes; (ii) collateralized 
lending agreements; and (iii) identifiable intangible assets and goodwill. We believe net leverage based on net assets to be 
a more useful measure of leverage, because it excludes certain low-risk, non-inventory assets and utilizes tangible equity 
capital as a measure of our equity base. We calculate tangible equity capital by including stockholders’ equity and junior 
subordinated notes and excluding identifiable intangible assets and goodwill. We believe tangible equity capital to be a 
more meaningful measure of our equity base for purposes of calculating net leverage because it includes instruments we 
consider to be equity-like due to their subordinated nature, long-term maturity and interest deferral features and we do 
not view the amount of equity used to support identifiable intangible assets and goodwill as available to support our 
remaining net assets. These measures may not be comparable to other, similarly titled calculations by other companies as 
a result of different calculation methodologies. 
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Tangible Equity Capital and Capital Ratios 

 At November 30, 
In millions 2007 2006 
Total stockholders’ equity  $   22,490  $   19,191 
Junior subordinated notes (1), (2)  4,740  2,738 
Identifiable intangible assets and goodwill  (4,127)  (3,362) 
Tangible equity capital  $   23,103  $   18,567 
Total assets  $ 691,063  $ 503,545 
Leverage ratio  30.7x  26.2x 
Net assets  $ 372,959  $ 268,936 
Net leverage ratio  16.1x  14.5x 
(1)  See Note 8, “Borrowings and Deposit Liabilities,” to the Consolidated Financial Statements. 
(2)  Our definition for tangible equity capital limits the amount of junior subordinated notes and preferred stock included in the calculation to 25% 

of tangible equity capital. The amount excluded was approximately $237 million in 2007 and no amount was excluded in 2006. 

Included below are the changes in our tangible equity capital at November 30, 2007 and 2006: 

Tangible Equity Capital 
 At November 30, 
In millions 2007 2006 
Beginning tangible equity capital  $18,567  $15,564 
Net income  4,192  4,007 
Dividends on common stock  (351)  (276) 
Dividends on preferred stock  (67)  (66) 
Common stock open-market repurchases  (2,605)  (2,678) 
Common stock withheld from employees (1)  (573)  (1,003) 
Equity-based award plans (2)  2,829  2,396 
Net change in junior subordinated notes included in tangible equity (3)  2,002  712 
Change in identifiable intangible assets and goodwill  (765)  (106) 
Other, net (4)  (126)  17 
Ending tangible equity capital  $23,103  $18,567 
(1) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon option 

exercises and conversion of RSUs. 
(2) This represents the sum of (i) proceeds received from employees upon the exercise of stock options, (ii) the incremental tax benefits from the 

issuance of stock-based awards and (iii) the value of employee services received – as represented by the amortization of deferred stock 
compensation. 

(3) Junior subordinated notes are deeply subordinated and have a long-term maturity and interest deferral features and are utilized in calculating 
equity capital by leading rating agencies. 

(4) Other, net for 2007 includes a $67 million net increase to Retained earnings from adoption of SFAS 157 and SFAS 159 and a $210 million 
decrease to Accumulated other comprehensive income/(loss) from the adoption of SFAS 158. See “Accounting and Regulatory Developments” 
below for additional information. Other, net for 2006 includes a $6 million net decrease to Retained earnings from the initial adoption of under 
SFAS 155 and SFAS No. 156, Accounting for Servicing of Financial Assets—an amendment of FASB Statement No. 140 (“SFAS 156”). 

Primary Equity Double Leverage. Primary equity double leverage ratio is the comparison of Holdings’ equity 
investments in subsidiaries to total equity capital (the sum of total stockholders’ equity and junior subordinated notes). 
As of November 30, 2007, our equity investment in subsidiaries was $25.1 billion and our total equity capital calculated 
was $27.5 billion. We aim to maintain a primary equity double leverage ratio of 1.0x or below. Our primary equity double 
leverage ratio was 0.91x and 0.88x as of November 30, 2007 and 2006, respectively. We believe total equity capital to be 
a more meaningful measure of our equity than stockholders’ equity because we consider junior subordinated notes to be 
equity-like due to their subordinated nature, long-term maturity and interest deferral features. We believe primary equity 
double leverage based on total equity capital to be a useful measure of our equity investments in subsidiaries. Our 
calculation of primary equity double leverage may not be comparable to other, similarly titled calculations by other 
companies as a result of different calculation methodologies. 
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Contractual Obligations and Lending-Related Commitments 

Contractual Obligations 

In the normal course of business, we enter into various contractual obligations that may require future cash payments. 
The following table summarizes the contractual amounts at November 30, 2007 in total and by remaining maturity, and 
at November 30, 2006. Excluded from the table are a number of obligations recorded in the Consolidated Statement of 
Financial Condition that generally are short-term in nature, including secured financing transactions, trading liabilities, 
deposit liabilities at our banking subsidiaries, commercial paper and other short-term borrowings and other payables and 
accrued liabilities. 

 Expiration Per Period at November 30, Total Contractual Amount 
   2010- 2012- November 30,  
In millions  2008 2009 2011 Later 2007 2006 
Long-term borrowings $ — $25,023 $28,146 $69,981 $123,150 $81,178
Operating lease obligations 281 269 493 1,562 2,605 1,714
Capital lease obligations 74 99 206 2,597 2,976 3,043
Purchase obligations 316 10 9 13 348 783

For additional information about long-term borrowings, see Note 8, “Borrowings and Deposit Liabilities,” to the 
Consolidated Financial Statements. For additional information about operating and capital lease obligations, see Note 9, 
“Commitments, Contingencies and Guarantees,” to the Consolidated Financial Statements.  

Purchase obligations include agreements to purchase goods or services that are enforceable and legally binding and that 
specify all significant terms, including fixed or minimum quantities to be purchased, fixed, minimum or variable price 
provisions and the approximate timing of the transaction. Purchase obligations with variable pricing provisions are included 
in the table based on the minimum contractual amounts. Certain purchase obligations contain termination or renewal 
provisions. The table reflects the minimum contractual amounts likely to be paid under these agreements assuming the 
contracts are not terminated. 
Lending–Related Commitments 

The following table summarizes the contractual amounts of lending-related commitments at November 30, 2007 and 2006: 

   Total 
 Expiration Per Period at November 30,  Contractual Amount 
   2010- 2012-   November 30, 
In millions  2008 2009 2011 2013 Later  2007 2006 
Lending commitments         
 High grade (1) $  5,579  $  1,039 $ 6,554 $ 10,411 $   403  $23,986 $17,945
 High yield (2) 4,051 411 2,103 4,850 2,658  14,073 7,558
Contingent acquisition facilities     
 High grade 10,230  —  —  —  —  10,230 1,918
 High yield 9,749  —  —  —  —  9,749 12,766
Mortgage commitments 5,082 670 1,378 271 48  7,449 12,162
Secured lending transactions 122,661 455 429 468 1,846  125,859 83,071
 (1) We view our net credit exposure for high grade commitments, after consideration of hedges, to be $12.2 billion and $4.9 billion at November 30, 

2007 and 2006, respectively. 
(2) We view our net credit exposure for high yield commitments, after consideration of hedges, to be $12.8 billion and $5.9 billion at November 30, 2007 

and 2006, respectively. 

We use various hedging and funding strategies to actively manage our market, credit and liquidity exposures on these 
commitments. We do not believe total commitments necessarily are indicative of actual risk or funding requirements 
because the commitments may not be drawn or fully used and such amounts are reported before consideration of hedges. 

Lending commitments. Through our high grade (investment grade) and high yield (non-investment grade) sales, trading 
and underwriting activities, we make commitments to extend credit in loan syndication transactions. These commitments 
and any related drawdowns of these facilities typically have fixed maturity dates and are contingent on certain 
representations, warranties and contractual conditions applicable to the borrower. We define high yield exposures as 
securities of or loans to companies rated BB+ or lower or equivalent ratings by recognized credit rating agencies, as well as 
non-rated securities or loans that, in management’s opinion, are non-investment grade.  
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We had commitments to high grade borrowers at November 30, 2007 and 2006 of $24.0 billion (net credit exposure of 
$12.2 billion, after consideration of hedges) and $17.9 billion (net credit exposure of $4.9 billion, after consideration of 
hedges), respectively. We had commitments to high yield borrowers of $14.1 billion (net credit exposure of $12.8 billion, 
after consideration of hedges) and $7.6 billion (net credit exposure of $5.9 billion, after consideration of hedges) at 
November 30, 2007 and 2006, respectively. 

Contingent acquisition facilities. We provide contingent commitments to investment and non-investment grade 
counterparties related to acquisition financing. We do not believe contingent acquisition commitments are necessarily 
indicative of actual risk or funding requirements as funding is dependent both upon a proposed transaction being 
completed and the acquiror fully utilizing our commitment. Typically, these commitments are made to a potential acquiror 
in a proposed acquisition, which may or may not be completed depending on whether the potential acquiror to whom we 
have provided our commitment is successful. A contingent borrower’s ability to draw on the commitment is typically 
subject to there being no material adverse change in the borrower’s financial condition, among other factors, and the 
commitments also generally contain certain flexible pricing features to adjust for changing market conditions prior to 
closing. In addition, acquirers generally utilize multiple financing sources, including other investment and commercial banks, 
as well as accessing the general capital markets for completing transactions. Therefore, our contingent acquisition 
commitments are generally greater than the amounts we expect we will ultimately fund. Further, our past practice, 
consistent with our credit facilitation framework, has been to syndicate acquisition financings to investors. The ultimate 
timing, amount and pricing of a syndication, however, is influenced by market conditions that may not necessarily be 
consistent with those at the time the commitment was entered. We provided contingent commitments to high grade 
counterparties related to acquisition financing of approximately $10.2 billion and $1.9 billion at November 30, 2007 and 
2006, respectively, and to high yield counterparties related to acquisition financing of approximately $9.8 billion and $12.8 
billion at November 30, 2007 and 2006, respectively. 

Mortgage commitments. Through our mortgage origination platforms we make commitments to extend mortgage loans. 
At November 30, 2007 and 2006, we had outstanding mortgage commitments of approximately $7.4 billion and $12.2 
billion, respectively. These commitments included $3.0 billion and $7.0 billion of residential mortgages in 2007 and 2006 
and $4.4 billion and $5.2 billion of commercial mortgages at 2007 and 2006. Typically, residential mortgage loan 
commitments require us to originate mortgage loans at the option of a borrower generally within 90 days at fixed interest 
rates. Consistent with past practice, our intention is to sell residential mortgage loans, once originated, primarily through 
securitizations. The ability to sell or securitize mortgage loans, however, is dependent on market conditions. 

Secured lending transactions. In connection with our financing activities, we had outstanding commitments under 
certain collateralized lending arrangements of approximately $9.8 billion and $7.5 billion at November 30, 2007 and 2006, 
respectively. These commitments require borrowers to provide acceptable collateral, as defined in the agreements, when 
amounts are drawn under the lending facilities. Advances made under these lending arrangements typically are at variable 
interest rates and generally provide for over-collateralization. In addition, at November 30, 2007, we had commitments to 
enter into forward starting secured resale and repurchase agreements, primarily secured by government and government 
agency collateral, of $70.8 billion and $45.3 billion, respectively, compared to $44.4 billion and $31.2 billion, respectively, at 
November 30, 2006. 

For additional information about lending-related commitments, see Note 9, “Commitments, Contingencies and 
Guarantees,” to the Consolidated Financial Statements. 

Off-Balance-Sheet Arrangements 

In the normal course of business we engage in a variety of off-balance-sheet arrangements, including certain derivative 
contracts meeting the FIN No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of 
Indebtedness of Others (“FIN 45”), definition of a guarantee that may require future payments. Other than lending-related 
commitments already discussed above in “Lending-Related Commitments,” the following table summarizes our off-
balance-sheet arrangements at November 30, 2007 and 2006 as follows: 
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   Total 
 Expiration Per Period at November 30,  Contractual Amount 
  2010- 2012-  November 30,  
In millions  2008 2009 2011 2013 Later  2007 2006 
Derivative contracts (1) $87,394 $59,598 $152,317 $210,496 $228,132  $737,937 $534,585
Municipal-securities-related    
 commitments 2,362 733 86 69 3,652  6,902 1,599
Other commitments with     
 variable interest entities 106 3,100 170 963 4,772  9,111 4,902
Standby letters of credit 1,685 5 — — —  1,690 2,380
Private equity and other    
 principal investments 820 675 915 173 —  2,583 1,088
(1) We believe the fair value of these derivative contracts is a more relevant measure of the obligations because we believe the notional amount overstates 

the expected payout. At November 30, 2007 and 2006, the fair value of these derivative contracts approximated $36.8 billion and $9.3 billion, 
respectively. 

In accordance with FIN 45, the table above includes only certain derivative contracts meeting the FIN 45 definition of a 
guarantee. For additional information on these guarantees and other off-balance-sheet arrangements, see Note 9 
“Commitments, Contingencies and Guarantees,” to the Consolidated Financial Statements.  

Derivatives 

Neither derivatives’ notional amounts nor underlying instrument values are reflected as assets or liabilities in our 
Consolidated Statement of Financial Condition. Rather, the market, or fair values, related to derivative transactions are 
reported in the Consolidated Statement of Financial Condition as assets or liabilities in Derivatives and other contractual 
agreements, as applicable. Derivatives are presented on a net-by-counterparty basis when a legal right of offset exists, on a 
net-by-cross product basis when applicable provisions are stated in a master netting agreement; and/or on a net of cash 
collateral received or paid on a counterparty basis, provided a legal right of offset exists. 

We enter into derivative transactions both in a trading capacity and as an end-user. Acting in a trading capacity, we enter 
into derivative transactions to satisfy the needs of our clients and to manage our own exposure to market and credit risks 
resulting from our trading activities (collectively, “Trading-Related Derivatives”).  

As an end-user, we primarily use derivatives to hedge our exposure to market risk (including foreign currency exchange and 
interest rate risks) and credit risks (collectively, “End-User Derivatives”). When End-User Derivatives are interest rate 
swaps they are measured at fair value through earnings and the carrying value of the related hedged item is adjusted through 
earnings for the effect of changes in the fair value of the risk being hedged. The hedge ineffectiveness in these relationships 
is recorded in Interest expense in the Consolidated Statement of Income. When End-User Derivatives are used in hedges of 
net investments in non-U.S. dollar functional currency subsidiaries, the gains or losses are reported within Accumulated 
other comprehensive income/(loss), net of tax, in Stockholders’ equity. 

We conduct our derivative activities through a number of wholly-owned subsidiaries. Our fixed income derivative products 
business is principally conducted through our subsidiary Lehman Brothers Special Financing Inc., and separately capitalized 
“AAA” rated subsidiaries, Lehman Brothers Financial Products Inc. and Lehman Brothers Derivative Products Inc. Our 
equity derivative products business is conducted through Lehman Brothers Finance S.A. and Lehman Brothers OTC 
Derivatives Inc. Our commodity and energy derivatives product business is conducted through Lehman Brothers 
Commodity Services Inc. In addition, as a global investment bank, we also are a market maker in a number of foreign 
currencies. Counterparties to our derivative product transactions primarily are U.S. and foreign banks, securities firms, 
corporations, governments and their agencies, finance companies, insurance companies, investment companies and pension 
funds. We manage the risks associated with derivatives on an aggregate basis, along with the risks associated with our non-
derivative trading and market-making activities in cash instruments, as part of our firm wide risk management policies. We 
use industry standard derivative contracts whenever appropriate. 

For additional information about our accounting policies and our Trading-Related Derivative activities, see Note 1, 
“Summary of Significant Accounting Policies,” and Note 3, “Financial Instruments and Other Inventory Positions,” to the 
Consolidated Financial Statements. 

Special Purpose Entities  

We enter into various transactions with special purpose entities (“SPEs”). SPEs may be corporations, trusts or partnerships 
that are established for a limited purpose. There are two types of SPEs—QSPEs and VIEs. 

 
- 68 - 

A-70



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

A QSPE generally can be described as an entity whose permitted activities are limited to passively holding financial assets 
and distributing cash flows to investors based on pre-set terms. Our primary involvement with QSPEs relates to 
securitization transactions in which transferred assets, including mortgages, loans, receivables and other financial assets, are 
sold to an SPE that qualifies as a QSPE under SFAS 140. In accordance with SFAS 140 and FIN-46(R), we do not 
consolidate QSPEs. We recognize at fair value the interests we hold in the QSPEs. We derecognize financial assets 
transferred to QSPEs, provided we have surrendered control over the assets. 

Certain SPEs do not meet the QSPE criteria because their permitted activities are not limited sufficiently or the assets are 
non-qualifying financial instruments (e.g., real estate). These SPEs are referred to as VIEs, and we typically use them to 
create securities with a unique risk profile desired by investors to intermediate financial risk or to invest in real estate. 
Examples of our involvement with VIEs include collateralized debt obligations, synthetic credit transactions, real estate 
investments through VIEs, and other structured financing transactions. Under FIN 46(R), we consolidate a VIE if we are 
the primary beneficiary of the entity. The primary beneficiary is the party that either (i) absorbs a majority of the VIEs 
expected losses; (ii) receives a majority of the VIEs expected residual returns; or (iii) both. 

For a further discussion of our consolidation policies, see “Critical Accounting Policies and Estimates—Consolidation 
Accounting Policies” in this MD&A. For a further discussion of our securitization activities and our involvement with 
VIEs, see Note 6, “Securitizations and Special Purpose Entities,” to the Consolidated Financial Statements. 

Other Off-Balance-Sheet Exposure 

SIVs. A structured investment vehicle (“SIV”) is an entity that borrows money in the form of commercial paper, medium-
term notes or subordinated capital notes, and uses the proceeds to purchase assets, including asset-backed or mortgage-
backed securities. We do not own, manage or sponsor any SIVs. Our SIV-related exposure is limited to that acquired 
through proprietary investments or trading activity, specifically: 

• At November 30, 2007, we had approximately $75 million of balance sheet exposure representing the aggregate of 
a fully drawn liquidity loan to a SIV, and medium-term notes and commercial paper issued by SIVs bought in the 
primary or secondary markets. 

• We have entered into derivative transactions to which SIVs are counterparties. The total notional amount of these 
derivative transactions was approximately $4.1 billion at November 30, 2007. We believe the fair value of these 
derivative transactions is a more relevant measure of the obligations because we believe the notional amount 
overstates the expected payout. At November 30, 2007, the fair value of these derivative contracts approximated 
$50 million. For a further discussion of derivative transactions, see Note 9, “Commitments, Contingencies and 
Guarantees—Other Commitments and Guarantees,” to the Consolidated Financial Statements. 

• Under resell or repurchase agreements, we have balance sheet exposure to commercial paper issued by SIVs. This 
exposure was approximately $14 million at November 30, 2007. For a further discussion of resell and repurchase 
agreements, see Note 5, “Securities Received and Pledged as Collateral,” to the Consolidated Financial Statements. 

• We manage certain private equity and other alternative investment funds which are not consolidated into our 
results of operations. At November 30, 2007, a small percentage of the assets within those funds have SIV-
related exposure.  

Conduits. Conduits are entities established to convey financing. They are thinly capitalized SPE structures established 
on behalf of a sponsor or sponsors that purchase assets from multiple parties, funding those purchases by issuing 
commercial paper. Assets held in a conduit serve as collateral for the commercial paper issued by the conduit. We are a 
sponsor, guarantor, and/or liquidity and credit facility provider to certain conduits. Specifically: 

• We make certain liquidity commitments and guarantees to commercial paper conduits in support of certain 
clients’ secured financing transactions. These commitments and guarantees obligate us to provide liquidity to 
these conduits in the event the conduits cannot obtain funding in the market; however, our obligation is limited 
to the total amount required to fund our clients’ assets in the conduit. At November 30, 2007, the amount of 
these commitments was approximately $1.4 billion. We believe our actual risk to be limited because these 
liquidity commitments are supported by high quality collateral. For a further discussion of derivative 
transactions, see Note 9, “Commitments, Contingencies and Guarantees—Other Commitments and 
Guarantees,” to the Consolidated Financial Statements. 

• We provide guarantees to investors in certain VIEs. These guarantees may include a guaranteed return of the 
investors’ initial investment or of the investors’ initial investment plus an agreed upon return depending on the 
terms. At November 30, 2007, these commitments were approximately $6.1 billion. We believe our actual risk 
to be limited because our obligations are collateralized by the VIEs’ assets and contain significant constraints 
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under which downside protection will be available (e.g., the VIE is required to liquidate assets in the event 
certain loss levels are triggered). For a further discussion, see Note 9, “Commitments, Contingencies and 
Guarantees—Other Commitments and Guarantees,” to the Consolidated Financial Statements. 

• We have established a $2.4 billion conduit that issues secured liquidity notes to pre-fund high grade loan 
commitments. This conduit is consolidated in Holdings’ results of operations. This is fully backed by a triple-A 
rated, third-party, one-year revolving liquidity back stop, which we have in turn fully backed. This conduit is 
consolidated in Holdings’ results of operations. 

• We participate in an A-1/P-1-rated multi-seller conduit. This multi-seller issues secured liquidity notes to 
provide financing. Our intention is to utilize this conduit for purposes of funding a portion of our contingent 
acquisition commitments. At November 30, 2007, we were contingently committed to provide $1.6 billion of 
liquidity if the conduit is unable to remarket the secured liquidity notes upon their maturity, generally, one year 
after a failed remarketing event. This conduit is not consolidated in Holdings’ results of operations. For a 
further discussion of derivative transactions, see Note 9, “Commitments, Contingencies and Guarantees—
Other Commitments and Guarantees,” to the Consolidated Financial Statements. 

• As a dealer and agent in the commercial paper market, we hold a minimal amount in inventory from various 
conduit programs, including the multi-seller conduit discussed above. At November 30, 2007, the amount of 
commercial paper in our inventory from conduit programs in which we participate, as dealer and/or agent, was 
approximately $850 million. 

Risk Management 

Our goal is to realize returns from our business commensurate with the risks assumed. Our business activities have 
inherent risks that we monitor, evaluate and manage through a comprehensive risk management structure. These risks 
include market, credit, liquidity, operational and reputational exposures, among others.  

The bases of our risk control processes are: 

• We establish policies to document our risk principles, our risk capacity and tolerance levels. 

• We monitor and enforce adherence to our risk policies. 

• We measure quantifiable risks using methodologies and models based on tested assumptions. 

• We identify emerging risks through monitoring our portfolios, new business development, unusual or 
complex transactions and external events and market influences. 

• We report risks to stakeholders. 

Risk Management Structure 

While risk cannot be completely eliminated, we have designed our internal control environment to put appropriate risk 
mitigants in place. Our control processes separate the duties of risk management from revenue generation and effect 
management oversight of the risk management function.  

Our overall risk limits and risk management policies, including establishment of risk tolerance levels, are determined by the 
Risk Committee. The Risk Committee, which includes management’s Executive Committee, the Global Head of Risk 
Management and certain other members of senior management, reviews our risk exposures, position concentrations and 
risk-taking activities on a weekly basis, or more frequently as needed. Our Risk Committee allocates the usage of capital to 
each of our businesses and establishes trading and credit limits for counterparties with a goal to maintain diversification of 
our businesses, counterparties and geographic presence. 

The Global Risk Management Division (the “Division”) is independent of revenue-generation but maintains a presence in 
our regional trading centers as well as in key sales offices. The Division’s role is to assist in explaining our risks and making 
them clear to management and others. The organization of the Division reflects our integrated approach to risk 
management, bringing together the skill sets of credit, market, quantitative, sovereign and operational risk management 
groups. 
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Market Risk 

Market risk is the potential change to the market value of our trading and investing positions. We assume market risk in 
our market-making, specialist, proprietary trading, investing and underwriting activities. 

Market risk can result from changes in market variables, including: 

• Changes in the level, slope or shape of yield curves (interest rates), widening or tightening of general spread 
levels (credit or credit-related spreads) and volatility of interest rates. 

• Directional movements in prices and volatilities of individual equities, equity baskets and equity indices. 

• Movement of domestic and foreign currency rates. 

• Price movements of commodities such as electricity, natural gas, and oil. 

• Changes in asset valuations. 

Responsibility for defining and monitoring market risk tolerance levels is that of our Market Risk Management 
Department (the “MRM Department”). Based upon the MRM Department’s established thresholds, management 
applies business judgment to mitigate these risks, managing our risk exposures by diversifying portfolios, limiting 
position sizes and establishing economic hedges. Both the MRM Department and management also rely upon the 
Quantitative Risk Management Department (the “QRM Department”) to ensure that both quantifiable and 
unquantifiable risk is identified, assessed and managed. 

Management and the MRM and QRM Departments use qualitative and quantitative risk measures and analyses such as 
sensitivity to changes in interest rates, prices, and implied volatilities. Stress testing, which measures the impact on the 
value of existing portfolios of specific changes in market factors for certain products, is performed with regularity. 
Scenario analyses, which estimate sensitivity to a set of predefined market and/or external events, are also conducted 
periodically. A statistical measure of the potential loss in the fair value of a portfolio due to adverse movements in 
underlying risk factors known as value-at-risk (“VaR”) is also used to monitor and manage market risk. 

VaR. We estimate VaR using a model that simulates the impact market risk factors would have on our portfolio. Our 
calculation of VaR is an approximation of earning and loss distributions our portfolio would realize if current market 
risks were observed in historical markets. Our method uses four years of historical data, weighted to give greater impact 
to more recent time periods in simulating potential changes in market risk factors, and estimates the amount that our 
current portfolio could lose with a specified degree of confidence, over a given time interval.  

For the table below, a one-day time interval and a 95% confidence level were used. This means that there is a 1-in-20 
chance that daily trading net revenue losses on a particular day would exceed the reported VaR.  

In a historical simulation VaR, portfolio positions have offsetting risk characteristics, referred to as diversification 
benefit. We measure the diversification benefit within our portfolio by historically simulating how the positions in our 
current portfolio would have behaved in relation to each other as opposed to using a static estimate of a diversification 
benefit, which remains relatively constant from period to period. From time to time there will be changes in our 
historical simulation VaR due to changes in the diversification benefit across our portfolio of financial instruments. 

VaR measures have inherent limitations including: historical market conditions and historical changes in market risk factors 
may not be accurate predictors of future market conditions or future market risk factors; VaR measurements are based on 
current positions, while future risk depends on future positions; and VaR based on a one-day measurement period does not 
fully capture the market risk of positions that cannot be liquidated or hedged within one day. VaR is not intended to capture 
worst case scenario losses and we could incur losses greater than the VaR amounts reported. 

There is no uniform industry methodology for estimating VaR. Different assumptions concerning the number of risk 
factors, the duration of the time series and daily changes in these risk factors, as well as different methodologies could 
produce materially different results and therefore caution should be used when comparing VaR measures among 
comparable institutions. 
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VaR – Historical Simulation 
     High/Low VaR for Year Ended November 30, 
 Average VaR for Year Ended  2007 2006 
In millions Nov 30, 2007 Nov 30, 2006  High Low High Low 
Interest rate risk  $ 64  $ 35  $ 123 $ 33 $ 64  $ 23 
Equity price risk  43  19  79 21 31  11 
Foreign exchange risk  9  5  16 5 7  2 
Commodity risk  7  4  16 4 11  1 
Diversification benefit (32) (21)      
  $ 91  $ 42  $ 155 $ 48 $ 74  $ 29 

 
 At 
In millions Nov 30, 2007 Aug 31, 2007 May 31, 2007 Feb 28, 2007 Nov 30, 2006 
Interest rate risk  $   96  $  79  $  51 $  58  $  48 
Equity price risk  50  46  54 26  20 
Foreign exchange risk  11  7  6 7  5 
Commodity risk  13  8  7 5  6 
Diversification benefit  (46)  (40)  (31) (21)  (25) 
  $ 124  $ 100  $  87 $ 75  $  54 

 
 Average VaR Three Months Ended 
In millions Nov 30, 2007 Aug 31, 2007 May 31, 2007 Feb 28, 2007 Nov 30, 2006 
Interest rate risk  $ 89  $  68  $  54 $  41  $  41 
Equity price risk  51  45  43 34  20 
Foreign exchange risk  10  8  7 11  5 
Commodity risk  11  8  6 5  5 
Diversification benefit  (37)  (33)  (32) (28)  (23) 
  $ 124  $ 96  $  78 $ 63  $  48 

The increase in both the period end and quarterly average historical simulation VaR was primarily due to increased 
market volatilities which increased the overall risk across multiple business segments. Coincident with the increased 
market volatilities across many asset classes was a reduction in diversification between the individual components of 
market risk. 
As part of our risk management control processes, we monitor daily trading net revenues compared with reported 
historical simulation VaR as of the end of the prior business day. In the 2007 fiscal year, there were four days or 1.6% of 
days in the period, all occurring in the second half of the twelve month period, when our daily net trading loss exceeded 
our historical simulation VaR as measured at the close of the previous business day. This compares with an expectation 
that actual losses would exceed daily net trading losses on 5% of occasions using a 95% confidence level.  

Real estate investments are not financial instruments and therefore not contemplated within the VaR calculation. We use 
stress testing to evaluate risks associated with our real estate portfolios. As of November 30, 2007, we had approximately 
$21.9 billion of real estate investments; however, our net investment at risk was limited to $12.8 billion as a portion of 
these assets have been financed on a non-recourse basis. As of November 30, 2007, we estimate that a hypothetical 10% 
decline in the underlying property values associated with the non-syndicated investments would have resulted in a net 
revenue loss of approximately $980 million. 

Credit Risk 

Credit risk represents the loss incurred as a result of failure by a client, counterparty or issuer to meet its contractual 
obligations. Credit risk is inherent in traditional banking products – loans, commitments to lend and contingent liabilities 
– and in “traded” products – derivative contracts such as forwards, swaps and options, repurchase agreements (repos 
and reverse repos), debt securities and securities borrowing and lending transactions. 

Management and in particular our Credit Risk Management Department (the “CRM Department”) define and monitor 
credit risk and exposure. The CRM Department approves counterparties, assigns internal risk ratings, and establishes 
credit limits, among other risk mitigation procedures. The CRM Department monitors and reviews counterparty risk 
ratings, current credit exposures and potential credit exposures across products and recommends valuation adjustments, 
when appropriate. Given market events or counterparties’ changes in financial conditions, additional review and 
adjustment procedures may be undertaken. We also seek to reduce our current and potential credit exposures by 
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entering into agreements that: offset receivables from and payables to a counterparty; obtain upfront or contingent 
collateral from counterparties; provide a third-party guarantee for a counterparty’s obligations; and transfer our credit 
risk to third parties using structures or techniques such as credit derivatives. Working with the MRM Department, the 
CRM Department also participates in transaction approval, where the risks of the transaction on a stand-alone basis as 
well as our aggregate risk exposure to the obligor are considered. 

Credit Risk on Derivatives. Derivatives are exchange traded or privately negotiated contracts that derive their value 
from an underlying asset. Derivatives are useful for risk management because the fair values or cash flows of derivatives 
can be used to offset the changes in fair values or cash flows of other financial instruments. In addition to risk 
management, we enter into derivative transactions for purposes of client transactions or establishing trading positions. 
The presentation of derivatives in our Consolidated Statement of Financial Position is net of payments and receipts and, 
in instances where management determines a legal right of offset exists as a result of a netting agreement, net-by-
counterparty. Risk for an OTC derivative includes credit risk associated with the counterparty in the negotiated contract 
and continues for the duration of that contract. 

The fair value of our OTC derivative assets at November 30, 2007 and 2006, was $41.3 billion and $19.5 billion, 
respectively; however, we view our net credit exposure to have been $34.6 billion and $15.6 billion at November 30, 2007 
and 2006, respectively, representing the fair value of OTC derivative contracts in a net receivable position after 
consideration of collateral.  

The following tables set forth the fair value of OTC derivative assets and liabilities by contract type and related net credit 
exposure, as of November 30, 2007 and November 30, 2006, respectively. 

Fair Value of OTC Derivative Contracts by Maturity 

 November 30, 2007 
     Cross   
     Maturity,   
     Cross   
     Product   
 Less   Greater and Cash  Net 

 than 1 to 5 5 to 10 than 10 Collateral OTC Credit 
In millions 1 Year Years Years Years Netting (1) Derivatives Exposure 
Assets   
Interest rate, currency and credit   
 default swaps and options $ 4,814 $22,407 $13,915 $15,901 $(35,009) $ 22,028 $ 21,718
Foreign exchange forward         
 contracts and options 2,940 432 390 166 (1,449) 2,479 1,954
Other fixed income securities    
 contracts(2) 8,015 866 89 15 (535) 8,450 6,890
Equity contracts 4,615 2,469 629 2,470 (1,826) 8,357 4,043
 $20,384 $26,174 $15,023 $18,552 $(38,819) $ 41,314 $ 34,605
Liabilities   
Interest rate, currency and credit    
 default swaps and options $ 4,499 $ 12,355 $ 11,483 $ 11,873 $(29,295) $ 10,915 
Foreign exchange forward    
 contracts and options 3,578 540 530 126 (1,886) 2,888 
Other fixed income securities   
 contracts(3) 5,474 608 322 2  (382) 6,024 
Equity contracts 5,007 5,584 795 2,928 (5,035) 9,279 
 $18,558 $19,087 $13,130 $14,929 $(36,598) $ 29,106 
(1) Cross-maturity netting represents the netting of receivable balances with payable balances for the same counterparty across maturity and product 

categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity category when 
appropriate. Cash collateral received or paid is netted on a counterparty basis, provided legal right of offset exists. Assets and liabilities at November 
30, 2007 were netted down for cash collateral of approximately $19.7 billion and $17.5 billion, respectively.  

(2) Includes commodity derivative assets of $1.5 billion. 
(3) Includes commodity derivative liabilities of $1.5 billion. 
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 November 30, 2006 
     Cross   
     Maturity,   
     Cross   
     Product   
 Less   Greater and Cash  Net 

 than 1 to 5 5 to 10 than 10 Collateral OTC Credit 
In millions 1 Year Years Years Years Netting (1) Derivatives Exposure 
Assets   
Interest rate, currency and credit   
 default swaps and options $ 1,514 $ 7,332 $10,121 $8,792 $(19,125) $ 8,634 $ 8,848
Foreign exchange forward           
 contracts and options 2,560 472 62 43 (1,345) 1,792 1,049
Other fixed income securities      
 contracts(2) 4,305 3  — —  — 4,308 3,856
Equity contracts 3,142 2,741 870 362 (2,376) 4,739 1,854
 $11,521 $10,548 $11,053 $9,197 $(22,846) $19,473 $15,607
Liabilities   
Interest rate, currency and credit    
 default swaps and options $ 2,262 $ 5,481 $5,012 $6,656 $(13,720) $ 5,691 
Foreign exchange forward     
 contracts and options 3,204 883 240 33 (2,215) 2,145 
Other fixed income securities    
 contracts(3) 2,596 8 — —  — 2,604 
Equity contracts 3,375 3,736 1,377 260 (4,004) 4,744 
 $11,437 $10,108 $6,629 $6,949 $(19,939) $15,184 
(1) Cross-maturity netting represents the netting of receivable balances with payable balances for the same counterparty across maturity and product 

categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity category when 
appropriate. Cash collateral received or paid is netted on a counterparty basis, provided legal right of offset exists. Assets and liabilities at November 
30, 2006 were netted down for cash collateral of approximately $11.1 billion and $8.2 billion, respectively. 

(2) Includes commodity derivative assets of $268 million.  
(3) Includes commodity derivative liabilities of $277 million. 

Presented below is an analysis of net credit exposure at November 30, 2007 and 2006 for OTC contracts based on actual 
ratings made by external rating agencies or by equivalent ratings established and used by our CRM Department. 

Net Credit Exposure 

  Less   Greater Total 
Counterparty S&P/Moody’s than 1 to 5 5 to 10 than November 30, 
Risk Rating Equivalent 1 Year Years Years 10 Years 2007 2006 

iAAA AAA/Aaa  5%  5%  6%  8%  24%  14% 
iAA AA/Aa  14  5  3  4  26  39 
iA A/A  10  5  6  16  37  31 
iBBB BBB/Baa  3  1  1  2  7  11 
iBB BB/Ba  2  1 —  —  3  4 
iB or lower B/B1 or lower  1  1 1  —  3  1 
   35%  18%  17%  30%  100%  100% 

Revenue Volatility 

The overall effectiveness of our risk management practices can be evaluated on a broader perspective when analyzing 
the distribution of daily net trading revenues over time. We consider net trading revenue volatility over time to be a 
comprehensive evaluator of our overall risk management practices because it incorporates the results of virtually all of 
our trading activities and types of risk. 

The following table shows a measure of daily trading net revenue volatility, utilizing actual daily trading net revenues 
over the previous rolling 250 trading days at a 95% confidence level. This measure represents the loss relative to the 
median actual daily trading net revenues over the previous rolling 250 trading days, measured at a 95% confidence level. 
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This means there is a 1-in-20 chance that actual daily trading net revenues would be expected to decline by an amount in 
excess of the reported revenue volatility measure. 

    High/Low Revenue Volatility for 
 Average Revenue Volatility for  Year Ended November 30, 
 Year Ended November 30,  2007 2006 
In millions 2007 2006  High Low High Low 
Interest rate risk  $ 38  $ 25   $75  $27 $ 28 $ 23
Equity price risk  29  19   45  23 24 14
Foreign exchange risk  5  3   7  5 5 2
Commodity risk  3  1   5  2 4 2
Diversification benefit   (27) (13)     
  $ 48  $ 35   $95  $33 $ 38 $ 34

 
 At 
In millions Nov 30, 2007 Aug 31, 2007 May 31, 2007 Feb 28, 2007 Nov 30, 2006 
Interest rate risk  $ 75  $  54  $  31  $  29  $  27 
Equity price risk  44  34  25  25  24 
Foreign exchange risk  6  6  5  5  5 
Commodity risk  4  4  3  2  2 
Diversification benefit  (34)  (35)  (28)  (26)  (21) 
  $ 95  $ 63  $  36  $ 35  $  37 

 
 Average Revenue Volatility Three Months Ended 
In millions Nov 30, 2007 Aug 31, 2007 May 31, 2007 Feb 28, 2007 Nov 30, 2006 
Interest rate risk  $ 58  $  35  $  31  $  28  $  27 
Equity price risk  41  28  25  24  23 
Foreign exchange risk  6  5  5  5  5 
Commodity risk  4  4  3  2  2 
Diversification benefit  (34)  (28)  (27)  (24) (21) 
  $ 75  $ 44  $  37  $ 35  $  36 
 

Average trading net revenue volatility measured in this manner was $48 million for the year ended November 30, 2007, a 
37% increase from the comparable measure for the year ended November 30, 2006. The increase of this measurement in 
fiscal year 2007 was primarily driven by increased volatilities in overall markets. 

The following chart sets forth the frequency distribution for daily trading net revenues for our Capital Markets and 
Investment Management business segments (including trading activity in the fixed income and equity markets undertaken 
on behalf of client investors and excluding any trading activity undertaken on behalf of those investors in private equity 
offerings) for the years ended November 30, 2007 and 2006: 
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For the year ended November 30, 2007, the largest loss in daily trading net revenues on any single day was $137 million. 
For the year ended November 30, 2006, the largest loss in daily trading net revenues on any single day was $59 million. 

Liquidity Risk 

Liquidity risk is the potential that we are unable to: 

• Meet our payment obligations when due; 

• Borrow funds in the market on an on-going basis and at an acceptable price to fund actual or proposed 
commitments; or 

• Liquidate assets in a timely manner at a reasonable price. 

Management’s Finance Committee is responsible for developing, implementing and enforcing our liquidity, funding and 
capital policies. These policies include recommendations for capital and balance sheet size as well as the allocation of 
capital to the business units. Management’s Finance Committee oversees compliance with policies and limits with the 
goal of ensuring we are not exposed to undue liquidity, funding or capital risk. 

Our liquidity strategy seeks to ensure that we maintain sufficient liquidity to meet all of our funding obligations in all 
market environments. That strategy is centered on five principles: 

• Maintaining a liquidity pool that is of sufficient size to cover expected cash outflows for one year in a stressed 
liquidity environment. 

• Relying on secured funding only to the extent that we believe it would be available in all market environments. 

• Diversifying our funding sources to minimize reliance on any given provider. 

• Assessing our liquidity at the legal entity level. For example, because our legal entity structure can constrain 
liquidity available to Holdings, our liquidity pool excludes liquidity that is restricted from availability to 
Holdings. 

• Maintaining a comprehensive funding action plan to manage a stress liquidity event, including a communication 
plan for regulators, creditors, investors and clients. 

For further discussion of our liquidity positions, see “Liquidity, Funding and Capital Resources” in this MD&A. 
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Operational Risk 

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems, or from 
external causes, whether deliberate, accidental or natural. Operational risk may arise from mistakes, intentional or 
otherwise, in the execution, confirmation or settlement of transactions or from transactions not being properly recorded, 
evaluated or accounted. Our businesses are highly dependent on our ability to daily process a large number of 
transactions across numerous and diverse markets in many currencies, and these transactions have become increasingly 
complex. Consequently, we rely heavily on our financial, accounting and other data processing systems. In recent years, 
we have substantially upgraded and expanded the capabilities of our data processing systems and other operating 
technology, and we expect that we will need to continue to upgrade and expand in the future to avoid disruption of, or 
constraints on, our operations. 

The Operational Risk Management Department is responsible for implementing and maintaining our overall global 
operational risk management framework, which seeks to minimize these risks through assessing, reporting, monitoring 
and mitigating operational risks. 

We have a company-wide business continuity plan (the “BCP”). The BCP objective is to ensure that we can continue 
critical operations with limited processing interruption in the event of a business disruption. The business continuity 
group manages our internal incident response process and develops and maintains continuity plans for critical business 
functions and infrastructure. This includes determining how vital business activities will be performed until normal 
processing capabilities can be restored. The business continuity group is also responsible for facilitating disaster recovery 
and business continuity training and preparedness for our employees. 

Reputational and Other Risk 

We recognize that maintaining our reputation among clients, investors, regulators and the general public is critical. 
Maintaining our reputation depends on a large number of factors, including the selection of our clients and the conduct 
of our business activities. We seek to maintain our reputation by screening potential clients and by conducting our 
business activities in accordance with high ethical standards. 

Potential clients are screened through a multi-step process that begins with the individual business units and product 
groups. In screening clients, these groups undertake a comprehensive review of the client and its background and the 
potential transaction to determine, among other things, whether they pose any risks to our reputation. Potential 
transactions are screened by independent committees in the Firm, which are composed of senior members from various 
corporate divisions of the Company including members of the Division. These committees review the nature of the 
client and its business, the due diligence conducted by the business units and product groups and the proposed terms of 
the transaction to determine overall acceptability of the proposed transaction. In so doing, the committees evaluate the 
appropriateness of the transaction, including a consideration of ethical and social responsibility issues and the potential 
effect of the transaction on our reputation. 

We are exposed to other risks having an ability to adversely impact our business. Such risks include legal, geopolitical, tax 
and regulatory risks that may come to bear due to changes in local laws, regulations, accounting standards or tax statutes. 
To assist in the mitigation of such risks, we monitor and review regulatory, statutory or legal proposals that could impact 
our businesses. See “Certain Factors Affecting Results of Operations” above and “Risk Factors” in Part I, Item 1A in 
this Form 10-K. 

2-for-1 Stock Split 

On April 5, 2006, the stockholders of Holdings approved an increase in the Company’s authorized shares of common stock 
to 1.2 billion from 600 million, and the Board of Directors approved a 2-for-1 common stock split, in the form of a stock 
dividend, for holders of record as of April 18, 2006, which was paid on April 28, 2006. On April 5, 2006, the Company’s 
Restated Certificate of Incorporation was amended to effect the increase in authorized common shares. 

Accounting and Regulatory Developments 

The following summarizes accounting standards that have been issued during the periods covered by the Consolidated 
Financial Statements and the effect of adoption on our results of operations, if any, actual or estimated. 

SFAS 123(R). In December 2004, the FASB issued SFAS 123(R), which establishes standards of accounting for 
transactions in which an entity exchanges its equity instruments for goods and services and focuses primarily on accounting 
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for transaction in which an entity obtains employee services in share-based payment transactions. Two key differences 
between SFAS No. 123, Accounting for Stock-Based Compensation, and SFAS 123(R) relate to the attribution of compensation 
costs to reporting periods and accounting for award forfeitures. SFAS 123(R) generally requires the immediate expensing of 
equity-based awards granted to retirement-eligible employees or awards granted subject to substantive non-compete 
agreements be expensed over the non-compete period. SFAS 123(R) also requires expected forfeitures to be included in 
determining stock-based employee compensation expense. We adopted SFAS 123(R) as of the beginning of our 2006 fiscal 
year and recognized an after-tax gain of approximately $47 million as the cumulative effect of a change in accounting 
principle attributable to the requirement to estimate forfeitures at the date of grant instead of recognizing them as incurred. 
For additional information, see Note 12, “Share-Based Employee Incentive Plans,” to the Consolidated Financial 
Statements. 

SFAS 155. In February 2006, the FASB issued SFAS 155, which permits an entity to measure at fair value any hybrid 
financial instrument that contains an embedded derivative that otherwise would require bifurcation. As permitted, we 
early adopted SFAS 155 in the first quarter of 2006. The effect of adoption resulted in a $24 million after-tax ($43 
million pre-tax) decrease to opening retained earnings as of the beginning of our 2006 fiscal year, representing the 
difference between the fair value of these hybrid financial instruments and the prior carrying value as of November 30, 
2005.  

SFAS 156. In March 2006, the FASB issued SFAS 156, which permits entities to elect to measure servicing assets and 
servicing liabilities at fair value and report changes in fair value in earnings. As a result of adopting SFAS 156, we 
recognized an $18 million after-tax ($33 million pre-tax) increase to opening retained earnings in our 2006 fiscal year. 

SFAS 157. In September 2006, the FASB issued SFAS 157. SFAS 157 defines fair value, establishes a framework for 
measuring fair value, outlines a fair value hierarchy based on inputs used to measure fair value and enhances disclosure 
requirements for fair value measurements. SFAS 157 does not change existing guidance as to whether or not an 
instrument is carried at fair value. 

SFAS 157 also (i) nullifies the guidance in EITF No. 02-3, Accounting for Derivative Contracts Held for Trading Purposes and 
Contracts Involved in Energy Trading and Risk Management Activities (“EITF 02-3”) that precluded the recognition of a trading 
profit at the inception of a derivative contract, unless the fair value of such derivative was obtained from a quoted 
market price or other valuation technique incorporating observable inputs; (ii) clarifies that an issuer’s credit standing 
should be considered when measuring liabilities at fair value; (iii) precludes the use of a liquidity or block discount when 
measuring instruments traded in an active market at fair value; and (iv) requires costs related to acquiring financial 
instruments carried at fair value to be included in earnings as incurred.  

We elected to early adopt SFAS 157 at the beginning of 2007 fiscal year and we recorded the difference between the 
carrying amounts and fair values of (i) stand-alone derivatives and/or certain hybrid financial instruments measured 
using the guidance in EITF 02-3 on recognition of a trading profit at the inception of a derivative, and (ii) financial 
instruments that are traded in active markets that were measured at fair value using block discounts, as a cumulative-
effect adjustment to opening retained earnings. As a result of adopting SFAS 157, we recognized a $45 million after-tax 
($78 million pre-tax) increase to opening retained earnings. For additional information regarding our adoption of SFAS 
157, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements. 

SFAS 158. In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Retirement Plans (“SFAS 158”), which requires an employer to recognize the over- or under-funded status of its defined 
benefit postretirement plans as an asset or liability in its Consolidated Statement of Financial Condition, measured as the 
difference between the fair value of the plan assets and the benefit obligation. For pension plans the benefit obligation is 
the projected benefit obligation while for other postretirement plans the benefit obligation is the accumulated 
postretirement obligation. Upon adoption, SFAS 158 requires an employer to recognize previously unrecognized 
actuarial gains and losses and prior service costs within Accumulated other comprehensive income/(loss) (net of tax), a 
component of Stockholders’ equity. In accordance with the guidance in SFAS No.158, we adopted this provision of the 
standard for the year ended November 30, 2007. The adoption of SFAS No.158 reduced Accumulated other 
comprehensive income/ (loss), by $210 million after-tax ($344 million pre-tax) at November 30, 2007. 

SFAS 159. In February 2007, the FASB issued SFAS 159 which permits certain financial assets and financial liabilities to 
be measured at fair value, using an instrument-by-instrument election. The initial effect of adopting SFAS 159 must be 
accounted for as a cumulative-effect adjustment to opening retained earnings for the fiscal year in which we apply SFAS 
159. Retrospective application of SFAS 159 to fiscal years preceding the effective date is not permitted. 

We elected to early adopt SFAS 159 beginning in our 2007 fiscal year and to measure at fair value substantially all hybrid 
financial instruments not previously accounted for at fair value under SFAS No. 155, as well as certain deposit liabilities 
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at our U.S. banking subsidiaries. We elected to adopt SFAS 159 for these instruments to reduce the complexity of 
accounting for these instruments under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. As a result 
of adopting SFAS 159, we recognized a $22 million after-tax increase ($35 million pre-tax) to opening retained earnings 
as of December 1, 2006, representing the effect of changing the measurement basis of these financial instruments from 
an adjusted amortized cost basis at November 30, 2006 to fair value.  

SFAS 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. We are evaluating the impact of adoption on our Consolidated Financial Statements. 

SFAS 160. In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interest in Consolidated Financial Statements 
(“SFAS 160”). SFAS 160 re-characterizes minority interests in consolidated subsidiaries as non-controlling interests and 
requires the classification of minority interests as a component of equity. Under SFAS 160, a change in control will be 
measured at fair value, with any gain or loss recognized in earnings. The effective date for SFAS 160 is for annual 
periods beginning on or after December 15, 2008. Early adoption and retroactive application of SFAS 160 to fiscal years 
preceding the effective date are not permitted. We are evaluating the impact of adoption on our Consolidated Financial 
Statements. 

FIN 48. In June 2006, the FASB issued FIN 48, Accounting for Uncertainty in Income Taxes (“FIN 48”), which sets out a 
framework for management to use to determine the appropriate level of tax reserves to maintain for uncertain tax 
positions. This interpretation of SFAS No. 109, Accounting for Income Taxes, uses a two-step approach wherein a tax 
benefit is recognized if a position is more likely than not to be sustained, and the amount of benefit is then measured on 
a probabilistic approach, as defined in FIN 48. FIN 48 also sets out disclosure requirements to enhance transparency of 
an entity’s tax reserves. We must adopt FIN 48 as of the beginning of our 2008 fiscal year. We estimate that the effect of 
adopting FIN 48 at the beginning of the first quarter of 2008 to be a decrease to opening retained earnings of 
approximately $190 million. 

SOP 07-1. In June 2007, the AICPA issued Statement of Position (“SOP”) No. 07-1, Clarification of the Scope of the Audit 
and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in 
Investment Companies ("SOP 07-1"). SOP 07-1 addresses when the accounting principles of the AICPA Audit and 
Accounting Guide Investment Companies must be applied by an entity and whether those accounting principles must be 
retained by a parent company in consolidation or by an investor in the application of the equity method of accounting. 
SOP 07-1 is effective for our fiscal year beginning December 1, 2008. We are evaluating the effect of adopting SOP 07-1 
on our Consolidated Financial Statements. 

EITF Issue No. 04-5. In June 2005, the FASB ratified the consensus reached in EITF 04-5 which requires general 
partners (or managing members in the case of limited liability companies) to consolidate their partnerships or to provide 
limited partners with either (i) rights to remove the general partner without cause or to liquidate the partnership; or (ii) 
substantive participation rights. As the general partner of numerous private equity and asset management partnerships, 
we adopted EITF 04-5 effective June 30, 2005 for partnerships formed or modified after June 29, 2005. For partnerships 
formed on or before June 29, 2005 that had not been modified, we adopted EITF 04-5 as of the beginning of our 2007 
fiscal year. The adoption of EITF 04-5 did not have a material effect on our Consolidated Financial Statements. 

FSP FIN 46(R)-6. In April 2006, the FASB issued FASB Staff Position (“FSP”) FIN 46(R)-6, Determining the Variability 
to Be Considered in Applying FASB Interpretation No. 46(R) (“FSP FIN 46(R)-6”). This FSP addresses how a reporting 
enterprise should determine the variability to be considered in applying FIN 46(R) by requiring an analysis of the 
purpose for which an entity was created and the variability that the entity was designed to create. We adopted FSP FIN 
46(R)-6 on September 1, 2006 and applied it prospectively to all entities in which we first became involved after that 
date. Adoption of FSP FIN 46(R)-6 did not have a material effect on our Consolidated Financial Statements. 

FSP FIN 39-1. In April 2007, the FASB directed the FASB Staff to issue FSP No. FIN 39-1, Amendment of FASB 
Interpretation No. 39 (“FSP FIN 39-1”). FSP FIN 39-1 modifies FIN No. 39, Offsetting of Amounts Related to Certain 
Contracts, and permits companies to offset cash collateral receivables or payables with net derivative positions under 
certain circumstances. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007, with early adoption 
permitted. FSP FIN 39-1 does not affect our Consolidated Financial Statements because it clarified the acceptability of 
existing market practice, which we use, of netting cash collateral against net derivative assets and liabilities. 
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FSP FIN 48-1. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 48-1, Definition of “Settlement” In 
FASB Interpretation No. 48 (“FSP FIN 48-1”). Under FSP FIN 48-1, a previously unrecognized tax benefit may be 
subsequently recognized if the tax position is effectively settled and other specified criteria are met. We are evaluating the 
effect of adopting FSP FIN 48-1 on our Consolidated Financial Statements as part of our evaluation of the effect of 
adopting FIN 48. 

FSP FIN 46(R)-7. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 46(R)-7, Application of FASB 
Interpretation No. 46(R) to Investment Companies (“FSP FIN 46(R)-7”). FSP FIN 46(R)-7 makes permanent the temporary 
deferral of the application of the provisions of FIN 46(R) to unregistered investment companies, and extends the scope 
exception from applying FIN 46(R) to include registered investment companies. FSP FIN 46(R)-7 is effective upon 
adoption of SOP 07-1. We are evaluating the effect of adopting FSP FIN 46(R)-7 on our Consolidated Financial 
Statements. 

SAB 108. In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin 
(“SAB”) No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial 
Statements (“SAB 108”). SAB 108 specifies how the carryover or reversal of prior-year unrecorded financial statement 
misstatements should be considered in quantifying a current-year misstatement. SAB 108 requires an approach that 
considers the amount by which the current-year statement of income is misstated (“rollover approach”) and an approach 
that considers the cumulative amount by which the current-year statement of financial condition is misstated (“iron-
curtain approach”). Prior to the issuance of SAB 108, either the rollover or iron-curtain approach was acceptable for 
assessing the materiality of financial statement misstatements. SAB 108 became effective for our fiscal year ended 
November 30, 2006. Upon adoption, SAB 108 allowed a cumulative-effect adjustment to opening retained earnings at 
December 1, 2005 for prior-year misstatements that were not material under a prior approach but that were material 
under the SAB 108 approach. Adoption of SAB 108 did not affect our Consolidated Financial Statements. 

SAB 109. In November 2007, the SEC issued SAB No. 109, Written Loan Commitments Recorded at Fair Value Through 
Earnings (“SAB 109”). SAB 109 supersedes SAB No. 105, Loan Commitments Accounted for as Derivative Instruments (“SAB 
105”), and expresses the view consistent with the guidance in SFAS 156 and SFAS 159, that the expected net future cash 
flows related to the associated servicing of the loan should be included in the measurement of all written loan 
commitments that are accounted for at fair value through earnings. SAB 105 also expressed the view that internally-
developed intangible assets (such as customer relationship intangible assets) should not be recorded as part of the fair 
value of a derivative loan commitment. SAB 109 retains that view and broadens its application to all written loan 
commitments that are accounted for at fair value through earnings. Adoption of SAB 109 did not have a material affect 
on our Consolidated Financial Statements. 

Effect of Adoption. The table presented below summarizes the impact of adoption from the accounting developments 
summarized above on our results of operations, if any, actual or estimated: 

  Accumulated Other    
In millions Date of Adoption Comprehensive Income/(Loss) Retained Earnings Net Income 
Year Ended November 30, 2006   
 SFAS 123(R)  December 1, 2005   $47
 SFAS 155  December 1, 2005  $  (24) 
 SFAS 156  December 1, 2005   18  
Year Ended November 30, 2007  
 SFAS 157  December 1, 2006  45 

SFAS 158  November 30, 2007  $(210)  
 SFAS 159  December 1, 2006  22 
Estimated Impact to Year Ended November 30, 2008  
 FIN 48  December 1, 2007  (190) 

The ASF Framework. On December 6, 2007, the American Securitization Forum (“ASF”), working with various 
constituency groups as well as representatives of U.S. federal government agencies, issued the Streamlined Foreclosure and Loss 
Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans (the “ASF Framework”). The ASF Framework 
provides guidance for servicers to streamline borrower evaluation procedures and to facilitate the use of foreclosure and 
loss prevention efforts in an attempt to reduce the number of U.S. subprime residential mortgage borrowers who might 
default in the coming year because the borrowers cannot afford to pay the increased loan interest rate after their U.S. 
subprime residential mortgage variable loan rate resets. The ASF Framework requires a borrower and its U.S. subprime 
residential mortgage variable loan to meet specific conditions to qualify for a modification under which the qualifying 
borrower’s loan’s interest rate would be kept at the existing rate, generally for five years following an upcoming reset period. 
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The ASF Framework is focused on U.S. subprime first-lien adjustable-rate residential mortgages that have an initial fixed 
interest rate period of 36 months or less, are included in securitized pools, were originated between January 1, 2005 and July 
31, 2007, and have an initial interest rate reset date between January 1, 2008 and July 31, 2010 (defined as “Segment 2 
Subprime ARM Loans” within the ASF Framework).  

On January 8, 2008, the SEC’s Office of Chief Accountant (the “OCA”) issued a letter (the “OCA Letter”) addressing 
accounting issues that may be raised by the ASF Framework. Specifically, the OCA Letter expressed the view that if a 
Segment 2 Subprime ARM Loan is modified pursuant to the ASF Framework and that loan could legally be modified, the 
OCA will not object to continued status of the transferee as a QSPE under SFAS 140. Concurrent with the issuance of the 
OCA Letter, the OCA requested the FASB to immediately address the issues that have arisen in the application of the 
QSPE guidance in SFAS 140. Any loan modifications we make in accordance with the ASF Framework will not have a 
material affect on our accounting for U.S. subprime residential mortgage loans nor securitizations or retained interests in 
securitizations of U.S. subprime residential mortgage loans. 

Basel II. As of December 1, 2005, Holdings became regulated by the SEC as a CSE. This supervision imposes group-wide 
supervision and examination by the SEC, minimum capital requirements on a consolidated basis and reporting (including 
reporting of capital adequacy measurement consistent with the standards adopted by the Basel Committee on Banking 
Supervision) and notification requirements. 

The Basel Committee on Banking Supervision published an updated framework to calculate risk-based capital requirements 
in June 2004 (“Basel II”). In September 2006, U.S. federal bank regulators announced their intent to implement Basel II in 
the U.S. On December 10, 2007, the U.S. federal bank regulators published final rules implementing the Basel II framework 
for the calculation of minimum capital requirements. Within the minimum capital requirements, or “first pillar” of Basel II, 
the federal rules deal only with the capital risk or banking book component. U.S. federal bank regulators have indicated that 
final rules to update market risk or trading book rules will be issued in the near future.  

Basel II is meant to be applied on a consolidated basis for banking institutions or bank holding companies that have 
consolidated total assets of $250 billion or more and/or consolidated total on-balance-sheet foreign exposure of $10 billion 
or more. Basel II provides two broad methods for calculating minimum capital requirements related to credit risk (i) a 
standardized approach that relies heavily upon external credit assessments by major independent credit rating agencies; and 
(ii) an internal ratings-based approach that permits the use of internal rating assessments in determining required capital. 

The time frame in which Basel II requirements would become effective for U.S. banking institutions or bank holding 
companies is contemplated to be (i) one or more years of parallel calculation, in which an entity would remain subject to 
existing risk-based capital rules but also calculate its risk-based capital requirements under the new Basel II framework; and 
(ii) two or three transition years, during which an entity would be subject to the new framework and an entity’s minimum 
risk-based capital would be subject to a floor. 

The Basel II framework is anticipated to impact our minimum capital requirements and reporting (including reporting of 
capital adequacy measurements) as a CSE. 

Effects of Inflation 

Because our assets are, to a large extent, liquid in nature, they are not significantly affected by inflation. However, the rate of 
inflation affects such expenses as employee compensation, office space leasing costs and communications charges, which 
may not be readily recoverable in the prices of services we offer. To the extent inflation results in rising interest rates and 
has other adverse effects on the securities markets, it may adversely affect our consolidated financial condition and results 
of operations in certain businesses. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

The information under the caption “Management’s Discussion and Analysis of Financial Condition and Results of 
Operations—Risk Management” in Part II, Item 7, in this Form 10-K is incorporated herein by reference. 

 
- 81 - 

A-83



LEHMAN BROTHERS HOLDINGS INC. 

ITEM 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

(a) Financial Statements 

   
  Page 
 Number 

  
               Management’s Assessment of Internal Control over Financial Reporting ..................................................  83

 Report of Independent Registered Public Accounting Firm 
                     on Internal Control over Financial Reporting.......................................................................................  84

 Report of Independent Registered Public Accounting Firm............................................................................  85

 Consolidated Financial Statements 

 Consolidated Statement of Income— 
 Years Ended November 30, 2007, 2006 and 2005.......................................................................  86

 Consolidated Statement of Financial Condition— 
 November 30, 2007 and 2006.........................................................................................................  87

 Consolidated Statement of Changes in Stockholders’ Equity— 
 Years Ended November 30, 2007, 2006 and 2005.......................................................................  89

 Consolidated Statement of Cash Flows— 
 Years Ended November 30, 2007, 2006 and 2005.......................................................................  91

 Notes to Consolidated Financial Statements ................................................................................  92

 

(b)  Condensed unconsolidated financial information of Holdings and notes thereto are set forth in Schedule I beginning 
on Page F-2 in this Form 10-K and are incorporated herein by reference. Holdings has issued a full and 
unconditional guarantee of certain outstanding and future debt securities of its wholly-owned subsidiary, Lehman 
Brothers Inc. Condensed consolidating financial information pursuant to Rule 3-10(c) of Regulation S-X is set forth 
in Note 8 of the notes to such condensed unconsolidated financial information in Schedule I. 
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Management’s Assessment of Internal Control over Financial Reporting 

 

The management of Lehman Brothers Holdings Inc. (the “Company”) is responsible for establishing and maintaining 
adequate internal control over financial reporting. The Company’s internal control system is designed to provide reasonable 
assurance to the Company’s management and Board of Directors regarding the reliability of financial reporting and the 
preparation of published financial statements in accordance with generally accepted accounting principles. All internal 
control systems, no matter how well designed, have inherent limitations. Therefore, even those systems determined to be 
effective can provide only reasonable assurance with respect to financial statement preparation and presentation. 

The Company’s management assessed the effectiveness of the Company’s internal control over financial reporting as of 
November 30, 2007. In making this assessment, it used the criteria set forth by the Committee of Sponsoring Organizations 
of the Treadway Commission (COSO) in Internal Control—Integrated Framework. Based on our assessment we believe that, as 
of November 30, 2007, the Company’s internal control over financial reporting is effective based on those criteria. 
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Report of Independent Registered Public Accounting Firm 
 
To The Board of Directors and Stockholders of Lehman Brothers Holdings Inc. 
 
We have audited Lehman Brothers Holdings Inc.’s (the “Company”) internal control over financial reporting as of 
November 30, 2007, based on criteria established in Internal Control—Integrated Framework issued by the Committee 
of Sponsoring Organizations of the Treadway Commission (the COSO criteria). The Company’s management is 
responsible for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness 
of internal control over financial reporting included in the accompanying Management’s Assessment of Internal Control 
over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial 
reporting based on our audit.  
 
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining an 
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and 
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such 
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis 
for our opinion. 
 
A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies 
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting 
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely 
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the 
financial statements. 
 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate. 
 
In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of 
November 30, 2007, based on the COSO criteria. 
 
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated statement of financial condition of the Company as of November 30, 2007 and 2006, and the 
related consolidated statements of income, changes in stockholders’ equity, and cash flows for each of the three years in 
the period ended November 30, 2007 of the Company and our report dated January 28, 2008 expressed an unqualified 
opinion thereon.  
 

 
New York, New York 
January 28, 2008 
 
 

 
- 84 - 

A-86



LEHMAN BROTHERS HOLDINGS INC. 

Report of Independent Registered Public Accounting Firm 
 
 
To The Board of Directors and Stockholders of Lehman Brothers Holdings Inc. 
 
We have audited the accompanying consolidated statement of financial condition of Lehman Brothers Holdings Inc. 
(the “Company”) as of November 30, 2007 and 2006, and the related consolidated statements of income, changes in 
stockholders’ equity, and cash flows for each of the three years in the period ended November 30, 2007. Our audits also 
included the financial statement schedule listed in the Index at Item 15(a). These financial statements and schedule are 
the responsibility of the Company's management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 
 
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated 
financial position of Lehman Brothers Holdings Inc. at November 30, 2007 and 2006, and the consolidated results of its 
operations and its cash flows for each of the three years in the period ended November 30, 2007, in conformity with 
U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when 
considered in relation to the basic financial statements taken as a whole, presents fairly in all material respects the 
information set forth therein.  
 
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the effectiveness of Lehman Brothers Holdings Inc.’s internal control over financial reporting as of November 
30, 2007, based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission and our report dated January 28, 2008 expressed an unqualified opinion 
thereon. 
 

 
New York, New York 
January 28, 2008 
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 Year Ended November 30, 
In millions, except per share data 2007 2006 2005 
Revenues   
Principal transactions $ 9,197 $ 9,802 $ 7,811
Investment banking 3,903 3,160 2,894
Commissions 2,471 2,050 1,728
Interest and dividends 41,693 30,284 19,043
Asset management and other 1,739 1,413 944

Total revenues 59,003 46,709 32,420
Interest expense 39,746 29,126 17,790

Net revenues 19,257 17,583 14,630
Non-Interest Expenses  
Compensation and benefits 9,494 8,669 7,213
Technology and communications 1,145 974 834
Brokerage, clearance and distribution fees 859 629 548
Occupancy 641 539 490
Professional fees 466 364 282
Business development 378 301 234
Other 261 202 200

Total non-personnel expenses 3,750 3,009 2,588
Total non-interest expenses 13,244 11,678 9,801

Income before taxes and cumulative effect of accounting change 6,013 5,905 4,829
Provision for income taxes 1,821 1,945 1,569
Income before cumulative effect of accounting change  4,192 3,960 3,260
Cumulative effect of accounting change — 47 —
Net income $ 4,192 $ 4,007 $ 3,260
Net income applicable to common stock $ 4,125 $ 3,941 $ 3,191
  
Earnings per basic common share:  

Before cumulative effect of accounting change $   7.63 $   7.17 $   5.74
Cumulative effect of accounting change — 0.09 —
Earnings per basic common share $   7.63 $   7.26 $   5.74

  
Earnings per diluted common share:  

Before cumulative effect of accounting change $   7.26 $   6.73 $   5.43
Cumulative effect of accounting change — 0.08 —
Earnings per diluted common share $   7.26 $   6.81 $   5.43

  
Dividends paid per common share $   0.60 $   0.48 $   0.40

See Notes to Consolidated Financial Statements. 
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 November 30, 
In millions 2007 2006 

Assets  

Cash and cash equivalents $   7,286 $   5,987

Cash and securities segregated and on deposit for regulatory and other purposes 12,743 6,091

Financial instruments and other inventory positions owned  

(includes $63,499 in 2007 and $42,600 in 2006 pledged as collateral) 313,129 226,596

Collateralized agreements:  

Securities purchased under agreements to resell 162,635 117,490

Securities borrowed 138,599 107,666

Receivables:   

Brokers, dealers and clearing organizations 11,005 7,449

Customers 29,622 18,470

Others 2,650 2,052

Property, equipment and leasehold improvements  

(net of accumulated depreciation and amortization of $2,438 in 2007 and $1,925 in 2006) 3,861 3,269

Other assets 5,406 5,113

Identifiable intangible assets and goodwill   
(net of accumulated amortization of $340 in 2007 and $293 in 2006) 4,127 3,362

Total assets $691,063 $503,545

See Notes to Consolidated Financial Statements. 
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 November 30, 
In millions, except share data 2007 2006 
Liabilities and Stockholders’ Equity   

Short-term borrowings and current portion of long-term borrowings   

 (including $9,035 in 2007 and $6,064 in 2006 at fair value) $  28,066 $  20,638 

Financial instruments and other inventory positions sold but not yet purchased 149,617 125,960 

Collateralized financings:   
Securities sold under agreements to repurchase 181,732 133,547 

Securities loaned 53,307 23,982 

Other secured borrowings   

 (including $9,149 in 2007 and $0 in 2006 at fair value) 22,992 19,028 

Payables:   
Brokers, dealers and clearing organizations 3,101 2,217 

Customers 61,206 41,695 
Accrued liabilities and other payables 16,039 14,697 
Deposit liabilities at banks    

(including $15,986 in 2007 and $14,708 in 2006 at fair value) 29,363 21,412 
Long-term borrowings    
 (including $27,204 in 2007 and $11,025 in 2006 at fair value) 123,150 81,178 
Total liabilities 668,573 484,354 
Commitments and contingencies    
Stockholders’ Equity   
Preferred stock 1,095 1,095 
Common stock, $0.10 par value:   

Shares authorized: 1,200,000,000 in 2007 and 2006;   
Shares issued: 612,882,506 in 2007 and 609,832,302 in 2006;   
Shares outstanding: 531,887,419 in 2007 and 533,368,195 in 2006 61 61 

Additional paid-in capital (1) 9,733 8,727 
Accumulated other comprehensive loss, net of tax (310) (15)
Retained earnings 19,698 15,857 
Other stockholders’ equity, net (2,263) (1,712)
Common stock in treasury, at cost (1)    

(80,995,087 shares in 2007 and 76,464,107 shares in 2006) (5,524) (4,822)
Total common stockholders’ equity 21,395 18,096 
Total stockholders’ equity 22,490 19,191 
Total liabilities and stockholders’ equity $691,063 $503,545 
(1)  Balances and share amounts at November 30, 2006 reflect the April 28, 2006 2-for-1 common stock split, effected in the form of a 100% stock 

dividend. 

See Notes to Consolidated Financial Statements. 
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 Year Ended November 30, 
In millions 2007 2006 2005 

Preferred Stock  

5.94% Cumulative, Series C:  

     Beginning and ending balance  $     250  $     250  $     250 

5.67% Cumulative, Series D:    
     Beginning and ending balance  200  200  200 

7.115% Fixed/Adjustable Rate Cumulative, Series E:    
     Beginning balance  —  —  250 
     Redemptions  —  —  (250) 
     Ending balance  —  —  — 
6.50% Cumulative, Series F:    
     Beginning and ending balance  345  345  345 
Floating Rate (3% Minimum) Cumulative, Series G:    
    Beginning and ending balance  300  300  300 
Total preferred stock, ending balance  1,095  1,095  1,095 
Common Stock, Par Value $0.10 Per Share    
    Beginning and ending balance  61  61  61 
Additional Paid-In Capital    
    Beginning balance  8,727  6,283  5,834 
    Reclass from Common Stock Issuable and Deferred     
        Stock Compensation under SFAS No. 123(R)  —  2,275  — 
    RSUs exchanged for Common Stock  (580)  (647)  184 
    Employee stock-based awards  (832)  (881)  (760) 
    Tax benefit from the issuance of stock-based awards  434  836  1,005 
    Amortization of RSUs, net  1,898  804  — 
    Other, net  86  57  20 
    Ending balance  9,733  8,727  6,283 
Accumulated Other Comprehensive Income/(Loss), net of tax    
    Beginning balance  (15)   (16)  (19) 
    Translation adjustment, net (1)  (85)  1  3 
    Adoption of SFAS No. 158(2)           (210)                 —              — 
    Ending balance $      (310) $        (15)  $        (16) 
(1) Net of income tax benefit/(expense) of $2 in 2007, ($2) in 2006 and ($1) in 2005. 
(2) Net of income tax benefit of $134. 

See Notes to Consolidated Financial Statements. 
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 Year Ended November 30, 
In millions 2006 2005 2007 
Retained Earnings    

    Beginning balance    $15,857  $12,198  $  9,240 
    Cumulative effect of accounting changes (1)  67  (6)  — 
    Net income  4,192  4,007  3,260 
    Dividends declared:    
        5.94% Cumulative, Series C Preferred Stock  (15)  (15)  (15) 
        5.67% Cumulative, Series D Preferred Stock  (11)  (11)  (11) 
        7.115% Fixed/Adjustable Rate Cumulative, Series E Preferred Stock  —  —  (9) 
        6.50% Cumulative, Series F Preferred Stock  (22)  (22)  (22) 
        Floating Rate (3% Minimum) Cumulative, Series G Preferred Stock  (19)  (18)  (12) 
        Common Stock  (351)  (276)  (233) 
    Ending balance  19,698  15,857  12,198 
Common Stock Issuable    
    Beginning balance               —  4,548  3,874 
    Reclass to Additional paid-in capital under SFAS 123(R)  —  (4,548)  — 
    RSUs exchanged for common stock  —  —  (832) 
    Deferred stock awards granted  —  —  1,574 
    Other, net  —  —  (68) 
    Ending balance  —  —  4,548 
Common Stock Held in RSU Trust    
    Beginning balance  (1,712)  (1,510)  (1,353) 
    Employee stock-based awards   (1,039)  (755)  (676) 
    RSUs exchanged for common stock  534  587  549 
    Other, net  (46)  (34)  (30) 
    Ending balance  (2,263)  (1,712)  (1,510) 
Deferred Stock Compensation    
    Beginning balance  —  (2,273)  (1,780) 
    Reclass to additional paid-in capital under SFAS 123(R)  —  2,273  — 
    Deferred stock awards granted  —  —  (1,574) 
    Amortization of RSUs, net  —  —  988 
    Other, net  —  —  93 
    Ending balance  —  —  (2,273) 
Common Stock In Treasury, at Cost    
    Beginning balance  (4,822)  (3,592)  (2,282) 
    Repurchases of common stock  (2,605)  (2,678)  (2,994) 
    Shares reacquired from employee transactions  (573)  (1,003)  (1,163) 
    RSUs exchanged for common stock  46  60  99 
    Employee stock-based awards  2,430  2,391  2,748 
    Ending balance  (5,524)  (4,822)  (3,592) 
Total stockholders’ equity  $22,490  $19,191  $16,794 
(1)   The aggregate adoption impact of SFAS No. 157 and SFAS No. 159 are reflected for the year ended November 30, 2007. The aggregate adoption 

impact of SFAS No. 155 and SFAS No. 156 are reflected for the year ended November 30, 2006. 

See Notes to Consolidated Financial Statements. 
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 Year Ended November 30, 
In millions  2007 2006  2005 
Cash Flows From Operating Activities    
Net income $   4,192  $   4,007 $   3,260 
Adjustments to reconcile net income to net cash     
    used in operating activities:    
    Depreciation and amortization 577  514 426 
    Non-cash compensation 1,791  1,706 1,055 
    Cumulative effect of accounting change  —  (47) — 
    Deferred tax provision/(benefit)  418  (60) (502) 
    Tax benefit from the issuance of stock-based awards  —  — 1,005 
    Other adjustments (114)  3 173 
Net change in:    
    Cash and securities segregated and on deposit    
        for regulatory and other purposes (6,652)  (347) (1,659) 
    Financial instruments and other inventory positions owned (78,903)  (46,102) (36,652) 
    Resale agreements, net of repurchase agreements 3,039  6,111 (475) 
    Securities borrowed, net of securities loaned (1,608)  (18,383) (5,165) 
    Other secured borrowings 3,964  (4,088) 11,495 
    Receivables from brokers, dealers and clearing organizations (3,556)  5 (4,054) 
    Receivables from customers (11,152)  (5,583) 354 
    Financial instruments and other inventory positions sold     
        but not yet purchased 23,415  15,224 14,156 
    Payables to brokers, dealers and clearing organizations 884  347 165 
    Payables to customers 19,511  9,552 4,669 
    Accrued liabilities and other payables 302  2,032 (801) 
    Other receivables and assets and minority interests (1,703)  (1,267) 345 
Net cash used in operating activities (45,595)  (36,376) (12,205) 
Cash Flows From Investing Activities    
Purchase of property, equipment and leasehold improvements, net (966)  (586) (409) 
Business acquisitions, net of cash acquired (965)  (206) (38) 
Proceeds from sale of business 233  —  — 
Net cash used in investing activities (1,698)  (792) (447) 
Cash Flows From Financing Activities    
Derivative contracts with a financing element 242  159 140 
Tax benefit from the issuance of stock-based awards 434  836 — 
Issuance of short-term borrowings, net 3,381  4,819 84 
Deposit liabilities at banks 7,068  6,345 4,717 
Issuance of long-term borrowings 86,302  48,115 23,705 
Principal payments of long-term borrowings, including the current    
     portion of long term borrowings (46,255)  (19,636) (14,233) 
Issuance of common stock 84  119 230 
Issuance of treasury stock  359  518 1,015 
Purchase of treasury stock (2,605)  (2,678) (2,994) 
Retirement of preferred stock  —  — (250) 
Dividends paid (418)  (342) (302) 
Net cash provided by financing activities 48,592  38,255 12,112 
Net change in cash and cash equivalents 1,299  1,087 (540) 
Cash and cash equivalents, beginning of period 5,987  4,900 5,440 
Cash and cash equivalents, end of period $   7,286  $   5,987 $    4,900 
Supplemental Disclosure of Cash Flow Information (in millions):   
Interest paid totaled $39,454, $28,684 and $17,893 in 2007, 2006 and 2005, respectively. 
Income taxes paid totaled $1,476, $1,037 and $789 in 2007, 2006 and 2005, respectively. 

See Notes to Consolidated Financial Statements. 
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Note 1 Summary of Significant Accounting Policies 

Description of Business 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” the “Firm,” “Lehman 
Brothers,” “we,” “us” or “our”) serves the financial needs of corporations, governments and municipalities, institutional 
clients and high net worth individuals worldwide with business activities organized in three segments, Capital Markets, 
Investment Banking and Investment Management. Founded in 1850, Lehman Brothers maintains market presence in equity 
and fixed income sales, trading and research, investment banking, asset management, private investment management and 
private equity. The Firm is headquartered in New York, with regional headquarters in London and Tokyo, and operates in a 
network of offices in North America, Europe, the Middle East, Latin America and the Asia-Pacific region. We are a 
member of all principal securities and commodities exchanges in the U.S., and we hold memberships or associate 
memberships on several principal international securities and commodities exchanges, including the London, Tokyo, Hong 
Kong, Frankfurt, Paris, Milan and Australian stock exchanges. 

Basis of Presentation 

The Consolidated Financial Statements are prepared in conformity with U.S. generally accepted accounting principles 
and include the accounts of Holdings, our subsidiaries, and all other entities in which we have a controlling financial 
interest or are considered to be the primary beneficiary. All material inter-company accounts and transactions have been 
eliminated upon consolidation. Certain prior-period amounts reflect reclassifications to conform to the current year’s 
presentation. 

On April 5, 2006, the stockholders of Holdings approved an increase of its authorized shares of common stock to 1.2 
billion from 600 million, and the Board of Directors approved a 2-for-1 common stock split, in the form of a stock 
dividend, that was effected on April 28, 2006. All share and per share amounts have been retrospectively adjusted for the 
increase in authorized shares and the stock split. For additional information about the stock split, see Note 11, “Earnings 
per Common Share,” and Note 12, “Share-Based Employee Incentive Plans,” to the Consolidated Financial Statements. 

Use of Estimates 

In preparing our Consolidated Financial Statements and accompanying notes, management makes various estimates that 
affect reported amounts and disclosures. Broadly, those estimates are used in: 

• measuring fair value of certain financial instruments; 

• accounting for identifiable intangible assets and goodwill; 

• establishing provisions for potential losses that may arise from litigation, regulatory proceedings and tax 
examinations;  

• assessing our ability to realize deferred taxes; and 

• valuing equity-based compensation awards. 

Estimates are based on available information and judgment. Therefore, actual results could differ from our estimates and 
that difference could have a material effect on our Consolidated Financial Statements and notes thereto. 

Consolidation Policies 

The Consolidated Financial Statements include the accounts of Holdings and the entities in which the Company has a 
controlling financial interest. We determine whether we have a controlling financial interest in an entity by first determining 
whether the entity is a voting interest entity (sometimes referred to as a non-VIE), a variable interest entity (“VIE”) or a 
qualified special purpose entity (“QSPE”). 

Voting Interest Entity. Voting interest entities are entities that have (i) total equity investment at risk sufficient to fund 
expected future operations independently; and (ii) equity holders who have the obligation to absorb losses or receive 
residual returns and the right to make decisions about the entity’s activities. In accordance with Accounting Research 
Bulletin (“ARB”) No. 51, Consolidated Financial Statements, and Statement of Financial Accounting Standards (“SFAS”) No. 
94, Consolidation of All Majority-Owned Subsidiaries, voting interest entities are consolidated when the Company has a 
controlling financial interest, typically more than 50 percent of an entity’s voting interests. 

Variable Interest Entity. VIEs are entities that lack one or more voting interest entity characteristics. The Company 
consolidates VIEs in which it is the primary beneficiary. In accordance with Financial Accounting Standards Board 
(“FASB”) Interpretation (“FIN”) No. 46-R, Consolidation of Variable Interest Entities (revised December 2003)—an interpretation of 
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ARB No. 51 (“FIN 46(R)”), we are the primary beneficiary if we have a variable interest, or a combination of variable 
interests, that will either (i) absorb a majority of the VIEs expected losses; (ii) receive a majority of the VIEs expected 
residual returns; or (iii) both. To determine if we are the primary beneficiary of a VIE, we review, among other factors, the 
VIE’s design, capital structure, contractual terms, which interests create or absorb variability and related party relationships, 
if any. Additionally, we may calculate our share of the VIE’s expected losses and expected residual returns based upon the 
VIE’s contractual arrangements and/or our position in the VIE’s capital structure. This type of analysis is typically 
performed using expected cash flows allocated to the expected losses and expected residual returns under various 
probability-weighted scenarios. 

Qualified Special Purpose Entity. QSPEs are passive entities with limited permitted activities. SFAS No. 140, Accounting 
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities-a replacement of FASB Statement No. 125 (“SFAS 
140”), establishes the criteria an entity must satisfy to be a QSPE, including types of assets held, limits on asset sales, use of 
derivatives and financial guarantees, and discretion exercised in servicing activities. In accordance with SFAS 140 and FIN 
46(R), we do not consolidate QSPEs. 

For a further discussion of our involvement with VIEs, QSPEs and other entities see Note 6, “Securitizations and Special 
Purpose Entities,” to the Consolidated Financial Statements. 

Equity-Method Investments. Entities in which we do not have a controlling financial interest (and therefore do not 
consolidate) but in which we exert significant influence (generally defined as owning a voting interest of 20 percent to 50 
percent, or a partnership interest greater than 3 percent) are accounted for either under Accounting Principles Board 
(“APB”) Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock or SFAS No. 159, The Fair Value 
Option for Financial Assets and Financial Liabilities (“SFAS 159”). For further discussion of our adoption of SFAS 159, see 
“Accounting and Regulatory Developments—SFAS 159” below.  

Other. When we do not consolidate an entity or apply the equity method of accounting, we present our investment in the 
entity at fair value. We have formed various non-consolidated private equity or other alternative investment funds with 
third-party investors that are typically organized as limited partnerships. We typically act as general partner for these funds, 
and when third-party investors have (i) rights to either remove the general partner without cause or to liquidate the 
partnership; or (ii) substantive participation rights, we do not consolidate these partnerships in accordance with Emerging 
Issue Task Force (“EITF”) No. 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited 
Partnership or Similar Entity When the Limited Partners Have Certain Rights (“EITF 04-5”). 

A determination of whether we have a controlling financial interest in an entity and therefore our assessment of 
consolidation of that entity is initially made at the time we become involved with the entity. Certain events may occur which 
cause us to re-assess our initial determination of whether an entity is a VIE or non-VIE or whether we are the primary 
beneficiary if the entity is a VIE and therefore our assessment of consolidation of that entity. Those events generally are: 

• The entity’s governance structure is changed such that either (i) the characteristics or adequacy of equity at risk are 
changed, or (ii) expected returns or losses are reallocated among the participating parties within the entity. 

• The equity investment (or some part thereof) is returned to the equity investors and other interests become 
exposed to expected returns or losses. 

• Additional activities are undertaken or assets acquired by the entity that were beyond those anticipated previously. 

• Participants in the entity acquire or sell interests in the entity. 

• The entity receives additional equity at risk or curtails its activities in a way that changes the expected returns or 
losses. 

Currency Translation 

Assets and liabilities of subsidiaries having non–U.S. dollar functional currencies are translated at exchange rates at the 
applicable Consolidated Statement of Financial Condition date. Revenues and expenses are translated at average 
exchange rates during the period. The gains or losses resulting from translating non-U.S. dollar functional currency into 
U.S. dollars, net of hedging gains or losses, are included in Accumulated other comprehensive income/(loss), net of tax, 
a component of Stockholders’ equity. Gains or losses resulting from non-U.S. dollar currency transactions are included 
in the Consolidated Statement of Income. 

Revenue Recognition Policies 

Principal transactions. Realized and unrealized gains or losses from Financial instruments and other inventory positions 
owned and Financial instruments and other inventory positions sold but not yet purchased, as well as the gains or losses 
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from certain short- and long-term borrowing obligations, principally certain hybrid financial instruments, and certain 
deposit liabilities at banks that we measure at fair value are reflected in Principal transactions in the Consolidated Statement 
of Income. 

Investment banking. Underwriting revenues, net of related underwriting expenses, and revenues for merger and 
acquisition advisory and other investment banking-related services are recognized when services for the transactions are 
completed. In instances where our Investment Banking segment provides structuring services and/or advice in a capital 
markets-related transaction, we record a portion of the transaction-related revenue as Investment Banking fee revenues. 

Commissions. Commissions primarily include fees from executing and clearing client transactions on equities, options and 
futures markets worldwide. These fees are recognized on a trade-date basis. 

Interest and dividends revenue and interest expense. We recognize contractual interest on Financial instruments and 
other inventory positions owned and Financial instruments and other inventory positions sold but not yet purchased, 
excluding derivatives, on an accrual basis as a component of Interest and dividends revenue and Interest expense, 
respectively. We account for our secured financing activities and certain short- and long-term borrowings on an accrual 
basis with related interest recorded as interest revenue or interest expense, as applicable. Contractual interest expense on all 
deposit liabilities and certain hybrid financial instruments are recorded as a component of Interest expense. 

Asset management and other. Investment advisory fees are recorded as earned. In certain circumstances, we receive asset 
management incentive fees when the return on assets under management exceeds specified benchmarks. Incentive fees are 
generally based on investment performance over a twelve-month period and are not subject to adjustment after the 
measurement period ends. Accordingly, we recognize incentive fees when the measurement period ends. 

We also receive private equity incentive fees when the returns on certain private equity or other alternative investment 
funds’ investments exceed specified thresholds. Private equity incentive fees typically are based on investment results over a 
period greater than one year, and future investment underperformance could require amounts previously distributed to us 
to be returned to the funds. Accordingly, we recognize these incentive fees when all material contingencies have been 
substantially resolved. 

Income Taxes 

We account for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes. We recognize the current and 
deferred tax consequences of all transactions that have been recognized in the financial statements using the provisions of 
the enacted tax laws. Deferred tax assets are recognized for temporary differences that will result in deductible amounts in 
future years and for tax loss carry-forwards. We record a valuation allowance to reduce deferred tax assets to an amount 
that more likely than not will be realized. Deferred tax liabilities are recognized for temporary differences that will result in 
taxable income in future years. Contingent liabilities related to income taxes are recorded when probable and reasonably 
estimable in accordance with SFAS No. 5, Accounting for Contingencies. 

For a discussion of the impact of FIN 48, Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement No. 
109 (“FIN 48”), see “Accounting and Regulatory Developments—FIN 48” below. 

Share-Based Compensation 

On December 1, 2003, we adopted the fair value recognition provisions of SFAS No. 123, Accounting for Stock-Based 
Compensation (“SFAS 123”), using the prospective adoption method. Under this method of adoption, compensation expense 
was recognized over the related service periods based on the fair value of stock options and restricted stock units (“RSUs”) 
granted for fiscal 2004 and fiscal 2005. Under SFAS 123, stock options granted in periods prior to fiscal 2004 continued to 
be accounted for under the intrinsic value method prescribed by APB No. 25, Accounting for Stock Issued to Employees. 
Accordingly, under SFAS 123 no compensation expense was recognized for stock option awards granted prior to fiscal 
2004 because the exercise price equaled or exceeded the market value of our common stock on the grant date. 

On December 1, 2005, we adopted SFAS No. 123 (revised 2004), Share-Based Payment (“SFAS 123(R)”) using the 
modified-prospective transition method. Under this transition method, compensation cost recognized during fiscal 2006 
includes: (i) compensation cost for all share-based awards granted prior to, but not yet vested as of, December 1, 2005, 
(including pre-fiscal-2004 options) based on the grant-date fair value and related service period estimates in accordance 
with the original provisions of SFAS 123; and (ii) compensation cost for all share-based awards granted subsequent to 
December 1, 2005, based on the grant-date fair value and related service periods estimated in accordance with the 
provisions of SFAS 123(R). Under the provisions of the modified-prospective transition method, results for fiscal 2005 
were not restated. 

SFAS 123(R) clarifies and expands the guidance in SFAS 123 in several areas, including how to measure fair value and 
how to attribute compensation cost to reporting periods. Changes to the SFAS 123 fair value measurement and service 
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period provisions prescribed by SFAS 123(R) include requirements to: (i) estimate forfeitures of share-based awards at 
the date of grant, rather than recognizing forfeitures as incurred as was permitted by SFAS 123; (ii) expense share-based 
awards granted to retirement-eligible employees and those employees with non-substantive non-compete agreements 
immediately, while our accounting practice under SFAS 123 was to recognize such costs over the stated service periods; 
(iii) attribute compensation costs of share-based awards to the future vesting periods, while our accounting practice 
under SFAS 123 included a partial attribution of compensation costs of share-based awards to services performed during 
the year of grant; and (iv) recognize compensation costs of all share-based awards (including amortizing pre-fiscal-2004 
options) based on the grant-date fair value, rather than our accounting methodology under SFAS 123 which recognized 
pre-fiscal-2004 option awards based on their intrinsic value.  

Prior to adopting SFAS 123(R) we presented the cash flows related to income tax deductions in excess of the 
compensation cost recognized on stock issued under RSUs and stock options exercised during the period (“excess tax 
benefits”) as operating cash flows in the Consolidated Statement of Cash Flows. SFAS 123(R) requires excess tax 
benefits to be classified as financing cash flows. In addition, as a result of adopting SFAS 123(R), certain balance sheet 
amounts associated with share-based compensation costs have been reclassified within the equity section of the balance 
sheet. This change in presentation had no effect on our total equity. Effective December 1, 2005, Deferred stock 
compensation (representing unearned costs of RSU awards) and Common stock issuable are presented on a net basis as 
a component of Additional paid-in capital. See “Accounting and Regulatory Developments—SFAS 123(R)” below for a 
further discussion of SFAS 123(R) and the cumulative effect of this accounting change recognized in fiscal 2006. 

Earnings per Share 

We compute earnings per share (“EPS”) in accordance with SFAS No. 128, Earnings per Share. Basic EPS is computed by 
dividing net income applicable to common stock by the weighted-average number of common shares outstanding, 
which includes RSUs for which service has been provided. Diluted EPS includes the components of basic EPS and also 
includes the dilutive effects of RSUs for which service has not yet been provided and employee stock options. 

Financial Instruments and Other Inventory Positions  

Financial instruments and other inventory positions owned, excluding real estate held for sale, and Financial instruments 
and other inventory positions sold but not yet purchased are carried at fair value. Real estate held for sale is accounted 
for at the lower of its carrying amount or fair value less cost to sell. For further discussion of our financial instruments 
and other inventory positions, see Note 3, “Financial Instruments and Other Inventory Positions,” to the Consolidated 
Financial Statements. 

Firm-owned securities pledged to counterparties who have the right, by contract or custom, to sell or repledge the 
securities are classified as Financial instruments and other inventory positions owned and are disclosed as pledged as 
collateral. For further discussion of our securities received and pledged as collateral, see Note 5, “Securities Received and 
Pledged as Collateral,” to the Consolidated Financial Statements. 

We adopted SFAS No. 157, Fair Value Measurements (“SFAS 157”) effective December 1, 2006. SFAS 157 defines fair 
value as the price 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. When observable prices are not available, we either use implied pricing 
from similar instruments or valuation models based on net present value of estimated future cash flows, adjusted as 
appropriate for liquidity, credit, market and/or other risk factors. 

Prior to December 1, 2006, we followed the American Institute of Certified Public Accountants (“AICPA”) Audit and 
Accounting Guide, Brokers and Dealers in Securities, when determining fair value for financial instruments, which permitted 
the recognition of a discount to the quoted price when determining the fair value for a substantial block of a particular 
security, when the quoted price was not considered to be readily realizable (i.e., a block discount). 

For further discussion of our adoption of SFAS 157, see “Accounting and Regulatory Developments—SFAS 157” 
below.  

Derivative financial instruments. Derivatives are financial instruments whose value is based on an underlying asset 
(e.g., Treasury bond), index (e.g., S&P 500) or reference rate (e.g., LIBOR), and include futures, forwards, swaps, option 
contracts, or other financial instruments with similar characteristics. A derivative contract generally represents a future 
commitment to exchange interest payment streams or currencies based on the contract or notional amount or to 
purchase or sell other financial instruments or physical assets at specified terms on a specified date. Over-the-counter 
(“OTC”) derivative products are privately-negotiated contractual agreements that can be tailored to meet individual 
client needs and include forwards, swaps and certain options including caps, collars and floors. Exchange-traded 
derivative products are standardized contracts transacted through regulated exchanges and include futures and certain 
option contracts listed on an exchange.  
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Derivatives are recorded at fair value and included in either Financial instruments and other inventory positions owned 
or Financial instruments and other inventory positions sold but not yet purchased in the Consolidated Statement of 
Financial Condition. Derivatives are presented net-by-counterparty when a legal right of offset exists; net across 
different products or positions when applicable provisions are stated in a master netting agreement; and/or net of cash 
collateral received or paid on a counterparty basis, provided legal right of offset exists. 

We enter into derivative transactions both in a trading capacity and as an end-user. Acting in a trading capacity, we enter 
into derivative transactions to satisfy the needs of our clients and to manage our own exposure to market and credit risks 
resulting from our trading activities (collectively, “Trading-Related Derivatives”). For Trading-Related Derivatives, margins 
on futures contracts are included in receivables and payables from/to brokers, dealers and clearing organizations, as 
applicable.  

As an end-user, we primarily use derivatives to hedge our exposure to market risk (including foreign currency exchange and 
interest rate risks) and credit risks (collectively, “End-User Derivatives”). When End-User Derivatives are interest rate 
swaps they are measured at fair value through earnings and the carrying value of the related hedged item is adjusted through 
earnings for the effect of changes in the risk being hedged. The hedge ineffectiveness in these relationships is recorded in 
Interest expense in the Consolidated Statement of Income. When End-User Derivatives are used in hedges of net 
investments in non-U.S. dollar functional currency subsidiaries, the gains or losses are reported within Accumulated other 
comprehensive income/(loss), net of tax, in Stockholders’ equity. 

Prior to December 1, 2006, we followed 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 (“EITF 02-3”). Under EITF 02-3, 
recognition of a trading profit at inception of a derivative transaction was prohibited unless the fair value of that 
derivative was obtained from a quoted market price supported by comparison to other observable inputs or based on a 
valuation technique incorporating observable inputs. Subsequent to the inception date (“Day 1”), we recognized trading 
profits deferred at Day 1 in the period in which the valuation of the instrument became observable. The adoption of 
SFAS 157 nullified the guidance in EITF 02-3 that precluded the recognition of a trading profit at the inception of a 
derivative contract, unless the fair value of such derivative was obtained from a quoted market price or other valuation 
technique incorporating observable inputs. For further discussion of our adoption of SFAS 157, see “Accounting and 
Regulatory Developments—SFAS 157” below. 

Securitization activities. In accordance with SFAS 140, we recognize transfers of financial assets as sales, if control has 
been surrendered. We determine control has been surrendered when the following three criteria have been met: 

• The transferred assets have been isolated from the transferor – put presumptively beyond the reach of the 
transferor and its creditors, even in bankruptcy or other receivership (i.e., a true sale opinion has been obtained); 

• Each transferee (or, if the transferee is a QSPE, each holder of its beneficial interests) has the right to pledge or 
exchange the assets (or beneficial interests) it received, and no condition both constrains the transferee (or holder) 
from taking advantage of its right to pledge or exchange and provides more than a trivial benefit to the transferor; 
and 

• The transferor does not maintain effective control over the transferred assets through either (i) an agreement that 
both entitles and obligates the transferor to repurchase or redeem them before their maturity or (ii) the ability to 
unilaterally cause the holder to return specific assets. 
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Collateralized Lending Agreements and Financings 

Treated as collateralized agreements and financings for financial reporting purposes are the following: 

• Repurchase and resale agreements. Securities purchased under agreements to resell and securities sold under 
agreements to repurchase are collateralized primarily by government and government agency securities and are 
carried net by counterparty, when permitted, at the amounts at which the securities subsequently will be resold 
or repurchased plus accrued interest. We take possession of securities purchased under agreements to resell. 
The fair value of the underlying positions is compared daily with the related receivable or payable balances, 
including accrued interest. We require counterparties to deposit additional collateral or return collateral 
pledged, as necessary, to ensure the fair value of the underlying collateral remains sufficient. 

• Securities borrowed and securities loaned. Securities borrowed and securities loaned are carried at the amount of cash 
collateral advanced or received plus accrued interest. We value the securities borrowed and loaned daily and 
obtain additional cash as necessary to ensure these transactions are adequately collateralized. When we act as 
the lender of securities in a securities-lending agreement and we receive securities that can be pledged or sold as 
collateral, we recognize an asset, representing the securities received and a liability, representing the obligation 
to return those securities. 

• Other secured borrowings. Other secured borrowings principally reflect transfers accounted for as financings rather 
than sales under SFAS 140. Additionally, Other secured borrowings includes non-recourse financings of 
entities that we have consolidated because we are the primary beneficiaries of such entities. 

Long-Lived Assets 

Property, equipment and leasehold improvements are recorded at historical cost, net of accumulated depreciation and 
amortization. Depreciation is recognized using the straight-line method over the estimated useful lives of the assets. 
Buildings are depreciated up to a maximum of 40 years. Leasehold improvements are amortized over the lesser of their 
useful lives or the terms of the underlying leases, which range up to 30 years. Equipment, furniture and fixtures are 
depreciated over periods of up to 10 years. Internal-use software that qualifies for capitalization under AICPA Statement of 
Position 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use, is capitalized and subsequently 
amortized over the estimated useful life of the software, generally three years, with a maximum of seven years. We review 
long-lived assets for impairment periodically and whenever events or changes in circumstances indicate the carrying 
amounts of the assets may be impaired. If the expected future undiscounted cash flows are less than the carrying amount of 
the asset, an impairment loss is recognized to the extent the carrying value of the asset exceeds its fair value. 

Identifiable Intangible Assets and Goodwill 

Identifiable intangible assets with finite lives are amortized over their expected useful lives, which range up to 15 years. 
Identifiable intangible assets with indefinite lives and goodwill are not amortized. Instead, these assets are evaluated at least 
annually for impairment. Goodwill is reduced upon the recognition of certain acquired net operating loss carryforward 
benefits. 

Cash Equivalents 

Cash equivalents include highly liquid investments not held for resale with maturities of three months or less when we 
acquire them. 

Accounting and Regulatory Developments 

The following summarizes accounting standards that have been issued during the periods covered by the Consolidated 
Financial Statements and the effect of adoption on our results of operations, if any, actual or estimated. 

SFAS 123(R). In December 2004, the FASB issued SFAS 123(R) which established standards of accounting for 
transactions in which an entity exchanges its equity instruments for goods and services and focuses primarily on accounting 
for transactions in which an entity obtains employee services in share-based payment transactions. Two key differences 
between SFAS 123 and SFAS 123(R) relate to attribution of compensation costs to reporting periods and accounting for 
award forfeitures. SFAS 123(R) generally requires the immediate expensing of equity-based awards granted to retirement-
eligible employees or awards granted subject to substantive non-compete agreements to be expensed over the non-compete 
period. SFAS 123(R) also requires expected forfeitures to be included in determining stock-based employee compensation 
expense. We adopted SFAS 123(R) as of the beginning of our 2006 fiscal year and recognized an after-tax gain of 
approximately $47 million as the cumulative effect of a change in accounting principle attributable to the requirement to 
estimate forfeitures at the date of grant instead of recognizing them as incurred. For additional information, see “Share-
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Based Compensation” above and Note 12, “Share-Based Employee Incentive Plans,” to the Consolidated Financial 
Statements. 

SFAS 155. In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments—an 
amendment of FASB Statements No. 133 and 140 (“SFAS 155”), which permits an entity to measure at fair value any hybrid 
financial instrument that contains an embedded derivative that otherwise would require bifurcation. As permitted, we 
early adopted SFAS 155 in the first quarter of 2006. The effect of adoption resulted in a $24 million after-tax ($43 
million pre-tax) decrease to opening retained earnings as of the beginning of our 2006 fiscal year, representing the 
difference between the fair value of these hybrid financial instruments and the prior carrying value as of November 30, 
2005.  

SFAS 156. In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets—an amendment of 
FASB Statement No. 140 (“SFAS 156”), which permits entities to elect to measure servicing assets and servicing liabilities 
at fair value and report changes in fair value in earnings. As a result of adopting SFAS 156, we recognized an $18 million 
after-tax ($33 million pre-tax) increase to opening retained earnings in our 2006 fiscal year. 

SFAS 157. In September 2006, the FASB issued SFAS 157. SFAS 157 defines fair value, establishes a framework for 
measuring fair value, outlines a fair value hierarchy based on inputs used to measure fair value and enhances disclosure 
requirements for fair value measurements. SFAS 157 does not change existing guidance as to whether or not an 
instrument is carried at fair value. 

SFAS 157 also (i) nullifies the guidance in EITF 02-3 that precluded the recognition of a trading profit at the inception 
of a derivative contract, unless the fair value of such derivative was obtained from a quoted market price or other 
valuation technique incorporating observable inputs; (ii) clarifies that an issuer’s credit standing should be considered 
when measuring liabilities at fair value; (iii) precludes the use of a liquidity or block discount when measuring 
instruments traded in an active market at fair value; and (iv) requires costs related to acquiring financial instruments 
carried at fair value to be included in earnings as incurred.  

We elected to early adopt SFAS 157 at the beginning of our 2007 fiscal year and we recorded the difference between the 
carrying amounts and fair values of (i) stand-alone derivatives and/or certain hybrid financial instruments measured 
using the guidance in EITF 02-3 on recognition of a trading profit at the inception of a derivative, and (ii) financial 
instruments that are traded in active markets that were measured at fair value using block discounts, as a cumulative-
effect adjustment to opening retained earnings. As a result of adopting SFAS 157, we recognized a $45 million after-tax 
($78 million pre-tax) increase to opening retained earnings. For additional information regarding our adoption of SFAS 
157, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements. 

SFAS 158. In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Retirement Plans (“SFAS 158”), which requires an employer to recognize the over- or under-funded status of its defined 
benefit postretirement plans as an asset or liability in its Consolidated Statement of Financial Condition, measured as the 
difference between the fair value of the plan assets and the benefit obligation. For pension plans, the benefit obligation 
is the projected benefit obligation; while for other postretirement plans the benefit obligation is the accumulated 
postretirement obligation. Upon adoption, SFAS 158 requires an employer to recognize previously unrecognized 
actuarial gains and losses and prior service costs within Accumulated other comprehensive income/(loss) (net of tax), a 
component of Stockholders’ equity. In accordance with the guidance in SFAS No. 158, we adopted this provision of the 
standard for the year ended November 30, 2007. The adoption of SFAS No. 158 reduced Accumulated other 
comprehensive income/ (loss), by $210 million after-tax ($344 million pre-tax) at November 30, 2007. 

SFAS 159. In February 2007, the FASB issued SFAS 159 which permits certain financial assets and financial liabilities to 
be measured at fair value, using an instrument-by-instrument election. The initial effect of adopting SFAS 159 must be 
accounted for as a cumulative-effect adjustment to opening retained earnings for the fiscal year in which we apply SFAS 
159. Retrospective application of SFAS 159 to fiscal years preceding the effective date is not permitted. 

We elected to early adopt SFAS 159 beginning in our 2007 fiscal year and to measure at fair value substantially all hybrid 
financial instruments not previously accounted for at fair value under SFAS No. 155, as well as certain deposit liabilities 
at our U.S. banking subsidiaries. We elected to adopt SFAS 159 for these instruments to reduce the complexity of 
accounting for these instruments under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. As a result 
of adopting SFAS 159, we recognized a $22 million after-tax increase ($35 million pre-tax) to opening retained earnings 
as of December 1, 2006, representing the effect of changing the measurement basis of these financial instruments from 
an adjusted amortized cost basis at November 30, 2006 to fair value.  

SFAS 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 

 
- 99 - 

A-101



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

 
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. We are evaluating the impact of adoption on our Consolidated Financial Statements. 

SFAS 160. In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interest in Consolidated Financial Statements 
(“SFAS 160”). SFAS 160 re-characterizes minority interests in consolidated subsidiaries as non-controlling interests and 
requires the classification of minority interests as a component of equity. Under SFAS 160, a change in control will be 
measured at fair value, with any gain or loss recognized in earnings. The effective date for SFAS 160 is for annual 
periods beginning on or after December 15, 2008. Early adoption and retroactive application of SFAS 160 to fiscal years 
preceding the effective date are not permitted. We are evaluating the impact of adoption on our Consolidated Financial 
Statements. 

FIN 48. In June 2006, the FASB issued FIN 48, which sets out a framework for management to use to determine the 
appropriate level of tax reserves to maintain for uncertain tax positions. This interpretation of SFAS 109 uses a two-step 
approach wherein a tax benefit is recognized if a position is more likely than not to be sustained, and the amount of 
benefit is then measured on a probabilistic approach, as defined in FIN 48. FIN 48 also sets out disclosure requirements 
to enhance transparency of an entity’s tax reserves. We must adopt FIN 48 as of the beginning of our 2008 fiscal year. 
We estimate that the effect of adopting FIN 48 at the beginning of the first quarter of 2008 to be a decrease to opening 
retained earnings of approximately $190 million. 

SOP 07-1. In June 2007, the AICPA issued Statement of Position (“SOP”) No. 07-1, Clarification of the Scope of the Audit 
and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in 
Investment Companies ("SOP 07-1"). SOP 07-1 addresses when the accounting principles of the AICPA Audit and 
Accounting Guide Investment Companies must be applied by an entity and whether those accounting principles must be 
retained by a parent company in consolidation or by an investor in the application of the equity method of accounting. 
SOP 07-1 is effective for our fiscal year beginning December 1, 2008. We are evaluating the effect of adopting SOP 07-1 
on our Consolidated Financial Statements. 

EITF Issue No. 04-5. In June 2005, the FASB ratified the consensus reached in EITF 04-5 which requires general 
partners (or managing members in the case of limited liability companies) to consolidate their partnerships or to provide 
limited partners with either (i) rights to remove the general partner without cause or to liquidate the partnership; or (ii) 
substantive participation rights. As the general partner of numerous private equity and asset management partnerships, 
we adopted EITF 04-5 effective June 30, 2005 for partnerships formed or modified after June 29, 2005. For partnerships 
formed on or before June 29, 2005 that had not been modified, we adopted EITF 04-5 as of the beginning of our 2007 
fiscal year. The adoption of EITF 04-5 did not have a material effect on our Consolidated Financial Statements. 

FSP FIN 46(R)-6. In April 2006, the FASB issued FASB Staff Position (“FSP”) FIN 46(R)-6, Determining the Variability 
to Be Considered in Applying FASB Interpretation No. 46(R) (“FSP FIN 46(R)-6”). This FSP addresses how a reporting 
enterprise should determine the variability to be considered in applying FIN 46(R) by requiring an analysis of the 
purpose for which an entity was created and the variability that the entity was designed to create. We adopted FSP FIN 
46(R)-6 on September 1, 2006 and applied it prospectively to all entities in which we first became involved after that 
date. Adoption of FSP FIN 46(R)-6 did not have a material effect on our Consolidated Financial Statements. 

FSP FIN 39-1. In April 2007, the FASB directed the FASB Staff to issue FSP No. FIN 39-1, Amendment of FASB 
Interpretation No. 39 (“FSP FIN 39-1”). FSP FIN 39-1 modifies FIN No. 39, Offsetting of Amounts Related to Certain 
Contracts, and permits companies to offset cash collateral receivables or payables with net derivative positions under 
certain circumstances. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007, with early adoption 
permitted. FSP FIN 39-1 does not affect our Consolidated Financial Statements because it clarified the acceptability of 
existing market practice, which we use, of netting cash collateral against net derivative assets and liabilities. 

FSP FIN 48-1. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 48-1, Definition of “Settlement” In 
FASB Interpretation No. 48 (“FSP FIN 48-1”). Under FSP FIN 48-1, a previously unrecognized tax benefit may be 
subsequently recognized if the tax position is effectively settled and other specified criteria are met. We are evaluating the 
effect of adopting FSP FIN 48-1 on our Consolidated Financial Statements as part of our evaluation of the effect of 
adopting FIN 48. 

FSP FIN 46(R)-7. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 46(R)-7, Application of FASB 
Interpretation No. 46(R) to Investment Companies (“FSP FIN 46(R)-7”). FSP FIN 46(R)-7 makes permanent the temporary 
deferral of the application of the provisions of FIN 46(R) to unregistered investment companies, and extends the scope 
exception from applying FIN 46(R) to include registered investment companies. FSP FIN 46(R)-7 is effective upon 
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adoption of SOP 07-1. We are evaluating the effect of adopting FSP FIN 46(R)-7 on our Consolidated Financial 
Statements. 

SAB 108. In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin 
(“SAB”) No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial 
Statements (“SAB 108”). SAB 108 specifies how the carryover or reversal of prior-year unrecorded financial statement 
misstatements should be considered in quantifying a current-year misstatement. SAB 108 requires an approach that 
considers the amount by which the current-year statement of income is misstated (“rollover approach”) and an approach 
that considers the cumulative amount by which the current-year statement of financial condition is misstated (“iron-
curtain approach”). Prior to the issuance of SAB 108, either the rollover or iron-curtain approach was acceptable for 
assessing the materiality of financial statement misstatements. SAB 108 became effective for our fiscal year ended 
November 30, 2006. Upon adoption, SAB 108 allowed a cumulative-effect adjustment to opening retained earnings at 
December 1, 2005 for prior-year misstatements that were not material under a prior approach but that were material 
under the SAB 108 approach. Adoption of SAB 108 did not affect our Consolidated Financial Statements. 

SAB 109. In November 2007, the SEC issued SAB No. 109, Written Loan Commitments Recorded at Fair Value Through 
Earnings (“SAB 109”). SAB 109 supersedes SAB No. 105, Loan Commitments Accounted for as Derivative Instruments (“SAB 
105”), and expresses the view, consistent with the guidance in SFAS 156 and SFAS 159, that the expected net future 
cash flows related to the associated servicing of the loan should be included in the measurement of all written loan 
commitments that are accounted for at fair value through earnings. SAB 105 also expressed the view that internally-
developed intangible assets (such as customer relationship intangible assets) should not be recorded as part of the fair 
value of a derivative loan commitment. SAB 109 retains that view and broadens its application to all written loan 
commitments that are accounted for at fair value through earnings. Adoption of SAB 109 did not have a material affect 
on our Consolidated Financial Statements. 

Effect of Adoption. The table presented below summarizes the impact of adoption from the accounting developments 
summarized above on our results of operations, if any, actual or estimated: 

  Accumulated Other    
In millions Date of Adoption Comprehensive Income/(Loss) Retained Earnings Net Income 
Year Ended November 30, 2006   
 SFAS 123(R)  December 1, 2005   $47
 SFAS 155  December 1, 2005  $  (24) 
 SFAS 156  December 1, 2005   18  

 Year Ended November 30, 2007 
 SFAS 157  December 1, 2006  45 

SFAS 158  November 30, 2007  $(210)  
 SFAS 159  December 1, 2006  22 
Estimated Impact to Year Ended November 30, 2008  
 FIN 48  December 1, 2007  (190) 

The ASF Framework. On December 6, 2007, the American Securitization Forum (“ASF”), working with various 
constituency groups as well as representatives of U.S. federal government agencies, issued the Streamlined Foreclosure and Loss 
Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans (the “ASF Framework”). The ASF Framework 
provides guidance for servicers to streamline borrower evaluation procedures and to facilitate the use of foreclosure and 
loss prevention efforts in an attempt to reduce the number of U.S. subprime residential mortgage borrowers who might 
default in the coming year because the borrowers cannot afford to pay the increased loan interest rate after their U.S. 
subprime residential mortgage variable loan rate resets. The ASF Framework requires a borrower and its U.S subprime 
residential mortgage variable loan to meet specific conditions to qualify for a modification under which the qualifying 
borrower’s loan’s interest rate would be kept at the existing rate, generally for five years following an upcoming reset period. 
The ASF Framework is focused on U.S. subprime first-lien adjustable-rate residential mortgages that have an initial fixed 
interest rate period of 36 months or less, are included in securitized pools, were originated between January 1, 2005 and July 
31, 2007, and have an initial interest rate reset date between January 1, 2008 and July 31, 2010 (defined as “Segment 2 
Subprime ARM Loans” within the ASF Framework).  

On January 8, 2008, the SEC’s Office of Chief Accountant (the “OCA”) issued a letter (the “OCA Letter”) addressing 
accounting issues that may be raised by the ASF Framework. Specifically, the OCA Letter expressed the view that if a 
Segment 2 Subprime ARM Loan is modified pursuant to the ASF Framework and that loan could legally be modified, the 
OCA will not object to continued status of the transferee as a QSPE under SFAS 140. Concurrent with the issuance of the 
OCA Letter, the OCA requested the FASB to immediately address the issues that have arisen in the application of the 
QSPE guidance in SFAS 140. Any loan modifications we make in accordance with the ASF Framework will not have a 
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material affect on our accounting for U.S. subprime residential mortgage loans nor securitizations or retained interests in 
securitizations of U.S. subprime residential mortgage loans. 

Basel II. As of December 1, 2005, Holdings became regulated by the SEC as a consolidated supervised entity (“CSE”). 
This supervision imposes group-wide supervision and examination by the SEC, minimum capital requirements on a 
consolidated basis and reporting (including reporting of capital adequacy measurement consistent with the standards 
adopted by the Basel Committee on Banking Supervision) and notification requirements. 

The Basel Committee on Banking Supervision published an updated framework to calculate risk-based capital requirements 
in June 2004 (“Basel II”). In September 2006, U.S. federal bank regulators announced their intent to implement Basel II in 
the U.S. On December 10, 2007, the U.S. federal bank regulators published final rules implementing the Basel II framework 
for the calculation of minimum capital requirements. Within the minimum capital requirements, or “first pillar” of Basel II, 
the federal rules deal only with the capital risk or banking book component. U.S. federal bank regulators have indicated that 
final rules to update market risk or trading book rules will be issued in the near future.  

Basel II is meant to be applied on a consolidated basis for banking institutions or bank holding companies that have 
consolidated total assets of $250 billion or more and/or consolidated total on-balance-sheet foreign exposure of $10 billion 
or more. Basel II provides two broad methods for calculating minimum capital requirements related to credit risk (i) a 
standardized approach that relies heavily upon external credit assessments by major independent credit rating agencies; and 
(ii) an internal ratings-based approach that permits the use of internal rating assessments in determining required capital. 

The time frame in which Basel II requirements would become effective for U.S. banking institutions or bank holding 
companies is contemplated to be (i) one or more years of parallel calculation, in which an entity would remain subject to 
existing risk-based capital rules but also calculate its risk-based capital requirements under the new Basel II framework; and 
(ii) two or three transition years, during which an entity would be subject to the new framework and an entity’s minimum 
risk-based capital would be subject to a floor.  

The Basel II framework is anticipated to impact our minimum capital requirements and reporting (including reporting of 
capital adequacy measurements) as a CSE. 

Note 2 Business Segments and Geographic Information 

Business Segments 

We organize our business operations into three business segments: Capital Markets, Investment Banking and Investment 
Management. 

Our business segment information for the periods ended in 2007, 2006 and 2005 is prepared using the following 
methodologies and generally represents the information that is relied upon by management in its decision-making 
processes: 

• Revenues and expenses directly associated with each business segment are included in determining income before 
taxes. 

• Revenues and expenses not directly associated with specific business segments are allocated based on the most 
relevant measures applicable, including each segment’s revenues, headcount and other factors. 

• Net revenues include allocations of interest revenue, interest expense and revaluation of certain long-term and 
short-term debt measured at fair value to securities and other positions in relation to the cash generated by, or 
funding requirements of, the underlying positions. 

• Business segment assets include an allocation of indirect corporate assets that have been fully allocated to our 
segments, generally based on each segment’s respective headcount figures. 

Capital Markets. Our Capital Markets segment is divided into two components: 

Fixed Income – We make markets in and trade municipal and public sector instruments, interest rate and credit products, 
mortgage-related securities and loan products, currencies and commodities. We also originate mortgages and we structure 
and enter into a variety of derivative transactions. We also provide research covering economic, quantitative, strategic, 
credit, relative value, index and portfolio analyses. Additionally, we provide financing, advice and servicing activities to the 
hedge fund community, known as prime brokerage services. We engage in certain proprietary trading activities and in 
principal investing in real estate that are managed within this component. 
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Equities – We make markets in and trade equities and equity-related products and enter into a variety of derivative 
transactions. We also provide equity-related research coverage as well as execution and clearing activities for clients. 
Through our capital markets prime services, we provide prime brokerage services to the hedge fund community. We also 
engage in certain proprietary trading activities and private equity and other related investments. 

Investment Banking. We take an integrated approach to client coverage, organizing bankers into industry, product and 
geographic groups within our Investment Banking segment. Business activities provided to corporations and governments 
worldwide can be separated into: 

Global Finance – We serve our clients’ capital raising needs through underwriting, private placements, leveraged finance and 
other activities associated with debt and equity products.  

Advisory Services – We provide business advisory services with respect to mergers and acquisitions, divestitures, 
restructurings, and other corporate activities. 

Investment Management. The Investment Management business segment consists of: 

Asset Management – We provide customized investment management services for high net worth clients, mutual funds and 
other small and middle market institutional investors. Asset Management also serves as general partner for private equity 
and other alternative investment partnerships and has minority stake investments in certain alternative investment 
managers.  

Private Investment Management – We provide investment, wealth advisory and capital markets execution services to high net 
worth and middle market institutional clients. 

Business Segments 

 Capital Investment Investment  
In millions Markets Banking Management Total 
At and for the year ended November 30, 2007     
Gross revenues $51,897 $3,903 $3,203 $59,003
Interest expense 39,640 ― 106 39,746
Net revenues 12,257 3,903 3,097 19,257
Depreciation and amortization expense 432 48 97 577
Other expenses 7,626 2,832 2,209 12,667
Income before taxes $  4,199 $1,023 $   791 $  6,013
Segment assets (in billions) $  680.5 $    1.4 $    9.2 $  691.1
At and for the year ended November 30, 2006  
Gross revenues $41,074 $3,160 $2,475 $46,709
Interest expense 29,068 ― 58 29,126
Net revenues 12,006 3,160 2,417 17,583
Depreciation and amortization expense 377 42 95 514
Other expenses 6,909 2,458 1,797 11,164
Income before taxes $  4,720 $   660 $   525 $  5,905
Segment assets (in billions) $  493.5 $    1.3 $    8.7 $  503.5
At and for the year ended November 30, 2005  
Gross revenues $27,545 $2,894 $1,981 $ 32,420
Interest expense 17,738 ― 52 17,790
Net revenues 9,807 2,894 1,929 $ 14,630
Depreciation and amortization expense 308 36 82 426
Other expenses 5,927 2,003 1,445 9,375
Income before taxes $  3,572 $   855 $   402 $  4,829
Segment assets (in billions) $  401.9 $    1.2 $    7.0 $  410.1
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Net Revenues by Geographic Region 

We organize our operations into three geographic regions:  

• Europe and the Middle East, inclusive of our operations in Russia and Turkey; 

• Asia-Pacific, inclusive of our operations in Australia and India; and 

• the Americas. 

Net revenues presented by geographic region are based upon the location of the senior coverage banker or investment 
advisor in the case of Investment Banking or Asset Management, respectively, or where the position was risk managed 
within Capital Markets and Private Investment Management. Certain revenues associated with U.S. products and services 
that result from relationships with international clients have been classified as international revenues using an allocation 
process. In addition, expenses contain certain internal allocations, such as regional transfer pricing, which are centrally 
managed. The methodology for allocating the firm’s revenues and expenses to geographic regions is dependent on the 
judgment of management. 

The following presents, in management’s judgment, a reasonable representation of each region’s contribution to our 
operating results. 

Geographic Operating Results 

   Year Ended November 30, 
In millions   2007 2006 2005 
Europe and the Middle East    
  Net revenues $  6,296 $  4,536 $  3,601
  Non-interest expense 4,221 3,303 2,689
  Income before taxes 2,075 1,233  912
Asia-Pacific      
  Net revenues 3,145 1,809 1,650
  Non-interest expense 1,831 1,191 872
  Income before taxes 1,314 618 778
Americas      
 U.S. 9,634 11,116 9,270
 Other Americas 182 122 109
  Net revenues 9,816 11,238  9,379
  Non-interest expense 7,192 7,184 6,240
  Income before taxes 2,624 4,054 3,139
Total      
  Net revenues 19,257 17,583 14,630
  Non-interest expense 13,244 11,678 9,801
  Income before taxes $  6,013 $  5,905 $  4,829

Note 3 Financial Instruments and Other Inventory Positions 

Financial instruments and other inventory positions owned and Financial instruments and other inventory positions sold 
but not yet purchased were comprised of the following: 

   Sold But Not  
 Owned   Yet Purchased  
In millions Nov 30, 2007 Nov 30, 2006  Nov 30, 2007 Nov 30, 2006 
Mortgage and asset-backed securities $ 89,106 $  57,726 $       332 $         80
Government and agencies 40,892 47,293 71,813 70,453
Corporate debt and other 54,098 43,764 6,759 8,836
Corporate equities 58,521 43,087 39,080 28,464
Real estate held for sale 21,917 9,408 — —
Commercial paper and other money market instruments 4,000 2,622 12 110
Derivatives and other contractual agreements 44,595 22,696 31,621 18,017
 $313,129 $226,596 $149,617 $125,960
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Mortgage and asset-backed securities. Mortgage and asset-backed securities include residential and commercial whole 
loans and interests in residential and commercial mortgage-backed securitizations. Also included within Mortgage and asset-
backed securities are securities whose cash flows are based on pools of assets in bankruptcy-remote entities, or collateralized 
by cash flows from a specified pool of underlying assets. The pools of assets may include, but are not limited to mortgages, 
receivables and loans. 

It is our intent to sell through securitization or syndication activities, residential and commercial mortgage whole loans we 
originate, as well as those we acquire in the secondary market. We originated approximately $47 billion and $60 billion of 
residential mortgage loans in 2007 and 2006, respectively, and approximately $60 billion and $34 billion of commercial 
mortgage loans in 2007 and 2006, respectively. 

Balances reported for Mortgage and asset-backed securities include approximately $12.8 billion and $5.5 billion in 2007 and 
2006, respectively, of loans transferred to securitization vehicles where such transfers were accounted for as secured 
financings rather than sales under SFAS 140. The securitization vehicles issued securities that were distributed to investors. 
We do not consider ourselves to have economic exposure to the underlying assets in those securitization vehicles. For 
further discussion of our securitization activities, see Note 6, “Securitizations and Special Purpose Entities,” to the 
Consolidated Financial Statements. 

In 2007 and 2006, our inventory of Mortgage and asset-backed securities, excluding those that were accounted for as 
financings rather than sales under SFAS 140, generally included the following types of assets: 

In millions November 30, 2007  November 30, 2006 
Residential and Asset Backed:  
 Whole loans $ 19,587  $ 18,749
 Securities(1) 16,488  7,923
 Servicing 1,183  829
 Other 86  16
 $ 37,344  $ 27,517
Commercial:  
 Whole loans $ 26,200  $ 22,426
 Securities(2) 12,180  1,948
 Other 558  351
 $ 38,938  $ 24,725
Total $ 76,282  $ 52,242
(1) Includes approximately $7.1 billion of investment grade retained interests in securitizations and approximately $1.6 billion of non-investment grade 

retained interests in securitizations at November 30, 2007. Includes approximately $5.3 billion of investment grade retained interests in securitizations 
and approximately $2.0 billion of non-investment grade retained interests in securitizations at November 30, 2006. 

(2) Includes approximately $2.4 billion of investment grade retained interests in securitizations and approximately $0.03 billion of non-investment grade 
retained interests in securitizations at November 30, 2007. Includes approximately $0.6 billion of investment grade retained interests in securitizations at 
November 30, 2006. 
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In 2007 and 2006, our portfolio of U.S. subprime residential mortgages, a component of our Mortgage and asset-backed 
securities inventory, were:1

In millions November 30, 2007 November 30, 2006 
U.S. residential subprime mortgages 
 Whole loans(1) $ 3,226 $ 4,978
 Retained interests in securitizations 1,995 1,817
 Other 55 54
Total $ 5,276 $ 6,849
(1) Excludes loans which were accounted for as financings rather than sales under SFAS 140 which were approximately $2.9 billion and $3.0 billion at 

November 30, 2007 and 2006, respectively. 

Government and agencies. Included within these balances are instruments issued by a national government or agency 
thereof, denominated in the country’s own currency or in a foreign currency (e.g., sovereign) as well as municipals. 

Corporate debt and other. Longer-term debt instruments, generally with a maturity date falling at least a year after their 
issue date, not issued by governments and may or may not be traded on major exchanges, are included within this 
component. 

Non-derivative, physical commodities are reported as a component of this line item and were approximately $308 million in 
2007. In 2006, we did not have any non-derivative, physical commodities. 

Corporate equities. Balances generally reflect held positions in any instrument that has an equity ownership component, 
such as equity-related positions, public ownership equity securities that are listed on public exchanges, private equity-related 
positions and non-public ownership equity securities that are not listed on a public exchange. 

Real estate held for sale. Real estate held for sale of $21.9 billion and $9.4 billion at November 30, 2007 and 2006, 
respectively, reflects our investments in parcels of land and related physical property. We invest in entities whose underlying 
assets are Real estate held for sale. We consolidate those entities in which we are the primary beneficiary in accordance with 
FIN 46(R). We do not consider ourselves to have economic exposure to the total underlying assets in those entities. Our 
net investment positions related to Real estate held for sale, excluding the amounts that have been consolidated but for 
which we do not consider ourselves to have economic exposure, was $12.8 billion and $5.9 billion at November 30, 2007 
and 2006, respectively. 

Commercial paper and other money market instruments. Commercial paper and other money market instruments 
include short-term obligations, generally issued by financial institutions or corporations, with maturities within a calendar 
year of the financial statement date. These instruments may include promissory notes, drafts, checks and certificates of 
deposit. 

Derivatives and other contractual agreements. These balances generally represent future commitments to exchange 
interest payment streams or currencies based on contract or notional amounts or to purchase or sell other financial 
instruments or physical assets at specified terms on a specified date. Both over-the-counter and exchange-traded 
derivatives are reflected. 

The following table presents the fair value of Derivatives and other contractual agreements at November 30, 2007 and 
2006. Assets included in the table represent unrealized gains, net of unrealized losses, for situations in which we have a 
master netting agreement. Similarly, liabilities represent net amounts owed to counterparties. The fair value of derivative 
contracts represents our net receivable/payable for derivative financial instruments before consideration of securities 
collateral. Asset and liabilities are presented below net of cash collateral of approximately $19.7 billion and $17.5 billion, 
respectively, at November 30, 2007 and $11.1 billion and $8.2 billion, respectively, at November 30, 2006.  

                                                           
1 We generally define U.S. subprime residential mortgage loans as those associated with borrowers having a credit score in the range of 620 or lower 

using the Fair Isaac Corporation’s statistical model, or having other negative factors within their credit profiles. Prior to its closure in our third 
quarter, we originated subprime residential mortgage loans through BNC Mortgage LLC (“BNC”), a wholly-owned subsidiary of our U.S. regulated 
thrift Lehman Brothers Bank, FSB. BNC served borrowers with subprime qualifying credit profiles but also served borrowers with stronger credit 
history as a result of broker relationships or product offerings and such loans are also included in our subprime business activity. For residential 
mortgage loans purchased from other mortgage originators, we use a similar subprime definition as for our origination activity. Additionally, 
second lien loans are included in our subprime business activity. 
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Fair Value of Derivatives and Other Contractual Agreements 

 Nov 30, 2007 Nov 30, 2006 
In millions Assets Liabilities Assets Liabilities 
Over-the-Counter: (1)  
 Interest rate, currency and credit default   
     swaps and options $22,028 $  10,915 $  8,634 $  5,691
 Foreign exchange forward contracts and options 2,479 2,888 1,792 2,145
 Other fixed income securities   

    contracts (including TBAs and forwards) 8,450 6,024 4,308 2,604
 Equity contracts (including equity swaps,   
     warrants and options) 8,357 9,279 4,739 4,744
Exchange Traded:  
 Equity contracts (including equity swaps,   
     warrants and options) 3,281 2,515 3,223 2,833
 $ 44,595 $ 31,621 $22,696 $18,017
(1)  Our net credit exposure for OTC contracts is $34.6 billion and $15.6 billion at November 30, 2007 and 2006, respectively, representing the fair value 

of OTC contracts in a net receivable position, after consideration of collateral.  

At November 30, 2007, our Derivatives and other contractual agreements include approximately $1.5 billion of both 
commodity derivative assets and liabilities. At November 30, 2006, our commodity derivative assets and liabilities were $268 
million and liabilities of $277 million, respectively.  

Concentrations of Credit Risk 

A substantial portion of our securities transactions are collateralized and are executed with, and on behalf of, financial 
institutions, which includes other brokers and dealers, commercial banks and institutional clients. Our exposure to credit 
risk associated with the non-performance of these clients and counterparties in fulfilling their contractual obligations with 
respect to various types of transactions can be directly affected by volatile or illiquid trading markets, which may impair the 
ability of clients and counterparties to satisfy their obligations to us. 

Financial instruments and other inventory positions owned include U.S. government and agency securities, and securities 
issued by non-U.S. governments, which in the aggregate represented 6% and 9% of total assets at November 30, 2007 and 
2006, respectively. In addition, collateral held for resale agreements represented approximately 24% and 23% of total assets 
at November 30, 2007 and 2006, respectively, and primarily consisted of securities issued by the U.S. government, federal 
agencies or non-U.S. governments. Our most significant industry concentration is financial institutions, which includes 
other brokers and dealers, commercial banks and institutional clients. This concentration arises in the normal course of 
business. 

Note 4 Fair Value of Financial Instruments 

Financial instruments and other inventory positions owned, excluding Real estate held for sale, and Financial instruments 
and other inventory positions sold but not yet purchased, are presented at fair value. In addition, certain long and short-
term borrowing obligations, principally certain hybrid financial instruments, and certain deposit liabilities at banks, are 
presented at fair value. 

Fair value is defined as the price at which an asset could be exchanged in a current transaction between knowledgeable, 
willing parties. A liability’s fair value is defined as the amount that would be paid to transfer the liability to a new obligor, 
not the amount that would be paid to settle the liability with the creditor. Where available, fair value is based on observable 
market prices or parameters or derived from such prices or parameters. Where observable prices or inputs are not available, 
valuation models are applied. These valuation techniques involve some level of management estimation and judgment, the 
degree of which is dependent on the price transparency for the instruments or market and the instruments’ complexity. 

Beginning December 1, 2006, assets and liabilities recorded at fair value in the Consolidated Statement of Financial 
Condition are categorized based upon the level of judgment associated with the inputs used to measure their fair value. 
Hierarchical levels – defined by SFAS 157 and directly related to the amount of subjectivity associated with the inputs to 
fair valuation of these assets and liabilities – are as follows: 

Level I – Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement 
date.  
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The types of assets and liabilities carried at Level I fair value generally are G-7 government and agency securities, 
equities listed in active markets, investments in publicly traded mutual funds with quoted market prices and listed 
derivatives. 

Level II – Inputs (other than quoted prices included in Level I) are either directly or indirectly observable for the asset 
or liability through correlation with market data at the measurement date and for the duration of the instrument’s 
anticipated life. 

Fair valued assets and liabilities that are generally included in this category are non-G-7 government securities, 
municipal bonds, certain hybrid financial instruments, certain mortgage and asset backed securities, certain corporate 
debt, certain commitments and guarantees, certain private equity investments and certain derivatives. 

Level III – Inputs reflect management’s best estimate of what market participants would use in pricing the asset or 
liability at the measurement date. Consideration is given to the risk inherent in the valuation technique and the risk 
inherent in the inputs to the model. 

Generally, assets and liabilities carried at fair value and included in this category are certain mortgage and asset-backed 
securities, certain corporate debt, certain private equity investments, certain commitments and guarantees and certain 
derivatives. 

Fair Value on a Recurring Basis 

Assets and liabilities measured at fair value on a recurring basis are categorized in the tables below based upon the lowest 
level of significant input to the valuations.  

 Assets at Fair Value as of November 30, 2007 
In millions Level I Level II Level III Total 
Mortgage and asset-backed securities(1) $       240  $  63,672  $25,194  $  89,106 
Government and agencies 25,393  15,499  —  40,892 
Corporate debt and other 324  50,692  3,082  54,098 
Corporate equities 39,336  11,054  8,131  58,521 
Commercial paper and other money market instruments 4,000  —  —  4,000 
Derivative assets(2) 3,281  35,742  5,572  44,595 
 $ 72,574  $176,659  $41,979  $291,212 
(1) Includes loans transferred to securitization vehicles where such transfers were accounted for as secured financings rather than sales under SFAS 

140. The securitization vehicles issued securities that were distributed to investors. We do not consider ourselves to have economic exposure to 
the underlying assets in those securitization vehicles. The loans are reflected as an asset within Mortgages and asset-backed positions and the 
proceeds received from the transfer are reflected as a liability within Other secured borrowings. These loans are classified as Level II assets. 

 (2) Derivative assets are presented on a net basis by level. Inter- and intra-level cash collateral, cross-product and counterparty netting at November 
30, 2007 was approximately $38.8 billion. 

 Liabilities at Fair Value as of November 30, 2007 

In millions Level I Level II Level III Total 

Mortgage and asset-backed positions $        —  $    332 $     —  $      332 
Government and agencies 67,484  4,329  —  71,813 
Corporate debt and other 22  6,737  —  6,759 
Corporate equities 39,080  —  —  39,080 
Commercial paper and other money market instruments 12  —  —  12 
Derivative liabilities(1) 2,515  26,011  3,095  31,621 
 $109,113  $37,409  $3,095  $149,617 
(1) Derivative liabilities are presented on a net basis by level. Inter- and intra-level cash collateral, cross-product and counterparty netting at 

November 30, 2007 was approximately $36.6 billion. 

Level III Gains and Losses 

Net revenues (both realized and unrealized) for Level III financial instruments are a component of Principal transactions in 
the Consolidated Statement of Income. Net realized gains associated with Level III financial instruments were 
approximately $1.3 billion for the fiscal year ended November 30, 2007. The net unrealized loss on Level III non-derivative 
financial instruments was approximately $2.5 billion for the fiscal year ended November 30, 2007, primarily consisting of 
unrealized losses from mortgage and asset-backed positions. The net unrealized gain on Level III derivative financial 

 
- 108 - 

A-110



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

 
instruments was approximately $1.6 billion for the fiscal year ended November 30, 2007, primarily consisting of unrealized 
gains from equity and interest rate-related derivative positions. Level III financial instruments may be economically hedged 
with financial instruments not classified as Level III; therefore, gains or losses associated with Level III financial 
instruments are offset by gains or losses associated with financial instruments classified in other levels of the fair value 
hierarchy. 

The table presented below summarizes the change in balance sheet carrying values associated with Level III financial 
instruments during the fiscal year ended November 30, 2007. Caution should be utilized when evaluating reported net 
revenues for Level III Financial instruments. The values presented exclude economic hedging activities that may be 
transacted in instruments categorized within other fair value hierarchy levels. Actual net revenues associated with Level III 
financial instruments inclusive of hedging activities could differ materially. 

 Mortgage and asset- Corporate Corporate   
In millions backed positions debt and other equities Net derivatives Total 
Balance at December 1, 2006 $   8,575 $  1,924 $  2,427 $    686 $ 13,612 
 Net Payments, Purchases and Sales 6,914 472 4,567 376 12,329 
 Net Transfers In/(Out) 11,373 567 687 (90) 12,537 
 Gains/(Losses)(1)      
 Realized 995 110 309 (78) 1,336 
 Unrealized (2,663) 9 141 1,583 (930) 
Balance at November 30, 2007 $ 25,194 $  3,082 $  8,131 $ 2,477 $ 38,884 
(1) Realized or unrealized gains/(losses) from changes in values of Level III Financial instruments represent gains/(losses) from changes in values of 

those Financial instruments only for the period(s) in which the instruments were classified as Level III. 

The table presented below summarizes the change in balance sheet carrying value associated with Level III financial 
instruments during each quarterly period in the 2007 fiscal year. Caution should be utilized when evaluating reported net 
revenues for Level III financial instruments. The values presented exclude economic hedging activities that may be 
transacted in instruments categorized within other fair value hierarchy levels. Actual net revenues associated with Level III 
financial instruments inclusive of hedging activities could differ materially. 

 Mortgage and asset- Corporate Corporate   
In millions backed positions debt and other equities Net derivatives Total 
Balance at December 1, 2006 $   8,575 $  1,924 $ 2,427 $   686 $ 13,612 
 Net Payments, Purchases and Sales 2,349 428 210 283 3,270 
 Net Transfers In/(Out) 137 — — — 137 
 Gains/(Losses)(1)      
 Realized 176 19 21 7 223 
 Unrealized (80) 13 13 158 104 
Balance at February 28, 2007 11,157 2,384 2,671 1,134 17,346 
 Net Payments, Purchases and Sales 1,677 50 972 (6) 2,693 
 Net Transfers In/(Out) (101) 95 352 39 385 
 Gains/(Losses) (1)      
 Realized 274 31 5 48 358 
 Unrealized (131) (11) 135 65 58 
Balance at May 31, 2007 12,876 2,549 4,135 1,280 20,840 
 Net Payments, Purchases and Sales 1,674 (299) 446 (59) 1,762 
 Net Transfers In/(Out) 9,856 (144) 232 (160) 9,784 
 Gains/(Losses) (1)      
 Realized 210 7 37 (4) 250 
 Unrealized (825) 19 62 543  (201) 
Balance at August 31, 2007 23,791 2,132 4,912 1,600 32,435 
 Net Payments, Purchases and Sales 1,213 292 2,939 157 4,601 
 Net Transfers In/(Out) 1,480 615 103 31 2,229 
 Gains/(Losses) (1)      
 Realized 255 47 227 (166) 363 
 Unrealized (1,545) (4) (50) 855 (744) 
Balance at November 30, 2007 $ 25,194 $3,082 $ 8,131 $ 2,477 $ 38,884 
(1) Realized or unrealized gains/(losses) from changes in values of Level III Financial instruments represent gains/(losses) from changes in values of 

those Financial instruments only for the period(s) in which the instruments were classified as Level III. 
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Fair Value Option 

SFAS 159 permits certain financial assets and liabilities to be measured at fair value, using an instrument-by-instrument 
election. Changes in the fair value of the financial assets and liabilities for which the fair value option was made are reflected 
in Principal transactions in our Consolidated Statement of Income. As indicated above in the fair value hierarchy tables and 
further discussed in Note 1, “Summary of Significant Accounting Policies, Accounting and Regulatory Developments—
SFAS 159,” we elected to account for the following financial assets and liabilities at fair value: 

Certain hybrid financial instruments. These instruments are primarily structured notes that are risk managed on a fair 
value basis and within our Capital Market activities and for which hedge accounting under SFAS No. 133, Accounting for 
Derivative Instruments and Hedging Activities, had been complex to maintain. Changes in the fair value of these liabilities, 
excluding any Interest income or Interest expense, are reflected in Principal transactions in our Consolidated Statement of 
Income. We calculate the impact of our own credit spread on hybrid financial instruments carried at fair value by 
discounting future cash flows at a rate which incorporates observerable changes in our credit spread. The estimated changes 
in the fair value of these liabilities were gains of approximately $1.3 billion, attributable to the widening of our credit spreads 
during fiscal year 2007. As of November 30, 2007, the aggregate principal amount of hybrid financial instruments classified 
as short-term borrowings and measured at fair value exceeded the fair value by approximately $152 million. Additionally 
and as of November 30, 2007, the aggregate principal amount of hybrid financial instruments classified as long-term 
borrowings and measured at fair value exceeded the fair value by approximately $2.1 billion. 

Other secured borrowings. Certain liabilities recorded as Other secured borrowings include the proceeds received from 
transferring loans to securitization vehicles where such transfers were accounted for as secured financings rather than sales 
under SFAS 140. The transferred loans are reflected as an asset within Mortgages and asset-backed positions and also 
accounted for at fair value and categorized as Level II in the fair value hierarchy. We do not consider ourselves to have 
economic exposure to the underlying assets in these securitization vehicles. The change in fair value attributable to the 
observable impact from instrument-specific credit risk was not material to our results of operations. 

Deposit liabilities at banks. We elected to account for certain deposits at our U.S. banking subsidiaries at fair value. The 
change in fair value attributable to the observable impact from instrument-specific credit risk was not material to our results 
of operations. As of November 30, 2007, the difference between the fair value and the aggregate principal amount of 
deposit liabilities at banks carried at fair value was not material. 

Liabilities for which the fair value option was elected are categorized in the table below based upon the lowest level of 
significant input to the valuations. 

 At Fair Value as of November 30, 2007 
In millions Level I Level II Level III Total 
Certain hybrid financial instruments:    
 Short-term borrowings —  $  9,035  —  $  9,035 
 Long-term borrowings —  $27,204  —  $27,204 
Other secured borrowings —  $  9,149  —  $  9,149 
Deposit liabilities at banks —  $15,986  —  $15,986 

 Fair Value on a Nonrecurring Basis 

The Company uses fair value measurements on a nonrecurring basis in its assessment of assets classified as Goodwill and 
other inventory positions classified as Real estate held for sale. These assets and inventory positions are recorded at fair 
value initially and assessed for impairment periodically thereafter. During the fiscal year ended November 30, 2007, the 
carrying amount of Goodwill assets were compared to their fair value. No change in carrying amount resulted in accordance 
with the provisions of SFAS No. 142, Goodwill and Other Intangible Assets. Additionally and on a nonrecurring basis during the 
fiscal year ended November 30, 2007, the carrying amount of Real estate held for sale positions were compared to their fair 
value less cost to sell. No change in carrying amount resulted in accordance with the provisions of SFAS No. 66, Accounting 
for Sales of Real Estate, SFAS No. 144, Accounting for Impairment or Disposal of Long Lived Assets, and other relevant accounting 
guidance. The lowest level of inputs for fair value measurements for Goodwill and Real estate held for sale are Level III. 

For additional information regarding Goodwill, see Note 7, “Identifiable Intangible Assets and Goodwill,” to the 
Consolidated Financial Statements. For additional information regarding our inventory of Real estate held for sale, see Note 
3, “Financial Instruments and Other Inventory Positions,” to the Consolidated Financial Statements. 
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Valuation Techniques 

In accordance with SFAS 157, valuation techniques used for assets and liabilities accounted for at fair value are generally 
categorized into three types: 

Market Approach. Market approach valuation techniques use prices and other relevant information from market 
transactions involving identical or comparable assets or liabilities. Valuation techniques consistent with the market approach 
include comparables and matrix pricing. Comparables use market multiples, which might lie in ranges with a different 
multiple for each comparable. The selection of where within the range the appropriate multiple falls requires judgment, 
considering both quantitative and qualitative factors specific to the measurement. Matrix pricing is a mathematical technique 
used principally to value certain securities without relying exclusively on quoted prices for the specific securities but 
comparing the securities to benchmark or comparable securities. 

Income Approach. Income approach valuation techniques convert future amounts, such as cash flows or earnings, to a 
single present amount, or a discounted amount. These techniques rely on current market expectations of future amounts. 
Examples of income approach valuation techniques include present value techniques; option-pricing models, binomial or 
lattice models that incorporate present value techniques; and the multi-period excess earnings method. 

Cost Approach. Cost approach valuation techniques are based upon the amount that, at present, would be required to 
replace the service capacity of an asset, or the current replacement cost. That is, from the perspective of a market 
participant (seller), the price that would be received for the asset is determined based on the cost to a market participant 
(buyer) to acquire or construct a substitute asset of comparable utility. 

The three approaches described within SFAS 157 are consistent with generally accepted valuation methodologies. While all 
three approaches are not applicable to all assets or liabilities accounted for at fair value, where appropriate and possible, one 
or more valuation techniques may be used. The selection of the valuation method(s) to apply considers the definition of an 
exit price and the nature of the asset or liability being valued and significant expertise and judgment is required. For assets 
and liabilities accounted for at fair value, excluding Goodwill and Real estate held for sale, valuation techniques are generally 
a combination of the market and income approaches. Goodwill and Real estate held for sale valuation techniques generally 
combine income and cost approaches. For the fiscal year ended November 30, 2007, the application of valuation 
techniques applied to similar assets and liabilities has been consistent. 

Note 5 Securities Received and Pledged as Collateral 

We enter into secured borrowing and lending transactions to finance inventory positions, obtain securities for settlement 
and meet clients’ needs. We receive collateral in connection with resale agreements, securities borrowed transactions, 
borrow/pledge transactions, client margin loans and derivative transactions. We generally are permitted to sell or repledge 
these securities held as collateral and use them to secure repurchase agreements, enter into securities lending transactions or 
deliver to counterparties to cover short positions.  

At November 30, 2007 and 2006, the fair value of securities received as collateral that we were permitted to sell or repledge 
was approximately $798 billion and $621 billion, respectively. The fair value of securities received as collateral that we sold 
or repledged was approximately $725 billion and $568 billion at November 30, 2007 and 2006, respectively. 

We also pledge our own assets, primarily to collateralize certain financing arrangements. These pledged securities, where the 
counterparty has the right by contract or custom to sell or repledge the financial instruments, were approximately $63 
billion and $43 billion at November 30, 2007 and 2006, respectively. The carrying value of Financial instruments and other 
inventory positions owned that have been pledged or otherwise encumbered to counterparties where those counterparties 
do not have the right to sell or repledge, was approximately $87 billion and $75 billion at November 30, 2007 and 2006, 
respectively. 

Note 6 Securitizations and Special Purpose Entities 

Generally, residential and commercial mortgages, home equity loans, municipal and corporate bonds, and lease and trade 
receivables are financial assets that we securitize through SPEs. We may continue to hold an interest in the financial assets 
securitized in the form of the securities created in the transaction, including residual interests (“interests in securitizations”) 
established to facilitate the securitization transaction. Interests in securitizations are presented within Financial instruments 
and other inventory positions owned (primarily in mortgages and asset-backed securities and government and agencies) in 
the Consolidated Statement of Financial Condition. For additional information regarding the accounting for securitization 
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transactions, see Note 1, “Summary of Significant Accounting Policies—Consolidation Accounting Policies,” to the 
Consolidated Financial Statements. 

For the periods ended November 30, 2007 and 2006, we securitized the following financial assets: 

 Year Ended November 30, 
In millions 2007 2006 
Residential mortgages $100,053 $145,860
Commercial mortgages 19,899 18,961
Municipal and other asset-backed financial  
   instruments 5,532 3,624
Total $125,484 $168,445

At November 30, 2007 and 2006, we had approximately $1.6 billion and $2.0 billion, respectively, of non-investment grade 
interests from our securitization activities. 

The table below presents: the fair value of our interests in securitizations at November 30, 2007 and 2006; model 
assumptions of market factors, sensitivity of valuation models to adverse changes in the assumptions, as well as cash flows 
received on such interests in the securitizations. The sensitivity analyses presented below are hypothetical and should be 
used with caution since the stresses are performed without considering the effect of hedges, which serve to reduce our 
actual risk. We mitigate the risks associated with the below interests in securitizations through various risk management 
dynamic hedging strategies. These results are calculated by stressing a particular economic assumption independent of 
changes in any other assumption (as required by U.S. GAAP). In reality, changes in one factor often result in changes in 
another factor which may counteract or magnify the effect of the changes outlined in the table below. Changes in the fair 
value based on a 10% or 20% variation in an assumption should not be extrapolated because the relationship of the change 
in the assumption to the change in fair value may not be linear. 

Securitization Activity 

 November 30, 2007  November 30, 2006 
 Residential Mortgages      Residential Mortgages  
  Non-   Non-  
 Investment Investment  Investment Investment  
Dollars in millions Grade(1) Grade Other(2) Grade(1) Grade Other(2)

Interests in securitizations         
    (in billions) $    7.1 $    1.6  $   2.6  $       5.3  $      2.0  $ 0.6 
        
Weighted-average life (years)  9  4  6   5  6  5 
        
Average constant prepayment rate  12.4%   17.0%  —   27.2%  29.1%  — 
    Effect of 10% adverse change  $  55  $    8  $ —   $      21  $   61  $ — 
    Effect of 20% adverse change  $111  $  10  $ —   $      35  $ 110  $ — 
        
Weighted-average credit loss        
    assumption  0.5%  2.4%  0.7%   0.6%  1.3%  — 
    Effect of 10% adverse change  $107  $104  $   6   $      70  $109  $ — 
    Effect of 20% adverse change  $197  $201  $ 12   $    131  $196  $ — 
        
Weighted-average discount rate  7.7%  19.4%   7.3%   7.2%  18.4%  5.8%
    Effect of 10% adverse change  $245  $  53  $   84   $    124  $  76  $ 13 
    Effect of 20% adverse change  $489  $102  $ 166   $    232  $147  $ 22 
(1) The amount of investment-grade interests in securitizations related to agency collateralized mortgage obligations was approximately $2.5 billion and 

$1.9 billion at November 30, 2007 and 2006, respectively. 
(2) At November 30, 2007, other interests in securitizations included approximately $2.4 billion of investment grade commercial mortgages, 

approximately $26 million of non-investment grade commercial mortgages and the remainder relates to municipal products. At November 30, 2006, 
other interests in securitizations included approximately $0.6 billion of investment grade commercial mortgages. 
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Cash flows received on interests in securitizations 

 November 30, 2007 November 30, 2006 
 Residential Mortgages   Residential Mortgages 
  Non-   Non-  
 Investment Investment  Investment Investment  
In millions Grade Grade Other Grade Grade Other 

  $ 898  $ 633  $ 130 $  664 $  216 $  59

Mortgage servicing rights. Mortgage servicing rights (“MSRs”) represent the right to future cash flows based upon 
contractual servicing fees for mortgage loans and mortgage-backed securities. Our MSRs generally arise from the 
securitization of residential mortgage loans that we originate. MSRs are presented within Financial instruments and other 
inventory positions owned on the Consolidated Statement of Financial Condition. Effective with the adoption of SFAS 156 
as of the beginning of our 2006 fiscal year, MSRs are carried at fair value, with changes in fair value reported in earnings in 
the period in which the change occurs. At November 30, 2007 and 2006, the Company had MSRs of approximately $1.2 
billion and $829 million, respectively. Our MSRs activities for the year ended November 30, 2007 and 2006 are as follows:  

 Year Ended November 30, 
In millions 2007 2006 
Balance, beginning of period  $    829  $ 561 
    Additions, net  368  507 
    Changes in fair value:   
       Paydowns/servicing fees  (209)  (192) 
       Resulting from changes in valuation assumptions  195  (80) 
       Change due to SFAS 156 adoption  —  33 
Balance, end of period  $ 1,183  $ 829 
The determination of MSRs fair value is based upon a discounted cash flow valuation model. Cash flow and prepayment 
assumptions used in our discounted cash flow model are: based on empirical data drawn from the historical performance of 
our MSRs; consistent with assumptions used by market participants valuing similar MSRs; and from data obtained on the 
performance of similar MSRs. These variables can, and generally will, vary from quarter to quarter as market conditions and 
projected interest rates change. For that reason, risk related to MSRs directly correlates to changes in prepayment speeds 
and discount rates. We mitigate this risk by entering into hedging transactions. 

The following table shows the main assumptions used to determine the fair value of our MSRs at November 30, 2007 and 
2006, the sensitivity of our MSRs’ fair value measurements to changes in these assumptions, and cash flows received on 
contractual servicing: 

 At November 30, 
Dollars in millions 2007 2006 
Weighted-average prepayment speed (CPR)  24.5%  31.1%
  Effect of 10% adverse change  $ 102  $   84 
  Effect of 20% adverse change  $ 190 $ 154 
Discount rate  6.5%  8.0%
  Effect of 10% adverse change  $   20  $   17 
  Effect of 20% adverse change  $   39 $   26 
   
Cash flows received on contractual servicing  $ 276 $ 255 

The above sensitivity analysis is hypothetical and should be used with caution since the stresses are performed without 
considering the effect of hedges, which serve to reduce our actual risk. These results are calculated by stressing a particular 
economic assumption independent of changes in any other assumption (as required by U.S. GAAP). In reality, changes in 
one factor often result in changes in another factor which may counteract or magnify the effect of the changes outlined in 
the above table. Changes in the fair value based on a 10% or 20% variation in an assumption should not be extrapolated 
because the relationship of the change in the assumption to the change in fair value may not be linear. 

Non-QSPE activities. We have transactional activity with SPEs that do not meet the QSPE criteria because their 
permitted activities are not limited sufficiently or the assets are non-qualifying financial instruments (e.g., real estate). These 
SPEs issue credit-linked notes, invest in real estate or are established for other structured financing transactions designed to 
meet clients’ investing or financing needs. 
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A collateralized debt obligation (“CDO”) transaction involves the purchase by an SPE of a diversified portfolio of securities 
and/or loans that are then managed by an independent asset manager. Interests in the SPE (debt and equity) are sold to 
third party investors. Our primary role in a CDO is to act as structuring and placement agent, warehouse provider, 
underwriter and market maker in the related CDO securities. In a typical CDO, at the direction of a third party asset 
manager, we will temporarily warehouse securities or loans on our balance sheet pending the sale to the SPE once the 
permanent financing is completed. At November 30, 2007 and 2006, we owned approximately $581.2 million and $55.1 
million of equity securities in CDOs, respectively. Because our investments do not represent a majority of the CDOs’ 
equity, we are not exposed to the majority of the CDOs’ expected losses. Accordingly, we are not the primary beneficiary of 
the CDOs and therefore we do not consolidate them. 

As a dealer in credit default swaps, we make a market in buying and selling credit protection on single issuers as well as on 
portfolios of credit exposures. We mitigate our credit risk, in part, by purchasing default protection through credit default 
swaps with SPEs. We pay a premium to the SPEs for assuming credit risk under the credit default swap. In these 
transactions, SPEs issue credit-linked notes to investors and use the proceeds to invest in high quality collateral. Our 
maximum potential loss associated with our involvement with such credit-linked note transactions is measured by the fair 
value of our credit default swaps with such SPEs. At November 30, 2007 and 2006, respectively, the fair values of these 
credit default swaps were $3.9 billion and $155 million. The underlying investment grade collateral held by SPEs where we 
are the first-lien holder was $15.7 billion and $10.8 billion at November 30, 2007 and 2006, respectively. 

Because the investors assume default risk associated with both the reference portfolio and the SPEs’ assets, our expected 
loss calculations generally demonstrate the investors in the SPEs bear a majority of the entity’s expected losses. Accordingly, 
we generally are not the primary beneficiary and therefore do not consolidate these SPEs. In instances where we are the 
primary beneficiary of the SPEs, we consolidate the SPEs. At November 30, 2007 and 2006, we consolidated approximately 
$180 million and $718 million of these SPEs, respectively. The assets associated with these consolidated SPEs are presented 
as a component of Financial instruments and other inventory positions owned, and the liabilities are presented as a 
component of Other secured borrowings. 

We also invest in real estate directly through consolidated subsidiaries and through VIEs. We consolidate our investments 
in real estate VIEs when we are the primary beneficiary. We record the assets of these consolidated real estate VIEs as a 
component of Financial instruments and other inventory positions owned, and the liabilities are presented as a component 
of Other secured borrowings. At November 30, 2007 and 2006, we consolidated approximately $9.8 billion and $3.4 billion, 
respectively, of real estate-related investments. After giving effect to non-recourse financing, our net investment position in 
these consolidated real estate VIEs was $6.0 billion and $2.2 billion at November 30, 2007 and 2006, respectively. 

The following table summarizes our non-QSPE activities at November 30, 2007 and 2006: 

 At November 30, 
In millions 2007 2006 
Credit default swaps with SPEs  $     3,859  $     155 
  Value of underlying investment-grade collateral  15,744  10,754 
  Value of assets consolidated  180  718 
   
Consolidated real estate VIEs  9,786  3,380 
  Net investment  6,012  2,180 

In addition to the above, we enter into other transactions with SPEs designed to meet clients’ investment and/or 
funding needs. For further discussion of our SPE-related and other commitments, see Note 9, “Commitments, 
Contingencies and Guarantees,” to the Consolidated Financial Statements. 

Note 7 Identifiable Intangible Assets and Goodwill 

For the years ended November 30, 2007, 2006 and 2005, aggregate amortization expense for intangible assets, primarily 
customer lists, was approximately $47 million, $50 million, and $49 million, respectively. Estimated amortization expense 
for each of the years ending November 30, 2008 through 2012 are as follows: 

In thousands  2008 2009 2010 2011 2012 
Estimated amortization expense $ 52,636 $ 41,283 $ 39,760 $ 38,369 $ 37,531
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Identifiable Intangible Assets 

 November 30, 2007  November 30, 2006 
 Gross   Gross  
 Carrying Accumulated  Carrying Accumulated
In millions Amount Amortization  Amount Amortization
Amortizable intangible assets:   
    Customer lists $580 $143 $504 $  110
    Other 98 65 82 51
 $678 $208 $586 $161
Intangible assets not subject to amortization:   

Mutual fund customer-related intangibles $395 $395 
Trade name 125 125 

 $520 $520 

The changes in the carrying amount of goodwill for the years ended November 30, 2007 and 2006 are as follows: 

Goodwill 

 Capital Investment  
In millions Markets Management Total 
Balance (net) at November 30, 2005 $187 $2,083 $2,270 
Goodwill acquired 116 — 116 
Purchase price valuation adjustment 25 6 31 
Balance (net) at November 30, 2006 328 2,089 2,417 
Goodwill acquired  593  168  761 
Goodwill disposed  (53)  —  (53) 
Purchase price valuation adjustment  12  —  12 
Balance (net) at November 30, 2007  $880  $2,257  $3,137 
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Note 8 Borrowings and Deposit Liabilities 

Borrowings and deposit liabilities at banks at November 30, 2007 and 2006 consisted of the following:  

 At November 30, 
In millions 2007 2006 
Short-term borrowings   
 Unsecured   
 Current portion of long-term borrowings $ 16,801 $ 12,878 
 Commercial paper 3,101 1,653 
 Other(1) 7,645 5,880 
 Secured 519 227 
 Total $ 28,066 $ 20,638 
 Amount carried at fair value(2) $   9,035 $   6,064 
 Weighted-average contractual interest rate 4.54% 5.39% 
    
Deposit liabilities at banks   
 Time deposits   
 At U.S. banks $ 16,189 $ 14,592  
 At non-U.S. banks 10,974 5,621 
 Savings deposits   
 At U.S. banks 1,556 1,199 
 At non-U.S. banks 644 — 
 Total $ 29,363 $ 21,412 
 Amount carried at fair value(2) $ 15,986 $ 14,708 
 Weighted-average contractual interest rate 4.67% 4.66% 
   
Long-term borrowings   
 Senior notes $108,914  $ 75,202 
 Subordinated notes 9,259 3,238 
 Junior subordinated notes 4,977 2,738 
 Total(3) $123,150  $ 81,178 
 Amount carried at fair value(2) $  27,204 $ 11,025 
 Weighted-average contractual interest rate(4) 4.38% 4.32% 
(1) Principally certain hybrid financial instruments with maturities of less than one year and zero-strike warrants.  
(2) Certain borrowings and deposit liabilities at banks are carried at fair value in accordance with SFAS 155, SFAS 157 and SFAS 159. For additional 

information, see Note 1, “Summary of Significant Accounting Polices,” and Note 4, “Fair Value of Financial Instruments,” to the Consolidated 
Financial Statements.  

(3) In accordance with SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” the carrying amount of our total long-term borrowings can be 
approximated at fair value using a discounted cash flow valuation model with inputs of quoted market prices for similar types of borrowing 
arrangements. The estimated fair value of our long-term borrowings at November 30, 2007 was approximately $4.8 billion less than the carrying 
amount. The estimated fair value of our long-term borrowings at November 30, 2006 was approximately $250 million more than the carrying 
amount. 

(4) Weighted-average contractual interest rates for U.S.-dollar denominated obligations were 5.30% and 5.21% at November 30, 2007 and 2006, 
respectively. Weighted-average contractual interest rates for non-U.S.-dollar denominated obligations were 3.42 % and 3.15% at November 30, 2007 
and 2006, respectively. 
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Maturity Profile 

The maturity dates of long-term borrowings are as follows: 

 U.S. Dollar  Non-U.S. Dollar  Total 
 Fixed Floating  Fixed Floating  Nov 30, Nov 30, 
In millions Rate Rate  Rate Rate  2007 2006 
Maturing in fiscal 2008 — — — —  — $17,892
Maturing in fiscal 2009 $  2,369 $14,121 $     429 $  8,104   $ 25,023 13,583
Maturing in fiscal 2010 3,754 4,845 1,663 3,269  13,531 7,744
Maturing in fiscal 2011 2,215 3,315 1,798 7,287  14,615 12,412
Maturing in fiscal 2012 4,636 2,605 3,234 7,513  17,988 4,409
December 1, 2012 and thereafter 18,414 7,805 8,782 16,992  51,993 25,138
 $31,388 $32,691 $15,906 $43,165  $123,150 $81,178

At November 30, 2007, $863 million of outstanding long-term borrowings are repayable at par value prior to maturity at the 
option of the holder. These obligations are reflected in the above table as maturing at their put dates, which range from 
fiscal 2009 to fiscal 2022, rather than at their contractual maturities, which range from fiscal 2013 to fiscal 2031. In addition, 
$20.2 billion of long-term borrowings are redeemable prior to maturity at our option under various terms and conditions. 
These obligations are reflected in the above table at their contractual maturity dates, which range from fiscal 2009 to fiscal 
2054, rather than at their call dates which range from fiscal 2009 to fiscal 2027. Extendible debt structures totaling 
approximately $5.4 billion are shown in the above table at their earliest maturity dates, which range from fiscal 2009 to fiscal 
2013. Extendible debt matures on an initial specified maturity date unless the debt holders elect to extend the term of the 
note for a period specified in the note. 

Included in long-term borrowings is $5.1 billion of certain hybrid financial instruments with early redemption features 
linked to market prices or other triggering events (e.g., the downgrade of a reference obligation underlying a credit–linked 
note). In the above maturity table, these notes are shown at their contractual maturity dates.  

At November 30, 2007, our U.S. dollar and non–U.S. dollar debt portfolios included approximately $12.9 billion and $16.9 
billion, respectively, of certain hybrid financial instruments for which the interest rates and/or redemption values are linked 
to the performance of an underlying measure (including industry baskets of stocks, commodities or credit events). 
Generally, such notes are issued as floating rate notes or the interest rates on such index notes are effectively converted to 
floating rates based primarily on LIBOR through the use of derivatives. 

End–User Derivative Activities 

We use a variety of derivative products including interest rate and currency swaps as an end-user to modify the interest rate 
characteristics of our long-term borrowings portfolio. We use interest rate swaps to convert a substantial portion of our 
fixed-rate debt to floating interest rates to more closely match the terms of assets being funded and to minimize interest rate 
risk. In addition, we use cross–currency swaps to hedge our exposure to foreign currency risk arising from our non–U.S. 
dollar debt obligations, after consideration of non–U.S. dollar assets that are funded with long-term debt obligations in the 
same currency. In certain instances, we may use two or more derivative contracts to manage the interest rate nature and/or 
currency exposure of an individual long-term borrowings issuance. 
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End–User Derivative Activities resulted in the following mix of fixed and floating rate debt: 

Long-Term Borrowings After End–User Derivative Activities 

 November 30,  
In millions 2007 2006 
U.S. dollar:  
 Fixed rate  $    1,096 $      942 
 Floating rate  81,762 57,053 
Total U.S. dollar  82,858 57,995 
 Weighted-average effective interest rate 5.18% 5.60%
Non–U.S. dollar:   
 Fixed rate      269      645 
 Floating rate  40,023 22,538 
Total Non-U.S. dollar  40,292 23,183 
 Weighted-average effective interest rate 4.15% 3.51%
Total  $123,150 $81,178 
 Weighted-average effective interest rate 4.83% 5.00%

Junior Subordinated Notes 

Junior subordinated notes are notes issued to trusts or limited partnerships (collectively, the “Trusts”) and qualify as equity 
capital by leading rating agencies (subject to limitation). The Trusts were formed for the purposes of: (i) issuing securities 
representing ownership interests in the assets of the Trusts; (ii) investing the proceeds of the Trusts in junior subordinated 
notes of Holdings; and (iii) engaging in activities necessary and incidental thereto. The securities issued by the Trusts are 
comprised of the following:    

 November 30, 
In millions 2007 2006 
Trust Preferred Securities:  
    Lehman Brothers Holdings Capital Trust III, Series K  $    300 $    300
    Lehman Brothers Holdings Capital Trust IV, Series L 300 300
    Lehman Brothers Holdings Capital Trust V, Series M 400 399
    Lehman Brothers Holdings Capital Trust VI, Series N 225 225
    Lehman Brothers Holdings Capital Trust VII 1,000 —
    Lehman Brothers Holdings Capital Trust VIII 500 —
Euro Perpetual Preferred Securities:  
    Lehman Brothers U.K. Capital Funding LP 256 231
    Lehman Brothers U.K. Capital Funding II LP 369 329
Enhanced Capital Advantaged Preferred Securities (ECAPS®):  
    Lehman Brothers Holdings E-Capital Trust I 255 296
Enhanced Capital Advantaged Preferred Securities (Euro ECAPS®):  

Lehman Brothers U.K. Capital Funding III L.P. 577 658
Lehman Brothers U.K. Capital Funding IV L.P. 295 —
Lehman Brothers U.K. Capital Funding V L.P. 500 —

 $4,977 $2,738
 

 
- 118 - 

A-120



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

 
The following table summarizes the key terms of Trusts with outstanding securities at November 30, 2007: 

Trust-Issued Securities 

 Issuance Mandatory Redeemable by Issuer 
November 30, 2007 Date Redemption Date on or after 
Holdings Capital Trust III, Series K March 2003 March 15, 2052 March 15, 2008
Holdings Capital Trust IV, Series L October 2003 October 31, 2052 October 31, 2008
Holdings Capital Trust V, Series M April 2004 April 22, 2053 April 22, 2009
Holdings Capital Trust VI, Series N January 2005 January 18, 2054 January 18, 2010
Holdings Capital Trust VII May 2007 June 1, 2043(1) May 31, 2012
Holdings Capital Trust VIII May 2007 June 1, 2043(1) May 31, 2012
U.K. Capital Funding LP March 2005 Perpetual March 30, 2010
U.K. Capital Funding II LP September 2005 Perpetual September 21, 2009
Holdings E-Capital Trust I August 2005 August 19, 2065 August 19, 2010
U.K. Capital Funding III LP February 2006 February 22, 2036 February 22, 2011
U.K. Capital Funding IV LP January 2007 Perpetual April 25, 2012
U.K. Capital Funding V LP May 2007 Perpetual June 1, 2012
(1)  Or on such earlier date as we may elect in connection with a remarketing. 

The trust preferred securities issued by Holdings Capital Trust VII and Holdings Capital Trust VIII were issued together 
with contracts to purchase depositary shares representing our Non-Cumulative Perpetual Preferred Stock, Series H and 
Series I, respectively, with an aggregate redemption value of $1.5 billion. The stock purchase date is expected to be on or 
around May 31, 2012, but could occur on an earlier date or be deferred until as late as May 31, 2013 in certain 
circumstances. 

Credit Facilities 

We use both committed and uncommitted bilateral and syndicated long-term bank facilities to complement our long-
term debt issuance. In particular, Holdings maintains a $2.0 billion unsecured, committed revolving credit agreement 
with a syndicate of banks which expires in February 2009. In addition, we maintain a $2.5 billion multi-currency 
unsecured, committed revolving credit facility (“European Facility”) with a syndicate of banks for Lehman Brothers 
Bankhaus AG (“Bankhaus”) and Lehman Brothers Treasury Co. B.V. which expires in April 2010. Our ability to borrow 
under such facilities is conditioned on complying with customary lending conditions and covenants. We have maintained 
compliance with the material covenants under these credit agreements at all times. We draw on both of these facilities 
from time to time in the normal course of conducting our business. As of November 30, 2007, there were no 
outstanding borrowings against either Holdings’ credit facility or the European Facility.  
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Note 9 Commitments, Contingencies and Guarantees 

In the normal course of business, we enter into various commitments and guarantees, including lending commitments to 
high grade and high yield borrowers, private equity investment commitments, liquidity commitments and other guarantees.  

Lending–Related Commitments 

The following table summarizes the contractual amounts of lending-related commitments at November 30, 2007 and 2006: 

   Total 
 Expiration Per Period at November 30,  Contractual Amount 
   2010- 2012-   November 30, 
In millions  2008 2009 2011 2013 Later  2007 2006 
Lending commitments         
 High grade  $   5,579  $  1,039 $ 6,554 $ 10,411 $   403  $  23,986 $  17,945
 High yield  4,051 411 2,103 4,850 2,658  14,073 7,558
Contingent acquisition facilities     
 High grade 10,230  —  —  —  —  10,230 1,918
 High yield 9,749  —  —  —  —  9,749 12,766
Mortgage commitments 5,082 670 1,378 271 48  7,449 12,162
Secured lending transactions 122,661 455 429 468 1,846  125,859 83,071

We use various hedging and funding strategies to actively manage our market, credit and liquidity exposures on these 
commitments. We do not believe total commitments necessarily are indicative of actual risk or funding requirements 
because the commitments may not be drawn or fully used and such amounts are reported before consideration of hedges. 

Lending commitments. Through our high grade (investment grade) and high yield (non-investment grade) sales, trading 
and underwriting activities, we make commitments to extend credit in loan syndication transactions. These commitments 
and any related drawdowns of these facilities typically have fixed maturity dates and are contingent on certain 
representations, warranties and contractual conditions applicable to the borrower. We define high yield exposures as 
securities of or loans to companies rated BB+ or lower or equivalent ratings by recognized credit rating agencies, as well as 
non-rated securities or loans that, in management’s opinion, are non-investment grade.  

We had commitments to high grade borrowers at November 30, 2007 and 2006 of $24.0 billion (net credit exposure of 
$12.2 billion, after consideration of hedges) and $17.9 billion (net credit exposure of $4.9 billion, after consideration of 
hedges), respectively. We had commitments to high yield borrowers of $14.1 billion (net credit exposure of $12.8 billion, 
after consideration of hedges) and $7.6 billion (net credit exposure of $5.9 billion, after consideration of hedges) at 
November 30, 2007 and 2006, respectively. 

Contingent acquisition facilities. We provide contingent commitments to investment and non-investment grade 
counterparties related to acquisition financing. We do not believe contingent acquisition commitments are necessarily 
indicative of actual risk or funding requirements as funding is dependent upon both a proposed transaction being 
completed and the acquiror fully utilizing our commitment. Typically, these commitments are made to a potential acquiror 
in a proposed acquisition, which may or may not be completed depending on whether the potential acquiror to whom we 
have provided our commitment is successful. A contingent borrower’s ability to draw on the commitment is typically 
subject to there being no material adverse change in the borrower’s financial condition, among other factors, and the 
commitments also generally contain certain flexible pricing features to adjust for changing market conditions prior to 
closing. In addition, acquirers generally utilize multiple financing sources, including other investment and commercial banks, 
as well as accessing the general capital markets for completing transactions. Therefore, our contingent acquisition 
commitments are generally greater than the amounts we ultimately expect to fund. Further, our past practice, consistent 
with our credit facilitation framework, has been to syndicate acquisition financings to investors. The ultimate timing, 
amount and pricing of a syndication, however, is influenced by market conditions that may not necessarily be consistent 
with those at the time the commitment was entered. We provided contingent commitments to high grade counterparties 
related to acquisition financing of approximately $10.2 billion and $1.9 billion at November 30, 2007 and 2006, respectively, 
and to high yield counterparties related to acquisition financing of approximately $9.8 billion and $12.8 billion at November 
30, 2007 and 2006, respectively.  

Mortgage commitments. Through our mortgage origination platforms we make commitments to extend mortgage loans. 
At November 30, 2007 and 2006, we had outstanding mortgage commitments of approximately $7.4 billion and $12.2 
billion, respectively. These commitments included $3.0 billion and $7.0 billion of residential mortgages in 2007 and 2006 
and $4.4 billion and $5.2 billion of commercial mortgages at 2007 and 2006. Typically, residential mortgage loan 
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commitments require us to originate mortgage loans at the option of a borrower generally within 90 days at fixed interest 
rates. Consistent with past practice, our intention is to sell residential mortgage loans, once originated, primarily through 
securitizations. The ability to sell or securitize mortgage loans, however, is dependent on market conditions. 

Secured lending transactions. In connection with our financing activities, we had outstanding commitments under 
certain collateralized lending arrangements of approximately $9.8 billion and $7.5 billion at November 30, 2007 and 2006, 
respectively. These commitments require borrowers to provide acceptable collateral, as defined in the agreements, when 
amounts are drawn under the lending facilities. Advances made under these lending arrangements typically are at variable 
interest rates and generally provide for over-collateralization. In addition, at November 30, 2007, we had commitments to 
enter into forward starting secured resale and repurchase agreements, primarily secured by government and government 
agency collateral, of $70.8 billion and $45.3 billion, respectively, compared to $44.4 billion and $31.2 billion, respectively, at 
November 30, 2006. 

Other Commitments and Guarantees 

The following table summarizes other commitments and guarantees at November 30, 2007 and 2006: 

   Total 
 Expiration Per Period at November 30,  Contractual Amount 
  2010- 2012-  November 30, 
In millions  2008 2009 2011 2013 Later  2007 2006 
Derivative contracts(1) $87,394 $59,598 $152,317 $210,496 $228,132  $737,937 $534,585
Municipal-securities-related    
 commitments 2,362 733 86 69 3,652  6,902 1,599
Other commitments with     
 variable interest entities 106 3,100 170 963 4,772  9,111 4,902
Standby letters of credit 1,685 5 — — —  1,690 2,380
Private equity and other    
 principal investments 820 675 915 173 —  2,583 1,088
 (1)  We believe the fair value of these derivative contracts is a more relevant measure of the obligations because we believe the notional amount overstates 

the expected payout. At November 30, 2007 and 2006, the fair value of these derivatives contracts approximated $36.8 billion and $9.3 billion, 
respectively. 

Derivative contracts. Under FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of Indebtedness of Others (“FIN 45”), derivative contracts are considered to be guarantees if such 
contracts require us to make payments to counterparties based on changes in an underlying instrument or index (e.g., 
security prices, interest rates, and currency rates) and include written credit default swaps, written put options, written 
foreign exchange and interest rate options. Derivative contracts are not considered guarantees if these contracts are cash 
settled and we cannot determine if the derivative counterparty held the contracts’ underlying instruments at inception. We 
have determined these conditions have been met for certain large financial institutions. Accordingly, when these conditions 
are met, we have not included these derivatives in our guarantee disclosures. 

At November 30, 2007 and 2006, the maximum payout value of derivative contracts deemed to meet the FIN 45 definition 
of a guarantee was approximately $737.9 billion and $534.6 billion, respectively. For purposes of determining maximum 
payout, notional values are used; however, we believe the fair value of these contracts is a more relevant measure of these 
obligations because we believe the notional amounts greatly overstate our expected payout. At November 30, 2007 and 
2006, the fair value of such derivative contracts approximated $36.8 billion and $9.3 billion, respectively. In addition, all 
amounts included above are before consideration of hedging transactions. We substantially mitigate our risk on these 
contracts through hedges, using other derivative contracts and/or cash instruments. We manage risk associated with 
derivative guarantees consistent with our global risk management policies. 

Municipal-securities-related commitments. At November 30, 2007 and 2006, we had municipal-securities-related 
commitments of approximately $6.9 billion and $1.6 billion, respectively, which are principally comprised of liquidity 
commitments related to trust certificates backed by high grade municipal securities. We believe our liquidity commitments 
to these trusts involve a low level of risk because our obligations are supported by high grade securities and generally cease 
if the underlying assets are downgraded below investment grade or upon an issuer’s default. In certain instances, we also 
provide credit default protection to investors, which approximated $468 million and $48 million at November 30, 2007 and 
2006, respectively. 

Other commitments with VIEs. We make certain liquidity commitments and guarantees to VIEs. We provided liquidity 
commitments of approximately $1.4 billion and $1.0 billion at November 30, 2007 and 2006, respectively, which 
represented our maximum exposure to loss, to commercial paper conduits in support of certain clients’ secured financing 
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transactions. However, we believe our actual risk to be limited because these liquidity commitments are supported by over-
collateralization with investment grade collateral. 

In addition, we provide limited downside protection guarantees to investors in certain VIEs by guaranteeing return of their 
initial principal investment. Our maximum exposure to loss under such commitments was approximately $6.1 billion and 
$3.9 billion at November 30, 2007 and 2006, respectively. We believe our actual risk to be limited because our obligations 
are collateralized by the VIEs’ assets and contain significant constraints under which downside protection will be available 
(e.g., the VIE is required to liquidate assets in the event certain loss levels are triggered). 

We participate in an A-1/P-1-rated multi-seller conduit. This multi-seller issues secured liquidity notes to provide financing. 
Our intention is to utilize this conduit for purposes of funding a portion of our contingent acquisition commitments. At 
November 30, 2007, we were contingently committed to provide $1.6 billion of liquidity if the conduit is unable to remarket 
the secured liquidity notes upon their maturity, generally, one year after a failed remarketing event. This conduit is not 
consolidated in Holdings’ results of operations. 

Standby letters of credit. At November 30, 2007 and 2006, respectively, we had commitments under letters of credit 
issued by banks to counterparties for $1.7 billion and $2.4 billion. We are contingently liable for these letters of credit which 
are primarily used to provide collateral for securities and commodities borrowed and to satisfy margin deposits at option 
and commodity exchanges. 

Private equity and other principal investments. At November 30, 2007 and 2006, we had private equity and other 
principal investment commitments of approximately $2.6 billion and $1.1 billion, respectively, comprising commitments to 
private equity partnerships and other principal investment opportunities. It has been our past practice to distribute and 
syndicate certain of these commitments to our investing clients. 

Other. In the normal course of business, we provide guarantees to securities clearinghouses and exchanges. These 
guarantees generally are required under the standard membership agreements, such that members are required to guarantee 
the performance of other members. To mitigate these performance risks, the exchanges and clearinghouses often require 
members to post collateral.  

In connection with certain asset sales and securitization transactions, we often make customary representations and 
warranties about the assets. Violations of these representations and warranties, such as early payment defaults by borrowers, 
may require us to repurchase loans previously sold, or indemnify the purchaser against any losses. To mitigate these risks, to 
the extent the assets being securitized may have been originated by third parties, we generally obtain equivalent 
representations and warranties from these third parties when we acquire the assets. We have established reserves which we 
believe to be adequate in connection with such representations and warranties. 

In the normal course of business, we are exposed to credit and market risk as a result of executing, financing and settling 
various client security and commodity transactions. These risks arise from the potential that clients or counterparties may 
fail to satisfy their obligations and the collateral obtained is insufficient. In such instances, we may be required to purchase 
or sell financial instruments at unfavorable market prices. We seek to control these risks by obtaining margin balances and 
other collateral in accordance with regulatory and internal guidelines. 

Certain of our subsidiaries, as general partners, are contingently liable for the obligations of certain public and private 
limited partnerships. In our opinion, contingent liabilities, if any, for the obligations of such partnerships will not, in the 
aggregate, have a material adverse effect on our Consolidated Statement of Financial Condition or Consolidated Statement 
of Income. 

In connection with certain acquisitions and strategic investments, we agreed to pay additional consideration contingent on 
the acquired entity meeting or exceeding specified income, revenue or other performance thresholds. These payments will 
be recorded as amounts become determinable. Had the determination dates been November 30, 2007 and 2006, our 
estimated obligations related to these contingent consideration arrangements would have been $420 million and $224 
million, respectively. 

Income Taxes 

We are under continuous examination by the Internal Revenue Service (the “IRS”), and other tax authorities in major 
operating jurisdictions such as the United Kingdom and Japan, and in various states in which the Company has significant 
operations, such as New York. The Company regularly assesses the likelihood of additional assessments in each tax 
jurisdiction and the impact on the Consolidated Financial Statements. Tax reserves have been established, which we believe 
to be adequate with regards to the potential for additional exposure. Once established, reserves are adjusted only when 
additional information is obtained or an event requiring a change to the reserve occurs. Management believes the resolution 
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of these uncertain tax positions will not have a material impact on the financial condition of the Company; however 
resolution could have an impact on our effective tax rate in any reporting period. 

We have completed the appeals process with respect to the 1997 through 2000 IRS examination. Although most issues 
were settled on a basis acceptable to us, two issues remain unresolved and will carry into litigation with the IRS. Based on 
the strength of its positions, we have not reserved any part of these issues. The aggregate tax benefits previously recorded 
with regard to these two issues is approximately $185 million. 

The IRS has recently begun an examination with respect to our 2001 through 2005 tax years. The audit is in its initial 
stages and no adjustments have been proposed. We believe we are adequately reserved for any issues that may arise from 
this audit. The two issues from the 1997 through 2000 cycle which we plan to litigate also have an impact on the 2001 
through 2005 tax years. The aggregate tax benefit previously recorded with regard to these two issues is approximately 
$500 million. 

Litigation 

In the normal course of business we have been named as a defendant in a number of lawsuits and other legal and regulatory 
proceedings. Such proceedings include actions brought against us and others with respect to transactions in which we acted 
as an underwriter or financial advisor, actions arising out of our activities as a broker or dealer in securities and commodities 
and actions brought on behalf of various classes of claimants against many securities firms, including us. We provide for 
potential losses that may arise out of legal and regulatory proceedings to the extent such losses are probable and can be 
estimated. Although there can be no assurance as to the ultimate outcome, we generally have denied, or believe we have a 
meritorious defense and will deny, liability in all significant cases pending against us, and we intend to defend vigorously 
each such case. Based on information currently available, we believe the amount, or range, of reasonably possible losses in 
excess of established reserves not to be material to the Company’s Consolidated Financial Condition or Cash Flows. 
However, losses may be material to our operating results for any particular future period, depending on the level of income 
for such period. 

Lease Commitments 

Total rent expense for 2007, 2006 and 2005 was $250 million, $181 million and $167 million, respectively. Certain leases on 
office space contain escalation clauses providing for additional payments based on maintenance, utility and tax increases. 

Minimum future rental commitments under non-cancelable operating leases (net of subleases of approximately $325 
million) and future commitments under capital leases are as follows: 

Minimum Future Rental Commitments Under Operating and Capital Lease Agreements 

 Operating Capital 
In millions Leases Leases 
Fiscal 2008 $    281 $       74
Fiscal 2009 269 99
Fiscal 2010 251 101
Fiscal 2011 242 105
Fiscal 2012 227 108
December 1, 2012 and thereafter 1,335 2,489
Total minimum lease payments $ 2,605 $ 2,976
Less: Amount representing interest  1,534
Present value of future minimum capital lease payments  $ 1,442

Note 10 Stockholders’ Equity 

On April 5, 2006, our Board of Directors approved a 2-for-1 common stock split, in the form of a stock dividend that was 
effected on April 28, 2006. Prior period share and earnings per share amounts have been restated to reflect the split. The 
par value of the common stock remained at $0.10 per share. Accordingly, an adjustment from Additional paid-in capital to 
Common stock was required to preserve the par value of the post-split shares. 

Preferred Stock 

Holdings is authorized to issue a total of 24,999,000 shares of preferred stock. At November 30, 2007, Holdings had 
798,000 shares issued and outstanding under various series as described below. All preferred stock has a dividend 
preference over Holdings’ common stock in the paying of dividends and a preference in the liquidation of assets. 
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On March 28, 2000, Holdings issued 5,000,000 Depositary Shares, each representing 1/100th of a share of 
Fixed/Adjustable Rate Cumulative Preferred Stock, Series E (“Series E Preferred Stock”), $1.00 par value. The initial 
cumulative dividend rate on the Series E Preferred Stock was 7.115% per annum through May 31, 2005. On May 31, 2005, 
Holdings redeemed all of its issued and outstanding shares of Series E Preferred Stock, together with accumulated and 
unpaid dividends. 

The following table summarizes our outstanding preferred stock at November 30, 2007: 

      
 Depositary Shares Issued and Dividend Earliest Redemption Redemption 

Series Shares Outstanding Rate Date Value 
C 5,000,000 500,000 5.94% May 31, 2008 250,000,000 
D 4,000,000 40,000 5.67% August 31, 2008 200,000,000 
F 13,800,000 138,000 6.50% August 31, 2008 345,000,000 
G 12,000,000 120,000 one-month LIBOR + 0.75%(1) February 15, 2009 300,000,000 

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

The Series C, D, F and G Preferred Stock rank equally as to dividends and upon liquidation, dissolution or winding up and 
have no voting rights except as provided below or as otherwise from time to time required by law. If dividends payable on 
any of the Series C, D, F or G Preferred Stock or on any other equally-ranked series of preferred stock have not been paid 
for six or more quarters, whether or not consecutive, the authorized number of directors of the Company will automatically 
be increased by two. The holders of the Series C, D, F or G Preferred Stock will have the right, with holders of any other 
equally-ranked series of preferred stock that have similar voting rights and on which dividends likewise have not been paid, 
voting together as a class, to elect two directors to fill such newly created directorships until the dividends in arrears are 
paid. 

Common Stock 

Dividends declared per common share were $0.60, $0.48 and $0.40 in 2007, 2006 and 2005, respectively. During the years 
ended November 30, 2007, 2006 and 2005, we repurchased or acquired, pursuant to our stock repurchase program, shares 
of our common stock at an aggregate cost of approximately $3.2 billion, $3.7 billion and $4.2 billion, respectively, or $73.85, 
$69.61, and $51.59 per share, respectively. These shares were acquired in the open market and from employees who 
tendered mature shares to pay for the exercise cost of stock options or for statutory tax withholding obligations on 
restricted stock unit (“RSU”) issuances or option exercises. For additional information, see Note 12, “Share-Based 
Employee Incentive Plans—Stock Repurchase Program,” to the Consolidated Financial Statements. 

Changes in the number of shares of common stock outstanding are as follows: 

 Year Ended November 30, 
 2007 2006 2005 
Shares outstanding, beginning of period 533,368,195  542,874,206 548,318,822 
Exercise of stock options and other share issuances  17,056,454  22,374,748 53,142,714 
Shares issued to the RSU Trust  24,500,000  21,000,000 22,000,000 
Treasury stock acquisitions  (43,037,230)  (52,880,759) (80,587,330) 
Shares outstanding, end of period  531,887,419  533,368,195 542,874,206 

In 1997, we established an irrevocable grantor trust (the “RSU Trust”) to provide common stock voting rights to employees 
who hold outstanding RSUs and to encourage employees to think and act like owners. In 2007, 2006 and 2005, we 
transferred 24.5 million, 21.0 million and 22.0 million treasury shares, respectively, into the RSU Trust. At November 30, 
2007, approximately 72.5 million shares were held in the RSU Trust with a total value of approximately $2.3 billion. These 
shares are valued at weighted-average grant prices. Shares transferred to the RSU Trust do not affect the total number of 
shares used in the calculation of basic and diluted earnings per share because we include amortized RSUs in the calculations. 
Accordingly, the RSU Trust has no effect on total equity, net income, book value per share or earnings per share. 

 
- 124 - 

A-126



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

 

Note 11 Earnings per Common Share 

Earnings per Common Share 

 November 30, 
In millions, except per share data 
 

2007 2006 2005 

Numerator:  
Net income $4,192 $4,007 $3,260
Less: Preferred stock dividends 67 66 69
Numerator for basic earnings per share—net income applicable to common stock $4,125 $3,941 $3,191
Denominator:  
Denominator for basic earnings per share—weighted-average common shares 540.6 543.0 556.3
Effect of dilutive securities:  
    Employee stock options 23.6 29.1 25.4
    Restricted stock units 4.1 6.3 5.5
Dilutive potential common shares 27.7 35.4 30.9
Denominator for diluted earnings per share—weighted-average  
    common and dilutive potential common shares (1) 568.3 578.4 587.2
Basic earnings per common share $  7.63 $  7.26 $  5.74
Diluted earnings per common share $  7.26 $  6.81 $  5.43
(1) Anti-dilutive options and restricted stock units excluded from the  
 calculations of diluted earnings per share                                                                                                                    13.7  4.4 8.7 

On April 5, 2006, our Board of Directors approved a 2-for-1 common stock split, in the form of a stock dividend that 
was effected on April 28, 2006. See Note 10, “Stockholders’ Equity,” for additional information about the stock split. 

Note 12 Share-Based Employee Incentive Plans 

We adopted the fair value recognition provisions for share-based awards pursuant to SFAS 123(R) effective as of the 
beginning of the 2006 fiscal year. For a further discussion, see Note 1, “Summary of Significant Accounting Policies—
Accounting and Regulatory Developments,” to the Consolidated Financial Statements. 

We sponsor several share-based employee incentive plans. Amortization of compensation costs for grants awarded under 
these plans was approximately $1.3 billion, $1.0 billion and $1.1 billion during 2007, 2006 and 2005, respectively. The total 
income tax benefit recognized in the Consolidated Statement of Income for these plans was $515 million, $421 million and 
$457 million for 2007, 2006 and 2005, respectively. Not included in the $1.3 billion of 2007 amortization expense is $514 
million of stock awards granted in December 2007, which were accrued as compensation expense in fiscal 2007. 

At November 30, 2007, unrecognized compensation cost related to non-vested stock option and RSU awards totaled $2.0 
billion. The cost of these non-vested awards is expected to be recognized over the next 9.0 years over a weighted-average 
period of 3.8 years. 

Below is a description of our share-based employee incentive compensation plans. 

Share-Based Employee Incentive Plans 

We sponsor several share-based employee incentive plans. The total number of shares of common stock remaining 
available for future awards under these plans at November 30, 2007, was 82.3 million (not including shares that may be 
returned to the Stock Incentive Plan (the “SIP”) as described below, but including an additional 0.4 million shares 
authorized for issuance under the Lehman Brothers Holdings Inc. 1994 Management Ownership Plan (the “1994 Plan”) 
that have been reserved solely for issuance in respect of dividends on outstanding awards under this plan). In connection 
with awards made under our share-based employee incentive plans, we are authorized to issue shares of common stock held 
in treasury or newly-issued shares. 

1994 and 1996 Management Ownership Plans and Employee Incentive Plan. The 1994 Plan, the Lehman Brothers 
Holdings Inc. 1996 Management Ownership Plan (the “1996 Plan”) and the Lehman Brothers Holdings Inc. Employee 
Incentive Plan (the “EIP”) all expired following the completion of their various terms. These plans provided for the 
issuance of RSUs, performance stock units, stock options and other share-based awards to eligible employees. At 
November 30, 2007, awards with respect to 605.6 million shares of common stock have been made under these plans, of 
which 130.3 million are outstanding and 475.3 million have been converted to freely transferable common stock. 
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Stock Incentive Plan. The SIP has a 10-year term ending in May 2015, with provisions similar to the previous plans. 
The SIP authorized the issuance of up to the total of (i) 95.0 million shares (20.0 million as originally authorized, plus an 
additional 75.0 million authorized by the stockholders of Holdings at its 2007 Annual Meeting), plus (ii) the 33.5 million 
shares authorized for issuance under the 1996 Plan and the EIP that remained unawarded upon their expiration, plus (iii) 
any shares subject to repurchase or forfeiture rights under the 1996 Plan, the EIP or the SIP that are reacquired by the 
Company, or the award of which is canceled, terminates, expires or for any other reason is not payable, plus (iv) any 
shares withheld or delivered pursuant to the terms of the SIP in payment of any applicable exercise price or tax 
withholding obligation. Awards with respect to 51.1 million shares of common stock have been made under the SIP as 
of November 30, 2007, 50.4 million of which are outstanding. 

1999 Long-Term Incentive Plan. The 1999 Neuberger Berman Inc. Long-Term Incentive Plan (the “LTIP”) provides 
for the grant of restricted stock, restricted units, incentive stock, incentive units, deferred shares, supplemental units and 
stock options. The total number of shares of common stock that may be issued under the LTIP is 15.4 million. At 
November 30, 2007, awards with respect to approximately 13.7 million shares of common stock had been made under 
the LTIP, of which 3.2 million were outstanding. 

Restricted Stock Units 

Eligible employees receive RSUs, in lieu of cash, as a portion of their total compensation. There is no further cost to 
employees associated with RSU awards. RSU awards generally vest over two to five years and convert to unrestricted freely 
transferable common stock five years from the grant date. All or a portion of an award may be canceled if employment is 
terminated before the end of the relevant vesting period. We accrue dividend equivalents on outstanding RSUs (in the form 
of additional RSUs), based on dividends declared on our common stock. 

For RSUs granted prior to 2004, we measured compensation cost based on the market value of our common stock at the 
grant date in accordance with APB Opinion No. 25, Accounting for Stock Issued to Employees, and, accordingly, a discount from 
the market price of an unrestricted share of common stock on the RSU grant date was not recognized for selling 
restrictions subsequent to the vesting date. For awards granted beginning in 2004, we measure compensation cost based on 
the market price of our common stock at the grant date less a discount for sale restrictions subsequent to the vesting date in 
accordance with SFAS 123 and SFAS 123(R). The fair value of RSUs subject to post-vesting date sale restrictions are 
generally discounted by three to eight percent for each year based upon the duration of the post-vesting restriction. These 
discounts are based on market-based studies and academic research on securities with restrictive features. RSUs granted in 
each of the periods presented contain selling restrictions subsequent to a vesting date. 

The fair value of RSUs converted to common stock without restrictions for the year ended November 30, 2007 was $1.2 
billion. Compensation costs previously recognized and tax benefits recognized in equity upon issuance of these awards were 
approximately $760 million. 

The following table summarizes RSU activity for 2007 and 2006: 

    Weighted 
Average 

   Total Number Grant Date 
 Unamortized Amortized of RSUs Fair Value 
Balance, November 30, 2005 48,116,384 72,301,290 120,417,674 $38.35
Granted 8,251,700 — 8,251,700 71.41
Canceled  (2,244,585) (72,424) (2,317,009) 43.81
Exchanged for stock without     
   restrictions — (25,904,367) (25,904,367) 28.93
Amortization (19,218,999) 19,218,999 — 
Balance, November 30, 2006 34,904,500 65,543,498 100,447,998 $43.37
Granted 38,839,114 — 38,839,114 68.92
Canceled (4,720,625) 1,079,269 (3,641,356) 51.27
Exchanged for stock without     
   restrictions — (17,716,614)  (17,716,614) 31.51
Amortization  (34,166,465) 34,166,465 — 
Balance, November 30, 2007  34,856,524 83,072,618 117,929,142 $53.33
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The above table excludes approximately 49.7 million RSUs which were granted to employees on December 7, 2007, 
including approximately 11.3 million RSUs awarded to retirement eligible employees and expensed in fiscal 2007 and 
approximately 38.4 million RSUs awarded to employees and subject to future vesting provisions.  

Of the approximately 117.9 million RSUs outstanding at November 30, 2007, approximately 83.1 million were amortized 
and included in basic earnings per share. Approximately 16.5 million of RSUs outstanding at November 30, 2007 will be 
amortized during 2008, and the remainder will be amortized subsequent to 2008.  

The above table includes approximately 5.8 million RSUs awarded to certain senior officers, the terms of which were 
modified in 2006 (the “Modified RSUs”). The original RSUs resulted from performance stock units (“PSUs”) for which the 
performance periods have expired, but which were not previously converted into RSUs as their vesting was contingent 
upon a change in control of the Company or certain other specified circumstances as determined by the Compensation and 
Benefits Committee of the Board of Directors (the “CIC RSUs”). On November 30, 2006, with the approval of the 
Compensation and Benefits Committee, each executive agreed to a modification of the vesting terms of the CIC RSUs to 
eliminate the change in control provisions and to provide for vesting in ten equal annual installments from 2007 to 2016, 
provided the executive continues to be an employee on the vesting date of the respective installment. Vested installments 
will remain subject to forfeiture for detrimental behavior for an additional two years, after which time they will convert to 
common stock on a one-for-one basis and be issued to the executive. The Modified RSUs will vest (and convert to 
common stock and be issued) earlier only upon death, disability or certain government service approved by the 
Compensation and Benefits Committee. Dividends will be payable by the Corporation on the Modified RSUs from the date 
of their modification and will be reinvested in additional RSUs with the same terms. 

Also included in the previous table are PSUs for which the number of RSUs to be earned was dependent on achieving 
certain performance levels within predetermined performance periods. During the performance period, these PSUs were 
accounted for as variable awards. At the end of the performance period, any PSUs earned converted one-for-one to RSUs 
that then vest in three or more years. At November 30, 2006, all performance periods have been completed and any PSUs 
earned have been converted into RSUs. The compensation cost for the RSUs payable in satisfaction of PSUs is accrued 
over the combined performance and vesting periods. 

Stock Options 

Employees and Directors may receive stock options, in lieu of cash, as a portion of their total compensation. Such options 
generally become exercisable over a one- to five-year period and generally expire five- to ten years from the date of grant, 
subject to accelerated expiration upon termination of employment. 

We use the Black-Scholes option-pricing model to measure the grant date fair value of stock options granted to employees. 
Stock options granted have exercise prices equal to the market price of our common stock on the grant date. The principal 
assumptions utilized in valuing options and our methodology for estimating such model inputs include: (i) risk-free interest 
rate - estimate is based on the yield of U.S. zero coupon securities with a maturity equal to the expected life of the option; 
(ii) expected volatility - estimate is based on the historical volatility of our common stock for the three years preceding the 
award date, the implied volatility of market-traded options on our common stock on the grant date and other factors; and 
(iii) expected option life - estimate is based on internal studies of historical and projected exercise behavior based on 
different employee groups and specific option characteristics, including the effect of employee terminations. Based on the 
results of the model, the weighted-average fair value of stock options granted were $24.94, $15.83 and $13.24 for 2007, 
2006 and 2005, respectively. The weighted-average assumptions used for 2007, 2006 and 2005 were as follows: 

Weighted Average Black-Scholes Assumptions 

 Year Ended November 30, 
 2007 2006 2005 
Risk-free interest rate 4.72% 4.49% 3.97% 
Expected volatility 25.12% 23.08% 23.73% 
Annual dividends per share $0.60 $0.48 $0.40 
Expected life 7.0 years 4.5 years 3.9 years
 
The valuation technique takes into account the specific terms and conditions of the stock options granted including vesting 
period, termination provisions, intrinsic value and time dependent exercise behavior. 
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The following table summarizes stock option activity for 2007 and 2006: 

Stock Option Activity 

  Weighted-Average Expiration 
 Options Exercise Price Dates 
Balance, November 30, 2005 101,750,326 $31.36 12/05—11/15
Granted  2,670,400 66.14 
Exercised  (22,453,729) 28.38 
Canceled  (570,626) 31.63 
Balance, November 30, 2006  81,396,371 $33.32 12/06—05/16
Granted  10,200 72.07 
Exercised  (15,429,250) 28.86 
Canceled  (371,778) 31.64 
Balance, November 30, 2007  65,605,543 $34.39 01/08—04/17

The total intrinsic value of stock options exercised in 2007 was approximately $711 million for which compensation costs 
previously recognized and tax benefits recognized in equity upon issuance totaled approximately $238 million. Cash 
received from the exercise of stock options in 2007 totaled approximately $443 million. 

The table below provides additional information related to stock options outstanding: 

 Outstanding at Nov. 30, Options Exercisable at Nov. 30, 
 2007 2006 2005 2007 2006 2005 
Number of options 65,605,543 81,396,371 101,750,326 51,748,377 54,561,355 52,638,434
Weighted-average exercise price $34.39 $33.32 $31.36 $30.24 $30.12 $27.65
Aggregate intrinsic value (in millions) $1,867 $3,284 $3,222 $1,676 $2,376 $1,861
Weighted-average remaining    
 contractual terms in years 4.00 4.84 5.46 3.70 4.25 4.58

At November 30, 2007, the number of options outstanding, net of projected forfeitures, was approximately 65 million 
shares, with a weighted-average exercise price of $34.19, aggregate intrinsic value of approximately $1.8 billion, and 
weighted-average remaining contractual terms of 3.97 years. 

At November 30, 2007, the intrinsic value of unexercised vested options was approximately $1.7 billion for which 
compensation cost and tax benefits expected to be recognized in equity, upon issuance, are approximately $508 million. 

Restricted Stock 

In addition to RSUs, we also continue to issue restricted stock to certain Neuberger employees under the LTIP. The 
following table summarizes restricted stock activity for 2007, 2006 and 2005: 

 2007 2006 2005 
Balance, beginning of year  671,956 1,042,376 1,541,692 
 Granted  — 43,520 15,534 
 Canceled  (4,444) (6,430) (37,446)
 Exchanged for stock without restrictions  (311,892) (407,510) (477,404)
Balance, end of year  355,620 671,956 1,042,376 

At November 30, 2007, there were 355,620 shares of restricted stock outstanding. The fair value of the 311,892 shares of 
restricted stock that became freely tradable in 2007 was approximately $23 million. 

Stock Repurchase Program 

We maintain a common stock repurchase program to manage our equity capital. Our stock repurchase program is effected 
through open-market purchases, as well as through employee transactions where employees tender shares of common stock 
to pay for the exercise price of stock options and the required tax withholding obligations upon option exercises and 
conversion of RSUs to freely-tradable common stock. In January 2007, our Board of Directors authorized the repurchase, 
subject to market conditions, of up to 100 million shares of Holdings’ common stock for the management of our equity 
capital, including offsetting dilution due to employee stock awards. This authorization superseded the stock repurchase 
program authorized in 2006. During 2007, we repurchased approximately 34.6 million shares of our common stock through 
open-market purchases at an aggregate cost of approximately $2.6 billion, or $75.40 per share. In addition, we withheld 
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approximately 8.5 million shares of common stock from employees at an equivalent cost of approximately $573 million. At 
November 30, 2007, approximately 57 million shares remained available for repurchase under this authorization. 

In January 2008, our Board of Directors authorized the repurchase, subject to market conditions, of up to 100 million 
shares of Holdings’ common stock for the management of the Firm’s equity capital, including consideration of dilution due 
to employee stock awards. This resolution supersedes the stock repurchase program authorized in 2007. 

Note 13 Employee Benefit Plans 

We provide both funded and unfunded noncontributory defined benefit pension plans for the majority of our employees 
worldwide. In addition, we provide certain other postretirement benefits, primarily health care and life insurance, to eligible 
employees. We use a November 30 measurement date for our plans.  

In September 2006, the FASB issued SFAS 158, which requires an employer to recognize the over- or under-funded 
status of its defined benefit postretirement plans as an asset or liability in its Consolidated Statement of Financial 
Condition, measured as the difference between the fair value of the plan assets and the benefit obligation. For pension 
plans, the benefit obligation is the projected benefit obligation. For other postretirement plans, the benefit obligation is 
the accumulated postretirement obligation. Upon adoption, SFAS 158 requires an employer to recognize previously 
unrecognized actuarial gains and losses and prior service costs within Accumulated other comprehensive income/(loss) 
(net of tax), a component of Stockholders’ equity. We adopted this provision of SFAS 158 for the year ended November 
30, 2007. 

The following table illustrates the incremental effect of the application of SFAS 158 on the Consolidated Statement of 
Financial Condition at November 30, 2007:  
 
 Before Application SFAS 158 After Application 
In millions of SFAS 158 Adoption Adjustments of SFAS 158 
Prepaid pension cost $      662 $(351) $       311 
Deferred tax assets 3,183 137 3,320 
Total Assets 691,277 (214) 691,063 
Liability for pension and postretirement     
 benefits 123 (7) 116 
Deferred tax liabilities 1,008 3 1,011 
Total Liabilities 668,577 (4) 668,573 
Accumulated other comprehensive     
 income/(loss) (100) (210) (310) 
Total Stockholders’ Equity $ 22,700 $(210) $  22,490 
 
The minimum pension liability of $24 million was eliminated with the adoption of SFAS 158. 
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The following table provides a summary of the changes in the plans’ benefit obligations, fair value of plan assets, and 
funded status and amounts recognized in the Consolidated Statement of Financial Condition for our U.S. and non-U.S. 
defined benefit pension and postretirement benefit plans:  
Defined Benefit Plans 

 
Pension Benefits 

 Other 
Postretirement 

In millions U.S. Non–U.S.    Benefits 
November 30, 2007 2006  2007 2006  2007 2006 
Change in benefit obligation   

Benefit obligation at beginning of year $1,168 $1,017 $ 514 $399  $61 $ 60 
Service cost 54 47 7 8   1 1 
Interest cost 67 61 26 20  3 3 
Plan amendments and curtailments (3) 3 (11) —   — — 
Actuarial loss/(gain) (177) 69 (71) 37  (6) 2 
Benefits paid (32) (29) (9) (7)   (6) (5) 
Foreign currency exchange rate changes — — 28 57  — — 
Benefit obligation at end of year 1,077 1,168 484 514  53 61 
Change in plan assets       

Fair value of plan assets at beginning of year 1,147 1,030 494 378  — — 
Actual return on plan assets, net of expenses 94 96 28 43  — — 
Employer contribution — 50 48 26  6 5 
Benefits paid (32) (29) (12) (6)  (6) (5) 
Foreign currency exchange rate changes — — 30 53  — — 
Fair value of plan assets at end of year 1,209 1,147 588 494  — — 
Funded/(underfunded) status(1) 132 (21) 104 (20)  (53) (61) 
Unrecognized net actuarial loss/(gain) (1)  455  161   (9) 
Unrecognized prior service cost/(benefit) (1)  30  1   (1) 
Prepaid/(accrued) benefit cost(1)   $   464  $142   $(71) 
Accumulated benefit obligation—funded plans $   947 $1,020 $ 457 $490   
Accumulated benefit obligation—unfunded plans  63 76  12 —    

(1)  In accordance with SFAS 158, the funded/(underfunded) status was recognized in the Consolidated Statement of Financial Condition at 
November 30, 2007 and Unrecognized net actuarial gain/(loss) and Unrecognized prior service cost/(benefit) was recognized in the Consolidated 
Statement of Stockholders’ Equity at November 30, 2007. 

Weighted-Average Assumptions Used to Determine Benefit Obligations 

      Other 
 Pension Benefits  Postretirement 
 U.S. Non-U.S.  Benefits 
November 30, 2007 2006 2007 2006  2007 2006 
Discount rate 6.66%  5.73% 5.00% 4.82%  6.45% 5.70%
Rate of compensation increase 5.00%  5.00% 4.60% 4.30%  

The following table presents the pre-tax net actuarial loss/(gain) and prior service cost/(benefit) recognized in 
accumulated other comprehensive income/(loss) at November 30, 2007: 

 Pension Benefits Other Postretirement 
In millions U.S. Non-U.S. Benefits 
Net actuarial loss/(gain)  $238 $94  $ (16)
Prior Service cost/(benefit)  27 —  (1)
Total  $265 $94  $ (17)
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The following table presents the estimated pre-tax net actuarial loss/(gain) and estimated prior service costs/(credits) 
that will be amortized from accumulated other comprehensive income/(loss) into net periodic cost/(income) and 
recorded into the Consolidated Statement of Income in fiscal 2008: 

 Pension Benefits Other Postretirement 
In millions U.S. Non-U.S. Benefits 
Net actuarial loss/(gain) $ 10 $   4 $ (1)
Prior Service cost/(benefit) $   4 $ — $ (1)

Components of Net Periodic Cost  

 Pension Benefits  Postretirement 
In millions     U.S. Pensions Non–U.S.  Benefits 

November 30, 2007 2006 2005 2007 2006 2005  2007 2006 2005 

Service cost  $57 $49 $42 $  7 $  8 $  7   $  1  $ 2 $ 2 
Interest cost  67 61 56 26 20  19   4  3 3 
Expected return on            
 plan assets  (86) (76) (74) (37) (26)  (24)   —  — — 
Amortization of net            

actuarial loss  26 30 33 11 10  11   —  — — 
Amortization of prior            

service cost  4 4 3   — 1  1   (1)  (1)  (1) 
Net periodic cost  $68 $68 $60 $  7 $13  $ 14   $  4  $ 4 $ 4 

Weighted-Average Assumptions Used to Determine Net Periodic Cost for the Years Ended November 30, 

 Pension Benefits  Postretirement 

 U.S. Pensions Non-U.S.  Benefits 

 2007 2006 2005 2007 2006 2005  2007 2006 2005 

Discount rate 5.73% 5.98% 5.90% 5.00% 4.82% 4.80% 5.70% 5.70% 5.90%
Expected return on plan   

assets 7.50% 7.50% 8.50% 7.50% 6.57% 6.96%  
Rate of compensation    

increase 5.00% 5.00% 5.00% 4.60% 4.30% 4.30%  

Return on Plan Assets 

U.S. and non–U.S. Plans. Establishing the expected rate of return on pension assets requires judgment. We consider the 
following factors in determining these assumptions: 

• The types of investment classes in which pension plan assets are invested and the expected compounded return we 
can reasonably expect the portfolio to earn over appropriate time periods. The expected return reflects forward-
looking economic assumptions. 

• The investment returns we can reasonably expect our active investment management program to achieve in excess 
of the returns expected if investments were made strictly in indexed funds. 

• Investment related expenses. 

We review the expected long-term rate of return annually and revise it as appropriate. Also, we periodically commission 
detailed asset/liability studies to be performed by third-party professional investment advisors and actuaries. These studies 
project stated future returns on plan assets. The studies performed in the past support the reasonableness of our 
assumptions based on the targeted allocation investment classes and market conditions at the time the assumptions were 
established. 

Plan Assets 

Pension plan assets are invested with the objective of meeting current and future benefit payment needs, while 
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minimizing future contributions. 

U.S. plans. Plan assets are invested with several investment managers. Assets are diversified among U.S. and international 
equity securities, U.S. fixed income securities, real estate and cash. The plan employs a mix of active and passive investment 
management programs. The strategic target of plan asset allocation is approximately 65% equities and 35% U.S. fixed 
income. The investment sub-committee of our pension committee reviews the asset allocation quarterly and, with the 
approval of the pension committee, determines when and how to rebalance the portfolio. The plan does not have a 
dedicated allocation to Lehman Brothers common stock, although the plan may hold a minimal investment in Lehman 
Brothers common stock as a result of investment decisions made by various investment managers. 

Non–U.S. plans. Non–U.S. pension plan assets are invested with several investment managers across a range of different 
asset classes. The strategic target of plan asset allocation is approximately 75% equities, 20% fixed income and 5% real 
estate. 

Weighted-average plan asset allocations were as follows: 

  U.S. Plans Non–U.S. Plans 

  Nov 30, 2007 Nov 30, 2006 Nov 30, 2007 Nov 30, 2006 

Equity securities 76% 72% 69% 72% 
Fixed income securities 24 23 14 14 
Real estate — — 4 5 
Cash — 5 13 9 
 100% 100% 100% 100% 

Expected Contributions for the Fiscal Year Ending November 30, 2008 

We do not expect it to be necessary to contribute to our U.S. pension plans in the fiscal year ending November 30, 2008. 
We expect to contribute approximately $8 million to our non–U.S. pension plans in the fiscal year ending November 30, 
2008.  

Estimated Future Benefit Payments 

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid: 
  
 Pension 
In millions U.S. Non-U.S. Postretirement 
Fiscal 2008 $  37 $ 7 $  6
Fiscal 2009 41 7 5
Fiscal 2010 43 7 5
Fiscal 2011 46 7 5
Fiscal 2012 51 8 5
Fiscal 2013—2017 308 42 24

Postretirement Benefits 

Assumed health care cost trend rates were as follows: 

 November 30, 
 2007 2006 
Health care cost trend rate assumed for next year  9% 9%
Rate to which the cost trend rate is assumed to decline    
 (the ultimate trend rate)  5% 5%
Year the rate reaches the ultimate trend rate  2012  2011 

 
- 132 - 

A-134



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

 
A one-percentage-point change in assumed health care cost trend rates would be immaterial to our other postretirement 
plans. 

Note 14 Income Taxes 

We file a consolidated U.S. federal income tax return reflecting the income of Holdings and its subsidiaries. The provision 
for income taxes consists of the following: 

Provision for Income Taxes 

 November 30, 
In millions 2007 2006 2005 
Current:    
    Federal $   121 $1,024 $1,037 
    State 50 91 265 
    Foreign 1,232 890 769 
 1,403 2,005 2,071 
Deferred:    
    Federal 405 (80) (634) 
    State 23 (22) (59) 
    Foreign (10) 42 191 
 418 (60) (502) 
Provision for income taxes $1,821 $1,945 $1,569 

Income before taxes included $6.8 billion, $2.7 billion and $1.9 billion that also were subject to income taxes of foreign 
jurisdictions for 2007, 2006 and 2005, respectively. 

The income tax provision differs from that computed by using the statutory federal income tax rate for the reasons shown 
below: 

Reconciliation of Provision for Income Taxes to Federal Income Taxes at Statutory Rate 

 November 30, 
In millions 2007 2006 2005 
Federal income taxes at statutory rate $2,104 $2,068 $1,690 
State and local taxes 48 45 134 
Tax-exempt income (114) (125) (135) 
Foreign operations (225) (17) (113) 
Other, net 8 (26) (7) 
Provision for income taxes $1,821 $1,945 $1,569 

The provision for income taxes resulted in effective tax rates of 30.3%, 32.9% and 32.5% for 2007, 2006 and 2005, 
respectively. The decrease in the effective tax rate in 2007 compared to 2006 was primarily due to a more favorable mix of 
earnings which resulted in lower tax expense from foreign operations as compared to the U.S. statutory rate. The increases 
in the effective tax rates in 2006 and 2005 compared with the prior years were primarily due to an increase in level of pretax 
earnings which minimizes the impact of certain tax benefit items, and in 2006 a net reduction in certain benefits from 
foreign operations, partially offset by a reduction in state and local taxes due to favorable audit settlements in 2006 and 
2005. 
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In 2007, we recorded an income tax benefit of $2 million, and in 2006 and 2005 we recorded income tax charges of  $2 
million and $1 million, respectively, from the translation of foreign currencies, which was recorded directly in Accumulated 
other comprehensive income/(loss). Income tax benefits related to employee stock compensation plans of approximately 
$434 million, $836 million and $1.0 billion in 2007, 2006 and 2005, respectively, were allocated to Additional paid-in capital.  

Deferred income taxes are provided for the differences between the tax bases of assets and liabilities and their reported 
amounts in the Consolidated Financial Statements. These temporary differences will result in future income or deductions 
for income tax purposes and are measured using the enacted tax rates that will be in effect when such items are expected to 
reverse. 

Net deferred tax assets are included in Other assets in the Consolidated Statement of Financial Condition. At November 
30, 2007 and 2006, deferred tax assets and liabilities consisted of the following: 

Deferred Tax Assets and Liabilities 

 November 30, 
In millions 2007 2006 
Deferred tax assets:   
    Liabilities and other accruals not currently deductible $    161 $   415 
    Deferred compensation 1,930 1,657 
    Unrealized investment activity — 251 
    Foreign tax credit carryforwards 246 214 
    Foreign operations (net of associated tax credits) 1,049 709 
    Net operating loss carryforwards 75 64 
    Other 132 91 
Total deferred tax assets 3,593 3,401 
    Less: valuation allowance (273) (5) 
Total deferred tax assets, net of valuation allowance 3,320 3,396 
Deferred tax liabilities:   
    Excess tax over financial depreciation, net (104) (103) 
    Acquired intangibles (369) (384) 
    Unrealized investment activity (375) — 
    Pension and retirement costs (104) (192) 
    Other (59) (47) 
Total deferred tax liabilities (1,011) (726) 
Net deferred tax assets $2,309 $2,670 

We have permanently reinvested earnings in certain foreign subsidiaries. At November 30, 2007, $4.3 billion of accumulated 
earnings were permanently reinvested. At current tax rates, additional Federal income taxes (net of available tax credits) of 
approximately $1.1 billion would become payable if such income were to be repatriated.  

We have approximately $215 million of Federal net operating loss carryforwards that are subject to separate company 
limitations. Substantially all of these net operating loss carryforwards begin to expire between 2023 and 2026. At November 
30, 2007, $5 million of the deferred tax asset valuation allowance relates to Federal net operating loss carryforwards of an 
acquired entity that is subject to separate company limitations. If future circumstances permit the recognition of the 
acquired tax benefit, goodwill will be reduced. The remaining deferred tax asset valuation allowance of $268 million relates 
to losses from foreign legal entities in which the prospect of future profitability does not meet the more likely than not 
recognition threshold. 

We are under continuous examination by the IRS, and other tax authorities in major operating jurisdictions such as the 
United Kingdom and Japan, and in various states in which the Company has significant operations, such as New York. The 
Company regularly assesses the likelihood of additional assessments in each tax jurisdiction and the impact on the 
Consolidated Financial Statements. Tax reserves have been established, which we believe to be adequate with regards to the 
potential for additional exposure. Once established, reserves are adjusted only when additional information is obtained or 
an event requiring a change to the reserve occurs. Management believes the resolution of these uncertain tax positions will 
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not have a material impact on the financial condition of the Company; however resolution could have an impact on our 
effective tax rate in any one particular period. 

We have completed the appeals process with respect to the 1997 through 2000 IRS examination. Although most issues 
were settled on a basis acceptable to us, two issues remain unresolved and will carry into litigation with the IRS. Based on 
the strength of its positions, we have not reserved any part of these issues. The aggregate tax benefits previously recorded 
with regard to these two issues is approximately $185 million. 

The IRS has recently begun an examination with respect to the 2001 through 2005 tax years. The audit is in its initial stages 
and no adjustments have been proposed. We believe we are adequately reserved for any issues that may arise from this 
audit. The two issues from the 1997 through 2000 cycle which we plan to litigate also have an impact on the 2001 through 
2005 tax years. The aggregate tax benefit previously recorded with regard to these two issues is approximately $500 million. 

Note 15 Regulatory Requirements 

For regulatory purposes, Holdings and its subsidiaries are referred to collectively as a CSE. CSEs are supervised and 
examined by the SEC, which requires minimum capital standards on a consolidated basis. At November 30, 2007, Holdings 
was in compliance with the CSE capital requirements and had allowable capital in excess of the minimum capital 
requirements on a consolidated basis. 

In the United States, Lehman Brothers Inc. (“LBI”) and Neuberger Berman, LLC (“NB LLC”) are registered broker-
dealers in the U.S. that are subject to SEC Rule 15c3-1 and Rule 1.17 of the Commodity Futures Trading Commission, 
which specify minimum net capital requirements for the registrants. LBI and NB LLC have consistently operated with net 
capital in excess of their respective regulatory capital requirements. LBI has elected to calculate its minimum net capital in 
accordance with Appendix E of the Net Capital Rule which establishes alternative net capital requirements for broker-
dealers that are part of CSEs. In addition to meeting the alternative net capital requirements, LBI is required to maintain 
tentative net capital in excess of $1 billion and net capital in excess of $500 million. LBI is also required to notify the SEC in 
the event that its tentative net capital is less than $5 billion. As of November 30, 2007, LBI had net capital of approximately 
$2.7 billion, which exceeded the minimum net capital requirement by approximately $2.1 billion. As of November 30, 2007, 
NB LLC had net capital of approximately $188 million, which exceeded the minimum net capital requirement by 
approximately $183 million.  

Lehman Brothers International (Europe) (“LB Europe”), a United Kingdom registered broker-dealer and subsidiary of 
Holdings, is subject to the capital requirements of the Financial Services Authority (“FSA”) in the United Kingdom. 
Financial resources, as defined, must exceed the total financial resources requirement of the FSA. At November 30, 2007, 
LB Europe’s financial resources of approximately $16.2 billion exceeded the minimum requirement by approximately $3.8 
billion. Lehman Brothers Japan (“LB Japan”), a regulated broker-dealer, is subject to the capital requirements of the 
Financial Services Agency in Japan and the Bank of Japan. At November 30, 2007, LB Japan had net capital of 
approximately $1.3 billion, which was approximately $748 million in excess of Financial Services Agency in Japan’s required 
level and approximately $512 million in excess of Bank of Japan’s required level. 

Lehman Brothers Bank, FSB (“LB Bank”), our thrift subsidiary, is regulated by the Office of Thrift Supervision. Lehman 
Brothers Commercial Bank (“LB Commercial Bank”), our Utah industrial bank subsidiary is regulated by the Utah 
Department of Financial Institutions and the Federal Deposit Insurance Corporation. LB Bank and LB Commercial Bank 
exceeded all regulatory capital requirements and are considered to be well capitalized as of November 30, 2007. Bankhaus is 
subject to the capital requirements of the Federal Financial Supervisory Authority of the German Federal Republic. At 
November 30, 2007, Bankhaus’ financial resources exceeded its minimum financial resources requirement. 

Certain other subsidiaries are subject to various securities, commodities and banking regulations and capital adequacy 
requirements promulgated by the regulatory and exchange authorities of the countries in which they operate. At November 
30, 2007, these other subsidiaries were in compliance with their applicable local capital adequacy requirements. 

In addition, our “AAA” rated derivatives subsidiaries, Lehman Brothers Financial Products Inc. (“LBFP”) and Lehman 
Brothers Derivative Products Inc. (“LBDP”), have established certain capital and operating restrictions that are reviewed by 
various rating agencies. At November 30, 2007, LBFP and LBDP each had capital that exceeded the requirements of the 
rating agencies. 

The regulatory rules referred to above, and certain covenants contained in various debt agreements, may restrict Holdings’ 
ability to withdraw capital from its regulated subsidiaries, which in turn could limit its ability to pay dividends to 
shareholders. Holdings fully guarantees the payment of all liabilities, obligations and commitments of certain of its 
subsidiaries. 
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Note 16 Quarterly Information (unaudited) 

The following table presents unaudited quarterly results of operations for 2007 and 2006. Certain amounts reflect 
reclassifications to conform to the current period’s presentation. These quarterly results reflect all normal recurring 
adjustments that are, in the opinion of management, necessary for a fair presentation of the results. Revenues and net 
income can vary significantly from quarter to quarter due to the nature of our business activities. 

Quarterly Information (unaudited) 

 For the Quarter Ended 
In millions, except per share data Nov 30, 2007 Aug 31, 2007 May 31, 2007 Feb 28, 2007 

Total revenues $14,890 $14,739 $15,579 $13,795
Interest expense 10,500 10,431 10,067 8,748
Net revenues 4,390 4,308 5,512 5,047
Non-interest expenses:  
 Compensation and benefits 2,164 2,124 2,718 2,488
 Non-personnel expenses 996 979 915 860
Total non-interest expenses 3,160 3,103 3,633 3,348
Income before taxes  1,230 1,205 1,879 1,699
Provision for income taxes 344 318 606 553
Net income $    886 $    887 $ 1,273 $ 1,146
Net income applicable to common stock $    870 $    870 $ 1,256 $ 1,129
Earnings per common share:  
 Basic $   1.60 $   1.61 $   2.33 $   2.09
 Diluted $   1.54 $   1.54 $   2.21 $   1.96
Weighted-average common shares:  
 Basic 542.6 540.4 538.2 540.9
 Diluted 563.7 565.8 568.1 575.4
Dividends per common share $   0.15 $   0.15 $   0.15 $   0.15
Book value per common share (at period end) $ 39.44 $ 38.29 $ 37.15 $ 35.15
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 For the Quarter Ended 
In millions, except per share data Nov 30, 2006 Aug 31, 2006 May 31, 2006 Feb 28, 2006 

Total revenues $ 13,160 $ 11,727 $ 11,515 $ 10,307
Interest expense 8,627 7,549 7,104 5,846
Net revenues 4,533 4,178 4,411 4,461
Non-interest expenses:  
 Compensation and benefits 2,235 2,060 2,175 2,199
 Non-personnel expenses 809 751 738 711
Total non-interest expenses 3,044 2,811 2,913 2,910
Income before taxes and cumulative   
 effect of accounting change 1,489 1,367 1,498 1,551
Provision for income taxes 485 451 496 513
Cumulative effect of accounting change — — — 47
Net income $   1,004 $     916 $   1,002 $   1,085
Net income applicable to common stock $      987 $     899 $      986 $   1,069
Earnings per common share:  
 Basic $     1.83 $    1.66 $     1.81 $     1.96
 Diluted $     1.72 $    1.57 $     1.69 $     1.83
Weighted-average common shares:  
 Basic 539.2 540.9 545.1 546.2
 Diluted 573.1 573.3 582.8 584.2
Dividends per common share $     0.12 $    0.12 $     0.12 $     0.12
Book value per common share (at period end) $   33.87 $  32.16 $   31.08 $   30.01
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ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 

None. 

ITEM 9A.  CONTROLS AND PROCEDURES  

Our management, with the participation of the Chairman and Chief Executive Officer and the Chief Financial Officer of 
Holdings (its principal executive officer and principal financial officer, respectively), evaluated our disclosure controls 
and procedures as of the end of the fiscal year covered by this Report. 

Based on that evaluation, the Chairman and Chief Executive Officer and the Chief Financial Officer have concluded 
that, as of the end of the fiscal year covered by this Report, our disclosure controls and procedures are effective to 
ensure that information required to be disclosed by Holdings in the reports filed or submitted by it under the Securities 
Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified 
in the SEC’s rules and forms, and include controls and procedures designed to ensure that information required to be 
disclosed by Holdings in such reports is accumulated and communicated to our management, including the Chairman 
and Chief Executive Officer and the Chief Financial Officer of Holdings, as appropriate to allow timely decisions 
regarding required disclosure. 

Management’s annual report on internal control over financial reporting and the attestation report of our independent 
registered public accounting firm are contained in Part II, Item 8, of this Report and are incorporated herein by 
reference. There was no change in our internal control over financial reporting that occurred during the fourth fiscal 
quarter of 2007 that has materially affected, or is reasonably likely to materially affect, our internal control over financial 
reporting. 

ITEM 9B. OTHER INFORMATION  

None. 
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PART III 

ITEM 10.  DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 

Information relating to Directors of the Registrant is set forth under the captions “Nominees for Election as Directors,” 
“Committees of the Board of Directors” and “Other Matters—Procedures for Recommending Director Candidates to the 
Nominating and Corporate Governance Committee” in the Proxy Statement, and information relating to Executive 
Officers of the Registrant is set forth under the caption “Executive Officers of the Company” in the Proxy Statement, and 
is incorporated herein by reference.  

Information relating to beneficial ownership reporting compliance by Directors and Executive Officers of the Registrant 
pursuant to Section 16(a) of the Exchange Act is set forth under the caption “Section 16(a) Beneficial Ownership Reporting 
Compliance” in the Proxy Statement, and is incorporated herein by reference. 

We have a Code of Ethics which is applicable to all Directors, officers and employees of the Company, including the 
Chairman and Chief Executive Officer and the Chief Financial Officer of Holdings (its principal executive officer and 
principal financial and accounting officer, respectively). The Code of Ethics is available on the Corporate Governance 
page of the Company’s web site at www.lehman.com/shareholder/corpgov/. A copy of the Code of Ethics will be 
provided without charge to any person who requests it by writing to the address or telephoning the number indicated 
under “Available Information” on page 2. We will disclose on our web site amendments to or waivers from our Code of 
Ethics applicable to Directors or Executive Officers of Holdings, including the Chairman and Chief Executive Officer 
and the Chief Financial Officer, in accordance with all applicable laws and regulations. 

ITEM 11.  EXECUTIVE COMPENSATION 

Information relating to executive compensation is set forth under the captions “Compensation of Directors,” 
“Compensation and Benefits Committee Interlocks and Insider Participation,” “Compensation Discussion and Analysis,” 
“Compensation and Benefits Committee Report” and “Compensation of Executive Officers” in the Proxy Statement and is 
incorporated herein by reference. 

ITEM 12.  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
AND RELATED STOCKHOLDER MATTERS 

Information relating to security ownership of certain beneficial owners and management is set forth under the captions 
“Security Ownership of Principal Stockholders” and “Security Ownership of Directors and Executive Officers” in the 
Proxy Statement and is incorporated herein by reference. 

Information regarding shares of our common stock authorized for issuance under equity compensation plans is set forth 
under the caption “Proposal 3—Amendment to the 2005 Stock Incentive Plan—Equity Compensation Plan 
Information” in the Proxy Statement and is incorporated herein by reference. 

ITEM 13.  CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR 
INDEPENDENCE 

Information relating to certain relationships and related transactions is set forth under the caption “Certain Transactions 
and Agreements with Directors and Executive Officers” in the Proxy Statement and is incorporated herein by reference. 

Information relating to the Company’s Board of Directors and Director independence is set forth under the captions 
“Proposal 1—Election of Directors” and “Director Independence” in the Proxy Statement and is incorporated herein by 
reference. 

ITEM 14.  PRINCIPAL ACCOUNTANT FEES AND SERVICES  

Information relating to fees paid to our independent registered public accounting firm and certain related matters is set 
forth under the caption “Ernst & Young LLP Fees and Services” in the Proxy Statement and is incorporated herein by 
reference. 
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PART IV 

ITEM 15.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES 

1. Financial Statements: 
The Financial Statements and the Notes thereto and the Report of Independent Registered Public Accounting Firm 
thereon included in this Report  are listed on page F-1. 
2. Financial Statement Schedules: 
The financial statement schedule and the notes thereto filed as a part hereof are listed on page F-1. 
3. Exhibits: 

Exhibit  
No. 

  
Restated Certificate of Incorporation of the Registrant dated October 10, 2006 (incorporated by reference to 
Exhibit 3.04 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended August 31, 2006) 

3.01 

3.02 Certificate of Designations with respect to Registrant’s Non-Cumulative Perpetual Preferred Stock, Series H, 
amended as of December 21, 2006 (incorporated by reference to Exhibit 3.01 to the Registrant’s Current Report on 
Form 8-K filed with the SEC on May 23, 2007) 

3.03 Certificate of Designations with respect to Registrant’s Non-Cumulative Perpetual Preferred Stock, Series I 
(incorporated by reference to Exhibit 3.02 to the Registrant’s Current Report on Form 8-K filed with the SEC on May 23, 
2007) 
By-Laws of the Registrant, amended as of November 8, 2007 (incorporated by reference to Exhibit 3.01 to the 
Registrant’s Current Report on Form 8-K filed with the SEC  on November 15, 2007) 

3.04 

4.01 Standard multiple series indenture provisions with respect to the senior and subordinated debt securities 
(incorporated by reference to Exhibit 4(a) to Post-Effective Amendment No. 1 to the Registrant’s Registration Statement on 
Form S-3 (Reg. No. 33-16141)) 
Indenture with respect to senior debt securities (incorporated by reference to Exhibit 4(b) to Post-Effective Amendment 
No. 1 to the Registrant’s Registration Statement on Form S-3 (Reg. No. 33-16141)) 

 4.02 

First Supplemental Indenture with respect to senior debt securities (incorporated by reference to Exhibit 4(m) to the 
Registrant’s Registration Statement on Form S-3 (Reg. No. 33-25797)) 

 4.03 

Second Supplemental Indenture with respect to senior debt securities (incorporated by reference to Exhibit 4(e) to 
the Registrant’s Registration Statement on Form S-3 (Reg. No. 33-49062)) 

 4.04 

Third Supplemental Indenture with respect to senior debt securities (incorporated by reference to Exhibit 4(f) to the 
Registrant’s Registration Statement on Form S-3 (Reg. No. 33-46146)) 

 4.05 

Fourth Supplemental Indenture with respect to senior debt securities (incorporated by reference to Exhibit 4(f) to 
Registrant’s Registration Statement on Form 8-A filed with the SEC on October 7, 1993) 

 4.06 

Fifth Supplemental Indenture with respect to the senior debt securities (incorporated by reference to 
Exhibit 4(h) to Post-Effective Amendment No. 1 to the Registrant’s Registration Statement on Form S-3 (Reg. 
No. 33-56615)) 

 4.07 

Sixth Supplemental Indenture with respect to the senior debt securities (incorporated by reference to 
Exhibit 4(h) to the Registrant’s Registration Statement on Form S-3 (No. 333-38227)) 

 4.08 

Indenture with respect to subordinated debt securities (incorporated by reference to Exhibit 2 to the Registrant’s 
Registration Statement on Form 8-A filed with the SEC on February 8, 1996) 

 4.09 

First Supplemental Indenture with respect to subordinated debt securities (incorporated by reference to Exhibit 3 
to the Registrant’s Registration Statement on Form 8-A filed with the SEC on February 8, 1996) 

 4.10 

The other instruments defining the rights of holders of the long-term debt securities of the Registrant and its subsidiaries are 
omitted pursuant to section (b)(4)(iii)(A) of Item 601 of Regulation S-K. The Registrant hereby agrees to furnish copies of 
these instruments to the Securities and Exchange Commission upon request.  

  

 10.01   Tax Allocation Agreement between Shearson Lehman Brothers Holdings Inc. and American Express 
Company (incorporated by reference to Exhibit 10.2 to the Registrant’s Transition Report on Form 10-K for the eleven 
months ended November 30, 1994) 

 10.02 Amended and Restated Agreements of Limited Partnership of Shearson Lehman Hutton Capital Partners 
II (incorporated by reference to Exhibit 10.48 to the Registrant’s Annual Report on Form 10-K for the year ended 
December 31, 1988) 
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Amended and Restated Agreement of Limited Partnership of Lehman Brothers Capital Partners III, L.P. 
(incorporated by reference to Exhibit 10.27 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended 
November 30, 1995) 

 10.03 

Agreement of Limited Partnership of Lehman Brothers Capital Partners IV, L.P. (incorporated by reference to 
Exhibit 10.20 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended November 30, 1997) 

 10.04 

 10.05 Purchase and Sale Agreement dated as of October 19, 2001, between MSDW 745, LLC, as seller, and LB 
745 LLC, as purchaser (incorporated by reference to Exhibit 10.15 to the Registrant’s Annual Report on Form 10-K 
for the fiscal year ended November 30, 2001)  

 10.06 Amendment to Purchase and Sale Agreement dated as of the October 19, 2001, between MSDW 745, 
LLC, as seller, and LB 745 LLC, as purchaser (incorporated by reference to Exhibit 10.16 to the Registrant’s 
Annual Report on Form 10-K for the fiscal year ended November 30, 2001) 

  10.07 JV Option Agreement dated November 19, 1998, between Rock-Forty-Ninth LLC and LB 745 LLC (as 
assignee of MSDW 745, LLC) (incorporated by reference to Exhibit 10.17 to the Registrant’s Annual Report on 
Form 10-K for the fiscal year ended November 30, 2001) 
Lehman Brothers Inc. Executive and Select Employees Plan (incorporated by reference to Exhibit 10.4 to the 
Registrant’s Registration Statement on Form S-1 (Reg. No. 33-12976)) 

 10.08  † 

1999 Neuberger Berman Inc. Directors Stock Incentive Plan (incorporated by reference to Exhibit 10.1 to 
Neuberger Berman Inc.’s Registration Statement on Form S-1 (Reg. No. 333-84525)) 

 10.09  † 

Amendment No. 1 to the 1999 Neuberger Berman Inc. Directors Stock Incentive Program (incorporated by 
reference to Exhibit 10.17 to Neuberger Berman Inc.’s Annual Report on Form 10-K, for the year ended December 31, 
2000) 

 10.10  † 

 10.11  †* 1999 Neuberger Berman Inc. Long-Term Incentive Plan, restated as of November 8, 2007 
 10.12  † Neuberger Berman Inc. Wealth Accumulation Plan, Amended and Restated as of September 1, 2000 

(incorporated by reference to Exhibit 10.21 to Neuberger Berman Inc.’s Annual Report on Form 10-K, for the year ended 
December 31, 2000) 

 10.13  † Neuberger Berman Inc. Employee Stock Purchase Plan, Amended and Restated as of September 1, 2000 
(incorporated by reference to Exhibit 10.22 to Neuberger Berman Inc.’s Annual Report on Form 10-K, for the year ended 
December 31, 2000) 

 10.14  †* Lehman Brothers Holdings Inc. 1994 Management Ownership Plan, as amended through November 8, 
2007  

 10.15  †* Lehman Brothers Holdings Inc. 1996 Management Ownership Plan, as amended through November 8, 
2007  

 10.16  †* Form of Agreement evidencing a grant of Restricted Stock Units to Executive Officers under the Lehman 
Brothers Holdings Inc. 1996 Management Ownership Plan  

 10.17  †* Form of Agreement evidencing a grant of Nonqualified Stock Options to Executive Officers under the 
Lehman Brothers Holdings Inc. 1996 Management Ownership Plan  

 10.18  † Lehman Brothers Holdings Inc. Short-Term Executive Compensation Plan, as amended through 
February 19, 2003 (incorporated by reference to Exhibit 10.07 to the Registrant’s Annual Report on Form 10-K for the 
fiscal year ended November 30, 2002) 

 10.19  †* Amended and Restated Lehman Brothers Holdings Inc. Employee Incentive Plan, as amended through 
November 8, 2007   

 10.20  †* Form of Agreement evidencing a grant of Restricted Stock Units to Directors pursuant to the Lehman 
Brothers Holdings Inc. Employee Incentive Plan  

 10.21  †* Form of Agreement evidencing a grant of Nonqualified Stock Options to Directors pursuant to the 
Lehman Brothers Holdings Inc. Employee Incentive Plan  
Lehman Brothers Supplemental Retirement Plan, as amended through November 8, 2007  (incorporated by 
reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on November 15, 2007) 

 10.22  † 

Lehman Brothers Holdings Inc. Retirement Plan for Non-Employee Directors (incorporated by reference to 
Exhibit 10.28 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended November 30, 2004) 

 10.23  † 

 10.24  † Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended through November 8, 2007 
(incorporated by reference to Exhibit 10.2 to the Registrant’s Current Report on Form 8-K filed with the SEC on 
November 15, 2007) 

 10.25  † Form of Agreement evidencing a Grant of Restricted Stock Units to Executive Officers under the 
Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 
10.3 to the Registrant’s Current Report on Form 8-K filed with the SEC on November 15, 2007) 
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 10.26  † Form of Agreement evidencing a grant of Restricted Stock Units to Executive Officers under the Lehman 
Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 10.1 to the 
Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 2007)  

 10.27  † Form of Agreement evidencing a grant of Nonqualified Stock Options to Executive Officers under the 
Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference Exhibit 10.4 
to the Registrant’s Current Report on Form 8-K filed with the SEC on November 15, 2007)  

 10.28  †* Form of Agreement evidencing a grant of Restricted Stock Units to Directors under the Lehman Brothers 
Holdings Inc. 2005 Stock Incentive Plan, as amended  

 10.29  †* Form of Agreement evidencing a grant of Nonqualified Stock Options to Directors under the Lehman 
Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended  
Base Salaries of Named Executive Officers of the Registrant   10.30  †* 
Compensation for Non-Management Directors of the Registrant (incorporated by reference to Exhibit 10.05 to 
the Registrant’s Quarterly Report on Form 10-Q for the quarterly period ended February 28, 2006)   

 10.31  † 

 10.32  † Lehman Brothers Holdings Inc. Amended and Restated Deferred Compensation Plan for Non-Employee 
Directors (incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed with the SEC 
on June 10, 2005) 
Computation of Per Share Earnings (omitted in accordance with section (b)(11) of Item 601 of Regulation S-K; the 
calculation of per share earnings is set forth in Part II, Item 8, in Note 11 to the Consolidated Financial Statements 
(Earnings Per Common Share)) 

 11.01  

 12.01* Computations in support of ratios of earnings to fixed charges and to combined fixed charges and 
preferred stock dividends 

 21.01* List of the Registrant’s Subsidiaries 
 23.01* Consent of Ernst & Young LLP 
 24.01* Powers of Attorney 
 31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 32.01* Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 906 of 

the Sarbanes-Oxley Act of 2002  (This certification is being furnished and shall not be deemed “filed” with the 
Commission for purposes of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not 
be deemed to be incorporated by reference into any filing under the Securities Act or the Exchange Act, except to the extent 
that the Registrant specifically incorporates it by reference.) 

 32.02* Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 906 of 
the Sarbanes-Oxley Act of 2002  (This certification is being furnished and shall not be deemed “filed” with the 
Commission for purposes of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not 
be deemed to be incorporated by reference into any filing under the Securities Act or the Exchange Act, except to the extent 
that the Registrant specifically incorporates it by reference.) 

______________________________ 
* Filed/furnished herewith. 
† Management contract or compensatory plan or arrangement required to be filed as an exhibit to this Form 10-K 

pursuant to Item 15(b) of Form 10-K. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused 
this Annual Report to be signed on its behalf by the undersigned, thereunto duly authorized. 

   LEHMAN BROTHERS HOLDINGS INC. 
(REGISTRANT) 
 

 January 29, 2008 By: /s/ ERIN M. CALLAN 
   Erin M. Callan 

Chief Financial Officer, Controller and 
Executive Vice President 

 
Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following 
persons on behalf of the Registrant and in the capacities and on the dates indicated. 
 

Signature     Title Date 
   

/s/ RICHARD S. FULD, JR. 
Richard S. Fuld, Jr. 

 

Chief Executive Officer and 
 Chairman of the Board of Directors  
 (principal executive officer) 

January 29, 2008 

   
/s/ ERIN M. CALLAN 

Erin M. Callan 
 

Chief Financial Officer, Controller and  
 Executive Vice President 
 (principal financial and accounting officer) 

January 29, 2008 

   
/s/ MICHAEL L. AINSLIE 

Michael L. Ainslie 
Director January 29, 2008 

   
/s/ JOHN F. AKERS 

John F. Akers 
Director January 29, 2008 

   
/s/ ROGER S. BERLIND 

Roger S. Berlind 
Director January 29, 2008 

   
/s/ THOMAS H. CRUIKSHANK 

Thomas H. Cruikshank 
Director January 29, 2008 

   
/s/ MARSHA JOHNSON EVANS 

Marsha Johnson Evans 
Director January 29, 2008 

   
/s/ SIR CHRISTOPHER GENT 

Sir Christopher Gent 
Director January 29, 2008 

   
/s/ ROLAND A. HERNANDEZ  

Roland A. Hernandez 
Director January 29, 2008 

   
/s/ HENRY KAUFMAN 

Henry Kaufman 
Director January 29, 2008 

   
/s/ JOHN D. MACOMBER 

John D. Macomber 
Director January 29, 2008 
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Schedule I 

LEHMAN BROTHERS HOLDINGS INC. 

CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

Statement of Income 

(Parent Company Only) 
 
 Year Ended November 30, 
In millions 2007 2006 2005 

Interest and dividends  $11,994  $6,518  $3,336 
Principal transactions and other  (1,270)  630  631 
 Total revenues  10,724  7,148  3,967 
Interest expense  13,013  7,439  4,144 
 Net revenues  (2,289)  (291)  (177) 
Equity in income of subsidiaries  6,090  4,613  3,836 
Non-interest expenses  734  867  1,038 
Income before taxes and cumulative effect of accounting change  3,067  3,455  2,621 
Provision/(benefit) for income taxes  (1,125)  (527)  (639) 
Income before cumulative effect of accounting change  4,192  3,982  3,260 
Cumulative effect of accounting change  ―  25  ― 
Net income  $  4,192  $4,007  $3,260 
Net income applicable to common stock  $  4,125  $3,941  $3,191 

See Notes to Condensed Financial Information of Registrant. 

 

 
F-2 

 
A-147



 

Schedule I 

LEHMAN BROTHERS HOLDINGS INC. 

CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

Statement of Financial Condition 

(Parent Company Only) 
 
 November 30, 
In millions, except share data 2007 2006 
Assets   
Cash and cash equivalents  $    2,218  $    3,435 
Cash segregated and on deposit for regulatory and other purposes  12  51 
Financial instruments and other inventory positions owned:   
 (including $15,874 in 2007 and $9,575 in 2006 pledged as collateral)  34,221  17,866 
Receivables and accrued interest  659  591 
Other assets  7,032  4,354 
Due from subsidiaries  144,176  95,640 
Equity in net assets of subsidiaries  25,058  19,333 
 Total assets  $213,376  $141,270 
Liabilities and Stockholders’ Equity   
Short-term borrowings and current portion of long-term borrowings    
 (including $1,819 in 2007 and $2,295 in 2006 at fair value)  $  16,574  $  10,721 
Financial instruments and other inventory positions sold but not yet purchased  3,020  92 
Collateralized financing  9,451  6,136 
Accrued liabilities and other payables  3,641  2,286 
Due to subsidiaries  70,861  45,389 
Long-term borrowings (including $5,371 in 2007 and $864 in 2006 at fair value)  87,339  57,455 
Total liabilities  190,886  122,079 
Commitments and contingencies   
Stockholders’ Equity   
Preferred stock  1,095  1,095 
Common stock, $0.10 par value:   
 Shares authorized: 1,200,000,000 in 2007 and 2006;   

Shares issued: 612,882,506 in 2007 and 609,832,302 in 2006;   
Shares outstanding: 531,887,419 in 2007 and 533,368,195 in 2006  61  61 

Additional paid-in capital(1)  9,733  8,727 
Accumulated other comprehensive loss, net of tax  (310)  (15) 
Retained earnings  19,698  15,857 
Other stockholders’ equity, net  (2,263)  (1,712) 
Common stock in treasury, at cost(1): 80,995,087 shares in 2007 and   
 76,464,107 shares in 2006  (5,524)  (4,822) 
Total common stockholders’ equity  21,395  18,096 
Total stockholders’ equity  22,490  19,191 
 Total liabilities and stockholders’ equity  $213,376  $141,270 
 (1)  Balances and share amounts at November 30, 2006 reflect the April 28, 2006 2-for-1 common stock split, effected in the form of a 100% stock 

dividend. 

See Notes to Condensed Financial Information of Registrant. 
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Schedule I 

LEHMAN BROTHERS HOLDINGS INC. 

CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

Statement of Cash Flows 

(Parent Company Only) 
  

 Year Ended November 30, 
In millions 2007 2006 2005 

Cash Flows From Operating Activities    
Net income  $    4,192  $    4,007  $     3,260 
Adjustments to reconcile net income to net cash    

used in operating activities:    
Equity in income of subsidiaries  (6,090)  (4,613)  (3,836) 
Depreciation and amortization  197  164  115 
Deferred tax provision  177  250  39 
Tax benefit from the issuance of stock-based awards  —  —  1,005 
Non-cash compensation  1,791  1,706  1,055 
Cumulative effect of accounting change  —  (25)  — 
Other adjustments  12  16  22 
Net change in:    

Cash segregated and on deposit for    
 regulatory and other purposes  39  (3)  (48) 
Financial instruments and other inventory positions owned  (11,827)  6,013  (15,284) 
Financial instruments and other inventory positions sold    
 but not yet purchased  2,928  (146)  64 
Collateralized agreements and collateralized financing, net  3,315  (7,022)  12,775 
Other assets and payables, net  (2,254)  (1,677)  (1,039) 
Due to/from affiliates, net  (23,064)  (21,542)  1,553 

Net cash used in operating activities  (30,584)  (22,872)  (319) 

Cash Flows From Investing Activities    
Dividends received  3,024  2,974  2,394 
Capital contributions from/to subsidiaries, net  (2,262)  (1,348)  (1,272) 
Purchase of property, equipment and leasehold improvements, net  (504)  (331)  (243) 
Business acquisitions, net of cash acquired  —  —  — 
Net cash provided by investing activities  258  1,295  879 

Cash Flows From Financing Activities    
Tax benefit from the issuance of stock-based awards  434  836  — 
Issuance of short-term borrowings, net  2,345  295  231 
Issuance of long-term borrowings  49,793  30,231  11,862 
Principal payments of long-term borrowings,     
 including the current portion of long-term borrowings  (20,883)  (8,020)  (8,239) 
Issuance of common stock  84  119  230 
Issuance of treasury stock  359  518  1,015 
Purchase of treasury stock  (2,605)  (2,678)  (2,994) 
(Retirement)/issuance of preferred stock  —  —  (250) 
Dividends paid  (418)  (342)  (302) 
Net cash provided by financing activities  29,109  20,959  1,553 
Net change in cash and cash equivalents  (1,217)  (618)  2,113 
Cash and cash equivalents, beginning of period  3,435  4,053  1,940 
Cash and cash equivalents, end of period  $    2,218  $    3,435  $     4,053 
Supplemental Disclosure of Cash Flow Information (in millions):    
Interest paid totaled $12,532, $7,937 and $4,563 in 2007, 2006 and 2005, respectively. 
Income taxes received totaled $1,169, $1,602 and $1,876 in 2007, 2006 and 2005, respectively. 

See Notes to Condensed Financial Information of Registrant. 
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LEHMAN BROTHERS HOLDINGS INC. 
NOTES TO CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

(Parent Company Only) 
 

Note 1 Basis of Presentation 

The condensed financial information of Lehman Brothers Holdings Inc. (“Holdings, ” “we,” “us” or “our”) should be read 
in conjunction with the Consolidated Financial Statements of Lehman Brothers Holdings Inc. (collectively, the 
“Company”) and the notes thereto. Certain prior period amounts reflect reclassifications to conform to the current period’s 
presentation. Equity in net assets of subsidiaries is accounted for in accordance with the equity method of accounting. The 
presented, condensed financial information contain certain allocations that are reasonable in management’s judgment. 

Note 2 Financial Instruments and Other Inventory Positions 

Financial instruments and other inventory positions owned and Financial instruments and other inventory positions sold 
but not yet purchased are recorded at fair value and were comprised of the following: 

   Sold But Not 

 Owned  Yet Purchased 
In millions Nov 30, 2007 Nov 30, 2006  Nov 30, 2007 Nov 30, 2006 

Mortgage and asset-backed securities $20,104 $16,311 $    — $  —
Real estate held for sale 5,214 —   —   —
Commercial paper and other money market instruments 1,004 101 — —
Corporate equities 553 290 — —
Corporate debt and other 420 157   — —
Government and agencies 1 — — —
Derivatives and other contractual agreements 6,925 1,007 3,020 92
 $34,221 $17,866 $3,020 $  92

Note 3 Fair Value of Financial Instruments 

Financial instruments and other inventory positions owned, excluding Real estate held for sale, and Financial instruments 
and other inventory positions sold but not yet purchased, are presented at fair value. In addition, certain long and short-
term borrowing obligations, principally certain hybrid financial instruments, are presented at fair value. 

Fair value is defined as the price at which an asset could be exchanged in a current transaction between knowledgeable, 
willing parties. A liability’s fair value is defined as the amount that would be paid to transfer the liability to a new obligor, 
not the amount that would be paid to settle the liability with the creditor. Where available, fair value is based on observable 
market prices or parameters or derived from such prices or parameters. Where observable prices or inputs are not available, 
valuation models are applied. These valuation techniques involve some level of management estimation and judgment, the 
degree of which is dependent on the price transparency for the instruments or market and the instruments’ complexity. 

Beginning December 1, 2006, assets and liabilities recorded at fair value in the Condensed Statement of Financial Condition 
are categorized based upon the level of judgment associated with the inputs used to measure their fair value. Hierarchical 
levels – defined by SFAS 157 and directly related to the amount of subjectivity associated with the inputs to fair valuation of 
these assets and liabilities – are as follows: 

Level I – Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement 
date.  

The types of assets and liabilities carried at Level I fair value generally are G-7 government and agency securities, 
equities listed in active markets, investments in publicly traded mutual funds with quoted market prices and listed 
derivatives. 

Level II – Inputs (other than quoted prices included in Level I) are either directly or indirectly observable for the asset 
or liability through correlation with market data at the measurement date and for the duration of the instrument’s 
anticipated life. 
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LEHMAN BROTHERS HOLDINGS INC. 
NOTES TO CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

(Parent Company Only) 
 

Fair valued assets and liabilities that are generally included in this category are non-G-7 government securities, 
municipal bonds, certain hybrid financial instruments, certain mortgage and asset backed securities, certain corporate 
debt, certain commitments and guarantees, certain private equity investments and certain derivatives. 

Level III – Inputs reflect management’s best estimate of what market participants would use in pricing the asset or 
liability at the measurement date. Consideration is given to the risk inherent in the valuation technique and the risk 
inherent in the inputs to the model. 

Generally, assets and liabilities carried at fair value and included in this category are certain mortgage and asset-backed 
securities, certain corporate debt, certain private equity investments, certain commitments and guarantees and certain 
derivatives. 

Fair Value on a Recurring Basis 

Assets and liabilities measured at fair value on a recurring basis are categorized in the tables below based upon the lowest 
level of significant input to the valuations.  

 At November 30, 2007 
In millions Level I Level II Level III Total 
Financial instruments and other inventory positions owned:     

Mortgages and asset-backed securities $    —  $ 14,903  $ 5,201 $  20,104
Commercial paper and other money market instruments 1,004  —  — 1,004
Corporate equities 164  212  177 553
Corporate debt and other —  420  — 420
Government and agencies —  1  — 1
Derivative assets 13  6,858  54  6,925

 $1,181  $ 22,394  $ 5,432  $  29,007
Financial instruments and other inventory positions sold but not yet purchased:   

Derivative liabilities —  3,019  1  $    3,020
 $    —  $   3,019  $       1  $    3,020
Liabilities carried at fair value: (1)     
 Short-term borrowings —  $   1,819  —  $     1,819
 Long-term borrowings —  $   5,371  —  $     5,371
(1) In accordance with our adoption of SFAS No. 155, Accounting for Certain Hybrid Financial Instruments—an amendment of FASB Statements No. 133 and 140 

(“SFAS 155”), SFAS 157, and SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (“SFAS 159”), we also measure certain 
non-inventory liabilities at fair value. 

Level III Gains and Losses 

Net revenues (both realized and unrealized) for Level III financial instruments are a component of Principal transactions 
and other in the Condensed Statement of Income. Net realized gains associated with Level III financial instruments were 
approximately $345 million for the fiscal year ended November 30, 2007. The net unrealized loss on Level III non-
derivative financial instruments was approximately $273 million for the fiscal year ended November 30, 2007, primarily 
consisting of unrealized losses from mortgage and asset-backed positions. The net unrealized loss on Level III derivative 
financial instruments was approximately $15 million for the fiscal year ended November 30, 2007. Level III financial 
instruments may be economically hedged with financial instruments not classified as Level III; therefore, gains or losses 
associated with Level III financial instruments are offset by gains or losses associated with financial instruments classified in 
other levels of the fair value hierarchy. 
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LEHMAN BROTHERS HOLDINGS INC. 
NOTES TO CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

(Parent Company Only) 
 

The table presented below summarizes the change in balance sheet carrying values associated with Level III financial 
instruments during the fiscal year ended November 30, 2007. Caution should be utilized when evaluating reported net 
revenues for Level III Financial instruments. The values presented exclude economic hedging activities that may be 
transacted in instruments categorized within other fair value hierarchy levels. Actual net revenues associated with Level III 
financial instruments inclusive of hedging activities could differ materially. 

  Periodic    
In millions Balance Payments, Net  Balance 
Year  ended December 1, Purchases, Transfers Gains/(Losses) (1) November 30,
November 30, 2007 2006 Sales, Net In/(Out) Realized Unrealized 2007 
Mortgages and asset-backed       
 positions $ 2,618 $ 1,309 $ 1,227 $ 346 $ (299) $ 5,201 
Corporate equities — 14 137 — 26 177 
Derivatives, net 1 68 — (1) (15) 53 
 $ 2,619 $ 1,391 $ 1,364 $ 345 $ (288) $ 5,431 
(1) Realized or unrealized gains/ (losses) from changes in values of Level III Financial instruments represent gains/ (losses) from changes in values of 

those Financial instruments only for the period(s) in which the instruments were classified as Level III. 

Note 4 Borrowings 

Total borrowings consist of the following: 

 November 30, 
In millions 2007 2006 

Short-term borrowings  
 Unsecured  
 Current portion of long-term borrowings  $12,106  $  8,598 
 Commercial paper  3,101  1,432 
 Other short-term debt  1,367  691 
        Total  $16,574  $10,721 
 Amount carried at fair value (1)  $  1,819  $  2,295
 Weighted-average contractual interest rate 5.03% 5.77%
  

 Long-term borrowings 
 Senior notes  $75,048  $53,718
 Subordinated notes  12,291  3,737
        Total  $87,339  $57,455
 Amount carried at fair value (1)  $  5,371  $     864
 Weighted-average contractual interest rate (2) 5.26% 4.77%
(1) Borrowings are carried at fair value in accordance with SFAS 155 and SFAS 159. For additional information, Note 3, “Fair Value of Financial 

Instruments,” to the Condensed Financial Information. 
(2) Weighted-average contractual interest rates for U.S.-dollar denominated obligations were 5.64% and 5.46% at November 30, 2007 and 2006, 

respectively. Weighted-average contractual interest rates for non-U.S.-dollar denominated obligations were 4.61% and 3.83% at November 30, 2007 
and 2006, respectively. 
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Maturity Profile 

The maturity dates of long-term borrowings are as follows: 

 U.S. Dollar Non–U.S. Dollar  Total
 Fixed Floating Fixed Floating  Nov 30, Nov 30,
In millions Rate Rate Rate Rate  2007 2006
Maturing in fiscal 2008 — — — —  — $13,090
Maturing in fiscal 2009 $  1,560 $11,676 $   237 $  2,314  $15,787 8,977
Maturing in fiscal 2010 3,610 3,242 1,270 743  8,865 4,892
Maturing in fiscal 2011 2,196 2,400 1,356 4,839  10,791 9,962
Maturing in fiscal 2012 4,640 1,949 3,121 5,676  15,386 3,794
December 1, 2012 and thereafter 18,200 6,062 4,702 7,546  36,510 16,740
 $30,206 $25,329 $10,686 $21,118  $87,339 $57,455

At November 30, 2007, there is one obligation in the amount of $745 million of outstanding long-term borrowings that is 
repayable at par value prior to maturity at the option of the holder. The obligation is reflected in the above table as maturing 
at its put date, which is in fiscal 2012, rather than at its contractual maturity of fiscal 2022. In addition, approximately $13.0 
billion of long-term borrowings are redeemable prior to maturity at our option under various terms and conditions. These 
obligations are reflected in the above table at their contractual maturity dates, which range from fiscal 2009 to fiscal 2054, 
rather than at their call dates which range from fiscal 2009 to fiscal 2027. Extendible debt structures totaling approximately 
$2.3 billion are shown in the above table at their earliest maturity dates, which range from fiscal 2009 to fiscal 2013. 
Extendible debt matures on an initial specified maturity date unless the debt holders elect to extend the term of the note for 
a period specified in the note.  

At November 30, 2007, our U.S. dollar and non–U.S. dollar debt portfolios included approximately $5.2 billion and $14 
million, respectively, of certain hybrid financial instruments for which the interest rates and/or redemption values are linked 
to the performance of an underlying measure (including industry baskets of stocks, commodities or credit events). 
Generally, such notes are issued as floating rate notes or the interest rates on such index notes are effectively converted to 
floating rates based primarily on LIBOR through the use of derivatives. 

End–User Derivative Activities 

We use a variety of derivative products including interest rate and currency swaps as an end-user to modify the interest rate 
characteristics of our long-term borrowings portfolio. We use interest rate swaps to convert a substantial portion of our 
fixed-rate debt to floating interest rates to more closely match the terms of assets being funded and to minimize interest rate 
risk. In addition, we use cross–currency swaps to hedge our exposure to foreign currency risk arising from our non–U.S. 
dollar debt obligations, after consideration of non–U.S. dollar assets that are funded with long-term debt obligations in the 
same currency. In certain instances, we may use two or more derivative contracts to manage the interest rate nature and/or 
currency exposure of an individual long-term borrowings issuance. 

End–User Derivative Activities resulted in the following mix of fixed and floating rate debt: 

Long-Term Borrowings After End–User Derivative Activities 

 November 30,  

In millions 2007 2006 

U.S. dollar obligations:  
    Fixed rate $   5,727 $    875
    Floating rate 66,283 47,950
Total U.S. dollar obligations 72,010 48,825
Non–U.S. dollar obligations 15,329 8,630
 $ 87,339 $57,455

The weighted-average effective interest rates after end–user derivative activities on U.S. dollar, non–U.S. dollar, and total 
borrowings were 5.15%, 4.22%, and 4.99%, respectively, at November 30, 2007. The weighted-average effective interest 
rates after end–user derivative activities on U.S. dollar, non–U.S. dollar, and total borrowings were 5.63%, 3.67%, and 
5.34%, respectively, at November 30, 2006. 
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Credit Facilities 

We use both committed and uncommitted bilateral and syndicated long-term bank facilities to complement our long-term 
debt issuance. In particular, Holdings maintains a $2.0 billion unsecured, committed revolving credit agreement with a 
syndicate of banks which expires in February 2009. Our ability to borrow under such facilities is conditioned on complying 
with customary lending conditions and covenants. We have maintained compliance with the material covenants under these 
credit agreements at all times. We draw on these facilities from time to time in the normal course of conducting our 
business. As of November 30, 2007, there were no borrowings against these facilities.  

Note 5 Guarantees 

We guarantee certain long-term borrowings issued by subsidiaries totaling $34.2 billion and $21.7 billion at November 30, 
2007 and 2006, respectively. In addition, we guarantee certain liquidity facilities and certain subsidiaries’ derivative and other 
obligations.  

Note 6 Related Party Transactions 

In the normal course of business, we engage in various securities trading and financing activities with many of our 
subsidiaries (the “Related Parties”). Included within non-interest expenses are management fees associated with affiliate 
services provided, of $0, $251 million and $423 million in 2007, 2006 and 2005, respectively. Various charges, such as 
compensation and benefits, occupancy, administration and computer processing are allocated among the Related Parties, 
based on specific identification and other allocation methods. 

We and our subsidiaries raise money through short- and long-term funding in capital markets, which is used to fund the 
operations of certain of our wholly-owned subsidiaries. We believe amounts arising through related party transactions, 
including those allocated expenses referred to above, are reasonable and approximate the amounts that would have been 
recorded if we operated as an unaffiliated entity. 

Amounts outstanding to and from Related Parties are reflected in the Statement of Financial Condition as set forth 
below: 

 Nov 30, 2007 Nov 30, 2006
In millions Assets Liabilities Assets Liabilities
Cash on deposit with affiliates $       — $       — $     270 $       —
Derivative and other contractual agreements 6,943 70 1,009       12
Advances from/to subsidiaries 117,410 54,515 78,047 34,427
Securities purchased/sold under agreements  
    to resell/repurchase 26,766 16,346 17,593 10,962
Other assets 216 — — —
Payables to brokers, dealers and clearing organizations — 282 — —
Long-term borrowings — 230 — 722

Dividends declared to us by our subsidiaries and affiliates were approximately $3.0 billion, $3.0 billion and $2.4 billion in 
2007, 2006 and 2005, respectively. 

Certain covenants contained in various debt agreements may restrict our ability to withdraw capital from our regulated 
subsidiaries, which in turn could limit our ability to pay dividends to shareholders. At November 30, 2007, approximately 
$10.1 billion of net assets of subsidiaries were restricted as to the payment of dividends to us. 

Note 7 Condensed Consolidating Financial Statement Schedules 

LBI had approximately $0.8 billion of debt securities outstanding at November 30, 2007 that were issued in registered 
public offerings and were therefore subject to the reporting requirements of Sections 13(a) and 15(d) of the Securities 
Exchange Act of 1934 (“the Exchange Act”). Holdings has fully and unconditionally guaranteed these outstanding debt 
securities of LBI (and any debt securities of LBI that may be issued in the future under these registration statements), 
which, together with the information presented within this note, allows LBI to avail itself of an exemption provided by SEC 
rules from the requirement to file separate LBI reports under the Exchange Act. For further discussion on the regulatory 
requirements of our subsidiaries, see Note 15 to the 2007 Consolidated Financial Statements included in this Form 10-K for 
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a discussion of restrictions on the ability of Holdings to obtain funds from its subsidiaries by dividend or loan. 

In 2006, certain wholly-owned subsidiaries of LBI were sold to Holdings at their then carrying values as part of a 
corporate restructuring. In accordance with Statement SFAS 141, Business Combinations, the accompanying condensed 
consolidating financial statements report the results of operations of LBI excluding the results of these entities. As a 
result, LBI’s net income for the year ended November 30, 2006 does not include approximately $99 million earned by 
these entities through September 2006 when they were transferred. In addition, LBI’s opening retained earnings for the 
year ended November 30, 2006 was reduced by approximately $229 million, representing the carrying value of these 
transferred entities at November 30, 2005. In addition, this sale has been retrospectively applied in the condensed 
consolidating financial statements as of and for the year ended November 30, 2005. 
 
The following schedules set forth our condensed consolidating statements of income for the years ended November 30, 
2007, 2006 and 2005; our condensed consolidating balance sheets at November 30, 2007 and 2006, and our condensed 
consolidating statements of cash flows for the years ended November 30, 2007, 2006 and 2005. In the following schedules, 
“Holdings” refers to the unconsolidated balances of Holdings, “LBI” refers to the unconsolidated balances of Lehman 
Brothers Inc. and “Other Subsidiaries” refers to the combined balances of all other subsidiaries of Holdings. “Eliminations” 
represents the adjustments necessary to eliminate inter-company transactions and our investments in subsidiaries. 

Condensed Consolidating Statement of Income 

 Other  
In millions Holdings LBI Subsidiaries Eliminations Total 

Year Ended November 30, 2007 

Net revenues $(2,289) $2,016 $19,530 $      — $19,257 
Equity in net income of subsidiaries 6,090 1,726 — (7,816) — 
Total non-interest expenses 734 2,184 10,326 — 13,244 
Income before taxes 3,067 1,558 9,204 (7,816) 6,013 
Provision/(benefit) for income taxes (1,125) (243) 3,189 — 1,821 
Net income $ 4,192 $1,801 $  6,015 $(7,816) $  4,192 

Year Ended November 30, 2006 

Net revenues $ (291) $6,483 $11,391 $       — $17,583 
Equity in net income of subsidiaries 4,613 523 — (5,136) — 
Total non-interest expenses 867 4,252 6,559 — 11,678 
Income before taxes and cumulative effect        
   of  accounting change                   3,455 2,754 4,832 (5,136) 5,905 
Provision/(benefit) for income taxes (527) 875 1,597 — 1,945 
Income before cumulative effect of      
    accounting change 3,982 1,879 3,235 (5,136) 3,960 
Cumulative effect of accounting change 25 22 — — 47 
Net income $4,007 $1,901 $  3,235 $ (5,136) $  4,007 

Year Ended November 30, 2005 

Net revenues $  (177) $ 4,394 $10,413 $     — $14,630 
Equity in net income of subsidiaries 3,836 688 — (4,524) — 
Total non-interest expenses 1,038 3,138 5,625 — 9,801 
Income before taxes 2,621 1,944 4,788 (4,524) 4,829 
Provision/(benefit) for income taxes (639) 491 1,717 — 1,569 
Net income $ 3,260 $ 1,453 $  3,071 $(4,524) $  3,260 
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Condensed Consolidating Balance Sheet at November 30, 2007 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 

Assets  
Cash and cash equivalents $    2,218 $       356 $       6,205 $        (1,493) $    7,286 
Cash and securities segregated and on deposit    
    for regulatory and other purposes 12 7,986 4,745 — 12,743 

Financial instruments and other inventory    
    positions owned  34,221 85,617 262,753 (69,462) 313,129 
Collateralized agreements — 177,499 123,735 — 301,234 
Receivables and other assets 7,691 18,325 48,363 (17,708) 56,671 
Due from subsidiaries 144,176 81,078 658,244 (883,498) — 
Equity in net assets of subsidiaries 25,058 1,491 78,655 (105,204) — 
Total assets $213,376 $372,352 $1,182,700 $ (1,077,365) $691,063 
Liabilities and stockholders’ equity   
Short-term borrowings and current    
    portion of long-term borrowings $  16,574 $       936 $     13,020 $        (2,464) $ 28,066 
Financial instruments and other inventory    
    positions sold but not yet purchased  3,020 52,422 155,352 (61,177) 149,617 
Collateralized financing 9,451 118,912 134,733 (5,065) 258,031 
Accrued liabilities and other payables 3,641 24,801 70,262 (18,358) 80,346 
Due to subsidiaries 70,861 165,607 567,840 (804,308) — 
Deposit liabilities at banks — — 29,584 (221) 29,363 
Long-term borrowings 87,339 5,228 111,151 (80,568) 123,150 
Total liabilities 190,886 367,906 1,081,942 (972,161) 668,573 
Total stockholders’ equity 22,490 4,446 100,758 (105,204) 22,490 
Total liabilities and stockholders’ equity $213,376 $372,352 $1,182,700 $ (1,077,365) $691,063 
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Condensed Consolidating Balance Sheet at November 30, 2006 

 Other  
In millions Holdings LBI Subsidiaries Eliminations Total
Assets  

Cash and cash equivalents $    3,435 $       534 $    4,369  $    (2,351) $    5,987
Cash and securities segregated and on deposit  
    for regulatory and other purposes 51 3,256 2,784  — 6,091
Financial instruments and other inventory   
    positions owned  17,866 73,885 173,839  (38,994) 226,596
Collateralized agreements — 149,288 75,868  — 225,156
Receivables and other assets 4,945 12,998 27,911  (6,139) 39,715
Due from subsidiaries 95,640 66,074 434,208  (595,922) —
Equity in net assets of subsidiaries 19,333 1,267 43,532  (64,132) —
Total assets $141,270 $307,302 $762,511  $(707,538) $503,545
Liabilities and stockholders’ equity  

Short-term borrowings and current   
    portion of long-term borrowings $  10,721 $       538 $    9,412  $         (33) $  20,638
Financial instruments and other inventory   
    positions sold but not yet purchased  92 58,393 104,910  (37,435) 125,960
Collateralized financing 6,136 89,512 80,909  — 176,557
Accrued liabilities and other payables 2,286 18,893 44,599  (7,169) 58,609
Due to subsidiaries 45,389 130,145 376,137  (551,671) —
Deposit liabilities at banks — — 23,786  (2,374) 21,412
Long-term borrowings 57,455 5,821 62,626  (44,724) 81,178
Total liabilities 122,079 303,302 702,379  (643,406) 484,354
Total stockholders’ equity 19,191 4,000 60,132  (64,132) 19,191
Total liabilities and stockholders’ equity $141,270 $307,302 $762,511  $(707,538) $503,545
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Condensed Consolidating Statement of Cash Flows for the Year Ended November 30, 2007 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 

Cash Flows from Operating Activities 
 

Net income  $   4,192  $   1,801  $    6,015  $  (7,816)  $  4,192 
Adjustments to reconcile net income to net cash      

provided by/(used in) operating activities:      
Equity in income of subsidiaries  (6,090)  (1,726)                —  7,816        — 
Depreciation and amortization  197  36  344                  —  577 
Non-cash compensation  1,791          —                —                  —  1,791 
Deferred tax provision/(benefit)  177  (327)  568  —  418 
Other adjustments  12  26  (144)  (8)  (114) 
Net change in:      

Cash and securities segregated and on deposit      
 for regulatory and other purposes  39  (4,730)  (1,961)                  —  (6,652) 

Financial instruments and other inventory      
positions owned  (11,827)  (11,731)  (85,275)  29,930  (78,903) 

Financial instruments and other inventory      
 positions sold but not yet purchased  2,928  (5,971)  50,200  (23,742)  23,415 

Collateralized agreements and      
 collateralized financing, net  3,315  1,189  5,956  (5,065)  5,395 
Other assets and payables, net  (2,254)  919  4,798  823  4,286 
Due to/from affiliates, net  (23,064)  20,458  (32,333)  34,939        — 

Net cash provided by/(used in) operating activities  (30,584)  (56)  (51,832)  36,877  (45,595) 

Cash Flows from Investing Activities      
Dividends received/(paid)  3,024  148  (3,172)                  —        — 
Purchase of property, equipment and leasehold      

improvements, net  (504)  (47)  (415)                  —  (966) 
Business acquisitions, net of cash acquired          —          —  (965)                  —  (965) 
Proceeds from sale of business          —          —  233                  —  233 
Capital contributions from/to subsidiaries, net  (2,262)          —  2,262                  —        — 
Net cash provided by/(used in) investing activities  258  101  (2,057)                  —  (1,698) 

Cash Flows from Financing Activities      
Derivative contracts with a financing element          —          —  242                  —  242 
Tax benefit from the issuance of           
 stock-based awards  434          —                —                  —  434 
Issuance of short-term borrowings, net  2,345  97  3,370  (2,431)  3,381 
Deposit liabilities at banks          —          —  4,915  2,153  7,068 
Issuance of long-term borrowings  49,793          13  85,340  (48,844)  86,302 
Principal payments of long-term borrowings, including       
 the current portion of long-term borrowings  (20,883)  (333)  (38,142)  13,103  (46,255) 
Issuance of common stock  84          —                —                  —  84 
Issuance of treasury stock  359          —                —                  —  359 
Purchase of treasury stock  (2,605)          —                —                  —  (2,605) 
Dividends paid  (418)          —                —                  —  (418) 
Net cash provided by/(used in) financing activities  29,109  (223)  55,725  (36,019)  48,592 
Net change in cash and cash equivalents  (1,217)  (178)  1,836  858  1,299 
Cash and cash equivalents, beginning of period  3,435  534  4,369  (2,351)  5,987 
Cash and cash equivalents, end of period  $   2,218  $      356  $   6,205  $  (1,493)  $  7,286 
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Condensed Consolidating Statement of Cash Flows for the Year Ended November 30, 2006 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 

Cash Flows from Operating Activities 
 

Net income  $  4,007  $  1,901  $  3,235  $  (5,136)  $  4,007 
Adjustments to reconcile net income to net cash      

provided by/(used in) operating activities:      
Equity in income of subsidiaries  (4,613)  (523)  ―  5,136  ― 
Depreciation and amortization  164  51  299  ―  514 
Non-cash compensation  1,706  ―  ―  ―  1,706 
Deferred tax provision/(benefit)  250  (346)  36  ―  (60) 
Cumulative effect of accounting change  (25)  (22)  ―  ―  (47) 
Other adjustments  16  15  (28)  ―  3 
Net change in:      

Cash and securities segregated and on deposit      
 for regulatory and other purposes  (3)  (450)  106  ―  (347) 

Financial instruments and other inventory      
positions owned  6,013  (17,937)  (22,538)  (11,640)  (46,102) 

Financial instruments and other inventory      
 positions sold but not yet purchased  (146)  4,162  (952)  12,160  15,224 

Collateralized agreements and       
 collateralized financing, net  (7,022)  (4,116)  (5,222)  ―  (16,360) 
Other assets and payables, net  (1,677)  (2,538)  13,176  (3,875)  5,086 
Due to/from affiliates, net  (21,542)  20,832  (15,876)  16,586  ― 

Net cash provided by/(used in) operating activities  (22,872)  1,029  (27,764)  13,231  (36,376) 

Cash Flows from Investing Activities      
Dividends received/(paid)  2,974  (1,124)  (1,850)  ―  ― 
Purchase of property, equipment and leasehold      

improvements, net  (331)  (33)  (222)  ―  (586) 
Business acquisitions, net of cash acquired  ―  ―  (206)  ―  (206) 
Capital contributions from/to subsidiaries, net  (1,348)  (100)  1,448  ―  ― 
Net cash provided by/(used in) investing activities  1,295  (1,257)  (830)  ―  (792) 

Cash Flows from Financing Activities      
Derivative contracts with a financing element  ―  ―  159  ―  159 
Tax benefit from the issuance of  836  ―  ―  ―  836 
 stock-based awards      
Issuance of short-term borrowings, net  295  123  4,434  (33)  4,819 
Deposit liabilities at banks  ―  ―  5,198  1,147  6,345 
Issuance of long-term borrowings  30,231  516  39,809  (22,441)  48,115 
Principal payments of long-term borrowings, including      

the current portion of long-term borrowings  (8,020)  (324)  (19,071)  7,779  (19,636) 
Issuance of common stock  119  ―  ―  ―  119 
Issuance of treasury stock  518  ―  ―  ―  518 
Purchase of treasury stock  (2,678)  ―  ―  ―  (2,678) 
Dividends paid  (342)  ―  ―  ―  (342) 
Net cash provided by financing activities  20,959  315  30,529  (13,548)  38,255 
Net change in cash and cash equivalents  (618)  87  1,935  (317)  1,087 
Cash and cash equivalents, beginning of period  4,053  447  2,434  (2,034)  4,900 
Cash and cash equivalents, end of period  $  3,435  $     534  $  4,369  $  (2,351)  $  5,987 
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Condensed Consolidating Statement of Cash Flows for the Year Ended November 30, 2005 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 

Cash Flows from Operating Activities 
 

Net income  $   3,260  $  1,453  $     3,071  $(4,524)  $  3,260 
Adjustments to reconcile net income to net cash      

provided by/(used in) operating activities:      
Equity in income of subsidiaries  (3,836)  (688)  —  4,524  — 
Depreciation and amortization  115  48  263  —  426 
Deferred tax provision/(benefit)  39  (102)  (439)  —  (502) 
Tax benefit from the issuance of stock-based   1,005  —  —  —  1,005 
 awards      
Non-cash compensation  1,055  —  —  —  1,055 
Other adjustments  22  33  118  —  173 

 Net change in:      
 Cash and securities segregated and on       
 deposit for regulatory and other purposes   (48)  (1,215)  (396)  —  (1,659) 
 Financial instruments and other inventory      
 positions owned  (15,284)  (8,382)  (22,712)  9,726  (36,652) 
 Financial instruments and other inventory      
 positions sold but not yet purchased  64   20,564  2,384  (8,856)  14,156 
 Collateralized agreements and       
 collateralized financing, net  12,775  (21,038)  14,118  —  5,855 
 Other assets and payables, net  (1,039)  3,543  (4,332)  2,506  678 
 Due to/from affiliates, net  1,553  5,745  (10,573)  3,275  — 
Net cash provided by/(used in) operating activities  (319)  (39)  (18,498)  6,651  (12,205) 

Cash Flows from Investing Activities      
Dividends received/(paid)  2,394  (259)  (2,135)  —  — 
Purchase of property, equipment and leasehold      

improvements, net  (243)  (31)  (135)  —  (409) 
Business acquisitions, net of cash acquired  —  (5)  (33)  —  (38) 
Capital contributions from/to subsidiaries, net  (1,272)  —  1,272  —  — 
Net cash provided by/(used in) investing activities  879  (295)  (1,031)  —  (447) 

Cash Flows from Financing Activities       
Derivative contracts with a financing element  —  —  140  —  140 
Issuance of short-term borrowings, net  231  (174)  27  —  84 
Deposit liabilities at banks  —  —  8,238  (3,521)  4,717 
Issuance of long-term borrowings  11,862  500  17,332  (5,989)  23,705 
Principal payments of long-term borrowings, including      

the current portion of long-term borrowings  (8,239)  (102)  (6,717)  825  (14,233) 
Issuance of common stock  230  —  —  —  230 
Issuance of treasury stock  1,015  —  —  —  1,015 
Purchase of treasury stock  (2,994)  —  —  —  (2,994) 
Retirement of preferred stock  (250)  —  —  —  (250) 
Dividends paid  (302)  —  —  —  (302) 
Net cash provided by financing activities  1,553  224  19,020  (8,685)  12,112 
Net change in cash and cash equivalents  2,113  (110)  (509)  (2,034)  (540) 
Cash and cash equivalents, beginning of period  1,940  557  2,943  —  5,440 
Cash and cash equivalents, end of period  $   4,053  $     447  $     2,434  $(2,034)  $  4,900 
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EXHIBIT NO. EXHIBIT 
 10.11 1999 Neuberger Berman Inc. Long-Term Incentive Plan, restated as of November 8, 2007  
 10.14 Lehman Brothers Holdings Inc. 1994 Management Ownership Plan, as amended through November 

8, 2007  
 10.15 Lehman Brothers Holdings Inc. 1996 Management Ownership Plan, as amended through November 

8, 2007  
 10.16  Form of Agreement evidencing a grant of Restricted Stock Units to Executive Officers under the 

Lehman Brothers Holdings Inc. 1996 Management Ownership Plan  
 10.17  Form of Agreement evidencing a grant of Nonqualified Stock Options to Executive Officers under 

the Lehman Brothers Holdings Inc. 1996 Management Ownership Plan  
 10.19 Amended and Restated Lehman Brothers Holdings Inc. Employee Incentive Plan, as amended 

through November 8, 2007 
 10.20  Form of Agreement evidencing a grant of Restricted Stock Units to Directors pursuant to the 

Lehman Brothers Holdings Inc. Employee Incentive Plan  
 10.21  Form of Agreement evidencing a grant of Nonqualified Stock Options to Directors pursuant to the 

Lehman Brothers Holdings Inc. Employee Incentive Plan  
 10.28  Form of Agreement evidencing a grant of Restricted Stock Units to Directors under the Lehman 

Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended  
 10.29  Form of Agreement evidencing a grant of Nonqualified Stock Options to Directors under the 

Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended  
 10.30 Base Salaries of Named Executive Officers of the Registrant 
 12.01* Computation in support of ratios of earnings to fixed charges and to combined fixed charges and 

preferred stock dividends 
 21.01* List of the Registrant’s Subsidiaries 
 23.01 Consent of Ernst & Young LLP 
 24.01 Powers of Attorney 
 31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 32.01* Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  Section 

906 of the Sarbanes-Oxley Act of 2002 
 32.02* Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  Section 

906 of the Sarbanes-Oxley Act of 2002 
  
*Included in this booklet. 
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       EXHIBIT 12.01 
 

 
Computation of Ratios of Earnings to Fixed Charges and 

to Combined Fixed Charges and Preferred Stock Dividends 
(Unaudited) 

 
 
 Year Ended November 30, 
Dollars in millions 2007 2006 2005 2004 2003 
Pre-tax earnings from continuing operations $  6,013 $  5,905 $  4,829 $  3,518 $  2,536
Add: Fixed charges (excluding capitalized interest) 39,799 29,323 18,040 9,773 8,724
Pre-tax earnings before fixed charges $45,812 $35,228 $22,869 $13,291 $11,260
Fixed charges:   
 Interest $39,746 $29,126 $17,790 $  9,674 $  8,640
 Other (1) 132 108 125 114 119
Total fixed charges 39,878 29,234 17,915 9,788 8,759
Preferred stock dividend requirements 97 98 101 129 143
Total combined fixed charges and preferred stock    
 dividends $39,975 $29,332 $18,016 $  9,917 $  8,902
Ratio of earnings to fixed charges 1.15 1.21 1.28 1.36 1.29
Ratio of earnings to combined fixed charges and   
 preferred stock dividends 1.15 1.20 1.27 1.34 1.26
(1) Other fixed charges consist of the interest factor in rentals and capitalized interest. 
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EXHIBIT 21.01 

LIST OF THE REGISTRANT’S SUBSIDIARIES 

as of November 30, 2007 

Pursuant to Item 601(b)(21)(ii) of Regulation S-K, subsidiaries of the Registrant have been omitted which, considered in the aggregate as a 
single subsidiary, would not have constituted a significant subsidiary (as defined in Rule 1-02(w) of Regulation S-X) as of November 30, 
2007.  Indentations indicate parent-subsidiary relationships. 

Tier Name Jurisdiction of Organization 

0 Lehman Brothers Holdings Inc. .................................................................................. Delaware 

1  Appalachian Asset Management Corp. .................................................................. Delaware 

2   Lehman Risk Services (Bermuda) Ltd. ............................................................. Bermuda 

1  ARS Holdings I LLC ................................................................................................ Delaware 

1  Banque Lehman Brothers S.A. ............................................................................... France 

1  LB 745 LLC ............................................................................................................... Delaware 

1  LB 745 Leaseco I LLC ............................................................................................. Delaware 

1  LBAC Holdings I Inc. .............................................................................................. Delaware 

2   Lehman Brothers Asia Capital Company ......................................................... Hong Kong 

1  LBCCA Holdings I LLC .......................................................................................... Delaware 

2   Falcon Holdings I LLC ..................................................................................... Delaware 

3    Falcon Holdings II Inc.................................................................................. Delaware 

4     CIMT Limited .......................................................................................... Cayman Islands 

5      TMIC Limited .................................................................................... Cayman Islands 

6       MICT Limited ............................................................................... Cayman Islands 

7        Falcon Investor I-X Inc. ......................................................... Cayman Islands 

8         Global Thai Property Fund .............................................. Thailand 

2   Lehman Brothers Asia Capital Company ........................................................ Hong Kong 

2   Lehman Brothers Commercial Corporation Asia Limited ........................... Hong Kong 

2   Revival Holdings Limited .................................................................................. Cayman Islands 

3    Global Korea Investments Ltd. .................................................................. Cayman Islands 

4     SOGKI Development Inc. ..................................................................... Cayman Islands 

5      GKI Korea Development Limited .................................................. Malaysia 

6       Maewha K-STARS Ltd. ............................................................... Republic of Korea 

3    Sunrise Finance Co., Ltd. ............................................................................. Japan 
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1  LBCCA Holdings II LLC ........................................................................................ Delaware 

2   Falcon Holdings I LLC ...................................................................................... Delaware 

3    Falcon Holdings II Inc. ................................................................................ Delaware 

4     CIMT Limited .......................................................................................... Cayman Islands 

5      TMIC Limited ..................................................................................... Cayman Islands 

6       MICT Limited ............................................................................... Cayman Islands 

7        Falcon Investor I-X Inc. ......................................................... Cayman Islands 

8         Global Thai Property Fund .............................................. Thailand 

2   Lehman Brothers Commercial Corporation Asia Limited ............................ Hong Kong 

2   Revival Holdings Limited .................................................................................. Cayman Islands 

3    Global Korea Investments Ltd. ................................................................... Cayman Islands 

4     SOGKI Development Inc. ..................................................................... Cayman Islands 

5      GKI Korea Development Limited ................................................... Malaysia 

6       Maewha K-STARS Ltd. ............................................................... Republic of Korea 

3    Sunrise Finance Co., Ltd. ............................................................................. Japan 

1  LB Delta Funding ..................................................................................................... Cayman Islands 

2   LB Delta (Cayman) No 1 Ltd. ........................................................................... Cayman Islands 

1  LBHK Funding (Cayman) No. 4 Ltd. .................................................................... Cayman Islands 

2   LBHK Funding (Cayman) No. 1 Ltd. .............................................................. Cayman Islands 

1  LB Russia Holdings LLC.......................................................................................... Delaware 

2   LB Russia Holdings Inc. ..................................................................................... Delaware 

3    OOO Lehman Brothers ................................................................................ Russia 

1  Lehman ALI Inc. ...................................................................................................... Delaware 

2   314 Commonwealth Ave. Inc. ........................................................................... Delaware 

3    Alnwick Investments (UK) Ltd. ................................................................... United Kingdom 

3    Bamburgh Investments (UK) Ltd. ............................................................... United Kingdom 

4     Gainsborough Investments BV .............................................................. The Netherlands 

5      Kenilworth Investments 1 Ltd. ......................................................... Cayman Islands 

3    Kenilworth Investments 2 Ltd. .................................................................... Cayman Islands 

3    Brasstown LLC ............................................................................................... Delaware 

4     Brasstown Mansfield I SCA .................................................................... Luxembourg 
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2   Lehman Capital Investments 2 Ltd. .................................................................. Cayman Islands 

2   Property Asset Management Inc. ...................................................................... Delaware 

3    L.B.C. YK ........................................................................................................ Japan  

3    LB Capital Investments 2 Ltd. ..................................................................... Cayman Islands 

3    LBS Holdings SARL ...................................................................................... Luxembourg 

3    Lehman Brothers Global Investments LLC ............................................... Delaware 

4     New Century Finance Co., LTD. ........................................................... Japan 

5      Lehman Brothers Commercial Mortgage K.K. ............................... Japan 

3    Lehman Brothers Hy Opportunities Korea Inc. ....................................... Republic of Korea 

3    Lehman Brothers P.A. LLC .......................................................................... Delaware 

1  Lehman Brothers AIM Holding LLC .................................................................... Delaware 

2   Lehman Brothers Alternative Investment Management LLC ....................... Delaware 

1  Lehman Brothers Asset Management Inc. ............................................................ Delaware 

1  Lehman Brothers Asset Management, LLC .......................................................... Delaware 

1  Lehman Brothers Asia Pacific (Singapore) PTE. Ltd. ......................................... Singapore 

2   Lehman Brothers Asia Holdings Limited ........................................................ Hong Kong 

3    Lehman Brothers Equity Finance (Cayman) Limited ............................... Cayman Islands 

3    Lehman Brothers Securities N.V. ................................................................ The Netherlands 

2   Lehman Brothers Pacific Holdings Pte. Ltd. ................................................... Singapore 

3    Lehman Brothers Asia Limited .................................................................... Hong Kong 

3    Lehman Brothers Futures Asia Limited ...................................................... Hong Kong 

3    Lehman Brothers Securities Asia Limited .................................................. Hong Kong 

3    Lehman Brothers Investments PTE Ltd. ................................................... Singapore 

4     Lehman Brothers Holdings Japan Inc. .................................................. Japan 

5      Lehman Brothers Japan Inc. .............................................................. Japan 

4     Lehman Brothers Capital Private Limited ............................................. India 

4     Lehman Brothers Securities Private Limited ........................................ India 

3    Lehman Brothers Singapore PTE Ltd. ....................................................... Singapore 

3    SAIL Investor Pte Ltd. .................................................................................. Singapore 
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1  Lehman Brothers Australia Holdings PTY Limited. ........................................... Australia 

2   Lehman Brothers Australia Granica PTY Limited ......................................... Australia 

3    Lehman Brothers Australia Limited ............................................................ Australia 

4     LB Asset Management Ltd. ..................................................................... Australia 

1  Lehman Brothers Bancorp Inc. .............................................................................. Delaware 

2   Lehman Brothers Commercial Bank ................................................................ Utah 

2   Lehman Brothers Bank, FSB ............................................................................. United States of America 

3    Aurora Loan Services LLC ........................................................................... Delaware 

2   Lehman Brothers Trust Company, National Association ............................. United States of America 

2   Lehman Brothers Trust Company of Delaware .............................................. Delaware 

2   Lehman Brothers Bancorp UK Holdings Limited .......................................... United Kingdom 

3    MABLE Commercial Funding Limited ...................................................... United Kingdom 

4     ELQ Holdings B.V. ................................................................................. The Netherlands 

5      ELQ Hypothekan N.V. ...................................................................... The Netherlands 

4     Resetfan Limited ....................................................................................... United Kingdom 

5      Capstone Mortgage Services Ltd. ..................................................... United Kingdom 

5      Southern Pacific Mortgage Limited .................................................. United Kingdom 

5      Preferred Holdings Limited ............................................................... United Kingdom 

6       Preferred Group Limited .............................................................. United Kingdom 

7        Preferred Mortgages Limited .................................................. United Kingdom 

4     Storm Funding Ltd. .................................................................................. United Kingdom 

1  Lehman (Cayman Islands) Ltd. ............................................................................... Cayman Islands 

1  Lehman Brothers Co-Investment Associates LLC .............................................. Delaware 

1  Lehman Brothers Inc. .............................................................................................. Delaware 

2   Lehman Brothers Derivative Products Inc. ..................................................... Delaware 

2   Lehman Brothers Financial Products Inc. ....................................................... Delaware 

2   Lehman Brothers Investment Holding Company Inc. .................................. Delaware 

3    LB India Holdings Mauritius I Limited ...................................................... Mauritius 

3    LB India Holdings Mauritius II Limited ..................................................... Mauritius 

2   Lehman Brothers Securities Taiwan Limited .................................................. Taiwan 
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2   Lehman Brothers Special Financing Inc. ......................................................... Delaware 

3    LB3 GmbH ..................................................................................................... Germany 

3    Lehman Brothers Commodity Services Inc. .............................................. Delaware 

4     Eagle Energy Management, LLC ........................................................... Delaware 

5      Eagle Energy Partners I, L.P. ............................................................ Texas 

2   Lehman Commercial Paper Inc. ........................................................................ New York 

3    Bromley LLC .................................................................................................. Delaware 

3    East Dover Limited. ...................................................................................... Ireland 

3    Ivanhoe Lane Pty Limited ............................................................................ Australia 

4     Serafino Investments Pty Limited .......................................................... Australia 

3    LCPI Properties Inc. ...................................................................................... New Jersey 

4     LW LP Inc. ................................................................................................ Delaware 

3    M&L Debt Investments Holdings Pty Limited ......................................... Australia 

4     M&L Debt Investments Pty Limited ..................................................... Australia 

3    Merit, LLC ...................................................................................................... Delaware 

3    Pindar Pty Ltd. ............................................................................................... Australia 

4     Long Point Funding Pty Ltd. .................................................................. Australia 

2   LB I Group Inc. .................................................................................................. Delaware 

3    GRA Finance Corporation Ltd. ................................................................... Mauritius 

3    LB-NL Holdings I Inc. .................................................................................. Delaware 

4     LB-NL Holdings L.P. .............................................................................. Delaware 

5      LB-NL U.S. Investor Inc. .................................................................. Delaware 

6       NL Funding, L.P ............................................................................ Delaware 

1  Lehman Brothers (Luxembourg) S.A. ................................................................... Luxembourg 

1  Lehman Brothers OTC Derivatives Inc. ............................................................... Delaware 

1  Lehman Brothers Private Equity Advisers L.L.C. ................................................ Delaware 

1  Lehman Brothers Private Funds Investment Company GP, LLC .................... Delaware 

2   Lehman Brothers Private Fund Advisers LP .................................................. Delaware 

2   Lehman Brothers Private Fund Management LP ........................................... Delaware 
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1  Lehman Brothers U.K. Holdings (Delaware) Inc. ............................................... Delaware 

2   Ballybunion Investments No. 2 Ltd. ................................................................ Cayman Islands 

3    Ballybunion Investments No. 3 Ltd. ........................................................... Cayman Islands 

4     Dynamo Investments Ltd. ...................................................................... Cayman Islands 

5      Ballybunion Partnership ..................................................................... Hong Kong 

2   LB India Holdings Cayman I Limited .............................................................. Cayman Islands 

3    Lehman Brothers Services India Private Limited ...................................... India 

4     Lehman Brothers Fixed Income Securities Private Limited ............... India 

2   LB India Holdings Cayman II Limited ............................................................ Cayman Islands 

2   LB Lease & Finance No 1. Ltd. ........................................................................ United Kingdom 

2   Lehman Brothers Capital GmbH, Co. ............................................................. Germany 

2   LB UK RE Holdings Ltd. .................................................................................. United Kingdom 

3    Falcon LB Sarl ................................................................................................ Luxembourg 

4     LB SPV SCA ............................................................................................. Luxembourg 

3    LB UK Financing Limited ............................................................................ United Kingdom 

4     LB SF No. 1 Ltd. ...................................................................................... United Kingdom 

5      Lehman Commercial Mortgage Conduit Ltd. ................................. United Kingdom 

2   Lehman Brothers Holdings Scottish LP .......................................................... United Kingdom 

3    Lehman Brothers Spain Holdings Limited ................................................. United Kingdom 

3    Lehman Brothers Luxembourg Investments Sarl ..................................... Luxembourg 

4     Woori-LB Fifth Asset Securitization Specialty Co., Ltd. .................... Republic of Korea 

4     Woori-LB Fourth Asset Securitization Specialty Co., Ltd. ................. Republic of Korea 

4     Lehman Brothers Asset Management France ...................................... France 

4     Lehman Brothers UK Investments Limited ......................................... United Kingdom 

5      LB Investments (UK) Limited .......................................................... United Kingdom 

6       LB Alpha Finance Cayman Limited ............................................ Cayman Islands 

6       LB Beta Finance Cayman Limited ............................................... Cayman Islands 

4     Lehman Brothers U.K. Holdings Ltd. ................................................... United Kingdom 

5      Lehman Brothers Holdings Plc ......................................................... United Kingdom 

6       Furno & Del Castano Capital Partners LLP ............................. United Kingdom 
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LB Holdings Intermediate 1 Ltd. ............................................... .6       United Kingdom 

7        LB Holdings Intermediate 2 Ltd. .......................................... United Kingdom 

8         Lehman Brothers International (Europe) ....................... United Kingdom 

6       Lehman Brothers Asset Management (Europe) Ltd. ............... United Kingdom 

6       MBAM Investor Limited ............................................................. United Kingdom 

6       Lehman Brothers Europe Limited ............................................. United Kingdom 

6       Lehman Brothers Limited ............................................................ United Kingdom 

5      Lehman Brothers (PTG) Limited ................................................... United Kingdom 

6       Eldon Street Holdings Limited .................................................... United Kingdom 

7        Thayer Properties Limited ..................................................... United Kingdom 

8         Thayer Group Limited ....................................................... United Kingdom 

9          Thayer Properties (Jersey) Ltd. ................................. . United Kingdom 

2   Lehman Brothers Holdings Scottish LP 2 ....................................................... United Kingdom 

3    Lehman Brothers Holdings Scottish LP 3 .................................................. United Kingdom 

2   Lehman Brothers Treasury Co. B.V. ................................................................ The Netherlands 

1  Lehman Brothers Bankhaus Aktiengesellschaft ................................................... Germany 

1  Lehman Re Ltd. ........................................................................................................ Bermuda 

1  Lehman Risk Advisors Inc. ..................................................................................... Delaware 

1  LIBRO Holdings I Inc. ............................................................................................ Delaware 

2   Lehman Brothers do Brasil Ltda ....................................................................... Brazil 

1  Neuberger Berman Inc. ........................................................................................... Delaware  

2   Neuberger Berman Asset Management, LLC ................................................. Delaware 

2   Neuberger Berman Investment Services, LLC ................................................ Delaware 

2   Neuberger Berman Management Inc. .............................................................. New York 

2   Sage Partners, LLC .............................................................................................. New York 

2   Executive Monetary Management, Inc. ............................................................ New York 

2   Neuberger Berman, LLC .................................................................................... Delaware 

3    Neuberger Berman Pty Ltd. ......................................................................... Australia  

3    Neuberger & Berman Agency, Inc. ............................................................. New York 

1  Principal Transactions Inc. ...................................................................................... Delaware 

2   Louise Y.K. .......................................................................................................... Japan 
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2   Y.K. Tower Funding ........................................................................................... Japan 

1  Real Estate Private Equity Inc. ............................................................................... Delaware  

2   REPE LBREP III LLC ...................................................................................... Delaware 

1  Southern Pacific Funding 5 ..................................................................................... United Kingdom 

1  Wharf Reinsurance Inc. ........................................................................................... New York 
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EXHIBIT 31.01 

CERTIFICATION 

I, Richard S. Fuld, Jr., certify that: 

1.  I have reviewed this annual report on Form 10-K of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, 
and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting 
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report 
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period 
covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control 
over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize 
and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role 
in the registrant’s internal control over financial reporting. 

Date: January 29, 2008 
 

     /s/ Richard S. Fuld, Jr.   
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
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EXHIBIT 31.02 
CERTIFICATION 

I, Erin M. Callan, certify that: 

1.  I have reviewed this annual report on Form 10-K of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, 
and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting 
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report 
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period 
covered by this report based on such evaluation; and 

(d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control 
over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize 
and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role 
in the registrant’s internal control over financial reporting. 

Date: January 29, 2008 

 

      /s/ Erin M. Callan  
Erin M. Callan 

              Chief Financial Officer, Controller and 
Executive Vice President 
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EXHIBIT 32.01 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Richard S. Fuld, Jr., certify that: 

 
1. The Annual Report on Form 10-K for the year ended November 30, 2007 (the “Report”) of Lehman Brothers 

Holdings Inc. (the “Company”) as filed with the Securities and Exchange Commission as of the date hereof, 
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial condition and 

results of operations of the Company. 
 
Date: January 29, 2008 

    /s/ Richard S. Fuld, Jr.  
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
 
 

 
 
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting 
the signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to 
Lehman Brothers Holdings Inc. and will be retained by Lehman Brothers Holdings Inc. and furnished to the Securities and Exchange 
Commission or its staff upon request. 
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EXHIBIT 32.02 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Erin M. Callan, certify that: 

 
1. The Annual Report on Form 10-K for the year ended November 30, 2007 (the “Report”) of Lehman Brothers 

Holdings Inc. (the “Company”) as filed with the Securities and Exchange Commission as of the date hereof, 
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial condition and 

results of operations of the Company. 
 

Date: January 29, 2008 

      /s/ Erin M. Callan  
Erin M. Callan 

              Chief Financial Officer, Controller and 
Executive Vice President 

 
 
 
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or 
otherwise adopting the signature that appears in typed form within the electronic version of this written statement 
required by Section 906, has been provided to Lehman Brothers Holdings Inc. and will be retained by Lehman Brothers 
Holdings Inc. and furnished to the Securities and Exchange Commission or its staff upon request
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ANNEX B 
 

The Annual Report on Form 10-K pursuant to Section 13 or 15(d) of the Exchange Act for the fiscal year 
ended 30 November, 2006 of LBHI filed with the SEC including the audited consolidated financial 
statements (including the auditors’ report thereon and notes thereto) of LBHI in respect of the years ended 
30 November, 2006 and 30 November, 2005. 

The Annual Report on Form 10-K is reproduced on the following pages and for the purpose of this 
Registration Document separately paginated (156 pages in total, from page B-2 through page B-157). 

● Financial information for LBHI is contained on pages B-133 through B-146 therein. 

● The page numbers contained in the "Index to Consolidated Financial Statements and Schedule" 
on page B-133 refer to page numbers of the original pages of the Annual Report on Form 10-K 
and not to this Registration Document.  

● Blank pages in the Annual Report on Form 10-K are intentionally left blank. 

● The table below sets out the relevant page references for the consolidated financial statements 
contained in the Annual Report on Form 10-K: 

 Page 

Financial Statements  

Management’s Assessment of Internal Control over Financial Reporting B-75 

Report of Independent Registered Public Accounting Firm on Internal Control over 
Financial Reporting 

B-76 

Report of Independent Registered Public Accounting Firm B-78 

Consolidated Financial Statements  

Consolidated Statement of Income - Years Ended November 30, 2006, 2005 
and 2004 

B-79 

Consolidated Statement of Financial Condition - November 30, 2006 and 2005 B-80 

Consolidated Statement of Changes in Stockholders’ Equity - Years Ended 
November 30, 2006, 2005 and 2004 

B-82 

Consolidated Statement of Cash Flows - Years Ended November 30, 2006, 
2005 and 2004 

B-84 

Notes to Consolidated Financial Statements B-85 
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UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION  
Washington, D.C. 20549 

 

(Mark One) Form 10-K 

⌧  Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the fiscal year ended November 30, 2006
OR 

  Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the transition period from                 to         
 

Commission File Number 1-9466 
 

Lehman Brothers Holdings Inc. 
(Exact Name of Registrant as Specified in its Charter) 

Delaware 
(State or other jurisdiction of 
incorporation or organization) 

13-3216325 
(I.R.S. Employer Identification No.) 

745 Seventh Avenue 
New York, New York 

 
10019 

(Address of principal executive offices) (Zip Code) 
Registrant’s telephone number, including area code: (212) 526-7000 

Securities registered pursuant to Section 12(b) of the Act: 

Title of each class 
 
 

Name of each exchange 
on which registered  

Common Stock, $.10 par value New York Stock Exchange 
Depositary Shares representing 5.94% Cumulative Preferred Stock, Series C New York Stock Exchange 
Depositary Shares representing 5.67% Cumulative Preferred Stock, Series D New York Stock Exchange 
Depositary Shares representing 6.50% Cumulative Preferred Stock, Series F New York Stock Exchange 
Depositary Shares representing Floating Rate Cumulative Preferred Stock, Series G New York Stock Exchange 
6.375% Trust Preferred Securities, Series K, of Subsidiary Trust (and Registrant’s guarantee thereof) New York Stock Exchange 
6.375% Trust Preferred Securities, Series L, of Subsidiary Trust (and Registrant’s guarantee thereof) New York Stock Exchange 
6.00% Trust Preferred Securities, Series M, of Subsidiary Trust (and Registrant’s guarantee thereof) New York Stock Exchange 
6.24% Trust Preferred Securities, Series N, of Subsidiary Trust (and Registrant’s guarantee thereof) New York Stock Exchange 
6¼% Exchangeable Notes Due October 15, 2007 (subject to exchange into shares of common stock of General Mills, Inc.) New York Stock Exchange 
2.00% Medium Term Notes, Series H, Due March 3, 2009 Performance Linked to the Common Stock of Morgan Stanley (MS) American Stock Exchange 
Absolute Buffer Notes Due July 29, 2008, Linked to the Dow Jones EURO STOXX50SM Index (SX5E) American Stock Exchange 
Absolute Buffer Notes Due July 7, 2008, Linked to the Dow Jones EURO STOXX 50SM Index (SX5E) American Stock Exchange 
Currency Basket Warrants Expiring February 13, 2008 American Stock Exchange 
Dow Jones Industrial Average 112.5% Minimum Redemption PrincipalPlus Stock Upside Note Securities® Due August 5, 2007 American Stock Exchange 
Dow Jones Global Titans 50 Index SM Stock Upside Note Securities® Due February 9, 2010 American Stock Exchange 
Dow Jones Industrial Average Stock Upside Note Securities® Due April 29, 2010 American Stock Exchange 
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Index-Plus Notes Due March 3, 2010, Linked to the S&P 500® Index (SPX) American Stock Exchange 
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Nikkei 225SM Index Call Warrants Expiring May 8, 2007 American Stock Exchange 
Nikkei 225SM Index Stock Upside Note Securities® Due June 10, 2010 American Stock Exchange 
S&P 500® Index Callable Stock Upside Note Securities® Due November 6, 2009 American Stock Exchange 
S&P 500® Index Stock Upside Note Securities® Due August 5, 2008 American Stock Exchange 
S&P 500® Index Stock Upside Note Securities® Due September 27, 2007 American Stock Exchange 
  

Securities registered pursuant to Section 12(g) of the Act: None 

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes ⌧  No  

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes   No ⌧ 

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities Exchange Act of 1934 during the preceding 
12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ⌧  No  

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (Section 229.405 of this chapter) is not contained herein, and will not be 
contained, to the best of Registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this 
Form 10-K. ⌧ 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of ‘accelerated filer and large accelerated 
filer’ in Rule 12b-2 of the Exchange Act. (Check one): Large accelerated filer  ⌧  Accelerated filer    Non-accelerated filer   

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes   No ⌧ 

The aggregate market value of the voting and nonvoting common equity held by non-affiliates of the Registrant at May 31, 2006 (the last business day of the Registrant's most 
recently completed second fiscal quarter) was approximately $34,891,000,000.  As of that date, 523,812,764 shares of the Registrant’s common stock, $0.10 par value per share, 
were held by non-affiliates.  For purposes of this information, the outstanding shares of common stock that were and that may be deemed to have been beneficially owned by 
directors and executive officers of the Registrant were deemed to be shares of common stock held by affiliates at that date.    

As of January 31, 2007, 526,088,102 shares of the Registrant’s common stock, $.10 par value per share, were issued and outstanding. 

DOCUMENTS INCORPORATED BY REFERENCE: 

Portions of Lehman Brothers Holdings Inc.’s Definitive Proxy Statement for its 2007 Annual Meeting of Stockholders (the “Proxy Statement”) are incorporated in Part III. 
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AVAILABLE INFORMATION 
 
Lehman Brothers Holdings Inc. (“Holdings”) files annual, quarterly and current reports, proxy statements and other 
information with the United States Securities and Exchange Commission (“SEC”).  You may read and copy any 
document Holdings files with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 
20549, U.S.A.  You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-
800-SEC-0330 (or 1-202-551-8090). The SEC maintains an internet site that contains annual, quarterly and current 
reports, proxy and information statements and other information regarding issuers that file electronically with the 
SEC.  Holdings’ electronic SEC filings are available to the public at http://www.sec.gov. 

Holdings’ public internet site is http://www.lehman.com.  Holdings makes available free of charge through its 
internet site, via a link to the SEC’s internet site at http://www.sec.gov, its annual reports on Form 10-K, quarterly 
reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to 
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as soon as 
reasonably practicable after it electronically files such material with, or furnishes it to, the SEC.  Holdings also 
makes available through its internet site, via a link to the SEC’s internet site, statements of beneficial ownership of 
Holdings’ equity securities filed by its directors, officers, 10% or greater shareholders and others under Section 16 
of the Exchange Act. 

In addition, Holdings currently makes available on http://www.lehman.com its most recent annual report on Form 
10-K, its quarterly reports on Form 10-Q for the current fiscal year, its most recent proxy statement and its most 
recent annual report to stockholders, although in some cases these documents are not available on that site as soon 
as they are available on the SEC’s site. 

Holdings also makes available on http://www.lehman.com (i) its Corporate Governance Guidelines, (ii) its Code of 
Ethics (including any waivers therefrom granted to executive officers or directors) and (iii) the charters of the Audit, 
Compensation and Benefits, and Nominating and Corporate Governance Committees of its Board of Directors. 
These documents are also available in print without charge to any person who requests them by writing or 
telephoning: 

Lehman Brothers Holdings Inc. 
Office of the Corporate Secretary 

1301 Avenue of the Americas 
5th Floor 

New York, New York 10019, U.S.A. 
1-212-526-0858 

In order to view and print the documents referred to above (which are in the .PDF format) on Holdings’ internet 
site, you will need to have installed on your computer the Adobe® Acrobat® Reader® software.  If you do not have 
Adobe Acrobat, a link to Adobe Systems Incorporated’s internet site, from which you can download the software, is 
provided. 
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“ECAPS”, “LehmanLive”, “Risk AdjustiNG Equity Range Securities” and “Stock Upside Note Securities” are registered trademarks, trademarks or 
service marks of Lehman Brothers Holdings Inc. in the United States and/or other countries. 
 

 

PART I 

ITEM 1. BUSINESS 

As used herein, “Holdings” or the “Registrant” means Lehman Brothers Holdings Inc., a Delaware corporation, 
incorporated on December 29, 1983. Holdings and its subsidiaries are collectively referred to as the “Company,” 
“Lehman Brothers,” the “Firm,” “we,” “us” or “our.” Our executive offices are located at 745 Seventh Avenue, New 
York, New York 10019, U.S.A., and our telephone number is 1-212-526-7000. 

FORWARD-LOOKING STATEMENTS 

Some of the statements contained or incorporated by reference in this Report, including those relating to the Company’s 
strategy and other statements that are predictive in nature, that depend upon or refer to future events or conditions or 
that include words such as “expects,” “anticipates,” “intends,” “plans,” “believes,” “estimates” and similar expressions, 
are forward-looking statements within the meaning of Section 21E of the Exchange Act. These statements are not 
historical facts but instead represent only management’s expectations, estimates and projections regarding future events. 
Similarly, these statements are not guarantees of future performance and involve certain risks and uncertainties that are 
difficult to predict, which may include, but are not limited to, the risk factors discussed in Item 1A below and the 
factors listed in “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Certain 
Factors Affecting Results of Operations” in Part II, Item 7, of this Report. 

As a global investment bank, our results of operations have varied significantly in response to global economic and 
market trends and geopolitical events. The nature of our business makes predicting the future trends of revenues 
difficult. Caution should be used when extrapolating historical results to future periods. Our actual results and financial 
condition may differ, perhaps materially, from the anticipated results and financial condition in any forward-looking 
statements and, accordingly, readers are cautioned not to place undue reliance on such statements, which speak only as 
of the date on which they are made. We undertake no obligation to update any forward-looking statements, whether as 
a result of new information, future events or otherwise. 

LEHMAN BROTHERS 

Lehman Brothers, an innovator in global finance, serves the financial needs of corporations, governments and 
municipalities, institutional clients and high-net-worth individuals worldwide. We provide a full array of equity and 
fixed income sales, trading and research, investment banking services and investment management and advisory 
services. Our worldwide headquarters in New York and regional headquarters in London and Tokyo are complemented 
by offices in additional locations in North America, Europe, the Middle East, Latin America and the Asia Pacific 
region. The Firm, through predecessor entities, was founded in 1850. 

Through our subsidiaries, we are a global market-maker in all major equity and fixed income products. To facilitate our 
market-making activities, we are a member of all principal securities and commodities exchanges in the United States, 
as well as NASD, Inc., and we hold memberships or associate memberships on several principal international securities 
and commodities exchanges, including the London, Tokyo, Hong Kong, Frankfurt, Paris, Milan and Australian stock 
exchanges. 

Our principal business activities are capital markets, investment banking and investment management. Through our 
investment banking, trading, research, structuring and distribution capabilities in equity and fixed income products, we 
continue to build on our client-flow business model, which is based on our principal focus of facilitating client 
transactions in all major global capital markets products and services. We generate client-flow revenues from 
institutional, corporate, government and high-net-worth clients by (i) advising on and structuring transactions 
specifically suited to meet client needs; (ii) serving as a market maker and/or intermediary in the global marketplace, 
including having securities and other financial instrument products available to allow clients to adjust their portfolios 
and risks across different market cycles; (iii) originating loans for distribution to clients in the securitization or 
principals market; (iv) providing investment management and advisory services; and (v) acting as an underwriter to 
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clients. As part of our client-flow activities, we maintain inventory positions of varying amounts across a broad 
range of financial instruments. In addition, we also take proprietary trading and principal investment positions.  The 
financial services industry is significantly influenced by worldwide economic conditions as well as other factors 
inherent in the global financial markets. As a result, revenues and earnings may vary from quarter to quarter and 
from year to year. We believe our client-flow orientation and the diversity of our business helps to mitigate overall 
revenue volatility. See Part I, Item 1A, “Risk Factors,” in this Report for a discussion of certain material risks to our 
business, financial condition and results of operations. 

We operate in three business segments (each of which is described below): Capital Markets, Investment Banking and 
Investment Management. Financial information concerning the Company for the fiscal years ended November 30, 
2006, 2005 and 2004, including the amount of net revenues contributed by each segment in such periods, is set forth in 
the Consolidated Financial Statements and Notes thereto in Part II, Item 8, of this Report. Information with respect to 
our operations by business segment and net revenues by geographic area is set forth under the captions “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Business Segments” and “–Geographic 
Revenues” in Part II, Item 7, of this Report, and in Note 19 to the Consolidated Financial Statements in Part II, Item 8, 
of this Report. 

Capital Markets 

Capital Markets represents institutional client-flow activities, including prime brokerage, research, mortgage 
origination and securitization, secondary-trading and financing activities in fixed income and equity products. These 
products include a wide range of cash, derivative, secured financing, and structured instruments and investments. 
We are a leading global market-maker in numerous equity and fixed income products, including U.S., European and 
Asian equities, government and agency securities, money market products, corporate high-grade, high-yield and 
emerging market securities, mortgage- and asset-backed securities, preferred stock, municipal securities, bank loans, 
foreign exchange, financing and derivative products. We are one of the largest investment banks in terms of U.S. 
and pan-European listed equities trading volume and maintain a major presence in over-the-counter U.S. stocks, 
major Asian large capitalization stocks, warrants, convertible debentures and preferred issues. In addition, the 
secured financing business manages our equity and fixed income matched book activities, supplies secured 
financing to institutional clients and provides secured funding for our inventory of equity and fixed income 
products.   

We facilitate client transactions by serving as a market-maker and/or intermediary in the global marketplace, including 
making available securities and other financial instrument products to clients to adjust their portfolios and risks across 
different market cycles, enabling clients to sell large positions of securities through block trades and originating 
loans for distribution to clients through securitizations and/or syndications. 

The Capital Markets segment also includes proprietary trading activities and principal investing activities including 
investments in real estate, private equity and other long-term investments.  

Lehman Brothers combines the skills from the sales, trading and research areas of our Equities and Fixed Income 
Capital Markets businesses to serve the financial needs of our clients. This integrated approach enables us to structure 
and execute global transactions for clients and to provide worldwide liquidity in marketable securities. 

Equities Capital Markets 

The Equities Capital Markets business is responsible for our equities and equity-related operations and products 
worldwide. These products include listed and over-the-counter securities, American Depositary Receipts, convertibles, 
options, futures, warrants and derivatives.  We make markets in equity and equity-related securities as well as take 
positions for our own account. We participate in global equity markets through our worldwide presence and 
membership in major stock and option exchanges. Equities Capital Markets is composed of Liquid Markets, Leveraged 
Businesses and Private Equity. 

Liquid Markets. Liquid Markets consists of our Cash Trading, Flow Derivatives and Program Trading businesses, 
which also includes Connectivity services.  Cash trades are executed for clients in both conventional (calls to a sales 
person) or electronic fashion through external systems as well as our own execution management platform. These 
trades can be executed manually or via algorithmic trading strategies based on client needs.  Program Trading 
specializes in execution of trades on baskets of stocks, which can be executed on an agency or risk basis. We deliver 
global electronic connectivity services to our clients, offering seamless electronic access to our trading desks and 
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sources of liquidity around the world. Our Flow Derivatives business facilitates client orders in listed options markets 
and vanilla over-the-counter options derivatives. 

Leveraged Businesses. Leveraged Businesses include Structured Derivatives and Convertibles. Our Structured 
Derivatives business offers customized equity derivative products across a wide spectrum of equity-related assets 
globally. We are a leading participant in the development and trading of equity derivative instruments. Our product 
development capabilities enable investors to take risk positions tailored to their specific needs or undertake 
sophisticated hedging and monetization strategies. The Convertibles business trades and makes markets in conventional 
and structured convertible securities.   

Private Equity. The Equities Capital Markets segment also includes realized and unrealized gains and losses related to 
private equity principal investments.  See “Investment Management—Asset Management—Private Equity” below.  

Fixed Income Capital Markets 

Lehman Brothers actively participates in key fixed income markets worldwide and maintains a 24-hour trading 
presence in global fixed income securities. We are a market-maker and participant in the new issue and secondary 
markets for a broad variety of fixed income securities.  Fixed Income businesses include the following: 

Government and Agency Obligations. Lehman Brothers is one of the leading primary dealers in U.S. government 
securities, participating in the underwriting of and market-making in U.S. Treasury bills, notes and bonds, and 
securities of federal agencies. We are also a market-maker in the government securities of all G7 countries, and 
participate in other major European and Asian government bond markets. 

Corporate Debt Securities and Loans. We make markets in fixed and floating rate investment grade debt worldwide. 
We are also a major participant in preferred stock and hybrid capital securities, including long-term and perpetual 
preferred stock and preferred securities, and auction rate securities. 

High Yield Securities and Leveraged Bank Loans. We also make markets in non-investment grade debt securities. 
Through our high grade and high yield sales, trading and underwriting activities, we make commitments to extend 
credit in loan syndication transactions. We also provide contingent commitments to investment and non-investment 
grade counterparties related to acquisition financings. 

Money Market Products. We hold leading market positions in the origination and distribution of medium-term notes 
and commercial paper. We are an appointed dealer or agent for numerous active commercial paper and medium-term 
note programs on behalf of companies and government agencies worldwide. 

Mortgage and Loan Origination and Mortgage- and Asset-Backed Securities. Lehman Brothers Bank, FSB (“LBB”), 
offers traditional and online mortgage banking services to individuals as well as institutions and their customers.  
Lehman Brothers Bankhaus AG (“Bankhaus”), a German bank, offers lending and real estate financing to corporate 
and institutional borrowers worldwide. We originate commercial and residential mortgage loans through LBB, 
Bankhaus and other subsidiaries in the U.S., Europe and Asia. We are a leading underwriter of and market-maker in 
residential and commercial mortgage- and asset-backed securities and are active in all areas of secured lending, 
structured finance and securitized products. We underwrite and make markets in the full range of U.S. agency-backed 
mortgage products, mortgage-backed securities, asset-backed securities and whole loan products. We are also a leader 
in the global market for residential and commercial mortgages (including multi-family financing) and leases.  

In 2005, we established Lehman Brothers Commercial Bank (“LBCB”), a Utah-chartered industrial loan company, 
in order to issue certificates of deposit to institutions and conduct certain lending activities. During 2006, we 
acquired an established private student loan origination platform and a European mortgage originator, allowing us 
to enter into new markets and expand the breadth of services we offer as well as provide additional loan product for 
our securitization pipeline.  

Real Estate. In addition to our origination and securitization of commercial mortgages, we also invest in commercial 
real estate in the form of debt, joint venture equity investments and direct ownership interests. We have interests in 
properties throughout the world.  

Municipal and Tax-Exempt Securities. Lehman Brothers is a major dealer in municipal and tax-exempt securities, 
including general obligation and revenue bonds, notes issued by states, counties, cities and state and local governmental 
agencies, municipal leases, tax-exempt commercial paper and put bonds. 
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Fixed Income Derivatives. We offer a broad range of interest rate- and credit-based derivative products and related 
services. Derivatives professionals are integrated into all of our Fixed Income areas in response to the worldwide 
convergence of the cash and derivative markets.  In 2005, Lehman Brothers established an energy trading business with 
global capability in power, natural gas and oil. The business includes futures, swaps, options and other structured 
products, as well as physical trading. 

Foreign Exchange. Our global foreign exchange operations provide market access and liquidity in all currencies for 
spot, forward and over-the-counter options markets around the clock. We offer our clients execution, analysis and 
hedging capabilities, utilizing foreign exchange as well as foreign exchange options and other foreign exchange 
derivatives. We also provide advisory services to central banks, corporations and investors worldwide, structuring 
innovative products to fit their specific needs. We make extensive use of our global macroeconomics research to advise 
clients on the appropriate strategies to manage their interest rate and currency risk. 

Global Principal Strategies and Global Trading Strategies 

Global Principal Strategies is a proprietary trading business that employs multiple strategies across global markets, 
including capital and credit arbitrage and aviation finance and private equity investment opportunities. Global 
Trading Strategies is a global proprietary multi-strategy value-oriented business; strategies include merger arbitrage, 
distressed debt, special situations and private equity. 

Capital Markets Prime Services 

The Capital Markets Prime Services group services clients in both Fixed Income and Equities Capital Markets and 
includes our Secured Financing, Prime Broker, Futures and Clearing and Execution businesses.   

The Secured Financing business within Capital Markets engages in three primary functions: managing our equity and 
fixed income matched book activities, supplying secured financing to institutional clients and obtaining secured funding 
for our inventory of equity and fixed income products. Matched book funding involves borrowing and lending cash on 
a short-term basis to institutional clients collateralized by marketable securities, typically government or government 
agency securities. We enter into these agreements in various currencies and seek to generate profits from the difference 
between interest earned and interest paid. Secured Financing works with our institutional sales force to identify clients 
that have cash to invest and/or securities to pledge to meet our financing and investment objectives and those of our 
clients. Secured Financing also coordinates with our Treasury group to provide collateralized financing for a large 
portion of our securities and other financial instruments owned. In addition to our activities on behalf of our U.S. 
clients, we are a major participant in the European and Asian repurchase agreement (“repo”) markets, providing 
secured financing for our clients in those regions.  Secured Financing provides margin loans in all markets for client 
purchases of securities, as well as securities lending and short-selling facilitation. 

The Prime Broker business engages in full operations, clearing and processing services for its hedge fund and other 
clients. We offer a full suite of prime brokerage products and services, including margin financing and yield 
enhancement through synthetic and traditional products, global securities lending (including eBorrow, our online 
securities lending tool), full-service global execution platforms and research teams, customized risk management 
solutions, introduction of clients to suitable institutional investors, portfolio accounting and reporting solutions and 
personalized client service. 

Our Futures business executes and clears futures transactions for clients on an agency basis. The Clearing and 
Execution business provides these services to broker-dealers and other clients that do not have the capacity 
themselves. 

Capital Markets Global Distribution 

Our institutional sales organizations encompass distinct global sales forces that have been integrated into the Capital 
Markets businesses to provide investors with the full array of products offered by Lehman Brothers. 

Equities Sales. Our Equities Capital Markets sales force provides an extensive range of services to institutional 
investors, focusing on developing long-term relationships through a comprehensive understanding of clients’ 
investment objectives, while providing proficient execution and consistent liquidity in a wide range of global equity 
securities and derivatives. 
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Fixed Income Sales. Our Fixed Income Capital Markets sales force is one of the most productive in the industry, 
serving the investing and liquidity needs of major institutional investors by employing a relationship management 
approach that provides superior information flow and product opportunities for our clients. 

Research 

Research at Lehman Brothers encompasses the full range of research disciplines, including fundamental, quantitative, 
economic, strategic, credit, relative value and market-specific analysis. To ensure in-depth expertise within various 
markets, Equity Research has established regional teams on a worldwide basis that are staffed with industry and 
strategy specialists. Fixed Income Research provides expertise in U.S., European and Asian government and agency 
securities, derivatives, sovereign issues, corporate securities, high yield, asset- and mortgage-backed securities, indices, 
emerging market debt and municipal securities.   

Investment Banking  

Investment Banking provides advice to corporate, institutional and government clients throughout the world on 
mergers, acquisitions and other financial matters. Investment Banking also raises capital for clients by underwriting 
public and private offerings of debt and equity instruments. Our Investment Banking professionals are responsible for 
developing and maintaining relationships with issuers by gaining a thorough understanding of their specific needs and 
bringing together the full resources of Lehman Brothers to accomplish their financial and strategic objectives. 

Investment Banking is made up of Advisory Services and Global Finance activities that serve our corporate, 
institutional and government clients. The segment is organized into global industry groups—Communications, 
Consumer/Retailing, Financial Institutions, Financial Sponsors, Healthcare, Hedge Funds, Industrial, Insurance 
Solutions, Media, Natural Resources, Pension Solutions, Power, Real Estate and Technology—that include bankers 
who deliver industry knowledge and expertise to meet clients’ objectives. Specialized product groups within Advisory 
Services include mergers and acquisitions (“M&A”) and restructuring. Global Finance serves our clients’ capital-
raising needs through specialized product groups in underwriting, private placements, leveraged finance and other 
activities associated with debt and equity products. Product groups are partnered with relationship managers in the 
global industry groups to provide comprehensive financial solutions for clients. 

Lehman Brothers maintains investment banking offices in North America, Europe, the Middle East, Latin America and 
the Asia Pacific region. 

The high degree of integration among our industry, product and geographic groups has allowed us to become a leading 
source of one-stop financial solutions for our global clients. 

Mergers & Acquisitions. Lehman Brothers has a long history of providing strategic advisory services to corporate, 
institutional and government clients around the world on a wide range of financial matters, including mergers and 
acquisitions, spin-offs, targeted stock transactions, share repurchase strategies, government privatization programs, 
takeover defenses and other strategic advice. 

Restructuring. Our Restructuring group provides full-service restructuring expertise on a global basis. The group 
provides advisory services to distressed companies, their creditors and potential purchasers, including providing 
out-of-court options for companies to avoid bankruptcy, helping companies and creditors move efficiently through 
the bankruptcy process and advising strategic and financial buyers on the unique challenges of buying distressed 
and bankrupt companies. 

Underwriting. We are a leading underwriter of initial and other public offerings of equity and fixed income 
securities (both listed and over-the-counter), including common, preferred, convertible and hybrid capital, high 
grade and high yield debt, government and agency securities, mortgage- and asset-backed securities and 
collateralized debt obligations. 

Leveraged Finance. Our global Leveraged Finance group provides comprehensive financing solutions for below-
investment grade clients across many industries through our high yield bond, leveraged loan, bridge financing and 
mezzanine debt products. Lehman Brothers provides “one-stop” leveraged financing solutions for corporate and 
financial acquirers and high yield issuers, including multi-tranche, multi-product acquisition financing. We are one of 
the leading investment banks in the syndication of leveraged loans. 
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Private Placements. We have a dedicated Private Placement group focused on capital raising in the private equity 
and debt markets. Clients range from pre-initial public offering (“IPO”) companies to well-established corporations 
that span many industries. The Private Placement group has experience in identifying sources, establishing 
structures and placing common stock, convertible preferred stock, subordinated debt and senior debt, as well as 
utilizing a variety of financing techniques, including mezzanine debt, securitizations, project financings and sale-
leasebacks. 

Investment Management 

Investment Management provides strategic investment advice and services to institutional and high-net-worth clients on 
a global basis.  

Information with respect to changes in and composition of assets under management is set forth under the caption 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Business Segments—
Investment Management” in Part II, Item 7, of this Report.  Investment Management consists of our Asset Management 
and Private Investment Management businesses.  

Asset Management 

Asset Management provides proprietary asset management products across traditional and alternative asset classes, 
through a variety of distribution channels, to individuals and institutions. It includes both the Neuberger Berman 
and Lehman Brothers Asset Management brands as well as our Private Equity business. 

Neuberger Berman. Neuberger Berman has provided money management products and services to individuals and 
families since 1939.  We acquired Neuberger Berman in October 2003. 

Neuberger Berman Private Asset Management. Neuberger Berman’s Private Asset Management business provides 
discretionary, customized portfolio management across equity and fixed income asset classes for high-net-worth 
clients. Experienced money managers, each with a distinct investment style and discipline, tailor investment 
strategies to fit clients’ individual goals, financial needs and tolerance for risk. 

Neuberger Berman Family of Funds. The Neuberger Berman family of funds spans asset classes, investment styles 
and capitalization ranges. Its open-end mutual funds are available directly to investors or through distributors, and 
its closed-end funds trade on major stock exchanges. Neuberger Berman is also a leading sub-advisor of funds for 
institutional clients, including insurance companies, banks and other financial services firms. We serve as the 
investment adviser or sub-adviser for numerous defined contribution plans, and for insurance companies offering 
variable annuity and variable life insurance products, and we provide portfolio management through both mutual 
fund and separate account wrap programs. 

Lehman Brothers Asset Management. Lehman Brothers Asset Management specializes in investment strategies for 
institutional and qualified individual investors. While our strategies are numerous and diverse, our managers share a 
dedication to investment discipline that includes quantitative screening, fundamental analysis and risk management. 

Institutional Asset Management. Lehman Brothers Institutional Asset Management provides a full range of asset 
management products for pensions, foundations, endowments and other institutions. It offers strategies across the 
risk/return spectrum, in cash, fixed income, equity and hybrid asset classes. Our money market funds include cash, 
prime and government funds, as well as customized short-duration fixed income strategies and enhanced cash 
capabilities. Our longer-maturity fixed income strategies are available across a continuum of strategies, from 
indexed to actively managed portfolios, with varying levels of risk parameters geared toward our clients’ particular 
requirements. Our equities strategies are based on fundamental research and quantitative analysis, with risk 
management incorporated throughout the investment process, using quantitative tools and adherence to sell-
disciplines. 

Absolute Return Strategies. Lehman Brothers’ Absolute Return Strategies platform provides a wide range of hedge 
fund products to institutions and qualified individual clients.  It offers proprietary single-manager funds, proprietary 
multiple-manager funds of funds and third-party single-manager funds. Our proprietary single-manager funds cover 
a wide array of investment strategies across long/short equity, relative value, event-driven and directional trading 
styles. As a sponsor of commingled multiple-manager funds of unaffiliated hedge funds and customized accounts, 
Lehman Brothers offers access to a select universe of fund managers. 
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Private Equity. Private Equity provides opportunities in privately negotiated transactions across a variety of asset 
classes for institutional and high-net-worth individual investors. Our investment partnerships manage a number of 
private equity portfolios, with the Company’s capital invested alongside that of our clients. Lehman Brothers creates 
funds, and through our Capital Markets segment invests in asset classes in which we have strong capabilities, 
proprietary deal flow and an excellent reputation. Areas of specialty include Merchant Banking, Venture Capital, 
Real Estate, Credit-Related Investments and Private Funds Investments. We generally co-invest on a principal basis 
through our Capital Markets Segment in the investments made by the funds. The Private Fund Marketing Group 
focuses on raising capital for a limited number of high-quality private equity sponsors, providing them access to a 
well-diversified institutional and high-net-worth limited partner base. 

Private Investment Management 

Private Investment Management provides traditional brokerage services and comprehensive investment, wealth 
advisory, trust and capital markets execution services to both high-net-worth individuals and small and medium size 
institutional clients, leveraging all the resources of Lehman Brothers. 

High Net Worth Clients. For individuals needing such services, our investment professionals and strategists work 
together to provide asset allocation, portfolio strategy and manager selection, and integrate that advice with tax, trust 
and estate planning.   

Driven by our clients’ goals for preserving and enhancing wealth across generations, we offer a wide range of 
investment opportunities including traditional and alternative investments. We are selective in creating our 
investment platform and look beyond proprietary products for opportunities. 

As needed, our tax and estate strategists integrate our clients’ investment strategies with their overall tax and estate 
picture, recommending vehicles to minimize taxes and provide for future generations. Additionally, the Lehman 
Brothers Trust Company provides private clients with comprehensive trustee and executor services.   

We address the specific needs of corporate executives and business owners through diversification and liquidity 
strategies. Additionally, where appropriate we partner with professionals across the Firm to deliver corporate finance 
and real estate solutions to our clients.  

Institutional Clients.  For institutions, we leverage the Lehman Brothers Capital Markets franchise to provide brokerage 
and market-making services to small and mid-sized institutional clients in the fixed income and equities capital markets. 

Technology  

Our businesses and operations rely on the secure processing, storage and transmission of confidential and other 
information, and increasingly, on the utilization of the internet. We have made substantial investments in our 
technology, and Lehman Brothers is committed to the continued development and use of technology throughout the 
Firm. Our technology initiatives are designed to enhance client service through increased connectivity and the 
provision of value-added, tailored products and services, improve our trading, execution and clearing capabilities, 
enhance risk management and increase our overall efficiency, productivity and control.  

We have enhanced client service by providing clients with electronic access to our products and services through 
our LehmanLive® web site and other channels. In particular, we provide global electronic trading and information 
distribution capabilities covering many of our fixed income, currency, commodity, equity and other products around 
the world.  

Electronic commerce and technology have changed and will continue to change the ways that securities and other 
financial products are traded, distributed and settled. This creates both opportunities and challenges for our 
businesses. We remain committed to being at the forefront of technological innovation in the global capital markets. 
See Part I, Item 1A, “Risk Factors – Operational Risk” for a discussion of technology risks to which we are 
exposed.  

Corporate 

Our Corporate division provides support to our businesses through the processing of certain securities and commodities 
transactions, receipt, identification and delivery of funds and securities, safeguarding of clients’ securities, risk 
management, and compliance with regulatory and legal requirements. In addition, the Corporate division is responsible 
for technology infrastructure and systems development, information security, business continuity planning, treasury 
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operations, financial reporting and business unit financial support, tax planning and compliance, internal audit, expense 
management, career development and recruiting and other support functions. 

Risk Management 

A description of our Risk Management infrastructure and procedures is contained in “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations—Risk Management” in Part II, Item 7, of this Report. 
Information regarding our use of derivative financial instruments to hedge interest rate, currency, security and 
commodity price and other market risks is contained in Notes 1, 2, 3, 7, 9, 10 and 11 to the Consolidated Financial 
Statements in Part II, Item 8, of this Report. 

Competition  

All aspects of our business are highly competitive. Lehman Brothers competes in U.S. and international markets 
directly with numerous other firms in the areas of securities underwriting and placement, corporate finance and 
strategic advisory services, securities sales and trading, prime brokerage, research, foreign exchange and derivative 
products, asset management and private equity, including investment banking firms, traditional and online securities 
brokerage firms, mutual fund companies and other asset managers, investment advisers, venture capital firms, certain 
commercial banks, insurance companies and others.  Our competitive ability depends on many factors, including our 
reputation, the quality of our services and advice, product innovation, execution ability, pricing, advertising and sales 
efforts and the talent of our personnel. See Part I, Item 1A, “Risk Factors – Competitive Environment,” for a further 
discussion of the competitive risks to which we are exposed. 

Regulation 

The financial services industry is subject to extensive regulation in the various jurisdictions in which we do business. 
Violation of applicable regulations can result in legal and/or administrative proceedings, which may impose censures, 
fines, cease-and-desist orders, prohibitions from engaging in, or limitations or conditions on, some of our business 
activities, which could result in significant losses or reputational damage. We believe that we are in material 
compliance with applicable regulations. 

U.S. Regulation 

Holdings and its subsidiaries are subject to group-wide supervision and examination by the SEC as a Consolidated 
Supervised Entity (“CSE”). See “Capital Requirements” below and “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations—Accounting and Regulatory Developments—Consolidated Supervised 
Entity” in Part II, Item 7, of this Report.  

Lehman Brothers Inc. (“LBI”), Neuberger Berman, LLC (“NB LLC”) and Neuberger Berman Management Inc. 
(“NBMI”) are registered with the SEC as broker-dealers; Lehman Brothers OTC Derivatives Inc. (“LOTC”) is 
registered with the SEC as an OTC derivatives dealer; and LBI, NB LLC, NBMI, Lehman Brothers Asset Management 
LLC (“LBAM”) and certain other of our subsidiaries are registered with the SEC as investment advisers. As such, these 
entities are subject to regulation by the SEC and by self-regulatory organizations, principally the NASD (which has 
been designated by the SEC as NBMI’s primary regulator), national securities exchanges such as the New York Stock 
Exchange, Inc. (“NYSE”) (which has been designated by the SEC as LBI’s and NB LLC’s primary regulator) and the 
Municipal Securities Rulemaking Board, among others.  Securities firms are also subject to regulation by state 
securities administrators in those states in which they conduct business. Various subsidiaries are registered as 
broker-dealers in all 50 states, the District of Columbia and the Commonwealth of Puerto Rico.  

Broker-dealers are subject to regulations, including those contained in the Securities Act of 1933 and the Securities 
Exchange Act of 1934, and rules promulgated thereunder, that cover all aspects of the securities business, including 
sales practices, market making and trading among broker-dealers, publication of research, margin lending, use and 
safekeeping of clients’ funds and securities, capital structure, recordkeeping and the conduct of directors, officers and 
employees. 

Registered investment advisers are subject to regulations under the Investment Advisers Act of 1940. Such 
requirements relate to, among other things, recordkeeping and reporting requirements, disclosure requirements, 
limitations on agency cross and principal transactions between an adviser and advisory clients, as well as general anti-
fraud prohibitions. 
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Certain investment funds that we manage are registered investment companies under the Investment Company Act of 
1940.  Those funds and the Lehman Brothers entities that serve as the funds’ investment advisers are subject to that act 
and the rules thereunder, which, among other things, regulate the relationship between a registered investment company 
and its investment adviser and prohibit or severely restrict principal transactions and joint transactions. 

LBI and NB LLC are also registered with the Commodity Futures Trading Commission (the “CFTC”) as futures 
commission merchants; and NB LLC, LBAM and other subsidiaries are registered as commodity pool operators 
and/or commodity trading advisers.  These entities are subject to regulation by the CFTC and various domestic 
boards of trade and other commodity exchanges. Our U.S. commodity futures and options business is also regulated 
by the National Futures Association, a not-for-profit membership corporation that has been designated as a 
registered futures association by the CFTC. 

LBB, a federally chartered savings bank incorporated under the laws of the United States of America, is regulated 
by the Office of Thrift Supervision and the Federal Deposit Insurance Corporation (“FDIC”). LBCB is subject to 
regulation by the FDIC and the Utah Commissioner of Financial Institutions.  Lehman Brothers Trust Company 
N.A. (“Trust N.A.”), which holds a national bank charter, is regulated by the Office of the Comptroller of the 
Currency of the United States.  Lehman Brothers Trust Company of Delaware (“Delaware Trust”), a non-depository 
limited purpose Delaware trust company, is subject to oversight by the State Bank Commissioner of the State of 
Delaware. These bodies regulate such matters as policies and procedures on conflicts of interest, account 
administration and overall governance and supervisory procedures.    

Lehman Brothers Commodity Services Inc. (“LBCS”) is authorized by the Federal Energy Regulatory Commission 
(“FERC”) to sell wholesale physical power at market-based rates. As a FERC-authorized power marketer, LBCS is 
subject to regulation under the Federal Power Act and FERC regulations.  

The SEC’s Regulation NMS, adopted in 2005, will be implemented in stages throughout 2007. It introduces 
significant changes to the regulation of trading equities on securities exchanges and marketplaces. Among other 
things, it requires “trading centers” (exchanges, alternative trading systems, exchange and OTC market makers and 
broker-dealers that execute orders internally by trading as principal or crossing orders as agent) to have policies 
designed to prevent the execution of trades at prices inferior to “protected quotations” (automated “best bid and 
offer” quotations that are immediately accessible) displayed by other trading centers. While it is too early to predict 
the impact that Regulation NMS will have, our equities trading businesses have incurred and will continue to incur 
technology and compliance costs associated with the regulation, and it will alter the competitive environment in 
which these businesses function. 

Non–U.S. Regulation 

We do business in the international fixed income and equity markets and undertake international investment banking 
and investment management activities, principally through our regional headquarters in London and Tokyo. Lehman 
Brothers International (Europe) (“LBIE”) is an authorized investment firm in the United Kingdom and is a member of 
the London, Frankfurt, Paris and Milan exchanges, among others.  The U.K. Financial Services and Markets Act 2000 
(the “FSMA”) and rules promulgated thereunder govern all aspects of the United Kingdom investment business, 
including regulatory capital, sales, research and trading practices, use and safekeeping of client funds and securities, 
record keeping, margin practices and procedures, approval standards for individuals, periodic reporting and settlement 
procedures. Pursuant to the FSMA, certain of our subsidiaries are subject to regulations promulgated and administered 
by the U.K. Financial Services Authority (“FSA”).   

The European Union (“E.U.”) Market Abuse Directive establishes a common regulatory framework for policing market 
manipulation and insider dealing in Europe, creating offenses of dealing on the basis of inside information and 
manipulating the market, and imposing obligations on issuers to disclose inside information to the market and to 
maintain lists of all those with access to inside information and obligations on investment firms to report suspicious 
transactions and disclose information about research sources and methods and conflicts of interest. U.K. regulations 
implementing the Directive came into effect on July 1, 2005. Other member states in which we do business have largely 
completed implementation of the Directive as well.  

The E.U. Prospectus Directive, which regulates the drafting and publication of prospectuses when securities are offered 
to the public and/or admitted to trading on a regulated market in the E.U., has now been implemented in almost all 
member states including the U.K. The Directive allows issuers to raise capital in any E.U. member state using a 
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prospectus drawn up and approved in a single member state.  It also enables a single competent authority to review and 
approve prospectuses. Companion legislation, the Transparency Directive, sets standards for periodic financial 
reporting for issuers whose securities are admitted to trading on a regulated market in the E.U., as well as for disclosure 
of major shareholdings; it is scheduled to be implemented in 2007.   

We also expect in 2007 the implementation of the E.U. Markets in Financial Instruments Directive or “MiFID,” a major 
piece of legislation that updates and expands the current framework for regulating exchanges, multilateral trading 
facilities and investment firms on a pan-European basis.  MiFID will facilitate cross-border business among investment 
firms by generally establishing the regulatory regime of the member state in which a firm is operating as controlling, 
and will impose a new set of organizational and conduct of business requirements on investment firms. In the U.K., 
regulated firms are bound by a number of other laws and regulations, namely the First and Second E.U. Money 
Laundering Directives, the Proceeds of Crime Act 2002, the Terrorism Act 2000 and the Money Laundering 
Regulations 2003. Collectively, these require firms to have policies and controls around the identification of clients, 
reporting suspicious activity, staff training and awareness, record keeping and making use of international findings.  
We have established appropriate policies, procedures and internal controls that are designed to comply with these rules 
and regulations. 

Lehman Brothers Japan Inc. (“LBJ”) is a registered securities company in Japan and a member of the Tokyo Stock 
Exchange Inc., the Osaka Securities Exchange Co., Ltd., the Jasdaq Securities Exchange Inc., the Tokyo Financial  
Exchange Inc. and the Tokyo Commodity Exchange and, as such, is regulated by the Financial Services Agency, the 
Securities Exchange Surveillance Commission, the Japan Securities Dealers Association, the Financial Futures 
Association of Japan, the Tokyo Metropolitan Government and those exchanges.   

Lehman Brothers Asia Limited (“LBAL”) is a licensed entity in Hong Kong regulated by the Securities and Futures 
Commission for dealing in securities and futures, and advising on securities and corporate finance. LBAL is also 
approved to act as a sponsor for Hong Kong initial public offering transactions.   

Bankhaus is regulated by the German Federal Supervisory Authority for the Financial Service Industry.  

LBI, LBIE, LBJ and many of our other subsidiaries are also subject to regulation by securities, banking and finance 
regulatory authorities, securities exchanges and other self-regulatory organizations in numerous other countries in 
which they do business. 

Research 

The research areas of investment banks have been and remain the subject of regulatory scrutiny. The SEC, NYSE 
and NASD have adopted rules imposing restrictions on the interaction between equity research analysts and 
investment banking personnel at member securities firms. Various non–U.S. jurisdictions have imposed both 
substantive and disclosure-based requirements with respect to research, and continue to consider additional 
regulation. In addition, we are a party to a settlement with certain federal and state securities regulators and self-
regulatory organizations that imposes restrictions on the interaction between research and investment banking 
departments and requires us to fund the provision of independent research to our clients.  

Mortgage Lending 

We originate, purchase and securitize commercial and residential mortgage loans through LBB, Bankhaus and other 
subsidiaries in the U.S., Europe and Asia, and we are subject to an extensive body of U.S. federal and state 
mortgage laws and regulations, as well as laws and regulations in other countries, including the U.K., the 
Netherlands, Japan and South Korea.  In recent years, individual cities and counties in the U.S. have begun to enact 
laws that restrict non-prime loan origination activities.  The U.S. federal government is also considering legislative 
and regulatory proposals in this regard. In September 2006, U.S. federal bank regulators issued interagency 
guidance applicable to federally chartered lenders such as LBB covering certain residential mortgage loan products 
that allow borrowers to defer repayment of principal or interest. This guidance covers a number of topics related to 
loan terms and underwriting standards, risk management practices and consumer protection issues. It remains 
unclear how this guidance will be interpreted, what effect it will have on our business and whether it will change the 
overall competitive landscape in the mortgage industry.  
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Protection of Client Information 

Many aspects of our business are subject to increasingly comprehensive legal and regulatory requirements 
concerning the use, safeguarding and disposal of certain client information, including those adopted pursuant to the 
Gramm-Leach-Bliley Act of 1999, the Fair and Accurate Credit Transactions Act of 2003 and a number of state 
data protection laws in the U.S., the E.U. Data Protection and Telecommunications Privacy Directives and member 
state implementations, and various laws in Asia, including the Japanese Personal Information Protection Law and 
the Hong Kong Personal Data (Privacy) Ordinance. We monitor these matters closely and adopt policies and 
procedures to comply with such requirements.   

Anti-Money Laundering 

The USA PATRIOT Act of 2001 contains anti-money laundering and anti-terrorism laws that mandate the 
implementation of various regulations applicable to banks, broker-dealers, futures commission merchants and other 
financial services companies, including standards for verifying client identity at account opening, standards for 
conducting enhanced due diligence and obligations to monitor client transactions and report suspicious activities. 
Through these and other provisions, the PATRIOT Act seeks to promote cooperation among financial institutions, 
regulators and law enforcement in identifying parties that may be involved in terrorism or money laundering.  Anti-
money laundering laws outside of the U.S. contain similar provisions.  We have established policies, procedures and 
internal controls that are designed to comply with these rules and regulations. 

Judicial, Regulatory and Arbitration Proceedings 

We are involved in a number of judicial, regulatory and arbitration proceedings concerning matters arising in 
connection with the conduct of our business.  See Part I, Item 3, “Legal Proceedings,” in this Report for information 
about certain pending proceedings. 

Capital Requirements 

LBI, LOTC, NB LLC, NBMI, LBIE, LBJ, LBB, LBCB, Bankhaus, Trust N.A., Delaware Trust, and other 
subsidiaries of Holdings are subject to various capital adequacy requirements promulgated by the regulatory, 
banking and exchange authorities of the countries in which they operate.  In addition, our “AAA” rated derivatives 
subsidiaries (Lehman Brothers Financial Products Inc. and Lehman Brothers Derivative Products Inc.) are subject to 
capital targets established by various ratings agencies. The regulatory rules referred to above, and certain covenants 
contained in various debt agreements, may restrict Holdings’ ability to withdraw capital from certain subsidiaries, 
which in turn could limit its ability to commit capital to other businesses, meet obligations or pay dividends to 
shareholders. Further information about these requirements and restrictions is contained in “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity, Funding and Capital 
Resources” in Part II, Item 7, of this Report and in Note 13 to the Consolidated Financial Statements in Part II, Item 
8, of this Report. 

In June 2004, the SEC approved a rule establishing a voluntary framework for comprehensive, group-wide risk 
management procedures and consolidated supervision of certain financial services holding companies.  We applied 
for permission to operate under the rule and received approval effective December 1, 2005. The rule allows LBI to 
use an alternative method, based on internal models, to calculate net capital charges for market and derivative-
related credit risk. Under this rule, Lehman Brothers is subject to group-wide supervision and examination by the 
SEC and is subject to minimum capital requirements on a consolidated basis generally consistent with the 
International Convergence of Capital Measurement and Capital Standards published by the Basel Committee on 
Banking Supervision. The CSE Rules are designed to minimize the duplicative regulatory requirements on U.S. 
securities firms resulting from the E.U. Directive (2002/87/EC) concerning the supplementary supervision of 
financial conglomerates active in the E.U. Under this Directive, non-E.U. financial groups that conduct business 
through regulated financial entities in the E.U. must first demonstrate that they are subject to equivalent 
consolidated supervision at the ultimate holding company level. On November 30, 2005, the FSA determined that 
the SEC undertakes equivalent consolidated supervision for Lehman Brothers. See “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations—Accounting and Regulatory Developments—
Consolidated Supervised Entity” in Part II, Item 7, of this Report for more information. 
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Client Protection 

LBI and NB LLC are members of the Securities Investor Protection Corporation (“SIPC”). Clients of LBI and NB 
LLC are protected by SIPC against some losses. SIPC provides protection against lost, stolen or missing securities 
(except loss in value due to a rise or fall in market prices) for clients in the event of the failure of the broker-dealer. 
Accounts are protected up to $500,000 per client with a limit of $100,000 for cash balances. In addition to being 
members of SIPC, LBI and NB LLC carry excess SIPC protection, which increases each client’s protection up to 
the net equity of the account, subject to terms and conditions similar to SIPC. Like SIPC, the excess coverage does 
not apply to loss in value due to a rise or fall in market prices. Certain of our non–U.S. broker-dealer subsidiaries 
participate in programs similar to SIPC in certain jurisdictions. 

Deposits in LBB and LBCB are insured by the FDIC, subject to applicable limits per depositor. Bankhaus 
participates in the German Depositors Protection Fund, which insures deposits from non-bank clients, with 
applicable limits per depositor. 

Insurance 

We maintain insurance coverage in types and amounts and with deductibles that management believes are customary 
for companies of similar size and engaged in similar businesses.  However, the insurance market is volatile, and there 
can be no assurance that any particular coverage will be available in the future on terms acceptable to us. 

Employees 

As of November 30, 2006, Lehman Brothers employed approximately 25,900 persons. We consider our relationship 
with our employees to be good. 

ITEM 1A. RISK FACTORS 

You should carefully consider the following risks and all of the other information set forth in this Report, including 
the Consolidated Financial Statements and the Notes thereto. If any of the events or developments described below 
were actually to occur, our business, financial condition or results of operations could be adversely affected.  

Market Risk 

As a global investment bank, risk is an inherent part of our business. Our businesses are materially affected by 
conditions in the financial markets and economic conditions generally around the world. A favorable business 
environment is characterized by many factors, including a stable geopolitical climate, transparent and liquid 
financial markets, low inflation, low unemployment, global economic growth and high business and investor 
confidence. Concerns about geopolitical developments, energy prices and natural disasters, among other things, can 
affect the global financial markets.  In addition, economic or political pressures in a country or region may cause local 
market disruptions and currency devaluations, which may also affect markets generally. In the event of changes in 
market conditions, such as interest or foreign exchange rates, stock, commodity or real estate valuations or 
volatility, our businesses could be adversely affected in many ways, including those described below. See Part II, 
Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations—Risk 
Management—Market Risk” for a further discussion of the market risks to which we are exposed. 

Our Client-Flow Revenues May Decline in Adverse Market Conditions. We have been operating in a low interest 
rate market for the past several years, though over the past two years some central banks, and in particular the U.S. 
Federal Reserve, have raised short-term rates. Further increases in interest rates and long-term rates in particular, 
especially if such changes are rapid, may create a less favorable environment for certain of our businesses. Rising 
interest rates may cause a decline in our mortgage origination and securitization businesses in particular, as the 
volume of our origination and securitization activity may decline. Recently, the residential real estate market in the 
U.S. has experienced a downturn due to declining real estate values. Further declines in real estate values could 
further reduce our level of mortgage loan originations and could also reduce our level of securitizations.  

Our Investment Banking revenues, in the form of financial advisory and debt and equity underwriting fees, are 
directly related to the number and size of the transactions in which we participate and would therefore be adversely 
affected by a sustained market downturn. 

A market downturn would also likely lead to a decline in the volume of capital market transactions that we execute 
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for our clients and, therefore, to a decline in the revenues we receive from commissions and spreads earned from the 
trades we execute for our clients. In addition, because the fees that we charge for managing our clients’ portfolios 
are in many cases based on the value of those portfolios, a market downturn that reduces the value of our clients' 
portfolios would reduce the revenues we receive from our asset management business. Even in the absence of a 
market downturn, below-market investment performance by our fund and portfolio managers could reduce 
Investment Management revenues and assets under management. 

We May Incur Losses Due to Fluctuations in Market Rates, Prices and Volatility. Market risk is inherent in our 
client-driven market-making transactions and proprietary trading and principal investment activities in equity and 
fixed income securities, commodities, currencies and derivatives and our mortgage and loan origination and 
syndication activities. Fluctuations in market rates, prices and volatility can adversely affect the market value of our 
long or short inventory and proprietary and principal positions and, to the extent that such positions are not 
adequately hedged, cause the Firm to incur losses. In our market-making transactions, we maintain substantial 
inventory positions from time to time, acting as a financial intermediary for our clients, and we hold inventory 
positions in the normal course of business to allow clients to rebalance their portfolios and diversify risks across 
market cycles. To the extent that we hold long inventory positions, a downturn in the market could result in losses 
from a decline in the value of those positions. On the other hand, to the extent that we have sold inventory short, an 
upturn in those markets could expose us to losses as we attempt to cover our short positions by acquiring assets in a 
rising market.  

In our mortgage and loan origination and securitization businesses, we are also subject to risks from decreasing 
interest rates. Most residential mortgages and consumer loans provide that the borrower may repay them early. 
Borrowers often exercise this right when interest rates decline. As prepayments increase, the value of mortgages and 
other loans with prepayment features held in inventory prior to securitization generally will decrease, and to the 
extent that prepayment risk has not been hedged, prepayments may result in a loss.  

Market credit spreads are at historically tight levels, and a widening of credit spreads could negatively impact the 
value of our corporate debt and other inventory.  

We also maintain long and short positions through our other proprietary trading activities and make principal 
investments (such as in real estate and private equity), both of which are also subject to market risks.  The value of 
these positions can be adversely affected by changes in market rates, prices and volatility.  These risks will increase 
to the extent that we increase our proprietary trading and principal investing activities. 

On the other hand our client-flow and proprietary trading businesses generally depend on market volatility to 
provide trading and arbitrage opportunities, and a decline in volatility may reduce these opportunities and adversely 
affect the results of these businesses.  

Holding Large and Concentrated Positions May Expose Us to Losses. Concentration of risk may reduce revenues or 
result in losses in our market-making, block trading, underwriting, proprietary trading, principal investment and 
lending businesses in the event of unfavorable market movements even when economic and market conditions are 
generally favorable for others in the industry. We have committed substantial amounts of capital to these businesses, 
which often require us to take large positions in the securities of, or make large loans to, a particular issuer or 
issuers in a particular industry, country or region. Moreover, the trend in all major capital markets is towards larger 
and more frequent commitments of capital in many of these activities, and we expect this trend to continue. For 
example, large positions of securities are increasingly being sold in block trades rather than on a marketed basis, 
which could increase the risk that we may be unable to resell the securities at favorable prices. Concentration of risk 
will increase to the extent we expand our proprietary trading and principal investing activities or commit additional 
capital to facilitate client-driven business. 

Market Risk May Increase the Other Risks That We Face. In addition to the potentially adverse effects on our 
businesses described above, market risk could exacerbate other risks that we face. For example, if we were to incur 
substantial market risk losses, our need for liquidity could rise significantly, while our access to liquidity could be 
impaired. In addition, in conjunction with a market downturn, our clients and counterparties could incur substantial 
losses of their own, thereby weakening their financial condition and increasing our credit risk exposure to them.  
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Credit Risk  

We May Incur Losses Associated with Our Credit Exposures. Credit risk represents the possibility a counterparty or 
an issuer of securities or other financial instruments we hold or a borrower of funds from us will be unable to honor 
its contractual obligations to us. These parties may default on their obligations to us due to bankruptcy, lack of 
liquidity, operational failure or other reasons. Default risk may also arise from events or circumstances that are 
difficult to foresee or detect, such as fraud. Credit risk may arise, for example, from holding securities of third 
parties; entering into swap or other derivative contracts under which counterparties have obligations to make 
payments to us; executing securities, futures, currency or commodity trades that fail to settle at the required time due 
to non-delivery by the counterparty or systems failure by clearing agents, exchanges, clearing houses or other 
financial intermediaries; and extending credit to our clients through bridge or margin loans or other arrangements. 
See Part II, Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations—
Risk Management—Credit Risk” for a further discussion of the credit risks to which we are exposed. Our principal 
focus has been acting as an intermediary of credit. In recent years, we have expanded our activities associated with 
providing our clients access to credit and liquidity and have also expanded our swaps and derivatives businesses. As 
a result, our credit exposures have increased in amount and in duration.  

Defaults by Another Large Financial Institution Could Adversely Affect Financial Markets Generally. The commercial 
soundness of many financial institutions may be closely interrelated as a result of credit, trading, clearing or other 
relationships between the institutions. As a result, concerns about, or a default by, one institution could lead to 
significant market-wide liquidity problems, losses or defaults by other institutions. This is sometimes referred to as 
“systemic risk” and may adversely affect financial intermediaries, such as clearing agencies, clearing houses, banks, 
securities firms and exchanges, with which we interact on a daily basis, and therefore could adversely affect Lehman 
Brothers. 

Liquidity Risk  

Liquidity, that is ready access to funds, is essential to our businesses. Financial institutions rely on external 
borrowings for the vast majority of their funding, and failures in our industry are typically the result of insufficient 
liquidity.  

An Inability to Access the Debt Markets Could Impair Our Liquidity. We maintain a liquidity pool available to 
Holdings that is intended to cover all expected cash outflows for one year in a stressed liquidity environment, which 
assumes, among other things, that during that year we cannot issue unsecured debt. See Part II, Item 7, 
“Management's Discussion and Analysis of Financial Condition and Results of Operations—Liquidity, Funding and 
Capital Resources—Liquidity Risk Management” for a discussion of our liquidity needs and liquidity management. 

To the extent that a liquidity event lasts for more than one year, or our expectations concerning the market 
conditions that exist during a liquidity event, or our access to funds, prove to be inaccurate (e.g., the level of secured 
financing “haircuts” (the difference between the market and pledge value of the assets) required to fund our assets 
in a stressed market event is greater than expected, or the amount of drawdowns under our commitments to extend 
credit in a stressed market environment exceeds our expectations, our ability to repay maturing indebtedness and 
fund operations could be significantly impaired. Even within the one-year time frame contemplated by our liquidity 
pool, we depend on continuous access to secured financing in the repurchase and securities lending markets, which 
could be impaired by factors that are not specific to Lehman Brothers, such as a severe disruption of the financial 
markets.  

We Are a Holding Company and Are Dependent on Our Subsidiaries for Funds. Since Holdings is primarily a 
holding company, our cash flow and consequent ability to pay dividends and satisfy our obligations under securities 
we issue are dependent upon the earnings of our subsidiaries and the distribution of those earnings as dividends or 
loans or other payments by those subsidiaries to Holdings. Several of our principal subsidiaries are subject to 
various capital adequacy requirements promulgated by the regulatory, banking and exchange authorities of the 
countries in which they operate and/or to capital targets established by various ratings agencies. These regulatory 
rules, and certain covenants contained in various debt agreements, may restrict our ability to withdraw capital from 
our subsidiaries by dividends, loans or other payments. Further information about these requirements and 
restrictions is set forth in Note 13 to the Consolidated Financial Statements in Part II, Item 8, of this Report. 
Additionally, our ability to participate as an equity holder in any distribution of assets of any subsidiary upon 
liquidation is generally subordinate to the claims of creditors of the subsidiary. 
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Credit Ratings 

Our borrowing costs and our access to the debt capital markets depend significantly on our credit ratings. A 
reduction in our long- or short-term credit ratings could increase our borrowing costs, limit our access to the capital 
markets and trigger additional collateral requirements in derivative contracts and other secured funding 
arrangements. Credit ratings are also important to us when competing in certain markets, such as longer-term over-
the-counter derivatives. Therefore, a substantial reduction in our credit ratings would reduce our earnings and 
adversely affect our liquidity and competitive position. See Part II, Item 7, “Management's Discussion and Analysis 
of Financial Condition and Results of Operations—Liquidity, Funding and Capital Resources—Liquidity Risk 
Management” and “—Credit Ratings” for additional information concerning our credit ratings.  

Operational Risk  

Operational Risks May Disrupt Our Businesses, Result in Losses or Reputational Damage or Limit Our Growth. 
We face operational risk arising from errors made in the execution, confirmation or settlement of transactions or 
from transactions not being properly recorded, evaluated or accounted for. Derivative contracts are not always 
confirmed by the counterparties on a timely basis; while the transaction remains unconfirmed, we are subject to 
heightened credit and operational risk and in the event of a default may find it more difficult to enforce the contract. 
Our businesses are highly dependent on our ability to process, on a daily basis, a large number of transactions across 
numerous and diverse markets in many currencies and the transactions we process have become increasingly 
complex. Consequently, we rely heavily on our financial, accounting and other data processing systems. If any of 
these systems do not operate properly or are disabled, we could suffer financial loss, a disruption of our businesses, 
liability to clients, regulatory intervention or reputational damage. The inability of our systems to accommodate an 
increasing volume of complex transactions could also constrain our ability to expand our businesses. In recent 
years, we have substantially upgraded and expanded the capabilities of our data processing systems and other 
operating technology, and we expect that we will need to continue to upgrade and expand in the future to avoid 
disruption of, or constraints on, our operations.  

Our businesses and operations rely on the secure processing, storage and transmission of confidential and other 
information, and, increasingly, on the internet. We take extensive protective measures for our computer systems, 
internet sites, software and networks to protect against vulnerabilities to unauthorized access, computer viruses, 
denial of service attacks or other events that could have a security or business impact. If, nevertheless, such events 
should occur, they could result in significant losses or reputational damage.  

We also face the risk of operational or business failure of any of the clearing agents or other financial intermediaries 
or data providers we use, and as our interconnectivity with our clients grows, we face higher levels of operational 
risk that could adversely affect our ability to effect transactions, service our clients and manage our exposure to risk.  

When we originate or purchase residential mortgage loans, we rely heavily upon information supplied by third 
parties, including the information contained in the loan application, property appraisal, title information and 
employment and income documentation. If any of this information is intentionally or negligently misrepresented, 
whether by the loan applicant, the mortgage broker, another third party or one of our employees, and such 
misrepresentation is not detected prior to loan funding, the value of the loan may be significantly lower than 
expected and/or be unsaleable or subject to repurchase if it is sold prior to detection of the misrepresentation. While 
relevant laws may not explicitly hold the originating lenders responsible for the legal violations of mortgage 
brokers, increasingly federal and state agencies have sought to impose such assignee liability. 

In addition, despite the contingency plans we have in place, our ability to conduct business may be adversely 
impacted by a disruption in the infrastructure that supports our businesses and the communities in which we are 
located. This may include a disruption involving electrical systems, communications, transportation or other 
services used by Lehman Brothers or third parties with which we conduct business, terrorist activities or disease 
pandemics.  See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Risk 
Management” in Part II, Item 7, of this Report for a description of our Risk Management infrastructure and procedures. 

Acquisitions or Joint Ventures Could Present Unforeseen Integration Obstacles or Costs. Acquisitions and joint 
ventures involve a number of risks and present financial, managerial and operational challenges, including difficulty 
with integrating personnel and financial and other systems, hiring additional management and other critical 
personnel and increasing the scope, geographic diversity and complexity of our operations. In addition, we may not 
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realize the anticipated benefits from an acquisition, and we may be exposed to additional liabilities of any acquired 
business.  

Legal, Regulatory and Reputational Risk 

We face the risk of litigation and intervention by regulatory authorities in all jurisdictions in which we conduct our 
businesses. Among other things, we could be subjected to judgments or fines, be prohibited from engaging in some 
of our business activities or be subjected to limitations or conditions on our business activities, all of which could 
result in significant losses or reputational damage. 

We Face Significant Litigation Risks in Our Businesses. The volume of litigation against financial services firms 
and the amount of damages claimed have increased over the past several years. We are exposed to potential liability 
as an underwriter under securities or other laws for materially false or misleading statements made in connection 
with securities and other transactions, potential liability for the “fairness opinions” and other advice we provide to 
participants in corporate transactions and disputes over the terms and conditions of complex trading arrangements. 
We also face the possibility that counterparties in complex or risky trading transactions will claim that we 
improperly failed to tell them of the risks or that they were not authorized or permitted to enter into these 
transactions with us and that their obligations to Lehman Brothers are not enforceable. In our Investment 
Management segment, we are exposed to claims against us for recommending investments that are not consistent 
with a client's investment objectives or engaging in unauthorized or excessive trading. During a prolonged market 
downturn, we would expect these types of claims to increase. We are also subject to claims arising from disputes 
with employees for alleged discrimination or harassment, among other things. These risks often may be difficult to 
assess or quantify, and their existence and magnitude often remain unknown for substantial periods of time. We 
incur significant legal expenses every year in defending against litigation, and we expect to continue to do so in the 
future. See Part I, Item 3, “Legal Proceedings” for a discussion of some of the legal and regulatory matters in which 
we are currently involved. 

Extensive Regulation of Our Businesses Limits Our Activities and May Subject Us to Significant Penalties. Lehman 
Brothers, as a participant in the financial services industry, is subject to extensive regulation under both federal and 
state laws in the U.S. and under the laws of the many global jurisdictions in which we do business. We are also 
regulated by a number of self-regulatory organizations. The industry has experienced increased scrutiny from a 
variety of regulators, including the SEC, NYSE, NASD and state attorney generals. Penalties and fines sought by 
regulatory authorities in our industry have increased substantially over the last several years. The requirements 
imposed by our regulators are designed to ensure the integrity of the financial markets and to protect customers and 
other third parties who deal with Lehman Brothers. Consequently, these regulations often serve to limit our 
activities, including through net capital, customer protection and market conduct requirements. If we were found to 
have breached certain of these rules or regulations, we could face the risk of significant intervention by regulatory 
authorities, including extended investigation and surveillance activity, adoption of costly or restrictive new 
regulations and judicial or administrative proceedings that may result in substantial penalties. Among other things, 
we could be fined or prohibited from engaging in some of our business activities.  

Additional legislation and regulations, changes in rules imposed by regulatory authorities, self-regulatory organizations 
and exchanges or changes in the interpretation or enforcement of existing laws and rules may adversely affect our 
business and profitability. Our business may be materially affected not only by regulations applicable to us as an 
investment bank, but also by regulations of general application, including existing and proposed tax legislation and 
other governmental regulations and policies (including the interest rate and monetary policies of the Federal Reserve 
Board and other central banks) and changes in the interpretation or enforcement of existing laws and rules that affect 
the business and financial communities.  

In emerging markets in particular, we may be subject to risks of possible price controls, capital controls, currency 
exchange controls and other restrictive governmental actions. In many countries, the laws and regulations applicable to 
the securities and financial services industries are uncertain and evolving, and it may be difficult for us to determine the 
exact requirements of local laws in every market. We are also subject to greater risk in these jurisdictions that 
transactions we structure might not be legally enforceable in all cases. In addition, in conducting business in these 
jurisdictions, we are often faced with the challenge of ensuring that our activities are also consistent with U.S. or other 
laws with extra-territorial application, such as the USA PATRIOT Act and the U.S. Foreign Corrupt Practices Act.  Our 
failure to comply with such laws could result in significant losses or reputational damage. 
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We are subject to the income tax laws of the jurisdictions in which we have business operations. These tax laws are 
complex and may be subject to different interpretations by the taxpayer and the relevant governmental taxing 
authorities. We must make judgments and interpretations about the application of these inherently complex tax laws 
when determining the provision for income taxes. We are subject to contingent tax risk that could adversely affect our 
results of operations, to the extent that our interpretations of tax laws are disputed upon examination or audit, and are 
settled in amounts in excess of established reserves for such contingencies.  See Part I, Item 1, “Business—Regulation” 
for a further discussion of the regulatory environment in which we conduct our businesses. 

Our Mortgage Origination Business is Subject to Special Litigation and Regulatory Risks. The laws and regulations of 
the various jurisdictions in which we conduct our mortgage lending business are complex, frequently changing and, in 
some cases, in direct conflict with each other.  In particular, this business is subject to various laws, regulations and 
guidance that restrict non-prime loan origination or purchase activities. Some of these laws and regulations provide for 
extensive assignee liability for warehouse lenders, whole loan buyers and securitization trusts.  In addition, the recent 
downturn in the U.S. residential real estate market could result in increased complaints and claims relating to non-prime 
mortgage origination practices. As our mortgage origination operations continue to grow, both internally and through 
acquisitions, it may be more difficult to comprehensively identify and accurately interpret, and to implement our risk-
management policies, properly program our systems and effectively train our personnel with respect to, all of these 
laws and regulations, thereby potentially increasing our exposure to the risks of noncompliance, including possible civil 
and criminal liability, demands for indemnification or loan repurchases from purchasers of our loans (including 
securitization trusts), class action lawsuits or administrative enforcement actions. Moreover, our customer base and 
counterparties in this business is substantially different from the high-net-worth and institutional customers and 
counterparties of most of our other businesses, which presents a different litigation risk profile. 

Exposure to Reputational Risks Could Impact the Value of Our Brand. Our reputation is critical in maintaining our 
relationships with clients, investors, regulators and the general public, and is a key focus in our risk management 
efforts. In recent years, there have been a number of highly publicized cases involving fraud, conflicts of interest or 
other misconduct by employees in the financial services industry, and we run the risk that misconduct by our 
employees could occur. Misconduct by employees could include binding Lehman Brothers to transactions that 
exceed authorized limits or present unacceptable risks, or hiding from Lehman Brothers unauthorized or 
unsuccessful activities, which, in either case, may result in unknown and unmanaged risks or losses. Employee 
misconduct could also involve the improper use or disclosure of confidential information, which could result in 
regulatory sanctions and serious reputational or financial harm. It is not always possible to deter employee 
misconduct, and the precautions we take to prevent and detect this activity may not be effective in all cases.  In 
addition, in certain circumstances our reputation could be damaged by activities of our clients in which we 
participate, or of hedge funds or other entities in which we invest, over which we have little or no control. 

Potential Conflicts of Interest Are Increasing. As we have expanded the scope of our businesses and our client base, 
we increasingly have to address potential conflicts of interest, including those relating to our proprietary activities. 
For example, conflicts may arise between our position as a financial advisor in a merger transaction and a principal 
investment we hold in one of the parties to the transaction. In addition, hedge funds and private equity funds are an 
increasingly important portion of our client base, and also compete with us in a number of our businesses. In 
addition, the SEC and other regulators have increased their scrutiny of potential conflicts of interest. We have 
extensive procedures and controls that are intended to ensure that any potential conflicts of interest are appropriately 
addressed. However, properly dealing with conflicts of interest is complex and difficult, and our reputation could be 
damaged if we fail, or appear to fail, to deal appropriately with conflicts of interest and, it is possible that potential 
or perceived conflicts could give rise to litigation or enforcement actions.    

Competitive Environment 

All aspects of our business are highly competitive. Our competitive success depends on many factors, including our 
reputation, the quality of our services and advice, intellectual capital, product innovation, execution ability, pricing, 
sales efforts, and the talent of our personnel. Many of our competitors have greater capital resources and greater 
geographic reach than we do, which enhances their competitive positions. 

We Face Increased Competition Due to a Trend Toward Consolidation. In recent years, there has been substantial 
consolidation and convergence among companies in the financial services industry. In particular, a number of large 
commercial banks, insurance companies and other broad-based financial services firms have established or acquired 
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broker-dealers or have merged with other financial institutions. Many of these firms have the ability to offer a wide 
range of products, from loans, deposit-taking and insurance to brokerage, asset management and investment 
banking services, which may enhance their competitive position. They also have the ability to support investment 
banking and securities products with commercial banking, insurance and other financial services revenues in an 
effort to gain market share. These abilities have resulted in pricing pressure in our businesses. We have experienced 
intense price competition in some of our businesses in recent years. For example, equity and debt underwriting and 
trading spreads and fees for lending and other activities have been under competitive pressure for a number of years. 
  

Our Revenues May Decline Due to Competition from Alternative Trading Systems. Securities and futures 
transactions are now being conducted through the internet and other alternative, non-traditional trading systems, and 
it appears that the trend toward alternative trading systems will continue and probably accelerate. A dramatic 
increase in computer-based or other electronic trading may adversely affect our commission and trading revenues.   

Our Ability to Retain Our Key Employees is Critical to the Success of Our Business. Our people are our most 
important resource. Our ability to continue to compete effectively in our businesses will depend upon our ability to 
attract top talent and retain and motivate our existing employees while managing compensation costs.  

Risk Management  

We have devoted significant resources to develop our risk management policies and procedures and expect to 
continue to do so in the future. Nonetheless, our hedging strategies and other risk management techniques may not 
be fully effective in mitigating our risk exposure in all market environments or against all types of risk, including 
risks that are unidentified or unanticipated. Some of our methods of managing risk are based upon our use of 
observed historical market behavior. As a result, these methods may not predict future risk exposures, which could 
be significantly greater than the historical measures indicate. Management of operational, legal and regulatory risk 
requires, among other things, policies and procedures to record properly and verify a large number of transactions 
and events, and these policies and procedures may not be fully effective. See Part II, Item 7, “Management's 
Discussion and Analysis of Financial Condition and Results of Operations—Risk Management” for a discussion of 
the policies and procedures we use to identify, monitor and manage the risks we assume in conducting our 
businesses. 

ITEM 1B. UNRESOLVED STAFF COMMENTS 

None. 

ITEM 2. PROPERTIES 

Our world headquarters is a 1,050,000 square-foot owned office tower at 745 Seventh Avenue in New York City.  
We also lease approximately 1,700,000 square feet of office space in the New York metropolitan area.  In addition 
to our offices in the New York area, we have offices in approximately 33 principal locations in the Americas.   

Our European headquarters is an 820,000 square-foot leased facility in the Canary Wharf development, east of the 
City of London.  In addition to our European headquarters, we have an additional 10 principal locations in Europe. 

Our Asian headquarters is located in approximately 200,000 square feet of leased office space in the Roppongi Hills 
area of central Tokyo, Japan.  We lease office space in nine other principal locations in Asia. 

In addition to our principal locations listed above, we occupy space in various other facilities. Including the 
locations noted above, we lease approximately 4,800,000 square feet in the Americas, 1,200,000 square feet in 
Europe and 800,000 square feet in Asia. 

All three of our business segments (as described herein) use the occupied facilities described above.  We believe 
that the facilities we occupy are adequate for the purposes for which they are used and the occupied facilities are 
well maintained. 

Additional information with respect to facilities and lease commitments is set forth under the caption “Lease 
Commitments” in Note 11 to the Consolidated Financial Statements in Part II, Item 8, of this Report. 
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ITEM 3. LEGAL PROCEEDINGS  

We are involved in a number of judicial, regulatory and arbitration proceedings concerning matters arising in 
connection with the conduct of our business. Such proceedings include actions brought against us and others with 
respect to transactions in which we acted as an underwriter or financial advisor, actions arising out of our activities as a 
broker or dealer in securities and commodities and actions brought on behalf of various classes of claimants against 
many securities and commodities firms, including us. 

Although there can be no assurance as to the ultimate outcome, we generally have denied, or believe we have a 
meritorious defense and will deny, liability in all significant cases pending against us, including the matters described 
below, and we intend to defend vigorously each such case.  Based on information currently available, we believe the 
amount, or range, of reasonably possible losses in connection with the actions against us, including the matters 
described below, in excess of established reserves, in the aggregate, not to be material to the Company’s consolidated 
financial condition or cash flows. However, losses may be material to our operating results for any particular future 
period, depending on the level of our income for such period. 

Bader v. Ainslie, et al. 

On August 3, 2006, a purported shareholder derivative action captioned Bader v. Ainslie, et al., was filed against 
Holdings and the members of its Board of Directors (the “Directors”) in the United States District Court for the 
Southern District of New York (the “New York District Court”) seeking various types of equitable and injunctive 
relief. The complaint purports to bring claims under Section 14(a) of the Securities Exchange Act of 1934 and 
unspecified state law fiduciary duty claims alleging that the Firm’s proxy statements for the years 2002 through 2006 
contained false or misleading statements or failed to disclose material facts. Specifically, the complaint alleges that the 
Black-Scholes method of valuing stock options granted to executive officers of Holdings and the deductibility of those 
options were incorrectly described and applied. Holdings and the Directors entered into a settlement agreement with the 
plaintiff on January 10, 2007. On February 9, 2007, the New York District Court preliminarily approved the settlement 
and scheduled a hearing on April 5, 2007 for final approval of the settlement.  

Actions Regarding Enron Corporation 

Enron Securities Purchaser Actions.  In April 2002, a Consolidated Complaint for Violation of the Securities Laws 
was filed in the United States District Court for the Southern District of Texas (the “Texas District Court”), 
captioned In re Enron Corporation Securities Litigation (the “Enron Litigation”), based on the theory that the 
various investment bank defendants and other-related Enron individuals engaged or participated in manipulative 
devices to inflate Enron’s reported profits and financial condition, made false or misleading statements and 
participated in a scheme or course of business to defraud Enron’s shareholders. LBI and Holdings were originally 
named in this action, and settled any claims therein in 2005.  The matters discussed below were related to the Enron 
Litigation and remained pending at the time of the filing of Holdings’ most recent Report on Form 10-Q. 

In May 2002, American National Insurance Company and certain of its affiliates filed a complaint against LBI, 
Holdings, Lehman Commercial Paper Inc. (“LCPI”) and a broker formerly employed by Lehman Brothers. The 
amended complaint, filed in October 2003, is based on allegations similar to those in the Enron Litigation and 
asserts that plaintiffs relied on defendants’ allegedly false and misleading statements in purchasing and continuing 
to hold Enron debt and equities in their LBI accounts. The amended complaint alleged violations of the Texas 
Securities Act, violations of the Texas Business and Commerce Code, fraud, breach of fiduciary duty, negligence 
and professional malpractice, and sought unspecified compensatory and punitive damages. The action was 
coordinated for pretrial purposes with the Enron Litigation. This action was settled in December 2006, and the 
Texas District Court dismissed it with prejudice on January 4, 2007. 

In August 2002, a complaint was filed against Holdings and four other commercial or investment banks, among 
other defendants, by the Public Employees Retirement System of Ohio and three other state employee retirement 
plans, containing allegations similar to those in the Enron Litigation. Against Holdings, the complaint alleges claims 
for common law fraud and deceit, aiding and abetting common law fraud, conspiracy to commit fraud, negligent 
misrepresentation and violation of the Texas Securities Act, and seeks unspecified compensatory and punitive 
damages. This action was consolidated with the Enron Litigation, and the parties have agreed to a settlement which 
is subject to documentation and dismissal of the case.  
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In April 2003, Westboro Properties LLC and Stonehurst Capital, Inc. filed a complaint against LBI, Holdings and 
other commercial or investment banks. Plaintiffs alleged that defendants engaged in violations of the Texas 
Securities Act, statutory fraud in stock transactions, fraud, negligence and professional malpractice, and violations 
of Sections 12 and 15 of the Securities Act in inducing plaintiffs to purchase certain certificates, or investments, in 
two special purpose entities (“SPEs”), Osprey I and Osprey II and raised claims similar to those pending in the 
Enron Litigation.  Plaintiffs sought unspecified actual, special and punitive damages and equitable relief. The action 
was consolidated with the Enron Litigation.  LBI and Holdings settled this case in December 2005, and the final 
order of dismissal by the Texas District Court was entered on January 20, 2006.   

In September 2003, a purported class action complaint was filed against Holdings and seven other commercial or 
investment banks, among other defendants, by Sara McMurray on behalf of purchasers of Enron common stock 
between October 16, 1998 and November 27, 2001, making similar allegations to those in the Enron Litigation.  
Plaintiff alleged negligent misrepresentation, common law fraud, breach of fiduciary duty and aiding and abetting 
breach of fiduciary duty, and sought unspecified damages for lost investment opportunities and lost benefit of the 
bargain. This action was consolidated with the Enron Litigation in the Texas District Court. Similarly, in January 
2004, a purported class action complaint was filed against Holdings and other commercial or investment banks, 
among other defendants, by William Young and Frank Conway on behalf of all persons who held Enron shares 
from April 13, 1999 through November 8, 2001. Making allegations similar to those in the Enron Litigation, 
plaintiffs allege claims for negligent misrepresentation and common law fraud and seek unspecified compensatory 
damages. This action was coordinated for pretrial purposes with the Enron Litigation in the Texas District Court. In 
both of these actions, plaintiffs filed motions to voluntarily dismiss Holdings from the action without prejudice. 
Before those motions were ruled upon, new complaints were filed that did not name Holdings. 

Other Actions. In November 2003, Enron filed two nearly identical lawsuits against LCPI, LBIE and other 
commercial paper dealers and investors in the United States Bankruptcy Court for the Southern District of New 
York. The complaints allege that monies paid by Enron in October and November 2002 to repurchase its 
outstanding commercial paper shortly before its maturity were preferential payments and/or fraudulent conveyances 
under the Bankruptcy Code. Among other things, the complaints seek to avoid and recover these payments from the 
defendants. In total, approximately $500 million is sought from LCPI and LBIE, nearly all of which relates to 
LCPI’s role as intermediary between Enron and several co-defendant holders of the commercial paper. 

In March 2004, LJM2 Liquidation Statutory Trust B and its managing trustee filed a complaint in Delaware 
Chancery Court (the “Delaware Chancery Court action”) against the limited partners in LJM2 Co-Investment L.P., 
including LB I Group Inc., alleging that the limited partners improperly rescinded a capital call. The complaint 
asserted claims against the LB I Group Inc. for violations of the Delaware Revised Uniform Limited Partnership 
Act, breach of the partnership and subscription agreements, breach of the credit agreement, tortious interference, 
aiding and abetting a breach of fiduciary duty, avoidable transfer, breach of the covenant of good faith and fair 
dealing, unjust enrichment, breach of the partnership agreement and conspiracy to engage in fraudulent transfer.  
Plaintiffs sought monetary damages of approximately $75 million in the aggregate from the limited partners, plus 
interest and costs, as well as specific enforcement of the obligation to make capital contributions.   

In April 2004, LJM2 Liquidation Statutory Trust B and its managing trustee filed an amended complaint against the 
limited partners of LJM2 Co-Investment, L.P., including LB I Group Inc., alleging that the distributions to the 
limited partners were fraudulent transfers and violated the Delaware Revised Uniform Limited Partnership Act.  
Plaintiffs sought monetary damages of approximately $75 million in the aggregate from the limited partners, plus 
interest and costs.  That action was pending in the United States Bankruptcy Court for the Northern District of 
Texas (the “Texas proceeding”).  

On September 8, 2006, the Delaware Chancery Court action and the Texas proceeding were settled pursuant to a 
confidential settlement agreement. On December 14, 2006, the parties to the Texas proceeding (including LB I 
Group Inc.) filed a stipulation of voluntary dismissal in the Texas Bankruptcy Court dismissing the Texas 
proceeding with prejudice. On December 15, 2006, the managing trustee of LJM2 Liquidation Statutory Trust B 
filed a notice of voluntary dismissal in the Delaware Chancery Court dismissing the Delaware Chancery Court 
action with prejudice.  

First Alliance Mortgage Company Matters 

During 1999 and the first quarter of 2000, LCPI provided a warehouse line of credit to First Alliance Mortgage 
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Company (“FAMCO”), a subprime mortgage lender, and LBI underwrote the securitizations of mortgages originated 
by FAMCO. In March 2000, FAMCO filed for bankruptcy protection in the United States Bankruptcy Court for the 
Central District of California (the “California Bankruptcy Court”). In August 2001, a class action (the “Class Action”) 
was filed in the California Bankruptcy Court, on behalf of a class of FAMCO borrowers seeking equitable 
subordination of LCPI’s (among other creditors’) liens and claims. In October 2001, the complaint was amended to add 
LBI as a defendant and to add claims for aiding and abetting fraudulent lending activities by FAMCO and for unfair 
competition under the California Business and Professions Code.  In August 2002, a Second Amended Complaint was 
filed which added a claim for punitive damages and extended the class period from May 1, 1996 until FAMCO’s 
bankruptcy filing. The complaint sought actual and punitive damages, the imposition of a constructive trust on all 
proceeds paid by FAMCO to LCPI and LBI, disgorgement of profits and attorneys’ fees and costs.  

In November 2001, the Official Joint Borrowers Committee (the “Committee”) initiated an adversary proceeding, on 
behalf of the FAMCO-related debtors, in the California Bankruptcy Court by filing a complaint ultimately against 
LCPI, LBI (the “Lehman defendants”) and several individual officers and directors of FAMCO and its affiliates. As to 
the Lehman defendants, the Committee asserted various bankruptcy claims for avoidance of liens, aiding and abetting 
and breach of fiduciary duty.   

The United States District Court for the Central District of California (the “California District Court”) withdrew the 
reference to the California Bankruptcy Court and consolidated these cases before the California District Court.  A class 
was certified in November 2002, and subsequently amended, to certify the Class Action as being brought on behalf of a 
class of all persons who acquired mortgage loans from FAMCO from 1999 through March 31, 2000, which were used 
as collateral for FAMCO’s warehouse credit line with LCPI or were securitized in transactions underwritten by LBI. 
The trial began in February 2003.  

In June 2003, the California District Court dismissed plaintiffs’ claim for punitive damages.  Also in June 2003, the jury 
rendered its verdict, finding LBI and LCPI liable for aiding and abetting FAMCO’s fraud. The jury found damages of 
$50.9 million and held the Lehman defendants responsible for 10% of those damages. In July 2003, the California 
District Court entered findings of fact and conclusions of law relating to all claims still pending and holding that any 
transfers to LCPI were not fraudulent and its liens were not avoidable, nor was equitable subordination of amounts 
owed by FAMCO to LCPI at the time of the Chapter 11 filing warranted. Judgment was entered in November 2003 on 
the jury verdict.  On December 8, 2006, the United States Court of Appeals for the Ninth Circuit issued a decision on 
the appeals of all parties, affirming the jury verdict on liability, rejecting all plaintiffs’ claims for further relief, vacating 
the damages verdict and remanding the matter for further proceedings on the proper calculation of “out of pocket” 
damages rather than the higher benefit of the bargain damages upon which the jury based its verdict. 

In June 2003, the Attorney General of the State of Florida filed a civil complaint against LCPI in the Circuit Court of 
the 17th Judicial Circuit in and for Broward County, Florida, alleging violations of the Florida Unfair and Deceptive 
Trade Practices Act and common law fraud.  The allegations arise out of LCPI’s relationship with FAMCO insofar as 
FAMCO did business with Florida borrowers. The Florida Attorney General alleges in the complaint that, among other 
things, LCPI provided financing to FAMCO, despite LCPI’s purported knowledge that FAMCO was engaged in 
“predatory lending” practices. The complaint seeks a permanent injunction, compensatory and punitive damages, civil 
penalties, attorney’s fees and costs. 

IPO Allocation Cases 

Securities Action. LBI was named as a defendant in numerous purported securities class actions that were filed between 
March and December 2001 in the New York District Court. The actions, which allege improper IPO allocation 
practices, were brought by persons who, either directly or in the aftermarket, purchased IPO securities during the period 
between March 1997 and December 2000. The plaintiffs allege that LBI and other IPO underwriters required persons 
receiving allocations of IPO shares to pay excessive commissions on unrelated trades and to purchase shares in the 
aftermarket at specified escalating prices. The plaintiffs, who seek unspecified compensatory damages, claim that these 
alleged practices violated various provisions of the federal securities laws, specifically Sections 11, 12(a)(2) and 15 of 
the Securities Act and Sections 10(b) and 20(a) of the Exchange Act. 

Plaintiffs filed 310 actions, each relating to a distinct offering, which actions were consolidated for pretrial purposes 
before a single judge. LBI is named as a defendant in 83 of those cases. For pretrial coordination purposes, the parties 
also designated certain focus cases, which were to be used as guidance for decisions in all cases. In September 2003, 
plaintiffs moved for certification of a class of investors in each of six focus cases. On October 13, 2004, the New York 
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District Court granted plaintiffs’ motion. The defendants (including LBI) appealed to the United States Court of 
Appeals for the Second Circuit  (the “Second Circuit”), which on December 5, 2006, overturned the decision below, set 
forth the standards for class certification and concluded that classes could not be certified based on the facts alleged by 
plaintiffs. 

Antitrust Action. In January 2002, a separate consolidated class action, entitled In re Initial Public Offering Antitrust 
Litigation, was filed in the New York District Court against LBI, among other underwriters, alleging violations of 
federal and state antitrust laws. The complaint alleges that the underwriter defendants conspired to require customers 
who wanted IPO allocations to pay the underwriters a percentage of their IPO profits in the form of commissions on 
unrelated trades to purchase other, less attractive securities and to buy shares in the aftermarket at predetermined 
escalating prices. In November 2003, the court dismissed the antitrust action on the grounds that the conduct alleged 
was impliedly immune from the antitrust laws. On appeal, the Second Circuit reversed the New York District Court’s 
decision in September 2005. The Supreme Court of the United States granted a petition for certiorari on December 7, 
2006 to review the Second Circuit decision. 

Issuer Action. In April 2002, a suit was filed in Delaware Chancery Court by Breakaway Solutions Inc. (“Breakaway”), 
which names LBI and two other underwriters as defendants (the “Delaware Action”). The complaint purports to be 
brought on behalf of a class of issuers who issued securities in IPOs through at least one of the defendants during the 
period January 1998 through October 2000 and whose securities increased in value 15% or more above the original 
price within 30 days after the IPO. It alleges that defendants under-priced IPO securities and allocated those under-
priced securities to certain favored customers in return for alleged arrangements with the customers for increased 
commissions on other transactions and alleged tie-in arrangements. The complaint asserts claims for breaches of 
contract, of the implied covenant of good faith and fair dealing and of fiduciary duty, and for indemnification or 
contribution and unjust enrichment or restitution. Breakaway seeks, among other relief, class certification, injunctive 
relief, an accounting, declarations requiring defendants to indemnify Breakaway in the pending consolidated IPO 
securities class actions and determining that Breakaway has no indemnification obligation to defendants in those 
actions, and compensatory damages. In August 2004, the court denied defendants’ motion to dismiss. On motion by 
defendants, the court reconsidered its prior decision and by order dated December 8, 2005, dismissed all but 
Breakaway’s claim for breach of fiduciary duty. 

In September 2005, Breakaway commenced an action in the New York State Supreme Court, New York County, 
naming the same defendants (the “New York Action”). This action alleges that LBI, as a co-manager of Breakaway’s 
initial public offering and in conjunction with the other underwriter defendants, breached a fiduciary duty to Breakaway 
and breached the covenant of good faith and fair dealing implied in the underwriting agreement among Breakaway and 
the underwriters by allegedly under-pricing Breakaway’s shares in the IPO. Unlike the Delaware Action, which 
Breakaway purports to bring on behalf of a class of issuers, the New York Action concerns claims brought only on 
behalf of Breakaway. 

IPO Fee Litigation 

Harold Gillet, et al. v. Goldman Sachs & Co., et al.; Yakov Prager, et al. v. Goldman, Sachs & Co., et al.; David 
Holzman, et al. v. Goldman, Sachs & Co., et al. Beginning in November 1998, four purported class actions were filed 
in the New York District Court against in excess of 25 underwriters of IPO securities, including LBI. The cases were 
subsequently consolidated into In re Public Offering Antitrust Litigation. Plaintiffs, alleged purchasers of securities 
issued in certain IPOs, seek compensatory and injunctive relief for alleged violations of the antitrust laws based on the 
theory that the defendants fixed and maintained fees for underwriting certain IPO securities at supra-competitive levels. 
In February 2001, the New York District Court granted defendants’ motion to dismiss the consolidated amended 
complaint, concluding that the purchaser plaintiffs lacked standing under the antitrust laws to assert the claims. On 
appeal, the Second Circuit reversed and remanded the case to the New York District Court for further proceedings, 
including potential dismissal of the claims based on additional arguments raised in the motion to dismiss. The New 
York District Court, in an order dated February 24, 2004, dismissed plaintiffs’ claims for monetary damages allowing 
only their claims for injunctive relief to proceed. 

In re Issuer Plaintiff Initial Public Offering Fee Antitrust Litigation. In April 2001, the New York District Court 
consolidated four actions pending before the court brought by bankrupt issuers of IPO securities against more than 20 
underwriter defendants (including LBI). In July 2001, the plaintiffs filed a consolidated class action complaint seeking 
unspecified compensatory damages and injunctive relief for alleged violations of the antitrust laws based on the theory 
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that the defendant underwriters fixed and maintained fees for underwriting certain IPO securities at supra-competitive 
levels. Two of the four original plaintiffs subsequently withdrew their claims. The remaining plaintiffs filed a motion 
for class certification, which the New York District Court denied in an order, dated April 19, 2006. Plaintiffs filed an 
appeal with the Second Circuit Court of Appeals. 

Mirant Corporation Securities Litigation 

In November 2002, an amended complaint was filed in the United States District Court for the Northern District of 
Georgia, Atlanta Division, and captioned In re Mirant Corporation Securities Litigation. The action is brought on 
behalf of a purported class of investors who purchased the securities of Mirant Corporation (“Mirant”) during the 
period from September 26, 2000 and September 5, 2002. Plaintiffs name Mirant, various officers and directors, 
Mirant’s former parent, The Southern Company, along with its officers and directors, LBI, as a member of the 
underwriting syndicate, and eleven other underwriters of Mirant’s IPO of common stock in September 2000. The 
underwriters are contractually entitled to customary indemnification from Mirant, but Mirant filed for bankruptcy 
protection in July 2003. The IPO raised approximately $1.467 billion, of which Lehman Brothers’ underwriting 
share was 9%. Against the underwriters, plaintiffs allege violations of Section 11 of the Securities Act. The 
complaint alleges that the prospectus and registration statement for the offering contained false and misleading 
statements or failed to disclose material facts concerning, among other things, Mirant’s alleged misconduct in 
energy markets in the State of California, the accounting for Mirant’s interest in a United Kingdom-based company, 
Western Power Distribution, and other accounting issues. The complaint seeks class action certification, unspecified 
damages and costs.  

Research Analyst Independence Litigations 

Since the announcement of the final global regulatory settlement regarding alleged research analyst conflicts of 
interest at various investment banking firms in the United States, including LBI, in April 2003 (the “Final Global 
Settlement”), a number of purported class actions were filed relating to such alleged conflicts. Three, consolidated 
actions have been filed against LBI in federal court, two of which have since been dismissed, which are specific to 
LBI’s research of particular companies. The actions allege conflicts of interest between LBI’s investment banking 
business and research activities and seek to assert claims pursuant to Sections 10(b) and 20(a) of the Exchange Act 
and Rule 10b-5 thereunder.  In the remaining pending action, relating to RSL Communications, plaintiffs have filed 
an amended consolidated complaint, containing essentially the same allegations as the original complaints, but 
adding two other investment banks as defendants (Fogarazzo, et al. v. Lehman Brothers Inc., et al.). On July 27, 
2005, the New York District Court granted plaintiffs' motion for class certification. On January 26, 2007, the 
Second Circuit Court of Appeals accepted the defendants’ appeal and vacated and remanded the case to the New 
York District Court in light of the decision in the IPO Allocation Securities Action case discussed above.  

In June 2003, a purported derivative action, Bader and Yakaitis P.S.P. and Trust, et al. v. Michael L. Ainslie, et al., 
relating to the Final Global Settlement was filed in New York State Supreme Court, New York County. The suit 
names Holdings and its then sitting Board of Directors (the “Board”) as defendants and contends that the Board 
should have been aware of and prevented the alleged misconduct that resulted in the settlement with regulators. In 
December 2003, plaintiffs filed an amended complaint, reiterating the allegations concerning the alleged failure to 
detect and prevent conduct resulting in the Final Global Settlement, and adding allegations concerning the alleged 
failure to detect and prevent conduct relating to purportedly improper IPO allocation practices, discussed more fully 
above under the heading “IPO Allocation Cases.” 

Short Sales Related Litigation 

Commencing in April 2006, LBI was named as a defendant in putative class actions relating to short selling filed in 
the New York District Court. In December 2006, the court ordered that the actions be consolidated and renamed the 
In re Short Sale Antitrust Litigation.  By January 2007, only one plaintiff, Electronic Trading Group, remained in 
the case (after earlier-named plaintiffs dropped out). A second amended complaint was filed, purportedly on behalf 
of those who had paid certain fees to broker dealers in connection with borrowing securities against 17 broker-
dealers and other unnamed defendants, including LBI. The plaintiff alleges that the broker-dealers conspired to fix 
the minimum borrowing rate charged their clients for borrowing certain types of securities and to charge their 
clients fees, commissions and/or interest to execute short sale transactions when the broker-dealers failed to locate, 
borrow and/or deliver the shares, thereby earning illicit profits. The complaint asserts four causes of action: 
violations of Section 1 of the Sherman Act, breach of fiduciary duty, aiding and abetting breaches of fiduciary duty, 
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and unjust enrichment. Plaintiff seeks injunctive relief and unspecified trebled compensatory and punitive damages. 

In June 2006, LBI was named as a defendant in an action filed by 40 shareholders of Novastar Financial, Inc. 
(“NFI”) against 11 broker-dealers and other unnamed defendants in the Superior Court of California for San 
Francisco County. The action alleges that the broker-dealers participated in an illegal stock market manipulation 
scheme that involved accepting orders for purchases, sales and short sales of NFI stock with no intention of 
covering such orders with borrowed stock or stock issued by NFI. Plaintiffs claim that this scheme caused 
distortions with regard to the nature and amount of active trading in NFI stock, thereby causing its share price to 
decline. The complaints assert causes of action under California Corporations Code Sections 25400, et seq. and 
California Business and Professions Code Sections 17200, et seq. and 17500, et seq. The actions seek unspecified 
damages. 

Wright et al. v. Lehman Brothers Holdings Inc. et al. 

In August 2005, A. Vernon Wright and Dynoil Refining LLC sued Holdings, LBI and two current and one former 
LBI employees, in Los Angeles Superior Court. Plaintiffs claim negligence, breach of contract, breach of duties of 
good faith and fair dealing and of fiduciary duty, interference with prospective business advantage and 
misappropriation of trade secrets. Plaintiffs allege that Wright provided Lehman Brothers with confidential 
information that Wright, along with certain Chinese interests, intended to buy Unocal, which Lehman Brothers 
allegedly passed to Chevron, preventing Wright from executing his plan. Plaintiffs seek $9.2 billion, the alleged 
value of the U.S. assets plaintiffs say they would have acquired. 

In March 2006, Carlton Energy Group, Muskeg Oil Co and Newco filed a similar suit against Holdings, LBI, two 
different LBI employees named in the Dynoil action and a third Lehman Brothers employee, in state court in Harris 
County, Texas. The three plaintiff entities are owned or controlled by Thomas O’Dell and Daniel Chiang, erstwhile 
business partners of Vernon Wright. Plaintiffs claim negligence, breach of contract, breach of fiduciary duty, 
intentional interference with business relationship, fraud, misrepresentation, misappropriation of trade secrets and 
quantum merit. Plaintiffs’ allegations mirror those by Wright and Dynoil. They further allege that Wright is no longer 
their business partner. Plaintiffs seek unspecified damages. Plaintiffs have agreed to stay their action and bring their 
claims in the action brought by A. Vernon Wright in Los Angeles Superior Court. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None. 
PART II 

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS 
AND ISSUER PURCHASES OF EQUITY SECURITIES 

Holdings’ common stock, par value $0.10 per share, is listed on the New York Stock Exchange. As of January 31, 
2007, there were 526,088,102 shares of our common stock outstanding and approximately 22,580 holders of record. On 
February 12, 2007, the last reported sales price of our common stock was $82.22. The table below shows the high and 
low sale prices for the common stock for each fiscal quarter within the two most recent fiscal years: 

Price Range of Common Stock       

    

 Low Sale Price High Sale Price Dividends 

Fiscal 2006:    

Fourth Quarter $63.04 $78.89 $0.12 

Third Quarter $58.37 $69.48 $0.12 

Second Quarter $62.82 $78.85 $0.12 

First Quarter $62.14 $74.79 $0.12 
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Fiscal 2005:    

Fourth Quarter $51.86 $66.58 $0.10 

Third Quarter $45.53 $54.00 $0.10 

Second Quarter $42.96 $48.47 $0.10 

First Quarter $41.63 $47.35 $0.10 

 

In January 2007, our Board of Directors increased the fiscal 2007 annual common stock dividend rate to $0.60 per 
share from an annual dividend rate of $0.48 per share in fiscal 2006 and $0.40 per share in fiscal 2005. Dividends on 
the common stock are generally payable, following declaration by the Board of Directors, in February, May, August 
and November.  

The above table and common stock dividend per share rates have been adjusted to reflect the April 28, 2006 2-for-1 
stock split. 

The table below sets forth information with respect to purchases made by or on behalf of Holdings or any “affiliated 
purchaser” (as defined in Rule 10b-18(a)(3) under the Securities Exchange Act of 1934, as amended), of our common 
stock during the quarter ended November 30, 2006. 

  Issuer Purchases of Equity Securities  
 Total Number of Maximum Number 
 Shares Purchased of Shares that May 
 Total Number as Part of Publicly Yet Be Purchased 
 of Shares Average Price Announced Plans Under the Plans or 
 Purchased(1) Paid per Share or Programs(2) Programs (2) 

Month # 1 (September 1— September 30, 2006): 
Common stock repurchases 1 1,440,000  1,440,000 
Employee transactions 2 191,130  191,130 
Total 1,631,130 $68.56 1,631,130 69,249,981 

Month # 2 (October 1—October 31, 2006): 
Common stock repurchases 1 3,835,100  3,835,100 
Employee transactions 2 600,673  600,673 
Total 4,435,773 $76.64 4,435,773 64,814,208 

Month # 3 (November 1—November 30, 2006): 
Common stock repurchases 1 54,000  54,000 
Employee transactions 2 7,640,967  7,640,967 
Total 7,694,967 $73.74 7,694,967 57,119,241 

Total (September 1, 2006—November 30, 2006):
Common stock repurchases 1 5,329,100  5,329,100 
Employee transactions 2 8,432,770  8,432,770 

 Total 13,761,870 $74.06 13,761,870 57,119,241 
(1) We have an ongoing common stock repurchase program, pursuant to which we repurchase shares in the open market on a regular basis. In 

January 2006, our Board of Directors authorized the repurchase in 2006, subject to market conditions, of up to 80 million shares of 
Holdings common stock, for the management of the Firm’s equity capital, including offsetting 2006 dilution due to employee stock plans. 
Our Board also authorized the repurchase in 2006, subject to market conditions, of up to an additional 30 million shares, for the possible 
acceleration of repurchases to offset a portion of 2007 dilution due to employee stock plans. The number of shares authorized to be 
repurchased in the open market is reduced by the actual number of Employee Offset Shares (as defined below) received.  

(2) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon 
option exercises and conversion of restricted stock units (collectively, “Employee Offset Shares”). 

In January 2007, our Board of Directors authorized the repurchase, subject to market conditions, of up to 100 million 
shares of Holdings common stock for the management of our equity capital, including offsetting dilution due to 
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employee stock awards. This authorization supersedes the stock repurchase program authorized in 2006. For more 
information about the repurchase program and employee stock plans, see “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations—Liquidity, Funding and Capital Resources—Equity Management” in 
Part II, Item 7, Notes 12 and 15 to the Consolidated Financial Statements in Part II, Item 8, and “Security Ownership of 
Certain Beneficial Owners and Management and Related Stockholders Matters” in Part III, Item 12, of this Report. 
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ITEM 6. SELECTED FINANCIAL DATA 

The following table summarizes certain consolidated financial information. 
Selected Financial Data 

In millions, except per common share and selected data and financial ratios
Year ended November 30 2006 2005 2004 2003  2002
Consolidated Statement of Income 
Total revenues $   46,709 $  32,420 $   21,250 $  17,287  $  16,781 
Interest expense   29,126 17,790 9,674 8,640  10,626 
Net revenues  17,583 14,630 11,576 8,647  6,155
Non-interest expenses:      
    Compensation and benefits   8,669 7,213 5,730 4,318  3,139 
    Non-personnel expenses (1)   3,009 2,588 2,309 1,716  1,517 
    Real estate reconfiguration charge — — 19 77  128 
    September 11th related recoveries, net — — — —  (108) 
    Regulatory settlement — — — —  80 
Total non-interest expenses  11,678 9,801 8,058 6,111  4,756
Income before taxes and cumulative effect of accounting change 5,905 4,829 3,518 2,536  1,399 
Provision for income taxes 1,945 1,569 1,125 765  368 
Dividends on trust preferred securities (2) — — 24 72  56 
Income before cumulative effect of accounting change    3,960 3,260   2,369     1,699      975
Cumulative effect of accounting change 47 — — —  — 
Net income $    4,007 $ 3,260 $   2,369 $    1,699  $     975
Net income applicable to common stock $    3,941 $    3,191 $    2,297 $    1,649  $      906 
Consolidated Statement of Financial Condition (at November 30)
    Total assets $503,545 $410,063 $357,168 $312,061  $260,336 
     Net assets(3)   268,936 211,424 175,221 163,182  140,488 
    Long-term borrowings(2) (4)     81,178 53,899 49,365 35,885  30,707 
    Preferred securities subject to mandatory redemption(2) — — — 1,310  710 
    Total stockholders’ equity     19,191 16,794 14,920 13,174  8,942 
    Tangible equity capital(5)     18,567 15,564 12,636 10,681  9,439 
    Total long-term capital (6)  100,369 70,693 64,285 50,369  40,359 

Per Common Share Data(7)

    Net income (basic) $      7.26 $      5.74 $      4.18 $      3.36  $     1.85 
    Net income (diluted) $      6.81 $      5.43 $      3.95 $      3.17  $     1.73 
    Weighted average common shares (basic) (in millions) 543.0 556.3 549.4 491.3       490.7 
    Weighted average common shares (diluted) (in millions) 578.4 587.2 581.5 519.7       522.3 
    Dividends  $      0.48  $      0.40 $      0.32 $      0.24  $     0.18 
    Book value (at November 30) (8) $    33.87 $    28.75 $    24.66 $    22.09  $   17.07 
Selected Data (at November 30)
    Leverage ratio (9) 26.2x 24.4x 23.9x 23.7x       29.1x 
    Net leverage ratio(10)     14.5x 13.6x 13.9x 15.3x       14.9x 
    Employees 25,936 22,919 19,579 16,188     12,343 
    Assets under management (in billions)  $       225 $       175 $       137 $       120 $           9 
Financial Ratios (%)      
    Compensation and benefits/net revenues 49.3 49.3 49.5 49.9         51.0 
    Pre-tax margin 33.6 33.0 30.4 29.3         22.7 
    Return on average common stockholders’ equity (11) 23.4 21.6 17.9 18.2         11.2 
    Return on average tangible common stockholders’ equity (12)  29.1 27.8 24.7 19.2         11.5 
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Notes to Selected Financial Data: 
(1) Non-personnel expenses exclude the following items: 1) real estate reconfiguration charges of $19 million, $77 million and $128 million for the years 

ended November 2004, 2003 and 2002, respectively; and 2) September 11th related recoveries, net of $(108) million, and a regulatory settlement of $80 
million for the year ended November 30, 2002. 

(2) We adopted FIN 46(R) effective February 29, 2004, which required us to deconsolidate the trusts that issued the preferred securities. Accordingly, at and 
subsequent to February 29, 2004, preferred securities subject to mandatory redemption were reclassified to Junior Subordinated notes, a component of 
long-term borrowings. Dividends on preferred securities subject to mandatory redemption, which were presented as Dividends on trust preferred securities 
in the Consolidated Statement of Income through February 29, 2004, are included in Interest expense in periods subsequent to February 29, 2004. 

(3) Net assets represent total assets excluding: 1) cash and securities segregated and on deposit for regulatory and other purposes, 2) securities received as 
collateral, 3) securities purchased under agreements to resell, 4) securities borrowed and 5) identifiable intangible assets and goodwill. We believe net 
assets are a measure more useful to investors than total assets when comparing companies in the securities industry because it excludes certain low-risk 
non-inventory assets and identifiable intangible assets and goodwill. Net assets as presented are not necessarily comparable to similarly-titled measures 
provided by other companies in the securities industry because of different methods of presentation. (1) 

(4) Long-term borrowings exclude borrowings with remaining contractual maturities within one year of the financial statement date. 

(5) Tangible equity capital represents total stockholders’ equity plus junior subordinated notes (and at November 30, 2003 and 2002, preferred securities 
subject to mandatory redemption), less identifiable intangible assets and goodwill.(b) See “MD&A—Liquidity, Funding and Capital Resources—Balance 
Sheet and Financial Leverage” for additional information about tangible equity capital. We believe total stockholders’ equity plus junior subordinated notes 
to be a more meaningful measure of our equity because the junior subordinated notes are equity-like due to their, subordinated, long-term nature and 
interest deferral features. In addition, a leading rating agency views these securities as equity capital for purposes of calculating net leverage. Further, we do 
not view the amount of equity used to support identifiable intangible assets and goodwill as available to support our remaining net assets. Tangible equity 
capital as presented is not necessarily comparable to similarly-titled measures provided by other companies in the securities industry because of different 
methods of presentation. 

 (6) Total long-term capital includes long-term borrowings (excluding any borrowings with remaining maturities within one year of the financial statement 
date) and total stockholders’ equity and, at November 30, 2003 and prior year ends, preferred securities subject to mandatory redemption. We believe total 
long-term capital is useful to investors as a measure of our financial strength. 

(7) Common share and per share amounts have been retrospectively adjusted to give effect for the 2-for-1 common stock split, effected in the form of a 100% 
stock dividend, which became effective April 28, 2006. 

(8) The book value per common share calculation includes amortized restricted stock units granted under employee stock award programs, which have been 
included in total stockholders’ equity. 

(9) Leverage ratio is defined as total assets divided by total stockholders’ equity. 

(10) Net leverage ratio is defined as net assets (see note 3 above) divided by tangible equity capital (see note 5 above). We believe net leverage is a more 
meaningful measure of leverage to evaluate companies in the securities industry. In addition, many of our creditors and a leading rating agency use the 
same definition of net leverage. Net leverage as presented is not necessarily comparable to similarly-titled measures provided by other companies in the 
securities industry because of different methods of presentation. 

(11) Return on average common stockholders’ equity is computed by dividing net income applicable to common stock for the period by average common 
stockholders’ equity. Average common stockholders’ equity for the years ended November 30, 2006, 2005, 2004, 2003 and 2002 was $16.9 billion, $14.7 
billion, $12.8 billion, $9.1 billion, and $8.1 billion, respectively. 

(12) Return on average tangible common stockholders’ equity is computed by dividing net income applicable to common stock for the period by average 
tangible common stockholders’ equity. Average tangible common stockholders’ equity equals average total common stockholders’ equity less average 
identifiable intangible assets and goodwill. Average identifiable intangible assets and goodwill for the years ended November 30, 2006, 2005, 2004, 2003, 
and 2002 was $3.3 billion, $3.3 billion, $3.5 billion, $471 million and $191 million, respectively. Management believes tangible common stockholders’ 
equity is a meaningful measure because it reflects the common stockholders’ equity deployed in our businesses. 

 (a) Net assets:      
November 30 (in millions)  2006  2005  2004  2003  2002 

Total assets  $ 503,545 $ 410,063 $ 357,168  $ 312,061  $ 260,336
Cash and securities segregated and on deposit for regulatory 
   and other purposes (6,091) (5,744) (4,085)  (3,100)  (2,803)
Securities received as collateral  (6,099)  (4,975)  (4,749)  (3,406)  (1,994) 
Securities purchased under agreement to resell  (117,490)  (106,209)  (95,535)  (87,416)  (94,341) 
Securities borrowed  (101,567)  (78,455)  (74,294)  (51,396)  (20,497) 
Identifiable intangible assets and goodwill  (3,362)  (3,256)  (3,284)  (3,561)  (213) 
Net assets $ 268,936 $ 211,424 $ 175,221  $ 163,182  $ 140,488

(b)Tangible equity capital:
November 30 (in millions)  2006  2005  2004  2003  2002 

Total stockholders’ equity $19 191 $16 794 $14 920 $13 174 $8 942
Junior subordinated notes (subject to limitation) (i)  2,738  2,026  1,000  1,068  710 
Identifiable intangible assets and goodwill  (3,362)  (3,256)  (3,284)  (3,561)  (213) 
Tangible equity capital $18,567 $15,564 $12,636  $10,681  $9,439

                     
(i) Preferred securities subject to mandatory redemption at November 30, 2003 and 2002. 
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
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Introduction 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” “Lehman Brothers,” “we,” 
“us” or “our”) is one of the leading global investment banks, serving institutional, corporate, government and high-net-
worth individual clients. Our worldwide headquarters in New York and regional headquarters in London and Tokyo are 
complemented by offices in additional locations in North America, Europe, the Middle East, Latin America and the 
Asia Pacific region. Through our subsidiaries, we are a global market-maker in all major equity and fixed income 
products. To facilitate our market-making activities, we are a member of all principal securities and commodities 
exchanges in the U.S. and we hold memberships or associate memberships on several principal international securities 
and commodities exchanges, including the London, Tokyo, Hong Kong, Frankfurt, Paris, Milan and Australian stock 
exchanges. 

Our primary businesses are capital markets, investment banking, and investment management, which, by their nature, 
are subject to volatility primarily due to changes in interest and foreign exchange rates, valuation of financial 
instruments and real estate, global economic and political trends and industry competition. Through our investment 
banking, trading, research, structuring and distribution capabilities in equity and fixed income products, we continue to 
build on our client-flow business model. The client-flow business model is based on our principal focus of facilitating 
client transactions in all major global capital markets products and services. We generate client-flow revenues from 
institutional, corporate, government and high-net-worth clients by (i) advising on and structuring transactions 
specifically suited to meet client needs; (ii) serving as a market-maker and/or intermediary in the global marketplace, 
including having securities and other financial instrument products available to allow clients to adjust their portfolios 
and risks across different market cycles; (iii) originating loans for distribution to clients in the securitization or 
principals market; (iv) providing investment management and advisory services; and (v) acting as an underwriter to 
clients. As part of our client-flow activities, we maintain inventory positions of varying amounts across a broad range of 
financial instruments that are marked to market daily and give rise to principal transactions and net interest revenue. In 
addition, we also maintain inventory positions (long and short) as part of our proprietary trading activities in our Capital 
Markets businesses, and make principal investments including real estate and private equity investments. The financial 
services industry is significantly influenced by worldwide economic conditions as well as other factors inherent in the 
global financial markets. As a result, revenues and earnings may vary from quarter to quarter and from year to year. 

All references to the years 2006, 2005 and 2004 in this Management’s Discussion and Analysis of Financial Condition 
and Results of Operations (“MD&A”) refer to our fiscal years ended November 30, 2006, 2005 and 2004, or the last 
day of such fiscal years, as the context requires, unless specifically stated otherwise. All share and per share amounts 
have been retrospectively adjusted for the two-for-one common stock split, effected in the form of a 100% stock 
dividend, which became effective April 28, 2006. See Note 12 to the Consolidated Financial Statements and “2-for-1 
Stock Split” in this MD&A for more information. 

Forward-Looking Statements 

Some of the statements contained in this MD&A, including those relating to our strategy and other statements that are 
predictive in nature, that depend on or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates” and similar expressions, are forward-looking statements within 
the meaning of Section 21E of the Securities Exchange Act of 1934, as amended. These statements are not historical 
facts but instead represent only management’s expectations, estimates and projections regarding future events. 
Similarly, these statements are not guarantees of future performance and involve certain risks and uncertainties that are 
difficult to predict, which may include, but are not limited to, the factors discussed under “Certain Factors Affecting 
Results of Operations” below and in Part I, Item 1A, “Risk Factors,” in this Form 10-K. 

As a global investment bank, our results of operations have varied significantly in response to global economic and 
market trends and geopolitical events. The nature of our business makes predicting the future trends of net revenues 
difficult. Caution should be used when extrapolating historical results to future periods. Our actual results and financial 
condition may differ, perhaps materially, from the anticipated results and financial condition in any such forward-
looking statements and, accordingly, readers are cautioned not to place undue reliance on such statements, which speak 
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only as of the date on which they are made. We undertake no obligation to update any forward-looking statements, 
whether as a result of new information, future events or otherwise. 

Certain Factors Affecting Results of Operations 

The significant risks that could impact our businesses and therefore our financial condition and results of operations are 
included, but not limited, to the items below. Our risk management and liquidity management policies are designed to 
mitigate the effects of certain of these risks.  See “Liquidity, Funding and Capital Resources—Liquidity Risk 
Management” and “Risk Management” in this MD&A for more information. 

Market Risk 

As a global investment bank, market risk is an inherent part of our business, and our businesses can be adversely 
impacted by changes in market and economic conditions that cause fluctuations in interest rates, exchange rates, equity 
and commodity prices, credit spreads and real estate valuations. We maintain inventory positions (long and short) 
across a broad range of financial instruments to support our client-flow activities and also as part of our proprietary 
trading and principal investment activities. Our businesses can incur losses as a result of fluctuations in these market 
risk factors, including adverse impacts on the valuation of our inventory positions and principal investments. See “Risk 
Management—Market Risk” in this MD&A for more information. 

Competitive Environment 

All aspects of our business are highly competitive. Our competitive ability depends on many factors, including our 
reputation, the quality of our services and advice, intellectual capital, product innovation, execution ability, pricing, 
sales efforts and the talent of our employees. See Part I, Item 1, “Business—Competition” in this Form 10-K for more 
information about competitive matters. 

Business Environment 

Concerns about geopolitical developments, energy prices and natural disasters, among other things, can affect the 
global financial markets and investor confidence. Accounting and corporate governance scandals in recent years have 
had a significant effect on investor confidence. See “Executive Overview—Business Environment” and “—Economic 
Outlook” in this MD&A for more information. 

Liquidity 

Liquidity and liquidity management are of critical importance in our industry. Liquidity could be affected by the 
inability to access the long-term or short-term debt, repurchase or securities-lending markets or to draw under credit 
facilities, whether due to factors specific to us or to general market conditions. In addition, the amount and timing of 
contingent events, such as unfunded commitments and guarantees, could adversely affect cash requirements and 
liquidity. To mitigate these risks, we have designed our liquidity and funding policies to maintain sufficient liquid 
financial resources to continually fund our balance sheet and to meet all expected cash outflows for one year in a 
stressed liquidity environment. See “Liquidity, Funding and Capital Resources—Liquidity Risk Management” in this 
MD&A for more information. 

Credit Ratings 

Our access to the unsecured funding markets and our competitive position is dependent on our credit ratings. A 
reduction in our credit ratings could adversely affect our access to liquidity alternatives and could increase the cost of 
funding or trigger additional collateral requirements. See “Liquidity, Funding and Capital Resources—Credit Ratings” 
in this MD&A for more information. 

Credit Exposure 

Credit exposure represents the possibility that a counterparty will be unable to honor its contractual obligations. 
Although we actively manage credit exposure daily as part of our risk management framework, counterparty default 
risk may arise from unforeseen events or circumstances. See “Risk Management—Credit Risk” in this MD&A for more 
information. 
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Operational Risk 

Operational risk is the risk of loss resulting from inadequate or failed internal or outsourced processes, people, 
infrastructure and technology, or from external events. We seek to minimize these risks through an effective internal 
control environment. See “Risk Management—Operational Risk” in this MD&A for more information. 

Legal, Regulatory and Reputational Risk 

The securities and financial services industries are subject to extensive regulation under both federal and state laws in 
the U.S. as well as under the laws of the many other jurisdictions in which we do business. We are subject to regulation 
in the U.S. by governmental agencies including the SEC and Commodity Futures Trading Commission, and outside the 
U.S. by various international agencies including the Financial Services Authority in the United Kingdom and the 
Financial Services Agency in Japan. We also are regulated by a number of self-regulatory organizations such as the 
National Association of Securities Dealers, the Municipal Securities Rulemaking Board and the National Futures 
Association, and by national securities and commodities exchanges, including the New York Stock Exchange. As of 
December 1, 2005, Holdings became regulated by the SEC as a consolidated supervised entity (“CSE”), and as such, 
we are subject to group-wide supervision and examination by the SEC, and accordingly, we are subject to minimum 
capital requirements on a consolidated basis. Violation of applicable regulations could result in legal and/or 
administrative proceedings, which may impose censures, fines, cease-and-desist orders or suspension of a firm, its 
officers or employees.  

The scrutiny of the financial services industry has increased over the past several years, which has led to increased 
regulatory investigations and litigation against financial services firms. Legislation and rules adopted both in the U.S. 
and around the world have imposed substantial new or more stringent regulations, internal practices, capital 
requirements, procedures and controls and disclosure requirements in such areas as financial reporting, corporate 
governance, auditor independence, equity compensation plans, restrictions on the interaction between equity research 
analysts and investment banking employees and money laundering. The trend and scope of increased regulatory 
compliance requirements have increased costs. 

Our reputation is critical in maintaining our relationships with clients, investors, regulators and the general public, and 
is a key focus in our risk management efforts. 

We are involved in a number of judicial, regulatory and arbitration proceedings concerning matters arising in 
connection with the conduct of our business, including actions brought against us and others with respect to 
transactions in which we acted as an underwriter or financial advisor, actions arising out of our activities as a broker or 
dealer in securities and actions brought on behalf of various classes of claimants against many securities firms and 
lending institutions, including us. See Part I, Item 1, “Business—Regulation” and Part I, Item 3, “Legal Proceedings” in 
this Form 10-K for more information about legal and regulatory matters. 

See Part I, Item 1A, “Risk Factors” in this Form 10-K for additional information about these and other risks inherent in 
our business. 

Executive Overview2

                     
2 Market share, volume and ranking statistics in this MD&A were obtained from Thomson Financial. 

Summary of Results 

In 2006, we achieved our third consecutive year of record net revenues, net income and diluted earnings per share. Our 
2006 results were driven by record net revenues in each business segment and geographic region. Net income totaled 
$4.0 billion, $3.3 billion and $2.4 billion in 2006, 2005 and 2004, respectively, increasing 23% in 2006 and 38% in 
2005 from the corresponding 2005 and 2004 periods, respectively. Diluted earnings per share were $6.81, $5.43 and 
$3.95 in 2006, 2005 and 2004, respectively, up 25% in 2006 and 37% in 2005 from the corresponding prior periods, 
respectively. The 2006 results included an after-tax gain of $47 million ($0.08 per diluted common share) from the 
cumulative effect of an accounting change for equity-based compensation resulting from the Company’s adoption of 
Statement of Financial Accounting Standards (“SFAS”) No.123 (revised) Share-Based Payment (“SFAS 123(R)”). See 
Note 15 to the Consolidated Financial Statements for additional information.  

B-36



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 
- 35 - 

Net revenues were $17.6 billion, $14.6 billion and $11.6 billion in 2006, 2005 and 2004, respectively. Net revenues 
increased 20% in 2006 from 2005. Capital Markets segment net revenues increased 22% to $12.0 billion in 2006 from 
$9.8 billion in 2005, as both Fixed Income Capital Markets and Equities Capital Markets achieved record net revenues. 
Fixed Income Capital Markets net revenues increased 15% to $8.4 billion in 2006 from $7.3 billion in 2005 due to 
broad based strength across products and regions. Equities Capital Markets net revenues rose 44% to $3.6 billion in 
2006 from $2.5 billion in 2005, driven by solid client–flow activity in the cash and prime broker businesses and 
favorable equity markets globally. Investment Banking segment revenues increased 9% to $3.2 billion in 2006 from 
$2.9 billion in 2005, reflecting record Global Finance–Debt and Advisory Services revenues, partially offset by a slight 
decrease in Global Finance–Equity revenues from the prior year. Investment Management segment net revenues 
increased 25% to $2.4 billion in 2006 from $1.9 billion in 2005, reflecting record net revenues in both Private 
Investment Management and Asset Management, including record assets under management (“AUM”) of $225 billion. 
Non–U.S. net revenues increased 21% to $6.5 billion in 2006 from $5.4 billion in 2005, representing 37% of total net 
revenues for both the 2006 and 2005 periods. See “Business Segments” and “Geographic Revenues” in this MD&A for 
a detailed discussion of net revenues by business segment and geographic region. 

Net revenues increased 26% to $14.6 billion in 2005 from $11.6 billion in 2004, reflecting higher net revenues in each 
of our three business segments and in each geographic region. Capital Markets business segment net revenues increased 
27% to $9.8 billion in 2005 from $7.7 billion in 2004. Fixed Income Capital Markets net revenues increased 28% to a 
then-record $7.3 billion in 2005 from $5.7 billion in 2004, on improved client-flow activities, and an increased 
contribution from the non–U.S. regions across a number of products. Equities Capital Markets net revenues rose 26% 
to $2.5 billion in 2005 from $2.0 billion in 2004, benefiting from higher global trading volumes and market indices, 
particularly in Europe and Asia, as well as increased prime broker activities. Investment Banking segment revenues 
increased 32% to $2.9 billion in 2005 from $2.2 billion in 2004, reflecting improved Global Finance–Debt, Global 
Finance–Equity and Advisory Services revenues. Investment Management segment net revenues increased 14% to $1.9 
billion in 2005 from $1.7 billion in 2004, reflecting then-record net revenues in both Private Investment Management 
and Asset Management, and AUM grew to $175 billion. Non–U.S. net revenues increased to 37% of total net revenues 
in 2005, up from 29% in 2004, resulting from higher revenues in Investment Banking and Capital Markets in both the 
Europe and Asia Pacific and other regions.  

See “Business Segments” and “Geographic Revenues” in this MD&A for a detailed discussion of net revenues by 
business segment and geographic region. 

Business Environment 

As a global investment bank, our results of operations can vary in response to global economic and market trends and 
geopolitical events. A favorable business environment is characterized by many factors, including a stable geopolitical 
climate, transparent financial markets, low inflation, low unemployment, global economic growth, and high business 
and investor confidence. These factors can influence (i) levels of debt and equity issuance and merger and acquisition 
(“M&A”) activity, which can affect our Investment Banking business, (ii) trading volumes, financial instrument and 
real estate valuations and client activity in secondary financial markets, which can affect our Capital Markets businesses 
and (iii) wealth creation, which can affect both our Capital Markets and Investment Management businesses. 

The global market environment was favorable again in 2006, and generally supportive for growth in our businesses. 
Positive market conditions in 2006 included a combination of factors - strong corporate profitability, deep pools of 
global liquidity, strong equity markets, low inflation and tightening credit spreads. Global equity markets rose to new 
highs on active trading levels. M&A and underwriting activities were also strong, driven by improved valuations, 
increased financial sponsor activity and a favorable interest rate environment.  

Equity markets. Global equity markets rose 14% in local currency terms during 2006, as most major global indices 
posted double digit increases from 2005 levels. U.S. equity markets ended the year strong as concerns over oil prices 
and inflation earlier in the year subsided and the Federal Reserve Board (the “Fed”) paused its interest rate tightening. 
In 2006, the New York Stock Exchange, Dow Jones Industrial Average, S&P 500 and NASDAQ indices rose 17%, 
13%, 12%, and 9%, respectively, from 2005. In the European equity markets, the FTSE and DAX rose 12% and 21%, 
respectively, from 2005. In Asia, the Nikkei and Hang Seng indices rose 9% and 27%, respectively, from 2005. These 
higher valuations served to fuel the equity origination calendar, and industry-wide market volumes increased 35% from 
2005 levels. In the U.S., the New York Stock Exchange, Dow Jones Industrial Average, S&P 500 and NASDAQ 
average daily trading volumes increased 5%, 8%, 11%, and 29%, respectively, from 2005. In Europe, 2006 average 
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daily trading volumes of the FTSE and DAX increased 5% and 14%, respectively, from 2005. Average daily trading 
volumes on the Nikkei and Hang Seng exchanges rose 12% and 45%, respectively, in 2006 from 2005. 

Fixed income markets. Global interest rates, while up slightly over 2005 levels, continued to remain low in absolute 
terms. The global economy grew at a strong pace in 2006, with particular strength in the first half of the year. With the 
exception of the United Kingdom, growth rates generally slowed in the second half of 2006 due to the impacts of 
higher oil prices and the slowdown in the U.S. housing market.  

The U.S. yield curve continued to flatten, as longer term yields were little affected by the Federal Funds Rate increases 
of 100 basis points during calendar 2006. The Fed ended its interest rate tightening cycle in the third quarter as the U.S. 
economy began to slow down, and inflationary concerns lessened.  

Conditions in Europe were favorable as the economy expanded by 3.1% during 2006, on strong profitability and 
improved exports. In Japan, prospects for growth improved throughout 2006 as the Bank of Japan signaled its 
confidence by ending its policy of zero percent interest rates in July. The yield curve ended the year inverted both in the 
U.S. and U.K., while flattening in Japan and continental Europe compared to 2005.  

Strong global growth, deep pools of liquidity and low absolute interest rates all served to increase global trading 
volumes in fixed income in 2006 over 2005 levels. Total global debt origination increased 16% in 2006 from 2005, on 
higher issuances in virtually all products. Strong investor demand also led to a further tightening of credit spreads, most 
notably in high yield products. 

Mergers and acquisitions. Stronger equity valuations, together with a favorable interest rate environment during 2006, 
led to a record M&A market. Financial sponsors in particular were very active, and had large pools of capital at their 
disposal. Announced M&A volumes increased 39% in 2006 from 2005, while completed M&A volumes increased 
22% in 2006 compared to the prior year period. 

Economic Outlook 

The financial services industry is significantly influenced by worldwide economic conditions in both banking and 
capital markets. We expect global GDP growth of 3.1% in 2007, a slower rate than 2006, but a level that continues to 
be favorable for this industry. We expect the interest rate outlook to remain positive with the Fed not raising interest 
rates next year, the European Central Bank raising interest rates only one more time, the Bank of England raising rates 
twice during 2007 and the Bank of Japan increasing rates gradually throughout the year. We also expect global 
corporate profitability will remain resilient in spite of the slower growth, with corporate earnings growing by 7% in 
2007. Additionally, corporate balance sheets will remain strong, as cash on hand currently comprises approximately 
10% of total balance sheets. We expect that all of the above will lead to continued growth of capital markets activities 
across all regions, with prospects for growth in non–U.S. regions in particular being highly favorable.  

Equity markets. We expect that solid corporate profitability and pools of excess liquidity will continue to have a 
positive effect upon the equity markets in 2007. We expect global equity indices to gain 10% in 2007. We also expect 
the equity offering calendar to increase by another 10% to 15% in 2007, as businesses continue to look to raise capital. 

Fixed income markets. We expect fixed income origination to remain strong, which in turn should have a positive 
impact on secondary market flows. We expect approximately $9.6 trillion of global fixed income origination in 
calendar 2007, on par with 2006. As growth continues in Europe and Asia, we expect these regions to account for a 
more significant portion of global issuance. We also expect both fixed-income-related products and the fixed income 
investor base to continue to grow with a global trend of more companies’ debt financing requirements being sourced 
from the debt capital markets.  

Fixed income activity is driven in part by the absolute level of interest rates, but also is highly correlated with the 
degree of volatility, the shape of the yield curve and credit quality, which in the aggregate impact the overall business 
environment. The fixed income investor base has changed dramatically from long-only investors of a few years ago to a 
continually growing hedge fund base and an expanding international investor base. Investors now employ far more 
developed risk mitigation tools to manage their portfolios. In addition, the size and diversity of the global fixed income 
marketplace have become significantly larger and broader over the last several years as capital markets continue to 
represent a deeper and more viable source of liquidity.  
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Mergers and acquisitions. We expect announced M&A activity to grow by 15% in 2007. Companies are looking to 
grow given the current market environment, and strategic M&A is a viable option, particularly for companies with 
strong balance sheets and stronger stock valuations. Furthermore, given the high levels of uninvested capital among 
financial sponsors, together with a continued favorable interest rate environment, we expect financial sponsor-led M&A 
activity to remain strong. 

Asset management and high net worth. We expect the rise of global equity indices and continued growth in economies 
to lead to further wealth creation. Given the growth in alternative products being offered coupled with favorable 
demographics and intergenerational wealth transfer, our outlook for asset management and services to high-net-worth 
individuals is positive. This growth will be further supported by high-net-worth clients continuing to seek multiple 
providers and greater asset diversification along with high service. We believe the significant expansion of our asset 
management offerings and the strong investment-return performances of our asset managers, coupled with our cross-
selling initiatives, position us well for continued growth in 2007. 

Consolidated Results of Operations 

Overview 

We achieved record net revenues, net income and diluted earnings per share in 2006 for the third consecutive fiscal 
year. Net revenues were $17.6 billion, $14.6 billion and $11.6 billion in 2006, 2005 and 2004, respectively, up 20% 
and 26% from the corresponding 2005 and 2004 periods. Net income totaled $4.0 billion, $3.3 billion and $2.4 billion 
in 2006, 2005 and 2004, respectively, up 23% and 38% from the corresponding 2005 and 2004 periods. 

Diluted earnings per share were $6.81, $5.43 and $3.95 in 2006, 2005 and 2004, respectively, up 25% in 2006 and 37% 
in 2005 from the corresponding 2005 and 2004 periods, respectively. The full year 2006 results include an after-tax 
gain of $47 million, or $0.08 per diluted common share, as a cumulative effect of accounting change associated with 
our adoption of SFAS 123(R) on December 1, 2005. 

Return on average common stockholders’ equity3 was 23.4%, 21.6% and 17.9% for 2006, 2005 and 2004, respectively. 
Return on average tangible common stockholders’ equity was 29.1%, 27.8% and 24.7% in 2006, 2005 and 2004, 
respectively.   

Compensation and benefits expense as a percentage of net revenues was 49.3% in both 2006 and 2005 and 49.5% in 
2004. Non-personnel expenses as a percentage of net revenues were 17.1%, 17.7% and 20.1% in 2006, 2005 and 2004, 
respectively. Pre-tax margin was 33.6%, 33.0% and 30.4% in 2006, 2005 and 2004, respectively.  

                     
3  Return on average common stockholders’ equity and return on average tangible common stockholders’ equity are computed by dividing net 

income applicable to common stock for the period by average common stockholders’ equity and average tangible common stockholders’ equity, 
respectively. We believe average tangible common stockholders’ equity is a meaningful measure because it reflects the common stockholders’ 
equity deployed in our businesses. Average tangible common stockholders’ equity equals average common stockholders’ equity less average 
identifiable intangible assets and goodwill and is computed as follows: 

Year ended November 30 (in millions) 2006 2005 2004 

Average common stockholders’ equity $16,876 $14,741 $12,843
Average identifiable intangible assets and goodwill (3,312) (3,272) (3,547) 
Average tangible common stockholders’ equity $13,564 $11,469 $  9,296 
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Net Revenues 

          Percent Change 
In millions  2006/  2005/ 
Year ended November 30 2006 2005 2004 2005    2004
Principal transactions $ 9,802 $ 7,811 $ 5,699 25% 37%
Investment banking 3,160 2,894 2,188 9  32
Commissions 2,050 1,728 1,537 19  12
Interest and dividends 30,284 19,043 11,032 59  73
Asset management and other 1,413 944 794 50  19
Total revenues 46,709 32,420 21,250 44  53
Interest expense 29,126 17,790 9,674 64  84
Net revenues $17,583 $14,630 $11,576 20%  26%
Principal transactions, commissions  
    and net interest revenue $13,010 $10,792 $  8,594 21%  26%
Net interest revenue $  1,158 $  1,253 $  1,358 (8)%  (8)%
 
Principal Transactions, Commissions and Net Interest Revenue 

In both the Capital Markets segment and the Private Investment Management business within the Investment 
Management segment, we evaluate net revenue performance based on the aggregate of Principal transactions, 
Commissions and Net interest revenue (Interest and dividends revenue net of Interest expense). These revenue 
categories include realized and unrealized gains and losses, commissions associated with client transactions and the 
interest and dividend revenue and interest expense associated with financing or hedging positions. Caution should be 
used when analyzing these revenue categories individually because they may not be indicative of the overall 
performance of the Capital Markets and Investment Management business segments. Principal transactions, 
Commissions and Net interest revenue in the aggregate rose 21% in 2006 from 2005 and 26% in 2005 from 2004. 

Principal transactions revenue improved 25% in 2006 from 2005, driven by broad based strength across fixed income 
and equity products. In Fixed Income Capital Markets, the notable increases in 2006 were in credit products, 
commercial mortgages and real estate. The 2006 increase in net revenues from Equities Capital Markets reflects higher 
client trading volumes, increases in financing and derivative activities, and higher revenues from proprietary trading 
strategies. Principal transactions in 2006 also benefited from increased revenues associated with certain structured 
products meeting the required market observability standard for revenue recognition. Principal transactions revenue 
improved 37% in 2005 from 2004, driven by improvements across both fixed income and equity products. In Fixed 
Income Capital Markets, businesses with higher revenues over the prior year included commercial mortgages and real 
estate, residential mortgages and interest rate products. Equities Capital Markets in 2005 benefited from higher trading 
volumes and improved equity valuations, as well as increases in financing and derivative activities from the prior year. 

Commission revenues rose 19% in 2006 from 2005. The increase in 2006 reflects growth in institutional commissions 
on higher global trading volumes, partially offset by lower commissions in our Investment Management business 
segment as certain clients transitioned from transaction-based commissions to a traditional fee-based schedule.   
Commission revenues rose 12% in 2005 from 2004 on higher global trading volumes.  

Interest and dividends revenue and Interest expense are a function of the level and mix of total assets and liabilities 
(primarily financial instruments owned and sold but not yet purchased, and collateralized borrowing and lending 
activities), the prevailing level of interest rates and the term structure of our financings. Interest and dividends revenue 
and Interest expense are integral components of our evaluation of our overall Capital Markets activities. Net interest 
revenue declined 8% both in 2006 from 2005 and 2005 from 2004. The decrease in both comparison periods is a result 
of the change in the mix of asset composition, an increase in short-term U.S. financing rates, and a flattened yield curve. 
Interest and dividends revenue and Interest expense rose 59% and 64%, respectively, in 2006 from 2005, and 73% and 
84%, respectively in 2005 from 2004.   The increase in Interest and dividend revenues and Interest expenses in both 
comparison periods is attributable to higher short-term interest rates coupled with higher levels of interest- and 
dividend-earning assets and interest-bearing liabilities. 
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Investment Banking 

Investment banking revenues represent fees and commissions received for underwriting public and private offerings of 
fixed income and equity securities, fees and other revenues associated with advising clients on M&A activities, as well 
as other corporate financing activities. Investment banking revenues rose to record levels in 2006, increasing 9% from 
2005. Record Global Finance—Debt revenues increased 9% from 2005, reflecting significant growth in global 
origination market volumes. Global Finance—Equity net revenues decreased 1% compared to 2005, despite increased 
global origination market volumes. Record Advisory Services revenues increased 20% from 2005, reflecting higher 
completed global M&A transaction volumes. Investment banking revenues rose significantly in 2005, increasing 32% 
from 2004. See “Business Segments—Investment Banking” in this MD&A for a discussion and analysis of our 
Investment Banking business segment. 

Asset Management and Other 

Asset management and other revenues primarily result from asset management activities in the Investment Management 
business segment. Asset management and other revenues rose 50% in 2006 from 2005. The growth in 2006 primarily 
reflects higher asset management fees attributable to the growth in AUM, a transition to fee-based rather than 
commission-based pricing for certain clients, as well as higher private equity management and incentive fees. Asset 
management and other revenues rose 19% in 2005 from 2004, primarily due to higher asset management fees 
attributable to growth in AUM.  

Non-Interest Expenses 

        Percent Change
In millions 2006/       2005/
Year ended November 30  2006 2005 2004         2005      2004
Compensation and benefits $ 8,669 $7,213 $5,730 20% 26%
Non-personnel expenses:   
    Technology and communications 974 834 764  17  9
    Brokerage, clearance and distribution fees 629 548 488  15  12
    Occupancy 539 490 421  10  16
    Professional fees 364 282 252  29  12
    Business development 301 234 211  29  11
    Other 202 200 173  1  16
    Real estate reconfiguration charge — — 19 —  (100)

Total non-personnel expenses $ 3,009 $2,588 $2,328 16% 11%
Total non-interest expenses $11,678 $9,801 $8,058 19% 22%
Compensation and benefits/Net revenues 49 3% 49 3% 49 5%
Non-personnel expenses/Net revenues 17.1% 17.7% 20.1%  
 
Non-interest expenses were $11.7 billion, $9.8 billion, and $8.1 billion in 2006, 2005 and 2004, respectively. 
Significant portions of certain expense categories are variable, including compensation and benefits, brokerage and 
clearance, and business development. We expect these variable expenses as a percentage of net revenues to remain at 
the same proportions in future periods. We continue to maintain a strict discipline in managing our expenses.  

Compensation and benefits. Compensation and benefits totaled $8.7 billion, $7.2 billion and $5.7 billion in 2006, 
2005, and 2004, respectively. Compensation and benefits expense as a percentage of net revenues was 49.3%, in both 
2006 and 2005 and 49.5% in 2004. Employees totaled approximately 25,900, 22,900 and 19,600 at November 30, 
2006, 2005 and 2004, respectively. The increase in employees in both comparison periods was due to higher levels of 
business activity across the firm as we continue to make investments in the growth of the franchise, particularly in non–
U.S. regions. Compensation and benefits expense includes both fixed and variable components. Fixed compensation, 
consisting primarily of salaries, benefits and amortization of previous years' deferred equity awards, totaled $3.9 billion, 
$3.2 billion and $2.6 billion in 2006, 2005 and 2004, respectively, up approximately 21% in each of the comparative 
periods primarily attributable to an increase in salaries as a result of a higher number of employees. Amortization of 
employee stock compensation awards was $1,007 million, $1,055 million and $800 million in 2006, 2005 and 2004, 
respectively. The 2006 stock compensation amortization of $1,007 million excludes $699 million of stock awards 
granted to retirement eligible employees in December 2006, which were accrued as a component of variable 
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compensation expense in 2006. Variable compensation, consisting primarily of incentive compensation and 
commissions, totaled $4.8 billion, $4.0 billion and $3.1 billion in 2006, 2005 and 2004, respectively, up 20% in 2006 
compared to 2005 and 30% in 2005 from 2004, as higher net revenues resulted in higher incentive compensation. 

Non-personnel expenses. Non-personnel expenses totaled $3.0 billion, $2.6 billion and $2.3 billion in 2006, 2005 and 
2004, respectively. Non-personnel expenses as a percentage of net revenues were 17.1%, 17.7%, and 20.1% in 2006, 
2005, and 2004, respectively. The increase in non-personnel expenses in 2006 from 2005 is primarily attributable to 
increased technology and communications and occupancy costs, professional fees and costs associated with increased 
levels of business activity.  

Technology and communications expenses rose 17% in 2006 from 2005, reflecting increased costs from the continued 
expansion and development of our Capital Markets platforms and infrastructure. Occupancy expenses increased 10% in 
2006 from 2005, primarily due to increased space requirements from the increased number of employees. Brokerage, 
clearance and distribution expenses rose 15% in 2006 from 2005, primarily due to higher transaction volumes in certain 
Capital Markets and Investment Management products. Professional fees and business development expenses increased 
29% in 2006 on higher levels of business activity and increased costs associated with recruiting, consulting and legal 
fees.  

Technology and communications expenses rose 9% in 2005 from 2004, reflecting increased costs associated with the 
continued expansion and development of our Capital Markets platforms and infrastructure, and increased technology 
costs to create further efficiencies in our mortgage origination businesses. Occupancy expenses increased 16% in 2005 
from 2004 primarily attributable to growth in our global space requirements due to a higher number of employees. 
Brokerage and clearance expenses rose 12% in 2005 from 2004, due primarily to higher transaction volumes in certain 
Capital Markets products. Professional fees and business development expenses increased 12% and 11%, respectively, 
in 2005 from 2004 due primarily to the higher levels of business activity. Other expenses increased 16% in 2005 from 
2004 due to a number of factors, including an increase in charitable contributions.  

Real estate reconfiguration charge. In March 2004, we reached an agreement to exit virtually all of our remaining 
leased space at our downtown New York City location, which clarified the loss on the location and resulted in a $19 
million charge ($11 million after tax). See Note 18 to the Consolidated Financial Statements for additional information 
about the real estate reconfiguration charge. 

Insurance settlement. During 2004, we entered into a settlement with our insurance carriers relating to several legal 
proceedings noticed to the carriers and initially occurring prior to January 2003. Under the terms of the insurance 
settlement, the insurance carriers agreed to pay us $280 million. During 2004, we also entered into a Memorandum of 
Understanding to settle the In re Enron Corporation Securities Litigation class action lawsuit for $223 million. The 
settlement with our insurance carriers and the settlement under the Memorandum of Understanding did not result in a 
net gain or loss in our Consolidated Statement of Income as the $280 million settlement with our insurance carriers 
represented an aggregate settlement associated with several matters, including Enron and WorldCom. See Part I, Item 
3, “Legal Proceedings” in this Form 10-K for additional information about the Enron securities class action and related 
matters.  

Income Taxes 

The provisions for income taxes totaled $1.9 billion, $1.6 billion and $1.1 billion in 2006, 2005 and 2004, respectively. 
These provisions resulted in effective tax rates of 32.9%, 32.5% and 32.0% for 2006, 2005 and 2004, respectively. The 
increases in the effective tax rates in 2006 and 2005 compared with the prior years were primarily due to an increase in 
level of pretax earnings which minimizes the impact of tax benefit items, and in 2006 a net reduction in certain benefits 
from foreign operations, partially offset by a reduction in the state and local tax rate due to favorable audit settlements.  
See Note 17 to the Consolidated Financial Statements for additional information about income taxes. 

Business Acquisitions and Dispositions 

Capital Markets. During 2006, we acquired an established private student loan origination platform, a European 
mortgage originator, and an electronic trading platform, increasing our goodwill and intangible assets by approximately 
$150 million. We believe these acquisitions will add long-term value to our Capital Markets franchise by allowing us to 
enter into new markets and expand the breadth of services offered as well as providing additional loan product for our 
securitization pipeline.   
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During 2004, we acquired three residential mortgage origination platforms, increasing our goodwill and intangible 
assets by approximately $61 million. We believe these acquisitions add long-term value to our mortgage franchise by 
allowing further vertical integration of the business platform. Mortgage loans originated by the acquired companies are 
intended to provide a more cost-efficient source of loan product for our securitization pipeline.  

Business Segments 

We operate in three business segments: Capital Markets, Investment Banking and Investment Management. These 
business segments generate revenues from institutional, corporate, government and high-net-worth individual clients 
across each of the revenue categories in the Consolidated Statement of Income. Net revenues also contain certain 
internal allocations, including funding costs and inter-regional transfer pricing, all of which are centrally managed.  

The following table summarizes the net revenues of our business segments:  

Business Segments 

         Percent Change
In millions 2006/  2005/
Year ended November 30  2006 2005 2004 2005  2004
Net revenues:
    Capital Markets    $12,006 $  9,807 $  7,694 22%  27%
    Investment Banking  3,160 2,894 2,188 9  32
    Investment Management 2,417 1,929 1,694 25  14
Total net revenues 17,583 14,630 11,576 20  26
Compensation and benefits 8,669 7,213 5,730 20  26
Non-personnel expenses (1) 3,009 2,588 2,328 16  11
Income before taxes (1) $  5,905 $  4,829 $  3,518 22%  37%

(1) Includes the real estate reconfiguration charge of $19 million recognized in 2004 which has not been allocated to our segments.   

Capital Markets 

     Percent Change
In millions 2006/  2005/
Year ended November 30 2006 2005 2004 2005  2004
Principal transactions  $  9,285 $  7,393 $  5,255 26%  41%
Commissions 1,420 1,132 1,033 25  10
Interest and dividends 30,264 18,987 10,999 59  73
Other 105 33 49 218  (33)
Total revenues 41,074 27,545 17,336 49  59
Interest expense 29,068 17,738 9,642 64  84
Net revenues 12,006 9,807 7,694 22  27
Non-interest expenses (1) 7,286 6,235 5,168 17  21
Income before taxes (1) $  4,720 $  3,572 $  2,526 32%  41%
(1) Excludes real estate reconfiguration charge in 2004. 

The Capital Markets business segment includes institutional client-flow activities, prime brokerage, research, mortgage 
origination and securitization, and secondary-trading and financing activities in fixed income and equity products. 
These products include a wide range of cash, derivative, secured financing and structured instruments and investments. 
We are a leading global market-maker in numerous equity and fixed income products including U.S., European and 
Asian equities, government and agency securities, money market products, corporate high grade, high yield and 
emerging market securities, mortgage- and asset-backed securities, preferred stock, municipal securities, bank loans, 
foreign exchange, financing and derivative products. We are one of the largest investment banks in terms of U.S. and 
Pan-European listed equities trading volume, and we maintain a major presence in over-the-counter (“OTC”) U.S. 
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stocks, major Asian large capitalization stocks, warrants, convertible debentures and preferred issues. In addition, the 
Capital Markets Prime Services business manages our equity and fixed income matched book activities, supplies 
secured financing to institutional clients, and provides secured funding for our inventory of equity and fixed income 
products. The Capital Markets segment also includes proprietary activities as well as principal investing in real estate 
and private equity. 

Capital Markets Net Revenues 

         Percent Change
In millions  2006/       2005/
Year ended November 30  2006 2005 2004  2005      2004
Fixed Income $ 8,447 $7,334 $5,739 15% 28%
Equities 3,559 2,473 1,955  44  26
 $12,006 $9,807 $7,694  22%  27%
 
Net revenues totaled $12.0 billion, $9.8 billion and $7.7 billion in 2006, 2005 and 2004, respectively. Capital Markets 
net revenues in 2006 reflect record performances in both Fixed Income and Equities. Fixed Income revenues increased 
15% in 2006 from 2005 on strong performances across most products. Equities revenues increased 44% in 2006 from 
2005 on very strong levels of client-flow activity and profitable proprietary trading strategies. Fixed Income revenues 
rose 28% in 2005 from 2004 on improved client-flow activities, an increased contribution from the non–U.S. regions 
and record revenues across a number of products. Equities revenues rose 26% in 2005 from 2004, benefiting from 
higher global trading volumes and market indices, particularly in Europe and Asia, as well as increased prime 
brokerage activities.  

Fixed Income net revenues grew to a record $8.4 billion in 2006, an increase of 15% from 2005. This growth was 
attributable to strong client-flow activity and profitable trading strategies, leading to record revenues in most products. 
The products that contributed most to the increase in revenues year-over-year included credit, commercial mortgages 
and real estate and prime brokerage, partially offset by strong, but lower revenues in both interest rate products and 
residential mortgages. Credit product revenues benefited from continued tightening credit spreads, improved market 
opportunities and strong client–flow activity, as well as revenues associated with certain structured products meeting 
the required market observability standard for revenue recognition. Revenues in 2006 from our real estate businesses 
grew to a record as historically low interest rates and the continuing demand for commercial real estate properties led to 
increases in asset sales and securitization volumes. In 2006 and 2005, we originated approximately $34 billion and $27 
billion, respectively, of commercial mortgage loans, the majority of which have been sold through securitization or 
syndication activities. Prime brokerage revenues were also higher in 2006 compared to 2005 on increased client activity 
levels. Interest rate products also were strong, but declined in 2006 from 2005, due to slightly lower client-flow and 
lower revenues in Europe and Asia. Residential mortgage securitization volumes increased in 2006 as compared with 
2005, but revenues from our residential mortgage origination and securitization businesses decreased overall. This 
decrease was primarily attributable to a softer housing market and lower margins. We securitized approximately $146 
billion and $133 billion of residential mortgage loans in 2006 and 2005, respectively, including both originated loans 
and those we acquired in the secondary market. In 2006, we originated approximately $60 billion in residential 
mortgage loans as compared with $85 billion in 2005. Residential origination volumes from our non–U.S. platform 
increased in 2006, including those in the U.K., the Netherlands, Korea and Japan. 

Fixed Income net revenues were a then-record $7.3 billion in 2005, increasing 28% from 2004, driven by double digit 
revenue increases from each geographic region and record revenues across a number of products, including commercial 
mortgages and real estate, residential mortgages, and interest rate products. Revenues from our commercial mortgages 
and real estate increased substantially in 2005 reaching then-record levels. Revenues from our residential mortgage 
origination and securitization businesses increased in 2005 from the robust levels in 2004, reflecting record volumes 
and the continued benefits associated with the vertical integration of our mortgage origination platforms. We originated 
approximately $85 billion and $65 billion of residential mortgage loans in 2005 and 2004, respectively. We securitized 
approximately $133 billion and $101 billion of residential mortgage loans in 2005 and 2004, respectively, including 
both originated loans and those we acquired in the secondary market. While the performance in our mortgage 
businesses reached record levels, these businesses were affected by somewhat lower levels of mortgage origination 
volumes and revenues in the U.S. in the latter half of 2005, partly offset by stronger volumes and revenues outside the 

B-44



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 
- 43 - 

U.S. We originated approximately $27 billion and $13 billion of commercial mortgage loans in 2005 and 2004, 
respectively, the majority of which has been sold through securitization or syndication activities during both 2005 and 
2004. Interest rate product revenues increased in 2005 on higher activity levels, as clients repositioned portfolios in 
light of rising global interest rates and a flattening U.S. yield curve. Credit product revenues also increased in 2005 as 
compared to 2004 driven by strength in both high yield and high grade credit products.  

Equities net revenues increased 44% to a record level in 2006 on strong client-flow and robust global trading volumes. 
Global equity indices were up 14% in local currency terms for 2006, helped by strong earnings reports, lower energy 
prices and the end to the interest rate tightening cycle by the Fed. Substantially all equity products in 2006 surpassed 
their 2005 performance, including gains in cash products, prime brokerage, equity derivatives, convertibles and 
proprietary and principal activities. Our cash business remained strong in 2006 due to solid client-flow, higher IPO and 
secondary market volumes and a gain on the conversion of our NYSE seats. Our prime brokerage business continued to 
grow as both client balances and the number of clients have increased, resulting in strong results in all regions. 
Revenues in equity derivatives for 2006 were strong across all regions due to increased client activity, in spite of 
challenging market conditions during the second half of the year. Revenues from the convertibles business rose to their 
second highest level on increased client-flow and successful trading strategies. 

Equities net revenues rose 26% in 2005 from 2004, benefiting from increased client activity from rising global equity 
indices and higher trading volumes. Global equity indices advanced 16% in local currency terms in 2005, benefiting 
from positive economic data and strong earnings reports, despite volatile energy prices and concerns about inflation and 
rising interest rates. Equities net revenues in 2005 reflected improved client-flow activities across most products, higher 
net revenues in equity derivatives and the continued growth in our prime brokerage business. Equity derivatives 
business net revenues in 2005 were notably strong, benefiting from higher volumes and improved market opportunities. 
Our prime brokerage business continued to benefit from an expanding client base and growth in client financing 
balances, as total balances increased 22% in 2005 from 2004.  

Interest and dividends revenue and Interest expense are a function of the level and mix of total assets and liabilities 
(primarily financial instruments owned and sold but not yet purchased and collateralized borrowing and lending 
activities), the prevailing level of interest rates and the term structure of our financings. Interest and dividends revenue 
and Interest expense are integral components of our evaluation of our overall Capital Markets activities. Net interest 
revenues decreased 4% in 2006 from 2005 primarily due to higher short-term U.S. interest rates, a flattened yield curve 
and a change in mix of asset composition. Interest and dividends revenue and Interest expense increased 59% and 64%, 
respectively, in 2006 from 2005 as a result of higher short-term interest rates coupled with higher levels of interest- and 
dividend-earning assets and interest-bearing liabilities. Net interest revenue in 2005 declined 8% from 2004, due to 
higher short-term interest rates and a flatter yield curve, partially offset by higher levels of interest and dividend-earning 
assets. Interest and dividends revenue and Interest expense rose 73% and 84%, respectively, in 2005 from 2004, 
attributable to higher short-term interest rates coupled with higher levels of interest- and dividend-earning assets and 
interest-bearing liabilities.  

Non-interest expenses increased to $7.3 billion in 2006 from $6.2 billion in 2005 and $5.2 billion in 2004. The growth 
in non-interest expenses in both periods reflects higher compensation and benefits expense related to improved 
performance, coupled with higher non-personnel expenses. Non-personnel expenses in both periods grew primarily due 
to increased technology and communications expenses attributable to the continued investments in our trading 
platforms, integration of business acquisitions, and higher brokerage and clearance costs and professional fees from 
increased business activities. Occupancy expenses also increased due to continued growth in the number of employees 
and in 2005 grew from 2004 due to our new facilities in London and Tokyo. 

Income before taxes totaled $4.7 billion, $3.6 billion and $2.5 billion in 2006, 2005 and 2004, respectively, up 32% in 
2006 from 2005 and 41% in 2005 from 2004. Pre-tax margin was 39%, 36% and 33% in 2006, 2005 and 2004, 
respectively. 
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Investment Banking 
 
          Percent Change
In millions 2006/  2005/
Year ended November 30  2006 2005 2004 2005  2004
Investment banking revenues $3 160 $2 894 $2 188 9 % 32%
Non-interest expenses (1) 2,500 2,039 1,601 23  27
Income before taxes (1) $   660          $  855 $   587 (23)%  46%
(1) Excludes real estate reconfiguration charge in 2004. 

The Investment Banking business segment is made up of Advisory Services and Global Finance activities that serve our 
corporate and government clients. The segment is organized into global industry groups—Communications, 
Consumer/Retailing, Financial Institutions, Financial Sponsors, Healthcare, Hedge Funds, Industrial, Insurance 
Solutions, Media, Natural Resources, Pension Solutions, Power, Real Estate and Technology—that include bankers 
who deliver industry knowledge and expertise to meet clients’ objectives. Specialized product groups within Advisory 
Services include M&A and restructuring. Global Finance serves our clients’ capital raising needs through underwriting, 
private placements, leveraged finance and other activities associated with debt and equity products. Product groups are 
partnered with relationship managers in the global industry groups to provide comprehensive financial solutions for 
clients. 

Investment Banking Revenues1 

               Percent Change 
In millions     2006/  2005/ 
Year ended November 30   2006 2005 2004  2005  2004 
Global Finance—Debt    $1,424 $1,304 $1,002 9%  30%
Global Finance—Equity 815 824 560  (1)  47 
Advisory Services 921 766 626  20   22 
 $3,160 $2,894 $2,188  9%  32% 
  
Investment Banking revenues totaled $3.2 billion, $2.9 billion and $2.2 billion in 2006, 2005 and 2004, respectively. 
Investment Banking revenues increased 9% in 2006 from 2005, reflecting record Global Finance—Debt and Advisory 
Services revenues and near record Global Finance—Equity revenues.  

Global Finance—Debt revenues were a record $1,424 million in 2006, increasing 9% over 2005 with investment grade 
and leverage finance revenues both reaching record levels. Our investment grade origination volumes increased 21% 
over 2005, as investors took advantage of continued low interest rates, tight credit spreads and a flattened yield curve. 
Leveraged Finance revenues increased significantly over 2005 on relatively flat volumes due to higher margins on 
several large transactions. Partially offsetting these factors was a lower level of client-driven derivative and other 
capital markets–related transactions with our investment banking clients which totaled $222 million in 2006, compared 
with $318 million in 2005. Publicly reported global debt origination market volumes increased 16% in 2006 over 2005, 
with our origination market volumes increasing 2% over the same period. For the 2006 calendar year, our market 
ranking for publicly reported global debt originations was four with a 6.0% share, down from a rank of two with a 6.7% 
share in calendar year 2005. Our debt origination fee backlog of $247 million at November 30, 2006 increased 13% 
from November 30, 2005. Debt origination backlog may not be indicative of the level of future business due to the 
                     
1  Debt and equity underwriting volumes are based on full credit for single-book managers and equal credit for joint-book managers. Debt 

underwriting volumes include both publicly registered and Rule 144A issues of high grade and high yield bonds, sovereign, agency and 
taxable municipal debt, non-convertible preferred stock and mortgage- and asset-backed securities. Equity underwriting volumes include both 
publicly registered and Rule 144A issues of common stock and convertibles. Because publicly reported debt and equity underwriting volumes 
do not necessarily correspond to the amount of securities actually underwritten and do not include certain private placements and other 
transactions, and because revenue rates vary among transactions, publicly reported debt and equity underwriting volumes may not be 
indicative of revenues in a given period. Additionally, because Advisory Services volumes are based on full credit to each of the advisors in a 
transaction, and because revenue rates vary among transactions, Advisory Services volumes may not be indicative of revenues in a given 
period. 
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frequent use of the shelf registration process. In 2005, Global Finance—Debt revenues were a then-record $1,304 
million, increasing 30% over 2004 with global debt origination market volumes and our volumes increasing 13% and 
8%, respectively, over the same period. Revenues in 2005 reflected strong global investment grade underwriting, which 
benefited from continued low interest rates, strong investor demand across a flattening yield curve and credit spreads at 
historic average levels. Revenues in 2005 also benefited from a higher level of client-driven derivative and other capital 
market-related transactions with our investment banking clients providing fees of $318 million in 2005, compared with 
$140 million in 2004. For the 2005 calendar year, our market ranking for publicly reported global debt originations was 
two with a 6.7% share, up from a rank of four with a 6.8% share in calendar year 2004.  

Global Finance—Equity revenues declined 1% in 2006 to $815 million from record 2005 revenues, despite a 35% 
increase in industry-wide global equity origination market volumes. Revenues in 2006 reflect a 16% increase in our 
equity origination volumes over 2005, with particular strength in initial public offering (“IPO”) activities, offset by 
lower revenues from the Asia region, which benefited from several large transactions in 2005. Our market share for 
publicly reported global equity underwriting transactions decreased to 3.7% in calendar 2006 from 4.8% for calendar 
year 2005 and 4.3% in calendar 2004. Our equity-related fee backlog (for both filed and unfiled transactions) at 
November 30, 2006 was approximately $285 million, down 7% from November 30, 2005. Global Finance—Equity 
revenues grew 47% in 2005 to a then-record $824 million from 2004. Our publicly reported equity underwriting 
volumes rose 7% in 2005 from 2004 while industry-wide global equity origination market volumes remained relatively 
flat over the same period. In addition to our increased volume, our 2005 revenues also reflected a change in the mix of 
underwriting revenues with particular strength in IPOs. 

Advisory Services revenues were a record $921 million in 2006, up 20% from 2005. Industry-wide completed and 
announced transaction volumes increased 22% and 39%, respectively, in 2006 from 2005, while our completed and 
announced volumes increased 13% and 57%, respectively, for the same periods. M&A volumes have continued to rise 
due to rising equity markets, strong corporate profitability and balance sheets, and available capital raised by financial 
sponsors. Our global market share for publicly reported completed transactions increased to 16.4% for calendar 2006, 
up from 13.7% in calendar year 2005, and 15.5% in calendar year 2004. Our M&A fee backlog at November 30, 2006 
was $243 million down 1% from November 30, 2005. Advisory Services revenues were a then-record $766 million in 
2005, up 22% from 2004. Industry-wide completed and announced transaction volumes increased 31% and 56%, 
respectively, in 2005 from 2004, while our completed and announced volumes increased 24% and 98%, respectively, 
for the same periods. Increased M&A volumes benefited from stable equity markets, increased financial sponsor 
activity as well as improved world economies in 2005.  

Non-interest expenses rose 23% in 2006 from 2005, attributable to an increase in compensation and benefits expense 
related to an increased number of employees and higher revenues, as well as higher non-personnel expenses from 
increased business activity. Non-interest expenses rose 27% in 2005 from 2004, attributable to an increase in 
compensation and benefits expense related to improved performance and higher non-personnel expenses related to 
increased business activity.  

Income before taxes was $660 million, $855 million and $587 million in 2006, 2005 and 2004, respectively, down 23% 
in 2006 and up 46% in 2005 from the comparable prior year periods. Pre-tax margin decreased to 21% in 2006, down 
from 30% in 2005 and 27% in 2004. 
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Investment Management 

        Percent Change
In millions  2006/  2005/
Year ended November 30  2006 2005 2004  2005  2004
Principal transactions $ 517 $ 418 $ 444 24% (6)%
Commissions 630 596 504  6  18
Interest and dividends 20 56 33  (64)  70
Asset management and other 1,308 911 745  44  22
Total revenues 2,475 1,981 1,726  25  15
Interest expense 58 52 32  12  63
Net revenues 2,417 1,929 1,694  25  14
Non-interest expenses (1) 1,892 1,527 1,270  24  20
Income before taxes (1) $  525 $  402 $  424  31%  (5)%
(1) Excludes real estate reconfiguration charge in 2004.  

The Investment Management business segment consists of the Asset Management and Private Investment Management 
businesses. Asset Management generates fee-based revenues from customized investment management services for 
high-net-worth clients, as well as fees from mutual funds and other small and middle market institutional investors. 
Asset Management also generates management and incentive fees from our role as general partner for private equity 
and other alternative investment partnerships. Private Investment Management provides comprehensive investment, 
wealth advisory and capital markets execution services to high-net-worth and institutional clients. 

Investment Management Net Revenues 

            Percent Change
In millions  2006/  2005/
Year ended November 30  2006 2005 2004  2005  2004
Asset Management $1,432 $1,026 $ 840 40% 22%
Private Investment Management 985 903 854 9  6
 $2,417 $1,929 $1,694 25%  14%
 
Changes in Assets Under Management 

            Percent Change
In billions  2006/        2005/
Year ended November 30  2006 2005 2004  2005      2004
Opening balance $175 $137 $120 28% 14%
Net additions 35 26 6  35  333
Net market appreciation 15 12 11  25  9
Total increase 50 38 17  32  124
Assets Under Management, November 30 $225 $175 $137  29%  28%
 

Composition of Assets Under Management 

             Percent Change
In billions  2006/         2005/
Year ended November 30 2006 2005 2004  2005     2004
Equity $ 95 $ 75 $ 54 27% 39%
Fixed income 61 55 52  11   6
Money markets 48 29 19  66  53
Alternative investments 21 16 12  31  33
 $225 $175 $137  29%  28%
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Net revenues totaled $2.4 billion, $1.9 billion and $1.7 billion in 2006, 2005 and 2004, respectively. Net revenues rose 
25% in 2006 from 2005, as both Asset Management and Private Investment Management achieved record results in 
2006. Net revenues rose 14% in 2005 from 2004, as both Asset Management and Private Investment Management 
achieved then-record results in 2005.  

Asset Management net revenues of $1,432 million in 2006 increased by 40% from 2005, driven by a 29% increase in 
AUM and strong revenues from our growing alternative investment offerings which contributed higher incentive fees 
in 2006 compared to 2005. AUM increased to a record $225 billion at November 30, 2006, up from $175 billion at 
November 30, 2005, with 70% of the increase resulting from net inflows. Asset Management net revenues of $1,026 
million in 2005 increased 22% from 2004, driven by a 28% increase in assets under management. AUM increased to a 
then-record $175 billion at November 30, 2005, up from $137 billion at November 30, 2004. 

Private Investment Management net revenues of $985 million increased 9% in 2006 from 2005, driven by higher 
equity-related activity, especially within the volatility and cash businesses. Fixed income-related activity was relatively 
flat in 2006 compared to 2005. Private Investment Management net revenues of $903 million increased 6% in 2005 
from 2004, primarily driven by an increase in equity-related activity, as investors shifted asset allocations. Fixed 
income-related activity declined 11% in 2005 compared to 2004 as a result of clients’ asset reallocations into equity 
products. 

Non-interest expenses totaled $1.9 billion, $1.5 billion and $1.3 billion in 2006, 2005 and 2004, respectively. The 
increase in non-interest expense in 2006 was driven by higher compensation and benefits associated with a higher level 
of earnings and headcount, as well as increased non-personnel expenses from continued expansion of the business, 
especially into non–U.S. regions. 

Income before taxes totaled $525 million, $402 million and $424 million in 2006, 2005 and 2004, respectively. Income 
before taxes increased 31% in 2006 from 2005. Income before taxes decreased 5% in 2005 from 2004. Pre-tax margin 
was 22%, 21% and 25% in 2006, 2005 and 2004, respectively. 

Geographic Revenues 

Net Revenues by Geographic Region 

             Percent Change
In millions  2006/       2005/
Year ended November 30  2006 2005 2004  2005     2004
Europe $ 4 536 $ 3 601 $ 2 104 26% 71%
Asia Pacific and other 1,931 1,759 1,247 10  41
Total Non–U.S. 6,467 5,360 3,351  21  60
U.S. 11,116 9,270 8,225  20  13
Net revenues $17,583 $14,630 $11,576  20%  26%
 
Non–U.S. net revenues rose 21% in 2006 from 2005 to a record $6.5 billion, representing 37% of total net revenues 
both in 2006 and 2005. The increase in 2006 net revenues was due to the continued growth in Capital Markets as well 
as the continued expansion of our Investment Management business in both Europe and Asia. Non–U.S. net revenues 
rose 60% in 2005 from 2004 to a then-record $5.4 billion. Non–U.S. net revenues represented 37% of total net 
revenues in 2005, from 29% in 2004. The improved net revenues in 2005 from 2004 reflected significant growth in 
Capital Markets and Investment Banking in both Europe and the Asia Pacific and other regions. 

Net revenues in Europe rose 26% in 2006 from 2005, reflecting higher revenues in Capital Markets, growth in 
Investment Management and strong results in Investment Banking. In Fixed Income Capital Markets, higher revenues 
were driven by credit products, securitized products and our real estate business. In Equities Capital Markets, higher net 
revenues reflect strong results in equity derivatives and equity prime brokerage. Net revenues in Europe rose 71% in 
2005 from 2004, reflecting higher revenues in Investment Banking and Capital Markets, as well as a growing 
Investment Management presence. Investment Banking benefited from a significant increase in completed M&A 
transactions and increased client-driven derivative-solution transactions in 2005. In Fixed Income Capital Markets, our 

B-49



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 
- 48 - 

strong performance in 2005 was driven by residential mortgages, commercial mortgages and real estate, and interest 
rate products. In Equities Capital Markets, higher net revenues reflected strong results in equity derivatives, cash 
products, and equity arbitrage activities. 

Net revenues in Asia Pacific and other rose 10% in 2006 from 2005, reflecting higher revenues in Capital Markets and 
the growth in Investment Management, partially offset by declining revenues in Investment Banking. Capital Markets 
net revenues increased in 2006 primarily from strong performances in commercial mortgages and real estate, equity 
derivatives and improved equity trading strategies, partially offset by lower revenues from interest rate products. Net 
revenues in Asia Pacific and other rose 41% in 2005 from 2004, reflecting strong Investment Banking and Capital 
Markets net revenues. Investment Banking benefited from several non-public structured equity transactions for clients 
in 2005. Capital Markets net revenues increased in 2005 primarily from strong performances in high yield and equity 
derivatives. 

Liquidity, Funding and Capital Resources 

Management’s Finance Committee is responsible for developing, implementing and enforcing our liquidity, funding 
and capital policies. These policies include recommendations for capital and balance sheet size as well as the allocation 
of capital and balance sheet to the business units. Management’s Finance Committee oversees compliance with policies 
and limits with the goal of ensuring we are not exposed to undue liquidity, funding or capital risk. 

Liquidity Risk Management  

We view liquidity and liquidity management as critically important to the Company. Our liquidity strategy seeks to 
ensure that we maintain sufficient liquidity to meet all of our funding obligations in all market environments. Our 
liquidity strategy is centered on five principles: 

• We maintain a liquidity pool available to Holdings that is of sufficient size to cover expected cash outflows 
over the next twelve months in a stressed liquidity environment. 

• We rely on secured funding only to the extent that we believe it would be available in all market environments. 

• We aim to diversify our funding sources to minimize reliance on any given providers. 

• Liquidity is assessed at the entity level. For example, because our legal entity structure can constrain liquidity 
available to Holdings, our liquidity pool excludes liquidity that is restricted from availability to Holdings. 

• We maintain a comprehensive Funding Action Plan to manage a stress liquidity event, including a 
communication plan for regulators, creditors, investors and clients. 

Liquidity pool. We maintain a liquidity pool available to Holdings that covers expected cash outflows for twelve 
months in a stressed liquidity environment. In assessing the required size of our liquidity pool, we assume that assets 
outside the liquidity pool cannot be sold to generate cash, unsecured debt cannot be issued, and any cash and 
unencumbered liquid collateral outside of the liquidity pool cannot be used to support the liquidity of Holdings. Our 
liquidity pool is sized to cover expected cash outflows associated with the following items: 

• The repayment of all unsecured debt maturing in the next twelve months. 

• The funding of commitments to extend credit made by Holdings and certain unregulated subsidiaries based on a 
probabilistic model. The funding of commitments to extend credit made by our regulated subsidiaries 
(including our banks) is covered by the liquidity pools maintained by these regulated subsidiaries. See 
“Contractual Obligations and Lending-Related Commitments” in this MD&A and Note 11 to the Consolidated 
Financial Statements. 

• The impact of adverse changes on secured funding – either in the form of wider “haircuts” (the difference 
between the market and pledge value of assets) or in the form of reduced borrowing availability.  

• The anticipated funding requirements of equity repurchases as we manage our equity base (including offsetting 
the dilutive effect of our employee incentive plans). See “Equity Management” below. 
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In addition, the liquidity pool is sized to cover the impact of a one notch downgrade of Holdings’ long-term debt 
ratings, including the additional collateral that would be required for our derivative contracts and other secured 
funding arrangements. See “Credit Ratings” below. 

The liquidity pool is primarily invested in highly liquid instruments including: money market funds, bank deposits, 
U.S., European and Japanese government bonds, and U.S. agency securities and other liquid securities that we 
believe have a highly reliable pledge value. We calculate our liquidity pool on a daily basis. 

At November 30, 2006, the estimated pledge value of the liquidity pool available to Holdings was $31.4 billion, 
which is in excess of the items discussed above. Additionally, our regulated subsidiaries, such as our broker-dealers 
and bank institutions, maintain their own liquidity pools to cover their stand-alone one year expected cash funding 
needs in a stressed liquidity environment. The estimated pledge value of the liquidity pools held by our regulated 
subsidiaries totaled an additional $47.7 billion at November 30, 2006.  

Funding of assets. We fund assets based on their liquidity characteristics, and utilize cash capital4 to provide financing 
for our long-term funding needs. Our funding strategy incorporates the following factors: 

• Liquid assets (i.e., assets for which a reliable secured funding market exists across all market environments 
including government bonds, U.S. agency securities, corporate bonds, asset-backed securities and high quality 
equity securities) are primarily funded on a secured basis.  

• Secured funding “haircuts” are funded with cash capital. 

• Illiquid assets (e.g., fixed assets, intangible assets, and margin postings) and less liquid inventory positions 
(e.g., derivatives, private equity investments, certain corporate loans, certain commercial mortgages and real 
estate positions) are funded with cash capital. 

• Unencumbered assets, which are not part of the liquidity pool irrespective of asset quality, are also funded with 
cash capital. These assets are typically unencumbered because of operational and asset-specific factors (e.g., 
securities moving between depots). We do not assume a change in these factors during a stressed liquidity 
event.  

As part of our funding strategy, we also take steps to mitigate our main sources of contingent liquidity risk as 
follows: 

• Commitments to extend credit - Cash capital is utilized to cover a probabilistic estimate of expected funding of 
commitments to extend credit. See “Contractual Obligations and Lending-Related Commitments” in this 
MD&A.  

• Ratings downgrade - Cash capital is utilized to cover the liquidity impact of a one notch downgrade on 
Holdings. A ratings downgrade would increase the amount of collateral to be posted against our derivative 
contracts and other secured funding arrangements. See “Credit Ratings” below. 

• Client financing - We provide secured financing to our clients typically through repurchase and prime broker 
agreements. These financing activities can create liquidity risk if the availability and terms of our secured 
borrowing agreements adversely change during a stressed liquidity event and we are unable to reflect these 
changes in our client financing agreements. We mitigate this risk by entering into term secured borrowing 
agreements, in which we can fund different types of collateral at pre-determined collateralization levels, and by 
maintaining liquidity pools at our regulated broker-dealers.   

Our policy is to operate with an excess of long-term funding sources over our long-term funding requirements. We 
seek to maintain a cash capital surplus at Holdings of at least $2 billion. As of November 30, 2006 and 2005, our 
cash capital surplus at Holdings totaled $6.0 billion and $6.2 billion, respectively. Additionally, cash capital 
surpluses in regulated entities at November 30, 2006 and 2005 amounted to $10.0 billion and $8.1 billion, 
respectively. 

We hedge the majority of foreign exchange risk associated with investments in subsidiaries in non–U.S. dollar 
currencies using long-term debt and forwards.  
                     
4
  Cash capital consists of stockholders’ equity, portions of core deposit liabilities at our bank subsidiaries, and liabilities with remaining terms of 

over one year. 
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Diversification of funding sources. We seek to diversify our funding sources. We issue long-term debt in multiple 
currencies and across a wide range of maturities to tap many investor bases, thereby reducing our reliance on any 
one source.  

• During 2006, we issued $48.1 billion of long-term borrowings. Long-term borrowings (excluding borrowings 
with remaining contractual maturities within one year of the financial statement date) increased to $81.2 billion 
at November 30, 2006 from $53.9 billion at November 30, 2005 principally to support the growth in our assets, 
as well as pre-funding a portion of 2007 maturities. The weighted-average maturities of long-term borrowings 
were 6.3 years and 6.7 years at November 30, 2006 and 2005, respectively. 

• We diversify our issuances geographically to minimize refinancing risk and broaden our debt-holder base. As 
of November 30, 2006, 49% of our long-term debt was issued outside the United States. 

• We typically issue in sufficient size to create a liquid benchmark issuance (i.e., sufficient size to be included in 
the Lehman Bond Index, a widely used index for fixed income asset managers).  

• In order to minimize refinancing risk, we set limits for the amount of long-term borrowings maturing over any 
three, six and twelve month horizon at 12.5%, 17.5% and 30.0% of outstanding long-term borrowings, 
respectively—that is, $10.1 billion, $14.2 billion and $24.3 billion, respectively, at November 30, 2006. If we 
were to operate with debt above these levels, we would not include the additional amount as a source of cash 
capital.  

Long-term debt is accounted for in our long-term-borrowings maturity profile at its contractual maturity date if the 
debt is redeemable at our option. Long-term debt that is repayable at par at the holder’s option is included in these 
limits at its earliest redemption date. Extendible issuances (in which, unless debt holders instruct us to redeem their 
debt instruments at least one year prior to stated maturity, the maturity date of these instruments is automatically 
extended) are included in these limits at their earliest maturity date. Based on experience, we expect the majority of 
these extendibles to remain outstanding beyond their earliest maturity date in a normal market environment and 
“roll” through the long-term borrowings maturity profile. 

The quarterly long-term borrowings maturity schedule over the next five years at November 30, 2006 is as follows: 

Long-Term Borrowings Maturity Profile Chart 

 

Included in long-term debt is $4.5 billion of structured notes with contingent early redemption features linked to 
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market prices or other triggering events (e.g., the downgrade of a reference obligation underlying a credit–linked 
note). In the above maturity table, these notes are shown at their contractual maturity. However, in determining the 
cash capital value of these notes we have excluded $2.3 billion of the $4.5 billion from our cash capital sources at 
November 30, 2006. 

• We use both committed and uncommitted bilateral and syndicated long-term bank facilities to complement our 
long-term debt issuance. In particular, Holdings maintains a $2.0 billion unsecured, committed revolving credit 
agreement with a syndicate of banks which expires in February 2009. In addition we maintain a $1.0 billion 
multi-currency unsecured, committed revolving credit facility with a syndicate of banks for Lehman Brothers 
Bankhaus AG (“Bankhaus”), with a term of three and a half years expiring in April 2008. Our ability to borrow 
under such facilities is conditioned on complying with customary lending conditions and covenants. We have 
maintained compliance with the material covenants under these credit agreements at all times. As of November 
30, 2006, there were no borrowings against Holdings’ or Bankhaus’ credit facilities. 

• We have established a $2.4 billion conduit that issues secured liquidity notes to pre-fund high grade loan 
commitments. This is fully backed by a triple-A rated, third-party, one-year revolving liquidity back stop. 

• Bank facilities provide us with further diversification and flexibility. For example, we draw on our committed 
syndicated credit facilities described above on a regular basis (typically 25% to 50% of the time on a weighted- 
average basis) to provide us with additional sources of long-term funding on an as-needed basis. We have the 
ability to prepay and redraw any number of times and to retain the proceeds for any term up to the maturity date 
of the facility. As a result, we see these facilities as having the same liquidity value as long-term borrowings 
with the same maturity dates, and we include these borrowings in our reported long-term borrowings at the 
facility’s stated final maturity date to the extent that they are outstanding as of a reporting date. 

• We own three bank entities: Lehman Brothers Bank, a U.S.-based thrift institution, LBCB, a U.S.-based 
industrial bank, and Bankhaus, a German bank. These regulated bank entities operate in a deposit-protected 
environment and are able to source low-cost unsecured funds that are primarily term deposits. These are 
generally insulated from a Company-specific or market liquidity event, thereby providing a reliable funding 
source for our mortgage products and selected loan assets and increasing our funding diversification. Overall, 
these bank institutions have raised $21.4 billion and $15.1 billion of customer deposit liabilities as of 
November 30, 2006 and 2005, respectively. 

Legal entity structure. Our legal entity structure can constrain liquidity available to Holdings. Some of our legal 
entities, particularly our regulated broker-dealers and bank institutions, are restricted in the amount of funds that 
they can distribute or lend to Holdings. 

• As of November 30, 2006, Holdings’ Total Equity Capital (defined as total stockholders’ equity of $19.2 
billion plus $2.7 billion of junior subordinated notes) amounted to $21.9 billion. We believe Total Equity 
Capital to be a more meaningful measure of our equity than stockholders’ equity because junior subordinated 
notes are equity-like due to their subordinated nature, long-term maturity and interest deferral features. Leading 
rating agencies view these securities as equity capital for purposes of calculating net leverage. (See Note 9 to 
the Consolidated Financial Statements.) We aim to maintain a primary equity double leverage ratio (the ratio of 
equity investments in Holdings’ subsidiaries to its Total Equity Capital) of 1.0x or below. Our primary equity 
double leverage ratio was 0.88x as of November 30, 2006 and 0.85x as of November 30, 2005. 

• Certain regulated subsidiaries are funded with subordinated debt issuances and/or subordinated loans from 
Holdings, which are counted as regulatory capital for those subsidiaries. Our policy is to fund subordinated 
debt advances by Holdings to subsidiaries for use as regulatory capital with long-term debt issued by Holdings 
having a maturity at least one year greater than the maturity of the subordinated debt advance. 

Funding action plan. We have developed and regularly update a Funding Action Plan, which represents a detailed 
action plan to manage a stress liquidity event, including a communication plan for regulators, creditors, investors 
and clients. The Funding Action Plan considers two types of liquidity stress events—a Company-specific event, 
where there are no issues with the overall market liquidity; and a broader market-wide event, which affects not just 
our Company but the entire market. 
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In a Company-specific event, we assume we would lose access to the unsecured funding market for a full year and have 
to rely on the liquidity pool available to Holdings to cover expected cash outflows over the next twelve months. 

In a market liquidity event, in addition to the pressure of a Company-specific event, we also assume that, because the 
event is market wide, some counterparties to whom we have extended liquidity facilities draw on these facilities. To 
mitigate the effect of a market liquidity event, we have developed access to additional liquidity sources beyond the 
liquidity pool at Holdings, including unutilized funding capacity in our bank entities and unutilized capacity in our bank 
facilities. (See “Funding of assets” above.) 

We perform regular assessments of our funding requirements in stress liquidity scenarios to best ensure we can meet all 
our funding obligations in all market environments. 

Cash Flows  

Cash and cash equivalents of $6.0 billion at November 30, 2006 increased by $1.1 billion from November 30, 2005, as 
net cash provided by financing activities of $38.3 billion was partially offset by net cash used in operating activities of 
$36.4 billion—attributable primarily to growth in financial instruments and other inventory positions owned—and net 
cash used in investing activities of $792 million. Cash and cash equivalents of $4.9 billion at November 30, 2005 
decreased $540 million from November 30, 2004, as net cash used in operating activities of $12.2 billion—attributable 
primarily to growth in financial instruments and other inventory positions owned—coupled with net cash used in 
investing activities of $447 million exceeded net cash provided by financing activities of $12.1 billion. 

Balance Sheet and Financial Leverage 

Assets. Our balance sheet consists primarily of Cash and cash equivalents, Financial instruments and other inventory 
positions owned, and collateralized financing agreements. The liquid nature of these assets provides us with flexibility 
in financing and managing our business. The majority of these assets are funded on a secured basis through 
collateralized financing agreements. 

Our total assets at November 30, 2006 increased by 23% to $504 billion, from $410 billion at November 30, 2005, due 
to an increase in secured financing transactions and net assets. Net assets at November 30, 2006 increased $58 billion 
due to increases across all inventory categories as we continue to grow the Firm, including our client-related businesses. 
We believe net assets is a more useful measure than total assets when comparing companies in the securities industry 
because it excludes certain low-risk, non-inventory assets (including Cash and securities segregated and on deposit for 
regulatory and other purposes, Securities received as collateral, Securities purchased under agreements to resell and 
Securities borrowed) and Identifiable intangible assets and goodwill. This definition of net assets is used by many of 
our creditors and a leading rating agency to evaluate companies in the securities industry. Under this definition, net 
assets were $268.9 billion and $211.4 billion at November 30, 2006 and November 30, 2005, respectively, as follows: 

Net Assets 

In millions   
November 30 2006 2005 
Total assets $503 545 $410 063
Cash and securities segregated and on deposit for regulatory and other purposes  (6,091) (5,744) 
Securities received as collateral  (6,099) (4,975) 
Securities purchased under agreements to resell  (117,490) (106,209) 
Securities borrowed  (101,567) (78,455) 
Identifiable intangible assets and goodwill  (3,362) (3,256) 
Net assets  $268,936 $211,424 

 
Our net assets consist of inventory necessary to facilitate client–flow activities and, to a lesser degree, proprietary and 
principal investment activities. As such, our mix of net assets is subject to change. The overall size of our balance sheet 
will fluctuate from time to time and, at specific points in time, may be higher than the year-end or quarter-end amounts. 
Our total assets at quarter-ends were, on average, approximately 4% and 5% lower than amounts based on a monthly 
average over the four and eight quarters ended November 30, 2006, respectively. Our net assets at quarter-ends were, 
on average, approximately 5% and 6% lower than amounts based on a monthly average over the four and eight quarters 
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ended November 30, 2006, respectively. 

Leverage Ratios. Balance sheet leverage ratios are one measure used to evaluate the capital adequacy of a company. 
The leverage ratio is calculated as total assets divided by total stockholders’ equity. Our leverage ratios were 26.2x and 
24.4x at November 30, 2006 and November 30, 2005, respectively. However, we believe net leverage based on net 
assets as defined above (which excludes certain low-risk, non-inventory assets and Identifiable intangible assets and 
goodwill) divided by tangible equity capital (Total stockholders’ equity plus Junior subordinated notes less Identifiable 
intangible assets and goodwill), is a more meaningful measure of leverage in evaluating companies in the securities 
industry. Our net leverage ratio of 14.5x at November 30, 2006 increased from 13.6x at November 30, 2005. We 
believe tangible equity capital is a more representative measure of our equity for purposes of calculating net leverage 
because Junior subordinated notes are deeply subordinated and have a long-term maturity and interest deferral features, 
and we do not view the amount of equity used to support Identifiable intangible assets and goodwill as available to 
support our remaining net assets. This definition of net leverage is used by many of our creditors and a leading rating 
agency. Tangible equity capital and net leverage are computed as follows at November 30, 2006 and November 30, 
2005: 

Tangible Equity Capital and Net Leverage Ratio 

In millions   
November 30    2006  2005 
Total stockholders’ equity $19,191 $16,794
Junior subordinated notes(1)  2,738  2,026 
Identifiable intangible assets and goodwill  (3,362)  (3,256) 
Tangible equity capital $18,567  $15,564
Leverage ratio        26.2x         24.4x
Net leverage ratio         14.5x         13.6x 
(1) See Note 9 to the Consolidated Financial Statements. 

Net assets, tangible equity capital and net leverage ratio as presented above are not necessarily comparable to similarly 
titled measures provided by other companies in the securities industry because of different methods of calculation. 

Equity Management  

The management of equity is a critical aspect of our capital management. The determination of the appropriate 
amount of equity is affected by a number of factors, including the amount of “risk equity” needed, the capital 
required by our regulators and balance sheet leverage. We continuously evaluate deployment alternatives for our 
equity with the objective of maximizing shareholder value. In addition, in managing our capital, returning capital to 
shareholders by repurchasing shares is among the alternatives considered. 

We maintain a stock repurchase program to manage our equity capital. Our stock repurchase program is effected 
through regular open-market purchases, as well as through employee transactions where employees tender shares of 
common stock to pay for the exercise price of stock options, and the required tax withholding obligations upon 
option exercises and conversion of restricted stock units to freely-tradable common stock. During 2006, we 
repurchased approximately 38.9 million shares of our common stock through open-market purchases at an 
aggregate cost of approximately $2.7 billion, or $68.80 per share. In addition, we withheld approximately 14.0 
million shares of common stock from employees for the purposes described above at an equivalent cost of $1 billion 
or $71.89 per common share. In total, we repurchased and withheld 52.9 million shares during 2006 for a total 
consideration of approximately $3.7 billion. During 2006 we also issued 22.4 million shares resulting from 
employee stock option exercises and another 21.0 million shares were issued out of treasury stock into the RSU 
Trust. 

In January 2007, our Board of Directors authorized the repurchase, subject to market conditions, of up to 100 
million shares of Holdings common stock for the management of our equity capital, including offsetting dilution 
due to employee stock awards. This authorization supersedes the stock repurchase program authorized in 2006. 
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Included below are the changes in our Tangible Equity Capital for the years ended November 30, 2006 and 2005: 

Tangible Equity Capital 

In millions   
Year Ended November 30    2006  2005 
Beginning tangible equity capital $15,564 $12,636
Net income  4,007  3,260 
Dividends on common stock  (276)  (233) 
Dividends on preferred stock  (66)  (69) 
Common stock open-market repurchases  (2,678)  (2,994) 
Common stock withheld from employees(1)  (1,003)  (1,163) 
Equity-based award plans(2)  2,396  3,305 
Net change in preferred stock  —  (250) 
Net change in junior subordinated notes included in tangible equity(3)  712  1,026 
Other, net  (89)  46 
Ending tangible equity capital $18,567  $15,564
(1) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon 

option exercises and conversion of restricted stock units. 
(2) This represents the sum of (i) proceeds received from employees upon the exercise of stock options, (ii) the incremental tax benefits from 

the issuance of stock-based awards and (iii) the value of employee services received – as represented by the amortization of deferred stock 
compensation. 

(3) Junior subordinated notes are deeply subordinated and have a long-term maturity and interest deferral features and are utilized in calculating 
equity capital by leading rating agencies. 

Credit Ratings 

Like other companies in the securities industry, we rely on external sources to finance a significant portion of our day-
to-day operations. The cost and availability of unsecured financing are affected by our short-term and long-term credit 
ratings. Factors that may be significant to the determination of our credit ratings or otherwise affect our ability to raise 
short-term and long-term financing include our profit margin, our earnings trend and volatility, our cash liquidity and 
liquidity management, our capital structure, our risk level and risk management, our geographic and business 
diversification, and our relative positions in the markets in which we operate. Deterioration in any of these factors or 
combination of these factors may lead rating agencies to downgrade our credit ratings. This may increase the cost of, or 
possibly limit our access to, certain types of unsecured financings and trigger additional collateral requirements in 
derivative contracts and other secured funding arrangements. In addition, our debt ratings can affect certain capital 
markets revenues, particularly in those businesses where longer-term counterparty performance is critical, such as OTC 
derivative transactions, including credit derivatives and interest rate swaps. 

At November 30, 2006, the short- and long-term senior borrowings ratings of Holdings and LBI were as follows: 

                                                                                                                       Credit Ratings 

 Holdings                              LBI 
       Short-  

term 
      Long-

term 
        Short-

term 
                  Long-

term

Standard & Poor’s Ratings Services A-1 A+ A-1+ AA-
Moody’s Investors Service P-1 A1  P-1 Aa3 
Fitch Ratings F-1+ A+  F-1+ A+ 
Dominion Bond Rating Service Limited R-1 (middle) A (high)  R-1 (middle) AA (low) 

 
On June 8, 2006, Moody’s Investors Service revised its outlook on Holdings and its subsidiaries to positive from 
stable. The outlook change indicates that over the medium term, if current trends continue, Holdings’ issuer credit 
ratings could be raised. 
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On June 16, 2006, Fitch Ratings revised its rating outlook to positive from stable. The revised outlook suggests an 
upgrade of Holdings’ long-term ratings may occur if current trends continue. 
On September 28, 2006, Dominion Bond Rating Service revised the rating trend on all long-term ratings of 
Holdings and its related entities to positive from stable. 
At November 30, 2006, counterparties had the right to require us to post additional collateral pursuant to derivative 
contracts and other secured funding arrangements of approximately $0.9 billion. Additionally, at that date we would 
have been required to post additional collateral pursuant to such arrangements of approximately $0.2 billion in the 
event we were to experience a downgrade of our senior debt rating of one notch and $1.8 billion in the event we were 
to experience a downgrade of our senior debt rating of two notches. 

Contractual Obligations and Lending-Related Commitments 

Contractual Obligations 

In the normal course of business, we enter into various contractual obligations that may require future cash payments. 
The following table summarizes our contractual obligations at November 30, 2006 in total and by remaining maturity, 
and at November 30, 2005. Excluded from the table are a number of obligations recorded in the Consolidated 
Statement of Financial Condition that generally are short-term in nature, including secured financing transactions, 
trading liabilities, deposit liabilities at our banking subsidiaries, commercial paper and other short-term borrowings and 
other payables and accrued liabilities.  

         Total 
                                                                     Expiration per Period at November 30, 2006    Contractual Amount   

 2009-   2011 and November November
In millions                                               2007 2008 2010 Later 30, 2006 30, 2005 
Long-term borrowings $— $17,892 $21,327 $41,959 $81,178 $53,899
Operating lease obligations 176 168 316 1,054 1,714 1,715 
Capital lease obligations 68 74 200 2,701 3,043 2,773 
Purchasing and other obligations 383 141 94 165 783 664 
 
For additional information about long-term borrowings, see Note 9 to the Consolidated Financial Statements. For 
additional information about operating and capital lease obligations, see Note 11 to the Consolidated Financial 
Statements. Purchase obligations include agreements to purchase goods or services that are enforceable and legally 
binding and that specify all significant terms, including: fixed or minimum quantities to be purchased; fixed, minimum 
or variable price provisions; and the approximate timing of the transaction. Purchase obligations with variable pricing 
provisions are included in the table based on the minimum contractual amounts. Certain purchase obligations contain 
termination or renewal provisions. The table reflects the minimum contractual amounts likely to be paid under these 
agreements assuming the contracts are not terminated. 
Lending-Related Commitments 

In the normal course of business, we enter into various lending-related commitments. In all instances, we mark to 
market these commitments with changes in fair value recognized in Principal transactions in the Consolidated 
Statement of Income. We use various hedging and funding strategies to actively manage our market, credit and liquidity 
exposures on these commitments. We do not believe total commitments necessarily are indicative of actual risk or 
funding requirements because the commitments may not be drawn or fully used and such amounts are reported before 
consideration of hedges. These commitments and any related drawdowns of these facilities typically have fixed 
maturity dates and are contingent on certain representations, warranties and contractual conditions applicable to the 
borrower.  

Through our high grade and high yield sales, trading and underwriting activities, we make commitments to extend 
credit. We define high yield (non-investment grade) exposures as securities of or loans to companies rated BB+ or 
lower or equivalent ratings by recognized credit rating agencies, as well as non-rated securities or loans that, in 
management’s opinion, are non-investment grade. In addition, we make commitments to extend mortgage loans 
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through our residential and commercial mortgage platforms in our Capital Markets business. From time to time, we 
may also provide contingent commitments to investment and non-investment grade counterparties related to acquisition 
financing. Our expectation is, and our past practice has been, to distribute through loan syndications to investors 
substantially all the credit risk associated with these acquisition financing loans, if closed, consistent with our credit 
facilitation framework. We do not believe these commitments are necessarily indicative of our actual risk because the 
borrower may not complete a contemplated acquisition or, if the borrower completes the acquisition, often will raise 
funds in the capital markets instead of drawing on our commitment. In addition, we enter into secured financing 
commitments in our Capital Markets businesses. 

Lending-related commitments at November 30, 2006 and 2005 were as follows: 

  Total 
                                                                Expiration per Period at November 30, 2006   Contractual Amount 

  2009-   2011-   2013 and November November
In millions                                       2007 2008 2010 2012 Later 30, 2006 30, 2005
High grade (1) $  3,424 $922 $5,931 $7,593 $    75 $17,945 $14,039
High yield (2) 2,807 158   1,350 2,177 1,066 7,558 5,172
Mortgage commitments 10,728 752      500 210 56 12,246 9,417
Investment grade contingent  

acquisition facilities 1,918 — — — — 1,918 3,915
Non-investment grade contingent   

acquisition facilities 12,571 195 — — — 12,766 4,738
Secured lending transactions,   

including forward starting resale  
and repurchase agreements 79,887 896     194 456 1,554 82,987 65,782

(1) We view our net credit exposure for high grade commitments, after consideration of hedges, to be $4.9 billion and $5.4 billion at November 30, 
2006 and 2005, respectively. 

(2) We view our net credit exposure for high yield commitments, after consideration of hedges, to be $5.9 billion and $4.4 billion at November 30, 
2006 and 2005, respectively. 

See Note 11 to the Consolidated Financial Statements for additional information about lending-related commitments. 

Off-Balance-Sheet Arrangements 

In the normal course of business we engage in a variety of off-balance-sheet arrangements, including certain derivative 
contracts meeting the FIN 45 definition of a guarantee that may require future payments. Other than lending-related 
commitments already discussed above in “Contractual Obligations and Lending-Related Commitments,” the following 
table summarizes our off-balance-sheet arrangements at November 30, 2006 and 2005 as follows: 

   Notional/
                                                               Expiration per Period at November 30, 2006    Maximum amount

  2009-   2011-  2013 and Novembe Novembe
In millions                                   2007 2008 2010 2012 Later      30, 2006 30, 2005
Derivative contracts (1) $85 706 $71 102 $94 374 $102 505 $180 898 $534 585 $486 874
Municipal-securities-related 
commitments 835 35 602 77 50 1,599 4,105
Other commitments with     
    variable interest entities 453 928 799 309 2,413 4,902 6,321
Standby letters of credit 2,380 — — — — 2,380 2,608
Private equity and other        
    investment commitments 462 282 294 50 — 1,088 927
(1) We believe the fair value of these derivative contracts is a more relevant measure of the obligations because we believe the notional amount 

overstates the expected payout. At November 30, 2006 and 2005 the fair value of these derivative contracts approximated $9.3 billion and $8.2 
billion, respectively. 
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In accordance with FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for 
Guarantees, Including Indirect Guarantees of Indebtedness of Others (“FIN 45”), the table above includes only certain 
derivative contracts meeting the FIN 45 definition of a guarantee. For additional information on these guarantees and 
other off-balance sheet arrangements, see Note 11 to the Consolidated Financial Statements.  

Derivatives 

Derivatives often are referred to as off-balance-sheet instruments because neither their notional amounts nor the 
underlying instruments are reflected as assets or liabilities in our Consolidated Statement of Financial Condition. 
Instead, the market or fair values related to the derivative transactions are reported in the Consolidated Statement of 
Financial Condition as assets or liabilities in Derivatives and other contractual agreements, as applicable. 

In the normal course of business, we enter into derivative transactions both in a trading capacity and as an end-user. 
When acting in a trading capacity, we enter into derivative transactions to satisfy the financial needs of our clients and 
to manage our own exposure to market and credit risks resulting from our trading activities (collectively, “Trading-
Related Derivative Activities”). In this capacity, we transact extensively in derivatives including interest rate, credit 
(both single name and portfolio), foreign exchange and equity derivatives. Additionally, in 2006 the Company 
increased its trading in commodity derivatives. The use of derivative products in our trading businesses is combined 
with transactions in cash instruments to allow for the execution of various trading strategies. Derivatives are recorded at 
market or fair value in the Consolidated Statement of Financial Condition on a net-by-counterparty basis when a legal 
right of set-off exists and are netted across products when such provisions are stated in the master netting agreement. As 
an end-user, we use derivative products to adjust the interest rate nature of our funding sources from fixed to floating 
interest rates and to change the index on which floating interest rates are based (e.g., Prime to LIBOR). 

We conduct our derivative activities through a number of wholly-owned subsidiaries. Our fixed income derivative 
products business is principally conducted through our subsidiary Lehman Brothers Special Financing Inc., and 
separately capitalized “AAA” rated subsidiaries, Lehman Brothers Financial Products Inc. and Lehman Brothers 
Derivative Products Inc. Our equity derivative products business is conducted through Lehman Brothers Finance S.A. 
and Lehman Brothers OTC Derivatives Inc. Our commodity derivatives product business is conducted through Lehman 
Brothers Commodity Services Inc. In addition, as a global investment bank, we also are a market maker in a number of 
foreign currencies. Counterparties to our derivative product transactions primarily are U.S. and foreign banks, securities 
firms, corporations, governments and their agencies, finance companies, insurance companies, investment companies 
and pension funds. We manage the risks associated with derivatives on an aggregate basis, along with the risks 
associated with our non-derivative trading and market-making activities in cash instruments, as part of our firm wide 
risk management policies. We use industry standard derivative contracts whenever appropriate. 

For additional information about our accounting policies and our Trading-Related Derivative Activities, see Notes 1 
and 2 to the Consolidated Financial Statements. 

Special Purpose Entities  

In the normal course of business, we establish special purpose entities (“SPEs”), sell assets to SPEs, transact derivatives 
with SPEs, own securities or interests in SPEs and provide liquidity or other guarantees for SPEs. SPEs are 
corporations, trusts or partnerships that are established for a limited purpose. SPEs by their nature generally do not 
provide equity owners with significant voting powers because the SPE documents govern all material decisions. There 
are two types of SPEs—qualifying special purpose entities (“QSPEs”) and variable interest entities (“VIEs”). Our 
primary involvement with SPEs relates to securitization transactions through QSPEs, in which transferred assets are 
sold to an SPE that issues securities supported by the cash flows generated by the assets (i.e., securitized). A QSPE 
generally can be described as an entity whose permitted activities are limited to passively holding financial assets and 
distributing cash flows to investors based on pre-set terms. Under SFAS 140, Accounting for Transfers and Servicing of 
Financial Assets and Extinguishments of Liabilities (“SFAS 140”), we do not consolidate QSPEs. Rather, we recognize 
only the interests in the QSPEs we continue to hold, if any. We account for such interests at fair value. 

We are a market leader in mortgage (both residential and commercial) asset-backed securitizations and other structured 
financing arrangements. See Note 3 to the Consolidated Financial Statements for additional information about our 
securitization activities. 
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In addition, we transact extensively with VIEs which do not meet the QSPE criteria due to their permitted activities not 
being sufficiently limited or because the assets are not deemed qualifying financial instruments (e.g., real estate). Under 
Financial Accounting Standards Board (“FASB”) Interpretation No. 46 (revised December 2003), Consolidation of 
Variable Interest Entities—an interpretation of ARB No. 51 (“FIN 46(R)”), we consolidate those VIEs where we are the 
primary beneficiary of such entity. The primary beneficiary is the party that has either a majority of the expected losses 
or a majority of the expected residual returns as defined. Examples of our involvement with VIEs include collateralized 
debt obligations, synthetic credit transactions, real estate investments through VIEs, and other structured financing 
transactions. For additional information about our involvement with VIEs, see Note 3 to the Consolidated Financial 
Statements. 

Risk Management 

As a leading global investment bank, risk is an inherent part of our businesses. Global markets, by their nature, are 
prone to uncertainty and subject participants to a variety of risks. Risk management is considered to be of paramount 
importance in our day-to-day operations. Consequently, we devote significant resources (including investments in 
employees and technology) to the measurement, analysis and management of risk. 

While risk cannot be eliminated, it can be mitigated to the greatest extent possible through a strong internal control 
environment. Essential in our approach to risk management is a strong internal control environment with multiple 
overlapping and reinforcing elements. We have developed policies and procedures to identify, measure and monitor the 
risks involved in our global trading, brokerage and investment banking activities. We apply analytical procedures 
overlaid with sound practical judgment and work proactively with the business areas before transactions occur to ensure 
that appropriate risk mitigants are in place. 

We also seek to reduce risk through the diversification of our businesses, counterparties and activities across 
geographic regions. We accomplish this objective by allocating the usage of capital to each of our businesses, 
establishing trading limits and setting credit limits for individual counterparties. Our focus is on balancing risks and 
returns. We seek to obtain adequate returns from each of our businesses commensurate with the risks they assume. 
Nonetheless, the effectiveness of our approach to managing risks can never be completely assured. For example, 
unexpected large or rapid movements or disruptions in one or more markets or other unforeseen developments could 
have an adverse effect on the results of our operations and on our financial condition. Those events could cause losses 
due to adverse changes in inventory values, decreases in the liquidity of trading positions, increases in our credit 
exposure to clients and counterparties, and increases in general systemic risk. 

Our overall risk limits and risk management policies are established by management’s Executive Committee. On a 
weekly basis, our Risk Committee, which consists of the Executive Committee, the Chief Risk Officer and the Chief 
Financial Officer, reviews all risk exposures, position concentrations and risk-taking activities. The Global Risk 
Management Division (the “Division”) is independent of the trading areas. The Division includes credit risk 
management, market risk management, quantitative risk management, sovereign risk management and operational risk 
management. Combining these disciplines facilitates a fully integrated approach to risk management. The Division 
maintains staff in each of our regional trading centers as well as in key sales offices. Risk management personnel have 
multiple levels of daily contact with trading staff and senior management at all levels within the Company. These 
interactions include reviews of trading positions and risk exposures. 

Credit Risk 

Credit risk represents the possibility that a counterparty or an issuer of securities or other financial instruments we hold 
will be unable or unwilling to honor its contractual obligations to us. Credit risk management is therefore an integral 
component of our overall risk management framework. The Credit Risk Management Department (the “CRM 
Department”) has global responsibility for implementing our overall credit risk management framework. 

The CRM Department manages the credit exposures related to trading activities by approving counterparties, assigning 
internal risk ratings, establishing credit limits and requiring master netting agreements and collateral in appropriate 
circumstances. The CRM Department considers the transaction size, the duration of a transaction and the potential 
credit exposure for complex derivative transactions in making our credit decisions. The CRM Department is 
responsible for the monitoring and review of counterparty risk ratings, current credit exposures and potential credit 
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exposures across all products and recommending valuation adjustments, when appropriate. Credit limits are reviewed 
periodically to ensure that they remain appropriate in light of market events or the counterparty’s financial condition. 

Our Chief Risk Officer is a member of the Investment Banking Commitment, Investment, and Bridge Loan Approval 
Committees. Members of Credit and Market Risk Management participate in committee meetings, vetting and 
reviewing transactions. Decisions on approving transactions not only take into account the risks of the transaction on a 
stand-alone basis, but they also consider our aggregate obligor risk, portfolio concentrations, reputation risk and, 
importantly, the impact any particular transaction under consideration would have on our overall risk appetite. 
Exceptional transactions and/or situations are addressed and discussed with management’s Executive Committee when 
appropriate. 

See “Critical Accounting Policies and Estimates—Derivatives and other contractual agreements” in this MD&A and 
Note 2 to the Consolidated Financial Statements for additional information about net credit exposure on OTC derivative 
contracts. 

Market Risk 

Market risk represents the potential adverse change in the value of a portfolio of financial instruments due to changes in 
market rates, prices and volatilities. Market risk management is an essential component of our overall risk management 
framework. The Market Risk Management Department (the “MRM Department”) has global responsibility for 
developing and implementing our overall market risk management framework. To that end, it is responsible for 
developing the policies and procedures of the market risk management process, determining the market risk 
measurement methodology in conjunction with the Quantitative Risk Management Department (the “QRM 
Department”), monitoring, reporting and analyzing the aggregate market risk of trading exposures, administering 
market risk limits and the escalation process, and communicating large or unusual risks as appropriate. Market risks 
inherent in positions include, but are not limited to, interest rate, equity and foreign exchange exposures. 

The MRM Department uses qualitative as well as quantitative information in managing trading risk, believing that a 
combination of the two approaches results in a more robust and complete approach to the management of trading risk. 
Quantitative information is derived from a variety of risk methodologies based on established statistical principles. To 
ensure high standards of analysis, the MRM Department has retained seasoned risk managers with the requisite 
experience and academic and professional credentials. 

Market risk is present in both our long and short cash inventory positions (including derivatives), financing activities 
and contingent claim structures. Our exposure to market risk varies in accordance with the volume of client-driven 
market-making transactions, the size of our proprietary trading and principal investment positions and the volatility of 
financial instruments traded. We seek to mitigate, whenever possible, excess market risk exposures through appropriate 
hedging strategies. 

We participate globally in interest rate, equity, foreign exchange and commercial real-estate markets and, beginning in 
2005, certain commodity markets. Our Fixed Income Capital Markets business has a broadly diversified market 
presence in U.S. and foreign government bond trading, emerging market securities, corporate debt (investment and 
non-investment grade), money market instruments, mortgages and mortgage- and asset-backed securities, real estate, 
municipal bonds, foreign exchange, commodity and credit derivatives. Our Equities Capital Markets business facilitates 
domestic and foreign trading in equity instruments, indices and related derivatives.  

As a global investment bank, we incur interest rate risk in the normal course of business including, but not limited to, 
the following ways:  We incur short-term interest rate risk in the course of facilitating the orderly flow of client 
transactions through the maintenance of government and other bond inventories. Market-making in corporate high-
grade and high-yield instruments exposes us to additional risk due to potential variations in credit spreads. Trading in 
international markets exposes us to spread risk between the term structures of interest rates in different countries. 
Mortgages and mortgage-related securities are subject to prepayment risk.  Trading in derivatives and structured 
products exposes us to changes in the volatility of interest rates. We actively manage interest rate risk through the use of 
interest rate futures, options, swaps, forwards and offsetting cash-market instruments. Inventory holdings, 
concentrations and aged positions are monitored closely. 

We are a significant intermediary in the global equity markets through our market making in U.S. and non–U.S. equity 
securities and derivatives, including common stock, convertible debt, exchange-traded and OTC equity options, equity 
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swaps and warrants. These activities expose us to market risk as a result of equity price and volatility changes. 
Inventory holdings also are subject to market risk resulting from concentrations and changes in liquidity conditions that 
may adversely affect market valuations. Equity market risk is actively managed through the use of index futures, 
exchange-traded and OTC options, swaps and cash instruments. 

We enter into foreign exchange transactions through our market-making activities, and are active in many foreign 
exchange markets. We are exposed to foreign exchange risk on our holdings of non-dollar assets and liabilities. We 
hedge our risk exposures primarily through the use of currency forwards, swaps, futures and options. 

We are a significant participant in the real estate capital markets through our Global Real Estate Group, which provides 
capital to real estate investors in many forms, including senior debt, mezzanine financing and equity capital. We also 
sponsor and manage real estate investment funds for third party investors and make direct investments in these funds. 
We actively manage our exposures via commercial mortgage securitizations, loan and equity syndications, and we 
hedge our interest rate and credit risks primarily through swaps, treasuries, and derivatives, including those linked to 
collateralized mortgage-backed securities (“CMBS”) indices. 

We are exposed to both physical and financial risk with respect to energy commodities, including electricity, oil and 
natural gas, through proprietary trading as well as from client-related trading activities. In addition, our structured 
products business offers investors structures on indices and customized commodity baskets, including energy, metals 
and agricultural markets. Risks are actively managed with exchange traded futures, swaps, OTC swaps and options. We 
also actively price and manage counterparty credit risk in the CDS markets. 

Operational Risk  

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems, or from 
external events. We face operational risk arising from mistakes made in the execution, confirmation or settlement of 
transactions or from transactions not being properly recorded, evaluated or accounted. Our businesses are highly 
dependent on our ability to process, on a daily basis, a large number of transactions across numerous and diverse 
markets in many currencies, and these transactions have become increasingly complex. Consequently, we rely heavily 
on our financial, accounting and other data processing systems. In recent years, we have substantially upgraded and 
expanded the capabilities of our data processing systems and other operating technology, and we expect that we will 
need to continue to upgrade and expand in the future to avoid disruption of, or constraints on, our operations. 

Operational Risk Management (the “ORM Department”) is responsible for implementing and maintaining our overall 
global operational risk management framework, which seeks to minimize these risks through assessing, reporting, 
monitoring and mitigating operational risks. 

We have a company-wide business continuity plan (the “BCP Plan”).  The BCP Plan objective is to ensure that we can 
continue critical operations with limited processing interruption in the event of a business disruption. The BCP group 
manages our internal incident response process and develops and maintains continuity plans for critical business 
functions and infrastructure. This includes determining how vital business activities will be performed until normal 
processing capabilities can be restored. The BCP group is also responsible for facilitating disaster recovery and 
business continuity training and preparedness for our employees. 

Reputational Risk 

We recognize that maintaining our reputation among clients, investors, regulators and the general public is important. 
Maintaining our reputation depends on a large number of factors, including the selection of our clients and the conduct 
of our business activities. We seek to maintain our reputation by screening potential clients and by conducting our 
business activities in accordance with high ethical standards. 

Potential clients are screened through a multi-step process that begins with the individual business units and product 
groups. In screening clients, these groups undertake a comprehensive review of the client and its background and the 
potential transaction to determine, among other things, whether they pose any risks to our reputation. Potential 
transactions are screened by independent committees in the Firm, which are composed of senior members from various 
corporate divisions of the Company including members of the Global Risk Management Division. These committees 
review the nature of the client and its business, the due diligence conducted by the business units and product groups 
and the proposed terms of the transaction to determine overall acceptability of the proposed transaction. In so doing, the 
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committees evaluate the appropriateness of the transaction, including a consideration of ethical and social responsibility 
issues and the potential effect of the transaction on our reputation. 

Value-At-Risk 

Value-at-risk (“VaR”) is an estimate of the amount of mark-to-market loss that could be incurred, with a specified 
confidence level, over a given time period.  The table below shows our end-of-day historical simulation VaR for our 
financial instrument inventory positions, estimated at a 95% confidence level over a one-day time horizon. This means 
that there is a 1 in 20 chance that daily trading net revenues losses on a particular day would exceed the reported VaR.  

The historical simulation approach involves constructing a distribution of hypothetical daily changes in the value of our 
positions based on market risk factors embedded in the current portfolio and historical observations of daily changes in 
these factors. Our method uses four years of historical data weighted to give greater impact to more recent time periods 
in simulating potential changes in market risk factors. Because there is no uniform industry methodology for estimating 
VaR, different assumptions concerning the number of risk factors and the length of the time series of historical 
simulation of daily changes in these risk factors as well as different methodologies could produce materially different 
results and therefore caution should be used when comparing such risk measures across firms. We believe our methods 
and assumptions used in these calculations are reasonable and prudent. 

It is implicit in a historical simulation VaR methodology that positions will have offsetting risk characteristics, referred 
to as diversification benefit.  We measure the diversification benefit within our portfolio by historically simulating how 
the positions in our current portfolio would have behaved in relation to each other (as opposed to using a static estimate 
of a diversification benefit, which remains relatively constant from period to period).  Thus, from time to time there will 
be changes in our historical simulation VaR due to changes in the diversification benefit across our portfolio of 
financial instruments. 

VaR measures have inherent limitations including: historical market conditions and historical changes in market risk 
factors may not be accurate predictors of future market conditions or future market risk factors; VaR measurements are 
based on current positions, while future risk depends on future positions; VaR based on a one day measurement period 
does not fully capture the market risk of positions that cannot be liquidated or hedged within one day. VaR is not 
intended to capture worst case scenario losses and we could incur losses greater than the VaR amounts reported.   

Value-at-Risk – Historical Simulation 

  At November 30,       Average            2006
In millions 2006 2005 2006 2005 High Low
Interest rate and commodity risk  $48 $31 $35 $33 $64 $23
Equity price risk  20  17  19  15 31 11 
Foreign exchange risk  5  3  5  3 7 2 
Diversification benefit  (19)  (13)  (17)  (12)   
  $54  $38  $42  $39 $74 $29 
 
Average historical simulation VaR was $42 million for 2006, up from $39 million in 2005 reflecting the increased scale 
of our fixed income and equities capital markets businesses. Historical simulation VaR was $54 million at November 
30, 2006, up from $38 million at November 30, 2005 primarily attributable to higher interest rate risk, due in part to a 
lower diversification benefit across fixed income products. The increase in historical simulation VaR to $54 million at 
November 30, 2006 from $42 million on average in 2006 is also reflective of the growth in the Company’s business 
activities throughout the year, including proprietary and principal investing activities. 

As part of our risk management control processes, we monitor daily trading net revenues compared with reported 
historical simulation VaR as of the end of the prior business day. During 2006, there was 1 day when our daily net 
trading loss exceeded our historical simulation VaR (measured at the close of the previous business day). 

Other Measures of Risk 

We utilize a number of risk measurement methods and tools as part of our risk management process.  One risk measure 
that we utilize is a comprehensive risk measurement framework that aggregates VaR, event and counterparty risks.  
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Event risk measures the potential losses beyond those measured in market risk such as losses associated with a 
downgrade for high quality bonds, defaults of high yield bonds and loans, dividend risk for equity derivatives, deal 
break risk for merger arbitrage positions, defaults for sub-prime mortgage loans and property value losses on real estate 
investments.  Utilizing this broad risk measure, our average risk for 2006 increased compared with 2005, in part due to 
increased event risk associated with our real estate and credit positions, as well as the increase in our historical 
simulation VaR. 

We also use stress testing to evaluate risks associated with our real estate portfolios which are non-financial assets and 
therefore not captured in VaR. As of November 30, 2006, we had approximately $9.4 billion of real estate investments, 
however our net investment at risk was limited to $5.9 billion as a significant portion of these assets have been financed 
on a non-recourse basis. As of November 30, 2006 we estimate that a hypothetical 10% decline in the underlying 
property values associated with these investments would result in a net revenue loss of approximately $270 million. 

Revenue Volatility 

The overall effectiveness of our risk management practices can be evaluated on a broader perspective when analyzing 
the distribution of daily net trading revenues over time. We consider net trading revenue volatility over time to be a 
comprehensive evaluator of our overall risk management practices because it incorporates the results of virtually all of 
our trading activities and types of risk including market, credit and event risks. Substantially all of the Company’s 
positions are marked-to-market daily with changes recorded in net revenues. As discussed throughout this MD&A, we 
seek to reduce risk through the diversification of our businesses and a focus on client-flow activities along with 
selective proprietary and principal investing activities. This diversification and focus, combined with our risk 
management controls and processes, helps mitigate the net revenue volatility inherent in our trading activities.   

The following table shows a measure of daily net trading revenue volatility, utilizing actual daily net trading revenues 
over the previous rolling 250 trading days at a 95% confidence level. This measure represents the loss relative to the 
median actual daily trading net revenues over the previous rolling 250 trading days, measured at a 95% confidence 
level.  This means there is a 1-in-20 chance that actual daily net trading revenues declined by an amount in excess of the 
reported revenue volatility measure. 

  At November 30,    Average          2006 
In millions 2006 2005 2006 2005 High Low
Interest rate and commodity risk  $28 $24 $25 $24 $29 $23
Equity price risk  24  14  19  12 24 14 
Foreign exchange risk  5  3  3  2 5 2 
Diversification benefit  (20)  (5)  (12)  (7)   
  $37  $36  $35  $31 $38 $34 

Average net trading revenue volatility measured in this manner increased to $35 million in 2006 up from $31 million in 
2005, primarily due to the growth in our businesses.  
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The following chart sets forth the frequency distribution for daily net revenues for our Capital Markets and Investment 
Management business segments (excluding asset management fees) for the years ended November 30, 2006 and 2005: 

Distribution of Daily Trading Net Revenues 
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In both 2006 and 2005, daily trading net revenues did not exceed losses of $60 million on any single day. 

Critical Accounting Policies and Estimates 

Generally accepted accounting principles require management to make estimates and assumptions that affect the 
amounts reported in the Consolidated Financial Statements and accompanying notes to Consolidated Financial 
Statements. Critical accounting policies are those policies that require management to make significant judgments, 
assumptions, or estimates. The determination of fair value is our most critical accounting policy and is fundamental to 
our reported financial condition and results of operations. Fair value is the amount at which an instrument could be 
exchanged between willing parties in a current transaction, other than in a forced liquidation or sale. Management 
estimates are required in determining the fair value of certain inventory positions, particularly OTC derivatives, certain 
commercial mortgage loans and investments in real estate, certain non-performing loans and high yield positions, 
private equity investments, and non-investment grade interests in securitizations. 

Other critical accounting policies include: accounting for business acquisitions, including the determination of fair 
value of assets and liabilities acquired and the allocation of the cost of acquired businesses to identifiable intangible 
assets and goodwill; and accounting for our involvement with SPEs. 

Management estimates are also important in assessing the realizability of deferred tax assets, the fair value of equity-
based compensation awards and provisions associated with litigation, regulatory, and tax proceedings. Management 
believes the estimates used in preparing the financial statements are reasonable and prudent. Actual results could differ 
from these estimates. 

The following is a summary of our critical accounting policies and estimates. See Note 1 to the Consolidated Financial 
Statements for a full description of these and other accounting policies.  
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Fair Value 

We record financial instruments classified as Financial instruments and other inventory positions owned and Financial 
instruments and other inventory positions sold but not yet purchased at market or fair value, with unrealized gains and 
losses reflected in Principal transactions in the Consolidated Statement of Income. In all instances, we believe we have 
established rigorous internal control processes to ensure we use reasonable and prudent measurements of fair value on a 
consistent basis. 

When evaluating the extent to which estimates may be required in determining the fair values of assets and liabilities 
reflected in our financial statements, we believe it is useful to analyze the balance sheet as shown in the following table: 

Summary Balance Sheet 

In millions                                                                November 30, 2006 
Assets
Financial instruments and other inventory positions owned $226,596  45% 
Securities received as collateral 6,099  1 
Collateralized agreements 219,057  43 
Cash, receivables and PP&E 43,318  9 
Other assets 5,113  1 
Identifiable intangible assets and goodwill 3,362  1 
Total assets $503,545  100%
Liabilities and Equity
Short-term borrowings and current portion of long-term borrowings $  20,638  4% 
Financial instruments and other inventory positions sold but not yet purchased 125,960  25 
Obligation to return securities received as collateral 6,099  1 
Collateralized financing 170,458  34 
Payables and other accrued liabilities 58,609  12 
Deposits at banks 21,412  4 
Total long-term capital (1) 100,369  20 
Total liabilities and equity $503,545  100%

(1) Long-term capital includes long-term borrowings (excluding borrowings with remaining maturities within one year of the financial statement date) 
and total stockholders’ equity.  We believe total long-term capital is useful to investors as a measure of our financial strength. 

The majority of our assets and liabilities are recorded at amounts for which significant management estimates are not 
used. The following balance sheet categories, comprising 52% of total assets and 74% of total liabilities and equity, are 
valued either at historical cost or at contract value (including accrued interest) which, by their nature, do not require the 
use of significant estimates: Collateralized agreements, Cash, receivables and PP&E, Short-term borrowings and the 
current portion of long-term borrowings, Deposits, Collateralized financing, Payables and other accrued liabilities and 
Total long-term capital. Securities received as collateral and Obligation to return securities received as collateral are 
recorded at fair value, but due to their offsetting nature do not result in fair value estimates affecting the Consolidated 
Statement of Income. Financial instruments and other inventory positions owned and Financial instruments and other 
inventory positions sold but not yet purchased (long and short inventory positions, respectively) are recorded at market 
or fair value, the components of which may require, to varying degrees, the use of estimates in determining fair value. 

When evaluating the extent to which management estimates may be used in determining the fair value for long and 
short inventory, we believe it is useful to consider separately derivatives and cash instruments. 

Derivatives and other contractual agreements. The fair values of derivative assets and liabilities at November 30, 2006 
were $22.7 billion and $18.0 billion, respectively (See Note 2 to the Consolidated Financial Statements). Included 
within these amounts were exchange-traded derivative assets and liabilities of $3.2 billion and $2.8 billion, respectively, 
for which fair value is determined based on quoted market prices. The fair values of our OTC derivative assets and 
liabilities at November 30, 2006 were $19.5 billion and $15.2 billion, respectively. With respect to OTC contracts, we 
view our net credit exposure to be $15.6 billion at November 30, 2006, representing the fair value of OTC contracts in 
a net receivable position after consideration of collateral.  
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The following table sets forth the fair value of OTC derivatives by contract type and by remaining contractual 
maturity: 

Fair Value of OTC Derivative Contracts by Maturity 
  Cross  
  Maturity,  
  Cross  
  Product  
 Less Greater and Cash  Net

In millions than 1 to 5 5 to 10 than 10 Collateral OTC Credit
November 30, 2006 1 Year Years Years Years Netting (1) Derivatives Exposur
Assets   
Interest rate, currency and credit        
default swaps and options $ 1,514 $ 7,332 $10,121 $8,792 $(19,125) $ 8,634 $ 8,848
Foreign exchange forward        
contracts and options 2,560 472 62 43 (1,345) 1,792 1,049
Other fixed income securities         
contracts(2) 4,305 3  — —  — 4,308 3,856
Equity contracts 3,142 2,741 870 362 (2,377) 4,738 1,854
 $11,521 $10,548 $11,053 $9,197 $(22,847) $19,472 $15,607
Liabilities   
Interest rate, currency and credit         
default swaps and options $ 2,262 $ 5,481 $5,012 $6,656 $(13,720) $ 5,691  
Foreign exchange forward         
contracts and options 3,204 883 240 33 (2,215) 2,145  
Other fixed income securities        
contracts(2) 2,596 8 — —  — 2,604  
Equity contracts 3,375 3,736 1,377 260 (4,003) 4,745  
 $11,437 $10,108 $6,629 $6,949 $(19,938) $15,185  

(1) Cross-maturity netting represents the netting of receivable balances with payable balances for the same counterparty across maturity and product 
categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity category 
when appropriate. Cash collateral received or paid is netted on a counterparty basis, provided legal right of offset exists. Assets and liabilities at 
November 30, 2006 were netted down for cash collateral of approximately $11.1 billion and $8.2 billion, respectively. 

(2)  Includes commodity derivatives assets of $268 million and liabilities of $277 million. 

Presented below is an analysis of net credit exposure at November 30, 2006 for OTC contracts based on actual ratings 
made by external rating agencies or by equivalent ratings established and used by our Credit Risk Management 
Department. 

Net Credit Exposure 
  Less   Greater   
Counterparty S&P/Moody’s than 1 to 5  5 to 10 than Total 
Risk Rating Equivalent  1 Year  Years   Years 10 Years        2006       2005 
iAAA AAA/Aaa  5% 3% 3% 3%  14%  19%
iAA AA/Aa  16  10  5  8  39  29 
iA A/A  14  5  5  7  31  32 
iBBB BBB/Baa  4  2  1  4  11  15 
iBB BB/Ba  2  1  1  —  4  3 
iB or lower B/B1 or lower  —  1  —  —  1  2 
   41%  22%  15%  22%  100%  100% 
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The majority of our OTC derivatives are transacted in liquid trading markets for which fair value is determined using 
pricing models with readily observable market inputs. Where we cannot verify all of the significant model inputs to 
observable market data, we value the derivative at the transaction price at inception, and consequently, do not record a 
day one gain or loss in accordance with Emerging Issues Task Force (“EITF”) No. 02-3, Issues Involved in Accounting 
for Derivative Contracts Held for Trading Purposes and Contracts Involved In Energy Trading and Risk Management 
Activities (EITF 02-3). Subsequent to the transaction date, we recognize any profits deferred on these derivative 
transactions at inception in the period in which the significant model inputs become observable. See Note 1 to the 
Consolidated Financial Statements for a full description of these and other accounting policies. Examples of derivatives 
where fair value is determined using pricing models with readily observable market inputs include interest rate swap 
contracts, to-be-announced transactions (TBAs), foreign exchange forward and option contracts in G-7 currencies and 
equity swap and option contracts on listed securities. However, the determination of fair value of certain complex, less 
liquid derivatives requires the use of significant estimates as they often combine one or more product types, requiring 
additional inputs, such as correlations and volatilities. Such derivatives include certain credit derivatives, equity option 
contracts with terms greater than five years, and certain other complex derivatives we provide to clients. We strive to 
limit the use of significant estimates by using consistent pricing assumptions between reporting periods and using 
observed market data for model inputs whenever possible. As the market for complex products develops, we refine our 
pricing models based on market experience to use the most current indicators of fair value. 

Cash instruments. The majority of our non-derivative long and short inventory (i.e., cash instruments) is recorded at 
market value based on listed market prices or using third-party broker quotes and therefore does not incorporate 
significant estimates. Examples of inventory valued in this manner include government securities, agency mortgage-
backed securities, listed equities, money market instruments, municipal securities and corporate bonds. However, in 
certain instances we may deem such quotations to be unrealizable (e.g., when the instruments are thinly traded or when 
we hold a substantial block of a particular security such that the listed price is not readily realizable). In such instances, 
we determine fair value based on, among other factors, management’s best estimate giving appropriate consideration to 
reported prices and the extent of public trading in similar securities, the discount from the listed price associated with 
the cost at date of acquisition and the size of the position held in relation to the liquidity in the market. When the size of 
our holding of a listed security is likely to impair our ability to realize the quoted market price, we record the position at 
a discount to the quoted price, reflecting our best estimate of fair value. 

When quoted prices are not available, fair value is determined based on pricing models or other valuation techniques, 
including the use of implied pricing from similar instruments. Pricing models typically are used to derive fair value 
based on the net present value of estimated future cash flows including adjustments, when appropriate, for liquidity, 
credit and/or other factors. For the vast majority of instruments valued through pricing models, significant estimates are 
not required because the market inputs to such models are readily observable and liquid trading markets provide clear 
evidence to support the valuations derived from such pricing models. Examples of inventory valued using pricing 
models or other valuation techniques for which the use of management estimates are necessary include certain 
commercial mortgage loans investments in real estate, non-performing loans and certain high yield positions, private 
equity investments, and non-investment grade retained interests.  

Mortgages, mortgage-backed and real estate inventory positions. Mortgages and mortgage-backed positions 
include mortgage loans (both residential and commercial), and non-agency mortgage-backed securities. We are a 
market leader in mortgage-backed securities trading. We originate residential and commercial mortgage loans as 
part of our mortgage trading and securitization activities. We securitized approximately $146 billion and $133 
billion of residential mortgage loans in 2006 and 2005, respectively, including both originated loans and those we 
acquired in the secondary market. We originated approximately $60 billion and $85 billion of residential mortgage 
loans in 2006 and 2005, respectively. In addition, we originated approximately $34 billion and $27 billion of 
commercial mortgage loans in 2006 and 2005, respectively, the majority of which has been sold through 
securitization or syndicate activities. See Note 3 to the Consolidated Financial Statements for additional information 
about our securitization activities. We record mortgage loans at fair value, with related mark-to-market gains and 
losses recognized in Principal transactions in the Consolidated Statement of Income. 

Management estimates are generally not required in determining the fair value of residential mortgage loans because 
these positions are securitized frequently. Certain commercial mortgage loans and investments, due to their less 
liquid nature, may require management estimates in determining fair value. Fair value for these positions is 
generally based on analyses of both cash flow projections and underlying property values. We use independent 
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appraisals to support our assessment of the property in determining fair value for these positions. Fair value for 
approximately $4.3 billion and $3.6 billion at November 30, 2006 and 2005, respectively, of our total mortgage loan 
inventory is determined using the above valuation methodologies, which may involve the use of significant 
estimates. Because a portion of these assets have been financed on a non-recourse basis, our net investment position 
is limited to $3.9 billion and $3.5 billion at November 30, 2006 and 2005, respectively. 

We invest in real estate through direct investments in equity and debt. We record real estate held for sale at the 
lower of cost or fair value. The assessment of fair value generally requires the use of management estimates and 
generally is based on property appraisals provided by third parties and also incorporates an analysis of the related 
property cash flow projections. We had real estate investments of approximately $9.4 billion and $7.9 billion at 
November 30, 2006 and 2005, respectively. Because significant portions of these assets have been financed on a 
non-recourse basis, our net investment position was limited to $5.9 billion and $4.8 billion at November 30, 2006 
and 2005, respectively.  

High yield instruments. We underwrite, syndicate, invest in and make markets in high yield corporate debt securities 
and loans. For purposes of this discussion, high yield instruments are defined as securities of or loans to companies 
rated BB+ or lower or equivalent ratings by recognized credit rating agencies, as well as non-rated securities or loans 
that, in management’s opinion, are non-investment grade. High yield debt instruments generally involve greater risks 
than investment grade instruments and loans due to the issuer’s creditworthiness and the lower liquidity of the market 
for such instruments. In addition, these issuers generally have relatively higher levels of indebtedness resulting in an 
increased sensitivity to adverse economic conditions. We seek to reduce these risks through active hedging strategies 
and through the diversification of our products and counterparties.  

High yield instruments are carried at fair value, with unrealized gains and losses reflected in Principal transactions in 
the Consolidated Statement of Income. Our high yield instruments at November 30, 2006 and November 30, 2005 were 
as follows: 

In millions  
Year ended November 30  2006 2005
Bonds and loans in liquid trading markets  $11,481 $  4,617
Loans held awaiting securitization and/or syndication(1) 4,132 759 
Loans and bonds with little or no pricing transparency  316 611 
High yield instruments 15,929 5,987 
Credit risk hedges(2) (3,111) (1,473) 
High yield position, net $12,818 $  4,514 

(1) Loans held awaiting securitization and/or syndication primarily represent warehouse lending activities for collateralized loan obligations. 
(2) Credit risk hedges represent financial instruments with offsetting risk to the same underlying counterparty, but exclude other credit and market 

risk mitigants which are highly correlated, such as index, basket and/or sector hedges. 

At November 30, 2006 and November 30, 2005, the largest industry concentrations were 20% and 22%, respectively, 
categorized within the finance and insurance industry classifications. The largest geographic concentrations at 
November 30, 2006 and November 30, 2005 were 53% and 65%, respectively, in the United States. We mitigate our 
aggregate and single-issuer net exposure through the use of derivatives, non-recourse financing and other financial 
instruments. 

Non-performing loans. We purchase non-performing loans in the secondary markets, primarily for the purpose of 
restructuring in order to sell or securitize at a profit. Non-performing loans are carried at fair value, with unrealized 
gains and losses reflected in Principal transactions in the Consolidated Statement of Income. Non-performing loans at 
November 30, 2006 and November 30, 2005 were approximately $1.4 billion and $900 million, respectively. 

Private equity and other principal investments. Our Private Equity business operates in five major asset classes: 
Merchant Banking, Real Estate, Venture Capital, Credit-Related Investments and Private Funds Investments. We have 
raised privately-placed funds in all of these classes, for which we act as general partner and in which we have general 
and in many cases limited partner interests. In addition, we generally co-invest in the investments made by the funds or 
may make other non-fund-related direct investments. At November 30, 2006 and 2005, our private equity related 
investments totaled $2.1 billion and $1.1 billion, respectively. The real estate industry represented the highest 
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concentrations at 30% and 38% at November 30, 2006 and 2005, respectively, and the largest single-investment was 
$80 million and $40 million, at those respective dates. 

When we hold at least 3% of a limited partnership interest, we account for that interest under the equity method. We 
carry all other private equity investments at fair value based on our assessment of each underlying investment, 
incorporating valuations that consider expected cash flows, earnings multiples and/or comparisons to similar market 
transactions among other factors. Valuation adjustments, which usually involve the use of significant management 
estimates, are an integral part of pricing these instruments, reflecting consideration of credit quality, concentration risk, 
sale restrictions and other liquidity factors. Additional information about our private equity and other principal 
investment activities, including related commitments, can be found in Note 11 to the Consolidated Financial 
Statements. 

Non-investment grade interests in securitizations. We held approximately $2.0 billion and $0.7 billion of non-
investment grade retained interests at November 30, 2006 and 2005, respectively. Because these interests primarily 
represent the junior interests in securitizations for which there are not active trading markets, estimates generally are 
required in determining fair value. We value these instruments using prudent estimates of expected cash flows and 
consider the valuation of similar transactions in the market. In addition, we utilize derivatives to actively hedge a 
significant portion of the risk related to these interests to limit our exposure. See Note 3 to the Consolidated Financial 
Statements for additional information about the effect of adverse changes in assumptions on the fair value of these 
interests.  

Identifiable Intangible Assets and Goodwill 

Determining the fair values and useful lives of certain assets acquired and liabilities assumed associated with business 
acquisitions—intangible assets in particular—requires significant judgment. In addition, we are required to assess for 
impairment goodwill and other intangible assets with indefinite lives at least annually using fair value measurement 
techniques. Periodically estimating the fair value of a reporting unit and intangible assets with indefinite lives involves 
significant judgment and often involves the use of significant estimates and assumptions. These estimates and 
assumptions could have a significant effect on whether or not an impairment charge is recognized and the magnitude of 
such a charge. We completed our last goodwill impairment test as of August 31, 2006, and no impairment was 
identified. 

SPEs 

The Company is a market leader in securitization transactions, including securitizations of residential and commercial 
loans, municipal bonds and other asset backed transactions. The majority of our securitization transactions are designed 
to be in conformity with the SFAS 140 requirements of a QSPE. Securitization transactions meeting the requirements 
of a QSPE are off-balance-sheet.  The assessment of whether a securitization vehicle meets the accounting requirements 
of a QSPE requires significant judgment, particularly in evaluating whether servicing agreements meet the conditions 
of permitted activities under SFAS 140 and whether or not derivatives are considered to be passive. 

In addition, the evaluation of whether an entity is subject to the requirements of FIN 46(R) as a variable interest entity 
(“VIE”) and the determination of whether the Company is the primary beneficiary of such VIE is a critical accounting 
policy that requires significant management judgment. 

Legal, Regulatory and Tax Proceedings 

In the normal course of business we have been named as a defendant in a number of lawsuits and other legal and 
regulatory proceedings. Such proceedings include actions brought against us and others with respect to transactions in 
which we acted as an underwriter or financial advisor, actions arising out of our activities as a broker or dealer in 
securities and commodities and actions brought on behalf of various classes of claimants against many securities firms, 
including us. In addition, our business activities are reviewed by various taxing authorities around the world with 
regard to corporate income tax rules and regulations. We provide for potential losses that may arise out of legal, 
regulatory and tax proceedings to the extent such losses are probable and can be estimated. See Note 11 of the Notes to 
Consolidated Financial Statements for additional information. 
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2-for-1 Stock Split 

On April 5, 2006, the stockholders of Holdings approved an increase in the Company’s authorized shares of common 
stock to 1.2 billion from 600 million, and the Board of Directors approved a 2-for-1 common stock split, in the form of 
a stock dividend, for holders of record as of April 18, 2006, which was paid on April 28, 2006. On April 5, 2006, the 
Company’s Restated Certificate of Incorporation was amended to effect the increase in authorized common shares. 

Accounting and Regulatory Developments 

SFAS 158. In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit 
Pension and Other Postretirement Plans (“SFAS 158”). SFAS 158 requires an employer to recognize the over- or 
under-funded status of its defined benefit postretirement plans as an asset or liability in its Consolidated Statement 
of Financial Condition, measured as the difference between the fair value of the plan assets and the benefit 
obligation. For pension plans the benefit obligation is the projected benefit obligation; for other postretirement plans 
the benefit obligation is the accumulated postretirement obligation. Upon adoption, SFAS 158 requires an employer 
to recognize previously unrecognized actuarial gains and losses and prior service costs within Accumulated other 
comprehensive income (net of tax), a component of Stockholders’ equity.  

SFAS 158 is effective for our fiscal year ending November 30, 2007. Had we adopted SFAS 158 at November 30, 
2006, we would have reduced Accumulated other comprehensive income (net of tax) by approximately $380 
million, and recognized a pension asset of approximately $60 million for our funded pension plans and a liability of 
approximately $160 million for our unfunded pension and postretirement plans. However, the actual impact of 
adopting SFAS 158 will depend on the fair value of plan assets and the amount of the benefit obligation measured 
as of November 30, 2007. 

SFAS 157. In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157”). SFAS 
157 defines fair value, establishes a framework for measuring fair value and enhances disclosures about instruments 
carried at fair value, but does not change existing guidance as to whether or not an instrument is carried at fair 
value. SFAS 157 nullifies the guidance in EITF 02-3, which precluded the recognition of a trading profit at the 
inception of a derivative contract, unless the fair value of such derivative was obtained from a quoted market price 
or other valuation technique incorporating observable market data. SFAS 157 also precludes the use of a liquidity or 
block discount when measuring instruments traded in an active market at fair value. SFAS 157 requires costs related 
to acquiring financial instruments carried at fair value to be included in earnings and not capitalized as part of the 
basis of the instrument. SFAS 157 also clarifies that an issuer’s credit standing should be considered when 
measuring liabilities at fair value.  

SFAS 157 is effective for our 2008 fiscal year, with earlier application permitted for our 2007 fiscal year. SFAS 157 
must be applied prospectively, except that the difference between the carrying amount and fair value of (i) a 
financial instrument that was traded in an active market that was measured at fair value using a block discount and 
(ii) a stand-alone derivative or a hybrid instrument measured using the guidance in EITF 02-3 on recognition of a 
trading profit at the inception of a derivative, is to be applied as a cumulative-effect adjustment to opening retained 
earnings on the date we initially apply SFAS 157.  

We intend to adopt SFAS 157 in fiscal 2007. Upon adoption we expect to recognize an after-tax increase to opening 
retained earnings as of December 1, 2006 of approximately $70 million. 

SFAS 156. In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets (“SFAS 
156”). SFAS 156 amends SFAS 140 with respect to the accounting for separately-recognized servicing assets and 
liabilities. SFAS 156 requires all separately-recognized servicing assets and liabilities to be initially measured at fair 
value, and permits companies to elect, on a class-by-class basis, to account for servicing assets and liabilities on 
either a lower of cost or market value basis or a fair value basis. 

We elected to early adopt SFAS 156 and to measure all classes of servicing assets and liabilities at fair value 
beginning in our 2006 fiscal year. Servicing assets and liabilities at November 30, 2005 and all periods prior were 
accounted for at the lower of amortized cost or market value.  As a result of adopting SFAS 156, we recognized an 
$18 million after-tax ($33 million pre-tax) increase to opening retained earnings in our 2006 fiscal year, 
representing the effect of remeasuring all servicing assets and liabilities that existed at November 30, 2005 from the 
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lower of amortized cost or market value to fair value. 

See Note 3 to the Consolidated Financial Statements, “Securitizations and Other Off-Balance-Sheet Arrangements,” 
for additional information. 

SFAS 155. We issue structured notes (also referred to as hybrid instruments) for which the interest rates or principal 
payments are linked to the performance of an underlying measure (including single securities, baskets of securities, 
commodities, currencies, or credit events). Through November 30, 2005, we assessed the payment components of 
these instruments to determine if the embedded derivative required separate accounting under SFAS 133, 
Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”), and if so, the embedded derivative 
was bifurcated from the host debt instrument and accounted for at fair value and reported in long-term borrowings 
along with the related host debt instrument which was accounted for on an amortized cost basis. 

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments (“SFAS 
155”). SFAS 155 permits fair value measurement of any structured note that contains an embedded derivative that 
would require bifurcation under SFAS 133. Such fair value measurement election is permitted on an instrument-by-
instrument basis.  We elected to early adopt SFAS 155 as of the beginning of our 2006 fiscal year and we applied 
SFAS 155 fair value measurements to all eligible structured notes issued after November 30, 2005 as well as to 
certain eligible structured notes that existed at November 30, 2005.  The effect of adoption resulted in a $24 million 
after-tax ($43 million pre-tax) decrease to opening retained earnings as of the beginning of our 2006 fiscal year, 
representing the difference between the fair value of these structured notes and the prior carrying value as of 
November 30, 2005. The net after-tax adjustment included structured notes with gross gains of $18 million ($32 
million pre-tax) and gross losses of $42 million ($75 million pre-tax). 

SFAS 123(R). In December 2004, the FASB issued SFAS 123(R), which we adopted as of the beginning of our 2006 
fiscal year. SFAS 123(R) requires public companies to recognize expense in the income statement for the grant-date 
fair value of awards of equity instruments to employees. Expense is to be recognized over the period employees are 
required to provide service.  

SFAS 123(R) clarifies and expands the guidance in SFAS 123 in several areas, including how to measure fair value and 
how to attribute compensation cost to reporting periods. Under the modified prospective transition method applied in 
the adoption of SFAS 123(R), compensation cost is recognized for the unamortized portion of outstanding awards 
granted prior to the adoption of SFAS 123. Upon adoption of SFAS 123(R), we recognized an after-tax gain of 
approximately $47 million as the cumulative effect of a change in accounting principle attributable to the requirement 
to estimate forfeitures at the date of grant instead of recognizing them as incurred. 

See “Share-Based Compensation” above and Note 15, “Share-Based Employee Incentive Plans,” for additional 
information. 

EITF Issue No. 04-5. In June 2005, the FASB ratified the consensus reached in EITF Issue No. 04-5, Determining 
Whether a General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity 
When the Limited Partners Have Certain Rights (“EITF 04-5”), which requires general partners (or managing 
members in the case of limited liability companies) to consolidate their partnerships or to provide limited partners 
with substantive rights to remove the general partner or to terminate the partnership. As the general partner of 
numerous private equity and asset management partnerships, we adopted EITF 04-5 immediately for partnerships 
formed or modified after June 29, 2005. For partnerships formed on or before June 29, 2005 that have not been 
modified, we are required to adopt EITF 04-5 as of the beginning of our 2007 fiscal year. The adoption of EITF 04-
5 will not have a material effect on our Consolidated Financial Statements. 

FSP FIN 46(R)-6. In April 2006, the FASB issued FASB Staff Position FIN 46(R)-6, Determining the Variability 
to Be Considered in Applying FASB Interpretation No. 46(R) (“FSP FIN 46(R)-6”). FSP FIN 46(R)-6 addresses 
how variability should be considered when applying FIN 46(R). Variability affects the determination of whether an 
entity is a VIE, which interests are variable interests, and which party, if any, is the primary beneficiary of the VIE 
required to consolidate. FSP FIN 46(R)-6 clarifies that the design of the entity also should be considered when 
identifying which interests are variable interests. 

We adopted FSP FIN 46(R)-6 on September 1, 2006 and applied it prospectively to all entities in which we first 
became involved after that date. Adoption of FSP FIN 46(R)-6 did not have a material effect on our Consolidated 
Financial Statements. 
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FIN 48. In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income 
Taxes—an interpretation of FASB Statement No. 109 (“FIN 48”). FIN 48 clarifies the accounting for income taxes 
by prescribing the minimum recognition threshold a tax position must meet to be recognized in the financial 
statements. FIN 48 also provides guidance on measurement, derecognition, classification, interest and penalties, 
accounting in interim periods, disclosure and transition. We must adopt FIN 48 as of the beginning of our 2008 
fiscal year. Early application is permitted as of the beginning of our 2007 fiscal year.  

We intend to adopt FIN 48 on December 1, 2007. We are evaluating the effect of adopting FIN 48 on our 
Consolidated Financial Statements. 

SAB 108. In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior 
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements (“SAB 108”). SAB 108 
specifies how the carryover or reversal of prior-year unrecorded financial statement misstatements should be 
considered in quantifying a current-year misstatement. SAB 108 requires an approach that considers the amount by 
which the current-year Consolidated Statement of Income is misstated (“rollover approach”) and an approach that 
considers the cumulative amount by which the current-year Consolidated Statement of Financial Condition is 
misstated (“iron-curtain approach”). Prior to the issuance of SAB 108, either the rollover or iron-curtain approach 
was acceptable for assessing the materiality of financial statement misstatements. 

SAB 108 became effective for our fiscal year ended November 30, 2006. Upon adoption, SAB 108 allowed a 
cumulative-effect adjustment to opening retained earnings at December 1, 2005 for prior-year misstatements that 
were not material under a prior approach but that were material under the SAB 108 approach. Adoption of SAB 108 
did not affect our Consolidated Financial Statements. 

Consolidated Supervised Entity. In June 2004, the SEC approved a rule establishing a voluntary framework for 
comprehensive, group-wide risk management procedures and consolidated supervision of certain financial services 
holding companies. The framework is designed to minimize the duplicative regulatory burdens on U.S. securities 
firms resulting from the European Union (the “EU”) Directive (2002/87/EC) concerning the supplementary 
supervision of financial conglomerates active in the EU. The rule also allows companies to use an alternative 
method, based on internal risk models, to calculate net capital charges for market and derivative-related credit risk. 
Under this rule, the SEC will regulate the holding company and any unregulated affiliated registered broker-dealer 
pursuant to an undertaking to be provided by the holding company, including subjecting the holding company to 
capital requirements generally consistent with the International Convergence of Capital Measurement and Capital 
Standards published by the Basel Committee on Banking Supervision.  

As of December 1, 2005, Holdings became regulated by the SEC as a CSE. As such, Holdings is subject to group-wide 
supervision and examination by the SEC and, accordingly, we are subject to minimum capital requirements on a 
consolidated basis. LBI is approved to calculate its net capital under provisions as specified by the applicable SEC 
rules. At November 30, 2006, we were in compliance with minimum capital requirements. 

Effects of Inflation 

Because our assets are, to a large extent, liquid in nature, they are not significantly affected by inflation. However, the 
rate of inflation affects such expenses as employee compensation, office space leasing costs and communications 
charges, which may not be readily recoverable in the prices of services we offer. To the extent inflation results in rising 
interest rates and has other adverse effects on the securities markets, it may adversely affect our consolidated financial 
condition and results of operations in certain businesses. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

The information under the caption “Management’s Discussion and Analysis of Financial Condition and Results of 
Operations—Risk Management” in Part II, Item 7, of this Report is incorporated herein by reference. 
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ITEM 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

(a) Financial Statements 

   
  Page 
 Number 

  
               Management’s Assessment of Internal Control over Financial Reporting........................................ 73 

 Report of Independent Registered Public Accounting Firm 
                     on Internal Control over Financial Reporting...........................................................................  74 

 Report of Independent Registered Public Accounting Firm ................................................................ 76 

 Consolidated Financial Statements 

 Consolidated Statement of Income— 
 Years Ended November 30, 2006, 2005 and 2004 ...........................................................  77 

 Consolidated Statement of Financial Condition— 
 November 30, 2006 and 2005...........................................................................................  78 

 Consolidated Statement of Changes in Stockholders’ Equity— 
 Years Ended November 30, 2006, 2005 and 2004 ...........................................................  80 

 Consolidated Statement of Cash Flows— 
 Years Ended November 30, 2006, 2005 and 2004 ...........................................................  82 

 Notes to Consolidated Financial Statements.....................................................................  83 

 

(b)  Condensed unconsolidated financial information of Holdings and notes thereto are set forth in Schedule I 
beginning on Page F-2 of this Report and are incorporated herein by reference.  Holdings has issued a full and 
unconditional guarantee of certain outstanding and future debt securities of its wholly-owned subsidiary, 
Lehman Brothers Inc. Condensed consolidating financial information pursuant to Rule 3-10(c) of Regulation S-
X is set forth in Note 8 of the notes to such condensed unconsolidated financial information in Schedule I. 
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Management’s Assessment of Internal Control over Financial Reporting 
 

The management of Lehman Brothers Holdings Inc. (the “Company”) is responsible for establishing and maintaining 
adequate internal control over financial reporting. The Company’s internal control system is designed to provide 
reasonable assurance to the Company’s management and Board of Directors regarding the reliability of financial 
reporting and the preparation of published financial statements in accordance with generally accepted accounting 
principles. All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those 
systems determined to be effective can provide only reasonable assurance with respect to financial statement 
preparation and presentation. 

The Company’s management assessed the effectiveness of the Company’s internal control over financial reporting as of 
November 30, 2006. In making this assessment, it used the criteria set forth by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework. Based on our 
assessment we believe that, as of November 30, 2006, the Company’s internal control over financial reporting is 
effective based on those criteria. 

The Company’s independent registered public accounting firm that audited the accompanying Consolidated Financial 
Statements has issued an attestation report on our assessment of the Company’s internal control over financial 
reporting. Their report appears on the following page. 
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Report of Independent Registered Public Accounting Firm 
 
The Board of Directors and Stockholders of Lehman Brothers Holdings Inc. 
 
We have audited management’s assessment, included in the accompanying Management’s Assessment of Internal 
Control over Financial Reporting, that Lehman Brothers Holdings Inc. (the “Company”) maintained effective 
internal control over financial reporting as of November 30, 2006, based on criteria established in Internal 
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (the COSO criteria). The Company’s management is responsible for maintaining effective internal 
control over financial reporting and for its assessment of the effectiveness of internal control over financial 
reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the 
effectiveness of the Company’s internal control over financial reporting based on our audit.  
 
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether effective internal control over financial reporting was maintained in all material respects. Our audit 
included obtaining an understanding of internal control over financial reporting, evaluating management’s 
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such 
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable 
basis for our opinion. 
 
A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 
assets that could have a material effect on the financial statements. 
 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may 
become inadequate because of changes in conditions, or that the degree of compliance with the policies or 
procedures may deteriorate. 

 
In our opinion, management’s assessment that the Company maintained effective internal control over financial 
reporting as of November 30, 2006, is fairly stated, in all material respects, based on the COSO criteria.  Also, in 
our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as 
of November 30, 2006, based on the COSO criteria. 
 
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the consolidated statement of financial condition of the Company as of November 30, 2006 and 
2005 and the related consolidated financial statements of income, changes in stockholders’ equity and cash flows 
for each of the three years in the period ended November 30, 2006 of the Company and our report dated February 
13, 2007 expressed an unqualified opinion thereon. 
  
 
/s/ Ernst & Young LLP 
New York, New York 
February 13, 2007 
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Report of Independent Registered Public Accounting Firm 
 
 
The Board of Directors and Stockholders of Lehman Brothers Holdings Inc. 
 
We have audited the accompanying consolidated statement of financial condition of Lehman Brothers Holdings Inc. 
(the “Company”) as of November 30, 2006 and 2005, and the related consolidated statements of income, changes in 
stockholders' equity, and cash flows for each of the three years in the period ended November 30, 2006. Our audits 
also included the financial statement schedule listed in the Index at Item 15. These financial statements and schedule 
are the responsibility of the Company's management.  Our responsibility is to express an opinion on these financial 
statements and schedule based on our audits. 
 
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated 
financial position of Lehman Brothers Holdings Inc. at November 30, 2006 and 2005, and the consolidated results 
of its operations and its cash flows for each of the three years in the period ended November 30, 2006, in 
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement 
schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in all 
material respects the information set forth therein. 
 
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the effectiveness of Lehman Brothers Holdings Inc.'s internal control over financial reporting as of 
November 30, 2006, based on criteria established in Internal Control-Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 13, 2007 
expressed an unqualified opinion thereon. 
 
/s/Ernst & Young LLP 
New York, New York 
February 13, 2007 
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In millions, except per share data    
Year ended November 30 2006 2005 2004 
Revenues
Principal transactions $ 9,802 $ 7,811 $ 5,699 
Investment banking 3,160 2,894 2,188 
Commissions 2,050 1,728 1,537 
Interest and dividends 30,284 19,043 11,032 
Asset management and other 1,413 944 794 

Total revenues 46,709 32,420 21,250
Interest expense 29,126 17,790 9,674 

Net revenues 17,583 14,630 11,576
Non-Interest Expenses  
Compensation and benefits 8,669 7,213 5,730 
Technology and communications 974 834 764 
Brokerage, clearance and distribution fees 629 548 488 
Occupancy 539 490 421 
Professional fees 364 282 252 
Business development 301 234 211 
Other 202 200 192 

Total non-personnel expenses 3,009 2,588 2,328
Total non-interest expenses 11,678 9,801 8,058

Income before taxes and cumulative effect of accounting change 5,905 4,829 3,518
Provision for income taxes 1,945 1,569 1,125 
Dividends on trust preferred securities — — 24 
Income before cumulative effect of accounting change 3,960 3,260 2,369
Cumulative effect of accounting change 47 — — 
Net income $ 4,007 $ 3,260 $ 2,369
Net income applicable to common stock $ 3,941 $ 3,191 $ 2,297

Earnings per basic share:    
Before cumulative effect of accounting change $  7.17 $  5.74 $  4.18 
Cumulative effect of accounting change 0.09 — — 
Earnings per basic share $ 7.26 $  5.74 $ 4.18

    
Earnings per diluted share:    

Before cumulative effect of accounting change $  6.73 $  5.43 $  3.95 
Cumulative effect of accounting change 0.08 — — 
Earnings per diluted share $ 6.81 $  5.43 $ 3.95

    
Dividends paid per common share $  0.48 $  0.40 $  0.32 

See Notes to Consolidated Financial Statements. 

B-79



LEHMAN BROTHERS HOLDINGS INC. 
Consolidated Statement of Financial Condition 

 
- 78 - 

 
In millions   
November 30 2006 2005 

Assets   

Cash and cash equivalents $   5,987 $   4,900 
 

Cash and securities segregated and on deposit for regulatory and other 
purposes

 

6,091 

 

5,744 

 
 
Financial instruments and other inventory positions owned:

  

(includes $42,600 in 2006 and $36,369 in 2005 pledged as collateral) 226,596 177,438

 

Securities received as collateral 
 

6,099 

 

4,975 

 
 
Collateralized agreements: 

  

Securities purchased under agreements to resell 117,490 106,209 

Securities borrowed 101,567 78,455 

 
Receivables: 

  

Brokers, dealers and clearing organizations 7,449 7,454

Customers 18,470 12,887 

Others 2,052 1,302 

 
 
Property, equipment and leasehold improvements 

  

(net of accumulated depreciation and amortization of $1,925 in 2006 
and $1,448 in 2005) 3,269 2,885

 
 
Other assets 

 
5,113 

 
4,558 

Identifiable intangible assets and goodwill    

(net of accumulated amortization of $293 in 2006 and $257 in 2005) 3,362 3,256

Total assets $503,545 $410,063 

See Notes to Consolidated Financial Statements. 
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In millions, except share data   
November 30 2006 2005 
Liabilities and Stockholders’ Equity  
Short-term borrowings and current portion of long-term    

borrowings (including $3,783 in 2006 and $0 in 2005 at fair value) $  20,638 $  11,351 
Financial instruments and other inventory positions sold but not yet purchased 125,960 110,577 
Obligation to return securities received as collateral 6,099 4,975 
Collateralized financings:   

Securities sold under agreements to repurchase 133,547 116,155 
Securities loaned 17,883 13,154 
Other secured borrowings 19,028 23,116 

Payables:   
Brokers, dealers and clearing organizations 2,217 1,870 
Customers 41,695 32,143 

Accrued liabilities and other payables 14,697 10,962 
Deposits at banks 21,412 15,067 
Long-term borrowings (including $11,025 in 2006 and $0 in 2005 at fair 81,178 53,899 
Total liabilities 484,354 393,269 
Commitments and contingencies    
Stockholders’ Equity   
Preferred stock 1,095 1,095 
Common stock, $0.10 par value (1):   

Shares authorized: 1,200,000,000 in 2006 and 2005;   
Shares issued: 609,832,302 in 2006 and 605,337,946 in 2005;   
Shares outstanding: 533,368,195 in 2006 and 542,874,206 in 2005 61 61 

Additional paid-in capital (1) 8,727 6,283 
Accumulated other comprehensive loss, net of tax (15) (16) 
Retained earnings 15,857 12,198 
Other stockholders’ equity, net (1,712) 765 
Common stock in treasury, at cost (1): 76,464,107 shares in 2006 and   

62,463,740 shares in 2005 (4,822) (3,592) 
Total common stockholders’ equity 18,096 15,699 
Total stockholders’ equity 19,191 16,794 
Total liabilities and stockholders’ equity $503,545 $410,063 

(1) 2005 balances and share amounts have been retrospectively adjusted to give effect for the 2-for-1 common stock split, effected in the form of a 
100% stock dividend, which became effective April 28, 2006. 

See Notes to Consolidated Financial Statements. 
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In millions    
Year ended November 30           2006            2005           2004 

Preferred Stock    
5.94% Cumulative, Series C:    
     Beginning and ending balance  $ 250  $ 250  $  250 

5.67% Cumulative, Series D:    
     Beginning and ending balance  200  200  200 

7.115% Fixed/Adjustable Rate Cumulative, Series E:    

     Beginning balance  —  250  250 
     Redemptions  —  (250)  — 
     Ending balance  —  —  250
6.50% Cumulative, Series F:    
     Beginning and ending balance  345  345  345 
Floating Rate (3% Minimum) Cumulative, Series G:    
    Beginning balance  300  300  — 
    Issuances  —  —  300 
    Ending balance  300  300  300 
Total preferred stock, ending balance  1,095  1,095  1,345 
Common Stock, Par Value $0.10 Per Share    
    Beginning balance  61  61  59 
    Other Issuances  —  —  2 
    Ending balance  61  61  61 
Additional Paid-In Capital    
    Beginning balance  6,283  5,834  6,133 
    Reclass from Common Stock Issuable and Deferred     
        Stock Compensation under SFAS 123(R)  2,275  —  — 
    RSUs exchanged for Common Stock  (647)  184  135 
    Employee stock-based awards  (881)  (760)  (585) 
    Tax benefit from the issuance of stock-based awards  836  1,005  468 
    Neuberger final purchase price adjustment  —  —  (307) 
    Amortization of RSUs, net  804  —  — 
    Other, net  57  20  (10) 
    Ending balance  8,727  6,283  5,834 
Accumulated Other Comprehensive Income (Loss)    
    Beginning balance  (16)  (19)  (16) 
    Translation adjustment, net (1)  1  3  (3) 
    Ending balance (15) (16)  (19) 

(1) Net of income taxes of $2 in 2006, $1 in 2005 and $(2) in 2004. 

See Notes to Consolidated Financial Statements. 
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In millions    
Year ended November 30  2006  2005  2004 
Retained Earnings   
    Beginning balance    $12,198  $9,240  $7,129 
    Cumulative effect of accounting changes   (6)  —  — 
    Net income  4,007  3,260  2,369 
    Dividends declared:    
        5.94% Cumulative, Series C Preferred Stock  (15)  (15)  (15) 
        5.67% Cumulative, Series D Preferred Stock  (11)  (11)  (11) 
        7.115% Fixed/Adjustable Rate Cumulative, Series E Preferred Stock  —  (9)  (18) 
        6.50% Cumulative, Series F Preferred Stock  (22)  (22)  (23) 
        Floating Rate (3% Minimum) Cumulative, Series G Preferred Stock  (18)  (12)  (5) 
        Common Stock  (276)  (233)  (186) 
    Ending balance  15,857  12,198  9,240
Common Stock Issuable   
    Beginning balance  4,548  3,874  3,353 
    Reclass to Additional Paid-In Capital under SFAS 123(R)  (4,548)  —  — 
    RSUs exchanged for Common Stock  —  (832)  (585) 
    Deferred stock awards granted  —  1,574  1,182 
    Other, net  —  (68)  (76) 
    Ending balance  —  4,548  3,874
Common Stock Held in RSU Trust    
    Beginning balance  (1,510)  (1,353)  (852) 
    Employee stock-based awards   (755)  (676)  (876) 
    RSUs exchanged for Common Stock  587  549  401 
    Other, net  (34)  (30)  (26) 
    Ending balance  (1,712)  (1,510)  (1,353) 
Deferred Stock Compensation    
    Beginning balance  (2,273)  (1,780)  (1,470) 
    Reclass to Additional Paid-In Capital under SFAS 123(R)  2,273  —  — 
    Deferred stock awards granted  —  (1,574)  (1,182) 
    Amortization of RSUs, net  —  988  773 
    Other, net  —  93  99 
    Ending balance  —  (2,273)  (1,780) 
Common Stock In Treasury, at Cost    
    Beginning balance  (3,592)  (2,282)  (2,208) 
    Repurchases of Common Stock  (2,678)  (2,994)  (1,693) 
    Shares reacquired from employee transactions  (1,003)  (1,163)  (574) 
    RSUs exchanged for Common Stock  60  99  49 
    Employee stock-based awards  2,391  2,748  2,144 
    Ending balance  (4,822)  (3,592)  (2,282) 
Total stockholders’ equity  $19,191  $16,794  $14,920 
 

See Notes to Consolidated Financial Statements. 
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In millions 
Year ended November 30 2006  2005  2004
Cash Flows From Operating Activities   
Net income $ 4,007 $  3,260 $  2,369
Adjustments to reconcile net income to net cash  
    used in operating activities:  
    Depreciation and amortization 514 426 428
    Deferred tax benefit (60) (502) (74)
    Tax benefit from the issuance of stock-based awards — 1,005 468
    Non-cash compensation 1,706 1,055 800
    Cumulative effect of accounting change (47) — —
    Other adjustments 3 173 104
Net change in:  
    Cash and securities segregated and on deposit  
        for regulatory and other purposes (347) (1,659) (985)
    Financial instruments and other inventory positions owned (46,102) (36,652) (8,936)
    Resale agreements, net of repurchase agreements 6,111 (475) (9,467)
    Securities borrowed, net of securities loaned (18,383) (5,165) (22,728)
    Other secured borrowings (4,088) 11,495 (2,923)
    Receivables from brokers, dealers and clearing organizations 5 (4,054) 1,475
    Receivables from customers (5,583) 354 (4,432)
    Financial instruments and other inventory positions sold  
        but not yet purchased 15,224 14,156 23,471
    Payables to brokers, dealers and clearing organizations 347 165 (1,362)
    Payables to customers 9,552 4,669 8,072
    Accrued liabilities and other payables 2,032 (801) 520
    Other receivables and assets (1,267) 345 (370)
Net cash used in operating activities (36,376) (12,205) (13,570)
Cash Flows From Investing Activities  
Purchase of property, equipment and leasehold improvements, net (586) (409) (401)
Business acquisitions, net of cash acquired (206) (38) (130)
Net cash used in investing activities (792) (447) (531)
Cash Flows From Financing Activities  
Derivative contracts with a financing element 159 140 334
Tax benefit from the issuance of stock-based awards 836 — —
Issuance of short-term borrowings, net 4,819 84 526
Deposits at banks 6,345 4,717 2,086
Issuance of long-term borrowings 48,115 23,705 20,485
Principal payments of long-term borrowings, including the current  
     portion of long term borrowings (19,636) (14,233) (10,820)
Issuance of common stock 119 230 108
Issuance of treasury stock 518 1,015 551
Purchase of treasury stock (2,678) (2,994) (1,693)
(Retirement) issuance of preferred stock — (250) 300
Dividends paid (342) (302) (258)
Net cash provided by financing activities 38,255 12,112 11,619
Net change in cash and cash equivalents 1,087 (540) (2,482)
Cash and cash equivalents, beginning of period 4,900 5,440 7,922
Cash and cash equivalents, end of period $ 5,987 $ 4,900 $ 5,440
Supplemental Disclosure of Cash Flow Information (in millions):  
Interest paid totaled $28,684, $17,893 and $9,534 in 2006, 2005 and 2004  
Income taxes paid totaled $1,037, $789 and $638 in 2006, 2005 and 2004  

See Notes to Consolidated Financial Statements. 
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Note 1 Summary of Significant Accounting Policies 

Description of Business 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” “Lehman Brothers,” “we,” 
“us” or “our”) is one of the leading global investment banks serving institutional, corporate, government and high-net-
worth individual clients. Our worldwide headquarters in New York and regional headquarters in London and Tokyo are 
complemented by offices in additional locations in North America, Europe, the Middle East, Latin America and the 
Asia Pacific region. We are engaged primarily in providing financial services. The principal U.S., European, and Asian 
subsidiaries of Holdings are Lehman Brothers Inc. (“LBI”), a U.S. registered broker-dealer, Lehman Brothers 
International (Europe) (“LBIE”) and Lehman Brothers Europe Limited, authorized investment firms in the United 
Kingdom, and Lehman Brothers Japan (“LBJ”), a registered securities company in Japan. 

Basis of Presentation 

The Consolidated Financial Statements are prepared in conformity with U.S. generally accepted accounting 
principles and include the accounts of Holdings, our subsidiaries, and all other entities in which we have a 
controlling financial interest or are considered to be the primary beneficiary. All material intercompany accounts 
and transactions have been eliminated upon consolidation. Certain prior-period amounts reflect reclassifications to 
conform to the current year’s presentation. 

On April 5, 2006, the stockholders of Holdings approved an increase of its authorized shares of common stock to 1.2 
billion from 600 million, and the Board of Directors approved a 2-for-1 common stock split, in the form of a stock 
dividend, that was effected on April 28, 2006. All share and per share amounts have been retrospectively adjusted for 
the increase in authorized shares and the stock split. See Note 14, “Earnings per Share,” and Note 15, “Share-Based 
Employee Incentive Plans,” to the Consolidated Financial Statements for additional information about the stock split. 

Use of Estimates 

Generally accepted accounting principles require management to make estimates and assumptions that affect the 
amounts reported in the Consolidated Financial Statements and accompanying Notes to Consolidated Financial 
Statements. Management estimates are required in determining the fair value of certain inventory positions, particularly 
over-the-counter (“OTC”) derivatives, certain commercial mortgage loans and investments in real estate, certain non-
performing loans and high-yield positions, private equity investments, and non-investment grade interests in 
securitizations. Additionally, significant management estimates or judgment are required in assessing the realizability of 
deferred tax assets, the fair value of equity-based compensation awards, the fair value of assets and liabilities acquired 
in business acquisitions, the accounting treatment of qualifying special purpose entities (“QSPEs”) and variable interest 
entities (“VIEs”) and provisions associated with litigation, regulatory and tax proceedings. Management believes the 
estimates used in preparing the Consolidated Financial Statements are reasonable and prudent. Actual results could 
differ from these estimates. 

Consolidation Accounting Policies 

Operating companies. Financial Accounting Standards Board (“FASB”) Interpretation No. 46 (revised December 
2003), Consolidation of Variable Interest Entities—an interpretation of ARB No. 51 (“FIN 46(R)”), defines the criteria 
necessary for an entity to be considered an operating company (i.e., a voting-interest entity) for which the consolidation 
accounting guidance of Statement of Financial Accounting Standards (“SFAS”) No. 94, Consolidation of All Majority-
Owned Subsidiaries (“SFAS 94”) should be applied. As required by SFAS 94, we consolidate operating companies in 
which we have a controlling financial interest. The usual condition for a controlling financial interest is ownership of a 
majority of the voting interest. FIN 46(R) defines operating companies as businesses that have sufficient legal equity to 
absorb the entities’ expected losses and for which the equity holders have substantive voting rights and participate 
substantively in the gains and losses of such entities. Operating companies in which we exercise significant influence 
but do not have a controlling financial interest are accounted for under the equity method. Significant influence 
generally is considered to exist when we own 20% to 50% of the voting equity of a corporation, or when we hold at 
least 3% of a limited partnership interest. 
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Special purpose entities. Special purpose entities (“SPEs”) are corporations, trusts or partnerships that are established 
for a limited purpose. SPEs by their nature generally do not provide equity owners with significant voting powers 
because the SPE documents govern all material decisions. There are two types of SPEs: QSPEs and VIEs. 

A QSPE generally can be described as an entity whose permitted activities are limited to passively holding financial 
assets and distributing cash flows to investors based on pre-set terms. Our primary involvement with QSPEs relates to 
securitization transactions in which transferred assets, including mortgages, loans, receivables and other assets are sold 
to an SPE that qualifies as a QSPE under SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets 
and Extinguishments of Liabilities (“SFAS 140”). In accordance with SFAS 140, we do not consolidate QSPEs. Rather, 
we recognize only the interests in the QSPEs we continue to hold, if any. We account for such interests at fair value. 

Certain SPEs do not meet the QSPE criteria because their permitted activities are not sufficiently limited or because 
their assets are not qualifying financial instruments (e.g., real estate). Such SPEs are referred to as VIEs and we 
typically use them to create securities with a unique risk profile desired by investors as a means of intermediating 
financial risk or to make an investment in real estate. In the normal course of business we may establish VIEs, sell 
assets to VIEs, underwrite, distribute, and make a market in securities issued by VIEs, transact derivatives with VIEs, 
own interests in VIEs, and provide liquidity or other guarantees to VIEs. Under FIN 46(R), we are required to 
consolidate a VIE if we are the primary beneficiary of such entity. The primary beneficiary is the party that has a 
majority of the expected losses or a majority of the expected residual returns, or both, of such entity. 

For a further discussion of our securitization activities and our involvement with VIEs, see Note 3, “Securitizations and 
Other Off-Balance-Sheet Arrangements,” to the Consolidated Financial Statements. 

Revenue Recognition Policies 

Principal transactions. Financial instruments classified as Financial instruments and other inventory positions owned 
and Financial instruments and other inventory positions sold but not yet purchased (both of which are recorded on a 
trade-date basis) are valued at market or fair value, as appropriate, with unrealized gains and losses reflected in 
Principal transactions in the Consolidated Statement of Income.  

Investment banking. Underwriting revenues, net of related underwriting expenses, and revenues for merger and 
acquisition advisory and other investment-banking-related services are recognized when services for the transactions 
are completed. Direct costs associated with advisory services are recorded as non-personnel expenses, net of client 
reimbursements. 

Commissions. Commissions primarily include fees from executing and clearing client transactions on stocks, options 
and futures markets worldwide. These fees are recognized on a trade-date basis. 

Interest and dividends revenue and interest expense. We recognize contractual interest on Financial instruments and 
other inventory positions owned and Financial instruments and other inventory positions sold but not yet purchased on 
an accrual basis as a component of Interest and dividends revenue and Interest expense, respectively. Interest flows on 
derivative transactions are included as part of the mark-to-market valuation of these contracts in Principal transactions 
and are not recognized as a component of interest revenue or expense. We account for our secured financing activities 
and certain short- and long-term borrowings on an accrual basis with related interest recorded as interest revenue or 
interest expense, as applicable. Included in short- and long-term borrowings are structured notes (also referred to as 
hybrid instruments) for which the coupon and principal payments may be linked to the performance of an underlying 
measure (including single securities, baskets of securities, commodities, currencies, interest rates or credit events). 
Beginning with our adoption of SFAS 155 (as defined below) in the first quarter of our 2006 fiscal year, we account for 
all structured notes issued after November 30, 2005, as well as certain structured notes that existed at November 30, 
2005, that contain an embedded derivative that would require bifurcation under SFAS 133 (as defined below) at fair 
value with stated interest coupons recorded as interest expense.  

Asset management and other. Investment advisory fees are recorded as earned. Generally, high-net-worth and 
institutional clients are charged or billed quarterly based on the account’s net asset value. Investment advisory and 
administrative fees earned from our mutual fund business (the “Funds”) are charged monthly to the Funds based on 
average daily net assets under management. In certain circumstances, we receive asset management incentive fees when 
the return on assets under management exceeds specified benchmarks. Incentive fees are generally based on investment 
performance over a twelve-month period and are not subject to adjustment after the measurement period ends. 
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Accordingly, incentive fees are recognized when the measurement period ends. We also receive private equity 
incentive fees when the returns on certain private equity funds’ investments exceed specified threshold returns. Private 
equity incentive fees typically are based on investment periods in excess of one year, and future investment 
underperformance could require amounts previously distributed to us to be returned to the funds. Accordingly, these 
incentive fees are recognized when all material contingencies have been substantially resolved. 

Financial Instruments and Other Inventory Positions  

Financial instruments classified as Financial instruments and other inventory positions owned, including loans, and 
Financial instruments and other inventory positions sold but not yet purchased are recognized on a trade-date basis 
and are carried at market or fair value, with unrealized gains and losses reflected in Principal transactions in the 
Consolidated Statement of Income. Lending and other commitments also are recorded at fair value, with unrealized 
gains or losses recognized in Principal transactions in the Consolidated Statement of Income. Mortgage loans are 
recorded at market or fair value, with third party costs of originating or acquiring mortgage loans capitalized as part 
of the initial carrying value.  

We follow the American Institute of Certified Public Accountants (“AICPA”) Audit and Accounting Guide, Brokers 
and Dealers in Securities (the “Guide”) when determining market or fair value for financial instruments. Market value 
generally is determined based on listed prices or broker quotes. In certain instances, price quotations may be considered 
to be unreliable when the instruments are thinly traded or when we hold a substantial block of a particular security and 
the listed price is not considered to be readily realizable. In accordance with the Guide, in these instances we determine 
fair value based on management’s best estimate, giving appropriate consideration to reported prices and the extent of 
public trading in similar securities, the discount from the listed price associated with the cost at the date of acquisition, 
and the size of the position held in relation to the liquidity in the market, among other factors. When listed prices or 
broker quotes are not available, we determine fair value based on pricing models or other valuation techniques, 
including the use of implied pricing from similar instruments. We typically use pricing models to derive fair value 
based on the net present value of estimated future cash flows including adjustments, when appropriate, for liquidity, 
credit and/or other factors. We account for real estate positions held for sale at the lower of cost or fair value with gains 
or losses recognized in Principal transactions in the Consolidated Statement of Income.  

All firm-owned securities pledged to counterparties that have the right, by contract or custom, to sell or repledge the 
securities are classified as Financial instruments and other inventory positions owned, and are disclosed as pledged as 
collateral, as required by SFAS 140. 

See “Accounting and Regulatory Developments—SFAS 157” below for a discussion of how our planned adoption of 
SFAS No. 157, Fair Value Measurements (“SFAS 157”) on December 1, 2006 will affect our policies for determining 
the fair value of financial instruments. 

Derivative financial instruments. Derivatives are financial instruments whose value is based on an underlying asset 
(e.g., Treasury bond), index (e.g., S&P 500) or reference rate (e.g., LIBOR), and include futures, forwards, swaps, 
option contracts, or other financial instruments with similar characteristics. A derivative contract generally represents a 
future commitment to exchange interest payment streams or currencies based on the contract or notional amount or to 
purchase or sell other financial instruments or physical assets at specified terms on a specified date. OTC derivative 
products are privately-negotiated contractual agreements that can be tailored to meet individual client needs and include 
forwards, swaps and certain options including caps, collars and floors. Exchange-traded derivative products are 
standardized contracts transacted through regulated exchanges and include futures and certain option contracts listed on 
an exchange. 

Derivatives are recorded at market or fair value in the Consolidated Statement of Financial Condition on a net-by-
counterparty basis when a legal right of offset exists, and are netted across products when these provisions are stated in 
a master netting agreement. Cash collateral received or paid is netted on a counterparty basis, provided legal right of 
offset exists. Derivatives often are referred to as off-balance-sheet instruments because neither their notional amounts 
nor the underlying instruments are reflected as assets or liabilities of the Company. Instead, the market or fair values 
related to the derivative transactions are reported in the Consolidated Statement of Financial Condition as assets or 
liabilities, in Derivatives and other contractual agreements, as applicable. Margin on futures contracts is included in 
receivables and payables from/to brokers, dealers and clearing organizations, as applicable. Changes in fair values of 
derivatives are recorded in Principal transactions in the Consolidated Statement of Income. Market or fair value 
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generally is determined either by quoted market prices (for exchange-traded futures and options) or pricing models (for 
swaps, forwards and options). Pricing models use a series of market inputs to determine the present value of future cash 
flows with adjustments, as required, for credit risk and liquidity risk. Credit-related valuation adjustments incorporate 
historical experience and estimates of expected losses. Additional valuation adjustments may be recorded, as considered 
appropriate, for new or complex products or for positions with significant concentrations. These adjustments are 
integral components of the mark-to-market process. 

We follow 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 
(“EITF 02-3”) when determining the fair value of our derivative contracts. Under EITF 02-3, recognition of a trading 
profit at inception of a derivative transaction is prohibited unless the fair value of that derivative is obtained from a 
quoted market price, supported by comparison to other observable market transactions or based on a valuation 
technique incorporating observable market data. Subsequent to the transaction date, we recognize trading profits 
deferred at inception of the derivative transaction in the period in which the valuation of such instrument becomes 
observable. 

As an end-user, we primarily use derivatives to modify the interest rate characteristics of our short- and long-term debt 
and certain secured financing activities. We also use equity, commodity, foreign exchange and credit derivatives to 
hedge our exposure to market price risk embedded in certain structured debt obligations, and foreign exchange 
contracts to manage the currency exposure related to our net investments in non–U.S. dollar functional currency 
subsidiaries (collectively, “End-User Derivative Activities”). 

We use fair value hedges primarily to convert a substantial portion of our fixed-rate debt and certain long-term secured 
financing activities to floating interest rates. In these hedging relationships, the derivative and the hedged item are 
separately marked to market through earnings. The hedge ineffectiveness in these relationships is recorded in Interest 
expense in the Consolidated Statement of Income. Gains or losses from revaluing foreign exchange contracts associated 
with hedging our net investments in non–U.S. dollar functional currency subsidiaries are reported within Accumulated 
other comprehensive income (net of tax) in Stockholders’ equity. Unrealized receivables/payables resulting from the 
mark to market of End-User Derivatives are included in Financial instruments and other inventory positions owned or 
Financial instruments and other inventory positions sold but not yet purchased. 

Private equity investments. When we hold at least 3% of a limited partnership interest, we account for that interest 
under the equity method. We carry all other private equity investments at fair value. Certain of our private equity 
positions are less liquid and may contain trading restrictions. Fair value is determined based on our assessment of the 
underlying investments incorporating valuations that consider expected cash flows, earnings multiples and/or 
comparisons to similar market transactions, among other factors. Valuation adjustments reflecting consideration of 
credit quality, concentration risk, sales restrictions and other liquidity factors are an integral part of pricing these 
instruments. 

Securitization activities. In accordance with SFAS 140, we recognize transfers of financial assets as sales, provided 
control has been relinquished. Control is considered to be relinquished only when all of the following conditions have 
been met: (i) the assets have been isolated from the transferor, even in bankruptcy or other receivership (true-sale 
opinions are required); (ii) the transferee has the right to pledge or exchange the assets received; and (iii) the transferor 
has not maintained effective control over the transferred assets (e.g., a unilateral ability to repurchase a unique or 
specific asset). 

Securities Received as Collateral and Obligation to Return Securities Received as Collateral 

When we act as the lender of securities in a securities-lending agreement and we receive securities that can be pledged 
or sold as collateral, we recognize in the Consolidated Statement of Financial Condition an asset, representing the 
securities received (Securities received as collateral) and a liability, representing the obligation to return those securities 
(Obligation to return securities received as collateral). 

Secured Financing Activities 

Repurchase and resale agreements. Securities purchased under agreements to resell and Securities sold under 
agreements to repurchase, which are treated as financing transactions for financial reporting purposes, are collateralized 
primarily by government and government agency securities and are carried net by counterparty, when permitted, at the 
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amounts at which the securities subsequently will be resold or repurchased plus accrued interest. It is our policy to take 
possession of securities purchased under agreements to resell. We compare the market value of the underlying positions 
on a daily basis with the related receivable or payable balances, including accrued interest. We require counterparties to 
deposit additional collateral or return collateral pledged, as necessary, to ensure the market value of the underlying 
collateral remains sufficient. Financial instruments and other inventory positions owned that are financed under 
repurchase agreements are carried at market value, with unrealized gains and losses reflected in Principal transactions in 
the Consolidated Statement of Income. 

We use interest rate swaps as an end-user to modify the interest rate exposure associated with certain fixed-rate resale 
and repurchase agreements. We adjust the carrying value of these secured financing transactions that have been 
designated as the hedged item. 

Securities borrowed and securities loaned. Securities borrowed and securities loaned are carried at the amount of cash 
collateral advanced or received plus accrued interest. It is our policy to value the securities borrowed and loaned on a 
daily basis and to obtain additional cash as necessary to ensure such transactions are adequately collateralized. 

Other secured borrowings. Other secured borrowings principally reflects non-recourse financings and are recorded at 
contractual amounts plus accrued interest. 

Long-Lived Assets 

Property, equipment and leasehold improvements are recorded at historical cost, net of accumulated depreciation and 
amortization. Depreciation is recognized using the straight-line method over the estimated useful lives of the assets. 
Buildings are depreciated up to a maximum of 40 years. Leasehold improvements are amortized over the lesser of their 
useful lives or the terms of the underlying leases, which range up to 30 years. Equipment, furniture and fixtures are 
depreciated over periods of up to 10 years. Internal-use software that qualifies for capitalization under AICPA 
Statement of Position 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use, is 
capitalized and subsequently amortized over the estimated useful life of the software, generally three years, with a 
maximum of seven years. We review long-lived assets for impairment periodically and whenever events or changes in 
circumstances indicate the carrying amounts of the assets may be impaired. If the expected future undiscounted cash 
flows are less than the carrying amount of the asset, an impairment loss is recognized to the extent the carrying value of 
such asset exceeds its fair value. 

Identifiable Intangible Assets and Goodwill 

Identifiable intangible assets with finite lives are amortized over their expected useful lives, which range up to 15 years. 
Identifiable intangible assets with indefinite lives and goodwill are not amortized. Instead, these assets are evaluated at 
least annually for impairment. Goodwill is reduced upon the recognition of certain acquired net operating loss 
carryforward benefits. 

Share-Based Compensation 

On December 1, 2003, we adopted the fair value recognition provisions of SFAS No. 123, Accounting for Stock-Based 
Compensation, as amended by SFAS No. 148, Accounting for Stock-Based Compensation–Transition and Disclosure, 
an amendment of FASB Statement No. 123 (“SFAS 123”) using the prospective adoption method. Under this method of 
adoption, compensation expense was recognized over the related service periods based on the fair value of stock 
options and restricted stock units (“RSUs”) granted for fiscal 2004 and fiscal 2005. Under SFAS 123, stock options 
granted in periods prior to fiscal 2004 continued to be accounted for under the intrinsic value method prescribed by 
Accounting Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees (“APB 25”). 
Accordingly, under SFAS 123 no compensation expense was recognized for stock option awards granted prior to fiscal 
2004 because the exercise price equaled or exceeded the market value of our common stock on the grant date. 

On December 1, 2005, we adopted SFAS No. 123 (revised 2004), Share-Based Payment (“SFAS 123(R)”) using the 
modified-prospective transition method. Under this transition method, compensation cost recognized during fiscal 2006 
includes: (a) compensation cost for all share-based awards granted prior to, but not yet vested as of, December 1, 2005, 
(including pre-fiscal-2004 options) based on the grant-date fair value and related service period estimates in accordance 
with the original provisions of SFAS 123; and (b) compensation cost for all share-based awards granted subsequent to 
December 1, 2005, based on the grant-date fair value and related service periods estimated in accordance with the 
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provisions of SFAS 123(R). Under the provisions of the modified-prospective transition method, results for fiscal 2005 
and fiscal 2004 were not restated. 

SFAS 123(R) clarifies and expands the guidance in SFAS 123 in several areas, including how to measure fair value and 
how to attribute compensation cost to reporting periods. Changes to the SFAS 123 fair value measurement and service 
period provisions prescribed by SFAS 123(R) include requirements to: (a) estimate forfeitures of share-based awards at 
the date of grant, rather than recognizing forfeitures as incurred as was permitted by SFAS 123; (b) expense share-
based awards granted to retirement-eligible employees and those employees with non-substantive non-compete 
agreements immediately, while our accounting practice under SFAS 123 was to recognize such costs over the stated 
service periods; (c) attribute compensation costs of share-based awards to the future vesting periods, while our 
accounting practice under SFAS 123 included a partial attribution of compensation costs of share-based awards to 
services performed during the year of grant; and (d) recognize compensation costs of all share-based awards (including 
amortizing pre-fiscal-2004 options) based on the grant-date fair value, rather than our accounting methodology under 
SFAS 123 which recognized pre-fiscal-2004 option awards based on their intrinsic value.  

Prior to adopting SFAS 123(R) we presented the cash flows related to income tax deductions in excess of the 
compensation cost recognized on stock issued under RSUs and stock options exercised during the period (“excess tax 
benefits”) as operating cash flows in the Consolidated Statement of Cash Flows. SFAS 123(R) requires excess tax 
benefits to be classified as financing cash flows. In addition, as a result of adopting SFAS 123(R), certain balance sheet 
amounts associated with share-based compensation costs have been reclassified within the equity section of the balance 
sheet. This change in presentation had no effect on our total equity. Effective December 1, 2005, Deferred stock 
compensation (representing unearned costs of RSU awards) and Common stock issuable are presented on a net basis as 
a component of Additional paid-in capital. See “Accounting and Regulatory Developments—SFAS 123(R)” below for 
a further discussion of SFAS 123(R) and the cumulative effect of this accounting change recognized in fiscal 2006. 

Earnings per Share 

We compute earnings per share (“EPS”) in accordance with SFAS No. 128, Earnings per Share. Basic EPS is 
computed by dividing net income applicable to common stock by the weighted-average number of common shares 
outstanding, which includes RSUs for which service has been provided. Diluted EPS includes the components of basic 
EPS and also includes the dilutive effects of RSUs for which service has not yet been provided and employee stock 
options. See Note 14, “Earnings per Share” and Note 15, “Share-Based Employee Incentive Plans,” to the Consolidated 
Financial Statements for additional information about EPS. 

Income Taxes 

We account for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes. We recognize the 
current and deferred tax consequences of all transactions that have been recognized in the financial statements using the 
provisions of the enacted tax laws. Deferred tax assets are recognized for temporary differences that will result in 
deductible amounts in future years and for tax loss carry-forwards. We record a valuation allowance to reduce deferred 
tax assets to an amount that more likely than not will be realized. Deferred tax liabilities are recognized for temporary 
differences that will result in taxable income in future years. Contingent liabilities related to income taxes are recorded 
when probable and reasonably estimable in accordance with SFAS No. 5, Accounting for Contingencies. 

See “Accounting and Regulatory Developments—FIN 48” below for a discussion of FIN 48, Accounting for 
Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109 (“FIN 48”). 

Cash Equivalents 

Cash equivalents include highly liquid investments not held for resale with maturities of three months or less when we 
acquire them. 

Foreign Currency Translation 

Assets and liabilities of foreign subsidiaries having non–U.S. dollar functional currencies are translated at exchange 
rates at the Consolidated Statement of Financial Condition date. Revenues and expenses are translated at average 
exchange rates during the period. The gains or losses resulting from translating foreign currency financial statements 
into U.S. dollars, net of hedging gains or losses, are included in Accumulated other comprehensive income (net of tax), 
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a component of Stockholders’ equity. Gains or losses resulting from foreign currency transactions are included in the 
Consolidated Statement of Income. 

Accounting and Regulatory Developments 

SFAS 158. In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit 
Pension and Other Postretirement Plans (“SFAS 158”). SFAS 158 requires an employer to recognize the over- or 
under-funded status of its defined benefit postretirement plans as an asset or liability in its Consolidated Statement 
of Financial Condition, measured as the difference between the fair value of the plan assets and the benefit 
obligation. For pension plans the benefit obligation is the projected benefit obligation; for other postretirement plans 
the benefit obligation is the accumulated post-retirement obligation. Upon adoption, SFAS 158 requires an 
employer to recognize previously unrecognized actuarial gains and losses and prior service costs within 
Accumulated other comprehensive income (net of tax), a component of Stockholders’ equity.  

SFAS 158 is effective for our fiscal year ending November 30, 2007. Had we adopted SFAS 158 at November 30, 
2006, we would have reduced Accumulated other comprehensive income (net of tax) by approximately $380 
million, and recognized a pension asset of approximately $60 million for our funded pension plans and a liability of 
approximately $160 million for our unfunded pension and postretirement plans. However, the actual impact of 
adopting SFAS 158 will depend on the fair value of plan assets and the amount of the benefit obligation measured 
as of November 30, 2007. 

SFAS 157. In September 2006, the FASB issued SFAS 157, which defines fair value, establishes a framework for 
measuring fair value and enhances disclosures about instruments carried at fair value, but does not change existing 
guidance as to whether or not an instrument is carried at fair value. SFAS 157 nullifies the guidance in EITF 02-3 
which precluded the recognition of a trading profit at the inception of a derivative contract, unless the fair value of 
such derivative was obtained from a quoted market price or other valuation technique incorporating observable 
market data. SFAS 157 also precludes the use of a liquidity or block discount when measuring instruments traded in 
an active market at fair value. SFAS 157 requires costs related to acquiring financial instruments carried at fair 
value to be included in earnings and not capitalized as part of the basis of the instrument. SFAS 157 also clarifies 
that an issuer’s credit standing should be considered when measuring liabilities at fair value.  

SFAS 157 is effective for our 2008 fiscal year, with earlier application permitted for our 2007 fiscal year. SFAS 157 
must be applied prospectively, except that the difference between the carrying amount and fair value of (i) a 
financial instrument that was traded in an active market that was measured at fair value using a block discount and 
(ii) a stand-alone derivative or a hybrid instrument measured using the guidance in EITF 02-3 on recognition of a 
trading profit at the inception of a derivative, is to be applied as a cumulative-effect adjustment to opening retained 
earnings on the date we initially apply SFAS 157.  

We intend to adopt SFAS 157 in fiscal 2007. Upon adoption we expect to recognize an after-tax increase to opening 
retained earnings as of December 1, 2006 of approximately $70 million. 

SFAS 156. In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets (“SFAS 
156”). SFAS 156 amends SFAS 140 with respect to the accounting for separately-recognized servicing assets and 
liabilities. SFAS 156 requires all separately-recognized servicing assets and liabilities to be initially measured at fair 
value, and permits companies to elect, on a class-by-class basis, to account for servicing assets and liabilities on 
either a lower of cost or market value basis or a fair value basis. 

We elected to early adopt SFAS 156 and to measure all classes of servicing assets and liabilities at fair value 
beginning in our 2006 fiscal year. Servicing assets and liabilities at November 30, 2005 and all periods prior were 
accounted for at the lower of amortized cost or market value.  As a result of adopting SFAS 156, we recognized an 
$18 million after-tax ($33 million pre-tax) increase to opening retained earnings in our 2006 fiscal year, 
representing the effect of remeasuring all servicing assets and liabilities that existed at November 30, 2005 from the 
lower of amortized cost or market value to fair value. 

See Note 3 to the Consolidated Financial Statements, “Securitizations and Other Off-Balance-Sheet Arrangements,” 
for additional information. 

SFAS 155. We issue structured notes (also referred to as hybrid instruments) for which the interest rates or principal 
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payments are linked to the performance of an underlying measure (including single securities, baskets of securities, 
commodities, currencies, or credit events). Through November 30, 2005, we assessed the payment components of 
these instruments to determine if the embedded derivative required separate accounting under SFAS 133, 
Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”), and if so, the embedded derivative 
was bifurcated from the host debt instrument and accounted for at fair value and reported in long-term borrowings 
along with the related host debt instrument which was accounted for on an amortized cost basis. 

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments (“SFAS 
155”). SFAS 155 permits fair value measurement of any structured note that contains an embedded derivative that 
would require bifurcation under SFAS 133. Such fair value measurement election is permitted on an instrument-by-
instrument basis.  We elected to early adopt SFAS 155 as of the beginning of our 2006 fiscal year and we applied 
SFAS 155 fair value measurements to all eligible structured notes issued after November 30, 2005 as well as to 
certain eligible structured notes that existed at November 30, 2005.  The effect of adoption resulted in a $24 million 
after-tax ($43 million pre-tax) decrease to opening retained earnings as of the beginning of our 2006 fiscal year, 
representing the difference between the fair value of these structured notes and the prior carrying value as of 
November 30, 2005. The net after-tax adjustment included structured notes with gross gains of $18 million ($32 
million pre-tax) and gross losses of $42 million ($75 million pre-tax). 

SFAS 123(R). In December 2004, the FASB issued SFAS 123(R), which we adopted as of the beginning of our 2006 
fiscal year. SFAS 123(R) requires public companies to recognize expense in the income statement for the grant-date 
fair value of awards of equity instruments to employees. Expense is to be recognized over the period employees are 
required to provide service.  

SFAS 123(R) clarifies and expands the guidance in SFAS 123 in several areas, including how to measure fair value and 
how to attribute compensation cost to reporting periods. Under the modified prospective transition method applied in 
the adoption of SFAS 123(R), compensation cost is recognized for the unamortized portion of outstanding awards 
granted prior to the adoption of SFAS 123. Upon adoption of SFAS 123(R), we recognized an after-tax gain of 
approximately $47 million as the cumulative effect of a change in accounting principle attributable to the requirement 
to estimate forfeitures at the date of grant instead of recognizing them as incurred. 

See “Share-Based Compensation” above and Note 15, “Share-Based Employee Incentive Plans,” for additional 
information. 

EITF Issue No. 04-5. In June 2005, the FASB ratified the consensus reached in EITF Issue No. 04-5, Determining 
Whether a General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity 
When the Limited Partners Have Certain Rights (“EITF 04-5”), which requires general partners (or managing 
members in the case of limited liability companies) to consolidate their partnerships or to provide limited partners 
with substantive rights to remove the general partner or to terminate the partnership. As the general partner of 
numerous private equity and asset management partnerships, we adopted EITF 04-5 immediately for partnerships 
formed or modified after June 29, 2005. For partnerships formed on or before June 29, 2005 that have not been 
modified, we are required to adopt EITF 04-5 as of the beginning of our 2007 fiscal year. The adoption of EITF 04-
5 will not have a material effect on our Consolidated Financial Statements. 

FSP FIN 46(R)-6. In April 2006, the FASB issued FASB Staff Position FIN 46(R)-6, Determining the Variability 
to Be Considered in Applying FASB Interpretation No. 46(R) (“FSP FIN 46(R)-6”). FSP FIN 46(R)-6 addresses 
how variability should be considered when applying FIN 46(R). Variability affects the determination of whether an 
entity is a VIE, which interests are variable interests, and which party, if any, is the primary beneficiary of the VIE 
required to consolidate. FSP FIN 46(R)-6 clarifies that the design of the entity also should be considered when 
identifying which interests are variable interests. 

We adopted FSP FIN 46(R)-6 on September 1, 2006 and applied it prospectively to all entities in which we first 
became involved after that date. Adoption of FSP FIN 46(R)-6 did not have a material effect on our Consolidated 
Financial Statements. 

FIN 48. In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income 
Taxes—an interpretation of FASB Statement No. 109 (“FIN 48”). FIN 48 clarifies the accounting for income taxes 
by prescribing the minimum recognition threshold a tax position must meet to be recognized in the financial 
statements. FIN 48 also provides guidance on measurement, derecognition, classification, interest and penalties, 
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accounting in interim periods, disclosure and transition. We must adopt FIN 48 as of the beginning of our 2008 
fiscal year. Early application is permitted as of the beginning of our 2007 fiscal year.  

We intend to adopt FIN 48 on December 1, 2007. We are evaluating the effect of adopting FIN 48 on our 
Consolidated Financial Statements. 

SAB 108. In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin 
No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year 
Financial Statements (“SAB 108”). SAB 108 specifies how the carryover or reversal of prior-year unrecorded 
financial statement misstatements should be considered in quantifying a current-year misstatement. SAB 108 
requires an approach that considers the amount by which the current-year statement of income is misstated 
(“rollover approach”) and an approach that considers the cumulative amount by which the current-year statement of 
financial condition is misstated (“iron-curtain approach”). Prior to the issuance of SAB 108, either the rollover or 
iron-curtain approach was acceptable for assessing the materiality of financial statement misstatements. 

SAB 108 became effective for our fiscal year ended November 30, 2006. Upon adoption, SAB 108 allowed a 
cumulative-effect adjustment to opening retained earnings at December 1, 2005 for prior-year misstatements that 
were not material under a prior approach but that were material under the SAB 108 approach. Adoption of SAB 108 
did not affect our Consolidated Financial Statements. 

Note 2 Financial Instruments and Other Inventory Positions 

Financial instruments and other inventory positions owned and Financial instruments and other inventory positions sold 
but not yet purchased were comprised of the following: 

     
In millions   Sold But Not 
Financial Instruments and Other Inventory Positions  Owned  Yet Purchased 
at November 30 2006 2005  2006 2005 
Mortgages and mortgage-backed positions $  57,726 $  54,366  $         80 $         63
Government and agencies 47,293 30,079  70,453 64,743 
Corporate debt and other 43,764 30,182  8,836 8,997 
Corporate equities 43,087 33,426  28,464 21,018 
Derivatives and other contractual agreements 22,696 18,045  18,017 15,560 
Real estate held for sale 9,408 7,850  — — 
Commercial paper and other money market instruments 2,622 3,490  110 196 
 $226,596 $177,438  $125,960 $110,577 

Mortgages and mortgage-backed positions include mortgage loans (both residential and commercial) and non-agency 
mortgage-backed securities. We originate residential and commercial mortgage loans as part of our mortgage trading 
and securitization activities and are a market leader in mortgage-backed securities trading. We securitized 
approximately $146 billion and $133 billion of residential mortgage loans in 2006 and 2005, respectively, including 
both originated loans and those we acquired in the secondary market. We originated approximately $60 billion and $85 
billion of residential mortgage loans in 2006 and 2005, respectively. In addition, we originated approximately $34 
billion and $27 billion of commercial mortgage loans in 2006 and 2005, respectively, the majority of which has been 
sold through securitization or syndication activities. See Note 3, “Securitizations and Other Off-Balance-Sheet 
Arrangements,” for additional information about our securitization activities. We record mortgage loans at fair value, 
with related mark-to-market gains and losses recognized in Principal transactions in the Consolidated Statement of 
Income. 

Real estate held for sale at November 30, 2006 and 2005, was approximately $9.4 billion and $7.9 billion, respectively. 
Our net investment position after giving effect to non-recourse financing was $5.9 billion and $4.8 billion at November 
30, 2006 and 2005, respectively. 
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Derivative Financial Instruments 

In the normal course of business, we enter into derivative transactions both in a trading capacity and as an end-user. 
Our derivative activities (both trading and end-user) are recorded at fair value in the Consolidated Statement of 
Financial Condition. Acting in a trading capacity, we enter into derivative transactions to satisfy the needs of our clients 
and to manage our own exposure to market and credit risks resulting from our trading activities (collectively, “Trading-
Related Derivative Activities”). As an end-user, we primarily enter into interest rate swap and option contracts to adjust 
the interest rate nature of our funding sources from fixed to floating rates and to change the index on which floating 
interest rates are based (e.g., Prime to LIBOR). We also use equity, commodity, foreign exchange and credit derivatives 
to hedge our exposure to market price risk embedded in certain structured debt obligations, and use foreign exchange 
contracts to manage the currency exposure related to our net investment in non–U.S. dollar functional currency 
subsidiaries. 

Derivatives are subject to various risks similar to other financial instruments, including market, credit and operational 
risk. In addition, we may be exposed to legal risks related to derivative activities, including the possibility a transaction 
may be unenforceable under applicable law. The risks of derivatives should not be viewed in isolation, but rather 
should be considered on an aggregate basis along with our other trading-related activities. We manage the risks 
associated with derivatives on an aggregate basis along with the risks associated with proprietary trading and market-
making activities in cash instruments, as part of our firm-wide risk management policies. 

We record derivative contracts at fair value with realized and unrealized gains and losses recognized in Principal 
transactions in the Consolidated Statement of Income. Unrealized gains and losses on derivative contracts are recorded 
on a net basis in the Consolidated Statement of Financial Condition for those transactions with counterparties executed 
under a legally enforceable master netting agreement and are netted across products when these provisions are stated in 
a master netting agreement.  

The following table presents the fair value of derivatives and other contractual agreements at November 30, 2006 and 
2005. Assets included in the table represent unrealized gains, net of unrealized losses, for situations in which we have a 
master netting agreement. Similarly, liabilities represent net amounts owed to counterparties. The fair value of 
assets/liabilities related to derivative contracts at November 30, 2006 and 2005 represents our net receivable/payable for 
derivative financial instruments before consideration of securities collateral, but after consideration of cash collateral.  
Assets and liabilities were netted down for cash collateral of approximately $11.1 billion and $8.2 billion, respectively, 
at November 30, 2006 and $10.5 billion and $6.1 billion, respectively, at November 30, 2005. 

In millions     
Fair Value of Derivatives and Other Contractual 2006  2005 
Agreements at November 30 Assets Liabilities  Assets Liabilities 
Interest rate, currency and credit default swaps and options  $ 8,634 $  5,691  $  8,273 $  7,128 
Foreign exchange forward contracts and options 1,792 2,145  1,970 2,004 
Other fixed income securities contracts (including TBAs      

and forwards) (1) 4,308 2,604  2,241 896 
Equity contracts (including equity swaps, warrants and options) 7,962 7,577  5,561 5,532 
 $22,696 $18,017  $18,045 $15,560 
(1) Includes commodity derivative assets of $268 million and liabilities of $277 million at November 30, 2006.  

At November 30, 2006 and 2005, the fair value of derivative assets included $3.2 billion and $2.6 billion, respectively, 
related to exchange-traded option and warrant contracts. With respect to OTC contracts, we view our net credit 
exposure to be $15.6 billion and $10.5 billion at November 30, 2006 and 2005, respectively, representing the fair value 
of OTC contracts in a net receivable position, after consideration of collateral. Counterparties to our OTC derivative 
products primarily are U.S. and foreign banks, securities firms, corporations, governments and their agencies, finance 
companies, insurance companies, investment companies and pension funds. Collateral held related to OTC contracts 
generally includes listed equities, U.S. government and federal agency securities. 

Concentrations of Credit Risk 

A substantial portion of our securities transactions are collateralized and are executed with, and on behalf of, financial 
institutions, which includes other brokers and dealers, commercial banks and institutional clients. Our exposure to 
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credit risk associated with the non-performance of these clients and counterparties in fulfilling their contractual 
obligations pursuant to securities transactions can be directly affected by volatile or illiquid trading markets, which may 
impair the ability of clients and counterparties to satisfy their obligations to us. 

Financial instruments and other inventory positions owned include U.S. government and agency securities, and 
securities issued by non–U.S. governments, which in the aggregate, represented 9% of total assets at November 30, 
2006. In addition, collateral held for resale agreements represented approximately 23% of total assets at November 30, 
2006, and primarily consisted of securities issued by the U.S. government, federal agencies or non–U.S. governments. 
Our most significant industry concentration is financial institutions, which includes other brokers and dealers, 
commercial banks and institutional clients. This concentration arises in the normal course of business. 

Note 3 Securitizations and Other Off-Balance-Sheet Arrangements 

We are a market leader in mortgage- and asset-backed securitizations and other structured financing arrangements. In 
connection with our securitization activities, we use SPEs primarily for the securitization of commercial and residential 
mortgages, home equity loans, municipal and corporate bonds, and lease and trade receivables. The majority of our 
involvement with SPEs relates to securitization transactions where the SPE meets the SFAS 140 definition of a QSPE. 
Based on the guidance in SFAS 140, we do not consolidate QSPEs. We derecognize financial assets transferred in 
securitizations, provided we have relinquished control over such assets. We may continue to hold an interest in the 
financial assets we securitize (“interests in securitizations”), which may include assets in the form of residual interests 
in the SPEs established to facilitate the securitization. Interests in securitizations are included in Financial instruments 
and other inventory positions owned (primarily mortgages and mortgage-backed) in the Consolidated Statement of 
Financial Condition. For further information regarding the accounting for securitization transactions, refer to Note 1, 
“Summary of Significant Accounting Policies—Consolidation Accounting Policies.” 

During 2006 and 2005, we securitized approximately $168 billion and $152 billion of financial assets, including 
approximately $146 billion and $133 billion of residential mortgages, $19 billion and $13 billion of commercial 
mortgages, and $3 billion and $6 billion of municipal and other asset-backed financial instruments, respectively. At 
November 30, 2006 and 2005, we had approximately $2.0 billion and $700 million, respectively, of non-investment 
grade interests from our securitization activities (primarily junior security interests in residential mortgage 
securitizations), comprised of $2.0 billion and $500 million of residential mortgages and $34 million and $200 million 
of municipal and other asset-backed financial instruments, respectively. We record inventory positions held prior to 
securitization, including residential and commercial loans, at fair value, as well as any interests held post-securitization. 
Mark-to-market gains or losses are recorded in Principal transactions in the Consolidated Statement of Income. Fair 
value is determined based on listed market prices, if available. When market prices are not available, fair value is 
determined based on valuation pricing models that take into account relevant factors such as discount, credit and 
prepayment assumptions, and also considers comparisons to similar market transactions. 

The following table presents the fair value of our interests in securitizations at November 30, 2006 and 2005, the key 
economic assumptions used in measuring the fair value of such interests, and the sensitivity of the fair value of such 
interests to immediate 10% and 20% adverse changes in the valuation assumptions, as well as the cash flows received 
on such interests in the securitizations. 
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Securitization Activity 
 2006  2005 
 Residential Mortgages   Residential Mortgages  
  Non- Non- 
Dollars in millions Investment Investment   Investment Investment  
November 30 Grade Grade Other  Grade Grade Other 
Interests in securitizations (in billions) $  5.3 $   2.0 $ 0.6 $   6.4 $     0.5 $  0.5
           
Weighted-average life (years) 5 6 5  6 5 14 
        
Average CPR (1) 27.2 29.1 —  20.8 28.2 1.9 
    Effect of 10% adverse change $    21 $      61 $    —  $    11 $      10 $    — 
    Effect of 20% adverse change $    35 $    110 $    —  $    28 $      18 $    — 
        
Weighted-average credit loss assumption 0.6% 1.3% —  0.2% 1.2% 0.3% 
    Effect of 10% adverse change $    70 $    109 $    —  $      2 $      23 $      5 
    Effect of 20% adverse change $  131 $    196 $    —  $      6 $      44 $    11 
        
Weighted-average discount rate 7.2% 18.4% 5.8%  6.6% 15.2% 6.2% 
    Effect of 10% adverse change $  124 $      76 $    13  $  155 $      22 $    41 
    Effect of 20% adverse change $  232 $    147 $    22  $  307 $      41 $    74 

 

Year ended November 30 2006  2005 
Cash flows received on     
    interests in securitizations $  664 $   216 $   59  $  625 $   138 $  188 

 (1) Constant prepayment rate. 

The above sensitivity analysis is hypothetical and should be used with caution since the stresses are performed without 
considering the effect of hedges, which serve to reduce our actual risk. We mitigate the risks associated with the above 
interests in securitizations through dynamic hedging strategies. These results are calculated by stressing a particular 
economic assumption independent of changes in any other assumption (as required by U.S. GAAP); in reality, changes 
in one factor often result in changes in another factor which may counteract or magnify the effect of the changes 
outlined in the above table. Changes in the fair value based on a 10% or 20% variation in an assumption should not be 
extrapolated because the relationship of the change in the assumption to the change in fair value may not be linear.  

Mortgage servicing rights. Mortgage servicing rights (“MSRs”) represent the Company’s right to a future stream of 
cash flows based upon the contractual servicing fee associated with servicing mortgage loans and mortgage-backed 
securities. Our MSRs generally arise from the securitization of residential mortgage loans that we originate. MSRs are 
included in Financial instruments and other inventory positions owned on the Consolidated Statements of Financial 
Condition. At November 30, 2006 and 2005, the Company has MSRs of approximately $829 million and $561 million, 
respectively.  

Effective with our early adoption of SFAS 156 as of the beginning of our 2006 fiscal year, MSRs are carried at fair 
value, with changes in fair value reported in earnings in the period in which the change occurs. On or before November 
30, 2005, MSRs were carried at the lower of amortized cost or market value. The effect of this change in accounting 
from lower of amortized cost or market value to fair value has been reported as a cumulative effect adjustment to 
December 1, 2005 retained earnings, resulting in an increase of $18 million after-tax ($33 million pre-tax). See Note 1, 
“Summary of Significant Accounting Policies—Accounting and Regulatory Developments,” for additional 
information. 

The determination of fair value for MSRs requires valuation processes which combine the use of discounted cash flow 
models and extensive analysis of current market data to arrive at an estimate of fair value. The cash flow and 
prepayment assumptions used in our discounted cash flow model are based on empirical data drawn from the historical 
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performance of our MSRs, which we believe are consistent with assumptions used by market participants valuing 
similar MSRs, and from data obtained on the performance of similar MSRs. These variables can, and generally will, 
change from quarter to quarter as market conditions and projected interest rates change. 

The Company’s MSRs activities for the year ended November 30, 2006: 

In millions  November 30, 2006 
Balance, beginning of period   $ 561 
    Additions, net   507 
    Changes in fair value:   
       Paydowns/servicing fees   (192) 
       Resulting from changes in valuation assumptions   (80) 
       Change due to SFAS 156 Adoption   33 
Balance, end of period   $ 829 
 
The following table shows the main assumptions we used to determine the fair value of our MSRs at November 30, 
2006 and the sensitivity of our MSRs to changes in these assumptions. 

Mortgage Servicing Rights  
Dollars in millions November 30, 2006 
Weighted-average prepayment speed (CPR)  31 
  Effect of 10% adverse change   $   84 
  Effect of 20% adverse change   $ 154 
Discount rate   8% 
  Effect of 10% adverse change   $   17 
  Effect of 20% adverse change   $   26 
 
The above sensitivity analysis is hypothetical and should be used with caution since the stresses are performed without 
considering the effect of hedges, which serve to reduce or actual risk. We mitigate the risks associated with the above 
interests in securitizations through dynamic hedging strategies. These results are calculated by stressing a particular 
economic assumption independent of changes in any other assumption (as required by U.S. GAAP); in reality, changes 
in one factor often result in changes in another factor which may counteract or magnify the effect of the changes 
outlined in the above table. Changes in the fair value based on a 10% or 20% variation in an assumption should not be 
extrapolated because the relationship of the change in the assumption to the change in fair value may not be linear.  

The key risks inherent with MSRs are prepayment speed and changes in discount rates. We mitigate the income 
statement effect of changes in fair value of our MSRs by entering into hedging transactions, which serve to reduce our 
actual risk. 

Cash flows received on contractual servicing in 2006 were approximately $255 million and are included in Principal 
transactions in the Consolidated Statement of Income.  

Non-QSPE activities. Substantially all of our securitization activities are transacted through QSPEs, including 
residential and commercial mortgage securitizations. However, we are also actively involved with SPEs that do not 
meet the QSPE criteria due to their permitted activities not being sufficiently limited or because the assets are not 
deemed qualifying financial instruments (e.g., real estate). Our involvement with such SPEs includes credit-linked notes 
and other structured financing transactions designed to meet clients’ investing or financing needs. 

We are a dealer in credit default swaps and, as such, we make a market in buying and selling credit protection on single 
issuers as well as on portfolios of credit exposures. One of the mechanisms we use to mitigate credit risk is to enter into 
default swaps with SPEs, in which we purchase default protection. In these transactions, the SPE issues credit-linked 
notes to investors and uses the proceeds to invest in high quality collateral. We pay a premium to the SPE for assuming 
credit risk under the default swap. Third-party investors in these SPEs are subject to default risk associated with the 
referenced obligations under the default swap as well as the credit risk of the assets held by the SPE. Our maximum loss 
associated with our involvement with such credit-linked note transactions is the fair value of our credit default swaps 
with these SPEs, which amounted to $155 million and $156 million at November 30, 2006 and 2005, respectively. 
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However, the value of our default swaps are secured by the value of the underlying investment grade collateral held by 
the SPEs which was $10.8 billion and $5.7 billion at November 30, 2006 and 2005, respectively.    

Because the results of our expected loss calculations generally demonstrate the investors in the SPE bear a majority of 
the entity’s expected losses (because the investors assume default risk associated with both the reference portfolio and 
the SPE’s assets), we generally are not  the primary beneficiary and therefore do not consolidate these SPEs. However, 
in certain credit default transactions, generally when we participate in the fixed interest rate risk associated with the 
underlying collateral through an interest rate swap, we are the primary beneficiary of these transactions and therefore 
have consolidated the SPEs. At November 30, 2006 and 2005, we consolidated approximately $0.7 billion and $0.6 
billion of these credit default transactions, respectively. We record the assets associated with these consolidated credit 
default transactions as a component of Financial instruments and other inventory positions owned.  

We also invest in real estate directly through controlled subsidiaries and through variable interest entities. We 
consolidate our investments in variable interest real estate entities when we are the primary beneficiary. At November 
30, 2006 and 2005, we consolidated approximately $3.4 billion and $4.6 billion, respectively, of real estate-related 
investments in VIEs for which we did not have a controlling financial interest. We record the assets associated with 
these consolidated real estate-related investments in VIEs as a component of Financial instruments and other inventory 
positions owned. After giving effect to non-recourse financing our net investment position in these consolidated VIEs 
was $2.2 billion and $2.9 billion at November 30, 2006 and 2005, respectively. See Note 2, “Financial Instruments and 
Other Inventory Positions,” for a further discussion of our real estate held for sale. 

In addition, we enter into other transactions with SPEs designed to meet clients’ investment and/or funding needs. See 
Note 11, “Commitments, Contingencies and Guarantees,” for additional information about these transactions and SPE-
related commitments. 

Note 4 Securities Received and Pledged as Collateral 

We enter into secured borrowing and lending transactions to finance inventory positions, obtain securities for 
settlement and meet clients’ needs. We receive collateral in connection with resale agreements, securities borrowed 
transactions, borrow/pledge transactions, client margin loans and derivative transactions. We generally are permitted to 
sell or repledge these securities held as collateral and use the securities to secure repurchase agreements, enter into 
securities lending transactions or deliver to counterparties to cover short positions. We carry secured financing 
agreements on a net basis when permitted under the provisions of FASB Interpretation No. 41, Offsetting of Amounts 
Related to Certain Repurchase and Reverse Repurchase Agreements (“FIN 41”). 

At November 30, 2006 and 2005, the fair value of securities received as collateral and Financial instruments and other 
inventory positions owned that have not been sold, repledged or otherwise encumbered totaled approximately $139 
billion and $87 billion, respectively. At November 30, 2006 and 2005, the gross fair value of securities received as 
collateral that we were permitted to sell or repledge was approximately $621 billion and $528 billion, respectively. Of 
this collateral, approximately $568 billion and $499 billion at November 30, 2006 and 2005, respectively, has been sold 
or repledged, generally as collateral under repurchase agreements or to cover Financial instruments and other inventory 
positions sold but not yet purchased. 

We also pledge our own assets, primarily to collateralize certain financing arrangements. These pledged securities, 
where the counterparty has the right, by contract or custom, to rehypothecate the financial instruments are classified as 
Financial instruments and other inventory positions owned, pledged as collateral, in the Consolidated Statement of 
Financial Condition as required by SFAS 140. 

The carrying value of Financial instruments and other inventory positions owned that have been pledged or otherwise 
encumbered to counterparties where those counterparties do not have the right to sell or repledge was approximately 
$75 billion and $66 billion at November 30, 2006 and 2005, respectively. 
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Note 5 Business Combinations 

During 2006, we acquired an established private student loan origination platform, a European mortgage originator, and 
an electronic trading platform, increasing our goodwill and intangible assets by approximately $150 million. We 
believe these acquisitions will add long-term value to our Capital Markets franchise by allowing us to enter into new 
markets and expanding the breadth of services offered as well as providing additional loan product for our 
securitization pipeline.   

Note 6 Identifiable Intangible Assets and Goodwill 

Aggregate amortization expense for the years ended November 30, 2006, 2005 and 2004 was $50 million, $49 million, 
and $47 million, respectively. Estimated amortization expense for each of the years ending November 30, 2007 through 
2009 is approximately $43 million. Estimated amortization expense for both the years ending November 30, 2010 and 
2011 is approximately $33 million. 

Identifiable Intangible Assets    

  2006   2005 
 Gross   Gross  
In millions Carrying Accumulated  Carrying Accumulated 
November 30 Amount Amortization  Amount Amortization 
Amortizable intangible assets:      
    Customer lists $504 $110  $496 $  93 
    Other 82 51  100 37 
 $586 $161  $596 $130 
Intangible assets not subject to amortization:      

Mutual fund customer-related intangibles $395   $395  
Trade name 125   125  

 $520   $520  
 
The changes in the carrying amount of goodwill for the years ended November 30, 2006 and 2005 are as follows: 

Goodwill 

  Capital Investment  
In millions Markets Management Total 
Balance (net) at November 30, 2004 $152 $2,107 $2,259 
Goodwill acquired 8 5 13 
Purchase price valuation adjustment — (2) (2) 
Balance (net) at November 30, 2005 160 2,110 2,270 
Goodwill acquired 116  —  116 
Purchase price valuation adjustment 19  12  31 
Balance (net) at November 30, 2006 $295  $2,122  $2,417 
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Note 7 Short-Term Borrowings 

We obtain short-term financing on both a secured and unsecured basis. Secured financing is obtained through the use of 
repurchase agreements, securities loaned and other secured borrowings. The unsecured financing is generally obtained 
through short-term borrowings which include commercial paper, overdrafts, and the current portion of long-term 
borrowings maturing within one year of the financial statement date. Short-term borrowings consist of the following: 

Short-Term Borrowings 

In millions   
November 30 2006  2005 
Current portion of long-term borrowings $12,878 $  8,410 
Commercial paper 1,653 1,776 
Other short-term debt 6,107 1,165 
 $20,638 $11,351

At November 30, 2006 and 2005, the weighted-average interest rates for short-term borrowings, after the effect of 
hedging activities, were 5.39% and 4.24%, respectively. 

At November 30, 2006, short-term borrowings include structured notes of approximately $3.8 billion carried at fair 
value in accordance with our adoption of SFAS 155. See Note 1, “Accounting and Regulatory Developments—SFAS 
155,” for additional information. 

Note 8 Deposits at Banks 

Deposits at banks are held at both our U.S. and non–U.S. banks and are comprised of the following: 
 
In millions   
November 30 2006  2005 
Time deposits $20,213 $13,717 
Savings deposits  1,199 1,350 
 $21,412 $15,067
 
The weighted average contractual interest rates at November 30, 2006 and 2005 were 4.66% and 3.88%, 
respectively.  

Note 9 Long-Term Borrowings 

Long-term borrowings (excluding borrowings with remaining maturities within one year of the financial statement 
date) consist of the following: 

In millions   
November 30  2006  2005 
Senior notes $75 202 $50 492
Subordinated notes 3,238 1,381 
Junior subordinated notes 2,738 2,026 
 $81,178 $53,899
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Maturity Profile 

The maturity dates of long-term borrowings are as follows: 

     U.S. Dollar             Non–U.S. Dollar            Total  
In millions Fixed Floating Fixed Floating  
November 30 Rate Rate Rate Rate 2006 2005 

Maturing in fiscal 2007 $       — $       — $     — $       — $       — $13,503 
Maturing in fiscal 2008 4,048 9,698 302 3,844 17,892 8,285 
Maturing in fiscal 2009 1,623 6,424 491 5,045 13,583 5,654 
Maturing in fiscal 2010 3,687 1,724 1,511 822 7,744 6,207 
Maturing in fiscal 2011 2,184 2,537 1,146 6,545 12,412 2,267 
December 1, 2011 and thereafter 10,129 3,852 5,358 10,208 29,547 17,983 
                                       $21,671 $24,235 $8,808 $26,464 $81,178 $53,899 

The weighted-average contractual interest rates on U.S. dollar and non–U.S. dollar borrowings were 5.21% and 3.15%, 
respectively, at November 30, 2006 and 5.14% and 2.96%, respectively, at November 30, 2005.   

At November 30, 2006, $50 million of outstanding long-term borrowings are repayable at par value prior to maturity at 
the option of the holder. These obligations are reflected in the above table as maturing at their put dates, which range 
from fiscal 2008 to fiscal 2013, rather than at their contractual maturities, which range from fiscal 2008 to fiscal 2034. 
In addition, $10.4 billion of long-term borrowings are redeemable prior to maturity at our option under various terms 
and conditions. These obligations are reflected in the above table at their contractual maturity dates. Extendible debt 
structures totaling approximately $4.0 billion are shown in the above table at their earliest maturity dates. The maturity 
date of extendible debt is automatically extended unless the debt holders instruct us to redeem their debt at least one 
year prior to the earliest maturity date. 

Included in long-term borrowings is $4.5 billion of structured notes with early redemption features linked to market 
prices or other triggering events (e.g., the downgrade of a reference obligation underlying a credit–linked note). In the 
above maturity table, these notes are shown at their contractual maturity dates.  

At November 30, 2006, our U.S. dollar and non–U.S. dollar debt portfolios included approximately $8.5 billion and 
$11.6 billion, respectively, of structured notes for which the interest rates and/or redemption values are linked to the 
performance of an underlying measure (including industry baskets of stocks, commodities or credit events). Generally, 
such notes are issued as floating rate notes or the interest rates on such index notes are effectively converted to floating 
rates based primarily on LIBOR through the use of derivatives. 

At November 30, 2006, Long-term borrowings include structured notes of approximately $11.0 billion carried at fair 
value in accordance with our adoption of SFAS 155. See Note 1, “Accounting and Regulatory Developments—SFAS 
155,” above for additional information. 

End–User Derivative Activities 

We use a variety of derivative products including interest rate and currency swaps as an end-user to modify the interest 
rate characteristics of our long-term borrowing portfolio. We use interest rate swaps to convert a substantial portion of 
our fixed-rate debt to floating interest rates to more closely match the terms of assets being funded and to minimize 
interest rate risk. In addition, we use cross–currency swaps to hedge our exposure to foreign currency risk arising from 
our non–U.S. dollar debt obligations, after consideration of non–U.S. dollar assets that are funded with long-term debt 
obligations in the same currency. In certain instances, we may use two or more derivative contracts to manage the 
interest rate nature and/or currency exposure of an individual long-term borrowings issuance. 
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End–User Derivative Activities resulted in the following mix of fixed and floating rate debt: 

Long-Term Borrowings After End–User Derivative Activities 

In millions  
November 30, 2006  
U.S. dollar obligations:  
    Fixed rate $      942 
    Floating rate 57,053 
Total U.S. dollar obligations 57,995 
Non–U.S. dollar obligations 23,183 
  $81,178 
November 30, 2005  
U.S. dollar obligations:  
    Fixed rate  $     568 
    Floating rate  36,049 
Total U.S. dollar obligations  36,617 
Non–U.S. dollar obligations  17,282 
   $53,899

The weighted-average effective interest rates after End–User Derivative Activities on U.S. dollar, non–U.S. dollar, and 
total borrowings were 5.60%, 3.51%, and 5.00%, respectively, at November 30, 2006. The weighted-average effective 
interest rates after End–User Derivative Activities on U.S. dollar, non–U.S. dollar, and total borrowings were 4.65%, 
2.63%, and 4.00%, respectively, at November 30, 2005. 

Junior Subordinated Notes 

Junior subordinated notes are notes issued to trusts or limited partnerships (collectively, the “Trusts”) which qualify as 
equity capital by leading rating agencies (subject to limitation). The Trusts were formed for the purposes of: (a) issuing 
securities representing ownership interests in the assets of the Trusts; (b) investing the proceeds of the Trusts in junior 
subordinated notes of Holdings; and (c) engaging in activities necessary and incidental thereto. The securities issued by 
the Trusts are comprised of the following:    

In millions    
November 30 2006 2005 

Trust Preferred Securities:   
    Lehman Brothers Holdings Capital Trust III $  300 $  300 
    Lehman Brothers Holdings Capital Trust IV 300 300 
    Lehman Brothers Holdings Capital Trust V 399 400 
    Lehman Brothers Holdings Capital Trust VI 225 225 
Euro Perpetual Preferred Securities:   
    Lehman Brothers U.K. Capital Funding LP 231 207 
    Lehman Brothers U.K. Capital Funding II LP 329 294 
Enhanced Capital Advantaged Preferred Securities (ECAPS®):    
    Lehman Brothers Holdings E-Capital Trust I 296 300 
Enhanced Capital Advantaged Preferred Securities (Euro ECAPS®):   

Lehman Brothers U.K. Capital Funding III L.P. 658 — 
                                                  $2,738 $2,026 
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The following table summarizes the key terms of Trusts with outstanding securities at November 30, 2006: 

Trusts Issued Securities 

  Issuance  Mandatory Redeemable by Issuer 
November 30, 2006  Date Redemption Date  on or after 
Holdings Capital Trust III March 2003 March 15, 2052 March 15, 2008 
Holdings Capital Trust IV October 2003 October 31, 2052 October 31, 2008 
Holdings Capital Trust V April 2004 April 22, 2053 April 22, 2009 
Holdings Capital Trust VI January 2005 January 18, 2054 January 18, 2010 
U.K. Capital Funding LP March 2005 Perpetual March 30, 2010 
U.K. Capital Funding II LP September 2005 Perpetual September 21, 2009 
Holdings E-Capital Trust I August 2005 August 19, 2065 August 19, 2010 
U.K. Capital Funding III LP February 2006 February 22, 2036 February 22, 2011 

Credit Facilities 

We use both committed and uncommitted bilateral and syndicated long-term bank facilities to complement our 
long-term debt issuance. In particular, Holdings maintains a $2.0 billion unsecured, committed revolving credit 
agreement with a syndicate of banks which expires in February 2009. In addition we maintain a $1.0 billion multi-
currency unsecured, committed revolving credit facility with a syndicate of banks for Lehman Brothers Bankhaus 
AG, with a term of three and a half years expiring in April 2008. Our ability to borrow under such facilities is 
conditioned on complying with customary lending conditions and covenants. We have maintained compliance with 
the material covenants under these credit agreements at all times. As of November 30, 2006, there were no 
borrowings against either of these two credit facilities. 

Note 10 Fair Value of Financial Instruments 

We record financial instruments classified within long and short inventory (Financial instruments and other inventory 
positions owned, and Financial instruments and other inventory positions sold but not yet purchased) at fair value. 
Securities received as collateral and Obligation to return securities received as collateral also are carried at fair value. In 
addition, all off-balance-sheet financial instruments are carried at fair value including derivatives, guarantees and 
lending-related commitments. 

Assets which are carried at contractual amounts that approximate fair value include: Cash and cash equivalents, Cash 
and securities segregated and on deposit for regulatory and other purposes, Receivables, and Other assets. Liabilities 
which are carried at contractual amounts that approximate fair value include: Short-term borrowings, Payables, and 
Accrued liabilities and other payables, and Deposits at banks. The market values of such items are not materially 
sensitive to shifts in market interest rates because of the limited term to maturity of these instruments and their variable 
interest rates. 

Aside from structured notes carried at fair value under SFAS 155, long-term borrowings are carried at historical 
amounts unless designated as the hedged item in a fair value hedge. We carry the hedged debt on a modified mark-to-
market basis, which amount could differ from fair value as a result of changes in our credit worthiness. At November 
30, 2006, the carrying value of our long-term borrowings was approximately $250 million less than fair value; at 
November 30, 2005, the carrying value was $329 million less than fair value. The fair value of long-term borrowings 
was estimated using either quoted market prices or discounted cash flow analyses based on our current borrowing rates 
for similar types of borrowing arrangements.   

We carry secured financing activities including Securities purchased under agreements to resell, Securities borrowed, 
Securities sold under agreements to repurchase, Securities loaned and Other secured borrowings, at their original 
contract amounts plus accrued interest. Because the majority of financing activities are short-term in nature, carrying 
values approximate fair value. At November 30, 2006 and 2005, we had approximately $390 billion and $337 billion, 
respectively, of secured financing activities. At November 30, 2006 and 2005, we used derivative financial instruments 
with an aggregate notional amount of $3.1 billion and $6.0 billion, respectively, to modify the interest rate 
characteristics of certain of our long-term secured financing activities. The total notional amount of these agreements 
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had a weighted-average maturity of 3.8 years and 2.9 years at November 30, 2006 and 2005, respectively. At 
November 30, 2006 and 2005, the carrying value associated with these long-term secured financing activities 
designated as the hedged instrument in fair value hedges, which approximated their fair value, was $3.1 billion and $6.0 
billion, respectively.  

Additionally, we had approximately $1.2 billion and $273 million of long-term fixed rate repurchase agreements at 
November 30, 2006 and 2005, respectively, for which we had unrecognized losses of $8 million and $11 million, 
respectively. 

Note 11 Commitments, Contingencies and Guarantees 

In the normal course of business, we enter into various commitments and guarantees, including lending commitments to 
high grade and high yield borrowers, private equity investment commitments, liquidity commitments and other 
guarantees. In all instances, we mark to market these commitments and guarantees with changes in fair value 
recognized in Principal transactions in the Consolidated Statement of Income. 

Lending-Related Commitments 

The following table summarizes our lending-related commitments at November 30, 2006 and 2005: 

  Total 
                                                              Amount of Commitment Expiration per Period Contractual Amount  

 2009-   2011-  2013 and November Novembe
In millions                                    2007 2008 2010 2012 Later 30, 2006 30, 2005
High grade (1) $ 3,424  $922   $5,931 $7,593 $    75 $17,945 $14,039 
High yield (2) 2,807 158   1,350 2,177 1,066 7,558 5,172
Mortgage commitments 10,728 752       500 210 56 12,246 9,417
Investment grade contingent   

acquisition facilities 1,918 — — — — 1,918 3,915
Non-investment grade contingent   

acquisition facilities 12,571 195 — — — 12,766 4,738
Secured lending transactions,    

including forward starting resale  
and repurchase agreements 79,887 896      194 456 1,554 82,987 65,782

(1) We view our net credit exposure for high grade commitments, after consideration of hedges, to be $4.9 billion and $5.4 billion at November 30, 
2006 and 2005, respectively. 

(2) We view our net credit exposure for high yield commitments, after consideration of hedges, to be $5.9 billion and $4.4 billion at November 30, 
2006 and 2005, respectively. 

High grade and high yield. Through our high grade and high yield sales, trading and underwriting activities, we make 
commitments to extend credit in loan syndication transactions. We use various hedging and funding strategies to 
actively manage our market, credit and liquidity exposures on these commitments. We do not believe total 
commitments necessarily are indicative of actual risk or funding requirements because the commitments may not be 
drawn or fully used and such amounts are reported before consideration of hedges. These commitments and any related 
drawdowns of these facilities typically have fixed maturity dates and are contingent on certain representations, 
warranties and contractual conditions applicable to the borrower. We define high yield (non-investment grade) 
exposures as securities of loans to companies rated BB+ or lower or equivalent ratings by recognized credit rating 
agencies, as well as non-rated securities or loans that, in management’s opinion, are non-investment grade. We had 
commitments to investment grade borrowers of $17.9 billion (net credit exposure of $4.9 billion, after consideration of 
hedges) and $14.0 billion (net credit exposure of $5.4 billion, after consideration of hedges) at November 30, 2006 and 
2005, respectively. We had commitments to non-investment grade borrowers of $7.6 billion (net credit exposure of 
$5.9 billion after consideration of hedges) and $5.2 billion (net credit exposure of $4.4 billion after consideration of 
hedges) at November 30, 2006 and 2005, respectively.  
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Mortgage commitments. We make commitments to extend mortgage loans. We use various hedging and funding 
strategies to actively manage our market, credit and liquidity exposures on these commitments. We do not believe total 
commitments necessarily are indicative of actual risk or funding requirements because the commitments may not be 
drawn or fully used and such amounts are reported before consideration of hedges. At November 30, 2006 and 2005, 
we had outstanding mortgage commitments of approximately $12.2 billion and $9.4 billion, respectively, including 
$7.0 billion and $7.7 billion of residential mortgages and $5.2 billion and $1.7 billion of commercial mortgages. The 
residential mortgage loan commitments require us to originate mortgage loans at the option of a borrower generally 
within 90 days at fixed interest rates. We sell residential mortgage loans, once originated, primarily through 
securitizations.  

See Note 3, “Securitizations and Other Off-Balance Sheet Arrangements,” for additional information about our 
securitization activities. 

Contingent acquisition facilities. From time to time we provide contingent commitments to investment and non-
investment grade counterparties related to acquisition financing. Our expectation is, and our past practice has been, to 
distribute our obligations under these commitments to third parties through loan syndications if the transaction closes. 
We do not believe these commitments are necessarily indicative of our actual risk because the borrower may not 
complete a contemplated acquisition or, if the borrower completes the acquisition, it often will raise funds in the capital 
markets instead of drawing on our commitment. Additionally, in most cases, the borrower’s ability to draw is subject to 
there being no material adverse change in the borrower’s financial condition, among other factors. These commitments 
also generally contain certain flexible pricing features to adjust for changing market conditions prior to closing. We 
provided contingent commitments to investment grade counterparties related to acquisition financing of approximately 
$1.9 billion and $3.9 billion at November 30, 2006 and 2005, respectively. In addition, we provided contingent 
commitments to non-investment grade counterparties related to acquisition financing of approximately $12.8 billion 
and $4.7 billion at November 30, 2006 and 2005, respectively. 

Secured lending transactions. In connection with our financing activities, we had outstanding commitments under 
certain collateralized lending arrangements of approximately $7.4 billion and $5.7 billion at November 30, 2006 and 
2005, respectively. These commitments require borrowers to provide acceptable collateral, as defined in the 
agreements, when amounts are drawn under the lending facilities. Advances made under these lending arrangements 
typically are at variable interest rates and generally provide for over-collateralization. In addition, at November 30, 
2006, we had commitments to enter into forward starting secured resale and repurchase agreements, primarily secured 
by government and government agency collateral, of $44.4 billion and $31.2 billion, respectively, compared with $38.6 
billion and $21.5 billion, respectively, at November 30, 2005. 

Other Commitments and Guarantees 

The following table summarizes other commitments and guarantees at November 30, 2006 and November 30, 2005: 

        Notional/
                                                               Amount of Commitment Expiration per Period Maximum Payout 

   2009-   2011-  2013 and Novemb Novembe
In millions                                  2007 2008  2010  2012      Later 30, 2006 30, 2005
Derivative contracts (1) $85,706 $71,102 $94,374 $102,505 $180,898 $534,585 $486,874
Municipal-securities-related        
   commitments 835 35 602 77 50 1,599 4,105 
Other commitments  with         
    variable interest entities 453 928 799 309 2,413 4,902 6,321 
Standby letters of credit       2,380 — — — — 2,380 2,608 
Private equity and other       
    investment commitments 462 282 294 50 — 1,088 927 
 (1) We believe the fair value of these derivative contracts is a more relevant measure of the obligations because we believe the notional amount 

overstates the expected payout. At November 30, 2006 and 2005, the fair value of these derivative contracts approximated $9.3 billion and $8.2 
billion, respectively. 
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Derivative contracts. In accordance with FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure 
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others (“FIN 45”), we disclose certain 
derivative contracts meeting the FIN 45 definition of a guarantee. Under FIN 45, derivative contracts are considered to 
be guarantees if these contracts require us to make payments to counterparties based on changes in an underlying 
instrument or index (e.g., security prices, interest rates, and currency rates) and include written credit default swaps, 
written put options, written foreign exchange and interest rate options. Derivative contracts are not considered 
guarantees if these contracts are cash settled and we have no basis to determine whether it is probable the derivative 
counterparty held the related underlying instrument at the inception of the contract. We have determined these 
conditions have been met for certain large financial institutions. Accordingly, when these conditions are met, we have 
not included these derivatives in our guarantee disclosures. At November 30, 2006 and 2005, the maximum payout 
value of derivative contracts deemed to meet the FIN 45 definition of a guarantee was approximately $535 billion and 
$487 billion, respectively. For purposes of determining maximum payout, notional values are used; however, we 
believe the fair value of these contracts is a more relevant measure of these obligations because we believe the notional 
amounts greatly overstate our expected payout. At November 30, 2006 and 2005, the fair value of these derivative 
contracts approximated $9.3 billion and $8.2 billion, respectively. In addition, all amounts included above are before 
consideration of hedging transactions. We substantially mitigate our risk on these contracts through hedges, using other 
derivative contracts and/or cash instruments. We manage risk associated with derivative guarantees consistent with our 
global risk management policies.  

Municipal-securities-related commitments. At November 30, 2006 and 2005, we had municipal-securities-related 
commitments of approximately $1.6 billion and $4.1 billion, respectively, which are principally comprised of liquidity 
commitments related to trust certificates issued to investors backed by investment grade municipal securities. We 
believe our liquidity commitments to these trusts involve a low level of risk because our obligations are supported by 
investment grade securities and generally cease if the underlying assets are downgraded below investment grade or 
default. In certain instances, we also provide credit default protection to investors, which approximated $48 million and 
$500 million at November 30, 2006 and 2005, respectively. 

Other Commitments with VIEs. We make certain liquidity commitments and guarantees associated with VIEs. We 
provided liquidity of approximately $1.0 billion and $1.9 billion at November 30, 2006 and 2005, respectively, which 
represented our maximum exposure to loss to commercial paper conduits in support of certain clients’ secured 
financing transactions. However, we believe our actual risk to be limited because these liquidity commitments are 
supported by over-collateralization with investment grade collateral. 

In addition, we provide limited downside protection guarantees to investors in certain VIEs by guaranteeing return of 
their initial principal investment. Our maximum exposure to loss under these commitments was approximately $3.9 
billion and $3.2 billion at November 30, 2006 and 2005, respectively. We believe our actual risk to be limited because 
our obligations are collateralized by the VIEs’ assets and contain significant constraints under which downside 
protection will be available (e.g., the VIE is required to liquidate assets in the event certain loss levels are triggered). 

We also provided a guarantee totaling $1.2 billion at November 30, 2005 of collateral in a multi-seller conduit backed 
by short-term commercial paper assets. This commitment provided us with access to contingent liquidity of $1.2 billion 
as of November 30, 2005 in the event we had greater than anticipated draws under our lending commitments. This 
commitment expired in June 2006. 

Standby letters of credit. At November 30, 2006 and 2005, we were contingently liable for $2.4 billion and $2.6 
billion, respectively, of letters of credit primarily used to provide collateral for securities and commodities borrowed 
and to satisfy margin deposits at option and commodity exchanges. 

Private equity and other principal investments. At November 30, 2006 and 2005, we had private equity and other 
principal investment commitments of approximately $1.1 billion and $0.9 billion, respectively. 

Other. In the normal course of business, we provide guarantees to securities clearinghouses and exchanges. These 
guarantees generally are required under the standard membership agreements, such that members are required to 
guarantee the performance of other members. To mitigate these performance risks, the exchanges and clearinghouses 
often require members to post collateral.  

In connection with certain asset sales and securitization transactions, including those associated with prime and 
subprime residential mortgage loans, we often make representations and warranties about the assets. Violations of these 
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representations and warranties, such as early payment defaults by borrowers, may require us to repurchase loans 
previously sold, or indemnify the purchaser against any losses. To mitigate these risks, to the extent the assets being 
securitized may have been originated by third parties, we seek to obtain appropriate representations and warranties from 
these third parties when we are obligated to reacquire the assets. We have established reserves which we believe to be 
adequate in connection with such representations and warranties. 

Financial instruments and other inventory positions sold but not yet purchased represent our obligations to purchase the 
securities at prevailing market prices. Therefore, the future satisfaction of such obligations may be for an amount 
greater or less than the amount recorded. The ultimate gain or loss is dependent on the price at which the underlying 
financial instrument is purchased to settle our obligation under the sale commitment. 

In the normal course of business, we are exposed to credit and market risk as a result of executing, financing and 
settling various client security and commodity transactions. These risks arise from the potential that clients or 
counterparties may fail to satisfy their obligations and the collateral obtained is insufficient. In such instances, we may 
be required to purchase or sell financial instruments at unfavorable market prices. We seek to control these risks by 
obtaining margin balances and other collateral in accordance with regulatory and internal guidelines. 

Certain of our subsidiaries, as general partners, are contingently liable for the obligations of certain public and private 
limited partnerships. In our opinion, contingent liabilities, if any, for the obligations of such partnerships will not, in the 
aggregate, have a material adverse effect on our Consolidated Statement of Financial Condition or Consolidated 
Statement of Income. 

In connection with certain acquisitions and investments, we agreed to pay additional consideration contingent on the 
acquired entity meeting or exceeding specified income, revenue or other performance thresholds. These payments will 
be recorded as amounts become determinable. At November 30, 2006, our estimated obligations related to these 
contingent consideration arrangements are $224 million. 

Income Taxes 

We are continuously under audit examination by the Internal Revenue Service (“IRS”) and other tax authorities in 
jurisdictions in which we conduct significant business activities, such as the United Kingdom, Japan and various 
U.S. states and localities. We regularly assess the likelihood of additional tax assessments in each of these tax 
jurisdictions and the related impact on our Consolidated Financial Statements. We have established tax reserves, 
which we believe to be adequate, in relation to the potential for additional tax assessments. Once established, tax 
reserves are adjusted only when additional information is obtained or an event occurs requiring a change to our tax 
reserves. 

Litigation 

In the normal course of business we have been named as a defendant in a number of lawsuits and other legal and 
regulatory proceedings. Such proceedings include actions brought against us and others with respect to transactions in 
which we acted as an underwriter or financial advisor, actions arising out of our activities as a broker or dealer in 
securities and commodities and actions brought on behalf of various classes of claimants against many securities firms, 
including us. We provide for potential losses that may arise out of legal and regulatory proceedings to the extent such 
losses are probable and can be estimated. Although there can be no assurance as to the ultimate outcome, we generally 
have denied, or believe we have a meritorious defense and will deny, liability in all significant cases pending against us, 
and we intend to defend vigorously each such case. Based on information currently available, we believe the amount, or 
range, of reasonably possible losses in excess of established reserves not to be material to the Company’s consolidated 
financial condition or cash flows. However, losses may be material to our operating results for any particular future 
period, depending on the level of income for such period. 

During 2004, we entered into a settlement with our insurance carriers relating to several large proceedings noticed to 
the carriers and initially occurring prior to January 2003. Under the terms of the insurance settlement, the insurance 
carriers agreed to pay us $280 million. During 2004, we also entered into a Memorandum of Understanding to settle the 
In re Enron Corporation Securities Litigation class action lawsuit for $223 million. The settlement with our insurance 
carriers and the settlement under the Memorandum of Understanding did not result in a net gain or loss in our 
Consolidated Statement of Income as the $280 million settlement with our insurance carriers represented an aggregate 
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settlement associated with several matters, including Enron, WorldCom and other matters. See Part 1, Item 3, “Legal 
Proceedings” in this Form 10K for additional information about the Enron securities class action and related matters. 

Lease Commitments 

We lease office space and equipment throughout the world. Total rent expense for 2006, 2005 and 2004 was $181 
million, $167 million and $135 million, respectively. Certain leases on office space contain escalation clauses providing 
for additional payments based on maintenance, utility and tax increases. 

Minimum future rental commitments under non-cancelable operating leases (net of subleases of $309 million) and 
future commitments under capital leases are as follows: 

Minimum Future Rental Commitments Under Operating and Capital Lease Agreements 

 Operating Capital 
In millions Leases Leases 
Fiscal 2007 $ 176 $ 68
Fiscal 2008 168 74
Fiscal 2009 160 99
Fiscal 2010 156 101
Fiscal 2011 193 102
December 1, 2011 and thereafter 861 2,599
Total minimum lease payments $1,714 3,043
Less: Amount representing interest  (1,635)
Present value of future minimum capital lease payments  $ 1,408

Note 12 Stockholders’ Equity 

On April 5, 2006, our Board of Directors approved a 2-for-1 common stock split, in the form of a stock dividend that 
was effected on April 28, 2006. Prior period share and earnings per share amounts have been restated to reflect the split. 
The par value of the common stock remained at $0.10 per share. Accordingly, an adjustment from Additional paid-in 
capital to Common stock was required to preserve the par value of the post-split shares. 

Preferred Stock 

Holdings is authorized to issue a total of 24,999,000 shares of preferred stock.  At November 30, 2006, Holdings had 
798,000 shares issued and outstanding under various series as described below. All preferred stock has a dividend 
preference over Holdings’ common stock in the paying of dividends and a preference in the liquidation of assets. 

Series C. On May 11, 1998, Holdings issued 5,000,000 Depositary Shares, each representing 1/10th of a share of 
5.94% Cumulative Preferred Stock, Series C (“Series C Preferred Stock”), $1.00 par value. The shares of Series C 
Preferred Stock have a redemption price of $500 per share, together with accrued and unpaid dividends. Holdings may 
redeem any or all of the outstanding shares of Series C Preferred Stock beginning on May 31, 2008. The $250 million 
redemption value of the shares outstanding at November 30, 2006 is classified in the Consolidated Statement of 
Financial Condition as a component of Preferred stock. 

Series D. On July 21, 1998, Holdings issued 4,000,000 Depositary Shares, each representing 1/100th of a share of 
5.67% Cumulative Preferred Stock, Series D (“Series D Preferred Stock”), $1.00 par value. The shares of Series D 
Preferred Stock have a redemption price of $5,000 per share, together with accrued and unpaid dividends. Holdings 
may redeem any or all of the outstanding shares of Series D Preferred Stock beginning on August 31, 2008. The $200 
million redemption value of the shares outstanding at November 30, 2006 is classified in the Consolidated Statement of 
Financial Condition as a component of Preferred stock. 

Series E. On March 28, 2000, Holdings issued 5,000,000 Depositary Shares, each representing 1/100th of a share of 
Fixed/Adjustable Rate Cumulative Preferred Stock, Series E (“Series E Preferred Stock”), $1.00 par value. The initial 
cumulative dividend rate on the Series E Preferred Stock was 7.115% per annum through May 31, 2005. On May 31, 
2005, Holdings redeemed all of our issued and outstanding shares, together with accumulated and unpaid dividends. 
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Series F. On August 20, 2003, Holdings issued 13,800,000 Depositary Shares, each representing 1/100th of a share of 
6.50% Cumulative Preferred Stock, Series F (“Series F Preferred Stock”), $1.00 par value. The shares of Series F 
Preferred Stock have a redemption price of $2,500 per share, together with accrued and unpaid dividends. Holdings 
may redeem any or all of the outstanding shares of Series F Preferred Stock beginning on August 31, 2008. The $345 
million redemption value of the shares outstanding at November 30, 2006 is classified in the Consolidated Statement of 
Financial Condition as a component of Preferred stock. 

Series G. On January 30, 2004 and August 16, 2004, Holdings issued in the aggregate 12,000,000 Depositary Shares, 
each representing 1/100th of a share of Holdings’ Floating Rate Cumulative Preferred Stock, Series G (“Series G 
Preferred Stock”), $1.00 par value, for a total of $300 million. Dividends on the Series G Preferred Stock are payable at 
a floating rate per annum of one-month LIBOR plus 0.75%, with a floor of 3.0% per annum. The Series G Preferred 
Stock has a redemption price of $2,500 per share, together with accrued and unpaid dividends. Holdings may redeem 
any or all of the outstanding shares of Series G Preferred Stock beginning on February 15, 2009. The $300 million 
redemption value of the shares outstanding at November 30, 2006 is classified in the Consolidated Statement of 
Financial Condition as a component of Preferred stock. 

The Series C, D, F and G Preferred Stock have no voting rights except as provided below or as otherwise from time to 
time required by law. If dividends payable on any of the Series C, D, F or G Preferred Stock or on any other equally-
ranked series of preferred stock have not been paid for six or more quarters, whether or not consecutive, the authorized 
number of directors of the Company will automatically be increased by two. The holders of the Series C, D, F or G 
Preferred Stock will have the right, with holders of any other equally-ranked series of preferred stock that have similar 
voting rights and on which dividends likewise have not been paid, voting together as a class, to elect two directors to 
fill such newly created directorships until the dividends in arrears are paid. 

Common Stock 

Dividends declared per common share were $0.48, $0.40 and $0.32 in 2006, 2005 and 2004, respectively. During the 
years ended November 30, 2006, 2005 and 2004, we repurchased or acquired shares of our common stock at an 
aggregate cost of approximately $3.7 billion, $4.2 billion and $2.3 billion, respectively, or $69.61, $51.59, and $39.10 
per share, respectively.  These shares were acquired in the open market and from employees who tendered mature 
shares to pay for the exercise cost of stock options or for statutory tax withholding obligations on restricted stock unit 
(“RSU”) issuances or option exercises. 

Changes in the number of shares of common stock outstanding are as follows: 

Common Stock 

November 30  2006 2005 2004 
Shares outstanding, beginning of period 542,874,206 548,318,822 533,358,112
Exercise of stock options and other share issuances 22,374,748 53,142,714 36,948,844 
Shares issued to the RSU Trust 21,000,000 22,000,000 36,000,000 
Treasury stock acquisitions (52,880,759) (80,587,330) (57,988,134) 
Shares outstanding, end of period 533,368,195 542,874,206 548,318,822
 

In 1997, we established an irrevocable grantor trust (the “RSU Trust”) to provide common stock voting rights to 
employees who hold outstanding RSUs and to encourage employees to think and act like owners. In 2006, 2005 and 
2004, we transferred 21 million, 22 million and 36 million treasury shares, respectively, into the RSU Trust. At 
November 30, 2006, approximately 64.7 million shares were held in the RSU Trust with a total value of approximately 
$1.7 billion. These shares are valued at weighted-average grant prices. Shares transferred to the RSU Trust do not affect 
the total number of shares used in the calculation of basic and diluted earnings per share because we include amortized 
RSUs in the calculations. Accordingly, the RSU Trust has no effect on total equity, net income or earnings per share. 

Note 13 Regulatory Requirements 
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Holdings is regulated by the SEC as a consolidated supervised entity (“CSE”). As such, it is subject to group-wide 
supervision and examination by the SEC, and must comply with rules regarding the measurement, management and 
reporting of market, credit, liquidity, legal and operational risk. As of November 30, 2006, Holdings was in compliance 
with the CSE capital requirements and held allowable capital in excess of the minimum capital requirements on a 
consolidated basis. 

In the United States, LBI and Neuberger Berman, LLC (“NBLLC”) are registered broker dealers that are subject to 
SEC Rule 15c3-1 and Rule 1.17 of the Commodity Futures Trading Commission (“CFTC”), which specify minimum 
net capital requirements for their registrants. LBI and NBLLC have consistently operated in excess of their respective 
regulatory capital requirements. As of November 30, 2006, LBI had net capital of $4.7 billion, which exceeded the 
minimum net capital requirement by $4.2 billion. As of November 30, 2006, NBLLC had net capital of $191 million, 
which exceeded the minimum net capital requirement by $178 million.  

Effective December 1, 2005, the SEC approved LBI’s use of Appendix E of the Net Capital Rule which establishes 
alternative net capital requirements for broker-dealers that are part of CSEs. Appendix E allows LBI to calculate net 
capital charges for market risk and derivatives-related credit risk based on internal risk models provided that LBI holds 
tentative net capital in excess of $1 billion and net capital in excess of $500 million. Additionally, LBI is required to 
notify the SEC in the event that its tentative net capital is less than $5 billion. As of November 30, 2006, LBI had 
tentative net capital in excess of both the minimum and notification requirements. 

Lehman Brothers International (Europe) (“LBIE”), a United Kingdom registered broker-dealer and subsidiary of 
Holdings, is subject to the capital requirements of the Financial Services Authority (“FSA”) of the United Kingdom. 
Financial resources, as defined, must exceed the total financial resources requirement of the FSA. At November 30, 
2006, LBIE’s financial resources of approximately $9.2 billion exceeded the minimum requirement by approximately 
$2.0 billion. Lehman Brothers Japan Inc., a regulated broker-dealer, is subject to the capital requirements of the 
Financial Services Agency and, at November 30, 2006, had net capital of approximately $896 million, which was 
approximately $436 million in excess of the specified levels required.  

Lehman Brothers Bank, FSB (“LBB”), our thrift subsidiary, is regulated by the Office of Thrift Supervision (“OTS”). 
Lehman Brothers Commercial Bank (“LBCB”), our Utah industrial bank subsidiary established during 2005, is 
regulated by the Utah Department of Financial Institutions and the Federal Deposit Insurance Corporation. LBB and 
LBCB exceed all regulatory capital requirements and are considered to be well capitalized as of November 30, 2006. 
Lehman Brothers Bankhaus AG (“Bankhaus”), a German commercial bank, is subject to the capital requirements of the 
Federal Financial Supervisory Authority of the German Federal Republic. At November 30, 2006, Bankhaus’ financial 
resources, as defined, exceed its minimum financial resources requirement. Overall, these bank institutions have raised 
$21.4 billion and $15.1 billion of customer deposit liabilities as of November 30, 2006 and November 30, 2005, 
respectively. 

Certain other subsidiaries are subject to various securities, commodities and banking regulations and capital adequacy 
requirements promulgated by the regulatory and exchange authorities of the countries in which they operate. At 
November 30, 2006, these other subsidiaries were in compliance with their applicable local capital adequacy 
requirements. 

In addition, our “AAA” rated derivatives subsidiaries, Lehman Brothers Financial Products Inc. (“LBFP”) and Lehman 
Brothers Derivative Products Inc. (“LBDP”), have established certain capital and operating restrictions that are 
reviewed by various rating agencies. At November 30, 2006, LBFP and LBDP each had capital that exceeded the 
requirements of the rating agencies. 

The regulatory rules referred to above, and certain covenants contained in various debt agreements, may restrict 
Holdings’ ability to withdraw capital from its regulated subsidiaries, which in turn could limit its ability to pay 
dividends to shareholders. At November 30, 2006, approximately $8.1 billion of net assets of subsidiaries were 
restricted as to the payment of dividends to Holdings. In the normal course of business, Holdings provides guarantees 
of certain activities of its subsidiaries, including our fixed income derivative business conducted through Lehman 
Brothers Special Financing Inc. 
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Note 14 Earnings per Share 

Earnings per share was calculated as follows: 

Earnings per Share 

In millions, except per share data    
Year ended November 30 2006 2005 2004 
Numerator:
Net income $4,007 $3,260 $2,369 
Preferred stock dividends 66 69 72 
Numerator for basic earnings per share—net income applicable to common stock $3,941 $3,191 $2,297 

Denominator:
Denominator for basic earnings per share—weighted-average common shares 543.0 556.3 549.4 
Effect of dilutive securities:    
    Employee stock options 29.1 25.4 27.6 
    Restricted stock units 6.3 5.5 4.5 
Dilutive potential common shares 35.4 30.9 32.1 
Denominator for diluted earnings per share—weighted-average    
    common and dilutive potential common shares (1) 578.4 587.2 581.5 

Basic earnings per share $ 7 26 $ 5 74 $ 4 18
Diluted earnings per share $  6.81 $  5.43 $  3.95 
(1) Anti-dilutive options and restricted stock units excluded from the  
 calculations of diluted earnings per share                                                                                                                 4.4 8.7 4.1 

On April 5, 2006, our Board of Directors approved a 2-for-1 common stock split, in the form of a stock dividend that 
was effected on April 28, 2006. See Note 12, “Stockholders’ Equity,” for additional information about the stock split. 

Note 15 Share-Based Employee Incentive Plans 

We adopted the fair value recognition provisions for share-based awards pursuant to SFAS 123(R) effective as of the 
beginning of the 2006 fiscal year. See Note 1, “Summary of Significant Accounting Policies—Accounting and 
Regulatory Developments” for a further discussion. 

We sponsor several share-based employee incentive plans. Amortization of compensation costs for grants awarded 
under these plans was approximately $1,007 million, $1,055 million and $800 million during 2006, 2005 and 2004, 
respectively. Not included in the $1,007 million of 2006 amortization expense is $699 million of stock awards granted 
to retirement eligible employees in December 2006, which were accrued as compensation expense in fiscal 2006. The 
total income tax benefit recognized in the Consolidated Statement of Income associated with the above amortization 
expense was $421 million, $457 million and $345 million during 2006, 2005 and 2004, respectively. 

At November 30, 2006, unrecognized compensation cost related to nonvested stock option and RSU awards totaled 
$1.8 billion. The cost of these non-vested awards is expected to be recognized over a weighted-average period of 
approximately 4.4 years. 

Below is a description of our share-based employee incentive compensation plans. 

Share-Based Employee Incentive Plans 

We sponsor several share-based employee incentive plans. The total number of shares of common stock remaining 
available for future awards under these plans at November 30, 2006, was 42.2 million (not including shares that may be 
returned to the Stock Incentive Plan as described below, but including an additional 0.4 million shares authorized for 
issuance under the 1994 Plan that have been reserved solely for issuance in respect of dividends on outstanding awards 
under this plan). In connection with awards made under our share-based employee incentive plans, we are authorized to 
issue shares of common stock held in treasury or newly-issued shares. 
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1994 and 1996 Management Ownership Plans and Employee Incentive Plan. The Lehman Brothers Holdings Inc. 
1994 Management Ownership Plan (the “1994 Plan”), the Lehman Brothers Holdings Inc. 1996 Management 
Ownership Plan (the “1996 Plan”), and the Lehman Brothers Holdings Inc. Employee Incentive Plan (the “EIP”) all 
expired following the completion of their various terms. These plans provided for the issuance of RSUs, performance 
stock units (“PSUs”), stock options and other share-based awards to eligible employees. At November 30, 2006, 
awards with respect to 607.2 million shares of common stock have been made under these plans, of which 163.1 
million are outstanding and 444.1 million have been converted to freely transferable common stock. 

Stock Incentive Plan. The Stock Incentive Plan (the “SIP”) has a 10-year term ending in May 2015, with provisions 
similar to the previous plans.  The SIP authorized the issuance of up to the total of (i) 20.0 million shares, plus (ii) the 
33.5 million shares authorized for issuance under the 1996 Plan and the EIP that remained unawarded upon their 
expiration, plus (iii) any shares subject to repurchase or forfeiture rights under the 1996 Plan, the EIP or the 2005 SIP 
that are reacquired by the Company, or the award of which is canceled, terminates, expires or for any other reason is 
not payable, plus (iv) any shares withheld or delivered pursuant to the terms of the 2005 SIP in payment of any 
applicable exercise price or tax withholding obligation. Awards with respect to 14.4 million shares of common stock 
have been made under the SIP as of November 30, 2006, most of which are outstanding. 

1999 Long-Term Incentive Plan. The 1999 Neuberger Berman Inc. Long-Term Incentive Plan (the “LTIP”) provides 
for the grant of restricted stock, restricted units, incentive stock, incentive units, deferred shares, supplemental units and 
stock options. The total number of shares of common stock that may be issued under the LTIP is 15.4 million. At 
November 30, 2006, awards with respect to approximately 14.1 million shares of common stock had been made under 
the LTIP, of which 5.0 million were outstanding. 

Restricted Stock Units 

Eligible employees receive RSUs, in lieu of cash, as a portion of their total compensation. There is no further cost to 
employees associated with RSU awards. RSU awards generally vest over two to five years and convert to unrestricted 
freely transferable common stock five years from the grant date. All or a portion of an award may be canceled if 
employment is terminated before the end of the relevant vesting period. We accrue dividend equivalents on outstanding 
RSUs (in the form of additional RSUs), based on dividends declared on our common stock. 

For RSUs granted prior to 2004, we measured compensation cost based on the market value of our common stock at 
the grant date in accordance with APB 25 and, accordingly, a discount from the market price of an unrestricted share of 
common stock on the RSU grant date was not recognized for selling restrictions subsequent to the vesting date. For 
awards granted beginning in 2004, we measure compensation cost based on the market price of our common stock at 
the grant date less a discount for sale restrictions subsequent to the vesting date in accordance with SFAS 123 and 
SFAS 123(R). The fair value of RSUs subject to post-vesting date sale restrictions are generally discounted by five 
percent for each year of post-vesting restriction, based on market-based studies and academic research on securities 
with restrictive features. RSUs granted in each of the periods presented contain selling restrictions subsequent to the 
vesting date. 

The fair value of RSUs converted to common stock without restrictions during the year ended November 30, 2006 was 
$1.9 billion. Compensation costs previously recognized and tax benefits recognized in equity upon issuance of these 
awards were approximately $1.2 billion. 

The following table summarizes RSU activity for the years ended November 30, 2006, 2005 and 2004: 

Restricted Stock Units 

 2006 2005 2004 
Balance beginning of year 120 417 674 128 484 786 128 686 626
Granted 8,251,700 27,930,284 29,798,024 
Canceled (2,317,009) (3,025,908) (2,552,004) 
Exchanged for stock without restrictions (25,904,367) (32,971,488) (27,447,860) 
Balance, end of year 100,447,998 120,417,674 128,484,786
Shares held in RSU trust (64,715,853) (69,117,768) (77,722,136)
RSUs outstanding, net of shares held in RSU trust 35,732,145 51,299,906 50,762,650
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The above table does not include approximately 34.7 million of RSUs which were granted to employees on December 
8, 2006, comprised of 11.0 million awarded to retirement eligible employees and expensed in fiscal 2006 and 23.7 
million awarded to employees and subject to future vesting provisions. Therefore, after this grant, there were 
approximately 70.4 million RSUs outstanding, net of shares held in the RSU trust. 

Of the 100.4 million RSUs outstanding at November 30, 2006, approximately 65.8 million were amortized and 
included in basic earnings per share. Approximately 14.5 million of the RSUs outstanding at November 30, 2006 will 
be amortized during 2007, and the remainder will be amortized subsequent to 2007.  Of the 23.7 million RSUs awarded 
on December 8, 2006 to non-retirement eligible employees and subject to future vesting provisions, approximately 8.7 
million will be amortized during 2007. 

The above table includes approximately 5.8 million RSUs awarded to certain senior officers, the terms of which were 
modified in 2006 (the “Modified RSUs”). The original RSUs resulted from PSUs for which the performance periods 
have expired, but which were not previously converted into RSUs as their vesting was contingent upon a change in 
control of the Company or certain other specified circumstances as determined by the Compensation and Benefits 
Committee of the Board of Directors (the “CIC RSUs”). On November 30, 2006, with the approval of the 
Compensation and Benefits Committee, each executive agreed to a modification of the vesting terms of the CIC RSUs 
to eliminate the change in control provisions and to provide for vesting in ten equal annual installments from 2007 to 
2016, provided the executive continues to be an employee on the vesting date of the respective installment. Vested 
installments will remain subject to forfeiture for detrimental behavior for an additional two years, after which time they 
will convert to Common Stock on a one-for-one basis and be issued to the executive. The Modified RSUs will vest (and 
convert to Common Stock and be issued) earlier only upon death, disability or certain government service approved by 
the Compensation Committee. Dividends will be payable by the Corporation on the Modified RSUs from the date of 
their modification and will be reinvested in additional RSUs with the same terms. 

Also included in the previous table are PSUs for which the number of RSUs to be earned was dependent on achieving 
certain performance levels within predetermined performance periods. During the performance period, these PSUs 
were accounted for as variable awards. At the end of the performance period, any PSUs earned converted one-for-one 
to RSUs that then vest in three or more years. At November 30, 2006, all performance periods have been completed 
and any PSUs earned have been converted into RSUs. The compensation cost for the RSUs payable in satisfaction of 
PSUs is accrued over the combined performance and vesting periods. 

Stock Options 

Employees and Directors may receive stock options, in lieu of cash, as a portion of their total compensation.  Options 
generally become exercisable over a one- to five-year period and generally expire 5 to 10 years from the date of grant, 
subject to accelerated expiration upon termination of employment. 

We use the Black-Scholes option-pricing model to measure the grant date fair value of stock options granted to 
employees. Stock options granted have exercise prices equal to the market price of our common stock on the grant date. 
The principal assumptions utilized in valuing options and our methodology for estimating such model inputs include: 1) 
risk-free interest rate - estimate is based on the yield of U.S. zero coupon securities with a maturity equal to the 
expected life of the option; 2) expected volatility - estimate is based on the historical volatility of our common stock for 
the three years preceding the award date, the implied volatility of market-traded options on our common stock on the 
grant date and other factors; and 3) expected option life - estimate is based on internal studies of historical and projected 
exercise behavior based on different employee groups and specific option characteristics, including the effect of 
employee terminations. Based on the results of the model, the weighted-average fair value of stock options granted 
were $15.83, $13.24 and $9.63 for 2006, 2005 and 2004, respectively. The weighted-average assumptions used for 
2006, 2005 and 2004 were as follows: 

Weighted Average Black-Scholes Assumptions 

Year ended November 30 2006 2005 2004 
Risk-free interest rate 4 49% 3 97% 3 04%
Expected volatility 23.08% 23.73% 28.09%
Dividends per share $0.48 $0.40 $0.32
Expected life 4.5 years 3.9 years 3.7 years
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The valuation technique takes into account the specific terms and conditions of the stock options granted including 
vesting period, termination provisions, intrinsic value and time dependent exercise behavior. 

The following table summarizes stock option activity for the years ended November 30, 2006, 2005 and 2004: 

Stock Option Activity 

  Weighted-Average Expiration 
 Options Exercise Price Dates 
Balance, November 30, 2003 173,493,300  $25.11 12/03—11/13 
Granted 10,847,192 $40.37  
Exercised (34,334,704) $18.18  
Canceled (2,918,598) $28.24  
Balance, November 30, 2004 147,087,190 $27.79 12/04—11/14 
Granted 7,048,026 $55.77  
Exercised (51,075,484) $24.38  
Canceled (1,309,406) $33.38  
Balance, November 30, 2005 101,750,326 $31.36 12/05—11/15 
Granted 2,670,400 $66.14
Exercised  (22,453,729) $28.38  
Canceled  (570,626) $31.63  
Balance, November 30, 2006 81,396,371 $33.32 12/06—5/16

The total intrinsic value of stock options exercised in 2006 was $956 million for which compensation costs previously 
recognized and tax benefits recognized in equity upon issuance totaled approximately $385 million. Cash received from 
the exercise of stock options in 2006 totaled $637 million. 

The table below provides additional information related to stock options outstanding: 

 Outstanding Options Exercisable 
November 30 2006 2005 2004 2006 2005 2004 
Number of options 81,396,371 101,750,326 147,087,190 54,561,355 52,638,434 68,713,842
Weighted-average exercise price $33.32 $31.36 $27.79 $30.12 $27.65 $24.67 
Aggregate intrinsic value (in millions) $3,284 $3,222 $2,082 $2,376 $1,861 $1,184 
Weighted-average remaining        
    contractual terms in years 4.84 5.46 5.73 4.25 4.58 5.49 

At November 30, 2006, the number of options outstanding, net of projected forfeitures, was approximately 80.0 million 
shares, with a weighted-average exercise price of $33.15, aggregate intrinsic value of $3.2 billion, and weighted-
average remaining contractual terms of 4.82 years. 

At November 30, 2006, the intrinsic value of unexercised vested options was approximately $2.4 billion for which 
compensation cost and tax benefits expected to be recognized in equity, upon issuance, are approximately $1.0 billion. 
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Restricted Stock 

In addition to RSUs, we also continue to issue restricted stock to certain Neuberger employees under the LTIP. The 
following table summarizes restricted stock activity for the years ended November 30, 2006, 2005 and 2004: 

 2006  2005 2004 
Balance, beginning of year 1,042,376 1,541,692 1,611,174 
Granted 43,520 15,534 447,778 
Canceled (6,430) (37,446) (54,650) 
Exchanged for stock without restrictions (407,510) (477,404) (462,610) 
Balance, end of year 671,956 1,042,376 1,541,692

At November 30, 2006, there were 671,956 shares of restricted stock outstanding. The fair value of the 407,510 shares 
of restricted stock that became freely tradable in 2006 was approximately $28 million. 

SFAS 123(R)  

SFAS 123(R) generally requires share-based awards granted to retirement-eligible employees to be expensed 
immediately. For share-based awards granted prior to our adoption of SFAS 123(R), compensation cost related to 
awards made to retirement-eligible employees and those with non-substantive non-compete agreements was recognized 
over the service periods specified in the award; we accelerated the recognition of compensation cost if and when a 
retirement-eligible employee or an employee subject to a non-substantive non-compete agreement terminated 
employment. 

The following table sets forth the pro forma compensation cost that would have been reported for the years ended 
November 30, 2006, 2005 and 2004 if share-based awards granted to retirement-eligible employees, and those with 
non-substantive non-compete agreements had been expensed immediately as required by SFAS 123(R): 

Pro Forma Compensation Cost 

In millions    
Year ended November 30,  2006 2005 2004 
Compensation and benefits, as reported  $8,669 $7,213 $5,730 
Effect of immediately expensing share-based awards granted to  
    retirement-eligible employees (1)  (656) 438 308 
Pro forma compensation and benefit costs  $8,013 $7,651 $6,038 

 (1)  The 2006 pro forma impact represents the presumed benefit as if we had amortized pre-2006 awards granted to retirement eligible employees and 
those with non-substantive non-compete agreements immediately, as these awards would have been expensed as of the grant date. Compensation 
and benefits, as reported for 2006, includes amortization associated with these pre-2006 awards. The adoption of SFAS 123(R) did not have a 
material effect on compensation and benefits expense for the year ended November 30, 2006. See Note 1, “Summary of Significant Accounting 
Policies—Accounting and Regulatory Developments.” 

Stock Repurchase Program 

We maintain a stock repurchase program to manage our equity capital. Our stock repurchase program is effected 
through regular open-market purchases, as well as through employee transactions where employees tender shares of 
common stock to pay for the exercise price of stock options and the required tax withholding obligations upon option 
exercises and conversion of RSUs to freely-tradable common stock. In January 2007, our Board of Directors authorized 
the repurchase, subject to market conditions, of up to 100 million shares of Holdings common stock for the 
management of our equity capital, including offsetting dilution due to employee stock awards. This authorization 
supersedes the stock repurchase program authorized in 2006. During 2006, we repurchased approximately 38.9 million 
of our common stock through open-market purchases at an aggregate cost of $2.7 billion, or $68.80 per share. In 
addition, we withheld approximately 14.0 million shares of common stock from employees at an equivalent cost of 
approximately $1.0 billion. 
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Note 16 Employee Benefit Plans 

We provide both funded and unfunded noncontributory defined benefit pension plans for the majority of our employees 
worldwide. In addition, we provide certain other postretirement benefits, primarily health care and life insurance, to 
eligible employees. We use a November 30 measurement date for the majority of our plans. The following tables 
summarize these plans: 

Defined Benefit Plans   

 
Pension Benefits 

 Other 
Postretirement

In millions U.S. Non–U.S. Benefits
November 30 2006 2005 2006 2005 2006 2005
Change in benefit obligation
Benefit obligation at beginning of year  $1,017 $  947  $399 $377   $60 $ 69 
Service cost  47 40  8 8   1 2 
Interest cost  61 56  20 19   3 3 
Plan amendment  3 5  — —   — — 
Actuarial loss (gain)  69 (2)  37 41   2 (9) 
Benefits paid  (29) (29)  (7) (7)   (5) (5) 
Foreign currency exchange rate changes — —  57 (39)  — — 
Benefit obligation at end of year    1,168 1,017  514 399   61 60 
Change in plan assets         
Fair value of plan assets at beginning of year  1,030 887  378 357   — — 
Actual return on plan assets, net of expenses  96 72  43 59   — — 
Employer contribution  50 100  26 5   5 5 
Benefits paid  (29) (29)  (6) (7)   (5) (5) 
Foreign currency exchange rate changes — —  53 (36)   — — 
Fair value of plan assets at end of year  1,147 1,030  494 378  — — 
Funded (underfunded) status  (21) 13  (20) (21)   (61) (60) 
Unrecognized net actuarial loss (gain)  455 438  161 133   (9) (11) 
Unrecognized prior service cost (benefit)  30 31  1 1   (1) (2) 
Prepaid (accrued) benefit cost  $   464 $  482 $142 $113   $(71) $(73)

Accumulated benefit obligation—funded plans $1,020 $  899  $490 $375    
Accumulated benefit obligation—unfunded plan(1)        76 63   — 7    
(1) A liability is recognized in the Consolidated Statement of Financial Condition for the unfunded plan. 

Weighted-Average Assumptions Used to Determine Benefit Obligations at November 30 

Discount rate 5.73% 5.98%  4.82% 4.80%  5.70% 5.83%
Rate of compensation increase 5.00% 5.00% 4.30% 4.30%   
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Components of Net Periodic Cost  

 Pension Benefits Postretirement 
In millions     U.S. Pensions  Non–U.S. Benefits 
Year ended November 30 2006 2005 2004 2006 2005 2004 2006 2005 2004
Service cost $49 $42 $34 $ 8 $ 7 $ 6 $ 2 $ 2 $ 2
Interest cost  61 56 50 20 19 16  3  3 4 
Expected return on plan assets  (76) (74) (69) (26) (24) (22)  —  — — 
Amortization of net           

actuarial loss  30 33 31 10 11 7  —  — — 
Amortization of prior service          

cost  4 3 3 1 1 1  (1)  (1) (1) 

Net periodic cost  $68 $60 $49 $13 $14 $ 8  $  4  $ 4 $ 5 
 

Weighted-Average Assumptions Used to Determine Net Periodic Cost for the Years Ended November 30 

Discount rate 5.98% 5.90% 6.15% 4.82% 4.80% 5.21% 5.70% 5.90% 6.15% 
Expected return on plan          

assets 7.50% 8.50% 8.50% 6.57% 6.96% 6.94%    
Rate of compensation          

increase 5.00% 5.00% 4.90% 4.30% 4.30% 4.28%    

Return on Plan Assets 

U.S. and non–U.S. Plans. Establishing the expected rate of return on pension assets requires judgment. We consider 
the following factors in determining this assumption: 

• The types of investment classes in which pension plan assets are invested and the expected compounded return we 
can reasonably expect the portfolio to earn over appropriate time periods. The expected return reflects forward-
looking economic assumptions. 

• The investment returns we can reasonably expect our active investment management program to achieve in excess 
of the returns expected if investments were made strictly in indexed funds. 

• Investment related expenses. 

We review the expected long-term rate of return annually and revise it as appropriate. Also, we periodically 
commission detailed asset/liability studies to be performed by third-party professional investment advisors and 
actuaries. These studies project stated future returns on plan assets. The studies performed in the past support the 
reasonableness of our assumptions based on the targeted allocation investment classes and market conditions at the time 
the assumptions were established. 

Plan Assets 

Pension plan assets are invested with the objective of meeting current and future benefit payment needs, while 
minimizing future contributions. 

U.S. plan. Plan assets are invested with several investment managers. Assets are diversified among U.S. and 
international equity securities, U.S. fixed income securities, real estate and cash. The plan employs a mix of active and 
passive investment management programs. The strategic target of plan asset allocation is approximately 65% equities 
and 35% U.S. fixed income. The investment sub-committee of our pension committee reviews the asset allocation 
quarterly and, with the approval of the pension committee, determines when and how to rebalance the portfolio. The 
plan does not have a dedicated allocation to Lehman Brothers common stock, although the plan may hold a minimal 
investment in Lehman Brothers common stock as a result of investment decisions made by various investment 
managers. 
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Non–U.S. plans. Non–U.S. pension plan assets are invested with several investment managers across a range of 
different asset classes. The strategic target of plan asset allocation is approximately 75% equities, 20% fixed income 
and 5% real estate. 

Weighted-average plan asset allocations were as follows: 

   U.S. Plans   Non–U.S. Plans 
November 30 2006 2005   2006 2005 
Equity securities  72% 64%               72% 75% 
Fixed income securities  23 24  14 16 
Real estate                  —   2  5 5 
Cash                    5 10  9 4 
  100% 100%  100% 100% 
 

Expected Contributions for the Fiscal Year Ending November 30, 2007 

We do not expect it to be necessary to contribute to our U.S. pension plans in the fiscal year ending November 30, 
2007. We expect to contribute approximately $25 million to our non–U.S. pension plans in the fiscal year ending 
November 30, 2007.  

Estimated Future Benefit Payments 

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid: 

  
  Pension  
In millions  U.S. Non–U.S. Postretirement 
Fiscal 2007               $  34 $10                 $  6 
Fiscal 2008                  37 4                  6 
Fiscal 2009 40 4                  6 
Fiscal 2010                  42 5                  6 
Fiscal 2011                  45 5                  5 
Fiscal 2012—2016                  284 40                  26 

Postretirement Benefits 

Assumed health care cost trend rates were as follows: 

November 30 2006 2005 
Health care cost trend rate assumed for next year  9% 9% 
Rate to which the cost trend rate is assumed to decline (the ultimate trend rate)  5% 5% 
Year the rate reaches the ultimate trend rate  2011  2010 
 
A one-percentage-point change in assumed health care cost trend rates would be immaterial to our other postretirement 
plans. 
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Note 17 Income Taxes 

We file a consolidated U.S. federal income tax return reflecting the income of Holdings and its subsidiaries. The 
provision for income taxes consists of the following: 

Provision for Income Taxes 

In millions    

Year ended November 30 2006 2005 2004 
Current:    
    Federal $1,024 $1,037 $  471 
    State 91 265 143 
    Foreign 890 769 585 
 2,005 2,071 1,199 
Deferred:    
    Federal (80) (634) 3 
    State (22) (59) 39 
    Foreign 42 191 (116) 
 (60) (502) (74) 
Provision for income taxes $1,945 $1,569 $1,125 
 
Income before taxes included $2,667 million, $1,880 million and $733 million that also were subject to income taxes of 
foreign jurisdictions for 2006, 2005 and 2004, respectively. 

The income tax provision differs from that computed by using the statutory federal income tax rate for the reasons 
shown below: 

Reconciliation of Provision for Income Taxes to Federal Income Taxes at Statutory Rate 

In millions   
Year ended November 30 2006 2005 2004 
Federal income taxes at statutory rate $2,068 $1,690 $1,231 
State and local taxes 45 134 119 
Tax-exempt income (125) (135) (135) 
Foreign operations (17) (113) (66) 
Other, net (26) (7) (24) 
Provision for income taxes $1,945 $1,569 $1,125 
 

The provision for income taxes resulted in effective tax rates of 32.9%, 32.5% and 32.0% for 2006, 2005 and 2004, 
respectively. The increases in the effective tax rates in 2006 and 2005 compared with the prior years were primarily due 
to an increase in level of pretax earnings which minimizes the impact of certain tax benefit items, and in 2006 a net 
reduction in certain benefits from foreign operations, partially offset by a reduction in state and local taxes due to 
favorable audit settlements in 2006 and 2005.   

Income tax benefits related to employee stock compensation plans of approximately $836 million, $1,005 million and 
$468 million in 2006, 2005 and 2004, respectively, were allocated to Additional paid-in capital.  

In 2006 and 2005, we recorded income tax charges of $2 million and $1 million, respectively, and an income tax 
benefit in 2004 of $2 million from the translation of foreign currencies, which was recorded directly in Accumulated 
other comprehensive income. 

Deferred income taxes are provided for the differences between the tax bases of assets and liabilities and their reported 
amounts in the Consolidated Financial Statements. These temporary differences will result in future income or 
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deductions for income tax purposes and are measured using the enacted tax rates that will be in effect when such items 
are expected to reverse. 

At November 30, 2006 and 2005, deferred tax assets and liabilities consisted of the following: 

Deferred Tax Assets and Liabilities 

In millions   
November 30 2006 2005 
Deferred tax assets:   
    Liabilities and other accruals not currently deductible $    415 $   377 
    Deferred compensation 1,657 1,218 
    Unrealized investment activity 251 453 
    Foreign tax credits including carryforwards 214 214 
    Foreign operations (net of associated tax credits) 709 760 
    Net operating loss carryforwards 64 53 
    Other 91 251 
Total deferred tax assets 3,401 3,326 
    Less: valuation allowance (5) (5) 
Total deferred tax assets, net of valuation allowance 3,396 3,321 
Deferred tax liabilities:   
    Excess tax over financial depreciation, net (103) (57) 
    Acquired intangibles (384) (404) 
    Pension and retirement costs (192) (216) 
    Other (47) (27) 
Total deferred tax liabilities (726) (704) 
Net deferred tax assets $2,670 $2,617
 
Net deferred tax assets are included in Other assets in the Consolidated Statement of Financial Condition. 

We have permanently reinvested earnings in certain foreign subsidiaries. At November 30, 2006, $2.4 billion of 
accumulated earnings were permanently reinvested. At current tax rates, additional Federal income taxes (net of 
available tax credits) of approximately $500 million would become payable if such income were to be repatriated.  

We have approximately $182 million of Federal net operating loss carryforwards that are subject to separate company 
limitations.   Substantially all of these net operating loss carryforwards begin to expire between 2023 and 2026.  At 
November 30, 2006, the $5 million deferred tax asset valuation allowance relates to federal net operating loss 
carryforwards of an acquired entity that is subject to separate company limitations.  If future circumstances permit the 
recognition of the acquired tax benefit, goodwill will be reduced. 

We are under continuous examination by the Internal Revenue Service (“IRS”), and other tax authorities in major 
operating jurisdictions such as the United Kingdom and Japan, and in various states in which the Company has 
significant operations, such as New York. The Company regularly assesses the likelihood of additional assessments in 
each tax jurisdiction and the impact on the Consolidated Financial Statements. Tax reserves have been established, 
which we believe to be adequate with regards to the potential for additional exposure. Once established, reserves are 
adjusted only when additional information is obtained or an event requiring a change to the reserve occurs. 
Management believes the resolution of these uncertain tax positions will not have a material impact on the financial 
condition of the Company; however resolution could have an impact on our effective tax rate in any one particular 
period. 

During 2006, the IRS completed its 1997 through 2000 federal income tax examination, which resulted in unresolved 
issues asserted by the IRS that challenge certain of our tax positions (the “proposed adjustments”). We believe our 
positions comply with the applicable tax law and intend to vigorously dispute the proposed adjustments through the 
judicial procedures, as appropriate.  We believe that we have adequate tax reserves in relation to these unresolved 
issues. However, it is possible that amounts greater than our reserves could be incurred, which we estimate would not 
exceed $100 million. 
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Note 18 Real Estate Reconfiguration Charge 

In connection with the Company’s decision in 2002 to reconfigure certain of our global real estate facilities, we 
established a liability for the expected losses from subleasing such facilities, principally our downtown New York City 
offices after the events of September 11, 2001 and our prior London office facilities at Broadgate given our decision to 
move to a new facility just outside the city of London. In March 2004, we reached an agreement to exit virtually all of 
our remaining leased space at our downtown New York City location, which clarified the loss on the location and 
resulted in the $19 million charge ($11 million after tax).   

During the years ended November 30, 2006 and 2005, changes in the liability related to these charges were as follows: 

Real Estate Reconfiguration Charge 

 Beginning Real Estate  Ending 
In millions Balance Reconfiguration Used Balance 
Year ended November 30, 2005 $146 $—           $(71) $75 
Year ended November 30, 2006     75  —             (30) 45 

Note 19 Business Segments and Geographic Information 

We operate in three business segments: Capital Markets, Investment Banking and Investment Management. 

The Capital Markets business segment includes institutional client-flow activities, prime brokerage, research, mortgage 
origination and securitization, and secondary-trading and financing activities in fixed income and equity products. 
These products include a wide range of cash, derivative, secured financing and structured instruments and investments. 
We are a leading global market-maker in numerous equity and fixed income products including U.S., European and 
Asian equities, government and agency securities, money market products, corporate high grade, high yield and 
emerging market securities, mortgage- and asset-backed securities, preferred stock, municipal securities, bank loans, 
foreign exchange, financing and derivative products. We are one of the largest investment banks in terms of U.S. and 
Pan-European listed equities trading volume, and we maintain a major presence in over-the-counter (“OTC”) U.S. 
stocks, major Asian large capitalization stocks, warrants, convertible debentures and preferred issues. In addition, the 
Capital Markets Prime Services business manages our equity and fixed income matched book activities, supplies 
secured financing to institutional clients, and provides secured funding for our inventory of equity and fixed income 
products. The Capital Markets segment also includes proprietary activities as well as principal investing in real estate 
and private equity. 

The Investment Banking business segment is made up of Advisory Services and Global Finance activities that serve our 
corporate and government clients. The segment is organized into global industry groups—Communications, 
Consumer/Retailing, Financial Institutions, Financial Sponsors, Healthcare, Hedge Funds, Industrial, Insurance 
Solutions, Media, Natural Resources, Pension Solutions, Power, Real Estate and Technology—that include bankers 
who deliver industry knowledge and expertise to meet clients’ objectives. Specialized product groups within Advisory 
Services include M&A and restructuring. Global Finance serves our clients’ capital raising needs through underwriting, 
private placements, leveraged finance and other activities associated with debt and equity products. Product groups are 
partnered with relationship managers in the global industry groups to provide comprehensive financial solutions for 
clients. 

The Investment Management business segment consists of the Asset Management and Private Investment Management 
businesses. Asset Management generates fee-based revenues from customized investment management services for 
high-net-worth clients, as well as fees from mutual funds and other small and middle market institutional investors. 
Asset Management also generates management and incentive fees from our role as general partner for private equity 
and other alternative investment partnerships. Private Investment Management provides comprehensive investment, 
wealth advisory and capital markets execution services to high-net-worth and institutional clients. 
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Our business segment information for the years ended November 30, 2006, 2005 and 2004 is prepared using the 
following methodologies: 

• Revenues and expenses directly associated with each business segment are included in determining income before 
taxes. 

• Revenues and expenses not directly associated with specific business segments are allocated based on the most 
relevant measures applicable, including each segment’s revenues, headcount and other factors. 

• Net revenues include allocations of interest revenue and interest expense to securities and other positions in 
relation to the cash generated by, or funding requirements of, the underlying positions. 

• Business segment assets include an allocation of indirect corporate assets that have been fully allocated to our 
segments, generally based on each segment’s respective headcount figures. 

Business Segments 

 Capital Investment Investment  
In millions Markets Banking Management Total 

At and for the year ended November 30, 2006     
Gross revenues $41,074 $3,160 $2,475 $46,709 
Interest expense 29,068 ― 58 29,126 
Net revenues 12,006 3,160 2,417 17,583 
Depreciation and amortization expense 377 42 95 514 
Other expenses 6,909 2,458 1,797 11,164 
Income before taxes and cumulative effect of     

accounting change $  4,720 $   660 $   525 $  5,905 
Segment assets (in billions) $  493.5 $    1.3 $    8.7 $  503.5 

At and for the year ended November 30, 2005     
Gross revenues $27,545 $2,894 $1,981 $32,420 
Interest expense 17,738 ― 52 17,790 
Net revenues 9,807 2,894 1,929 14,630 
Depreciation and amortization expense 308 36 82 426 
Other expenses 5,927 2,003 1,445 9,375 
Income before taxes $  3,572 $   855 $   402 $  4,829 
Segment assets (in billions) $  401.9 $    1.2 $    7.0 $  410.1

At and for the year ended November 30, 2004     

Gross revenues $17,336 $2,188 $1,726 $21,250 
Interest expense 9,642 — 32 9,674 
Net revenues 7,694 2,188 1,694 11,576 
Depreciation and amortization expense 302 41 85 428 
Other expenses 4,866 1,560 1,185 7,611 
Income before taxes (1) (2) $  2,526 $   587 $   424 $  3,537 
Segment assets (in billions) $  349.9 $    1.1 $    6.2 $  357.2

(1) Before dividends on preferred securities. 
(2) Excludes real estate reconfiguration charge of $19 million. 

Net Revenues by Geographic Region 

Net revenues are recorded in the geographic region of the location of the senior coverage banker or investment advisor 
in the case of Investment Banking or Asset Management, respectively, or where the position was risk managed within 
Capital Markets and Private Investment Management. In addition, certain revenues associated with domestic products 
and services that result from relationships with international clients have been classified as international revenues using 
an allocation consistent with our internal reporting. 
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Net Revenues by Geographic Region 

In millions    
Year ended November 30 2006 2005 2004 
Europe $  4,536 $  3,601 $  2,104 
Asia Pacific and other 1,931 1,759 1,247 
   Total non–U.S. 6,467 5,360 3,351 
U.S. 11,116 9,270 8,225 
   Net revenues $17,583 $14,630 $11,576 

Note 20 Quarterly Information (unaudited) 

The following table presents unaudited quarterly results of operations for 2006 and 2005. Certain amounts reflect 
reclassifications to conform to the current period’s presentation. These quarterly results reflect all normal recurring 
adjustments that are, in the opinion of management, necessary for a fair presentation of the results. Revenues and net 
income can vary significantly from quarter to quarter due to the nature of our business activities. 

Quarterly Information (unaudited) 

In millions, except per share data  2006              2005 
Quarter ended Nov 30 Aug 31 May 31 Feb 28 Nov 30 Aug 31 May 31 Feb 28 
Total revenues $13,160 $11,727 $11,515 $10,307 $9,055 $8,639 $7,335 $7,391 
Interest expense 8,627 7,549 7,104 5,846 5,365 4,787 4,057 3,581 
Net revenues 4,533 4,178 4,411 4,461 3,690 3,852 3,278 3,810 
Non-interest expenses:         
    Compensation and benefits 2,235 2,060 2,175 2,199 1,798 1,906 1,623 1,886 
    Non-personnel expenses 809 751 738 711 675 653 642 618 
Total non-interest expenses 3,044 2,811 2,913 2,910 2,473 2,559 2,265 2,504 
Income before taxes and cumulative        
    effect of accounting change 1,489 1,367 1,498 1,551 1,217 1,293 1,013 1,306 
Provision for income taxes 485 451 496 513 394 414 330 431 
Cumulative effect of          
    accounting change — — — 47 — — — — 
Net income $   1,004 $     916 $   1,002 $   1,085 $   823 $   879 $   683 $   875 
Net income applicable to         
    common stock $      987 $     899 $      986 $   1,069 $   807 $   864 $   664 $   856 
Earnings per share         
    Basic $     1.83 $    1.66 $     1.81 $     1.96 $  1.46 $  1.55 $  1.19 $  1.54 
    Diluted $     1.72 $    1.57 $     1.69 $     1.83 $  1.38 $  1.47 $  1.13 $  1.46 
Weighted-average shares         
    Basic 539.2 540.9 545.1 546.2 551.8 557.3 559.1 557.1 
    Diluted 573.1 573.3 582.8 584.2 585.2 587.4 588.0 588.0 
Dividends per common share $     0.12 $    0.12 $     0.12 $     0.12 $  0.10 $  0.10 $  0.10 $  0.10 
Book value per common         
    share (at period end) $   33.87 $  32.16 $   31.08 $   30.01 $28.75 $27.46 $26.64 $25.88 
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ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 

None. 

ITEM 9A. CONTROLS AND PROCEDURES  

Our management, with the participation of the Chairman and Chief Executive Officer and the Chief Financial 
Officer of Holdings (its principal executive officer and principal financial officer, respectively), evaluated our 
disclosure controls and procedures as of the end of the fiscal year covered by this Report. 

Based on that evaluation, the Chairman and Chief Executive Officer and the Chief Financial Officer have concluded 
that, as of the end of the fiscal year covered by this Report, our disclosure controls and procedures are effective to 
ensure that information required to be disclosed by Holdings in the reports filed or submitted by it under the 
Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the time 
periods specified in the SEC’s rules and forms, and include controls and procedures designed to ensure that 
information required to be disclosed by Holdings in such reports is accumulated and communicated to our 
management, including the Chairman and Chief Executive Officer and the Chief Financial Officer of Holdings, as 
appropriate to allow timely decisions regarding required disclosure. 

Management’s annual report on internal control over financial reporting and the attestation report of our 
independent registered public accounting firm are contained in Part II, Item 8, of this Report and are incorporated 
herein by reference.  There was no change in our internal control over financial reporting that occurred during the 
fourth fiscal quarter of 2006 that has materially affected, or is reasonably likely to materially affect, our internal control 
over financial reporting. 

ITEM 9B. OTHER INFORMATION  

None. 

 

PART III 

ITEM 10.  DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 

Information relating to Directors of the Registrant is set forth under the captions “Nominees for Election as Directors,” 
“Committees of the Board of Directors—Audit Committee” and “—Nominating and Corporate Governance 
Committee” and “Other Matters—Procedures for Recommending Director Candidates to the Nominating and 
Corporate Governance Committee” in the Proxy Statement, and information relating to Executive Officers of the 
Registrant is set forth under the caption “Executive Officers of the Company” in the Proxy Statement, and is 
incorporated herein by reference.   

Information relating to beneficial ownership reporting compliance by Directors and Executive Officers of the 
Registrant pursuant to Section 16(a) of the Exchange Act is set forth under the caption “Section 16(a) Beneficial 
Ownership Reporting Compliance” in the Proxy Statement, and is incorporated herein by reference. 

We have a Code of Ethics which is applicable to all Directors, officers and employees of the Company, including 
the Chairman and Chief Executive Officer and the Chief Financial Officer of Holdings (its principal executive 
officer and principal financial and accounting officer, respectively). The Code of Ethics is available on the 
Corporate Governance page of the Company’s web site at www.lehman.com/shareholder/corpgov.  A copy of the 
Code of Ethics will be provided without charge to any person who requests it by writing to the address or 
telephoning the number indicated under “Available Information” on page 2.  We will disclose on our web site 
amendments to or waivers from our Code of Ethics applicable to Directors or executive officers of Holdings, 
including the Chairman and Chief Executive Officer and the Chief Financial Officer, in accordance with all 
applicable laws and regulations. 
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ITEM 11. EXECUTIVE COMPENSATION 

Information relating to executive compensation is set forth under the captions “Compensation of Directors,” 
“Compensation and Benefits Committee Interlocks and Insider Participation” and “Compensation of Executive 
Officers” in the Proxy Statement and is incorporated herein by reference. 

ITEM 12.  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCKHOLDER MATTERS 

Information relating to security ownership of certain beneficial owners and management is set forth under the captions 
“Security Ownership of Principal Stockholders” and “Security Ownership of Directors and Executive Officers” in the 
Proxy Statement and is incorporated herein by reference. 

Information regarding shares of our common stock authorized for issuance under equity compensation plans is set 
forth under the caption “Proposal 3—Amendment to the 2005 Stock Incentive Plan—Equity Compensation Plan 
Information” in the Proxy Statement and is incorporated herein by reference. 

ITEM 13.  CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 

Information relating to certain relationships and related transactions is set forth under the caption “Certain Transactions 
and Agreements with Directors and Executive Officers” in the Proxy Statement and is incorporated herein by reference. 

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES  

Information relating to fees paid to our independent registered public accounting firm and certain related matters is set 
forth under the caption “Ernst & Young LLP Fees and Services” in the Proxy Statement and is incorporated herein by 
reference. 
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PART IV 

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 

1.  Financial Statements: 
 
The Financial Statements and the Notes thereto and the Report of Independent Registered Public Accounting Firm 
thereon included in this Report are listed on page F-1. 
 
2.  Financial Statement Schedules: 
 
The financial statement schedule and the notes thereto filed as a part hereof are listed on page F-1. 
 
3.  Exhibits: 
 

Exhibit 
No. 

 

  
  

3.01 Restated Certificate of Incorporation of the Registrant dated October 10, 2006 (incorporated by 
reference to Exhibit 3.04 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended 
August 31, 2006) 

3.02 By-Laws of the Registrant, amended as of December 21, 2006 (incorporated by reference to Exhibit 3.01 
to the Registrant’s Current Report on Form 8-K filed with the SEC on December 27, 2006) 

 4.01 Standard multiple series indenture provisions with respect to the senior and subordinated debt securities 
(incorporated by reference to Exhibit 4(a) to Post-Effective Amendment No. 1 to the Registrant’s 
Registration Statement on Form S-3 (Reg. No. 33-16141)) 

 4.02 Indenture with respect to senior debt securities (incorporated by reference to Exhibit 4(b) to 
Post-Effective Amendment No. 1 to the Registrant’s Registration Statement on Form S-3 (Reg. 
No. 33-16141)) 

 4.03 First Supplemental Indenture with respect to senior debt securities (incorporated by reference to 
Exhibit 4(m) to the Registrant’s Registration Statement on Form S-3 (Reg. No. 33-25797)) 

 4.04 Second Supplemental Indenture with respect to senior debt securities (incorporated by reference to 
Exhibit 4(e) to the Registrant’s Registration Statement on Form S-3 (Reg. No. 33-49062)) 

 4.05 Third Supplemental Indenture with respect to senior debt securities (incorporated by reference to 
Exhibit 4(f) to the Registrant’s Registration Statement on Form S-3 (Reg. No. 33-46146)) 

 4.06 Fourth Supplemental Indenture with respect to senior debt securities (incorporated by reference to 
Exhibit 4(f) to Registrant’s Registration Statement on Form 8-A filed with the SEC on October 7, 1993) 

 4.07 Fifth Supplemental Indenture with respect to the senior debt securities (incorporated by reference to 
Exhibit 4(h) to Post-Effective Amendment No. 1 to the Registrant’s Registration Statement on 
Form S-3 (Reg. No. 33-56615)) 

 4.08 Sixth Supplemental Indenture with respect to the senior debt securities (incorporated by reference to 
Exhibit 4(h) to the Registrant’s Registration Statement on Form S-3 (No. 333-38227)) 

 4.09 Indenture with respect to subordinated debt securities (incorporated by reference to Exhibit 2 to the 
Registrant’s Registration Statement on Form 8-A filed with the SEC on February 8, 1996) 

 4.10 First Supplemental Indenture with respect to subordinated debt securities (incorporated by reference to 
Exhibit 3 to the Registrant’s Registration Statement on Form 8-A filed with the SEC on February 8, 
1996) 

 4.11 Second Supplemental Indenture with respect to subordinated debt securities (incorporated by reference 
to Exhibit 4.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on January 27, 1999) 

 4.12 Third Supplemental Indenture with respect to subordinated debt securities (incorporated by reference to 
Exhibit 4.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on April 20, 1999) 

 4.13 Fourth Supplemental Indenture with respect to subordinated debt securities (incorporated by reference to 
Exhibit 4.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on March 17, 2003) 
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 4.14 Fifth Supplemental Indenture with respect to subordinated debt securities (incorporated by reference 
to Exhibit 4.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on October 31, 
2003) 

 4.15 Sixth Supplemental Indenture with respect to subordinated debt securities (incorporated by reference 
to Exhibit 4.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on April 22, 2004) 

 4.16 Seventh Supplemental Indenture with respect to subordinated debt securities (incorporated by 
reference to Exhibit 4.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on 
January 18, 2005) 

 4.17 Eighth Supplemental Indenture with respect to subordinated debt securities (incorporated by 
reference to Exhibit 4.04 to the Registrant’s Registration Statement on Form S-4 (No. 333-129195)) 

 4.18 Ninth Supplemental Indenture with respect to subordinated debt securities (incorporated by reference 
to Exhibit 4.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on October 27, 
2006) 

  The other instruments defining the rights of holders of the long-term debt securities of the Registrant 
and its subsidiaries are omitted pursuant to section (b)(4)(iii)(A) of Item 601 of Regulation S-K. The 
Registrant hereby agrees to furnish copies of these instruments to the Securities and Exchange 
Commission upon request.   

 10.01   Tax Allocation Agreement between Shearson Lehman Brothers Holdings Inc. and American Express 
Company (incorporated by reference to Exhibit 10.2 to the Registrant’s Transition Report on 
Form 10-K for the eleven months ended November 30, 1994) 

 10.02 Amended and Restated Agreements of Limited Partnership of Shearson Lehman Hutton Capital 
Partners II (incorporated by reference to Exhibit 10.48 to the Registrant’s Annual Report on 
Form 10-K for the year ended December 31, 1988) 

 10.03 Amended and Restated Agreement of Limited Partnership of Lehman Brothers Capital Partners III, 
L.P. (incorporated by reference to Exhibit 10.27 to the Registrant’s Annual Report on Form 10-K for 
the fiscal year ended November 30, 1995) 

 10.04 Agreement of Limited Partnership of Lehman Brothers Capital Partners IV, L.P. (incorporated by 
reference to Exhibit 10.20 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended 
November 30, 1997) 

 10.05 Purchase and Sale Agreement dated as of October 19, 2001, between MSDW 745, LLC, as seller, and 
LB 745 LLC, as purchaser (incorporated by reference to Exhibit 10.15 to the Registrant’s Annual 
Report on Form 10-K for the fiscal year ended November 30, 2001)  

 10.06 Amendment to Purchase and Sale Agreement dated as of the October 19, 2001, between MSDW 745, 
LLC, as seller, and LB 745 LLC, as purchaser (incorporated by reference to Exhibit 10.16 to the 
Registrant’s Annual Report on Form 10-K for the fiscal year ended November 30, 2001) 

  10.07 JV Option Agreement dated November 19, 1998, between Rock-Forty-Ninth LLC and LB 745 LLC 
(as assignee of MSDW 745, LLC) (incorporated by reference to Exhibit 10.17 to the Registrant’s 
Annual Report on Form 10-K for the fiscal year ended November 30, 2001) 

 10.08  † Lehman Brothers Inc. Executive and Select Employees Plan (incorporated by reference to 
Exhibit 10.4 to the Registrant’s Registration Statement on Form S-1 (Reg. No. 33-12976)) 

 10.09  † 1999 Neuberger Berman Inc. Directors Stock Incentive Plan (incorporated by reference to Exhibit 
10.1 to Neuberger Berman Inc.’s Registration Statement on Form S-1 (Reg. No. 333-84525)) 

 10.10  † Amendment No. 1 to the 1999 Neuberger Berman Inc. Directors Stock Incentive Plan (incorporated 
by reference to Exhibit 10.17 to Neuberger Berman Inc.’s Annual Report on Form 10-K, for the year 
ended December 31, 2000) 

 10.11  † 1999 Neuberger Berman Inc. Long-Term Incentive Plan (incorporated by reference to Exhibit 10.2 to 
Neuberger Berman Inc.’s Registration Statement on Form S-1 (Reg. No. 333-84525)) 

 10.12  † Amendment No. 1 to the 1999 Neuberger Berman Inc. Long-Term Incentive Plan (incorporated by 
reference to Exhibit 10.18 to Neuberger Berman Inc.’s Annual Report on Form 10-K, for the year 
ended December 31, 2000) 

 10.13  † Neuberger Berman Inc. Wealth Accumulation Plan, Amended and Restated as of September 1, 2000 
(incorporated by reference to Exhibit 10.21 to Neuberger Berman Inc.’s Annual Report on Form 10-
K, for the year ended December 31, 2000) 
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 10.14  † Neuberger Berman Inc. Employee Stock Purchase Plan, Amended and Restated as of September 1, 
2000 (incorporated by reference to Exhibit 10.22 to Neuberger Berman Inc.’s Annual Report on 
Form 10-K, for the year ended December 31, 2000) 

 10.15  † Lehman Brothers Holdings Inc. 1994 Management Ownership Plan, as amended through November 
19, 2002 (incorporated by reference to Exhibit 10.05 to the Registrant’s Annual Report on Form 10-K 
for the fiscal year ended November 30, 2002) 

 10.16  † Lehman Brothers Holdings Inc. 1996 Management Ownership Plan, as amended through November 
19, 2002 (incorporated by reference to Exhibit 10.06 to the Registrant’s Annual Report on Form 10-K 
for the fiscal year ended November 30, 2002)  

 10.17  † Form of Agreement evidencing a grant of Restricted Stock Units to Executive Officers under the 
Lehman Brothers Holdings Inc. 1996 Management Ownership Plan (incorporated by reference to 
Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 
2004) 

 10.18  † Form of Agreement evidencing a grant of Nonqualified Stock Options to Executive Officers under the 
Lehman Brothers Holdings Inc. 1996 Management Ownership Plan (incorporated by reference to 
Exhibit 10.2 to the Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 
2004) 

 10.19  † Lehman Brothers Holdings Inc. Short-Term Executive Compensation Plan, as amended through 
February 19, 2003 (incorporated by reference to Exhibit 10.07 to the Registrant’s Annual Report on 
Form 10-K for the fiscal year ended November 30, 2002) 

 10.20  † Amended and Restated Lehman Brothers Holdings Inc. Employee Incentive Plan, as amended 
through February 19, 2003 (incorporated by reference to Exhibit 10.08 to the Registrant’s Annual 
Report on Form 10-K for the fiscal year ended November 30, 2002) 

 10.21  † Form of Agreement evidencing a grant of Restricted Stock Units to Directors pursuant to the Lehman 
Brothers Holdings Inc. Employee Incentive Plan (incorporated by reference to Exhibit 10.3 to the 
Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 2004) 

 10.22  † Form of Agreement evidencing a grant of Nonqualified Stock Options to Directors pursuant to the 
Lehman Brothers Holdings Inc. Employee Incentive Plan (incorporated by reference to Exhibit 10.4 
to the Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 2004) 

 10.23  † Lehman Brothers Supplemental Retirement Plan, as amended through December 10, 2003 
(incorporated by reference to Exhibit 10.12 to the Registrant’s Annual Report on Form 10-K for the 
fiscal year ended November 30, 2003) 

 10.24  † Lehman Brothers Holdings Inc. Retirement Plan for Non-Employee Directors (incorporated by 
reference to Exhibit 10.28 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended 
November 30, 2004) 

 10.25  † Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan (incorporated by reference to Appendix B 
to the Registrant’s Definitive Proxy Statement for its 2005 Annual Meeting of Stockholders) 

 10.26  † Form of Agreement evidencing a Grant of Restricted Stock Units to Executive Officers under the 
Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to 
Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 
2005) 

 10.27  † Form of Agreement evidencing a grant of Performance-Based Restricted Stock Units to Executive 
Officers under the Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended 
(incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed with 
the SEC on December 7, 2006)  

 10.28  † Form of Agreement evidencing a grant of Nonqualified Stock Options to Executive Officers under the 
Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to 
Exhibit 10.2 to the Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 
2005)  

 10.29  † Form of Agreement evidencing a grant of Restricted Stock Units to Directors under the Lehman 
Brothers Holdings Inc.  2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 
10.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on March 31, 2006) 

B-129



LEHMAN BROTHERS HOLDINGS INC. 

 
- 128 - 

 10.30  † Form of Agreement evidencing a grant of Nonqualified Stock Options to Directors under the Lehman 
Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 
10.2 to the Registrant’s Current Report on Form 8-K filed with the SEC on March 31, 2006) 

 10.31  †* Base Salaries of Named Executive Officers of the Registrant  
 10.32  † Compensation for Non-Management Directors of the Registrant (incorporated by reference to Exhibit 

10.05 to the Registrant’s Quarterly Report on Form 10-Q for the quarterly period ended February 
28, 2006)   

 10.33  † Lehman Brothers Holdings Inc. Amended and Restated Deferred Compensation Plan for 
Non-Employee Directors (incorporated by reference to Exhibit 10.1 to the Registrant’s Current 
Report on Form 8-K filed with the SEC on June 10, 2005) 

 10.34  † Letter Agreement between Lehman Brothers Holdings Inc. and Jonathan E. Beyman dated as of April 
6, 2006 (incorporated by reference to Exhibit 10.06 to the Registrant’s Quarterly Report on Form 10-
Q for the quarterly period ended February 28, 2006) 

 11.01  Computation of Per Share Earnings (omitted in accordance with section (b)(11) of Item 601 of 
Regulation S-K; the calculation of per share earnings is set forth in Part II, Item 8, in Note 14 to the 
Consolidated Financial Statements (Earnings Per Common Share)) 

 12.01* Computations in support of ratios of earnings to fixed charges and to combined fixed charges and 
preferred stock dividends 

 21.01* List of the Registrant’s Subsidiaries 
 23.01* Consent of Ernst & Young LLP 
 24.01* Powers of Attorney 
 31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 32.01* Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 

906 of the Sarbanes-Oxley Act of 2002  (This certification is being furnished and shall not be deemed 
“filed” with the Commission for purposes of Section 18 of the Exchange Act, or otherwise subject to 
the liability of that section, and shall not be deemed to be incorporated by reference into any filing 
under the Securities Act or the Exchange Act, except to the extent that the Registrant specifically 
incorporates it by reference.) 

 32.02* Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 
906 of the Sarbanes-Oxley Act of 2002 (This certification is being furnished and shall not be deemed 
“filed” with the Commission for purposes of Section 18 of the Exchange Act, or otherwise subject to 
the liability of that section, and shall not be deemed to be incorporated by reference into any filing 
under the Securities Act or the Exchange Act, except to the extent that the Registrant specifically 
incorporates it by reference.) 

______________________________ 
* Filed/furnished herewith. 
† Management contract or compensatory plan or arrangement required to be filed as an exhibit to this Form 10-K 

pursuant to Item 15(b) of Form 10-K. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly 
caused this Annual Report to be signed on its behalf by the undersigned, thereunto duly authorized. 

   LEHMAN BROTHERS HOLDINGS INC. 
(REGISTRANT) 
 

 February 13, 2007 By: /s/ CHRISTOPHER M. O’MEARA 
   Christopher M. O’Meara 

Chief Financial Officer, Controller and 
Executive Vice President 

 
Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the 
following persons on behalf of the Registrant and in the capacities and on the dates indicated. 
 

Signature     Title Date 
   

/s/ RICHARD S. FULD, JR. 
Richard S. Fuld, Jr. 

 

Chief Executive Officer and 
 Chairman of the Board of Directors  
 (principal executive officer) 

February 13, 2007 
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Roger S. Berlind 
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 LEHMAN BROTHERS HOLDINGS INC. Schedule I 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

 
Statement of Income 

(Parent Company Only) 
 
In millions  
Year ended November 30 2006 2005  2004

Interest and dividends  $7,392  $3,752  $2,334 

Principal transactions and other 630 631  1,085
   Total revenues  8,022  4,383  3,419 

Interest expense  8,313  4,560  2,874 

Net revenues (291) (177) 545

Equity in income of subsidiaries  4,613  3,836  2,733 

Non-interest expenses  867  1,038  1,295 

Real estate reconfiguration charge  ―  ―  19 

Income before taxes and cumulative effect of accounting change  3,455  2,621  1,964 

Provision (benefit) for income taxes  (527)  (639)  (405) 

Income before cumulative effect of accounting change  3,982  3,260  2,369 

Cumulative effect of accounting change  25  ―  ― 
Net income $4,007 $3,260 $2,369

Net income applicable to common stock  $3,941  $3,191  $2,297 
 

See Notes to Condensed Financial Information of Registrant. 
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 LEHMAN BROTHERS HOLDINGS INC. Schedule I 

CONDENSED FINANCIAL INFORMATION OF REGISTRANT 
Statement of Financial Condition 

 (Parent Company Only) 

(1) 2005 balances and share amounts have been retroactively adjusted to give effect for the 2-for-1 common stock split, effected in the form of a 
100% stock dividend, which became effective April 28, 2006. 

See Notes to Condensed Financial Information of Registrant. 

In millions, except share data  
November 30 2006  2005
Assets   
Cash and cash equivalents  $    3,435  $    4,053 
Cash segregated and on deposit for regulatory and other purposes  51  48 
Financial instruments and other inventory positions owned:   
       (including $9,575 in 2006 and $7,661 in 2005 pledged as collateral)  17,866  22,087 
Receivables and accrued interest  591  269 
Other assets  4,354  4,113 
Due from subsidiaries  95,640  56,195 
Equity in net assets of subsidiaries  19,333  16,062 

Total assets $141,270 $102,827

Liabilities and Stockholders’ Equity   
Short-term borrowings and current portion of long-term borrowings    
       (including $2,295 in 2006 and $0 in 2005 at fair value)  $  10,721  $    7,221 
Financial instruments and other inventory positions sold but not yet purchased  92  238 
Collateralized financing  6,136  13,158 
Accrued liabilities and other payables  2,286  1,570 
Due to subsidiaries  45,389  27,486 
Long-term borrowings (including $864 in 2006 and $0 in 2005 at fair value)  57,455  36,360 

Total liabilities  122,079  86,033 
Commitments and contingencies   
Stockholders’ Equity   
Preferred stock  1,095  1,095 
Common stock, $0.10 par value (1);   
   Shares authorized: 1,200,000,000 in 2006 and 2005;   

Shares issued: 609,832,302 in 2006 and 605,337,946 in 2005;   

Shares outstanding: 533,368,195 in 2006 and 542,874,206 in 2005  61  61 

Additional paid-in capital (1)  8,727  6,283 
Accumulated other comprehensive loss, net of tax  (15)  (16) 
Retained earnings  15,857  12,198 
Other stockholders’ equity, net  (1,712)  765 
Common stock in treasury, at cost (1): 76,464,107 shares in 2006 and   
     62,463,740 shares in 2005  (4,822)  (3,592) 
Total common stockholders’ equity 18,096 15,699
Total stockholders’ equity 19,191 16,794

Total liabilities and stockholders’ equity $141,270 $102,827
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 LEHMAN BROTHERS HOLDINGS INC. Schedule I 

CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

Statement of Cash Flows 
(Parent Company Only) 

In millions  
Year ended November 30 2006 2005  2004

Cash Flows From Operating Activities    
Net income $    4,007 $    3,260  $   2,369
Adjustments to reconcile net income to net cash  

used in operating activities:  
Equity in income of subsidiaries (4,613) (3,836)  (2,733)
Depreciation and amortization 164 115  126
Deferred tax provision (benefit) 250 39  (88)
Tax benefit from the issuance of stock-based awards — 1,005  468
Non-cash compensation 1,706 1,055  800
Cumulative effect of accounting change (25) —  —
Other adjustments 16 22  40
Net change in:  

Cash segregated and on deposit for  
    regulatory and other purposes (3) (48)  —
Financial instruments and other inventory positions owned 6,013 (15,284)  3,475
Financial instruments and other inventory positions sold  
    but not yet purchased (146) 64  (71)
Collateralized agreements and collateralized financing, net (7,022) 12,775  (1,657)
Other assets and payables, net (1,677) (1,039)  (777)
Due to/from affiliates, net (21,542) 1,553  (11,639)

Net cash used in operating activities  (22,872)  (319)  (9,687) 

Cash Flows From Investing Activities    
Dividends received 2,974 2,394  2,502
Capital contributions from/to subsidiaries, net (1,348) (1,272)  (967)
Purchase of property, equipment and leasehold improvements, net (331) (243)  (120)
Business acquisitions, net of cash acquired — —  (130)
Net cash provided by investing activities  1,295  879  1,285 

Cash Flows From Financing Activities    
Tax benefit from the issuance of stock-based awards 836 —  —
Issuance of short-term borrowings, net 295 231  31
Issuance of long-term borrowings 30,231 11,862  14,759
Principal payments of long-term borrowings (8,020) (8,239)  (8,348)
Issuance of common stock 119 230  108
Issuance of treasury stock 518 1,015  551
Purchase of treasury stock (2,678) (2,994)  (1,693)
(Retirement) issuance of preferred stock — (250)  300
Dividends paid (342) (302)  (258)
Net cash provided by financing activities  20,959  1,553  5,450 
Net change in cash and cash equivalents  (618)  2,113  (2,952) 
Cash and cash equivalents, beginning of period  4,053  1,940  4,892 
Cash and cash equivalents, end of period  $    3,435  $     4,053  $   1,940 

Supplemental Disclosure of Cash Flow Information (in millions) 
Interest paid totaled $7,937, $4,563 and $2,832 in 2006, 2005 and 2004, respectively. 
Income taxes received totaled $1,602, $1,876 and $410 in 2006, 2005 and 2004, respectively. 
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NOTES TO CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

(Parent Company Only) 
 

 
F-6 

Note 1 Basis of Presentation 

The condensed financial information of Lehman Brothers Holdings Inc. (“Holdings, ” “we,” “us” or “our”) should be 
read in conjunction with the Consolidated Financial Statements of Lehman Brothers Holdings Inc. (collectively, the 
“Company”) and the notes thereto. Certain prior period amounts reflect reclassifications to conform to the current 
period’s presentation. Equity in net assets of subsidiaries is accounted for in accordance with the equity method of 
accounting. 

Note 2 Financial Instruments  

Financial instruments and other inventory positions owned and Financial instruments and other inventory positions sold 
but not yet purchased are recorded at fair value and were comprised of the following: 

    

In millions Owned 
          Sold But Not 

Yet Purchased 
November 30 2006 2005 2006 2005
Mortgages and mortgaged-backed $16 311 $20 751 $ — $ —
Derivatives and other contractual agreements 1,007 681 92 232
Corporate debt and other 548 655 — 6
 $17,866 $22,087 $  92 $238

Note 3 Short-Term Borrowings 

Short-term borrowings consist of the following: 

Short-Term Borrowings 

In millions   
November 30 2006  2005 
Current portion of long-term borrowings $  8,598 $5,393 
Commercial paper 1,432 1,581 
Other short-term debt 691 247 
 $10,721 $7,221

At November 30, 2006 and 2005, the weighted-average interest rates for short-term borrowings, after the effect of 
hedging activities, were 5.77% and 4.45%, respectively. 

At November 30, 2006, short-term borrowings include structured notes of approximately $2.3 billion carried at fair 
value in accordance with our adoption of Statement of Financial Accounting Standards 155, Accounting for Certain 
Hybrid Financial Instruments (“SFAS 155”).  

Note 4 Long-Term Borrowings 

Long-term borrowings (excluding borrowings with remaining maturities within one year of the financial statement 
date) consist of the following: 

In millions  
November 30 2006 2005
Senior notes $53 718 $34 872
Subordinated notes 3,737 1,488

$57,455 $36,360
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Maturity Profile 

The maturity dates of long-term borrowings are as follows: 

       U.S. Dollar      Non–U.S. Dollar    Total
In millions Fixed Floating Fixed Floating
November 30 Rate Rate Rate Rate  2006 2005
Maturing in fiscal 2007 $ — $ — $ — $ — $ — $ 8,975
Maturing in fiscal 2008 3,732 8,159 30 1,169  13,090 5,462
Maturing in fiscal 2009 1,543 5,280 288 1,866  8,977 3,876
Maturing in fiscal 2010 3,547 146 1,199 —  4,892 4,478
Maturing in fiscal 2011 2,164 1,966 786 5,046  9,962 1,761
December 1, 2011 and thereafter 10,094 2,666 2,486 5,288  20,534 11,808

$21,080 $18,217 $4,789 $13,369 $57,455 $36,360

The weighted-average contractual interest rates on U.S. dollar and non–U.S. dollar borrowings were 5.46% and 3.83%, 
respectively, at November 30, 2006 and 5.42% and 3.00%, respectively, at November 30, 2005. 

At November 30, 2006, $6.1 billion of long-term borrowings are redeemable prior to maturity at our option under 
various terms and conditions. These obligations are reflected in the above table at their contractual maturity dates. 
Extendible debt structures totaling approximately $2.9 billion are shown in the above table at their earliest maturity 
dates. The maturity date of extendible debt is automatically extended unless the debt holders instruct us to redeem their 
debt at least one year prior to the earliest maturity date. 

At November 30, 2006, our U.S. dollar and non–U.S. dollar debt portfolios included approximately $3.3 billion and 
$0.4 billion, respectively, of structured notes for which the interest rates and/or redemption values are linked to the 
performance of an underlying measure (including industry baskets of stocks, commodities or credit events). Generally, 
such notes are issued as floating rate notes or the interest rates on such index notes are effectively converted to floating 
rates based primarily on LIBOR through the use of derivatives. 

At November 30, 2006, long-term borrowings include structured notes of approximately $864 million carried at fair 
value in accordance with our adoption of SFAS 155. 

End–User Derivative Activities 

We use a variety of derivative products including interest rate and currency swaps as an end-user to modify the interest 
rate characteristics of our long-term borrowings portfolio. We use interest rate swaps to convert a substantial portion of 
our fixed-rate debt to floating interest rates to more closely match the terms of assets being funded and to minimize 
interest rate risk. In addition, we use cross–currency swaps to hedge our exposure to foreign currency risk arising from 
our non–U.S. dollar debt obligations, after consideration of non–U.S. dollar assets that are funded with long-term debt 
obligations in the same currency. In certain instances, we may use two or more derivative contracts to manage the 
interest rate nature and/or currency exposure of an individual long-term borrowings issuance. 
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End–User Derivative Activities resulted in the following mix of fixed and floating rate debt: 

Long-Term Borrowings After End–User Derivative Activities 

In millions 
November 30 2006
U.S. dollar obligations: 
   Fixed rate $     875
   Floating rate 47,950
Total U.S. dollar obligations 48,825
Non–U.S. dollar obligations 8,630

$57,455
November 30 2005
U.S. dollar obligations: 
    Fixed rate $     706
    Floating rate 28,762
Total U.S. dollar obligations 29,468
Non–U.S. dollar obligations 6,892

$36,360
The weighted-average effective interest rates after end–user derivative activities on U.S. dollar, non–U.S. dollar, and 
total borrowings were 5.63%, 3.67%, and 5.34%, respectively, at November 30, 2006. The weighted-average effective 
interest rates after end–user derivative activities on U.S. dollar, non–U.S. dollar, and total borrowings were 4.64%, 
2.61%, and 4.26%, respectively, at November 30, 2005. 

Credit Facilities 

We use both committed and uncommitted bilateral and syndicated long-term bank facilities to complement our long-
term debt issuance. In particular, Holdings maintains a $2.0 billion unsecured, committed revolving credit agreement 
with a syndicate of banks which expires in February 2009. Our ability to borrow under such facilities is conditioned on 
complying with customary lending conditions and covenants. We have maintained compliance with the material 
covenants under these credit agreements at all times. As of November 30, 2006, there were no borrowings against this 
facility.  

Note 5 Commitments, Contingencies and Guarantees 

We guarantee certain long-term borrowings issued by subsidiaries totaling $21.7 billion and $14.9 billion at November 
30, 2006 and 2005, respectively. In addition, we guarantee certain liquidity facilities and certain subsidiaries’ derivative 
and other obligations. We also guarantee all the obligations of certain subsidiaries and selected obligations of other 
subsidiaries, which obligations may be included in the amounts discussed above. 

Note 6 Related Party Transactions 

In the normal course of business, we engage in various securities trading and financing activities with many of our 
subsidiaries (the “Related Parties”). Included within non-interest expenses are management fees associated with 
affiliate services provided, of $251 million, $423 million and $523 million in 2006, 2005 and 2004, respectively. 
Various charges, such as compensation and benefits, occupancy, administration and computer processing are allocated 
among the Related Parties, based on specific identification and other allocation methods. 

We and our subsidiaries raise money through short- and long-term funding in capital markets, which is used to fund the 
operations of certain of our wholly-owned subsidiaries. We believe amounts arising through related party transactions, 
including those allocated expenses referred to above, are reasonable and approximate the amounts that would have been 
recorded if we operated as an unaffiliated entity. 
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Amounts outstanding to and from Related Parties are reflected in the Statement of Financial Condition as set forth 
below: 

In millions 2006 2005
November 30 Assets Liabilities Assets Liabilities
Cash on deposit with affiliates $ 270 $ — $ 2 034 $ —
Derivative and other contractual agreements 1,009       12     681    142
Advances from/to subsidiaries 78,047 34,427 45,420 19,767
Securities purchased/sold under agreements  
    to resell/repurchase 17,593 10,962 10,775 7,719
Long-term borrowings — 722 — 813

Dividends declared to us by our subsidiaries and affiliates were approximately $3.0 billion, $2.4 billion and $2.5 billion 
in 2006, 2005 and 2004, respectively. 

Certain covenants contained in various debt agreements may restrict our ability to withdraw capital from our regulated 
subsidiaries, which in turn could limit our ability to pay dividends to shareholders. At November 30, 2006, 
approximately $8.1 billion of net assets of subsidiaries were restricted as to the payment of dividends to us. 

Note 7 Real Estate Reconfiguration Charge 

In connection with the Company’s decision in 2002 to reconfigure certain of our global real estate facilities, we 
established a liability for the expected losses from subleasing such facilities, principally our downtown New York City 
offices after the events of September 11, 2001. During 2004, Lehman Brothers Inc. (“LBI”), a wholly-owned 
subsidiary, exited virtually all of its remaining leased space at its downtown New York City location, which clarified 
the loss on the location and resulted in the $19 million charge ($11 million after tax).  

During the years ended November 30, 2006 and 2005, changes in the liability, related to these charges were as follows: 

 

In millions 
Beginning 
Balance 

Real Estate 
Reconfiguration Used 

Ending 
Balance 

Year ended November 30, 2005 $64 $— $(26) $38
Year ended November 30, 2006 38 — (20) 18

Note 8 Condensed Consolidating Financial Statement Schedules 

LBI had approximately $1.1 billion of debt securities outstanding at November 30, 2006 that were issued in registered 
public offerings and were therefore subject to the reporting requirements of Sections 13(a) and 15(d) of the Securities 
Exchange Act of 1934 (“the Exchange Act”). Holdings has fully and unconditionally guaranteed these outstanding debt 
securities of LBI (and any debt securities of LBI that may be issued in the future under these registration statements), 
which, together with the information presented in this Note 8, allows LBI to avail itself of an exemption provided by 
SEC rules from the requirement to file separate LBI reports under the Exchange Act. See Note 13 to the 2006 
Consolidated Financial Statements included in this Form 10-K for a discussion of restrictions on the ability of Holdings 
to obtain funds from its subsidiaries by dividend or loan. 

During September 2006, certain wholly-owned subsidiaries of LBI were sold to Holdings at their then carrying 
values as part of a corporate restructuring. In accordance with Statement of Financial Accounting Standards (“SFAS”) 
141, Business Combinations, the accompanying condensed consolidating financial statements report the results of 
operations of LBI excluding the results of these entities. As a result, LBI’s net income for the year ended November 
30, 2006 does not include approximately $99 million earned by these entities through September 2006 when they 
were transferred. In addition, LBI’s opening retained earnings for the year ended November 30, 2006 was reduced 
by approximately $229 million, representing the carrying value of these transferred entities at November 30, 2005. 
In addition, this sale has been retrospectively applied in the condensed consolidating financial statements as of and 
for the years ended November 30, 2005 and 2004. 
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The following schedules set forth our condensed consolidating statements of income for the years ended November 30, 
2006, 2005 and 2004; our condensed consolidating balance sheets at November 30, 2006 and 2005, and our condensed 
consolidating statements of cash flows for the years ended November 30, 2006, 2005 and 2004. In the following 
schedules, “Holdings” refers to the unconsolidated balances of Holdings, “LBI” refers to the unconsolidated balances 
of Lehman Brothers Inc. and “Other Subsidiaries” refers to the combined balances of all other subsidiaries of Holdings. 
“Eliminations” represents the adjustments necessary to (a) eliminate intercompany transactions and (b) eliminate our 
investments in subsidiaries. 

Other

In millions Holdings LBI Subsidiaries Eliminations Total

Condensed Consolidating Statement of Income for the Year Ended November 30, 2006 

Net revenues $ (291) $6,483 $11,391 $ — $17,583

Equity in net income of subsidiaries 4,613 523 — (5,136) —
Total non-interest expenses 867 4,252 6,559 — 11,678

Income before taxes and cumulative effect of
    accounting change  3,455 2,754 4,832  (5,136) 5,905 

Provision (benefit) for income taxes (527) 875 1,597 — 1,945

Income before cumulative effect of
    accounting change  3,982 1,879 3,235  (5,136) 3,960 

Cumulative effect of accounting change 25 22 — — 47
Net income  $4,007 $1,901 $  3,235  $(5,136) $  4,007 
      
Condensed Consolidating Statement of Income for the Year Ended November 30, 2005 

Net revenues $ (177) $ 4,394 $10,413 $ — $14,630

Equity in net income of subsidiaries 3,836 688 — (4,524) —
Total non-interest expenses 1,038 3,138 5,625 — 9,801

Income before taxes  2,621 1,944 4,788  (4,524) 4,829 

Provision (benefit) for income taxes (639) 491 1,717 — 1,569
Net income $  3,260 $ 1,453 $  3,071  $(4,524) $  3,260 
 
Condensed Consolidating Statement of Income for the Year Ended November 30, 2004 

Net revenues $ 545 $4,733 $6,298 $ — $11,576
Equity in net income of subsidiaries 2,733 250 — (2,983) —
Total non-interest expenses 1,314 3,284 3,460 — 8,058

Income before taxes and dividends on
    securities subject to mandatory redemption  1,964 1,699 2,838  (2,983) 3,518 
Provision (benefit) for income taxes  (405) 563 967  — 1,125 

Dividends on preferred securities subject to 
    mandatory redemption  — — 24  — 24 

Net income  $2,369 $1,136 $1,847  $(2,983) $  2,369 
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Condensed Consolidating Balance Sheet at November 30, 2006 

Other

In millions Holdings LBI Subsidiaries Eliminations Total
Assets      
Cash and cash equivalents $    3,435 $       534 $    4,369  $     (2,351) $    5,987 

Cash  segregated and on deposit for      
    regulatory and other purposes 51 3,256 2,784  — 6,091 
Financial instruments and other inventory       
    positions owned and Securities received as      
    collateral 17,866 75,025 178,798  (38,994) 232,695 
Collateralized agreements — 148,148 70,909  — 219,057 

Receivables and other assets 4,945 12,998 27,911  (6,139) 39,715 

Due from subsidiaries 95,640 66,074 434,208  (595,922) — 

Equity in net assets of subsidiaries 19,333 1,267 43,532  (64,132) — 

Total assets $141,270 $307,302 $762,511  $(707,538) $503,545 
Liabilities and stockholders’ equity 
Short-term borrowings including the current   
    portion of long-term borrowings $  10,721 $       538 $    9,412  $         (33) $ 20,638 

Financial instruments and other inventory       
    positions sold but not yet purchased and       
    Obligation to return securities       
    received as collateral 92 59,533 109,869  (37,435) 132,059
Collateralized financing 6,136 88,372 75,950  — 170,458 

Accrued liabilities and other payables 2,286 18,893 44,599  (7,169) 58,609 

Due to subsidiaries 45,389 130,145 376,137  (551,671) — 

Deposits at banks — — 23,786  (2,374) 21,412 

Long-term borrowings 57,455 5,821 62,626  (44,724) 81,178 

Total liabilities 122,079 303,302 702,379  (643,406) 484,354 
Total stockholders’ equity 19,191 4,000 60,132  (64,132) 19,191 

Total liabilities and stockholders’ equity $141,270 $307,302 $762,511  $(707,538) $503,545 
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Condensed Consolidating Balance Sheet at November 30, 2005 

   Other   

In millions Holdings LBI Subsidiaries Eliminations Total 
Assets      

Cash and cash equivalents $    4,053 $       447 $    2,434  $    (2,034) $    4,900 

Cash  and securities segregated and on deposit for      
    regulatory and other purposes 48 2,806 2,890  ― 5,744 

Financial instruments and other inventory       
    positions owned and Securities received      
    as collateral 22,087 56,936 154,023  (50,633) 182,413 

Collateralized agreements ― 126,399 58,265  ― 184,664 

Receivables and other assets 4,382 10,268 25,869  (8,177) 32,342 

Due from subsidiaries 56,195 37,768 289,590  (383,553) ― 

Equity in net assets of subsidiaries 16,062 992 35,396  (52,450) ― 

Total assets $102,827   $235,616 $568,467  $(496,847) $410,063 
Liabilities and stockholders’ equity 

Short-term borrowings including the current      

    portion of long-term borrowings $    7,221 $       418 $    3,712  $          ― $  11,351 

Financial instruments and other inventory       
    positions sold but not yet purchased and      
    Obligation to return securities received      
    as collateral 238 55,224 109,685  (49,595) 115,552 

Collateralized financing 13,158 70,739 68,528  ― 152,425 

Accrued liabilities and other payables 1,570 19,050 29,614  (5,259) 44,975 

Due to subsidiaries 27,486 81,007 247,235  (355,728) ― 

Deposits at banks ― ― 18,588  (3,521) 15,067 

Long-term borrowings 36,360 5,619 42,214  (30,294) 53,899 

Total liabilities 86,033 232,057 519,576  (444,397) 393,269 

Total stockholders’ equity 16,794 3,559 48,891  (52,450) 16,794 

Total liabilities and stockholders’ equity $102,827 $235,616 $568,467  $(496,847) $410,063 
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Condensed Consolidating Statement of Cash Flows for the Year Ended November 30, 2006 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Cash Flows from Operating Activities      
Net income  $  4,007  $  1,901  $  3,235  $  (5,136) $  4,007 
Adjustments to reconcile net income to net cash      

provided by (used in) operating activities:      
Equity in income of subsidiaries  (4,613)  (523)  ―  5,136  ― 
Depreciation and amortization  164  51  299  ―  514 
Deferred tax provision (benefit)  250  (346)  36  ―  (60) 
Non-cash compensation  1,706  ―  ―  ―  1,706 
Cumulative effect of accounting change  (25)  (22)  ―  ―  (47) 
Other adjustments  16  15  (28)  ―  3 
Net change in:      

Cash segregated and on deposit      
               for regulatory and other purposes  (3)  (450)  106  ―  (347) 

Financial instruments and other inventory      
positions owned  6,013  (17,937)  (22,538)  (11,640) (46,102) 

Financial instruments and other inventory      
               positions sold but not yet purchased  (146)  4,162  (952)  12,160  15,224 

Collateralized agreements and      
collateralized financing, net  (7,022)  (4,116)  (5,222)  ― (16,360) 

Other assets and payables, net  (1,677)  (2,538)  13,176  (3,875)  5,086 
Due to/from affiliates, net  (21,542)  20,832  (15,876)  16,586  ― 

Net cash provided by (used in) operating activities  (22,872)  1,029  (27,764)  13,231 (36,376) 

Cash Flows from Investing Activities      
Dividends received/(paid)  2,974  (1,124)  (1,850)  ―  ― 
Purchase of property, equipment and leasehold      

improvements, net  (331)  (33)  (222)  ―  (586) 
Business acquisitions, net of cash acquired  ―  ―  (206)  ―  (206) 
Capital contributions from/to subsidiaries, net  (1,348)  (100)  1,448  ―  ― 
Net cash provided by (used in) investing activities  1,295  (1,257)  (830)  ―  (792) 

Cash Flows from Financing Activities      
Derivative contracts with a financing element  ―  ―  159  ―  159 
Tax benefit from the issuance of stock-based 

awards  836  ―  ―  ―  836 
Issuance of short-term borrowings, net  295  123  4,434  (33)  4,819 
Deposits at banks  ―  ―  5,198  1,147  6,345 
Issuance of long-term borrowings  30,231  516  39,809  (22,441)  48,115 
Principal payments of long-term borrowings  (8,020)  (324)  (19,071)  7,779 (19,636) 
Issuance of common stock  119  ―  ―  ―  119 
Issuance of treasury stock  518  ―  ―  ―  518 
Purchase of treasury stock  (2,678)  ―  ―  ―  (2,678) 
Dividends paid  (342)  ―  ―  ―  (342) 
Net cash provided by financing activities  20,959  315  30,529  (13,548)  38,255 
Net change in cash and cash equivalents  (618)  87  1,935  (317)  1,087 
Cash and cash equivalents, beginning of period  4,053  447  2,434  (2,034)  4,900 
Cash and cash equivalents, end of period  $  3,435  $  534  $  4,369  $  (2,351) $  5,987 
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Condensed Consolidating Statement of Cash Flows for the Year Ended November 30, 2005 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Cash Flows from Operating Activities      
Net income  $   3,260 $  1,453  $     3,071  $(4,524) $  3,260 
Adjustments to reconcile net income to net cash      

provided by (used in) operating activities:      
Equity in income of subsidiaries  (3,836)  (688)  —  4,524  — 
Depreciation and amortization  115  48  263  —  426 
Deferred tax provision (benefit)  39  (102)  (439)  —  (502) 
Tax benefit from the issuance of stock-based   1,005  —  —  —  1,005 
    awards      
Non-cash compensation  1,055  —  —  —  1,055 
Other adjustments  22  33  118  —  173 

        Net change in:      
             Cash and securities segregated and on       
                deposit for regulatory and other purposes  (48)  (1,215)  (396)  —  (1,659) 
             Financial instruments and other inventory      
                positions owned  (15,284)  (8,382)  (22,712)  9,726 (36,652) 
            Financial instruments and other inventory      
                positions sold but not yet purchased  64   20,564  2,384  (8,856)  14,156 
            Collateralized agreements and       
                collateralized financing, net  12,775 (21,038)  14,118  —  5,855 
            Other assets and payables, net  (1,039)  3,543  (4,332)  2,506  678 
            Due to/from affiliates, net  1,553  5,745  (10,573)  3,275  — 
Net cash provided by (used in) operating activities  (319)  (39)  (18,498)  6,651 (12,205) 

Cash Flows from Investing Activities      
Dividends received/(paid)  2,394  (259)  (2,135)  —  — 
Purchase of property, equipment and leasehold      

improvements, net  (243)  (31)  (135)  —  (409) 
Business acquisitions, net of cash acquired  —  (5)  (33)  —  (38) 
Capital contributions from/to subsidiaries, net  (1,272)  —  1,272  —  — 
Net cash provided by (used in) investing activities  879  (295)  (1,031)  —  (447) 

Cash Flows from Financing Activities       
Derivative contracts with a financing element  —  —  140  —  140 
Issuance of short-term borrowings, net  231  (174)  27  —  84 
Deposits at bank  —  —  8,238  (3,521)  4,717 
Issuance of long-term borrowings  11,862  500  17,332  (5,989)  23,705 
Principal payments of long-term borrowings  (8,239)  (102)  (6,717)  825 (14,233) 
Issuance of common stock  230  —  —  —  230 
Issuance of treasury stock  1,015  —  —  —  1,015 
Purchase of treasury stock  (2,994)  —  —  —  (2,994) 
Retirement of preferred stock  (250)  —  —  —  (250) 
Dividends paid  (302)  —  —  —  (302) 
Net cash provided by financing activities  1,553  224  19,020  (8,685)  12,112 
Net change in cash and cash equivalents  2,113  (110)  (509)  (2,034)  (540) 
Cash and cash equivalents, beginning of period  1,940  557  2,943  —  5,440 
Cash and cash equivalents, end of period  $   4,053  $    447  $     2,434  $(2,034) $  4,900 
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Condensed Consolidating Statement of Cash Flows for the Year Ended November 30, 2004 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Cash Flows from Operating Activities      
Net income $  2,369 $ 1,136  $     1,847  $(2,983) $    2,369 
Adjustments to reconcile net income to net cash      

provided by (used in) operating activities:      
Equity in income of subsidiaries  (2,733)  (250)  —  2,983  — 
Depreciation and amortization  126  28  274  —  428 
Deferred tax provision (benefit)  (88)  (144)  158  —  (74) 
Tax benefit from the issuance of stock-based        
    awards  468  —  —  —  468 
Non-cash compensation  800  —  —  —  800 
Real estate reconfiguration charge  19  —  —  —  19 
Other adjustments  21  41  23  —  85 
Net change in:      

Cash and securities segregated and on       
    deposit for regulatory and other purposes  —  329  (1,314)  —  (985) 
Financial instruments and other inventory      

positions owned  3,475  (998)  (2,913)  (8,500)  (8,936) 
Financial instruments and other inventory      

positions sold but not yet purchased  (71)  (997)  17,960  6,579  23,471 
Collateralized agreements and       

collateralized financing, net  (1,657) (21,279)  (12,182)  —  (35,118) 
Other assets and payables, net  (777)  1,725  2,480  475  3,903 
Due to/from affiliates, net (11,639)  21,105  (14,555)  5,089  — 

Net cash provided by (used in) operating activities  (9,687)  696  (8,222)  3,643  (13,570) 

Cash Flows from Investing Activities      
Dividends received/(paid)  2,502  (575)  (1,927)  —  — 
Purchase of property, equipment and leasehold      

improvements, net  (120)  (21)  (260)  —  (401) 
Business acquisitions, net of cash acquired  (130)  —  —  —  (130) 
Capital contributions from/to subsidiaries, net  (967)  (200)  1,167  —  — 
Net cash provided by (used in) investing activities  1,285  (796)  (1,020)  —  (531) 

Cash Flows from Financing Activities       
Derivative contracts with a financing element  —  —  334  —  334 
Issuance of short-term borrowings, net  31  193  302  —  526 
Deposits at bank  —  —  2,083  3  2,086 
Issuance of long-term borrowings  14,759  513  10,372  (5,159)  20,485 
Principal payments of long-term borrowings  (8,348)  (208)  (3,777)  1,513  (10,820) 
Issuance of common stock  108  —  —  —  108 
Issuance of treasury stock  551  —  —  —  551 
Purchase of treasury stock  (1,693)  —  —  —  (1,693) 
Issuance of preferred stock  300  —  —  —  300 
Dividends paid  (258)  —  —  —  (258) 
Net cash provided by financing activities  5,450  498  9,314  (3,643)  11,619 
Net change in cash and cash equivalents  (2,952)  398  72  —  (2,482) 
Cash and cash equivalents, beginning of period  4,892  159  2,871  —  7,922 
Cash and cash equivalents, end of period $  1,940 $    557  $     2,943  $        — $   5,440 
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Exhibit No.   Exhibit 
 
  10.31 Base Salaries of Named Executive Officers of the Registrant 

 12.01* Computation in support of ratios of earnings to fixed charges and to combined fixed charges and 
preferred stock dividends 
 

 21.01* List of the Registrant’s Subsidiaries 
 

 23.01 Consent of Ernst & Young LLP 
 

 24.01 Powers of Attorney 
 

 31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 

 31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 

 32.01* Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  
Section 906 of the Sarbanes-Oxley Act of 2002 
 

 32.02* Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  
Section 906 of the Sarbanes-Oxley Act of 2002 
 

___________ 
 
*Included in this booklet. 
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                              EXHIBIT 12.01 
 

 
Computation of Ratios of Earnings to Fixed Charges and 

to Combined Fixed Charges and Preferred Stock Dividends 
(Unaudited) 

 
Dollars in millions 
Year ended November 30 2006 2005 2004 2003 2002  
Pre-tax earnings from continuing operations $  5,905 $  4,829 $  3,518 $  2,536 $  1,399
  
Add: Fixed charges (excluding capitalized interest) 29,323 18,040 9,773 8,724 10,709
  
Pre-tax earnings before fixed charges $35,228 $22,869 $13,291 $11,260 $12,108
  

Fixed charges: 
 Interest $29,126 $17,790 $  9,674 $  8,640 $10,626

  
 Other (1) 108 125 114 119 103

  
Total fixed charges 29,234 17,915 9,788 8,759 10,729
  
Preferred stock dividend requirements 98 101 129 143 155
  
Total combined fixed charges and 
 preferred stock dividends $29,332 $18,016 $  9,917 $  8,902 $10,884

  

Ratio of earnings to fixed charges 1.21 1.28 1.36 1.29 1.13  

Ratio of earnings to combined fixed charges 
 and preferred stock dividends 1.20 1.27 1.34 1.26 1.11  
(1) Other fixed charges consist of the interest factor in rentals and capitalized interest. 
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EXHIBIT 21.01 
 

LIST OF THE REGISTRANT’S SUBSIDIARIES 
 
Pursuant to Item 601(b)(21)(ii) of Regulation S-K, certain subsidiaries of the Registrant have been omitted which, 
considered in the aggregate as a single subsidiary, would not constitute a significant subsidiary (as defined in Rule 
1-02(w) of Regulation S-X) as of November 30, 2006.   
 

Company 
  

Jurisdiction of  
Incorporation 
 

Lehman Brothers Holdings Inc. ........................................................................................................................... Delaware 
 Appalachian Asset Management Corp............................................................................................................ Delaware 
  Lehman Risk Services (Bermuda) Ltd.. ..................................................................................................... Bermuda 
 Aegis Finance LLC.......................................................................................................................................... Delaware 
 ARS Holdings I LLC....................................................................................................................................... Delaware 
 Banque Lehman Brothers S.A......................................................................................................................... France 
 Erin Asset Management I LLC ....................................................................................................................... Delaware 
  Opal Finance Holdings Ireland Limited..................................................................................................... Ireland 
 LB 745 LLC..................................................................................................................................................... Delaware 
 LB 745 Leaseco I LLC.................................................................................................................................... Delaware 
 LBAC Holdings I Inc. ..................................................................................................................................... Delaware 
  Lehman Brothers Asia Capital Company .................................................................................................. Hong Kong 
 LBASC LLC.................................................................................................................................................... Delaware 
 LBCCA Holdings I LLC. ................................................................................................................................ Delaware 
  Falcon Holdings I LLC............................................................................................................................... Delaware 
   Falcon Holdings II Inc........................................................................................................................... Delaware 
    CIMT Limited................................................................................................................................... Cayman Islands 
     TMIC Limited.............................................................................................................................. Cayman Islands 
      MICT Limited......................................................................................................................... Cayman Islands 
       Falcon Investor I-X Inc...................................................................................................... Cayman Islands 
        Global Thai Property Fund........................................................................................... Thailand 
  Lehman Brothers Asia Capital Company .................................................................................................. Hong Kong 
  Lehman Brothers Commercial Corporation Asia Limited......................................................................... Hong Kong 
  Revival Holdings Limited .......................................................................................................................... Cayman Islands 
   Sunrise Finance Co., Ltd. ...................................................................................................................... Japan 
 LBCCA Holdings II LLC................................................................................................................................ Delaware 
  Falcon Holdings I LLC............................................................................................................................... Delaware 
   Falcon Holdings II Inc........................................................................................................................... Delaware 
    CIMT Limited................................................................................................................................... Cayman Islands 
     TMIC Limited.............................................................................................................................. Cayman Islands 
      MICT Limited......................................................................................................................... Cayman Islands 
       Falcon Investor I-X Inc...................................................................................................... Cayman Islands 
        Global Thai Property Fund........................................................................................... Thailand 
  Lehman Brothers Commercial Corporation Asia Limited......................................................................... Hong Kong 
  Revival Holdings Limited .......................................................................................................................... Cayman Islands 
   Sunrise Finance Co., Ltd. ...................................................................................................................... Japan 
 LB Delta Funding ........................................................................................................................................... Cayman Islands 
  LB Delta (Cayman) No 1 Ltd..................................................................................................................... Cayman Islands 
 LBHK Funding (Cayman) No. 4 Ltd. .................................................................................................... Cayman Islands 
  LB Asia Issuance Company Ltd................................................................................................................. Cayman Islands 
  LBHK Funding (Cayman) No. 1 Ltd.................................................................................................. Cayman Islands 
 Lehman ALI Inc. ............................................................................................................................................ Delaware 
  314 Commonwealth Ave. Inc. ................................................................................................................. Delaware 
   Alnwick Investments (UK) Limited.................................................................................................... United Kingdom 
   Bamburgh Investments (UK) Ltd.......................................................................................................... United Kingdom 
   Brasstown LLC...................................................................................................................................... Delaware 
     Brasstown Entrada I SCA................................................................................................................. Luxembourg 
    Brasstown Mansfield I SCA............................................................................................................. Luxembourg 
   Cohort Investments Limited .................................................................................................................. Cayman Islands 
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   Stockholm Investments Limited .................................................................................................... Cayman Islands 
  LUBS Inc. ................................................................................................................................................... Delaware 
  Property Asset Management Inc. ............................................................................................................... Delaware 
   L.B.C. YK.............................................................................................................................................. Japan 
   LBS Holdings SARL............................................................................................................................. Luxembourg 
   Lehman Brothers Global Investments LLC .......................................................................................... Delaware 
    New Century Finance Co., LTD ...................................................................................................... Japan 
   Lehman Brothers Hy Opportunities Inc. ............................................................................................... Republic of Korea 
   Lehman Brothers P. A. LLC ................................................................................................................. Delaware 
 Lehman Brothers AIM Holding LLC ............................................................................................................. Delaware 
  Lehman Brothers Alternative Investment Management LLC ................................................................... Delaware 
 Lehman Brothers Asset Management Inc... .................................................................................................... Delaware 
 Lehman Brothers Asia Holdings Limited ....................................................................................................... Hong Kong 
  Lehman Brothers Equity Finance (Cayman) Limited............................................................................. Cayman Islands 
  Lehman Brothers Securities N.V................................................................................................................ The Netherlands 
  Lehman Brothers Pacific Holdings Pte Ltd................................................................................................ Singapore 
   Lehman Brothers Asia Limited ............................................................................................................. Hong Kong 
   Lehman Brothers Securities Asia Limited ............................................................................................ Hong Kong 
   Lehman Brothers Investment Korea Inc ............................................................................................... Republic of Korea 
 Lehman Brothers Bancorp Inc. ....................................................................................................................... Delaware 
  Lehman Brothers Commercial Bank.......................................................................................................... Utah 
  Lehman Brothers Bank, FSB...................................................................................................................... United States of America 
   Aurora Loan Services LLC .................................................................................................................. Delaware 
   BNC Mortgage, Inc. ............................................................................................................................. Delaware 
  Lehman Brothers Trust Company, National Association.......................................................................... United States of America 
  Lehman Brothers Trust Company of Delaware ......................................................................................... Delaware 
 Lehman Brothers Canada Inc. ......................................................................................................................... Canada 
 Lehman Brothers Commercial Corporation.................................................................................................... Delaware 
 Lehman Brothers Finance S.A. ....................................................................................................................... Switzerland 
 Lehman Brothers Inc. ...................................................................................................................................... Delaware 
  Lehman Brothers Derivative Products Inc. ................................................................................................ Delaware 
  Lehman Brothers Financial Products Inc. .................................................................................................. Delaware 
  Lehman Brothers Special Financing Inc. ................................................................................................... Delaware 
   LB3 GmbH  ....................................................................................................................................... Germany 
   Lehman Brothers Commodity Services Inc. ......................................................................................... Delaware 
  Lehman Commercial Paper Inc.................................................................................................................. New York 
   Bromley LLC ....................................................................................................................................... Delaware 
   Ivanhoe Lane Pty Limited ..................................................................................................................... Australia 
    Serafino Investments Pty Limited .................................................................................................... Australia 
   LCPI Properties Inc. .............................................................................................................................. New Jersey 
    LW-LP Inc. ....................................................................................................................................... Delaware 
   Lehman Pass-Through Securities Inc.................................................................................................... Delaware 
   M&L Debt Investments Holdings Pty Limited..................................................................................... Australia 
    M&L Debt Investments Pty Limited................................................................................................ Australia 
   Pentaring Inc. ......................................................................................................................................... New York 
   Pindar Pty Ltd ....................................................................................................................................... Australia 
    Long Point Funding Pty Ltd............................................................................................................. Australia 
   Nale Trust .............................................................................................................................................. Australia 
    Portsmouth Investment Company Pty Ltd ..................................................................................... Australia 
  LB I Group Inc............................................................................................................................................ Delaware 
   Blue Way Finance Corporation U.A..................................................................................................... The Netherlands 
   GRA Finance Corporation Ltd .............................................................................................................. Mauritius 
   LB-NL Holdings I Inc.  ........................................................................................................................ Delaware 
    LB-NL Holdings L.P. ....................................................................................................................... Delaware 
     LB-NL U.S. Investor Inc ............................................................................................................. Delaware 
      NL Funding, L.P. .................................................................................................................... Delaware 
   Lehman Brothers Offshore Partners Ltd.. ........................................................................................... Bermuda 
  RIBCO LLC ............................................................................................................................................... Delaware 
 Lehman Brothers Insurance Agency L.L.C. ................................................................................................... Delaware 
 Lehman Brothers Japan Inc. ............................................................................................................................ Japan 
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 Lehman Brothers (Luxembourg) S.A.............................................................................................................. Luxembourg 
 Lehman Brothers Offshore Real Estate Associates,  Ltd................................................................................ Bermuda 
 Lehman Brothers OTC Derivatives Inc... ....................................................................................................... Delaware 
 Lehman Brothers Private Equity Advisers L.L.C. .......................................................................................... Delaware 
 Lehman Brothers Private Funds Investment Company LP, LLC................................................................... Delaware 
 Lehman Brothers Private Funds Investment Company GP, LLC .................................................................. Delaware 
  Lehman Brothers Private Fund Advisers LP ............................................................................................. Delaware 
  Lehman Crossroads Corporate Investors, LP............................................................................................. Delaware 
  Lehman Crossroads Corporate Investors II, LP......................................................................................... Delaware 
  Lehman Brothers Private Fund Management LP....................................................................................... Delaware 
  The Main Office Management Company, LP............................................................................................ Delaware 
  Capital Analytics II, LP.............................................................................................................................. Delaware 
  e-Valuate, LP .............................................................................................................................................. Delaware 
  Security Assurance Advisers, LP ............................................................................................................... Delaware 
 Lehman Brothers South East Asia Investments PTE Limited........................................................................ Singapore 
  Phuket Hotel 1 Holdings Company Limited.............................................................................................. Thailand 
   Nai Harn Hotel 1 Company Limited..................................................................................................... Thailand 
 Lehman Brothers U.K. Holdings (Delaware) Inc. .......................................................................................... Delaware 
  Ballybunion Investments No. 2 Ltd ........................................................................................................... Cayman Islands 
   Ballybunion Investments No. 3 Ltd ...................................................................................................... Cayman Islands 
    Dynamo Investments Ltd.. ............................................................................................................... Cayman Islands 
     Ballybunion Partnership. ............................................................................................................. Hong Kong 
  LB India Holdings Cayman I Limited. ...................................................................................................... Cayman Islands 
   Lehman Brothers Services India Private Limited. ................................................................................ India 
  LB India Holdings Cayman II Limited. ..................................................................................................... Cayman Islands 
  Lehman Brothers Capital GmbH, Co......................................................................................................... Germany 
  LB UK RE  Holdings Ltd........................................................................................................................... United Kingdom 
  Lehman Brothers Spain Holdings Limited ................................................................................................ United Kingdom 
   Lehman Brothers Luxembourg Investments Sarl ................................................................................. Luxembourg 
    Woori-LB Fifth Asset Securitization Specialty Co., Ltd. ................................................................ Republic of Korea 
    Woori-LB First Asset Securitization Specialty Co., Ltd. ................................................................ Republic of Korea 
    Lehman Brothers Asset Management France .................................................................................. France 
    Lehman Brothers UK Investments Limited ..................................................................................... United Kingdom 
     LB Investments (UK) Limited .................................................................................................... United Kingdom 
      LB Alpha Finance Cayman Limited ...................................................................................... Cayman Islands 
      LB Beta Finance Cayman Limited......................................................................................... Cayman Islands 
    Lehman Brothers U.K. Holdings Ltd. .............................................................................................. United Kingdom 
     Lehman Brothers Holdings Plc. .................................................................................................. United Kingdom 
      Furno & Del Castano Capital Partners LLP........................................................................... United Kingdom 
      LB Holdings Intermediate 1 Ltd........................................................................................... United Kingdom 
       LB Holdings Intermediate 2 Ltd...................................................................................... United Kingdom 
        Lehman Brothers International (Europe) ..................................................................... United Kingdom 
      MABLE Commercial Funding Limited ............................................................................... United Kingdom 
      MBAM Investor Limited ...................................................................................................... United Kingdom 
      Resetfan Limited..................................................................................................................... United Kingdom 
       Capstone Mortgage Services Ltd..................................................................................... United Kingdom 
       Southern Pacific Mortgage Limited .................................................................................. United Kingdom 
                               Preferred Holdings Limited............................................................................................... United Kingdom 
                                   Preferred Group Limited ................................................................................................... United Kingdom 
        Preferred Mortgages Limited ....................................................................................... United Kingdom 
      Lehman Brothers Europe Limited.......................................................................................... United Kingdom 
      Lehman Brothers Limited....................................................................................................... United Kingdom 
                             Storm Funding Ltd................................................................................................................... United Kingdom 
     Lehman Brothers (PTG) Limited. ............................................................................................... United Kingdom 
      Eldon Street Holdings Limited............................................................................................... United Kingdom 
       Thayer Properties Limited................................................................................................. United Kingdom 
        Thayer Group Limited.................................................................................................. United Kingdom 
             Thayer Properties (Jersey) Ltd ................................................................................ United Kingdom 
  Lehman Brothers Treasury Co. B.V........................................................................................................... The Netherlands 
 Lehman Brothers Bankhaus Aktiengesellschaft ............................................................................................. Germany 

B-152



 

 

 Lehman Re Ltd. ............................................................................................................................................... Bermuda 
 Lehman Risk Advisors Inc .............................................................................................................................. Delaware 
 Lehman Brothers Asset Management, LLC ................................................................................................... Delaware 
 Neuberger Berman Inc. .................................................................................................................................. Delaware 
  Neuberger Berman Management Inc. ....................................................................................................... New York 
  Neuberger Berman Asset Management, LLC............................................................................................ Delaware 
  Neuberger Berman Investment Services, LLC .......................................................................................... Delaware 
  Neuberger Berman Management Inc. ........................................................................................................ New York 
  Sage Partners, LLC..................................................................................................................................... New York 
  Executive Monetary Management, Inc. .................................................................................................... New York 
  Neuberger Berman, LLC............................................................................................................................ Delaware 
   Neuberger Berman Pty Ltd. .................................................................................................................. Australia 
   Neuberger & Berman Agency, Inc. ...................................................................................................... New York 
 Principal Transactions Inc ............................................................................................................................... Delaware 
  Y.K. Park Funding...................................................................................................................................... Japan 
  Pike International Y.K................................................................................................................................ Japan 
 Real Estate Private Equity Inc......................................................................................................................... Delaware 
  REPE LBREP II LLC................................................................................................................................. Delaware 
   Lunar Constellation Limited Partnership .............................................................................................. Delaware 
 Southern Pacific Funding 5 Ltd ..................................................................................................................... United Kingdom 
 Wharf Reinsurance Inc. ................................................................................................................................... New York 
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EXHIBIT 31.01 

 

CERTIFICATION 

 

I, Richard S. Fuld, Jr., certify that: 

1.  I have reviewed this annual report on Form 10-K of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as 
of, and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over 
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial 
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of 
financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this 
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an 
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over 
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, 
summarize and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant 
role in the registrant’s internal control over financial reporting. 

Date: February 13, 2007 
 

          /s/ Richard S. Fuld, Jr.   
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
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EXHIBIT 31.02 
 

CERTIFICATION 
I, Christopher M. O’Meara, certify that: 

1.  I have reviewed this annual report on Form 10-K of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as 
of, and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over 
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial 
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of 
financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles; 

(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this 
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 

(d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case 
of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over 
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, 
summarize and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant 
role in the registrant’s internal control over financial reporting. 

Date: February 13, 2007 

 

      /s/ Christopher M. O’Meara  
Christopher M. O’Meara 

Chief Financial Officer, Controller and 
Executive Vice President 
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EXHIBIT 32.01 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Richard S. Fuld, 
Jr., certify that: 

 
1. The Annual Report on Form 10-K for the year ended November 30, 2006 (the “Report”) of 

Lehman Brothers Holdings Inc. (the “Company”) as filed with the Securities and Exchange 
Commission as of the date hereof, fully complies with the requirements of Section 13(a) or 15(d) 
of the Securities Exchange Act of 1934; and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial 

condition and results of operations of the Company. 
 
Date: February 13, 2007 

              /s/ Richard S. Fuld, Jr.  
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
 
 

 
 
A signed original of this written statement required by Section 906, or other document authenticating, 
acknowledging, or otherwise adopting the signature that appears in typed form within the electronic 
version of this written statement required by Section 906, has been provided to Lehman Brothers 
Holdings Inc. and will be retained by Lehman Brothers Holdings Inc. and furnished to the Securities and 
Exchange Commission or its staff upon request. 
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EXHIBIT 32.02 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Christopher M. 
O’Meara, certify that: 

 
1. The Annual Report on Form 10-K for the year ended November 30, 2006 (the “Report”) of 

Lehman Brothers Holdings Inc. (the “Company”) as filed with the Securities and Exchange 
Commission as of the date hereof, fully complies with the requirements of Section 13(a) or 15(d) 
of the Securities Exchange Act of 1934; and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial 

condition and results of operations of the Company. 
 

Date: February 13, 2007 

   /s/ Christopher M. O’Meara  
Christopher M. O’Meara 

Chief Financial Officer, Controller and 
Executive Vice President 

 
 
 
 
A signed original of this written statement required by Section 906, or other document authenticating, 
acknowledging, or otherwise adopting the signature that appears in typed form within the electronic 
version of this written statement required by Section 906, has been provided to Lehman Brothers 
Holdings Inc. and will be retained by Lehman Brothers Holdings Inc. and furnished to the Securities and 
Exchange Commission or its staff upon request. 
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ANNEX C 

The unaudited Quarterly Report on Form 10-Q pursuant to Section 13 or 15(d) of the Exchange Act for 
the quarterly period ended 29 February, 2008 of LBHI filed with the SEC including the consolidated 
interim quarterly financial statements of LBHI in respect of the three months ended 29 February, 2008. 

● The unaudited Quarterly Report on Form 10-Q is reproduced on the following pages and for the 
purpose of this Registration Document separately paginated (102 pages in total, from page C-2 
through page C-103). 

● Blank pages in the Quarterly Report on Form 10-Q are intentionally left blank. 

● The table below sets out the relevant page references for the unaudited consolidated financial 
statements contained in the Quarterly Report on Form 10-Q: 

 

 Page 

Financial Statements (unaudited)  

Consolidated Statement of Income - Quarters Ended February 29, 2008 and February 
28, 2007 

C-6 

Consolidated Statement of Financial Condition - February 29, 2008 and November 30, 
2007 

C-7 

Consolidated Statement of Cash Flows - Quarters Ended February 29, 2008 and 
February 28, 2007 

C-9 

Notes to Consolidated Financial Statements C-10 

Report of Independent Registered Public Accounting Firm C-45 

 

 



 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

 
Washington, D.C. 20549 

 

FORM 10-Q 

(Mark One) 
 

⌧          QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

 
For the quarterly period ended February 29, 2008 

 
OR 

 

            TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

 
For the transition period from ____________ to ____________ 

 
Commission file number 1-9466 

 

Lehman Brothers Holdings Inc. 
(Exact name of registrant as specified in its charter) 

 
 Delaware 13-3216325 
 (State or other jurisdiction of (I.R.S. Employer  
 incorporation or organization)  Identification No.) 
 
 745 Seventh Avenue, New York, New York  10019 
 (Address of principal executive offices)  (Zip Code) 

(212) 526-7000 
(Registrant’s telephone number, including area code) 

 
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) 
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the 
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 
90 days. Yes ⌧ No  
 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-
accelerated filer, or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated 
filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. Large accelerated filer ⌧ Accelerated 
filer  Non-accelerated filer  (Do not check if a smaller reporting company) Smaller reporting company  
 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange 
Act). Yes  No ⌧ 
 
As of March 31, 2008, 553,646,048 shares of the Registrant’s Common Stock, par value $0.10 per share, were 
outstanding. 
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LEHMAN BROTHERS HOLDINGS INC. 

AVAILABLE INFORMATION 
 
Lehman Brothers Holdings Inc. (“Holdings”) files annual, quarterly and current reports, proxy statements and other 
information with the United States Securities and Exchange Commission (“SEC”). You may read and copy any 
document Holdings files with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 
20549, U.S.A. You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-
SEC-0330 (or 1-202-551-8090). The SEC maintains an internet site that contains annual, quarterly and current reports, 
proxy and information statements and other information regarding issuers that file electronically with the SEC. 
Holdings’ electronic SEC filings are available to the public at http://www.sec.gov. 

Holdings’ public internet site is http://www.lehman.com. Holdings makes available free of charge through its internet 
site, via a link to the SEC’s internet site at http://www.sec.gov, its annual reports on Form 10-K, quarterly reports on 
Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) 
or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as soon as reasonably practicable 
after it electronically files such material with, or furnishes it to, the SEC. Holdings also makes available through its 
internet site, via a link to the SEC’s internet site, statements of beneficial ownership of Holdings’ equity securities filed 
by its directors, officers, 10% or greater shareholders and others under Section 16 of the Exchange Act. 

In addition, Holdings currently makes available on http://www.lehman.com its most recent annual report on Form    
10-K, its quarterly reports on Form 10-Q for the current fiscal year, its most recent proxy statement and its most recent 
annual report to stockholders, although in some cases these documents are not available on that site as soon as they are 
available on the SEC’s site. 

Holdings also makes available on http://www.lehman.com (i) its Corporate Governance Guidelines, (ii) its Code of 
Ethics (including any waivers therefrom granted to executive officers or directors) and (iii) the charters of the Audit, 
Compensation and Benefits, and Nominating and Corporate Governance Committees of its Board of Directors. These 
documents are also available in print without charge to any person who requests them by writing or telephoning: 

Lehman Brothers Holdings Inc. 
Office of the Corporate Secretary 

1271 Avenue of the Americas 
 42nd Floor 

New York, New York 10020, U.S.A. 
1-212-526-0858 

In order to view and print the documents referred to above (which are in the .PDF format) on Holdings’ internet site, 
you will need to have installed on your computer the Adobe® Acrobat® Reader® software. If you do not have Adobe 
Acrobat, a link to Adobe Systems Incorporated’s internet site, from which you can download the software, is provided. 
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LEHMAN BROTHERS HOLDINGS INC. 
PART I—FINANCIAL INFORMATION 

 ITEM 1. Financial Statements 

LEHMAN BROTHERS HOLDINGS INC. 
Consolidated Statement of Income 

(Unaudited) 
 

 Quarter Ended  

In millions, except per share data Feb 29, 2008 Feb 28, 2007 

Revenues   
Principal transactions $    773 $  2,921
Investment banking 867 850
Commissions 658 540
Interest and dividends 9,635 9,089
Asset management and other 437 395

Total revenues 12,370 13,795
Interest expense 8,863 8,748

Net revenues 3,507 5,047
Non-Interest Expenses  
Compensation and benefits 1,841 2,488
Technology and communications 302 266
Brokerage, clearance and distribution fees 253 194
Occupancy 185 146
Professional fees 98 98
Business development 89 84
Other 76 72

Total non-personnel expenses 1,003 860
Total non-interest expenses 2,844 3,348

Income before taxes 663 1,699
Provision for income taxes 174 553
Net income $    489 $  1,146
Net income applicable to common stock $    465 $  1,129
  
Earnings per common share:      

Basic $   0.84 $    2.09
Diluted $   0.81 $    1.96

Dividends paid per common share $   0.17 $    0.15
 

See Notes to Consolidated Financial Statements. 
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LEHMAN BROTHERS HOLDINGS INC. 
Consolidated Statement of Financial Condition 

(Unaudited) 
 

 A
 Fe N

t 
In millions b 29, 2008 ov 30, 2007 

Assets  

Cash and cash equivalents $   $ 

s 16,569 12,743 

Financial instruments and other inventory positions owned   

326,658 313,129 

Collateralized agreements:   

Securities purchased under agreements to resell 210,166 162,635 

Securities borrowed 158,515 138,599 

Receivables:   

Brokers, dealers and clearing organizations 11,915 11,005 

Customers 37,298 29,622 

Others 3,186 2,650 

Property, equipment and leasehold improvements   

    
4,189 3,861 

Other assets 5,863 5,406 

Identifiable intangible assets and goodwill    
008 and $340 in 2007) 4,112 4,127 

Total assets $786,035 $691,063 

7,564   7,286 

Cash and securities segregated and on deposit for regulatory and other purpose

(includes $58,588 in 2008 and $63,499 in 2007 pledged as collateral) 

(net of accumulated depreciation and amortization of
$2,567 in 2008 and $2,438 in 2007) 

(net of accumulated amortization of $348 in 2

See Notes to Consolidated Financial Statements. 
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LEHMAN BROTHERS HOLDINGS INC. 
Consolidated Statement of Financial Condition—(Continued) 

(Unaudited) 
 

 
 At 

ta Feb NIn millions, except share da 29, 2008 ov 30, 2007 
Liabilities and Stockholders’ Equity   

Short-term borrowings and current portion of long-term borrowings   

$    34 $   

196,90 149

  

197,12 181
54,84 53,

  
24,53 22,

  

11,717 3,10
72,835 61,2
11,596 16,0

  
28,82 29,

  
128,28 123,
761,20 668

 (including $10,660 in 2008 and $9,035 in 2007 at fair value) ,524  28,066 
Financial instruments and other inventory positions sold but not yet 
purchased 

3 ,617 

Collateralized financings: 
Securities sold under agreements to repurchase 8 ,732 
Securities loaned 7 307 
Other secured borrowings 
 (including $8,605 in 2008 and $9,149 in 2007 at fair value) 9 992 

Payables: 
Brokers, dealers and clearing organizations 1 
Customers 06 

Accrued liabilities and other payables  39 
Deposit liabilities at banks  

(including $12,421 in 2008 and $15,986 in 2007 at fair value) 9 363 
Long-term borrowings  
 (including $26,593 in 2008 and $27,204 in 2007 at fair value) 5 150 
Total liabilities 3 ,573 
Commitments and contingencies    

   
2,993 1,09

  
  

  

61 61 
11,129 9,73

(343) (31
19,880 19,6
(3,739 (2,2

  

(5,149 (5,5
21,839 21,3

Stockholders’ Equity

Preferred stock 5 
Common stock, $0.10 par value: 

Shares authorized: 1,200,000,000 in 2008 and 2007; 
Shares issued:  612,948,910 in 2008 and 612,882,506 in 2007; 
Shares outstanding: 551,384,099 in 2008 and 531,887,419 in 2007 

Additional paid-in capital   3 
Accumulated other comprehensive loss, net of tax 0) 
Retained earnings  98 
Other stockholders’ equity, net ) 63) 
Common stock in treasury, at cost  

(61,564,811 shares in 2008 and 80,995,087 shares in 2007) ) 24) 
Total common stockholders’ equity  95 
Total stockholders’ equity 24,83 22,2 490 
Total liabilities and stockholders’ equity $786, $69035 1,063 

See Notes to Consolidated Financial Statements. 
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LEHMAN BROTHERS HOLDINGS INC. 
Consolidated Statement of Cash Flows 

(Unaudited) 
 

 
 Q

 Feb F

uarter Ended 

In millions  29, 2008 eb 28, 2007 
Cash Flows From Operating Activities   
Net income $    $

  
  

160 1
424 2
(41) 9 

  
  

(3,8 (
(12, (
(32, 5
(18, (

1,54 4
(910) 183 

(7,676) (2,989) 
  

47, 1
8,61 7

11,6 (
(4,439) (1,386) 

(983) (528) 
(10, (

 489    1,146 
Adjustments to reconcile net income to net cash  
    used in operating activities: 
    Depreciation and amortization  37 
    Non-cash compensation 87 
    Other adjustments 
Net change in: 
    Cash and securities segregated and on deposit 
        for regulatory and other purposes 26) 202) 
    Financial instruments and other inventory positions owned 774) 29,129) 
    Resale agreements, net of repurchase agreements 135) ,378 
    Securities borrowed, net of securities loaned 376) 13,344) 
    Other secured borrowings 7 ,571 
    Receivables from brokers, dealers and clearing organizations 
    Receivables from customers 
    Financial instruments and other inventory positions sold  
        but not yet purchased 657 4,978 
    Payables to brokers, dealers and clearing organizations 6 ,789 
    Payables to customers 29 968) 
    Accrued liabilities and other payables 
    Other receivables and assets  
Net cash used in operating activities 638) 14,068) 
Cash Flows From Investing Activities   
Purchase of property, equipment and leasehold improvements, net (23 (2

(82) (304) 
— 2

(321) (496) 

9) 18) 
Business acquisitions, net of cash acquired 
Proceeds from sale of business 6 
Net cash used in investing activities 
Cash Flows From Financing Activities   
Derivative contracts with a financing element (37 (

45 1
4,7 1
(53 1

18,2 1
  

(12, (
2 2

1,85 —
104 1

(69 (
(130) (1

11,2 1

1) 35) 
Tax benefit from the issuance of stock-based awards 76 
Issuance of short-term borrowings, net 49 37 
Deposit liabilities at banks 4) ,079 
Issuance of long-term borrowings 40 9,010 
Principal payments of long-term borrowings, including the current 
     portion of long term borrowings 031) 6,224) 
Issuance of common stock 8 
Issuance of preferred stock, net of issuance cost 6  
Issuance of treasury stock 90 
Purchase of treasury stock 3) 1,562) 
Dividends paid 06) 
Net cash provided by financing activities 37 2,693 
Net change in cash and cash equivalents 278 (1,871) 
Cash and cash equivalents, beginning of period 7,28 5

$  7 $
6 ,987 

Cash and cash equivalents, end of period ,564    4,116 
ns):  Supplemental Disclosure of Cash Flow Information (in millio

Interest paid totaled $8,987 and $8,157 in 2008 and 2007, respectively. 
Income taxes paid totaled $337 and $462 in 2008 and 2007, respectively. 

See Notes to Consolidated Financial Statements. 
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LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

(Unaudited) 
 

 

 

Contents 

 

 Page 
 Number 
 

Note 1 Summary of Significant Accounting Policies ................................................  9

Note 2 Business and Geographic Segments ...............................................................  17

Note 3 Financial Instruments and Other Inventory Positions................................  20

Note 4 Fair Value of Financial Instruments................................................................  22

Note 5 Securities Received and Pledged as Collateral ...............................................  27

Note 6 Securitizations and Special Purpose Entities .................................................  27

Note 7 Borrowings and Deposit Liabilities.................................................................  31 

Note 8 Commitments, Contingencies and Guarantees.............................................  32 

Note 9 Earnings per Common Share ..........................................................................  35

Note 10 Income Taxes......................................................................................................  36 

Note 11 Employee Benefit Plans ....................................................................................  36

Note 12 Regulatory Requirements ..................................................................................  37

Note 13 Condensed Consolidating Financial Statement Schedules..........................  38

 
- 8 - 

C-10



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

(Unaudited) 
 

Note 1 Summary of Significant Accounting Policies 

Description of Business 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” the “Firm,” “Lehman 
Brothers,” “we,” “us” or “our”) serves the financial needs of corporations, governments and municipalities, institutional 
clients and high net worth individuals worldwide with business activities organized in three segments, Capital Markets, 
Investment Banking and Investment Management. Founded in 1850, Lehman Brothers maintains market presence in equity 
and fixed income sales, trading and research, investment banking, asset management, private investment management and 
private equity. The Firm is headquartered in New York, with regional headquarters in London and Tokyo, and operates in a 
network of offices in North America, Europe, the Middle East, Latin America and the Asia-Pacific region. The Company is 
a member of all principal securities and commodities exchanges in the U.S., and holds memberships or associate 
memberships on several principal international securities and commodities exchanges, including the London, Tokyo, Hong 
Kong, Frankfurt, Paris, Milan and Australian stock exchanges. 

Basis of Presentation 

The Consolidated Financial Statements are prepared in conformity with U.S. generally accepted accounting principles 
and include the accounts of Holdings, its subsidiaries, and all other entities in which the Company has a controlling 
financial interest or are considered to be the primary beneficiary. In the opinion of management, all normal recurring 
adjustments have been included for a fair statement of this interim financial information. All material inter-company 
accounts and transactions have been eliminated upon consolidation. Certain prior-period amounts reflect 
reclassifications to conform to the current year’s presentation. 

Use of Estimates 

In preparing the Consolidated Financial Statements and accompanying notes, management makes various estimates that 
affect reported amounts and disclosures. Broadly, those estimates are used in: 

• measuring fair value of certain financial instruments; 

• accounting for identifiable intangible assets and goodwill; 

• establishing provisions for potential losses that may arise from litigation, regulatory proceedings and tax 
examinations;  

• assessing the Company’s ability to realize deferred taxes; and 

• valuing equity-based compensation awards. 

Estimates are based on available information and judgment. Therefore, actual results could differ from estimates and that 
difference could have a material effect on the Consolidated Financial Statements and notes thereto. 

Consolidation Policies 

The Consolidated Financial Statements include the accounts of Holdings and the entities in which the Company has a 
controlling financial interest. The Company determines whether it has a controlling financial interest in an entity by first 
determining whether the entity is a voting interest entity (sometimes referred to as a non-VIE), a variable interest entity 
(“VIE”) or a qualified special purpose entity (“QSPE”). 

Voting Interest Entity. Voting interest entities are entities that have (i) total equity investment at risk sufficient to fund 
expected future operations independently; and (ii) equity holders who have the obligation to absorb losses or receive 
residual returns and the right to make decisions about the entity’s activities. In accordance with Accounting Research 
Bulletin (“ARB”) No. 51, Consolidated Financial Statements, and Statement of Financial Accounting Standards (“SFAS”) No. 
94, Consolidation of All Majority—Owned Subsidiaries, voting interest entities are consolidated when the Company has a 
controlling financial interest, typically more than 50% of an entity’s voting interests. 

Variable Interest Entity. VIEs are entities that lack one or more voting interest entity characteristics. The Company 
consolidates VIEs in which it is the primary beneficiary. In accordance with Financial Accounting Standards Board 
(“FASB”) Interpretation (“FIN”) No. 46, Consolidation of Variable Interest Entities (revised December 2003)—an interpretation of 
ARB No. 51 (“FIN 46(R)”), the Company is the primary beneficiary if it has a variable interest, or a combination of variable 
interests, that will either (i) absorb a majority of the VIE’s expected losses; (ii) receive a majority of the VIE’s expected 
residual returns; or (iii) both. To determine if the Company is the primary beneficiary of a VIE, the Company reviews, 

 
- 9 - 

C-11



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

(Unaudited) 
 

among other factors, the VIE’s design, capital structure, contractual terms, which interests create or absorb variability and 
related party relationships, if any. Additionally, the Company may calculate its share of the VIE’s expected losses and 
expected residual returns based upon the VIE’s contractual arrangements and/or position in the VIE’s capital structure. 
This type of analysis is typically performed using expected cash flows allocated to the expected losses and expected residual 
returns under various probability-weighted scenarios. 

Qualified Special Purpose Entity. QSPEs are passive entities with limited permitted activities. SFAS No. 140, Accounting 
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities—a replacement of FASB Statement No. 125 (“SFAS 
140”), establishes the criteria an entity must satisfy to be a QSPE, including types of assets held, limits on asset sales, use of 
derivatives and financial guarantees, and discretion exercised in servicing activities. In accordance with SFAS 140 and FIN 
46(R), the Company does not consolidate QSPEs. 

For a further discussion of the Company’s involvement with VIEs, QSPEs and other entities see Note 6, “Securitizations 
and Special Purpose Entities,” to the Consolidated Financial Statements. 

Equity-Method Investments. Entities in which the Company does not have a controlling financial interest (and therefore 
do not consolidate) but in which the Company exerts significant influence (generally defined as owning a voting interest of 
20 % to 50%, or a partnership interest greater than 3%) are accounted for either under Accounting Principles Board 
(“APB”) Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock or SFAS No. 159, The Fair Value 
Option for Financial Assets and Financial Liabilities (“SFAS 159”). For further discussion of the Company’s adoption of SFAS 
159, see “Accounting and Regulatory Developments—SFAS 159” below.  

Other. The Company has formed various non-consolidated private equity or other alternative investment funds with third-
party investors that are typically organized as limited partnerships. The Company typically acts as general partner for these 
funds, and when third-party investors have (i) rights to either remove the general partner without cause or to liquidate the 
partnership; or (ii) substantive participation rights, the Company does not consolidate these partnerships in accordance with 
Emerging Issue Task Force (“EITF”) No. 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls 
a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights (“EITF 04-5”). 

A determination of whether the Company has a controlling financial interest in an entity and therefore assessment of 
consolidation of that entity is initially made at the time the Company becomes involved with the entity. Certain events may 
occur which cause the Company to re-assess its initial determination of whether an entity is a VIE or non-VIE or whether 
the Company is the primary beneficiary if the entity is a VIE and therefore its assessment of consolidation of that entity. 
Those events generally are: 

• The entity’s governance structure is changed such that either (i) the characteristics or adequacy of equity at risk are 
changed, or (ii) expected returns or losses are reallocated among the participating parties within the entity. 

• The equity investment (or some part thereof) is returned to the equity investors and other interests become 
exposed to expected returns or losses. 

• Additional activities are undertaken or assets acquired by the entity that were beyond those anticipated previously. 

• Participants in the entity acquire or sell interests in the entity. 

• The entity receives additional equity at risk or curtails its activities in a way that changes the expected returns or 
losses. 

When the Company does not consolidate an entity or apply the equity method of accounting, the Company presents its 
investment in the entity at fair value. 
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LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

(Unaudited) 
 

Currency Translation 

Assets and liabilities of subsidiaries having non-U.S. dollar functional currencies are translated at exchange rates at the 
applicable Consolidated Statement of Financial Condition date. Revenues and expenses are translated at average 
exchange rates during the period. The gains or losses resulting from translating non-U.S. dollar functional currency into 
U.S. dollars, net of hedging gains or losses, are included in Accumulated other comprehensive income/(loss), net of tax, 
a component of Stockholders’ equity. Gains or losses resulting from non-U.S. dollar currency transactions are included 
in the Consolidated Statement of Income. 

Revenue Recognition Policies 

Principal transactions. Realized and unrealized gains or losses from Financial instruments and other inventory positions 
owned and Financial instruments and other inventory positions sold but not yet purchased, as well as the gains or losses 
from certain short- and long-term borrowing obligations, principally certain hybrid financial instruments, and certain 
deposit liabilities at banks that the Company measures at fair value are reflected in Principal transactions in the Consolidated 
Statement of Income. 

Investment banking. Underwriting revenues, net of related underwriting expenses, and revenues for merger and 
acquisition advisory and other investment banking-related services are recognized when services for the transactions are 
completed. In instances where the Investment Banking segment provides structuring services and/or advice in a capital 
markets-related transaction, the Company records a portion of the transaction-related revenue as Investment Banking fee 
revenues. 

Commissions. Commissions primarily include fees from executing and clearing client transactions on equities, options and 
futures markets worldwide. These fees are recognized on a trade-date basis. 

Interest and dividends revenue and interest expense. The Company recognizes contractual interest on Financial 
instruments and other inventory positions owned and Financial instruments and other inventory positions sold but not yet 
purchased, excluding derivatives, on an accrual basis as a component of Interest and dividends revenue and Interest 
expense, respectively. The Company accounts for its secured financing activities and certain short- and long-term 
borrowings on an accrual basis with related interest recorded as interest revenue or interest expense, as applicable. 
Contractual interest expense on all deposit liabilities and certain hybrid financial instruments are recorded as a component 
of Interest expense. 

Asset management and other. Investment advisory fees are recorded as earned. In certain circumstances, the Company 
receives asset management incentive fees when the return on assets under management exceeds specified benchmarks. 
Incentive fees are generally based on investment performance over a twelve-month period and are not subject to 
adjustment after the measurement period ends. Accordingly, the Company recognizes incentive fees when the measurement 
period ends. 

The Company also receives private equity incentive fees when the returns on certain private equity or other alternative 
investment funds’ investments exceed specified thresholds. Private equity incentive fees typically are based on investment 
results over a period greater than one year, and future investment underperformance could require amounts previously 
distributed to the Company to be returned to the funds. Accordingly, the Company recognizes these incentive fees when all 
material contingencies have been substantially resolved. 

Income Taxes 

The Company accounts for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes. The Company 
recognizes the current and deferred tax consequences of all transactions that have been recognized in the financial 
statements using the provisions of the enacted tax laws. Deferred tax assets are recognized for temporary differences that 
will result in deductible amounts in future years and for tax loss carry-forwards. The Company records a valuation 
allowance to reduce deferred tax assets to an amount that more likely than not will be realized. Deferred tax liabilities are 
recognized for temporary differences that will result in taxable income in future years.  

The Company recognizes and measures its unrecognized tax benefits in accordance with FIN 48, Accounting for Uncertainty in 
Income Taxes—an Interpretation of FASB Statement No. 109 (“FIN 48”). The Company estimates the likelihood, based on their 
technical merits, that tax positions will be sustained upon examination based on the facts and circumstances and 
information available at the end of each period. The Company adjusts the level of unrecognized tax benefits when there is 
more information available, or when an event occurs requiring a change. The reassessment of unrecognized tax benefits 
could have a material impact on the Company’s effective tax rate in the period in which it occurs. For a discussion of the 
impact of FIN 48, see “Accounting and Regulatory Developments—FIN 48” below. 
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Earnings per Share 

The Company computes earnings per share (“EPS”) in accordance with SFAS No. 128, Earnings per Share. Basic EPS is 
computed by dividing net income applicable to common stock by the weighted-average number of common shares 
outstanding, which includes restricted stock units (“RSUs”) for which service has been provided. Diluted EPS includes 
the components of basic EPS and also includes the dilutive effects of RSUs for which service has not yet been provided 
and employee stock options. 

Financial Instruments and Other Inventory Positions  

Financial instruments and other inventory positions owned, excluding real estate held for sale, and Financial instruments 
and other inventory positions sold but not yet purchased are carried at fair value. Real estate held for sale is accounted 
for at the lower of its carrying amount or fair value less cost to sell. For further discussion of financial instruments and 
other inventory positions, see Note 3, “Financial Instruments and Other Inventory Positions,” to the Consolidated 
Financial Statements. 

Firm-owned securities pledged to counterparties who have the right, by contract or custom, to sell or repledge the 
securities are classified as Financial instruments and other inventory positions owned and are disclosed as pledged as 
collateral. For further discussion of securities received and pledged as collateral, see Note 5, “Securities Received and 
Pledged as Collateral,” to the Consolidated Financial Statements. 

The Company adopted SFAS No. 157, Fair Value Measurements (“SFAS 157”) effective December 1, 2006. SFAS 157 
defines fair value as the price 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. When observable prices are not available, the Company either 
uses implied pricing from similar instruments or valuation models based on net present value of estimated future cash 
flows, adjusted as appropriate for liquidity, credit, market and/or other risk factors. 

Prior to December 1, 2006, the Company followed the American Institute of Certified Public Accountants (“AICPA”) 
Audit and Accounting Guide, Brokers and Dealers in Securities, when determining fair value for financial instruments, which 
permitted the recognition of a discount to the quoted price when determining the fair value for a substantial block of a 
particular security, when the quoted price was not considered to be readily realizable (i.e., a block discount). 

For further discussion of the adoption of SFAS 157, see “Accounting and Regulatory Developments—SFAS 157” 
below.  

Derivative financial instruments. Derivatives are financial instruments whose value is based on an underlying asset 
(e.g., Treasury bond), index (e.g., S&P 500) or reference rate (e.g., LIBOR), and include futures, forwards, swaps, option 
contracts, or other financial instruments with similar characteristics. A derivative contract generally represents a future 
commitment to exchange interest payment streams or currencies based on the contract or notional amount or to 
purchase or sell other financial instruments or physical assets at specified terms on a specified date. Over-the-counter 
(“OTC”) derivative products are privately-negotiated contractual agreements that can be tailored to meet individual 
client needs and include forwards, swaps and certain options including caps, collars and floors. Exchange-traded 
derivative products are standardized contracts transacted through regulated exchanges and include futures and certain 
option contracts listed on an exchange.  

Derivatives are recorded at fair value and included in either Financial instruments and other inventory positions owned 
or Financial instruments and other inventory positions sold but not yet purchased in the Consolidated Statement of 
Financial Condition. Derivatives are presented net-by-counterparty when a legal right of offset exists; net across 
different products or positions when applicable provisions are stated in a master netting agreement; and/or net of cash 
collateral received or paid on a counterparty basis, provided legal right of offset exists. 

The Company enters into derivative transactions both in a trading capacity and as an end-user. Acting in a trading capacity, 
the Company enters into derivative transactions to satisfy the needs of clients and to manage the Company’s exposure to 
market and credit risks resulting from trading activities (collectively, “Trading-Related Derivatives”). For Trading-Related 
Derivatives, margins on futures contracts are included in receivables and payables from/to brokers, dealers and clearing 
organizations, as applicable.  

As an end-user, the Company primarily uses derivatives to hedge its exposure to market risk (including foreign currency 
exchange and interest rate risks) and credit risks (collectively, “End-User Derivatives”). When End-User Derivatives are 
interest rate swaps they are measured at fair value through earnings and the carrying value of the related hedged item is 
adjusted through earnings for the effect of changes in the risk being hedged. The hedge ineffectiveness in these 
relationships is recorded in Interest expense in the Consolidated Statement of Income. When End-User Derivatives are 
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used in hedges of net investments in non-U.S. dollar functional currency subsidiaries, the gains or losses are reported within 
Accumulated other comprehensive income/(loss), net of tax, in Stockholders’ equity. 

Prior to December 1, 2006, the Company followed 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 (“EITF 02-3”). Under EITF 
02-3, recognition of a trading profit at inception of a derivative transaction was prohibited unless the fair value of that 
derivative was obtained from a quoted market price supported by comparison to other observable inputs or based on a 
valuation technique incorporating observable inputs. Subsequent to the inception date (“Day 1”), the Company 
recognized trading profits deferred at Day 1 in the period in which the valuation of the instrument became observable. 
The adoption of SFAS 157 nullified the guidance in EITF 02-3 that precluded the recognition of a trading profit at the 
inception of a derivative contract, unless the fair value of such derivative was obtained from a quoted market price or 
other valuation technique incorporating observable inputs. For further discussion of the adoption of SFAS 157, see 
“Accounting and Regulatory Developments—SFAS 157” below. 

Securitization activities. In accordance with SFAS 140, the Company recognizes transfers of financial assets as sales, if 
control has been surrendered. The Company determines control has been surrendered when the following three criteria 
have been met: 

• The transferred assets have been isolated from the transferor, or put presumptively beyond the reach of the 
transferor and its creditors, even in bankruptcy or other receivership (i.e., a true sale opinion has been obtained); 

• Each transferee (or, if the transferee is a QSPE, each holder of its beneficial interests) has the right to pledge or 
exchange the assets (or beneficial interests) it received, and no condition both constrains the transferee (or holder) 
from taking advantage of its right to pledge or exchange and provides more than a trivial benefit to the transferor; 
and 

• The transferor does not maintain effective control over the transferred assets through either (i) an agreement that 
both entitles and obligates the transferor to repurchase or redeem them before their maturity or (ii) the ability to 
unilaterally cause the holder to return specific assets. 

Collateralized Lending Agreements and Financings 

Treated as collateralized agreements and financings for financial reporting purposes are the following: 

• Repurchase and resale agreements. Securities purchased under agreements to resell and securities sold under 
agreements to repurchase are collateralized primarily by government and government agency securities and are 
carried net by counterparty, when permitted, at the amounts at which the securities subsequently will be resold 
or repurchased plus accrued interest. The Company takes possession of securities purchased under agreements 
to resell. The fair value of the underlying positions is compared daily with the related receivable or payable 
balances, including accrued interest. The Company requires counterparties to deposit additional collateral or 
return collateral pledged, as necessary, to ensure the fair value of the underlying collateral remains sufficient. 

• Securities borrowed and securities loaned. Securities borrowed and securities loaned are carried at the amount of cash 
collateral advanced or received plus accrued interest. The Company values the securities borrowed and loaned 
daily and obtain additional cash as necessary to ensure these transactions are adequately collateralized. When 
the Company acts as the lender of securities in a securities-lending agreement and the Company receives 
securities that can be pledged or sold as collateral, the Company recognizes an asset, representing the securities 
received and a liability, representing the obligation to return those securities. 

• Other secured borrowings. Other secured borrowings principally reflect transfers accounted for as financings rather 
than sales under SFAS 140. Additionally, Other secured borrowings includes non-recourse financings of 
entities that the Company has consolidated because the Company is the primary beneficiaries of such entities. 

Long-Lived Assets 

Property, equipment and leasehold improvements are recorded at historical cost, net of accumulated depreciation and 
amortization. Depreciation is recognized using the straight-line method over the estimated useful lives of the assets. 
Buildings are depreciated up to a maximum of 40 years. Leasehold improvements are amortized over the lesser of their 
useful lives or the terms of the underlying leases, which range up to 30 years. Equipment, furniture and fixtures are 
depreciated over periods of up to 10 years. Internal-use software that qualifies for capitalization under AICPA Statement of 
Position 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use, is capitalized and subsequently 
amortized over the estimated useful life of the software, generally three years, with a maximum of seven years. The 
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Company reviews long-lived assets for impairment periodically and whenever events or changes in circumstances indicate 
the carrying amounts of the assets may be impaired. If the expected future undiscounted cash flows are less than the 
carrying amount of the asset, an impairment loss is recognized to the extent the carrying value of the asset exceeds its fair 
value. 

Identifiable Intangible Assets and Goodwill 

Identifiable intangible assets with finite lives are amortized over their expected useful lives, which range up to 15 years. 
Identifiable intangible assets with indefinite lives and goodwill are not amortized. Instead, these assets are evaluated at least 
annually for impairment. Goodwill is reduced upon the recognition of certain acquired net operating loss carryforward 
benefits. 

Cash Equivalents 

Cash equivalents include highly liquid investments not held for resale with maturities of three months or less when the 
Company acquires them. 

Accounting and Regulatory Developments 

The following summarizes accounting standards that have been issued during the periods covered by the Consolidated 
Financial Statements and the effect of adoption on results of operations, if any, actual or estimated. 

SFAS 157. In September 2006, the FASB issued SFAS 157. SFAS 157 defines fair value, establishes a framework for 
measuring fair value, outlines a fair value hierarchy based on inputs used to measure fair value and enhances disclosure 
requirements for fair value measurements. SFAS 157 does not change existing guidance as to whether or not an 
instrument is carried at fair value. 

SFAS 157 also (i) nullifies the guidance in EITF 02-3 that precluded the recognition of a trading profit at the inception 
of a derivative contract, unless the fair value of such derivative was obtained from a quoted market price or other 
valuation technique incorporating observable inputs; (ii) clarifies that an issuer’s credit standing should be considered 
when measuring liabilities at fair value; (iii) precludes the use of a liquidity or block discount when measuring 
instruments traded in an active market at fair value; and (iv) requires costs related to acquiring financial instruments 
carried at fair value to be included in earnings as incurred.  

The Company elected to early adopt SFAS 157 at the beginning of the 2007 fiscal year and recorded the difference 
between the carrying amounts and fair values of (i) stand-alone derivatives and/or certain hybrid financial instruments 
measured using the guidance in EITF 02-3 on recognition of a trading profit at the inception of a derivative, and (ii) 
financial instruments that are traded in active markets that were measured at fair value using block discounts, as a 
cumulative-effect adjustment to opening retained earnings. As a result of adopting SFAS 157, the Company recognized a 
$45 million after-tax ($78 million pre-tax) increase to opening retained earnings. For additional information regarding the 
Company’s adoption of SFAS 157, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial 
Statements. 

SFAS 158. In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Retirement Plans (“SFAS 158”), which requires an employer to recognize the over- or under-funded status of its defined 
benefit postretirement plans as an asset or liability in its Consolidated Statement of Financial Condition, measured as the 
difference between the fair value of the plan assets and the benefit obligation. For pension plans, the benefit obligation 
is the projected benefit obligation; while for other postretirement plans the benefit obligation is the accumulated 
postretirement obligation. Upon adoption, SFAS 158 requires an employer to recognize previously unrecognized 
actuarial gains and losses and prior service costs within Accumulated other comprehensive income/(loss), net of tax, a 
component of Stockholders’ equity. In accordance with the guidance in SFAS 158, the Company adopted this provision 
of the standard for the year ended November 30, 2007. The adoption of SFAS 158 reduced Accumulated other 
comprehensive loss, by $210 million after-tax ($344 million pre-tax) at November 30, 2007. 

SFAS 159. In February 2007, the FASB issued SFAS 159 which permits certain financial assets and financial liabilities to 
be measured at fair value, using an instrument-by-instrument election. The initial effect of adopting SFAS 159 must be 
accounted for as a cumulative-effect adjustment to opening retained earnings for the fiscal year in which the Company 
applies SFAS 159. Retrospective application of SFAS 159 to fiscal years preceding the effective date is not permitted. 

The Company elected to early adopt SFAS 159 beginning in the 2007 fiscal year and to measure at fair value substantially 
all hybrid financial instruments not previously accounted for at fair value under SFAS No. 155, as well as certain deposit 
liabilities at the Company’s U.S. banking subsidiaries. The Company elected to adopt SFAS 159 for these instruments to 
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reduce the complexity of accounting for these instruments under SFAS No. 133, Accounting for Derivative Instruments and 
Hedging Activities. As a result of adopting SFAS 159, the Company recognized a $22 million after-tax increase ($35 million 
pre-tax) to opening retained earnings as of December 1, 2006, representing the effect of changing the measurement basis 
of these financial instruments from an adjusted amortized cost basis at November 30, 2006 to fair value. For additional 
information regarding the adoption of SFAS 159, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated 
Financial Statements. 

SFAS 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 is evaluating the impact of adoption on its Consolidated Financial Statements. 

SFAS 160. In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interest in Consolidated Financial Statements 
(“SFAS 160”). SFAS 160 re-characterizes minority interests in consolidated subsidiaries as non-controlling interests and 
requires the classification of minority interests as a component of equity. Under SFAS 160, a change in control will be 
measured at fair value, with any gain or loss recognized in earnings. The effective date for SFAS 160 is for annual 
periods beginning on or after December 15, 2008. Early adoption and retroactive application of SFAS 160 to fiscal years 
preceding the effective date are not permitted. The Company is evaluating the impact of adoption on its Consolidated 
Financial Statements. 

SFAS 161. In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities 
(“SFAS 161”). SFAS 161 requires specific disclosures regarding the location and amounts of derivative instruments in 
the Company’s financial statements; how derivative instruments and related hedged items are accounted for; and how 
derivative instruments and related hedged items affect the Company’s financial position, financial performance, and cash 
flows. SFAS 161 is effective for financial statements issued and for fiscal years and interim periods after November 15, 
2008. Early application is permitted. Because SFAS 161 impacts the Company’s disclosure and not its accounting 
treatment for derivative instruments and related hedged items, the Company’s adoption of SFAS 161 will not impact the 
Consolidated Financial Statements. 

FIN 48. In June 2006, the FASB issued FIN 48. FIN 48 sets out a framework for management to use to determine the 
appropriate level of tax reserves to maintain for uncertain tax positions. FIN 48 uses a two-step approach wherein a tax 
benefit is recognized if a position is more likely than not to be sustained, and the amount of benefit is then measured on 
a probabilistic approach, as defined in FIN 48. FIN 48 also sets out disclosure requirements to enhance transparency of 
an entity’s tax reserves. The Company adopted FIN 48 at the beginning of the 2008 fiscal year and recognized a decrease 
to opening retained earnings of approximately $178 million. For additional information regarding the adoption of FIN 
48, see Note 10, “Income Taxes,” to the Consolidated Financial Statements. 

SOP 07-1. In June 2007, the AICPA issued Statement of Position (“SOP”) No. 07-1, Clarification of the Scope of the Audit 
and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in 
Investment Companies ("SOP 07-1"). SOP 07-1 addresses when the accounting principles of the AICPA Audit and 
Accounting Guide Investment Companies must be applied by an entity and whether those accounting principles must be 
retained by a parent company in consolidation or by an investor in the application of the equity method of accounting. 
The effective date for SOP 07-1 was initially for fiscal years beginning on or after December 15, 2007; however, in 
February 2008, the FASB directed the FASB staff to issue SOP 07-1-1 Effective Date of AICPA Statement of Position 07-1 
(“SOP 07-1-1”), which indefinitely delays the effective dates for SOP 07-1 and FASB Staff Position (“FSP”) FIN 46(R)-
7, Application of FASB Interpretation No. 46(R) to Investment Companies which was effective upon adoption of SOP 07-1. 

FSP FIN 39-1. In April 2007, the FASB directed the FASB Staff to issue FSP No. FIN 39-1, Amendment of FASB 
Interpretation No. 39 (“FSP FIN 39-1”). FSP FIN 39-1 modifies FIN No. 39, Offsetting of Amounts Related to Certain 
Contracts, and permits companies to offset cash collateral receivables or payables with net derivative positions under 
certain circumstances. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007, with early adoption 
permitted. FSP FIN 39-1 does not affect the Consolidated Financial Statements because it clarified the acceptability of 
existing market practice, which the Company uses, of netting cash collateral against net derivative assets and liabilities. 

FSP FIN 48-1. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 48-1, Definition of “Settlement” In 
FASB Interpretation No. 48 (“FSP FIN 48-1”). Under FSP FIN 48-1, a previously unrecognized tax benefit may be 
subsequently recognized if the tax position is effectively settled and other specified criteria are met. The Company 
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adopted FSP FIN 48-1 upon adoption of FIN 48. 

FSP FAS 140-3.  In February 2008, the FASB directed the FASB Staff to issue FSP No. FAS 140-3, Accounting for 
Transfers of Financial Assets and Repurchase Financing Transactions (“FSP FAS 140-3”).  Under FSP 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 FAS 140.  FSP 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 of adopting FSP FAS 140-3 on the 
Consolidated Financial Statements. 

SAB 109. In November 2007, the SEC issued Staff Accounting Bulletin (“SAB”) No. 109, Written Loan Commitments 
Recorded at Fair Value Through Earnings (“SAB 109”). SAB 109 supersedes SAB No. 105, Loan Commitments Accounted for as 
Derivative Instruments (“SAB 105”), and expresses the view, consistent with the guidance in SFAS 156 and SFAS 159, that 
the expected net future cash flows related to the associated servicing of the loan should be included in the measurement 
of all written loan commitments that are accounted for at fair value through earnings. SAB 105 also expressed the view 
that internally-developed intangible assets (such as customer relationship intangible assets) should not be recorded as 
part of the fair value of a derivative loan commitment. SAB 109 retains that view and broadens its application to all 
written loan commitments that are accounted for at fair value through earnings. Adoption of SAB 109 did not have a 
material affect on the Consolidated Financial Statements. 

Effect of Adoption. The table presented below summarizes the impact of adoption from the accounting developments 
summarized above on the results of operations: 

  Accumulated Other   
  Comprehensive  Retained Earnings 
In millions Date of Adoption Income/(Loss) Increase/(Decrease) 

Year Ended November 30, 2007 
 SFAS 157  December 1, 2006  $   45 

SFAS 158  November 30, 2007  $(210)  
 SFAS 159  December 1, 2006  22 

 Quarter Ended February 29, 2008 
 FIN 48  December 1, 2007  (178) 

The ASF Framework. On December 6, 2007, the American Securitization Forum (“ASF”), working with various 
constituency groups as well as representatives of U.S. federal government agencies, issued the Streamlined Foreclosure and Loss 
Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans (the “ASF Framework”). The ASF Framework 
provides guidance for servicers to streamline borrower evaluation procedures and to facilitate the use of foreclosure and 
loss prevention efforts in an attempt to reduce the number of U.S. subprime residential mortgage borrowers who might 
default in the coming year because the borrowers cannot afford to pay the increased loan interest rate after their U.S. 
subprime residential mortgage variable loan rate resets. The ASF Framework requires a borrower and its U.S. subprime 
residential mortgage variable loan to meet specific conditions to qualify for a modification under which the qualifying 
borrower’s loan’s interest rate would be kept at the existing rate, generally for five years following an upcoming reset period. 
The ASF Framework is focused on U.S. subprime first-lien adjustable-rate residential mortgages that have an initial fixed 
interest rate period of 36 months or less, are included in securitized pools, were originated between January 1, 2005 and July 
31, 2007, and have an initial interest rate reset date between January 1, 2008 and July 31, 2010 (defined as “Segment 2 
Subprime ARM Loans” within the ASF Framework).  

On January 8, 2008, the SEC’s Office of Chief Accountant (the “OCA”) issued a letter (the “OCA Letter”) addressing 
accounting issues that may be raised by the ASF Framework. Specifically, the OCA Letter expressed the view that if a 
Segment 2 Subprime ARM Loan is modified pursuant to the ASF Framework and that loan could legally be modified, the 
OCA will not object to continued status of the transferee as a QSPE under SFAS 140. Concurrent with the issuance of the 
OCA Letter, the OCA requested the FASB to immediately address the issues that have arisen in the application of the 
QSPE guidance in SFAS 140. Any loan modifications the Company makes in accordance with the ASF Framework will not 
have a material impact on its accounting for U.S. subprime residential mortgage loans nor securitizations or retained 
interests in securitizations of U.S. subprime residential mortgage loans. 
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At February 29, 2008, the Company had approximately 186 Segment 2 Subprime ARM Loans. None had been modified 
under the ASF Framework. 

Basel II. As of December 1, 2005, the Company became regulated by the SEC as a consolidated supervised entity (“CSE”). 
This supervision subjects the Company to group-wide supervision and examination by the SEC, minimum capital 
requirements on a consolidated basis and reporting (including reporting of capital adequacy measurement consistent with 
the standards adopted by the Basel Committee on Banking Supervision) and notification requirements. CSE capital 
requirements for the Company are principally driven by market, credit and operational risk amounts computed using 
methodologies developed by the Company and approved by the SEC.  

The Basel Committee on Banking Supervision published an updated framework to calculate risk-based capital requirements 
in June 2004 (“Basel II”). In September 2006, U.S. federal bank regulators announced their intent to implement Basel II in 
the U.S. On December 10, 2007, the U.S. federal bank regulators published final rules to implement new risk-based capital 
requirements in the U.S. for large, internationally active (core) banking organizations.  

The CSE regulations are intended to provide consolidated supervision of investment bank holding companies that is 
broadly consistent with U.S. federal bank regulatory oversight of bank holding companies. Basel II is meant to be applied 
on a consolidated basis for banking institutions or bank holding companies that have consolidated total assets of $250 
billion or more and/or consolidated total on-balance-sheet foreign exposure of $10 billion or more. Basel II provides two 
broad methods for calculating minimum capital requirements related to credit risk: (i) a standardized approach that relies 
heavily upon external credit assessments by major independent credit rating agencies; and (ii) an internal ratings-based 
approach, at foundation or advanced levels that permits the use of internal rating assessments in determining required 
capital. 

Beginning January 2008, certain of the Company’s subsidiaries in Europe, became subject to the Basel II requirements. The 
time frame in which Basel II requirements would become effective for U.S. banking institutions or bank holding companies 
is contemplated to be on or after (i) completion of four consecutive quarterly parallel calculations, in which an entity would 
remain subject to existing risk-based capital rules but also calculate its risk-based capital requirements under the new Basel 
II framework; and (ii) a series of transitional periods during which an entity would report under the new framework, subject 
to supervisory mandated minimum regulatory capital requirements. 

Additionally, and as an increasing number of global banking organizations become subject to Basel II, new interpretations 
may arise, and harmonization among regulators could impact the regulatory capital standards under which the Company 
operates as a CSE, as well as the requirements for some of the Company’s regulated subsidiaries. 

Note 2 Business and Geographic Segments 

Business Segments 

The Company organizes its business operations into three business segments: Capital Markets, Investment Banking and 
Investment Management. 

The business segment information for the periods ended February 29, 2008 and February 28, 2007 is prepared using the 
following methodologies and generally represents the information that is relied upon by management in its decision-making 
processes: 

• Revenues and expenses directly associated with each business segment are included in determining income before 
taxes. 

• Revenues and expenses not directly associated with specific business segments are allocated based on the most 
relevant measures applicable, including each segment’s revenues, headcount and other factors. 

• Net revenues include allocations of interest revenue, interest expense and revaluation of certain long-term and 
short-term debt measured at fair value to securities and other positions in relation to the cash generated by, or 
funding requirements of, the underlying positions. 

• Business segment assets include an allocation of indirect corporate assets that have been fully allocated to the 
segments, generally based on each segment’s respective headcount figures. 
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Capital Markets 

The Capital Markets segment is divided into two components: 

Fixed Income — The Company makes markets in and trades municipal and public sector instruments, interest rate and credit 
products, mortgage-related securities and loan products, currencies and commodities. The Company also originates 
mortgages and structures and enters into a variety of derivative transactions. The Company provides research covering 
economic, quantitative, strategic, credit, relative value, index and portfolio analyses. Additionally, the Company provides 
financing, advice and servicing activities to the hedge fund community, known as prime brokerage services. The Company 
engages in certain proprietary trading activities and in principal investing in real estate that are managed within this 
component. 

Equities — The Company makes markets in and trades equities and equity-related products and enters into a variety of 
derivative transactions. The Company also provides equity-related research coverage as well as execution and clearing 
services for clients. Through capital markets prime services, the Company provides prime brokerage services to the hedge 
fund community. The Company also engages in proprietary trading activities and private equity and other related 
investments. 

Investment Banking 

The Company takes an integrated approach to client coverage, organizing bankers into industry, product and geographic 
groups within the Investment Banking segment. Business services provided to corporations and governments worldwide 
can be separated into: 

Global Finance — The Company serves clients’ capital raising needs through underwriting, private placements, leveraged 
finance and other activities associated with debt and equity products. 

Advisory Services — The Company provides business advisory services with respect to mergers and acquisitions, divestitures, 
restructurings and other corporate activities. 

Investment Management  

The Investment Management business segment consists of: 

Asset Management — The Company provides customized investment management services for high net worth clients, mutual 
funds and other small and middle market institutional investors. Asset Management also serves as general partner for 
private equity and other alternative investment partnerships and has minority stake investments in certain alternative 
investment managers.  

Private Investment Management — The Company provides investment, wealth advisory and capital markets execution 
services to high net worth and middle market institutional clients. 
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Business Segments 

 Capital Investment Investment  
In millions Markets Banking Management Total 
Three months ended February 29, 2008     
Gross revenues $10,512 $    867 $   991 $12,370
Interest expense 8,840 ― 23 8,863
Net revenues 1,672 867 968 3,507
Depreciation and amortization expense 116 14 30 160
Other expenses 1,320 671 693 2,684
Income before taxes $     236 $   182 $   245 $     663
Segment assets (in billions) $  774.6 $    1.7 $    9.7 $  786.0
Three months ended February 28, 2007  
Gross revenues $12,222 $   850 $   723 $13,795
Interest expense 8,720 ― 28 8,748
Net revenues 3,502 850 695 5,047
Depreciation and amortization expense 102 10 25 137
Other expenses 2,031 650 530 3,211
Income before taxes $  1,369 $   190 $   140 $  1,699
Segment assets (in billions) $  552.4 $    1.5 $    8.4 $  562.3

Geographic Net Revenues 

The Company organizes its operations into three geographic regions:  

• Europe and the Middle East, inclusive of operations in Russia and Turkey; 

• Asia-Pacific, inclusive of operations in Australia and India; and 

• the Americas. 

Net revenues presented by geographic region are based upon the location of the senior coverage banker or investment 
advisor in the case of Investment Banking or Asset Management, respectively, or where the position was risk managed 
within Capital Markets and Private Investment Management. Certain revenues associated with U.S. products and services 
that result from relationships with international clients have been classified as international revenues using an allocation 
process. The methodology for allocating the Firm’s revenues to geographic regions is dependent on the judgment of 
management. Additionally, because certain components of revenues reflect the overall performance of the Company as well 
as the performance of individual business units, performance in one segment may be affected by the performance of other 
segments. 

The following presents, in management’s judgment, a reasonable representation of each region’s contribution to net 
revenues. 

Geographic Net Revenues  

 Quarter Ended 
In millions February 29, 2008 February 28, 2007 
Europe and the Middle East  $    760 $ 1,368
Asia-Pacific  1,348 594
 Total Non-Americas 2,108 1,962
U.S. 1,342 3,028
Other Americas  57 57
 Total Americas 1,399 3,085
Net revenues $ 3,507 $ 5,047
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Note 3 Financial Instruments and Other Inventory Positions 

Financial instruments and other inventory positions owned and Financial instruments and other inventory positions sold 
but not yet purchased were comprised of the following: 

  Sold But Not  
 Owned  Yet Purchased  
 
In millions Feb 29, 2008 Nov 30, 2007 Feb 29, 2008 Nov 30, 2007 
Mortgage and asset-backed securities $  84,609 $  89,106 $       552 $       332
Government and agencies 44,574 40,892 108,759 71,813
Corporate debt and other 59,750 54,098 8,738 6,759
Corporate equities 56,118 58,521 41,035 39,080
Real estate held for sale 22,562 21,917 — —
Commercial paper and other money market   
 instruments 3,433 4,000 12 12
Derivatives and other contractual agreements 55,612 44,595 37,807 31,621
 $326,658 $313,129 $196,903 $149,617

Mortgage and asset-backed securities. Mortgage and asset-backed securities include residential and commercial whole 
loans and interests in residential and commercial mortgage-backed securitizations. Also included within Mortgage and asset-
backed securities are securities whose cash flows are based on pools of assets in bankruptcy-remote entities, or collateralized 
by cash flows from a specified pool of underlying assets. The pools of assets may include, but are not limited to mortgages, 
receivables and loans. 

It is the Company’s intent to sell through securitization or syndication activities, residential and commercial mortgage whole 
loans the Company originates, as well as those acquired in the secondary market. The Company originated approximately $2 
billion and $15 billion of residential mortgage loans at February 29, 2008 and February 28, 2007, respectively, and 
approximately $2 billion and $13 billion of commercial mortgage loans at February 29, 2008 and February 28, 2007, 
respectively. 

Balances reported for Mortgage and asset-backed securities include approximately $10.2 billion and $11.9 billion at February 
29, 2008 and November 30, 2007, respectively, of loans transferred to securitization vehicles where such transfers were 
accounted for as secured financings rather than sales. The securitization vehicles issued securities that were distributed to 
investors. The Company considers itself to have economic exposure only to the securities retained from those securitization 
vehicles; the Company does not consider itself to have economic exposure to the underlying assets in those securitization 
vehicles. For further discussion of securitization activities, see Note 6, “Securitizations and Special Purpose Entities,” to the 
Consolidated Financial Statements. 

At February 29, 2008 and November 30, 2007, the Company’s inventory of Mortgage and asset-backed securities, excluding 
those that were accounted for as financings rather than sales, generally included the following types of assets: 

In millions February 29, 2008  November 30, 2007 
Residential:  
 Securities(1) $ 18,179  $ 16,709
 Whole loans 11,913  14,235
 Servicing and other 1,660  1,235
 $ 31,752  $ 32,179
Commercial:  
 Whole loans $ 24,881  $ 26,200
 Securities and other(2) 11,229  12,738
 $ 36,110  $ 38,938
  
Other asset-backed securities $   6,553  $  6,163
  
Total $ 74,415  $ 77,280
(1) Includes approximately $8.1 billion of investment grade retained interests in securitizations and approximately $1.4 billion of non-investment grade 

retained interests in securitizations at February 29, 2008. Includes approximately $7.1 billion of investment grade retained interests in securitizations and 
approximately $1.6 billion of non-investment grade retained interests in securitizations at November 30, 2007. 
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(2) Includes approximately $1.8 billion of investment grade retained interests in securitizations and $0.04 billion of non-investment grade retained interests 
in securitizations at February 29, 2008. Includes approximately $2.4 billion of investment grade retained interests in securitizations and approximately 
$0.03 billion of non-investment grade retained interests in securitizations at November 30, 2007.  

At February 29, 2008 and November 30, 2007, the Company’s portfolio of U.S. subprime residential mortgages, excluding 
those that were accounted for as financings rather than sales, generally included the following types of assets:1

In millions February 29, 2008 November 30, 2007 
U.S. residential subprime mortgages 
 Whole loans(1) $ 1,295 $ 3,226
 Retained interests in securitizations 2,692 1,995
 Other 30 55
Total $ 4,017 $ 5,276
(1) Excludes loans which were accounted for as financings rather than sales which were approximately $3.2 billion and $2.9 billion at February 29, 2008 

and November 30, 2007, respectively. 

Government and agencies. Included within these balances are instruments issued by a national government or agency 
thereof, denominated in the country’s own currency or in a foreign currency (e.g., sovereign) as well as municipals. 

Corporate debt and other. Longer-term debt instruments, generally with a maturity date falling at least a year after their 
issue date, not issued by governments and may or may not be traded on major exchanges, are included within this 
component. 

Non-derivative, physical commodities are reported as a component of this line item and were approximately $169 million 
and $308 million in February 29, 2008 and November 30, 2007, respectively.  

Corporate equities. Balances generally reflect held positions in any instrument that has an equity ownership component, 
such as equity-related positions, public ownership equity securities that are listed on public exchanges, private equity-related 
positions and non-public ownership equity securities that are not listed on a public exchange. 

Real estate held for sale. Real estate held for sale of $22.6 billion and $21.9 billion at February 29, 2008 and November 
30, 2007, respectively, reflects debt and equity investments in parcels of land and related physical property. The Company 
invests in entities whose underlying assets are Real estate held for sale. The Company consolidates those entities in which 
the Company is the primary beneficiary in accordance with FIN 46(R). The Company considers itself to have economic 
exposure only to its direct investments in these entities; the Company does not consider itself to have economic exposure to 
the total underlying assets in these entities. The Company’s net investment positions related to Real estate held for sale, 
excluding the amounts that have been consolidated but for which the Company does not consider itself to have economic 
exposure, was $12.9 billion and $12.8 billion at February 29, 2008 and November 30, 2007, respectively. 

Commercial paper and other money market instruments. Commercial paper and other money market instruments 
include short-term obligations, generally issued by financial institutions or corporations, with maturities within a calendar 
year of the financial statement date. These instruments may include promissory notes, drafts, checks and certificates of 
deposit. 

Derivatives and other contractual agreements. These balances generally represent future commitments to exchange 
interest payment streams or currencies based on contract or notional amounts or to purchase or sell other financial 
instruments or physical assets at specified terms on a specified date. Both over-the-counter and exchange-traded 
derivatives are reflected. 

The following table presents the fair value of Derivatives and other contractual agreements at February 29, 2008 and 
November 30, 2007. Assets included in the table represent unrealized gains, net of unrealized losses, for situations in 
which the Company has a master netting agreement. Similarly, liabilities represent net amounts owed to counterparties. 
The fair value of derivative contracts represents net receivable/payable for derivative financial instruments before 
consideration of securities collateral. Asset and liabilities are presented below net of cash collateral of approximately 
$26.5 billion and $17.6 billion, respectively, at February 29, 2008 and $19.7 billion and $17.5 billion, respectively, at 
                                                           
1 The Company generally defines U.S. subprime residential mortgage loans as those associated with borrowers having a credit score in the range of 

620 or lower using the Fair Isaac Corporation’s statistical model, or having other negative factors within their credit profiles. Prior to its closure in 
the third quarter of fiscal 2007, the Company originated subprime residential mortgage loans through BNC Mortgage LLC (“BNC”), a wholly-
owned subsidiary of the Company’s U.S. regulated thrift Lehman Brothers Bank, FSB. BNC served borrowers with subprime qualifying credit 
profiles but also served borrowers with stronger credit history as a result of broker relationships or product offerings and such loans are also 
included in the Company’s subprime business activity. For residential mortgage loans purchased from other mortgage originators, the Company 
uses a similar subprime definition as for its origination activity. Additionally, second lien loans are included in the Company’s subprime business 
activity. 
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November 30, 2007.  

Fair Value of Derivatives and Other Contractual Agreements 

 February 29, 2008 November 30, 2007 
In millions Assets Liabilities Assets Liabilities 
Over-the-Counter: (1)  
 Interest rate, currency and credit default   
     swaps and options $ 31,082 $ 15,248 $ 22,028  $ 10,915
 Foreign exchange forward contracts and options 3,087 3,679 2,479 2,888
 Other fixed income securities   
  contracts (including TBAs and forwards) 11,856 7,827 8,450 6,024
 Equity contracts (including equity swaps,   
     warrants and options) 6,330 9,309 8,357 9,279
Exchange Traded:  
 Equity contracts (including equity swaps,   
     warrants and options) 3,257 1,744 3,281 2,515
 $ 55,612 $ 37,807 $ 44,595 $ 31,621
(1)  The Company’s net credit exposure for OTC contracts is $45.7 billion and $34.6 billion at February 29, 2008 and November 30, 2007, respectively, 

representing the fair value of OTC contracts in a net receivable position, after consideration of collateral.  

At February 29, 2008, commodity derivative assets and liabilities were $2.9 billion and $2.7 billion, respectively. At 
November 30, 2007, commodity derivative assets and liabilities were both approximately $1.5 billion.  

Concentrations of Credit Risk 

A substantial portion of securities transactions are collateralized and are executed with, and on behalf of, financial 
institutions, which includes other brokers and dealers, commercial banks and institutional clients. The Company’s exposure 
to credit risk associated with the non-performance of these clients and counterparties in fulfilling their contractual 
obligations with respect to various types of transactions can be directly affected by volatile or illiquid trading markets, which 
may impair the ability of clients and counterparties to satisfy their obligations to the Company. 

Financial instruments and other inventory positions owned include U.S. government and agency securities, and securities 
issued by non-U.S. governments, which in the aggregate represented 6% of total assets at both February 29, 2008 and 
November 30, 2007. In addition, collateral held for resale agreements represented approximately 27% and 24% of total 
assets at February 29, 2008 and November 30, 2007, respectively, and primarily consisted of securities issued by the U.S. 
government, federal agencies or non-U.S. governments. The Company’s most significant industry concentration is financial 
institutions, which includes other brokers and dealers, commercial banks and institutional clients. This concentration arises 
in the normal course of business. 

Note 4 Fair Value of Financial Instruments 

Financial instruments and other inventory positions owned, excluding Real estate held for sale, and Financial instruments 
and other inventory positions sold but not yet purchased, are presented at fair value. In addition, certain long and short-
term borrowing obligations, principally certain hybrid financial instruments, and certain deposit liabilities at banks, are 
presented at fair value. 

Fair value is defined as the price at which an asset could be exchanged in a current transaction between knowledgeable, 
willing parties. A liability’s fair value is defined as the amount that would be paid to transfer the liability to a new obligor, 
not the amount that would be paid to settle the liability with the creditor. Where available, fair value is based on observable 
market prices or parameters or derived from such prices or parameters. Where observable prices or inputs are not available, 
valuation models are applied. These valuation techniques involve some level of management estimation and judgment, the 
degree of which is dependent on the price transparency for the instruments or market and the instruments’ complexity. 

Assets and liabilities recorded at fair value in the Consolidated Statement of Financial Condition are categorized based upon 
the level of judgment associated with the inputs used to measure their fair value. Hierarchical levels, defined by SFAS 157 
and directly related to the amount of subjectivity associated with the inputs to fair valuation of these assets and liabilities, are 
as follows: 

Level 1 — Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement 
date.  
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The types of assets and liabilities carried at Level 1 fair value generally are G-7 government and agency securities, 
equities listed in active markets, investments in publicly traded mutual funds with quoted market prices and listed 
derivatives. 

Level 2 — Inputs (other than quoted prices included in Level 1) are either directly or indirectly observable for the asset 
or liability through correlation with market data at the measurement date and for the duration of the instrument’s 
anticipated life. 

Fair valued assets and liabilities that are generally included in this category are non-G-7 government securities, 
municipal bonds, certain hybrid financial instruments, certain mortgage and asset backed securities, certain corporate 
debt, certain commitments and guarantees, certain private equity investments and certain derivatives. 

Level 3 — Inputs reflect management’s best estimate of what market participants would use in pricing the asset or 
liability at the measurement date. Consideration is given to the risk inherent in the valuation technique and the risk 
inherent in the inputs to the model. 

Generally, assets and liabilities carried at fair value and included in this category are certain mortgage and asset-backed 
securities, certain corporate debt, certain private equity investments, certain municipal bonds, certain commitments and 
guarantees and certain derivatives. 
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Fair Value on a Recurring Basis 

Assets and liabilities measured at fair value on a recurring basis are categorized in the tables below based upon the lowest 
level of significant input to the valuations.  
 Assets at Fair Value as of February 29, 2008 
In millions Level 1 Level 2 Level 3 Total 

Mortgage and asset-backed securities(1) $      270  $ 60,527 $23,812  $ 84,609
Government and agencies 19,674  24,900  —  44,574
Corporate debt and other 336  55,164  4,250  59,750
Corporate equities 34,787  11,956  9,375  56,118
Commercial paper and other money market instruments 3,433  —  —  3,433
Derivative assets(2) 3,257  47,284  5,071  55,612
 $ 61,757  $199,831 $42,508  $304,096
 

 Assets at Fair Value as of November 30, 2007 
In millions Level 1 Level 2 Level 3 Total 

Mortgage and asset-backed securities(1) $       240 $   63,914 $ 24,952 $  89,106
Government and agencies 25,393  15,499 —  40,892
Corporate debt and other 324  50,692 3,082  54,098
Corporate equities 39,336  10,812 8,373  58,521
Commercial paper and other money market instruments 4,000  — —  4,000
Derivative assets(2) 3,281  35,742 5,572  44,595
 $ 72,574  $176,659 $41,979  $291,212
(1) Includes loans transferred to securitization vehicles where such transfers were accounted for as secured financings rather than sales. The 

securitization vehicles issued securities that were distributed to investors. The Company does not consider itself to have economic exposure to 
the underlying assets in those securitization vehicles beyond the Company’s retained interests. The loans are reflected as an asset within 
Mortgages and asset-backed positions and the proceeds received from the transfer are reflected as a liability within Other secured borrowings. 
These loans are classified as Level 2 assets. 

 (2) Derivative assets are presented on a net basis by level. Inter- and intra-level cash collateral, cross-product and counterparty netting at February 29, 
2008 and November 30, 2007 was approximately $56.5 billion and $38.8 billion, respectively. 

 Liabilities at Fair Value as of February 29, 2008 
In millions Level 1 Level 2 Level 3 Total 

Mortgage and asset-backed securities $        — $      552 $     — $       552
Government and agencies 103,999 4,760 — 108,759
Corporate debt and other — 8,738 — 8,738
Corporate equities 40,450 585 — 41,035
Commercial paper and other money market instruments 12 — — 12
Derivative liabilities(1) 1,744 33,760 2,303 37,807
 $146,205 $48,395 $2,303 $196,903
 

 Liabilities at Fair Value as of November 30, 2007 
In millions Level 1 Level 2 Level 3 Total 

Mortgage and asset-backed securities $        — $    332 $     — $      332
Government and agencies 67,484 4,329  — 71,813
Corporate debt and other 22 6,737 — 6,759
Corporate equities 39,080  —  — 39,080
Commercial paper and other money market instruments 12 — — 12
Derivative liabilities(1) 2,515 26,011 3,095 31,621
 $109,113 $37,409 $3,095 $149,617
(1) Derivative liabilities are presented on a net basis by level. Inter- and intra-level cash collateral, cross-product and counterparty netting at February 

29, 2008 and November 30, 2007 was approximately $47.6 billion and $36.6 billion, respectively. 
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Level 3 Gains and Losses 

The tables presented below summarizes the change in balance sheet carrying values associated with Level 3 Financial 
instruments for the three months ended February 29, 2008 and the twelve months ended November 30, 2007. Caution 
should be utilized when evaluating reported net revenues for Level 3 Financial instruments. The values presented exclude 
economic hedging activities that may be transacted in instruments categorized within other fair value hierarchy levels. 
Actual net revenues associated with Level 3 Financial instruments inclusive of hedging activities could differ materially. 

 Mortgage and asset- Corporate Corporate   

In millions backed securities debt and other equities Net derivatives Total 

Balance at December 1, 2007  $   24,952  $  3,082  $ 8,373  $ 2,477  $ 38,884 
 Net Payments, Purchases and Sales  46  524  360  73  1,003 
 Net Transfers In/(Out)  (519)  655  (80)  34  90 
 Gains/(Losses)(1)      
 Realized  83  24  27  (20)  114 
 Unrealized  (750)  (35)  695  204  114 
Balance at February 29, 2008  $  23,812  $  4,250  $ 9,375  $ 2,768  $ 40,205 
 

 Mortgage and asset- Corporate Corporate   

In millions backed securities debt and other equities Net derivatives Total 

Balance at December 1, 2006 $   8,575 $  1,924 $ 2,427 $   686 $ 13,612 
 Net Payments, Purchases and Sales 2,349 428 210 283 3,270 
 Net Transfers In/(Out) 137 — — — 137 
 Gains/(Losses)(1)      
 Realized 176 19 21 7 223 
 Unrealized (80) 13 13 158 104 
Balance at February 28, 2007 11,157 2,384 2,671 1,134 17,346 
 Net Payments, Purchases and Sales 1,671 50 977 (6) 2,692 
 Net Transfers In/(Out) (123) 95 375 39 386 
 Gains/(Losses) (1)      
 Realized 274 31 5 48 358 
 Unrealized (131) (11) 135 65 58 
Balance at May 31, 2007 12,848 2,549 4,163 1,280 20,840 
 Net Payments, Purchases and Sales 1,575 (299) 545 (59) 1,762 
 Net Transfers In/(Out) 9,856 (144) 232 (160) 9,784 
 Gains/(Losses) (1)      
 Realized 210 7 37 (4) 250 
 Unrealized (825) 19 62 543  (201) 
Balance at August 31, 2007 23,664 2,132 5,039 1,600 32,435 
 Net Payments, Purchases and Sales 1,213 292 2,939 157 4,601 
 Net Transfers In/(Out) 1,480 615 103 31 2,229 
 Gains/(Losses) (1)      
 Realized 255 47 227 (166) 363 
 Unrealized (1,660) (4) 65 855 (744) 
Balance at November 30, 2007 $ 24,952 $3,082 $ 8,373 $ 2,477 $ 38,884 
 (1) Realized or unrealized gains/(losses) from changes in values of Level 3 Financial instruments represent gains/(losses) from changes in values of those 

Financial instruments only for the period(s) in which the instruments were classified as Level 3. 

Net revenues (both realized and unrealized) for Level 3 Financial instruments are a component of Principal transactions in 
the Consolidated Statement of Income. Net realized gains associated with Level 3 Financial instruments were approximately 
$0.1 billion and $0.2 billion for the quarters ended February 29, 2008 and February 28, 2007, respectively. The net 
unrealized loss on Level 3 non-derivative Financial instruments was approximately $90 million and $54 million for the 
quarters ended February 29, 2008 and February 28, 2007, respectively, primarily consisting of unrealized losses from 
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mortgage and asset-backed securities. The net unrealized gain on Level 3 derivative Financial instruments was 
approximately $204 million and $158 million for the quarters ended February 29, 2008 and February 28, 2007, respectively, 
primarily consisting of unrealized gains from credit and interest rate-related derivative positions. Level 3 Financial 
instruments may be economically hedged with financial instruments not classified as Level 3; therefore, gains or losses 
associated with Level 3 Financial instruments may be offset by gains or losses associated with financial instruments 
classified in other levels of the fair value hierarchy. 

Fair Value Option 

SFAS 159 permits certain financial assets and liabilities to be measured at fair value, using an instrument-by-instrument 
election. Changes in the fair value of the financial assets and liabilities for which the fair value option was made are reflected 
in Principal transactions in the Consolidated Statement of Income. As indicated above in the fair value hierarchy tables and 
further discussed in Note 1, “Summary of Significant Accounting Policies, Accounting and Regulatory Developments—
SFAS 159,” the Company elected to account for the following financial assets and liabilities at fair value: 

Certain hybrid financial instruments. These instruments are primarily structured notes that are risk managed on a fair 
value basis and within the Company’s Capital Market activities and for which hedge accounting under SFAS No. 133, 
Accounting for Derivative Instruments and Hedging Activities, had been complex to maintain. Changes in the fair value of these 
liabilities, excluding any Interest income or Interest expense, are reflected in Principal transactions in the Consolidated 
Statement of Income. The Company calculates the impact of its own credit spread on hybrid financial instruments carried 
at fair value by discounting future cash flows at a rate which incorporates observable changes in its credit spread. At 
February 29, 2008, the estimated changes in the fair value attributable to the observable impact from instrument-specific 
credit risk was a gain of approximately $0.6 billion, attributable to the widening of the Company’s credit spreads during the 
period. The change in fair value attributable to the observable impact from instrument-specific credit risk was not material 
to the results of operations at February 28, 2007. As of February 29, 2008 and November 30, 2007, the aggregate principal 
amount of hybrid financial instruments classified as short-term borrowings and measured at fair value exceeded the fair 
value by approximately $510 million and $152 million, respectively. Additionally, and as of February 29, 2008 and 
November 30, 2007, the aggregate principal amount of hybrid financial instruments classified as long-term borrowings and 
measured at fair value exceeded the fair value by approximately $3.9 billion and $2.1 billion, respectively. 

Other secured borrowings. Certain liabilities recorded as Other secured borrowings include the proceeds received from 
transferring loans to securitization vehicles where such transfers were accounted for as secured financings rather than sales 
under SFAS 140. The transferred loans are reflected as an asset within Mortgages and asset-backed positions and also 
accounted for at fair value and categorized as Level 2 in the fair value hierarchy. The Company considers itself to have 
economic exposure only to the securities retained from those securitization vehicles; the Company does not consider itself 
to have economic exposure to the underlying assets in those securitization vehicles. The change in fair value attributable to 
the observable impact from instrument-specific credit risk was not material to the results of operations. 

Deposit liabilities at banks. The Company elects to account for certain deposits at the Company’s U.S. banking 
subsidiaries at fair value. The change in fair value attributable to the observable impact from instrument-specific credit risk 
was not material to the results of operations. As of February 29, 2008 and November 30, 2007, the difference between the 
fair value and the aggregate principal amount of deposit liabilities at banks carried at fair value was not material. 
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Liabilities for which the fair value option was elected are categorized in the table below based upon the lowest level of 
significant input to the valuations. 

 At Fair Value as of February 29, 2008 
In millions Level 1 Level 2 Level 3 Total 

Certain hybrid financial instruments:    
 Short-term borrowings —  $  10,660  —  $  10,660
 Long-term borrowings —  $  26,593  —  $  26,593
Other secured borrowings —  $    8,605  —  $    8,605
Deposit liabilities at banks —  $  12,421  —  $  12,421
 

 At Fair Value as of November 30, 2007 
In millions Level 1 Level 2 Level 3 Total 

Certain hybrid financial instruments:   
 Short-term borrowings — $  9,035 — $  9,035
 Long-term borrowings —  $27,204  —  $27,204
Other secured borrowings — $  9,149 — $  9,149
Deposit liabilities at banks —  $15,986  —  $15,986

Note 5 Securities Received and Pledged as Collateral 

The Company enters into secured borrowing and lending transactions to finance inventory positions, obtain securities for 
settlement and meet clients’ needs. The Company receives collateral in connection with resale agreements, securities 
borrowed transactions, borrow/pledge transactions, client margin loans and derivative transactions. The Company generally 
is permitted to sell or repledge these securities held as collateral and use them to secure repurchase agreements, enter into 
securities lending transactions or deliver to counterparties to cover short positions.  

At February 29, 2008 and November 30, 2007, the fair value of securities received as collateral that the Company was 
permitted to sell or repledge was approximately $929 billion and $798 billion, respectively. The fair value of securities 
received as collateral that the Company sold or repledged was approximately $852 billion and $725 billion at February 29, 
2008 and November 30, 2007, respectively. 

The Company also pledges its own assets, primarily to collateralize certain financing arrangements. These pledged securities, 
where the counterparty has the right by contract or custom to sell or repledge the financial instruments, were approximately 
$59 billion and $63 billion at February 29, 2008 and November 30, 2007, respectively. The carrying value of Financial 
instruments and other inventory positions owned that have been pledged or otherwise encumbered to counterparties where 
those counterparties do not have the right to sell or repledge, was approximately $96 billion and $87 billion at February 29, 
2008 and November 30, 2007, respectively. 

Note 6 Securitizations and Special Purpose Entities 

Generally, residential and commercial mortgages, home equity loans, municipal and corporate bonds, and lease and trade 
receivables are financial assets that the Company securitizes through SPEs. The Company may continue to hold an interest 
in the financial assets securitized in the form of the securities created in the transaction, including residual interests 
(“interests in securitizations”) established to facilitate the securitization transaction. Interests in securitizations are presented 
within Financial instruments and other inventory positions owned (primarily in mortgages and asset-backed securities and 
government and agencies) in the Consolidated Statement of Financial Condition. For additional information regarding the 
accounting for securitization transactions, see Note 1, “Summary of Significant Accounting Policies—Consolidation 
Policies,” to the Consolidated Financial Statements. 
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For the quarters ended February 29, 2008 and February 28, 2007, the following financial assets were securitized: 

 Quarter ended 
In millions February 29, 2008 February 28, 2007 
Residential mortgages $6,868 $22,581
Commercial mortgages — 2,829
Municipal and other asset-backed financial instruments 3,123 1,008
Total $9,991 $26,418

At February 29, 2008 and November 30, 2007, the Company had approximately $1.5 billion and $1.6 billion, respectively, 
of non-investment grade interests from securitization activities. 

The table below presents: the fair value of interests in securitizations at February 29, 2008 and November 30, 2007; model 
assumptions of market factors, sensitivity of valuation models to adverse changes in the assumptions, as well as cash flows 
received on such interests in the securitizations. The sensitivity analyses presented below are hypothetical and should be 
used with caution since the stresses are performed without considering the effect of hedges, which serve to reduce the 
Company’s actual risk. The Company mitigates the risks associated with the below interests in securitizations through 
various risk management dynamic hedging strategies. These results are calculated by stressing a particular economic 
assumption independent of changes in any other assumption (as required by U.S. GAAP). In reality, changes in one factor 
often result in changes in another factor which may counteract or magnify the effect of the changes outlined in the table 
below. Changes in the fair value based on a 10% or 20% variation in an assumption should not be extrapolated because the 
relationship of the change in the assumption to the change in fair value may not be linear. 

Securitization Activity 

 February 29, 2008 November 30, 2007 
 Residential Mortgages      Residential Mortgages  
  Non-   Non-  
 Investment Investment  Investment Investment  
Dollars in millions Grade(1) Grade Other(2) Grade(1) Grade Other(2)

Interests in securitizations        
    (in billions) $    8.1 $    1.4 $   1.9 $    7.1 $    1.6 $   2.6
  
Weighted-average life (years)  8  5  5  9  4  6
  
Average constant prepayment 

rate 
 12.5%   15.4%  —  12.4%   17.0%  —

  
    Effect of 10% adverse change  $     84  $    20 $   —  $    55  $     8  $  —
    Effect of 20% adverse change  $   175  $    33 $   —  $  111  $   10  $  —
Weighted-average credit loss  
    assumption  0.6%  3.3%  1.0%  0.5%  2.4%  0.7%
    Effect of 10% adverse change  $     59  $    43 $    52  $  107  $ 104  $    6
    Effect of 20% adverse change  $   126  $    78 $  104  $  197  $ 201  $  12
  
Weighted-average discount rate  10.7%  18.2%   7.8%  7.7%  19.4%   7.3%
    Effect of 10% adverse change  $   318  $    33 $  232  $  245  $   53 $   84
    Effect of 20% adverse change  $   608  $    66 $  461  $  489  $ 102 $ 166
(1) The amount of investment-grade interests in securitizations related to agency collateralized mortgage obligations was approximately $2.5 billion at 

both February 29, 2008 and November 30, 2007. 
(2) At February 29, 2008, other interests in securitizations included approximately $1.8 billion of investment grade commercial mortgages, approximately 

$42 million of non-investment grade commercial mortgages and the remainder relates to municipal products. At November 30, 2007, other interests 
in securitizations included approximately $2.4 billion of investment grade commercial mortgages, approximately $26 million of non-investment grade 
commercial mortgages and the remainder relates to municipal products.  
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Cash flows received on interests in securitizations 

 Quarter Ended Year Ended 
 February 29, 2008 November 30, 2007 
 Residential Mortgages  Residential Mortgages 
  Non-   Non-  
 Investment Investment  Investment Investment  
In millions Grade Grade Other Grade Grade Other 
  $ 282  $ 234 $ 43  $ 898  $ 633 $ 130 

Mortgage servicing rights. Mortgage servicing rights (“MSRs”) represent the right to future cash flows based upon 
contractual servicing fees for mortgage loans and mortgage-backed securities. MSRs generally arise from the securitization 
of residential mortgage loans that the Company originates. MSRs are presented within Financial instruments and other 
inventory positions owned on the Consolidated Statement of Financial Condition. At February 29, 2008 and November 30, 
2007, the Company had MSRs of approximately $1.6 billion and $1.2 billion, respectively. MSRs activities for the quarter 
ended February 29, 2008 and the year ended November 30, 2007 are as follows: 

In millions February 29, 2008 November 30, 2007 
Balance, beginning of period  $    1,183   $    829 
    Additions, net  94   368 
    Changes in fair value:   
       Paydowns/servicing fees  (31)   (209) 
       Resulting from changes in valuation assumptions  364   195 
Balance, end of period  $ 1,610   $ 1,183 

The determination of MSRs fair value is based upon a discounted cash flow valuation model. Cash flow and prepayment 
assumptions used in the discounted cash flow model are: based on empirical data drawn from the historical performance of 
MSRs; consistent with assumptions used by market participants valuing similar MSRs; and from data obtained on the 
performance of similar MSRs. These variables can, and generally will, vary from quarter to quarter as market conditions and 
projected interest rates change. For that reason, risk related to MSRs directly correlates to changes in prepayment speeds 
and discount rates. The Company mitigates this risk by entering into hedging transactions. 

The following table shows the main assumptions used to determine the fair value of MSRs at February 29, 2008 and 
November 30, 2007, the sensitivity of MSRs’ fair value measurements to changes in these assumptions, and cash flows 
received on contractual servicing: 

Dollars in millions February 29, 2008 November 30, 2007 
Weighted-average prepayment speed (CPR) 15.5%   24.5% 
  Effect of 10% adverse change $      93 $    102 
  Effect of 20% adverse change $    177 $    190 
Discount rate 11.1%  6.5% 
  Effect of 10% adverse change $      55 $     20 
  Effect of 20% adverse change $    107 $     39 
   
Cash flows received on contractual servicing $      86 $   276 

The above sensitivity analysis is hypothetical and should be used with caution since the stresses are performed without 
considering the effect of hedges, which serve to reduce the Company’s actual risk. These results are calculated by stressing a 
particular economic assumption independent of changes in any other assumption (as required by U.S. GAAP). In reality, 
changes in one factor often result in changes in another factor which may counteract or magnify the effect of the changes 
outlined in the above table. Changes in the fair value based on a 10% or 20% variation in an assumption should not be 
extrapolated because the relationship of the change in the assumption to the change in fair value may not be linear. 

Non-QSPE activities. The Company has transactional activity with SPEs that do not meet the QSPE criteria because their 
permitted activities are not limited sufficiently or the assets are non-qualifying financial instruments (e.g., real estate). These 
SPEs issue credit-linked notes, invest in real estate or are established for other structured financing transactions designed to 
meet clients’ investing or financing needs. 
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A collateralized debt obligation (“CDO”) transaction involves the purchase by an SPE of a diversified portfolio of securities 
and/or loans that are then managed by an independent asset manager. Interests in the SPE (debt and equity) are sold to 
third-party investors. The Company’s primary role in a CDO is to act as structuring and placement agent, warehouse 
provider, underwriter and market maker in the related CDO securities. In a typical CDO, at the direction of a third party 
asset manager, the Company will temporarily warehouse securities or loans on the Company’s balance sheet pending the 
sale to the SPE once the permanent financing is completed. At February 29, 2008 and November 30, 2007, the Company 
owned approximately $626.8 million and $581.2 million of equity securities in CDOs, respectively. Because the Company’s 
investments do not represent a majority of the CDOs’ equity, the Company is not exposed to the majority of the CDOs’ 
expected losses. Accordingly, the Company is not the primary beneficiary of the CDOs and therefore the Company does 
not consolidate them. 

As a dealer in credit default swaps, the Company makes a market in buying and selling credit protection on single issuers as 
well as on portfolios of credit exposures. The Company mitigates credit risk, in part, by purchasing default protection 
through credit default swaps with SPEs. The Company pays a premium to the SPEs for assuming credit risk under the 
credit default swap. In these transactions, SPEs issue credit-linked notes to investors and use the proceeds to invest in high 
quality collateral. The Company’s maximum potential loss associated with involvement with such credit-linked note 
transactions is measured by the fair value of credit default swaps with such SPEs. At February 29, 2008 and November 30, 
2007, respectively, the fair values of these credit default swaps were $3.2 billion and $3.9 billion. The underlying investment 
grade collateral held by SPEs where the Company is the first-lien holder was $16.1 billion and $15.7 billion at February 29, 
2008 and November 30, 2007, respectively. 

Because the investors assume default risk associated with both the reference portfolio and the SPEs’ assets, the Company’s 
expected loss calculations generally demonstrate the investors in the SPEs bear a majority of the entity’s expected losses. 
Accordingly, the Company generally is not the primary beneficiary and therefore do not consolidate these SPEs. In 
instances where the Company is the primary beneficiary of the SPEs, the Company consolidates the SPEs. At February 29, 
2008 and November 30, 2007, the Company consolidated approximately $184 million and $180 million of these SPEs, 
respectively. The assets associated with these consolidated SPEs are presented as a component of Financial instruments and 
other inventory positions owned, and the liabilities are presented as a component of Other secured borrowings. 

The Company also invests in real estate directly through consolidated subsidiaries and through VIEs. The Company 
consolidates investments in real estate VIEs when the Company is the primary beneficiary. The Company records the assets 
of these consolidated real estate VIEs as a component of Financial instruments and other inventory positions owned, and 
the liabilities are presented as a component of Other secured borrowings. At February 29, 2008 and November 30, 2007, 
the Company consolidated approximately $9.3 billion and $9.8 billion, respectively, of real estate-related investments. After 
giving effect to non-recourse financing, the Company’s net investment position in these consolidated real estate VIEs was 
$6.0 billion at both February 29, 2008 and November 30, 2007. 

The following table summarizes non-QSPE activities at February 29, 2008 and November 30, 2007: 

In millions February 29, 2008 November 30, 2007 
Credit default swaps with SPEs  $     3,213  $     3,859
  Value of underlying investment-grade collateral  16,127  15,744
  Value of assets consolidated  184  180
  
Consolidated real estate VIEs  9,252  9,786
  Net investment  6,032  6,012

In addition to the above, the Company enters into other transactions with SPEs designed to meet clients’ investment 
and/or funding needs. For further discussion of SPE-related and other commitments, see Note 8, “Commitments, 
Contingencies and Guarantees,” to the Consolidated Financial Statements. 
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Note 7 Borrowings and Deposit Liabilities 

Borrowings and deposit liabilities at banks at February 29, 2008 and November 30, 2007 consisted of the following:  

In millions February 29, 2008 November 30, 2007 
Short-term borrowings   
 Unsecured  
 Current portion of long-term borrowings $ 18,510 $ 16,801
 Commercial paper 7,751 3,101
 Other(1) 7,753 7,645
 Secured 510 519
 Total $ 34,524 $ 28,066
 Amount carried at fair value(2) $ 10,660 $   9,035
   
Deposit liabilities at banks  
 Time deposits  
  At U.S. banks $ 12,591 $ 16,189
  At non-U.S. banks 14,052 10,974
 Savings deposits  
  At U.S. banks 1,824 1,556
  At non-U.S. banks 362 644
 Total $ 28,829 $ 29,363
 Amount carried at fair value(2) $ 12,421 $ 15,986
  
Long-term borrowings  
 Senior notes $112,128  $108,914 
 Subordinated notes 11,181 9,259
 Junior subordinated notes 4,976 4,977
 Total $128,285  $123,150 
 Amount carried at fair value(2) $  26,593 $  27,204
(1) Principally certain hybrid financial instruments with maturities of less than one year and zero-strike warrants.  
(2) Certain borrowings and deposit liabilities at banks are carried at fair value in accordance with SFAS 159. For additional information, see Note 1, 

“Summary of Significant Accounting Polices,” and Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements.  

Junior subordinated notes are notes issued to trusts or limited partnerships (collectively, the “Trusts”). The Trusts were 
formed for the purposes of (i) issuing securities representing ownership interests in the assets of the Trusts; (ii) investing 
the proceeds of the Trusts in junior subordinated notes of Holdings; and (iii) engaging in activities necessary and 
incidental thereto. Junior subordinated notes qualify as regulatory capital for purposes of regulatory reporting as a CSE 
and by leading rating agencies. 

Credit Facilities 

The Company uses both committed and uncommitted bilateral and syndicated long-term bank facilities to complement 
long-term debt issuances. In particular, the Company maintains a $2.0 billion unsecured, committed revolving credit 
agreement with a syndicate of banks. In March 2008, the Company amended and restated this credit facility for three 
years to February 2011. In addition, the Company maintains a $2.5 billion multi-currency unsecured, committed 
revolving credit facility (“European Facility”) with a syndicate of banks for Lehman Brothers Bankhaus AG 
(“Bankhaus”) and Lehman Brothers Treasury Co. B.V. which expires in April 2010. The ability to borrow under such 
facilities is conditioned on complying with customary lending conditions and covenants. The Company has maintained 
compliance with the material covenants under these credit agreements at all times. The Company draws on both of these 
facilities from time to time in the normal course of conducting business. As of February 29, 2008, there were no 
outstanding borrowings against either Holdings’ credit facility or the European Facility.  
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Note 8 Commitments, Contingencies and Guarantees 

In the normal course of business, the Company enters into various commitments and guarantees, including lending 
commitments to high grade and high yield borrowers, private equity investment commitments, liquidity commitments 
and other guarantees.  

Lending-Related Commitments 

The following table summarizes the contractual amounts of lending-related commitments at February 29, 2008 and 
November 30, 2007: 

   Total 
 Expiration per Period at February 29, 2008  Contractual Amount 
 
In millions  

 
2008 

 
2009 

2010-
2011 

2012-
2013 

 
Later 

 Feb 29, 
2008 

Nov 30, 
2007 

Lending commitments         
 High grade  $  4,232  $  3,587 $  6,642 $  11,381 $  388  $  26,230 $23,986
 High yield  2,504 1,598 1,724 4,785 1,879  12,490 14,420
Contingent acquisition facilities    
 High grade 7,201 — — — —  7,201 10,230
 High yield 3,654 — — — —  3,654 9,749
Mortgage commitments 1,676 536 1,383 266 9  3,870 7,449
Secured lending transactions 113,042 1,594 1,181 420 489  116,726 124,565

The Company uses various hedging and funding strategies to actively manage its market, credit and liquidity exposures on 
these commitments. The Company does not believe total commitments necessarily are indicative of actual risk or funding 
requirements because the commitments may not be drawn or fully used and such amounts are reported before 
consideration of hedges. 

Lending commitments. Through the Company’s high grade (investment grade) and high yield (non-investment grade) 
sales, trading and underwriting activities, commitments are made to extend credit in loan syndication transactions. These 
commitments and any related drawdowns of these facilities typically have fixed maturity dates and are contingent on certain 
representations, warranties and contractual conditions applicable to the borrower. High yield exposures are defined as 
securities of or loans to companies rated BB+ or lower or equivalent ratings by recognized credit rating agencies, as well as 
non-rated securities or loans that, in management’s opinion, are non-investment grade.  

The Company had commitments to high grade borrowers at February 29, 2008 and November 30, 2007 of $26.2 billion 
(net credit exposure of $15.4 billion, after consideration of hedges) and $24.0 billion (net credit exposure of $12.2 billion, 
after consideration of hedges), respectively. The Company had commitments to high yield borrowers of $12.5 billion (net 
credit exposure of $11.4 billion, after consideration of hedges) and $14.4 billion (net credit exposure of $13.1 billion, after 
consideration of hedges) at February 29, 2008 and November 30, 2007, respectively. 

Contingent acquisition facilities. The Company provides contingent commitments to investment and non-investment 
grade counterparties related to acquisition financing. The Company does not believe contingent acquisition commitments 
are necessarily indicative of actual risk or funding requirements as funding is dependent upon both a proposed transaction 
being completed and the acquiror fully utilizing the commitment. Typically, these commitments are made to a potential 
acquiror in a proposed acquisition, which may or may not be completed depending on whether the potential acquiror to 
whom the commitment was made is successful. A contingent borrower’s ability to draw on the commitment is typically 
subject to there being no material adverse change in the borrower’s financial condition, among other factors, and the 
commitments also generally contain certain flexible pricing features to adjust for changing market conditions prior to 
closing. In addition, acquirors generally utilize multiple financing sources, including other investment and commercial 
banks, as well as accessing the general capital markets for completing transactions. Therefore, contingent acquisition 
commitments are generally greater than the amounts the Company ultimately expects to fund. Further, past practice, 
consistent with the Company’s credit facilitation framework, has been to syndicate acquisition financings to investors. The 
ultimate timing, amount and pricing of syndication, however, is influenced by market conditions that may not necessarily be 
consistent with those at the time the commitment was entered. The Company provided contingent commitments to high 
grade counterparties related to acquisition financing of approximately $7.2 billion and $10.2 billion at February 29, 2008 and 
November 30, 2007, respectively, and to high yield counterparties related to acquisition financing of approximately $3.7 
billion and $9.8 billion at February 29, 2008 and November 30, 2007, respectively.  
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Mortgage commitments. Through the Company’s mortgage origination platforms, commitments are made to extend 
mortgage loans. At February 29, 2008 and November 30, 2007, outstanding mortgage commitments were approximately 
$3.9 billion and $7.4 billion, respectively. These commitments included $0.9 billion and $3.0 billion of residential mortgages 
and $3.0 billion and $4.4 billion of commercial mortgages at February 29, 2008 and November 30, 2007, respectively. 
Typically, residential mortgage loan commitments require us to originate mortgage loans at the option of a borrower, 
generally within 90 days at fixed interest rates. Consistent with past practice, the Company’s intention is to sell residential 
mortgage loans, once originated, primarily through securitizations. The ability to sell or securitize mortgage loans, however, 
is dependent on market conditions. 

Secured lending transactions. In connection with financing activities, the Company had outstanding commitments under 
certain collateralized lending arrangements of approximately $4.7 billion and $8.5 billion at February 29, 2008 and 
November 30, 2007, respectively. These commitments require borrowers to provide acceptable collateral, as defined in the 
agreements, when amounts are drawn under the lending facilities. Advances made under these lending arrangements 
typically are at variable interest rates and generally provide for over-collateralization. In addition, at February 29, 2008, the 
Company had commitments to enter into forward starting secured resale and repurchase agreements, primarily secured by 
government and government agency collateral, of $59.4 billion and $52.6 billion, respectively, compared to $70.8 billion and 
$45.3 billion, respectively, at November 30, 2007. 

Other Commitments and Guarantees 

The following table summarizes other commitments and guarantees at February 29, 2008 and November 30, 2007: 

   Total 
 Expiration per Period at February 29, 2008  Contractual Amount 
 
In millions  

 
2008 

 
2009 

2010-
2011 

2012-
2013 

 
Later 

 Feb 29, 
2008 

Nov 30, 
2007 

Derivative contracts(1) $167,129 $69,272 $187,653 $220,005 $224,990  $869,049 $737,937
Municipal-securities-related   
 commitments 1,387 1,985 195 119 3,812  7,498 6,902
Other commitments with    
 variable interest entities 84 1,311 416 977 6,794  9,582 10,405
Standby letters of credit 1,704 354 2 — —  2,060 1,690
Private equity and other   
 principal investments 768 689 855 131 —  2,443 2,583
 (1)  The Company believes the fair value of these derivative contracts is a more relevant measure of these obligations because the Company believes the 

notional amount overstates the expected payout. At February 29, 2008 and November 30, 2007, the fair value of these derivatives contracts 
approximated $45.9 billion and $36.8 billion, respectively. 

Derivative contracts. Under FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of Indebtedness of Others (“FIN 45”), derivative contracts are considered to be guarantees if such 
contracts require the Company to make payments to counterparties based on changes in an underlying instrument or index 
(e.g., security prices, interest rates, and currency rates) and include written credit default swaps, written put options, written 
foreign exchange and interest rate options. Derivative contracts are not considered guarantees if these contracts are cash 
settled and the Company cannot determine if the derivative counterparty held the contracts’ underlying instruments at 
inception. The Company has determined these conditions have been met for certain large financial institutions. 
Accordingly, when these conditions are met, the Company has not included these derivatives in the Company’s guarantee 
disclosures. 

At February 29, 2008 and November 30, 2007, the maximum payout value of derivative contracts deemed to meet the FIN 
45 definition of a guarantee was approximately $869.0 billion and $737.9 billion, respectively. For purposes of determining 
maximum payout, notional values are used; however, the Company believes the fair value of these contracts is a more 
relevant measure of these obligations because the notional amounts greatly overstate the expected payout. At February 29, 
2008 and November 30, 2007, the fair value of such derivative contracts approximated $45.9 billion and $36.8 billion, 
respectively. In addition, all amounts included above are before consideration of hedging transactions. The Company 
substantially mitigates its risk on these contracts through hedges, using other derivative contracts and/or cash instruments. 
The Company manages the risk associated with derivative guarantees consistent with its global risk management policies. 

Municipal-securities-related commitments. At February 29, 2008 and November 30, 2007, the Company had 
municipal-securities-related commitments of approximately $7.5 billion and $6.9 billion, respectively, which are principally 
comprised of liquidity commitments related to trust certificates backed by high grade municipal securities. The Company 
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believes its liquidity commitments to these trusts involve a low level of risk because the obligations are supported by high 
grade securities and generally cease if the underlying assets are downgraded below investment grade or upon an issuer’s 
default. 

Other commitments with VIEs. The Company makes certain liquidity commitments and guarantees to VIEs. The 
Company provides liquidity commitments of approximately $1.2 billion and $1.4 billion at February 29, 2008 and 
November 30, 2007, respectively, which represented its maximum exposure to loss, to commercial paper conduits in 
support of certain clients’ secured financing transactions. Actual risk to the Company is believed to be limited because these 
liquidity commitments are over-collateralized with investment grade collateral. 

The Company provides limited downside protection guarantees to investors in certain VIEs by guaranteeing return of the 
VIEs’ investors’ initial principal investment. The Company’s maximum exposure to loss under such commitments was 
approximately $6.6 billion and $6.1 billion at February 29, 2008 and November 30, 2007, respectively. Actual risk is believed 
to be limited because the Company’s obligations are collateralized by the VIEs’ assets and contain significant constraints 
under which downside protection will be available (e.g., the VIE is required to liquidate assets in the event certain loss levels 
are triggered).  

Additionally, the Company has entered into agreements that obligate it to purchase commercial paper from VIEs. The 
commercial paper is purchased by the Company and delivered to clients for purposes of funding a debt service reserve. The 
Company obtains guaranteed investment contracts underwritten by insurance companies on these agreements. The 
guaranteed investment contracts allow the Company to stop the agreements in the event of a default by the client upon 
delivery of the commercial paper. At February 29, 2008 and November 30, 2007, the Company was committed to purchase 
$1.6 billion and $1.3 billion, respectively.   

The Company participates in an A-1/P-1-rated multi-seller conduit. This multi-seller issues secured liquidity notes to 
provide financing. The Company’s intention is to utilize this conduit for purposes of funding a portion of contingent 
acquisition commitments. At February 29, 2008 and November 30, 2007, the Company was contingently committed to 
provide $0.2 billion and $1.6 billion, respectively, of liquidity if the conduit is unable to remarket the secured liquidity notes 
upon their maturity, generally, one year after a failed remarketing event. At February 29, 2008, this conduit is consolidated 
in the Company’s results of operations. 

Standby letters of credit. At February 29, 2008 and November 30, 2007, respectively, the Company had commitments 
under letters of credit issued by banks to counterparties for $2.1 billion and $1.7 billion. The Company is contingently liable 
for these letters of credit which are primarily used to provide collateral for securities and commodities borrowed and to 
satisfy margin deposits at option and commodity exchanges. 

Private equity and other principal investments. At February 29, 2008 and November 30, 2007, the Company had 
private equity and other principal investment commitments of approximately $2.4 billion and $2.6 billion, respectively, 
representing commitments to private equity partnerships and other principal investment opportunities. It has been the 
Company’s past practice to distribute and syndicate certain of these commitments to its investing clients. 

Other. In the normal course of business, the Company provides guarantees to securities clearinghouses and exchanges. 
These guarantees generally are required under the standard membership agreements, such that members are required to 
guarantee the performance of other members. To mitigate these performance risks, the exchanges and clearinghouses often 
require members to post collateral.  

In connection with certain asset sales and securitization transactions, the Company often makes customary representations 
and warranties about the assets. Violations of these representations and warranties, such as early payment defaults by 
borrowers, may require us to repurchase loans previously sold, or indemnify the purchaser against any losses. To mitigate 
these risks, to the extent the assets being securitized may have been originated by third parties, the Company generally 
obtains equivalent representations and warranties from these third parties when the Company acquires the assets. The 
Company has established reserves which it believes to be adequate in connection with such representations and warranties. 

In the normal course of business, the Company is exposed to credit and market risk as a result of executing, financing and 
settling various client security and commodity transactions. These risks arise from the potential that clients or counterparties 
may fail to satisfy their obligations and the collateral obtained is insufficient. In such instances, the Company may be 
required to purchase or sell financial instruments at unfavorable market prices. The Company seeks to control these risks by 
obtaining margin balances and other collateral in accordance with regulatory and internal guidelines. 

Certain of the Company’s subsidiaries, as general partners, are contingently liable for the obligations of certain public and 
private limited partnerships. In the Company’s opinion, contingent liabilities, if any, for the obligations of such partnerships 
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will not, in the aggregate, have a material adverse effect on the Consolidated Statement of Financial Condition or 
Consolidated Statement of Income. 

In connection with certain acquisitions and strategic investments, the Company agreed to pay additional consideration 
contingent on the acquired entity meeting or exceeding specified income, revenue or other performance thresholds. These 
payments will be recorded as amounts become determinable. Had the determination dates been February 29, 2008 and 
November 30, 2007, the Company’s estimated obligations related to these contingent consideration arrangements would 
have been $468 million and $420 million, respectively. 

Income Taxes 

The Company is under continuous examination by the Internal Revenue Service (the “IRS”), and other tax authorities in 
major operating jurisdictions such as the U.K. and Japan, and in various states in which the Company has significant 
operations, such as New York. The Company regularly assesses the likelihood of additional assessments in each tax 
jurisdiction and the impact on the Consolidated Financial Statements. Tax reserves have been established, which the 
Company believes to be adequate with regards to the potential for additional exposure. Once established, reserves are 
adjusted only when additional information is obtained or an event requiring a change to the reserve occurs. Management 
believes the resolution of these uncertain tax positions will not have a material impact on the financial condition of the 
Company; however resolution could have an impact on the Company’s effective tax rate in any reporting period. For a 
further discussion of the Company’s income tax liability, see Note 10, “Income Taxes,” to the Consolidated Financial 
Statements. 

Litigation 

In the normal course of business the Company has been named as a defendant in a number of lawsuits and other legal and 
regulatory proceedings. Such proceedings include actions brought against the Company and others with respect to 
transactions in which the Company acted as an underwriter or financial advisor, actions arising out of the Company’s 
activities as a broker or dealer in securities and commodities and actions brought on behalf of various classes of claimants 
against many securities firms, including the Company. The Company provides for potential losses that may arise out of legal 
and regulatory proceedings to the extent such losses are probable and can be estimated. Although there can be no assurance 
as to the ultimate outcome, the Company generally has denied, or believes it has a meritorious defense and will deny, 
liability in all significant cases pending against it, and the Company intends to defend vigorously each such case. Based on 
information currently available, the Company believes the amount, or range, of reasonably possible losses in excess of 
established reserves not to be material to the Company’s Consolidated Financial Condition or Cash Flows. However, losses 
may be material to operating results for any particular future period, depending on the level of income for such period. 

Note 9 Earnings per Common Share 

Earnings per Common Share 

 Quarter Ended 
 
In millions, except per share data 

Feb 29, 
2008 

Feb 28, 
2007 

Numerator:  
Net income $489 $1,146 
Less: Preferred stock dividends (24) (17) 
Numerator for basic earnings per share—net income applicable to common stock $465 $1,129 
Denominator:   
Denominator for basic earnings per share—weighted-average common shares  551.5  540.9 
Effect of dilutive securities:   
    Employee stock options  18.4  26.8 
    Restricted stock units  2.9  7.7 
Dilutive potential common shares  21.3  34.5 
Denominator for diluted earnings per share—weighted-average   
    common and dilutive potential common shares (1)  572.8  575.4 
Basic earnings per common share  $  0.84  $  2.09 
Diluted earnings per common share  $  0.81  $  1.96 
(1) Anti-dilutive options and restricted stock units excluded from the  
 calculations of diluted earnings per share                                                                                                                                       35.5                          0.8  
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In February 2008, the Company issued 759,000 shares of the Company’s 7.95% Non-Cumulative Perpetual Preferred 
Stock, Series J with an aggregate liquidation preference of approximately $1.9 billion. In March 2008, the Company 
issued $4.0 billion aggregate liquidation preference of 7.25% Non-Cumulative Perpetual Convertible Preferred Stock, 
Series P (“Convertible Preferred”). Each share of Convertible Preferred is convertible into 20.0509 shares of Holdings’ 
common stock, subject to adjustment. Each share of Convertible Preferred may be converted at any time at the option 
of the holder. On or after April 1, 2013, the Convertible Preferred may be converted at the option of the Company into 
shares of Holdings’ common stock at the then applicable conversion rate if, for 20 trading days during any period of 30 
consecutive trading days, the closing price of its common stock exceeds 130% of the then applicable conversion price of 
the Convertible Preferred. 

Note 10 Income Taxes  

The Company adopted FIN 48 on December 1, 2007 and recognized a decrease to opening retained earnings of 
approximately $178 million. Of this amount approximately $137 million was reflected as an increase to the liability for 
unrecognized tax benefits and $41 million was reflected as an increase to the associated interest and penalty accrual. 

As of December 1, 2007, the total amount of liability for unrecognized tax benefits was approximately $1.3 billion. Of this 
amount, approximately $1.0 billion (net of federal benefit of state issues, creditability of foreign tax credits and competent 
authority relief) would favorably impact the effective tax rate if recognition of the uncertain tax positions occurred in the 
future. In addition to the unrecognized tax benefits, the Company has accrued interest and penalties in the Consolidated 
Financial Statements of approximately $0.3 billion. The Company classifies interest on unrecognized tax benefits as a 
component of interest expense, and accounts for penalties as a component of Provision for income taxes. 

The Company operates in multiple taxing jurisdictions, both inside and outside the U.S., and faces audits from various tax 
authorities regarding many issues including but not limited to: transfer pricing, deductibility of certain expenses, creditability 
of foreign taxes, and other matters. The table below summarizes the major jurisdictions in which the Company operates 
and the earliest tax year in which the Company remains subject to examination: 

 Jurisdiction Tax Year 
U.S. (IRS) 2001
U.K. 2003
Japan 2003
Korea 2002
New York State and New York City 1996

As indicated above, the Company is currently under audit by the IRS in the U.S. and other tax authorities in major operating 
jurisdictions such as the U.K. and Japan, and in various states in which the Company has significant operations, such as 
New York. While it is reasonably possible that a significant change in the balance of unrecognized tax benefits may occur 
within twelve months of this Form 10-Q, quantification of an estimated range of the change cannot be made at this time 
due to the uncertainty of the potential outcome of outstanding issues.  

The IRS is currently undertaking an examination of the Company that covers tax years 2001 through 2005. While the 
examination is ongoing, the Company believes it is adequately reserved for any issues that may arise from this examination. 
The IRS previously completed an examination of the Company’s tax years 1997 through 2000. Although most issues were 
settled on a basis acceptable to the Company, two issues remain unresolved and will carry into litigation with the IRS. Based 
on the strength of its positions, the Company has not reserved any part of these issues. The aggregate tax benefits 
previously recorded with regard to these two issues is approximately $185 million. The two issues from the 1997 through 
2000 cycle which the Company plans to litigate also have an impact on the 2001 through 2005 tax years. The aggregate tax 
benefit previously recorded with regard to these two issues for the 2001 through 2005 tax years is approximately $500 
million. 

Note 11 Employee Benefit Plans 

The Company maintains various pension and postretirement benefit plans. The components of the Company’s net 
periodic benefit expense for its pension and postretirement plans were as follows: 
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 Pension Benefits Other Postretirement 
In millions U.S.  Non–U.S. Benefits 
Quarter Ended February  2008 2007 2008 2007 2008 2007 
Service cost  $ 12  $ 14  $  2  $ 2    $―    $―
Interest cost  18  16  7  6        1        1
Expected return on plan assets  (22)  (21)  (11)  (9)  ―  ―
Amortization of net             

actuarial loss  3  7  1  2  ―  ―
Amortization of prior service            

cost  1  1  ―  ―  ―  ―

Net periodic cost  $ 12  $ 17  $(1)  $ 1  $ 1  $ 1
 
The Company expects to contribute $15 million to its various pension and postretirement benefit plans during the fiscal 
year ending 2008. 

Note 12 Regulatory Requirements 

For regulatory purposes, Holdings and its subsidiaries are referred to collectively as a CSE. CSEs are supervised and 
examined by the SEC, which requires minimum capital standards on a consolidated basis. At February 29, 2008, Holdings 
was in compliance with the CSE capital requirements and had allowable capital in excess of the minimum capital 
requirements on a consolidated basis. 

In the United States, Lehman Brothers Inc. (“LBI”) and Neuberger Berman, LLC (“NB LLC”) are registered broker-
dealers in the U.S. that are subject to SEC Rule 15c3-1 and Rule 1.17 of the Commodity Futures Trading Commission, 
which specify minimum net capital requirements for the registrants. LBI and NB LLC have consistently operated with net 
capital in excess of their respective regulatory capital requirements. LBI has elected to calculate its minimum net capital in 
accordance with Appendix E of the Net Capital Rule which establishes alternative net capital requirements for broker-
dealers that are part of CSEs. In addition to meeting the alternative net capital requirements, LBI is required to maintain 
tentative net capital in excess of $1 billion and net capital in excess of $500 million. LBI is also required to notify the SEC in 
the event that its tentative net capital is less than $5 billion. As of February 29, 2008, LBI had net capital of approximately 
$3.3 billion, which exceeded the minimum net capital requirement by approximately $2.5 billion. As of February 29, 2008, 
NB LLC had net capital of approximately $204 million, which exceeded the minimum net capital requirement by 
approximately $199 million.  

Lehman Brothers International (Europe) (“LB Europe”), a United Kingdom registered broker-dealer and subsidiary of 
Holdings, is subject to the capital requirements of the Financial Services Authority (“FSA”) in the United Kingdom. 
Financial resources, as defined, must exceed the total financial resources requirement of the FSA. At February 29, 2008, LB 
Europe’s financial resources of approximately $16.4 billion exceeded the minimum requirement by approximately $9.1 
billion. Lehman Brothers Japan (“LB Japan”), a regulated broker-dealer, is subject to the capital requirements of the 
Financial Services Agency in Japan and the Bank of Japan. At February 29, 2008, LB Japan had net capital of approximately 
$1.4 billion, which was approximately $814 million in excess of Financial Services Agency in Japan’s required level and 
approximately $553 million in excess of Bank of Japan’s required level. 

Lehman Brothers Bank, FSB (“LB Bank”), the Company’s thrift subsidiary, is regulated by the Office of Thrift Supervision. 
Lehman Brothers Commercial Bank (“LB Commercial Bank”), the Company’s Utah industrial bank subsidiary is regulated 
by the Utah Department of Financial Institutions and the Federal Deposit Insurance Corporation. LB Bank and LB 
Commercial Bank exceeded all regulatory capital requirements and are considered to be well capitalized as of February 29, 
2008. Bankhaus is subject to the capital requirements of the Federal Financial Supervisory Authority of the German Federal 
Republic. At February 29, 2008, Bankhaus’ financial resources exceeded its minimum financial resources requirement. 

Certain other subsidiaries are subject to various securities, commodities and banking regulations and capital adequacy 
requirements promulgated by the regulatory and exchange authorities of the countries in which they operate. At February 
29, 2008, these other subsidiaries were in compliance with their applicable local capital adequacy requirements. 

In addition, the Company’s “AAA” rated derivatives subsidiaries, Lehman Brothers Financial Products Inc. (“LBFP”) and 
Lehman Brothers Derivative Products Inc. (“LBDP”), have established certain capital and operating restrictions that are 
reviewed by various rating agencies. At February 29, 2008, LBFP and LBDP each had capital that exceeded the 
requirements of the rating agencies. 
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The regulatory rules referred to above, and certain covenants contained in various debt agreements, may restrict Holdings’ 
ability to withdraw capital from its regulated subsidiaries, which in turn could limit its ability to pay dividends to 
shareholders. Holdings fully guarantees the payment of all liabilities, obligations and commitments of certain of its 
subsidiaries. 

Note 13 Condensed Consolidating Financial Statement Schedules 

LBI, a wholly-owned subsidiary of Holdings, had approximately $0.5 billion of debt securities outstanding at February 29, 
2008 that were issued in registered public offerings and were therefore subject to the reporting requirements of Sections 
13(a) and 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Holdings has fully and 
unconditionally guaranteed these outstanding debt securities of LBI (and any debt securities of LBI that may be issued in 
the future under these registration statements), which, together with the information presented in this Note 13, allows LBI 
to avail itself of an exemption provided by SEC rules from the requirement to file separate LBI reports under the Exchange 
Act. See Note 15 to the 2007 Consolidated Financial Statements included in Holdings’ Annual Report on Form 10-K for 
the fiscal year ended November 30, 2007 for a discussion of restrictions on the ability of Holdings to obtain funds from its 
subsidiaries by dividend or loan. 

The following schedules set forth the Company’s condensed consolidating statements of income for the quarters ended 
February 29, 2008 and February 28, 2007, the Company’s condensed consolidating balance sheets at February 29, 2008 and 
November 30, 2007, and the Company’s condensed consolidating statements of cash flows for the quarters ended February 
29, 2008 and February 28, 2007. In the following schedules, “Holdings” refers to the unconsolidated balances of Holdings, 
“LBI” refers to the unconsolidated balances of Lehman Brothers Inc. and “Other Subsidiaries” refers to the combined 
balances of all other subsidiaries of Holdings. “Eliminations” represents the adjustments necessary to (a) eliminate 
intercompany transactions and (b) eliminate investments in subsidiaries. 

Condensed Consolidating Statement of Income 

 Other  
In millions Holdings LBI Subsidiaries Eliminations Total 
Quarter Ended February 29, 2008 
Net revenues  $ (900)  $ (384)  $ 4,791  $        — $ 3,507
Equity in net income of subsidiaries  787  970  —  (1,757) —
Total non-interest expenses  (279)  491  2,632  — 2,844
Income before taxes  166  95  2,159  (1,757) 663
Provision (benefit) for income taxes  (323)  (405)  902  — 174
Net income  $ 489  $ 500  $ 1,257  $  (1,757) $ 489
 
 Other  
In millions Holdings LBI Subsidiaries Eliminations Total 
Quarter Ended February 28, 2007 
Net revenues  $ (457)  $ 1,282  $ 4,222  $        —  $ 5,047
Equity in net income of subsidiaries  1,354  380  —  (1,734)  —
Total non-interest expenses  (41)  923  2,466  —  3,348
Income before taxes  938  739  1,756  (1,734)  1,699
Provision (benefit) for income taxes  (208)  109  652  —  553
Net income  $ 1,146  $    630  $ 1,104  $ (1,734)  $ 1,146
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Condensed Consolidating Balance Sheet at February 29, 2008 
 Other  
In millions Holdings LBI Subsidiaries Eliminations Total
Assets  
Cash and cash equivalents $       879 $       613 $     7,513 $      (1,441) $     7,564
Cash and securities segregated and on  
    deposit for regulatory and other purposes — 9,135 7,434 — 16,569
Financial instruments and other inventory      
    positions owned  31,947 89,892 287,117 (82,298) 326,658
Collateralized agreements 90 223,083 145,719 (211) 368,681
Receivables and other assets 6,847 23,383 45,319 (8,986) 66,563

—Due from subsidiaries 162,189 88,951 722,580 (973,720) 
—Equity in net assets of subsidiaries 25,381 1,785 78,098 (105,264) 

Total assets $227,333 $436,842 $1,293,780 $(1,171,920) $786,035
Liabilities and stockholders’ equity     
Short-term borrowings and current portion of      
    long-term borrowings $  23,236 $       467 $     13,550 $      (2,729) $  34,524
Financial instruments and other inventory   
    positions sold but not yet purchased  858 61,615 209,645 (75,215) 196,903
Collateralized financing 7,674 118,014 154,079 (3,253) 276,514
Accrued liabilities and other payables 2,501 38,765 65,181 (10,299) 96,148

—Due to subsidiaries 76,892 207,290 613,162 (897,344) 
Deposit liabilities at banks — — 29,046 (217) 28,829
Long-term borrowings 91,340 5,836 108,708 (77,599) 128,285
Total liabilities 202,501 431,987 1,193,371 (1,066,656) 761,203
Total stockholders’ equity 24,832 4,855 100,409 (105,264) 24,832
Total liabilities and stockholders’ equity $227,333 $436,842 $1,293,780 $(1,171,920) $786,035
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Condensed Consolidating Balance Sheet at November 30, 2007 
   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Assets 
Cash and cash equivalents $     2,218 $       356 $      6,205 $      (1,493) $   7,286
Cash and securities segregated and on 
    deposit for regulatory and other purposes  12  7,986  4,745  — 12,743
Financial instruments and other inventory  
    positions owned   34,221  85,617  262,753  (69,462) 313,129
Collateralized agreements  —  177,499  123,735  — 301,234
Receivables and other assets  7,691  18,325  48,363  (17,708) 56,671

—Due from subsidiaries  144,176  81,078  658,244  (883,498)
—Equity in net assets of subsidiaries  25,058  1,491  78,655  (105,204)

Total assets  $ 213,376 $ 372,352 $ 1,182,700 $ (1,077,365) $691,063
Liabilities and stockholders’ equity 
Short-term borrowings and current portion of
    long-term borrowings $   16,574 $       936 $    13,020 $       (2,464) $ 28,066
Financial instruments and other inventory  
    positions sold but not yet purchased   3,020  52,422  155,352  (61,177) 149,617
Collateralized financing  9,451  118,912  134,733  (5,065) 258,031
Accrued liabilities and other payables  3,641  24,801  70,262  (18,358) 80,346

—Due to subsidiaries  70,861  165,607  567,840  (804,308)
Deposit liabilities at banks  —  —  29,584  (221) 29,363
Long-term borrowings  87,339  5,228  111,151  (80,568) 123,150
Total liabilities  190,886  367,906  1,081,942  (972,161) 668,573
Total stockholders’ equity  22,490  4,446  100,758  (105,204) 22,490
Total liabilities and stockholders’ equity $ 213,376 $ 372,352 $ 1,182,700 $ (1,077,365) $691,063
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Condensed Consolidating Statement of Cash Flows for the Quarter Ended February 29, 2008 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Cash Flows from Operating Activities    
Net income $     489 $     500 $    1,257 $   (1,757) $    489 
Adjustments to reconcile net income to net 
cash 

     

provided by (used in) operating activities:      
Equity in income of subsidiaries (787) (970) — 1,757 — 
Depreciation and amortization 62 10 88 — 160 
Non-cash compensation 424 — — — 424 
Other adjustments 4 7 (50) (2) (41) 
Net change in:      

Cash and securities segregated and on       
 deposit for regulatory and other 
purposes 

12 (1,149) (2,689) — (3,826) 

Financial instruments and other 
inventory 

     

positions owned 3,942 (4,271) (25,298) 12,853 (12,774) 
Financial instruments and other 

inventory 
     

 positions sold but not yet purchased (2,162) 9,193 54,664 (14,038) 47,657 
Collateralized agreements and 

collateralized  
     

 financing, net (1,867) (46,482) (2,638) 2,023 (48,964) 
Other assets and payables, net 264 8,917 (2,286) (658) 6,237 
Due to/from affiliates, net (11,982) 33,810 (19,014) (2,814) — 

Net cash provided by (used in) operating 
activities 

(11,601) (435) 4,034 (2,636) (10,638) 

Cash Flows from Investing Activities 
     

Dividends received/(paid) 500 600 (1,100) — — 
Purchase of property, equipment and leasehold      

improvements, net (128) (8) (103) — (239) 
Business acquisitions, net of cash acquired — — (82) — (82) 
Capital contributions from/to subsidiaries, net (286) (28) 314 — — 
Net cash provided by (used in) investing 
activities 

86 564 (971) — (321) 

Cash Flows from Financing Activities 
     

Derivative contracts with a financing element — — (371) — (371) 
Tax benefit from the issuance of stock-based      
 awards 45 — — — 45 
Issuance of short-term borrowings, net 4,960 (169) 223 (265) 4,749 
Deposit liabilities at banks — — (538) 4 (534) 
Issuance of long-term borrowings 9,345 600 10,339 (2,044) 18,240 
Principal payments of long-term borrowings,      
 including the current portion of long-term      
 borrowings (5,313) (303) (11,408) 4,993 (12,031) 
Issuance of common stock 2 — — — 2 
Issuance of treasury stock 104 — — — 104 
Purchase of treasury stock (693) — — — (693) 
Issuance of preferred stock, net of issuance 
costs 

1,856 — — — 1,856 

Dividends paid (130) — — — (130) 
Net cash provided by (used in) financing 
activities 

10,176 128 (1,755) 2,688 11,237 

Net change in cash and cash equivalents (1,339) 257 1,308 52 278 
Cash and cash equivalents, beginning of 
period 

2,218 356 6,205 (1,493) 7,286 

Cash and cash equivalents, end of period $     879 $    613 $    7,513 $   (1,441) $ 7,564 
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Condensed Consolidating Statement of Cash Flows for the Quarter Ended February 28, 2007 
   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Cash Flows from Operating Activities    
Net income $   1,146 $    630 $    1,104 $   (1,734) $  1,146 
Adjustments to reconcile net income to net 
cash 

     

provided by (used in) operating activities:      
Equity in income of subsidiaries (1,354) (380) — 1,734 — 
Depreciation and amortization 46 8 83 — 137 
Non-cash compensation 287 — — — 287 
Other adjustments 5 6 13 (15) 9 
Net change in:      

Cash and securities segregated and on       
               deposit for regulatory and other 
purposes 

(1) (162) (39) — (202) 

Financial instruments and other 
inventory 

     

positions owned (7,487) (6,332) (25,150) 9,840 (29,129) 
Financial instruments and other 

inventory 
     

               positions sold but not yet purchased 156 (2,384) 26,771 (9,565) 14,978 
Collateralized agreements and 

collateralized financing, net 4,510 (892) (9,627) 2,614 (3,395) 
Other assets and payables, net (1,427) 9,845 (6,273) (44) 2,101 
Due to/from affiliates, net (5,240) 41 (7,193) 12,392 — 

Net cash provided by (used in) operating 
activities (9,359) 380 (20,311) 15,222 (14,068) 

Cash Flows from Investing Activities 
     

Dividends received/(paid) 1,070 — (1,070) — — 
Purchase of property, equipment and leasehold      

improvements, net (123) (14) (81) — (218) 
Business acquisitions, net of cash acquired — — (304) — (304) 
Proceeds from sale of business — — 26 — 26 
Capital contributions from/to subsidiaries, net (1,041) — 1,041 — — 
Net cash used in investing activities (94) (14) (388) — (496) 

Cash Flows from Financing Activities 
     

Derivative contracts with a financing element — — (35) — (35) 
Tax benefit from the issuance of stock-based       
    awards 176 — — — 176 
Issuance of short-term borrowings, net (181) 13 512 (207) 137 
Deposit liabilities at banks — — 1,530 (451) 1,079 
Issuance of long-term borrowings 10,507 — 24,143 (15,640) 19,010 
Principal payments of long-term borrowings,      
    including the current portion of long-term       
    borrowings (608) (303) (5,942) 629 (6,224) 
Issuance of common stock 28 — — — 28 
Issuance of treasury stock 190 — — — 190 
Purchase of treasury stock (1,562) — — — (1,562) 
Dividends paid (106) — — — (106) 
Net cash provided by (used in) financing 
activities 

8,444 (290) 20,208 (15,669) 12,693 

Net change in cash and cash equivalents (1,009) 76 (491) (447) (1,871) 
Cash and cash equivalents, beginning of 
period 

3,435 534 4,369 (2,351) 5,987 

Cash and cash equivalents, end of period $   2,426 $    610 $    3,878 $   (2,798) $  4,116 
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Report of Independent Registered Public Accounting Firm 

 

The Board of Directors and Stockholders of 
Lehman Brothers Holdings Inc. 

We have reviewed the consolidated statement of financial condition of Lehman Brothers Holdings Inc. and subsidiaries 
(the “Company”) as of February 29, 2008, and the related consolidated statement of income for the three-month periods 
ended February 29, 2008 and February 28, 2007, and the consolidated statement of cash flows for the three-month 
periods ended February 29, 2008 and February 28, 2007. These financial statements are the responsibility of the 
Company's management. 

We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). A review of interim financial information consists principally of applying analytical procedures and making 
inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an audit 
conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States), the 
objective of which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we 
do not express such an opinion. 

Based on our review, we are not aware of any material modifications that should be made to the consolidated financial 
statements referred to above for them to be in conformity with U.S. generally accepted accounting principles. 

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the consolidated statement of financial condition of the Company as of November 30, 2007, and the 
related consolidated statements of income, stockholders’ equity, and cash flows for the year then ended and in our 
report dated January 28, 2008, we expressed an unqualified opinion on those consolidated financial statements. 

 

 
New York, New York 
April 8, 2008 
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LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

Introduction 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” the “Firm,” “Lehman 
Brothers,” “we,” “us” or “our”) serves the financial needs of corporations, governments and municipalities, institutional 
clients and high net worth individuals worldwide with business activities organized in three segments: Capital Markets, 
Investment Banking and Investment Management. Founded in 1850, Lehman Brothers maintains market presence in equity 
and fixed income sales, trading and research, investment banking, asset management, private investment management and 
private equity. The Company is headquartered in New York, with regional headquarters in London and Tokyo, and 
operates in a network of offices in North America, Europe, the Middle East, Latin America and the Asia Pacific region. The 
Company is a member of all principal securities and commodities exchanges in the U.S., and holds memberships or 
associate memberships on several principal international securities and commodities exchanges, including the London, 
Tokyo, Hong Kong, Frankfurt, Paris, Milan and Australian stock exchanges. 

This Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be read 
together with the Consolidated Financial Statements and the accompanying Notes contained in this Report and 
Management’s Discussion and Analysis of Financial Condition and Results of Operations and the Consolidated Financial 
Statements and notes thereto included in Holdings’ Annual Report on Form 10-K for the fiscal year ended November 30, 
2007 (the “Form 10-K”). Unless specifically stated otherwise, all references in this MD&A to the 2008 and 2007 quarters, 
the 2008 and 2007 periods or the 2008 and 2007 three months refer to the three-month periods or quarters ended February 
29, 2008 and February 28, 2007, or the last date of such fiscal periods, as the context requires, and all references to quarters 
are to the Company’s fiscal quarters. 

Certain prior-period amounts reflect reclassifications to conform to the current year’s presentation. 

Forward-Looking Statements 

Some of the statements contained in this MD&A, including those relating to the Company’s strategy and other statements 
that are predictive in nature, that depend on or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates” and similar expressions, are forward-looking statements within the 
meaning of Section 21E of the Exchange Act. These statements are not historical facts but instead represent only 
management’s expectations, estimates and projections regarding future events. Similarly, these statements are not guarantees 
of future performance and involve certain risks and uncertainties that are difficult to predict, which may include, but are not 
limited to, market risk, investor sentiment, liquidity risk, credit ratings changes, credit exposure and operational, legal, 
regulatory and reputational risks. For further discussion of these risks, see “Risk Factors” and “Management’s Discussion 
and Analysis of Financial Condition and Results of Operations – Certain Factors Affecting Results of Operations” in the 
Form 10-K. 

As a global investment bank, the nature of the Company’s business makes predicting future performance difficult. 
Revenues and earnings may vary from quarter to quarter and from year to year. Caution should be used when extrapolating 
historical results to future periods. The Company’s actual results and financial condition may differ, perhaps materially, 
from the anticipated results and financial condition in any such forward-looking statements and, accordingly, readers are 
cautioned not to place undue reliance on such statements, which speak only as of the date on which they are made. The 
Company undertakes no obligation to update any forward-looking statements, whether as a result of new information, 
future events or otherwise. 

Executive Overview1

Summary of Results 

Net income for the first quarter of 2008 was $0.5 billion, a decrease of 57% from $1.1 billion in the first quarter of 2007. 
Diluted earnings per common share decreased by 59% to $0.81 in the 2008 first quarter from $1.96 in the 2007 first quarter. 

Net revenues for the 2008 quarter were $3.5 billion, 31% lower than the 2007 quarter, reflecting a difficult operating 
environment throughout the quarter as a result of challenging conditions in the mortgage and credit markets, particularly 
in the U.S. Pre-tax margin for the quarter ended 2008 was 18.9%, compared to 33.7% in quarter ended 2007. Annualized 

                                                           
1 Market share, volume and ranking statistics in this MD&A were obtained from Thomson Financial, an operating unit of The Thomson 
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return on average common stockholders’ equity1 was 8.6% and 24.4% for the quarter ended 2008 and 2007, respectively. 
Return on average tangible common stockholders’ equity was 10.6% and 29.9% in quarters ended 2008 and 2007, 
respectively.  

In the 2008 quarter, Capital Markets segment net revenues decreased 52% to $1.7 billion from $3.5 billion in the 
comparable 2007 period. Capital Markets—Equities, operating in an environment of volatility and strong customer-driven 
activity, reported net revenues of $1.4 billion in the 2008 quarter, a 6% increase from $1.3 billion in the 2007 quarter. These 
results in the Equities component of the Capital Markets business segment were offset by a decrease in Capital Markets—
Fixed Income’s net revenues which declined 88% to $0.3 billion in the 2008 quarter from $2.2 billion in the 2007 quarter. 
This decline corresponds to the dislocation in the broader credit markets, deterioration in the residential and commercial 
mortgage and acquisition finance asset classes and overall market illiquidity. Investment Banking segment net revenues 
increased 2% to $867 million in the 2008 quarter from $850 million in the 2007 quarter, representing comparatively higher 
Global Finance—Equity and Advisory Services revenues between the benchmark periods. Investment Management 
segment net revenues increased 39% to $1.0 billion in the 2008 quarter from $0.7 billion in the 2007 quarter, reflecting 
increasing net revenues in both Asset Management and Private Investment Management. Assets under management 
(“AUM”) at February 29, 2008 were $277 billion, an increase of 17% from levels at February 28, 2007 and a 2% decrease 
from levels at November 30, 2007. Non-U.S. net revenues increased 7% to $2.2 billion in the 2008 quarter from $2.0 billion 
in the comparable 2007 quarter, representing 62% and 40% of total net revenues in the 2008 and 2007 periods, respectively. 

The Company’s business, by its nature, does not produce predictable earnings. Results in any given period can be 
materially affected by conditions in global financial markets and economic conditions generally. For a further discussion 
of factors that may affect future operating results, see “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations—Certain Factors Affecting Results of Operations” in the Form 10-K. For a detailed 
discussion of results of operations by business segments and geographic regions, see “Business Segments” and 
“Geographic Segments” in this MD&A. 

Business Environment  

As an investment banking, securities and investment management firm, the Company’s businesses are materially affected by 
conditions in the global financial markets and worldwide economic conditions. A favorable business environment is 
generally characterized by, among other factors, high global gross domestic product growth, stable geopolitical conditions, 
transparent and efficient capital markets, liquid markets with active investors, low inflation, high business and consumer 
confidence and strong business earnings. These factors provide a positive climate for investment banking activities, for 
many of the Company’s capital markets trading businesses and for wealth creation, which contributes to growth in the 
Company’s asset management business. For further discussion of how market conditions can affect business, see “Risk 
Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations - Certain Factors 
Affecting Results of Operations” in the Form 10-K. 

The stress experienced by global financial markets that began during the second half of 2007 continued and increased 
throughout the first quarter of the 2008 fiscal year. The operating environment during the period continued to be affected 
by the turmoil in the broader credit markets and general lack of liquidity, reflecting the migration of disruption in certain 
credit and fixed-income assets to virtually every asset class regardless of fundamentals or underlying quality. General market 

                                                           
    1  Return on average common stockholders’ equity and return on average tangible common stockholders’ equity are computed by dividing annualized net 

income applicable to common stock for the period by average common stockholders’ equity and average tangible common stockholders’ equity, 
respectively. The Company believes average tangible common stockholders’ equity is a meaningful measure because it reflects the common 
stockholders’ equity deployed in the Company’s businesses. Average tangible common stockholders’ equity equals average common stockholders’ equity 
less average identifiable intangible assets and goodwill and is computed as follows: 

 

 Quarter Ended 
In millions February 29, 2008 February 28, 2007 
Annualized net income applicable to common stock $  1,860 $  4,517 
   
Average stockholders’ equity $23,661 $19,632 
Less: average preferred stock (2,044) (1,095) 
Average common stockholders’ equity $21,617 $18,537 
Less: average identifiable intangible assets and goodwill (4,120) (3,447) 
Average tangible common stockholders’ equity $17,497 $15,090 
Return on average common stockholders’ equity 8.6% 24.4% 
Return on average tangible common stockholders’ equity 10.6% 29.9% 
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sentiment reflected continued uncertainty about the impact on the economy, falling private sector employment growth and 
marked slowdown in manufacturing activities within certain geographies, and favorable macroeconomic trends in emerging 
markets. Global equity markets during the three month period exhibited high volatility as the U.S. economy showed 
weakness and credit related concerns continued to weigh on investor sentiment. Central banks lowered interest rates and 
increased liquidity in interbank money markets in response to difficult term funding conditions.  

The global fixed income environment was characterized by spreads widening in the 2008 three month period. Global high 
yield and high grade spread indices ended the fiscal quarter up 158 and 52 basis points, respectively, compared to the end of 
2007. Global equity markets declined by 11% over the 2008 three month period. Compared to the 2007 fiscal year, global 
corporate activity levels in completed and announced M&A transactions for the 2008 quarter were lower. Equity 
underwriting activity for the quarter (on an annualized basis) was half the level of activity for the 2007 fiscal year.  

Based upon estimates by the Company’s economists, global economic growth was approximately 2.3% at the end of the 
first quarter of 2008 driven by a slowdown in the Americas and Eurozone. Global economic growth in subsequent fiscal 
quarters is anticipated to be less than levels in the fiscal quarter of 2008. The magnitude of the growth deceleration is largely 
dependent on how extended and severe the credit dislocation may be, results from fiscal and monetary policy actions, 
accessibility of new sources of liquidity and oil prices leveling or continuing to increase.  

Investment banking activity for the remaining 2008 calendar year is expected to be modest. Full-year 2008 M&A volumes 
are anticipated to decline compared to full-year 2007 levels. The expected decrease in 2008 financial sponsor activities is 
expected to be offset in part by: (i) the weak U.S. dollar attracting foreign investments; (ii) companies focusing on core 
businesses and divesting non-core functions; and (iii) investment grade corporations financing strategic deals. Equity 
issuance levels are expected to be dependent on sponsors’ risk transfers through hedging and monetization transactions as 
well as the replenishment of financial sector participants’ balance sheets. Debt origination in 2008 is expected to be driven 
by demand for industrial non-frequent paper and continued financial sector issuance.  

Real gross domestic product growth in the U.S. economy, as estimated by the Company’s economists, was an estimated 
negative 0.5% for the 2008 first quarter, reflecting continued domestic slowdown as growth in the closing quarter of the 
2007 calendar year was 0.6%. Much of the slowdown was attributable to the housing market, as sales of new and existing 
homes declined, a similar deceleration in commercial real estate investments occurred and weakness in credit markets led to 
a lack of readily available liquidity. Growth in industrial production slowed from 2007 levels, reflecting reduced growth in 
domestic consumer demand, partially offset by demand for U.S. exports. Market indications were present that suggest 
declines in business and consumer confidences during the 2008 three month period. The enacted fiscal stimulus plan in the 
U.S. is anticipated to provide a near-term boost to consumer confidence; the effects of which are expected to be seen in the 
2008 third fiscal quarter. The U.S. Federal Reserve reduced rates three times during the fiscal quarter, including an inter-
meeting rate cut that occurred in January 2008. Responding to stress within the financial markets, the U.S. Federal Reserve 
took additional steps in March 2008, reducing rates and creating the ability of primary dealers to provide financing to 
participants in securitization markets through the creation of the Federal Reserve Bank of New York’s Primary Dealer 
Credit Facility. Long-term bond yields declined, with the 10-year Treasury note yield ending the fiscal quarter at 3.51%, 
down 43 basis points from the fourth quarter of 2007. The S&P 500 Index, Dow Jones Industrial Average and NASDAQ 
composites were down 10.2%, 8.3%, and 14.6%, respectively, from fourth quarter, calendar year 2007 levels. The imbalance 
between U.S. housing demand and supply is expected to widen as sales continue to fall and inventory remains elevated. 
Tight credit conditions and high commodity prices are anticipated to place continued strain on the capital markets, 
particularly the securitized products and commercial real estate components. The Company expects these factors, coupled 
with rising unemployment, falling home prices and soft productivity growth to continue to slow GDP growth in the 
upcoming fiscal quarters. 

In Eurozone countries and the U.K., economic growth tapered during the first quarter of the 2008 fiscal year. The growth 
of the U.K. economy, more exposed to both the U.S. and the financial sector, eased compared to the European economic 
growth. Business activity reflected a decline from the benchmark period as a result of lower global growth and high oil 
prices as well as stress within the banking systems resulting from movements within global credit markets. Labor markets 
appeared unaffected as unemployment levels modestly declined over the quarter. However, measures of core inflation 
increased during the 2008 three-month period. The European Central Bank held rates level during the fiscal quarter and is 
expected to reduce rates twice in the remaining periods of the 2008 fiscal year. In December 2007 and February 2008, the 
Bank of England eased rates and a further rate reduction is anticipated during the next fiscal quarter. The Bund and Gilts 
10-year yields were 3.89% and 4.47%, respectively, at the 2008 quarter-end compared to 4.13% and 4.64%, respectively, at 
the fiscal year ended 2007. Equity volatility for continental Europe and the U.K. was up compared to levels at the end of 
2007. The Company believes that the generally tighter bank and credit conditions, lower forecasted global growth and a 
stronger Euro will combine to slow 2008 Eurozone and U.K. growth. 
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In Japan, real gross domestic product growth decelerated, unemployment levels modestly decreased and measures of 
inflation remained minimal during the 2008 quarter. The Bank of Japan held its rates steady during the 2008 quarter and 
is anticipated to continue to do so into the 2008 fiscal year. The yield on the 10-year Japanese government bond 
decreased 11 basis points from fourth quarter 2007 to 1.37% at the end of the 2008 quarter. Consistent with other Asian 
equity markets, the Nikkei 225 equity index was 13.2% lower at the end of the 2008 quarter than its level at the end of 
the 2007 fiscal year. Residential and non-residential construction spending decreased, and the recovery in the corporate 
sector during the period has yet to have an effect on wages and consumption, thus increasing the risk of a possible 
recession. The Company expects three trends to emerge in China’s economy in 2008: (i) GDP growth to fall on an 
annual basis; (ii) inflation to increase over the long-term; and (iii) central banks to focus more on slowing growth than 
rising inflation. The Company expects certain larger emerging markets, Brazil, Russia and Mexico, for example, to 
achieve solid growth during the 2008 calendar year. While Latin America is expected to feel the effects from a 
decelerating U.S. economy, the Company believes the impact should be less severe than historically as a result of the 
region’s establishment of new trading relationships with other parts of the world. During 2008, the Company expects 
India to continue GDP acceleration absent a complete slowdown in the U.S. economy. Any effect from weaker world 
economic growth should be offset by continued investment and spending within India. 

Critical Accounting Policies and Estimates 

The following is a summary of the Company’s critical accounting policies that may involve a higher degree of management 
judgment and in some instances complexity in application. For a further discussion of these and other accounting policies, 
see Note 1 “Summary of Significant Accounting Policies,” to the Consolidated Financial Statements. 

Use of Estimates 

In preparing the Consolidated Financial Statements and accompanying notes, management makes various estimates in 
accordance with generally accepted accounting principles that affect reported amounts and disclosures. Broadly, those 
estimates are used in: 

• measuring fair value of certain financial instruments; 

• accounting for identifiable intangible assets and goodwill; 

• establishing provisions for potential losses that may arise from litigation, regulatory proceedings and tax 
examinations;  

• assessing the Company’s ability to realize deferred taxes; and 

• valuing equity-based compensation awards. 

Estimates are based on available information and judgment. Therefore, actual results could differ from estimates and that 
difference could have a material effect on the Consolidated Financial Statements and notes thereto. 

Consolidation Policies 

The assessment of whether accounting criteria for consolidation of an entity is met requires management to exercise 
judgment. The Company consolidates the entities in which the Company has a controlling financial interest. The Company 
determines whether it has a controlling financial interest in an entity by first determining whether the entity is a voting 
interest entity (sometimes referred to as a non-VIE), a variable interest entity (“VIE”) or a qualified special purpose entity 
(“QSPE”). 

Voting Interest Entity. Voting interest entities are entities that have (i) total equity investment at risk sufficient to fund 
expected future operations independently and (ii) equity holders who have the obligation to absorb losses or receive residual 
returns and the right to make decisions about the entity’s activities. In accordance with Accounting Research Bulletin 
(“ARB”) No. 51, Consolidated Financial Statements, and Statement of Financial Accounting Standards (“SFAS”) No. 94, 
Consolidation of All Majority-Owned Subsidiaries, voting interest entities are consolidated when the Company has a controlling 
financial interest, typically more than 50 % of an entity’s voting interests. 

Variable Interest Entity. VIEs are entities that lack one or more voting interest entity characteristics. The Company 
consolidates VIEs in which it is the primary beneficiary. In accordance with Financial Accounting Standards Board 
(“FASB”) Interpretation (“FIN”) No. 46, Consolidation of Variable Interest Entities (revised December 2003)—an interpretation of 
ARB No. 51 (“FIN 46(R)”), the Company is the primary beneficiary if it has a variable interest, or a combination of variable 
interests, that will either (i) absorb a majority of the VIE’s expected losses, (ii) receive a majority of the VIE’s expected 
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residual returns, or (iii) both. To determine if the Company is the primary beneficiary of a VIE, the Company reviews, 
among other factors, the VIE’s design, capital structure, contractual terms, which interests create or absorb variability and 
related party relationships, if any. Additionally, the Company may calculate its share of the VIE’s expected losses and 
expected residual returns based upon the VIE’s contractual arrangements and/or the Company’s position in the VIE’s 
capital structure. This type of analysis is typically performed using expected cash flows allocated to the expected losses and 
expected residual returns under various probability-weighted scenarios. 

Qualified Special Purpose Entity. QSPEs are passive entities with limited permitted activities. SFAS No. 140, Accounting 
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities-a replacement of FASB Statement No. 125 (“SFAS 
140”), establishes the criteria an entity must satisfy to be a QSPE, including types of assets held, limits on asset sales, use of 
derivatives and financial guarantees, and discretion exercised in servicing activities. In accordance with SFAS 140 and FIN 
46(R), the Company does not consolidate QSPEs. 

For a further discussion of the Company’s involvement with VIEs, QSPEs and other entities see Note 6, “Securitizations 
and Special Purpose Entities,” to the Consolidated Financial Statements. 

Equity-Method Investments. Entities in which the Company does not have a controlling financial interest (and therefore 
does not consolidate) but in which the Company exerts significant influence (generally defined as owning a voting interest 
of 20% to 50%, or a partnership interest greater than 3%) are accounted for either under Accounting Principles Board 
Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock or SFAS No. 159, The Fair Value Option for 
Financial Assets and Financial Liabilities (“SFAS 159”). For further discussion of the Company’s adoption of SFAS 159, see 
“Accounting and Regulatory Developments—SFAS 159” below.  

Other. The Company has formed various non-consolidated private equity or other alternative investment funds with third-
party investors that are typically organized as limited partnerships. The Company typically acts as general partner for these 
funds, and when third-party investors have (i) rights to either remove the general partner without cause or to liquidate the 
partnership; or (ii) substantive participation rights, the Company does not consolidate these partnerships in accordance with 
Emerging Issue Task Force (“EITF”) No. 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls 
a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights. 

A determination of whether the Company has a controlling financial interest in an entity and therefore the Company’s 
assessment of consolidation of that entity is initially made at the time the Company becomes involved with the entity. 
Certain events may occur which cause the Company to re-assess the initial determination of whether an entity is a VIE or 
non-VIE or whether the Company is the primary beneficiary if the entity is a VIE and therefore the assessment of 
consolidation of that entity. Those events generally are: 

• The entity’s governance structure is changed such that either (i) the characteristics or adequacy of equity at risk are 
changed, or (ii) expected returns or losses are reallocated among the participating parties within the entity. 

• The equity investment (or some part thereof) is returned to the equity investors and other interests become 
exposed to expected returns or losses. 

• Additional activities are undertaken or assets acquired by the entity that were beyond those anticipated previously. 

• Participants in the entity acquire or sell interests in the entity. 

• The entity receives additional equity at risk or curtails its activities in a way that changes the expected returns or 
losses. 

When the Company does not consolidate an entity or apply the equity method of accounting, the Company presents its 
investment in the entity at fair value. 

Valuation of Financial Instruments 

The Company measures Financial instruments and other inventory positions owned, excluding Real estate held for sale, 
and Financial instruments and other inventory positions sold but not yet purchased at fair value. The Company accounts 
for Real estate held for sale at the lower of its carrying amount or fair value less cost to sell. Both realized and unrealized 
gains or losses from Financial instruments and other inventory positions owned and Financial instruments and other 
inventory positions sold but not yet purchased are reflected in Principal transactions in the Consolidated Statement of 
Income. 

The Company adopted SFAS No. 157, Fair Value Measurements (“SFAS 157”), in the first quarter of 2007. SFAS 157 
defines fair value, establishes a framework for measuring fair value, establishes a fair value hierarchy based on the inputs 
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used to measure fair value and enhances disclosure requirements for fair value measurements. Additionally and also in 
the first quarter of 2007, the Company adopted SFAS 159, and applied this option to certain hybrid financial instruments 
not previously accounted for at fair value under SFAS No. 155, Accounting for Certain Hybrid Financial Instruments—an 
amendment of FASB Statements No. 133 and 140, as well as certain deposit liabilities at U.S. banking subsidiaries.  

SFAS 157 defines “fair value” as the price 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, or an exit price. The degree of judgment 
utilized in measuring the fair value of financial instruments generally correlates to the level of pricing observability. 
Financial instruments with readily available active quoted prices or for which fair value can be measured from actively 
quoted prices in active markets generally have more pricing observability and less judgment utilized in measuring fair 
value. Conversely, financial instruments rarely traded or not quoted have less observability and are measured at fair value 
using valuation models that require more judgment. Pricing observability is impacted by a number of factors, including 
the type of financial instrument, whether the financial instrument is new to the market and not yet established, the 
characteristics specific to the transaction and overall market conditions generally. 

The overall valuation process for financial instruments may include adjustments to valuations derived from pricing 
models. These adjustments may be made when, in management’s judgment, either the size of the position in the 
financial instrument or other features of the financial instrument such as its complexity, or the market in which the 
financial instrument is traded (such as counterparty, credit, concentration or liquidity) require that an adjustment be 
made to the value derived from the pricing models. An adjustment may be made if the sale of a financial instrument is 
subject to sales restrictions that would result in a price less than the computed fair value measurement from a quoted 
market price. Additionally, an adjustment from the price derived from a model typically reflects management’s judgment 
that other participants in the market for the financial instrument being measured at fair value would also consider such 
an adjustment in pricing that same financial instrument. 

The Company has categorized its financial instruments measured at fair value into a three-level classification in 
accordance with SFAS 157. Fair value measurements of financial instruments that use quoted prices in active markets for 
identical assets or liabilities are generally categorized as Level 1, and fair value measurements of financial instruments 
that have no direct observable levels are generally categorized as Level 3. The lowest level input that is significant to the 
fair value measurement of a financial instrument is used to categorize the instrument and reflects the judgment of 
management. Financial assets and liabilities presented at fair value in Holdings’ Condensed Consolidated Statement of 
Financial Condition generally are categorized as follows: 

Level 1 — Inputs are unadjusted, quoted prices in active markets for identical, unrestricted assets or liabilities at the 
measurement date.  

The types of assets and liabilities carried at Level I fair value generally are G-7 government and agency securities, 
equities listed in active markets, investments in publicly traded mutual funds with quoted market prices and listed 
derivatives. 

Level 2 — Inputs (other than quoted prices included in Level I) are either directly or indirectly observable for the asset 
or liability through correlation with market data at the measurement date and for the duration of the instrument’s 
anticipated life. 

Fair valued assets and liabilities that are generally included in this category are non-G-7 government securities, 
municipal bonds, certain hybrid financial instruments, certain mortgage and asset backed securities, certain corporate 
debt, certain commitments and guarantees, certain private equity investments and certain derivatives. 

Level 3 — Inputs reflect management’s best estimate of what market participants would use in pricing the asset or 
liability at the measurement date. Consideration is given to the risk inherent in the valuation technique and the risk 
inherent in the inputs to the model. 

Generally, assets and liabilities carried at fair value and included in this category are certain mortgage and asset-backed 
securities, certain corporate debt, certain private equity investments, certain municipal bonds, certain commitments and 
guarantees and certain derivatives. 

Financial assets and liabilities presented at fair value and categorized as Level 3 are generally those that are marked to 
model using relevant empirical data to extrapolate an estimated fair value. The models’ inputs reflect assumptions that 
market participants would use in pricing the instrument in a current period transaction and outcomes from the models 
represent an exit price and expected future cash flows. Valuation models are calibrated to the market on a frequent basis. 
The parameters and inputs are adjusted for assumptions about risk and current market conditions. Changes to inputs in 
valuation models are not changes to valuation methodologies; rather, the inputs are modified to reflect direct or indirect 
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impacts on asset classes from changes in market conditions. Accordingly, results from valuation models in one period 
may not be indicative of future period measurements. Valuations are independently reviewed by employees outside the 
business unit and, where applicable, valuations are back tested comparing instruments sold to where they were marked.  

Level 3 assets at the end of the 2008 first quarter and at the 2007 fiscal year end were generally consistent in relation to 
total assets and assets measured at fair value. The consistency between periods reflects the reduction of liquidity in the 
capital markets, which resulted in a decrease in the observability of market prices during both benchmark periods. In 
particular, the continued low-levels of global trading activity impacted the Company’s ability to directly correlate 
assumptions in valuation models used in pricing residential and commercial mortgage-related assets, including those for 
cumulative loss rates and changes in underlying collateral values to current market activity. Additionally and during both 
periods, the increase of assets characterized as Level 3 was also attributable to the funding of leveraged lending 
commitments that had not been fully syndicated. The following table presents comparative metrics of the Company’s 
Level 3 assets at February 29, 2008 and November 30, 2007: 

 At 
In millions Feb 29, 2008 Nov 30, 2007 
Level 3 assets $   42,508 $  41,979 
 Less: Level 3 derivative liabilities (2,303) (3,095) 
Level 3 assets (net derivatives) $  40,205 $  38,884 
   
Total assets  $786,035 $691,063 
   
Total assets measured at fair value $304,096 $291,212 
 Less: derivative liabilities measured at fair value (37,807) (31,621) 
Assets measured at fair value (net derivatives) $266,289 $259,591 
   
Level 3 assets as a percent of total assets 5% 6%
Level 3 assets as a percent of total assets measured at fair value 14% 14%
Level 3 assets (net derivatives) as a percent of assets    
 measured at fair value (net derivatives) 15% 15%

For a further discussion regarding the measurement of Financial instruments and other inventory positions owned, 
excluding Real estate held for sale, and Financial instruments and other inventory positions sold but not yet purchased at 
fair value, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements. 

Identifiable Intangible Assets and Goodwill 

Determining the carrying values and useful lives of certain assets acquired and liabilities assumed associated with business 
acquisitions—intangible assets in particular—requires significant judgment. At least annually, the Company is required to 
assess whether goodwill and other intangible assets have been impaired by comparing the estimated fair value, calculated 
based on price-earnings multiples, of each business segment with its estimated net book value, by estimating the amount of 
stockholders’ equity required to support each business segment. Periodically estimating the fair value of a reporting unit and 
carrying values of intangible assets with indefinite lives involves significant judgment and often involves the use of 
significant estimates and assumptions. These estimates and assumptions could have a significant effect on whether or not 
an impairment charge is recognized and the magnitude of such a charge. The Company completed its last impairment test 
on goodwill and other intangible assets as of August 31, 2007, and no impairment was identified. 

Legal, Regulatory and Tax Proceedings 

In the normal course of business, the Company has been named as a defendant in a number of lawsuits and other legal 
and regulatory proceedings. Such proceedings include actions brought against the Company and others with respect to 
transactions in which the Company acted as an underwriter or financial advisor, actions arising out of the Company’s 
activities as a broker or dealer in securities and commodities and actions brought on behalf of various classes of 
claimants against many securities firms, including the Company. In addition, business activities are reviewed by various 
taxing authorities around the world with regard to corporate income tax rules and regulations. The Company provides 
for potential losses that may arise out of legal, regulatory and tax proceedings to the extent such losses are probable and 
can be estimated. Those determinations require significant judgment. For a further discussion, see Note 8, 
“Commitments, Contingencies and Guarantees,” to the Consolidated Financial Statements. 
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Consolidated Results of Operations 

Overview 

The following table sets forth an overview of results of operations for the three months ended February 29, 2008 and 
February 28, 2007: 

 Quarter Ended  
In millions February 29, 2008 February 28, 2007 Percent Change 

Net revenues  $3,507  $5,047 (31)%
Income before taxes  $   663  $1,699 (61) 
Net income  $   489  $1,146 (57) 
Earnings per diluted common share   $  0.81  $  1.96 (59)%
Annualized return on average     
 common stockholders’ equity  8.6%  24.4%  
Annualized return on average     
 tangible common stockholders’ equity  10.6%  29.9%  

Net Revenues 

 Quarter Ended  
Percent Change In millions February 29, 2008 February 28, 2007 

Principal transactions $     773 $  2,921 (74)%
Investment banking 867 850 2 
Commissions 658 540 22 
Interest and dividends 9,635 9,089 6 
Asset management and other 437 395 11 
Gross revenues $12,370 $13,795 (10)%
Interest expense 8,863 8,748 1 
Net revenues $  3,507 $  5,047 (31)%
Net interest revenues $     772 $     341 126% 
Principal transactions, commissions     
 and net interest revenues $  2,203 $  3,802 (42)%

Principal Transactions, Commissions and Net Interest Revenue. In both the Capital Markets segment and the 
Private Investment Management business within the Investment Management segment, the Company evaluates net 
revenue performance based on the aggregate of Principal transactions, Commissions and Net interest revenues (Interest 
and dividends revenue net of Interest expense). These revenue categories include realized and unrealized gains and 
losses, commissions associated with client transactions and the interest and dividend revenue and interest expense 
associated with financing or hedging positions. Interest and dividends revenue and Interest expense are a function of the 
level and mix of total assets and liabilities (primarily financial instruments owned and sold but not yet purchased, and 
collateralized borrowing and lending activities), prevailing interest rates and the term structure of financings. Caution 
should be used when analyzing these revenue categories individually because they may not be indicative of the overall 
performance of the Capital Markets and Investment Management business segments. Principal transactions, 
Commissions and Net interest revenues in the aggregate decreased 42% in the 2008 three months compared to the 2007 
three months. 

Principal transactions revenue for the 2008 three months decreased 74% compared to the 2007 three months, primarily as a 
result of negative valuation adjustments made on certain components of Capital Markets inventory described in “Impact 
from Market Events” below. Commission revenues rose 22% in the 2008 three months from the 2007 three months, 
reflecting growth in institutional commissions on higher global trading volumes. Net interest revenues increased 126% in 
the 2008 three months from the 2007 three months reflecting lower financing costs resulting from comparatively lower 
interest rates and higher levels of interest revenue-generating asset positions. Interest and dividends revenue rose 6% in the 
2008 three months from the 2007 three months and Interest expense generally remained consistent in the 2008 three 
months compared to the 2007 three months. 

Investment Banking. Investment banking revenues represent fees and commissions received for underwriting public and 
private offerings of fixed income and equity securities, fees and other revenues associated with advising clients on M&A 
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activities, as well as other corporate financing activities. Investment banking revenues for the 2008 three months were $867 
million, an increase of 2% from the 2007 three months, representing an increase within Global Finance—Equity and 
Advisory services businesses. Between the benchmark periods, Global Finance—Equity increased 23%, from business 
activity related to convertibles and derivatives, and Advisory services increased 34% due to an increase in completed M&A. 
These increases were offset by a 25% decrease in Global Finance—Debt business activity, reflecting adverse conditions in 
the global credit markets and general lack of liquidity in the 2008 three months. Included in Investment banking revenue are 
client-driven derivative and other capital market-related transactions with Investment Banking clients, which totaled 
approximately $130 million for the 2008 quarter, compared to approximately $87 million for the 2007 quarter.  

Asset Management and Other. Asset management and other revenues primarily result from asset management activities 
in the Investment Management business segment. Asset management and other revenues were $437 million in the 2008 
three month period, an increase of 11% from the 2007 three month period, primarily reflecting higher management fees 
earned as AUM grew throughout last year. 

Non-Interest Expenses 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Compensation and benefits $1,841 $2,488 (26)% 
Non-personnel expenses:    
    Technology and communications 302 266 14 
    Brokerage, clearance and distribution fees 253 194 30 
    Occupancy 185 146 27 
    Professional fees 98 98 —
    Business development 89 84 6 
    Other 76 72 6 
    Total non-personnel expenses  $1,003 $   860 17%
Total non-interest expenses  $2,844 $3,348 (15)%
Compensation and benefits/Net revenues 52.5% 49.3% 
Non-personnel expenses/Net revenues 28.6% 17.0% 

Non-interest expenses for the 2008 three month period were $2.8 billion, decreasing 15% from $3.3 billion in the 2007 
three month period. A substantial portion of non-interest expenses is compensation-related, which includes both fixed 
(consisting primarily of salaries, benefits and amortization of previous years’ deferred equity awards) and variable (consisting 
primarily of incentive compensation and commissions) components. Compensation expense, particularly the variable 
component reflecting discretionary bonuses, is impacted by levels of business activity and the structure of the Company’s 
share-based compensation programs. Remaining non-interest expense categories are largely variable, and are expected to 
change over time with revenue levels, business activity mix and employee headcount levels. 

Compensation and benefits. Compensation and benefits totaled $1.8 billion and $2.5 billion for the 2008 three months 
and the 2007 three months, respectively. Compensation and benefits expense as a percentage of net revenues was 52.5% 
and 49.3% for the 2008 and 2007 three months, respectively. The compensation ratio increased between comparative 
periods, reflecting the lower revenue in the 2008 three months. Compensation and benefits expense includes both fixed and 
variable components.  

Employees totaled approximately 28,100 and 27,100 at February 29, 2008 and February 28, 2007, respectively, reflecting a 
4% increase due to global growth of the franchise. Headcount levels were reduced after the end of the 2008 quarter by 
approximately 1,100 as a result of the Company’s continued monitoring of business activities to ensure resources are 
allocated efficiently and adjustments made, as warranted, based upon underlying business and economic conditions, 
including the announced resizing of the residential mortgage business.  

Non-personnel expenses. Non-personnel expenses increased 17% between the 2008 and 2007 three months to $1.0 
billion from $0.9 billion, respectively. Non-personnel expenses as a percentage of net revenues were 28.6% and 17.0% in 
the 2008 and 2007 periods, respectively. Technology and communications expenses in the 2008 three months rose 14% 
from the 2007 three months, due to the opening of new principal offices globally. Brokerage, clearance and distribution fees 
rose 30% in the 2008 three months from the 2007 three months, reflecting the higher levels of equity market volatility and 
corresponding higher transaction volumes in the 2008 three months. The 2008 three months’ Occupancy expenses 
increased 27% from those at the 2007 three months as a result of expansion of the businesses globally and new office 
locations. Professional fees were generally consistent in the 2008 and 2007 three months. Business development expenses in 
the 2008 three months increased 6% from the 2007 three months attributable to increased costs associated with recruiting, 
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consulting and legal fees. Other non-personnel expenses in the 2008 three months increased 6% from the 2007 three 
months attributable to approximately $34 million of costs from the resizing of the Company’s residential mortgage 
platform. 

Income Taxes 

The provision for income taxes totaled $174 million and $553 million in the 2008 and 2007 three months, respectively. 
The provision for income taxes resulted in effective tax rates of 26.3% and 32.5% for the 2008 and 2007 periods, 
respectively. The decrease in the effective tax rate in the 2008 three months compared to the 2007 three months was due 
to lower pre-tax income as well as reflecting the larger pre-tax contribution from outside the U.S. 

Business Acquisitions, Business Dispositions and Strategic Investments 

Business Acquisitions. During the 2008 quarter, the Company completed the business acquisitions listed below: 

• The Company acquired certain assets of Van der Moolen Specialists, including its book of NYSE-listed 
securities, staff and certain technology. 

• In conjunction with other broker-dealers, the Company entered into a joint-venture and invested in TradeWeb 
Markets LLC, an electronic securities trading platform owned by Thomson Financial. 

Business Dispositions. During the 2008 quarter, the Company sold its 20% interest in Marble Bar Asset Management 
LLP, an investment management firm. There was not a significant gain or loss on the dispositions. 

In January 2008, the Company announced the suspension of its wholesale and correspondent mortgage lending activities 
at the Aurora Loan Services subsidiary (“Aurora”). The Company continues to originate loans through Aurora’s direct 
lending channel and maintains the Aurora’s servicing business. As a result of these suspension activities, the Company 
incurred one-time expenses of approximately $34 million generally for facilities exit costs. 

Impact from Market Events 

The Company’s financial inventory, excluding Real estate held for sale, is reported at fair value. Fair value is a market-
based measure considered from the perspective of market participants who hold an asset or owe a liability and is based 
upon the perspective of market participants at a given point in time. When market conditions change or if markets for 
specific financial instruments dislocate, the fair values of the Company’s financial inventory increase or decrease. 

In the 2008 three months, credit markets and certain segments of financial asset markets, commercial real estate-related 
products, for example, declined further from what was observed at the end of the Company’s 2007 fiscal year. As a 
result of these market events, the Company recorded negative valuation adjustments on certain components of its 
financial inventory; substantially all of which are reflected within the results of operations for the Company’s Fixed 
Income component of Capital Markets. The negative valuation adjustments resulting from the impact of adverse market 
conditions were partially mitigated by economic risk management strategies employed as well as valuation changes on 
certain of the Company’s debt liabilities. The net amount of valuation adjustments in the 2008 three months was an 
approximate $1.8 billion reduction to the Company’s net revenues. 

For a further discussion of how the market events and resulting negative valuation adjustments impacted the results of 
operations of the Company’s business and geographic segments, see “Business Segments” and “Geographic Segments” 
in this MD&A. 
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The table below presents certain components of valuation adjustments recorded during the period. These components 
are presented on both a gross and net basis. The net impact represents the revenue impact from the components after 
adjusting for certain economic risk mitigation strategies. Caution should be utilized when evaluating the amounts in the 
following table as they represent only certain components of revenue associated with the business activities described. 

Gain/(Loss) Quarter Ended February 29, 2008 
In billions  Gross Net(1)

Residential mortgage-related positions  ($3.0)   ($0.8) 
Other asset-backed (non-residential)-related positions  (0.2)  (0.1) 
Commercial mortgage-related positions  (1.1)  (0.7) 
Real estate-related investments  (0.3)  (0.3) 
Acquisition finance facilities (funded and unfunded)  (0.7)  (0.5) 
   
Valuation of debt liabilities(2)  0.6  0.6 
  ($4.7)  ($1.8) 

(1) The net impact represents the remaining impact from the components after deducting the impact of certain economic risk mitigation strategies. The 
gross impact excludes any effect of economic risk mitigation strategies. 

 (2) Represents the gain on debt liabilities the Company elected to measure at fair value under SFAS 159. These gains represent the effect of changes 
in the Company’s credit spread and exclude any interest income or expense as well as any gain or loss from the embedded derivative components 
of these instruments. Changes in valuations are allocated to the businesses in relation to the cash generated by, or funding requirements of, the 
underlying positions. 

The Company continues to have exposures to these financial instruments and the markets in which it transacts, and as 
market conditions continue to evolve, the value of these and other financial instruments could appreciate or deteriorate. 
The following sections provide a summary of the Company’s exposures to these financial instruments at February 29, 
2008. For a further discussion regarding the Company’s financial inventory, see Note 3, “Financial Instruments and 
Other Inventory Positions,” to the Consolidated Financial Statements. For a further discussion regarding the Company’s 
fair value determination of financial assets and liabilities, see Note 4, “Fair Value of Financial Instruments,” to the 
Consolidated Financial Statements. 

Mortgage-Related Positions 

Mortgage loans are loans secured by real property made to a borrower (or borrowers). Mortgage loans enter the market 
in a variety of forms: they may enter directly as whole loans originated; or, they may enter indirectly through the form of 
securitizations resulting in mortgage-backed securities, collateralized obligations or other structured finance products. 
The Company’s mortgage-related trading positions consist of whole loans, retained interests in securitizations, asset-
backed securities that are backed by mortgage loans or other assets, and derivatives referencing mortgages or mortgage-
backed securities. The Company originates mortgage loans and purchases pools of mortgage loans from third-party 
originators. The Company typically disposes of such loans by securitizing or selling them and may retain certain 
securities of such securitizations, often referred to as retained interests. The Company may also purchase interests in or 
enter into derivatives referencing collateral obligations where the collateral may be an asset-backed security.  

The valuation methodologies used for mortgage-related assets incorporate a variety of inputs including prices observed 
from execution of a number of trades in the marketplace (though limited in first quarter of fiscal year 2008); ABX, 
CMBX and similar indices that track the performance of a series of credit default swaps based upon specific types of 
mortgages, and other market information, such as data on remittances received and updated cumulative loss data on 
underlying obligations. For a further discussion on the Company’s accounting policies related to fair value, see “Critical 
Accounting Policies—Valuation of Financial Instruments.” For a further discussion regarding the measure of Financial 
instruments and other inventory positions owned, excluding Real estate held for sale, and Financial instruments and 
other inventory positions sold but not yet purchased at fair value, see Note 4, “Fair Value of Financial Instruments,” to 
the Consolidated Financial Statements. 
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Mortgage-related positions are reflected in the Company’s financial inventory as Mortgage and asset-backed securities. 
At February 29, 2008 and November 30, 2007, the Company’s exposure to residential and commercial mortgage-related 
assets was generally: 

In billions February 29, 2008  November 30, 2007 
Residential mortgages: 
 Securities $ 18.2 $ 16.7
 Whole loans 11.9 14.2
 Servicing and other 1.7 1.2
 $ 31.8 $ 32.1
Commercial mortgages: 
 Whole loans $ 24.9 $ 26.2
 Securities and other 11.2 12.7
 $ 36.1 $ 38.9
 
Other asset-backed securities (1) $   6.5 $   6.2
 
Total (2) $ 74.4 $ 77.2
(1) The Company purchases interests in and enters into derivatives with collateralized debt obligation securitization entities (“CDOs”). The CDOs to 

which the Company has exposure are primarily structured and underwritten by third parties. The collateralized asset or lending obligations held 
by the CDOs are generally related to franchise lending, small business finance lending, or consumer lending. Approximately 25% of the positions 
held at February 29, 2008 and November 30, 2007 were rated BB+ or lower (or equivalent ratings) by recognized credit rating agencies. In 
determining the fair value interests in CDOs, the Company considers prices observed for similar transactions and data for relevant benchmark 
instruments, such as swap obligations for similar obligations referenced by the instrument. In both reference periods, the value in the benchmark 
instruments as well as market developments caused a decline in the fair value of interests in CDOs, not actual defaults on swap obligations. 

(2) Balances shown exclude those for which the Company transferred mortgage-related loans to securitization vehicles where such transfers were 
accounted for as secured financings rather than sales. The securitization vehicles issued securities that were distributed to investors. The 
Company does not consider itself to have economic exposure to the underlying assets in those securitization vehicles beyond the Company’s 
retained interests. 
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The product and geographic diversifications of the Company’s residential mortgage portfolio at February 29, 2008 and 
November 30, 2007 can be generally described as below. These characterizations are largely based upon the credit 
assessment of the borrowers to which the mortgage loans have been extended. 

In billions February 29, 2008 November 30, 2007 
 Amount Percent of Total Amount Percent of Total 
Residential mortgages:  
 U.S.  
  Alt-A/Prime(1)  
  Whole loans $   3.7 $   3.7 
  Securities 9.2 7.8 
  Servicing and other 1.7 1.2 
 $ 14.6 46% $ 12.7 40%
  Subprime/Second Lien(2)  
  Whole loans $   1.3 $   3.3 
  Securities 2.7 2.0 
  Servicing and other — — 
 $   4.0 13% $   5.3 17%
  Other U.S.  
  Whole loans $   1.6  $   2.1  
  Securities 0.5  0.2  
  Servicing and other —  —  
 $   2.1 7% $   2.3 7%
 Europe    
  Whole loans $   5.0  $   5.0  
  Securities 4.5  5.2  
  Servicing and other —  —  
 $   9.5 30% $ 10.2 32%
 Asia-Pacific    
  Whole loans $   0.3  $   0.1  
  Securities 0.4  0.4  
  Servicing and other —  —  
 $   0.7 2% $   0.5 2%
  
 Other asset-backed securities $   0.9 2% $   1.1 2%
Total $ 31.8  $ 32.1 
 (1)  For purposes of this presentation, the Company has categorized U.S. residential mortgages frequently referred to as Alt-A within Prime. The 

Company generally defines U.S. Alt-A residential mortgage loans as those associated with borrowers who may have creditworthiness of “prime” 
quality but may have traits that prevent the loans from qualifying as “prime.” Those traits could include documentation deficiencies related to the 
borrowers’ income disclosure, referred to as partial or no documentation; or the underlying property may not be owner occupied despite full or 
lower documentation of the borrowers’ income levels. 

(2)  The Company generally defines U.S. subprime residential mortgage loans as those associated with borrowers having a credit score in the range of 
620 or lower using the Fair Isaac Corporation’s statistical model, or having other negative factors within their credit profiles. The Company also 
includes residential mortgage loans that were originated through BNC Mortgage LLC (“BNC”) prior to its closure in the third quarter of the 
Company’s 2007 fiscal year. BNC served borrowers with subprime qualifying credit profiles but also served borrowers with stronger credit 
history as a result of broker relationships or product offerings and such loans are also included in subprime business activity. 

The ratings diversification (where high yield are securities rated BB+ or lower or equivalent ratings by recognized credit 
rating agencies) of the Company’s mortgage-related securities at February 29, 2008 and November 30, 2007 was: 

 February 29, 2008 November 30, 2007 
Residential mortgage securities: 
 High grade  89% 85% 
 High yield  11 15 
   
Commercial mortgage securities:   
 High grade 94% 94% 
 High yield 6 6 
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The geographic diversification of the Company’s commercial mortgage portfolio at February 29, 2008 and November 
30, 2007 was: 

In billions February 29, 2008  November 30, 2007 
 Amount Percent of Total  Amount Percent of Total 
Commercial:   
 Americas $ 17.4  48% $ 20.6  53% 
 Europe 10.0  28 10.4  27 
 Asia-Pacific 8.7  24 7.9  20 
 $ 36.1 $ 38.9 

Loan to value (“LTV”) is a ratio of outstanding debt on a property to the market value of that property. By geographies, 
the LTV diversification of the Company’s commercial mortgage whole loan portfolio, presented as the weighted average 
LTV ratio, at February 29, 2008 and November 30, 2007 was: 

 February 29, 2008 November 30, 2007 
Commercial mortgage whole loans: 
 Weighted Average LTV 
 Americas 75%  73% 
 Europe and the Middle East 78  79 
 Asia-Pacific 80  80 
 Total portfolio 77  76 

The property type diversification of the Company’s commercial mortgage whole loan portfolio at February 29, 2008 and 
November 30, 2007 was: 

 February 29, 2008 November 30, 2007 
Commercial mortgage whole loans: 
 Office  25% 27% 
 Mixed use  11 8 
 Hotel  10 11 
 Multi-family  14 14 
 Retail  10 11 
 Condominium  7 7 
 Other  23 22 

Real Estate Investments 

These positions are debt or equity investments that the Company makes in entities whose underlying assets are real 
estate. These investments are a component of the Company’s financial inventory and presented as Real estate held for 
sale. The Company accounts for these positions at the lower of their carrying amount or fair value less cost to sell. The 
Company uses a variety of methods to approximate the carrying amount of its real estate held for sale such as estimating 
by summing the land value and the depreciated value, sales of similar properties and adjusts to account for differences or 
discounted cash flow analyses. 

The Company consolidates those entities in which the Company is the primary beneficiary in accordance with FIN 
46(R). In instances where the Company consolidates entities in which it holds a debt or equity investment, the Company 
does not consider itself to have economic exposure to the underlying assets in those entities beyond the Company’s 
investment. For a further discussion on the Company’s accounting policies related to fair value, see “Critical Accounting 
Policies—Valuation of Financial Instruments.” The amount of the Company’s net investment in real estate held for sale 
at February 29, 2008 and November 30, 2007 was approximately $12.9 billion and $12.8 billion, respectively. 

Acquisition Finance Facilities 

The Company enters into contingent commitments with counterparties to provide acquisition financing. The Company’s 
past experience generally has been that the full contingently committed amount is not drawn upon because transactions 
are not executed, initial deal sizes are revised or multiple financing sources are used by counterparties. Contingent 
commitments are recorded as a component of Derivatives and other contractual agreements in the Company’s financial 
instrument inventory. The fair value of these contingent acquisition facilities is estimated by using executed transactions 
on comparable loans and anticipated market prices based upon pricing indications from syndicate banks and customers. 
The valuation of these commitments also takes into account certain fee income and third-party credit ratings of 
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counterparties. For a further discussion regarding all of the Company’s commitments and guarantees, see “Lending-
Related Commitments,” in this MD&A. 

While it is the Company’s intent to distribute through syndication when those facilities are drawn, or “funded,” the 
Company may not be able to syndicate the full lending facility because of market conditions or otherwise. Additionally, 
the Company may extend lending facilities to counterparties for business relationship purposes. In both instances the 
loan is reflected as a component of Corporate debt and other in the Company’s financial instrument inventory. The fair 
value of these loans is estimated using executed transactions on comparable loans, market price quotations and market 
observable credit default swaps. For a further discussion regarding the Company’s high yield lending inventory, see 
“Liquidity, Funding and Capital Resources—Liquidity—Net Assets,” in this MD&A. 

The following table summarizes the Company’s exposure to these commitments (where high yield are commitments 
made to counter-parties rated BB+ or lower or equivalent ratings by recognized credit rating agencies) at February 29, 
2008 and November 30, 2007: 

In billions February 29, 2008 November 30, 2007 
High grade:(1)  
 Contingent $   7.2 $ 10.2
 Unfunded 0.8 —
 Funded 2.9 1.7
 $ 10.9 $ 11.9
  
High yield: (1)  
 Contingent $   3.7 $   9.7
 Unfunded 2.2 2.7
 Funded 11.9 11.5
 $ 17.8 $ 23.9

(1) For purposes of this presentation and at February 29, 2008 and November 30, 2007, the Company has categorized amounts contingently 
committed as “Contingent”; amounts that were contingently committed in the prior period but unfunded in the current period as “Unfunded;” 
and amounts that were contingently committed in the prior period but funded in the current period as “Funded.” 

Fund-Related Assets 

The Company has formed various private equity or other alternative investment funds with third-party investors that are 
typically organized as limited partnerships. The Company typically acts as general partner for these funds and does not 
consolidate the funds into its results of operations when the third-party investors to the funds have (i) rights to either 
remove the general partner without cause or to liquidate the partnership; or (ii) substantive participation rights.  

The Company may provide support to the funds, although the Company has no obligation to do so. The support may 
take the form of guarantees, additional capital commitments to the funds and/or the purchase of assets from the funds. 
If support is provided to the funds, the Company performs a re-assessment of the non-consolidation of the fund as is 
required by FIN 46(R). 

Due to market disruptions that occurred in the second half of the 2007 fiscal year and further deterioration in the 2008 
quarter, certain investments held by the funds were either downgraded by rating agencies and/or experienced a decline 
in fair value. Accordingly, and as a result of these events: 

• Three funds were liquidated. The assets of those funds were purchased by the Company and are included in the 
consolidated statement of financial condition at February 29, 2008. The fair value of these assets at February 
29, 2008 was approximately $1.0 billion.  

• The Company purchased certain deteriorated assets from certain funds. The funds used the cash received from 
the Company to either redeem investors in the funds or make alternative asset investments. The acquired assets 
of those funds were then included in the Company’s consolidated statement of financial condition at February 
29, 2008 at an approximate fair value of $0.8 billion. 

• The Company agreed to waive or otherwise limit its investment management, advisory or other administrative 
fees charged to certain funds; however, the Company has the ability to recoup those fees from the fund at a 
later point in time. 

Substantially all of the assets consolidated during the 2008 quarter are managed within the Company’s Capital Markets—
Fixed Income businesses.  
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Business Segments 

The Company’s operations are organized into three business segments: 

• Capital Markets; 

• Investment Banking; and 

• Investment Management.  

These business segments generate revenues from institutional, corporate, government and high net worth individual clients 
across each of the revenue categories in the Consolidated Statement of Income. Segment operating results contain certain 
internal allocations, such as funding costs that are centrally managed. Allocations made are based upon management’s 
estimates and judgments. Additionally, because certain components of revenues reflect the overall performance of the 
Company as well as the performance of individual business units, performance in one segment may be affected by the 
performance of other segments. 

Segment Net Revenues 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Net revenues:   
 Capital Markets $1,672 $3,502 (52)% 
 Investment Banking 867 850  2 
 Investment Management 968 695 39 
Total net revenues 3,507 5,047 (31) 
Compensation and benefits 1,841 2,488  (26) 
Non-personnel expenses 1,003 860  17 
Income before taxes $   663 $1,699 (61)% 

The below charts illustrate the percentage contribution of each business segment to total net revenues. 

February 29, 2008

Capital 
Markets

47%

Investment 
Banking

25%

Investment 
Management

28%

February 28, 2007

Capital 
Markets

69%Investment 
Banking

17%

Investment 
Management

14%

 
Capital Markets 

The Capital Markets segment is divided into two components: 

Fixed Income — The Company makes markets in and trades municipal and public sector instruments, interest rate and credit 
products, mortgage-related securities and loan products, currencies and commodities. The Company also originates 
mortgages and structures and enters into a variety of derivative transactions. The Company provides research covering 
economic, quantitative, strategic, credit, relative value, index and portfolio analyses. Additionally, the Company provides 
financing, advice and servicing activities to the hedge fund community, known as prime brokerage services. The Company 
engages in certain proprietary trading activities and in principal investing in real estate that are managed within this 
component. 

Equities — The Company makes markets in and trades equities and equity-related products and enters into a variety of 
derivative transactions. The Company also provides equity-related research coverage as well as execution and clearing 
services for clients. Through capital markets prime services, the Company provides prime brokerage services to the hedge 
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fund community. The Company also engages in proprietary trading activities and private equity and other related 
investments. 

The following table sets forth the operating results of the Capital Markets business segment. 

Capital Markets Results of Operations 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Principal transactions  $     420 $  2,757 (85)%
Commissions 462 382 21 
Interest and dividends 9,622 9,077 6 
Other 8 6 33 
Total revenues 10,512 12,222 (14) 
Interest expense 8,840 8,720 1 
Net revenues 1,672 3,502 (52) 
Non-interest expenses  1,436 2,133 (33) 
Income before taxes  $     236 $  1,369 (83)%

The following table sets forth net revenues for the two components of the Capital Markets business segment. 

Capital Markets Net Revenues 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Fixed Income $   262 $2,173  (88)%
Equities 1,410 1,329  6 
 $1,672 $3,502  (52)%

Net revenues for the 2008 three months were $1.7 billion, a 52% decline from $3.5 billion in the 2007 three months, 
reflecting the impact from negative valuations incurred across fixed income products. Capital Markets net revenues in 2008 
include approximately $600 million of gains on debt liabilities which the Company elected to fair value under SFAS 159. 
Net interest revenues for the Capital Markets segment in the 2008 three months increased 119% to $0.8 billion compared 
to $0.4 billion in the 2007 three months, primarily attributable to comparative changes in global yield curves. Interest and 
dividends revenue rose 6% in the 2008 three months compared to the 2007 three months, and interest expenses were 
generally consistent between the benchmark periods. Non-interest expenses for the 2008 three months decreased 33%, 
reflecting the resizing of various business platforms, particularly associated with certain fixed income products. For a further 
discussion, see “Business Acquisitions, Business Dispositions and Strategic Investments—Business Dispositions” above. 
Capital Markets’ Income before taxes for the 2008 three months decreased 83% compared to the 2007 three months. Pre-
tax margins were 14% and 39% in the 2008 and 2007 three months, respectively.  

Net revenues in Capital Markets—Fixed Income of $0.3 billion for the 2008 three months decreased 88% compared with 
$2.2 billion in the 2007 three months. Capital Markets—Fixed Income sales credit volumes for the 2008 three months were 
$1.6 billion, increasing 55% compared to $1.0 billion in the 2007 three months. The businesses within the Fixed Income 
component of Capital Markets were the most affected by the market dislocations and constrained liquidity conditions that 
have continued from the second half of the 2007 fiscal year through the 2008 first quarter. These market factors resulted in 
negative valuation adjustments recorded against mortgage- and asset-backed-related positions as well as real estate-related 
investments and leveraged finance positions. For a further discussion of the components of the negative valuation 
adjustment recorded in the 2008 three months and the Company’s related exposures at February 29, 2008, see “Impact 
from Market Events” above.  

Partially mitigating the impact of these valuation adjustments and follow-on market disruptions in other asset classes such as 
municipals, certain businesses within Capital Markets—Fixed Income achieved improved revenues between the 2008 and 
2007 three month periods as a result of strong client demand for liquid market products, including interest rate and foreign 
exchange offerings, high grade debt products, including primary and secondary trading, and the fixed income component of 
prime brokerage services. Capital Markets—Fixed Income results for the 2008 three month period include approximately 
$460 million in allocated gains from valuation changes in certain debt liabilities carried at fair value under SFAS 159. 

Capital Markets—Equities net revenues of $1.4 billion for the 2008 three months, increased 6% compared to $1.3 billion in 
the 2007 three months. Capital Markets—Equities sales credit volumes for the 2008 three months were $1.0 billion, 
increasing 39% compared with $0.7 billion for the 2007 three months. Global market trading volumes increased between 
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the 2008 and 2007 three months by 9%; however, global equity markets sold-off during the 2008 three months decreasing 
approximately 10% from levels at the end of 2007. The increase in Capital Markets—Equities net revenues reflected 
increased performance during the benchmark periods in the Company’s client focused equities businesses, particularly 
equity-based execution services and derivative offerings, partially offset by convertible offerings and unprofitable principal 
investing strategies. Capital Markets—Equities prime services’ net revenues in the 2008 three months increased compared 
to those in the 2007 three months. At the end of the 2008 first quarter, the number of equity prime brokerage services 
clients increased 45% to approximately 570 from levels at the end of the 2007 first quarter. Overall client balances were 
19% higher at the end of the 2008 quarter as compared to balances at the end of the 2007 first quarter. 

Capital Markets—Equities net revenues for the 2008 three months include gains of approximately $550 million from 
proprietary investment activity, as well as approximately $150 million in allocated gains from valuation changes in certain of 
debt liabilities carried at fair value under SFAS 159. These were offset, in part, by losses in other private equity and seed 
investments of approximately $315 million. 

Investment Banking 

The Company takes an integrated approach to client coverage, organizing bankers into industry, product and geographic 
groups within the Investment Banking segment. Business services provided to corporations and governments worldwide 
can be separated into: 

Global Finance — The Company serves clients’ capital raising needs through underwriting, private placements, leveraged 
finance and other activities associated with debt and equity products. 

Advisory Services — The Company provides business advisory services with respect to mergers and acquisitions, divestitures, 
restructurings and other corporate activities. 

The following table sets forth the operating results of the Investment Banking segment. 

Investment Banking Results of Operations 1

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
 Global Finance—Debt    $322 $428  (25)% 
 Global Finance—Equity 215 175 23 
 Advisory Services 330 247 34 
Total revenues $867 $850  2% 
Non-interest expenses 685 660 4 
Income before taxes  $182 $190 (4)% 

The following table sets forth the Company’s Investment Banking transaction volumes.2 These volumes do not always 
directly correlate to Investment Banking revenues because they do not necessarily correspond to the amount of securities 
actually underwritten and only include certain reported underwriting activity and because revenue rates vary among 
transactions. 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Global Finance—Debt $  52,717 $  98,698  (47)% 
Global Finance—Equity 5,828 6,634 (12) 
Advisory Services—Completed 79,817 169,874 (53) 
Advisory Services—Announced 114,843 250,282 (54) 

Investment Banking net revenues totaled $867 million and $850 million in the 2008 three months and the 2007 three 
months, respectively, an increase of 2% between periods, reflecting strong results in Global Finance—Equity and Advisory 
                                                           
 Investment banking revenues are net of related underwriting expenses. 1

  Debt and equity underwriting volumes as reported by Thomson Financial, an operating unit of The Thomson Corporation., are based on full credit 
for single-book managers and equal credit for joint-book managers. Debt underwriting volumes include both publicly registered and Rule 144A 
issues of high grade and high yield bonds, sovereign, agency and taxable municipal debt, non-convertible preferred stock and mortgage- and asset-
backed securities. Equity underwriting volumes include both publicly registered and Rule 144A issues of common stock and convertibles. Because 
publicly reported debt and equity underwriting volumes do not necessarily correspond to the amount of securities actually underwritten and do not 
include certain private placements and other transactions, and because revenue rates vary among transactions, publicly reported debt and equity 
underwriting volumes may not be indicative of revenues in a given period. Additionally, because Advisory Services volumes are based on full credit 
to each of the advisors in a transaction, and because revenue rates vary among transactions, Advisory Services volumes may not be indicative of 
revenues in a given period. 

2
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Services which were offset by a decrease in Global Finance—Debt results. Non-interest expenses in the 2008 first quarter 
were generally consistent with the 2007 first quarter. Income before taxes decreased 4% in 2008 to $182 million from $190 
million in 2007, and, correspondingly, pre-tax margins in 2008 were 21.0% compared to 22.4% in 2007. 

Global Finance—Debt origination net revenues were $322 million in the 2008 three months, decreasing 25% from the 
2007 three months. These results are consistent with publicly reported global debt origination market volumes which 
decreased 41% between the 2008 three months and the 2007 three months and the Company’s debt origination market 
volumes, which decreased 47% over the same period. Declines in both net revenues and volumes between the comparable 
periods were driven, in part, by weaknesses in the high yield and structured debt markets, an outcome of continued 
turbulence in the credit markets. Debt origination fee backlog was $104 million at February 29, 2008, a 73% decrease from 
backlog levels at February 28, 2007. Debt origination backlog may not be indicative of the level of future business due to 
the frequent use of the shelf registration process and changes in overall market conditions. On a calendar year-to-date basis, 
the Company’s market ranking for publicly reported global debt origination was ninth with a 4.6% market share, down 
from a rank of sixth with a 5.7% market share for the calendar year 2007. 

Global Finance—Equity net revenues increased 23% in the 2008 three months to $215 million from $175 million in the 
2007 three months. The increase in 2008 net revenues included strong customer-driven derivative and convertibles-related 
activities, which increased from 2007 levels. Equity-related fee backlog (for both filed and unfiled transactions) at February 
29, 2008 was approximately $302 million, flat from February 28, 2007; however, that measure may not be indicative of the 
level of future business depending on changes in overall market conditions. On a calendar year-to-date basis, publicly 
reported global equity origination was 2.9% of the global market share as compared to the Company’s 3.1% market share 
for the calendar year 2007. 

Advisory Services revenues were $330 million in the 2008 three months, up 34% from the 2007 three months. Industry-
wide completed and announced transaction volumes decreased 35% and 24%, respectively, between the periods while the 
Company’s completed and announced volumes decreased 53% and 54%, respectively. The Company’s global market share 
for publicly reported completed and announced transactions decreased to 12.9% and 15.3%, respectively, for the 2008 
quarter, down from 17.8% and 25.5%, respectively, from the 2007 quarter. M&A fee backlog at February 29, 2008 was 
$340 million, up 3% from February 28, 2007; however, that measure may not be indicative of the level of future business 
depending on changes in overall market conditions. On a calendar year-to-date basis, the Company’s market ranking for 
completed transactions was eighth with a 17.0% share, down from a rank of seventh with a 19.3% share for the calendar 
year 2007. In addition, the Company’s market ranking for announced transactions in the comparable periods was second 
with a 20.9% share, up from a rank of ninth with a 17.2% share. 

Investment Management 

The Investment Management business segment consists of: 

Asset Management — The Company provides customized investment management services for high net worth clients, mutual 
funds and other small and middle market institutional investors. Asset Management also serves as general partner for 
private equity and other alternative investment partnerships and has minority stake investments in certain alternative 
investment managers.  

Private Investment Management — The Company provides investment, wealth advisory and capital markets execution 
services to high net worth and middle market institutional clients. 

The following table sets forth the operating results of the Investment Management segment. 
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Investment Management Results of Operations 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Principal transactions $  353 $  164 115% 
Commissions 196 159 23 
Interest and dividends 13 12 8 
Asset management and other 429 388 11 
Total revenues 991 723 37 
Interest expense 23 28 (18) 
Net revenues 968 695 39 
Non-interest expenses  723 555 30 
Income before taxes  $  245 $  140 75% 

The following table sets forth Asset Management and Private Investment Management net revenues. 

Investment Management Net Revenues 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Asset Management $618 $416 49% 
Private Investment Management 350 279 25 
 $968 $695 39% 

The following table sets forth AUM by asset class. 

Composition of Assets Under Management 

 Percent Change 
to Feb 29, 2008  

 Feb 29,  Nov 30, Feb 28, Nov 30, Feb 28, 
In billions 2008 2007 2007 2007 2007 
Equity $101 $107 $  96  (6)% 5%
Fixed income 77 75 62  3  24 
Money markets 65 66 56  (2)  16 
Alternative investments 34 34 22  —  55 
 $277 $282 $236  (2)%  17%

The following table sets forth a summary of the changes in AUM. 

Changes in Assets Under Management 

 Quarter Ended Percent 
In billions Feb 29, 2008 Feb 28, 2007 Change 
Opening balance $282 $225  25% 
Net additions — 8  (100) 
Net market appreciation/(depreciation) (5) 3  (267) 
Total increase/(decrease) (5) 11  (145) 
Assets Under Management $277 $236  17% 

Investment Management net revenues for the 2008 three months were $968 million, a 39% increase from the 
corresponding 2007 period as Asset Management and Private Investment Management both achieved higher results 
compared to the 2007 three months. Non-Interest expense for the 2008 three months increased 30% to $723 million from 
$555 million in the corresponding 2007 period, resulting from higher levels of compensation, directly correlated to higher 
revenues. Income before taxes was $245 million for the 2008 three months, an increase of 75% compared to the 
corresponding 2007 period. Pre-tax margin was 25.3% for the 2008 three months, an increase from 20.1% compared to the 
corresponding 2007 period. 

Asset Management net revenues increased 49% to $618 million for the 2008 three months compared to the corresponding 
2007 period as a result of comparably higher levels of traditional and alternative asset management business activity. Private 
Investment Management net revenues for the 2008 and 2007 three month periods were $350 million and $279 million, 
respectively. The 25% increase between the periods resulted from gains from minority interests in asset managers, higher 
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fixed income-related activity, especially in credit products, securitized products and global rates business, and higher equity-
related activity as a result of higher volatility in the global equity markets. 

AUM was $277 billion at the 2008 quarter which increased 17% compared to the corresponding 2007 period. Almost all 
businesses and asset classes experienced an increase in AUM, thus resulting in the overall rise. Assets under management 
decreased 2% during the 2008 three months from November 30, 2007 due to market depreciation. 

Geographic Segments 

The Company organizes its operations into three geographic regions:  

• Europe and the Middle East, inclusive of operations in Russia and Turkey; 

• Asia-Pacific, inclusive of operations in Australia and India; and 

• the Americas. 

Net revenues presented by geographic region are based upon the location of the senior coverage banker or investment 
advisor in the case of Investment Banking or Asset Management, respectively, or where the position was risk managed 
within Capital Markets and Private Investment Management. Certain revenues associated with U.S. products and services 
that result from relationships with international clients have been classified as international revenues using an allocation 
process. The methodology for allocating the Firm’s revenues to geographic regions is dependent on the judgment of 
management. Additionally, because certain components of revenues reflect the overall performance of the Company as well 
as the performance of individual regions, performance in one segment may be affected by the performance of other 
segments. 

The following presents, in management’s judgment, a reasonable representation of each region’s contribution to net 
revenues. 

Geographic Net Revenues 

 Quarter Ended Percent 
In millions Feb 29, 2008 Feb 28, 2007 Change 
Europe and the Middle East $    760 $  1,368 (44)% 
Asia-Pacific  1,348  594  127 
 Total Non-Americas 2,108 1,962 7 
U.S.  1,342  3,028 (56) 
Other Americas  57  57 — 
 Total Americas  1,399  3,085  (55) 
Net revenues  $  3,507    $  5,047  (31)% 

The below charts illustrate the contribution percentage of each geographic region to total net revenues.  

February 29, 2008

Europe and the 
Middle East

22%

Asia-Pacific
38%

U.S.
38%

Other Americas
2%

February 28, 2007

Europe and the 
Middle East

27%

Asia-Pacific
12%

U.S.
60%

Other Americas
1%

 
Non-Americas net revenues rose 7% in the 2008 three months to $2.1 billion from $2.0 billion in the 2007 three months, 
representing 60% of total net revenues in the 2008 three months and 39% in the 2007 three months. Non-U.S. net 
revenues represented 62% and 40% of total net revenues for the 2008 and 2007 three months periods. The change in 
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geographic concentrations of net revenues was due to the continued expansion of the global franchise, as well as the 
concentration in the Americas and Europe and the Middle East of the negative valuation adjustments recorded in the 2008 
quarter. For a further discussion of negative valuation adjustments recorded in the 2008 three months, see “Impact from 
Market Events” above. 

Net revenues in Europe and the Middle East declined 44% in the 2008 three months from the 2007 three months. Results 
within Europe and the Middle East reflect higher Investment Banking net revenues, reflecting M&A activity and continued 
demand for corporate derivatives, as well as higher Investment Management net revenues, as a result of strong client 
activity within private investment management. Although client volumes were more than double those from the 2007 three 
month period, net revenues in Capital Markets decreased, reflecting the development of unfavorable credit market and 
liquidity events within the geography.  

Net revenues in Asia-Pacific rose 127% in the 2008 three months from the 2007 three months, reflecting continued growth 
of the businesses within the region. Capital Markets results were driven by strong performances in equity-related cash 
products, particularly in India, and principal investing and fixed income-related, foreign exchange and credit offerings. 
Capital Markets net revenues include approximately $550 million from proprietary investment activity. Investment Banking 
results were driven by strong IPO and M&A activities. Investment Management results are reflective of continued 
development of this business segment within the geographic segment. 

Liquidity, Funding and Capital Resources 

The Company establishes and monitors compliance with guidelines for the level and composition of its liquidity pool and 
asset funding, the makeup and size of the Company’s balance sheet and the utilization of equity. 

Liquidity 

The availability of liquidity within the global capital markets continued to contract in the 2008 three months, consistent with 
the environment experienced in the second half of the 2007 fiscal year. During the 2008 quarter, the Company operated in a 
liquidity, funding and capital environment characterized by constrained market liquidity driven in part by balance sheet and 
leverage concerns, partially mitigated by infusions of liquid capital into the markets by central banks’ fiscal actions. The 
Company’s liquidity pool at February 29, 2008 was approximately $34 billion, slightly down from approximately $35 billion 
at November 30, 2007. Long-term capital (long-term borrowings, excluding borrowings with remaining contractual 
maturities within twelve months of the financial statement date, and total stockholders’ equity) was approximately $153 
billion at February 29, 2008, up from approximately $146 billion at November 30, 2007. 

Liquidity pool. The Company maintains a liquidity pool available to Holdings that covers expected cash outflows for 
twelve months in a stressed liquidity environment. In assessing the required size of the liquidity pool, the Company assumes 
that assets outside the liquidity pool cannot be sold to generate cash, unsecured debt cannot be issued, and any cash and 
unencumbered liquid assets outside of the liquidity pool cannot be used to support the liquidity of Holdings. The 
Company’s liquidity pool is sized to cover expected cash outflows associated with the following items: 

• The repayment of approximately $28.0 billion of unsecured debt, which is all of the unsecured debt maturing in 
the next twelve months issued by Holdings and unregulated entities, excluding approximately $2.9 billion of 
structured note self-funding trades that are measured at fair value and managed by business units through 
matched, unencumbered asset portfolios outside of Holdings’ liquidity pool. Regulated entities each maintain 
their own liquidity pool sized to cover the repayment of the approximately $3.0 billion in aggregate of 
unsecured debt maturing in the next twelve months issued by those regulated entities. 

• The funding of commitments to extend credit made by the Company and certain of its unregulated subsidiaries 
is based on a probabilistic model. The funding of commitments to extend credit made by regulated subsidiaries 
(including the Company’s banks) is covered by the liquidity pools maintained by these regulated subsidiaries. 
For additional information, see “Lending-Related Commitments” below and Note 8, “Commitments, 
Contingencies and Guarantees,” to the Consolidated Financial Statements. 

• The anticipated impact of adverse changes on secured funding, either in the form of a greater difference 
between the market and pledge value of assets (also known as “haircuts”) or in the form of reduced borrowing 
availability. 

• The anticipated funding requirements of equity repurchases as the Company manages its equity base (including 
offsetting the dilutive effect of employee incentive plans). See “Equity Management” below. 
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In addition, the liquidity pool is sized to cover the impact of a one notch downgrade of Holdings’ long-term debt 
ratings, including the additional collateral that would be required to be posted against derivative contracts and other 
secured funding arrangements. See “Credit Ratings” below. 

The liquidity pool is invested in liquid instruments, including cash equivalents, G-7 government bonds and U.S. agency 
securities, investment grade asset-backed securities and other liquid securities that the Company believes have a highly 
reliable pledge value. The Company calculates its liquidity pool on a daily basis. 

Estimated values of the liquidity pool and other unencumbered (i.e., unpledged) asset portfolios available are: 

In billions  February 29, 2008 November 30, 2007 
Unregulated  
 Holdings liquidity pool at pledge value $  34.3 $  34.9
 Other unencumbered assets at market value 64.0 63.2
 98.3  98.1
Regulated(1)  
 Unencumbered assets held at market value   96.9   95.5
Total $195.2 $193.6
 (1)  Regulated subsidiaries, such as the Company’s U.S. and non-U.S. broker-dealers and bank entities, maintain their own liquidity pools to cover 

their stand-alone expected annualized cash funding needs in a stressed liquidity environment. Unencumbered assets in regulated entities are 
generally restricted from transfer and therefore considered not available to support the liquidity needs of Holdings’ or other unregulated entities. 

 Funding of assets. The Company funds assets based on their liquidity characteristics, and utilizes cash capital1 to provide 
financing for long-term funding needs. The Company’s funding strategy incorporates the following factors: 

• Liquid assets (i.e., assets for which the Company believes a reliable secured funding market exists across all market 
environments including government bonds, U.S. agency securities, corporate bonds, asset-backed securities and 
equity securities) are primarily funded on a secured basis.  

• Secured funding “haircuts” are funded with cash capital.  

• Illiquid assets (e.g., fixed assets, intangible assets and margin postings) and less liquid inventory positions (e.g., 
derivatives, private equity investments, certain corporate loans, certain commercial mortgages and real estate 
positions) are funded with cash capital. 

• Certain unencumbered assets that are not part of the liquidity pool irrespective of asset quality are also funded 
with cash capital. These assets are typically unencumbered because of operational and asset-specific factors. 
The Company does not assume a change in these factors during a stressed liquidity event.  

As part of its funding strategy, the Company also takes steps to mitigate the main sources of contingent liquidity risk as 
follows: 

• Commitments to extend credit — Cash capital is utilized to cover a probabilistic estimate of expected funding 
of commitments to extend credit. For a further discussion of commitments, see “Lending-Related 
Commitments” in this MD&A and Note 8, “Commitments, Contingencies and Guarantees,” to the 
Consolidated Financial Statements.  

• Ratings downgrade — Cash capital is utilized to cover the liquidity impact of a one-notch downgrade of 
Holdings’ long-term debt ratings. A ratings downgrade would increase the amount of collateral to be posted 
against derivative contracts and other secured funding arrangements. For a further discussion of credit ratings 
and the potential impacts of ratings downgrades, see “Credit Ratings” below. 

• Client financing — The Company provides secured financing to clients typically through repurchase and prime 
broker agreements. These financing activities can create liquidity risk if the availability and terms of the 
Company’s own secured borrowing agreements adversely change during a stressed liquidity event and the 
Company is unable to reflect these changes in client financing agreements. The Company mitigates this risk by 
entering into term secured borrowing agreements, in which the Company can fund different types of collateral 
at pre-determined collateralization levels, and by maintaining liquidity pools at regulated broker-dealers.  

The Company’s policy is to operate with an excess of long-term funding sources over long-term funding requirements 

                                                           
  Cash capital consists of stockholders’ equity, the estimated sustainable portion of core deposit liabilities at the Company’s bank subsidiaries, and 

liabilities with remaining term of one year or more. 
1
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(“cash capital surplus”). The Company seeks to maintain a cash capital surplus at Holdings of at least $2.0 billion. Cash 
capital surplus at Holdings was $7.0 billion and $8.0 billion at February 29, 2008 and November 30, 2007, respectively. 
Additionally, at February 29, 2008 and November 30, 2007, the cash capital surplus in regulated entities was 
approximately $8.8 billion and $12.6 billion, respectively. 

The Company hedges the majority of foreign exchange risk associated with investments in subsidiaries in non-U.S. dollar 
currencies using foreign currency-denominated long-term debt and forwards.  

Diversification of funding sources. The Company seeks to diversify its funding sources. The Company issues long-
term debt in multiple currencies and across a wide range of maturities to tap many investor bases, thereby reducing 
reliance on any one source.  

• During the three months ended February 29, 2008, the Company issued $18.2 billion of long-term borrowings. 
Long-term borrowings (less current portion) increased to $128.3 billion at February 29, 2008, up from $123.2 
billion at November 30, 2007 principally to support the growth in assets as well as to pre-fund a portion of 
2008 maturities. The weighted-average maturities of long-term borrowings were 7.1 years at both February 29, 
2008 and November 30, 2007. 

• The Company diversifies its issuances geographically to minimize refinancing risk and broaden the debt-holder 
base. As of February 29, 2008, 53% of long-term debt was issued outside the U.S., compared with 54% at 
November 30, 2007. 

• In order to minimize refinancing risk, the Company establishes threshold amounts (stated as percentages of 
outstanding long-term borrowings) on long-term borrowings anticipated to mature within any quarterly 
(12.5%), half-year (17.5%) and full-year (30.0%) interval. At February 29, 2008, those limits were $16.0 billion, 
$22.5 billion and $38.5 billion, respectively. If the Company were to operate with debt above these levels, the 
Company would not include the additional amount as a source of cash capital. 

• The Company typically issues in sufficient size to create a liquid benchmark issuance (i.e., sufficient size to be 
included in the Lehman Bond Index, a widely used index for fixed income asset managers). 

Long-term debt is accounted for in long-term-borrowings maturity profile at its contractual maturity date if the debt is 
redeemable at the Company’s option. Long-term debt that is repayable at par at the holder’s option is included in these 
limits at its earliest redemption date. Extendible issuances (which mature on an initial specified maturity date, unless the 
debt holders elect to extend the term of the note for a period specified in the note) are included in these limits at their 
earliest maturity date. 
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The quarterly long-term borrowings maturity schedule over the next five years at February 29, 2008 is as follows: 

Long-Term Borrowings Maturity Profile Chart(1)
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(1) Included in long-term debt is $6.0 billion of certain hybrid financial instruments with contingent early redemption features linked to market 

prices or other triggering events (e.g., the downgrade of a reference obligation underlying a credit-linked note). In the above maturity table, these 
notes are shown at their contractual maturity. In determining the cash capital value of these notes, however, the Company excluded the portion 
reasonably expected to mature within twelve months ($2.2 billion) from its cash capital sources at February 29, 2008. 

• The Company uses both committed and uncommitted bilateral and syndicated long-term bank facilities to 
complement long-term debt issuances. In particular, the Company maintains a $2.0 billion unsecured, 
committed revolving credit agreement with a syndicate of banks. In March 2008, the Company amended and 
restated this credit facility for three years to February 2011. In addition, the Company maintains a $2.5 billion 
multi-currency unsecured, committed revolving credit facility (“European Facility”) with a syndicate of banks 
for Lehman Brothers Bankhaus AG (“Bankhaus”) and Lehman Brothers Treasury Co. B.V. which expires in 
April 2010. The ability to borrow under such facilities is conditioned on complying with customary lending 
conditions and covenants. The Company has maintained compliance with the material covenants under these 
credit agreements at all times. The Company draws on both of these facilities from time to time in the normal 
course of conducting business. As of February 29, 2008, there were no outstanding borrowings against either 
Holdings’ credit facility or the European Facility. 

• The Company has established a $2.4 billion conduit that issues secured liquidity notes to pre-fund high grade 
loan commitments. This is fully backed by a triple-A rated, third-party, one-year revolving liquidity back stop, 
which the Company has in turn fully backed. This conduit is consolidated in Holdings’ results of operations.  

• The Company participates in an A-1/P-1-rated multi-seller conduit. This multi-seller issues secured liquidity 
notes to provide financing. The Company uses this conduit for purposes of funding a portion of contingent 
acquisition commitments. At February 29, 2008, the Company was contingently committed to providing $0.2 
billion of liquidity if the conduit is unable to remarket the secured liquidity notes upon their maturity, generally, 
one year after a failed remarketing event. This conduit is consolidated in Holdings’ results of operations. 
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• The Company owns three bank entities: Lehman Brothers Bank, a U.S.-based thrift institution, Lehman 
Brothers Commercial Bank, a U.S.-based industrial bank, and Bankhaus. These regulated bank entities operate 
in a deposit-protected environment and are able to source low-cost unsecured funds that are primarily term 
deposits. These bank entities are generally insulated from a company-specific or market liquidity event, thereby 
providing a reliable funding source for their mortgage products and selected loan assets and increasing 
consolidated funding diversification. Overall, these bank entities have raised $28.8 billion and $29.4 billion of 
customer deposit liabilities as of February 29, 2008 and November 30, 2007, respectively. 

• Bank facilities provide the Company with further diversification and flexibility. For example, the Company 
draws on committed syndicated credit facilities described above on a regular basis (typically 25% to 50% of the 
time on a weighted-average basis) to provide the Company with additional sources of long-term funding on an 
as-needed basis. The Company has the ability to prepay and redraw any number of times and to retain the 
proceeds for any term up to the maturity date of the facility. As a result, the Company views these facilities as 
having the same liquidity value as long-term borrowings with the same maturity dates, and the Company 
includes these borrowings in reported long-term borrowings at the facility’s stated final maturity date to the 
extent that they are outstanding as of a reporting date. 

Funding action plan. The Company has developed and regularly updates a funding action plan, which represents a 
detailed action plan to manage a stress liquidity event, including a communication plan for regulators, creditors, investors 
and clients. The funding action plan considers two types of liquidity stress events: a Company-specific event, where 
there are no issues with overall market liquidity and a broader market-wide event, which affects not just the Company 
but the entire market. 

In a Company-specific event, the Company assumes it would lose access to the unsecured funding market for a full year 
and have to rely on the liquidity pool available to Holdings to cover expected cash outflows over the next twelve months. 

In a market liquidity event, in addition to the pressure of a Company-specific event, the Company also assumes that, 
because the event is market wide, additional counterparties to whom the Company has extended liquidity facilities draw on 
these facilities. To mitigate the effect of a market liquidity event, the Company has developed access to additional liquidity 
sources beyond the liquidity pool at Holdings, including unutilized funding capacity in the Company’s bank entities and 
unutilized capacity in the Company’s bank facilities. See “Funding of assets” above. 

The Company performs regular assessments of funding requirements in stress liquidity scenarios to best ensure the 
Company can meet funding obligations in all market environments. 

Legal entity structure. The Company’s legal entity structure can constrain liquidity available to Holdings. Some of the 
legal entities, particularly the Company’s regulated broker-dealers and bank entities, are restricted in the amount of funds 
that they can distribute or lend to Holdings. For a further discussion, see Note 11, “Regulatory Requirements,” to the 
Consolidated Financial Statements. 

Certain regulated subsidiaries are funded with subordinated debt issuances and/or subordinated loans from Holdings, 
which are counted as regulatory capital for those subsidiaries. The Company’s policy is to fund subordinated debt 
advances by Holdings to subsidiaries for use as regulatory capital with long-term debt issued by Holdings having a 
maturity at least one year greater than the maturity of the subordinated debt advance. 

Credit Ratings 

Like other companies in the securities industry, the Company relies on external sources to finance a significant portion of 
the Company’s day-to-day operations. The cost and availability of unsecured financing are affected by the Company’s short-
term and long-term credit ratings. Factors that may be significant to the determination of credit ratings or otherwise affect 
the Company’s ability to raise short-term and long-term financing include the Company’s profit margin, earnings trend and 
volatility, cash liquidity and liquidity management, capital structure, risk level and risk management, geographic and business 
diversification, and relative positions in the markets in which the Company operates. Deterioration in any of these factors 
or combination of these factors may lead rating agencies to downgrade the Company’s credit ratings. This may increase the 
cost of, or possibly limit access to, certain types of unsecured financings and trigger additional collateral requirements in 
derivative contracts and other secured funding arrangements. In addition, debt ratings can affect certain capital markets 
revenues, particularly in those businesses where longer-term counterparty performance is critical, such as over-the-counter 
(“OTC”) derivative transactions, including credit derivatives and interest rate swaps. 
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The current ratings of Holdings’ and Lehman Brothers Inc.’s (“LBI”), a wholly owned subsidiary of the Company and a 
registered broker-dealer, short- and long-term senior borrowings are as follows: 

Credit Ratings 
Holdings  LBI 

Short-term Long-term  Short-term Long-term 
Standard & Poor’s Ratings Services A-1 A+  A-1+ AA- 
Moody’s Investors Service P-1 A1  P-1 Aa3 
Fitch Ratings F-1+ AA-  F-1+ AA- 
Dominion Bond Rating Service Limited R-1 (middle) AA (low)  R-1 (middle) AA 

At February 29, 2008, counterparties had the right to require the Company to post additional collateral pursuant to 
derivative contracts and other secured funding arrangements of approximately $4.3 billion. Additionally, at that date the 
Company would have been required to post additional collateral pursuant to such arrangements of approximately $0.2 
billion in the event the Company was to experience a downgrade of senior debt rating of one notch and a further $5.2 
billion in the event the Company was to experience a downgrade of senior debt rating of two notches. 

Cash Flows 

Cash and cash equivalents of $7.6 billion at February 29, 2008 increased by $0.3 billion from $7.3 billion at November 
30, 2007, as net cash provided by financing activities of $11.2 billion was principally offset by net cash used in operating 
activities of $10.6 billion and net cash used in investing activities of $0.3 billion.  

Balance Sheet 

Assets. The assets on the Company’s balance sheet consist primarily of Cash and cash equivalents, Financial instruments 
and other inventory positions owned, and Collateralized agreements. At February 29, 2008, total assets increased by 
13.7% to $786.0 billion from $691.1 billion at November 30, 2007, due to an increase in secured financing transactions 
and net assets. Net assets at February 29, 2008 were $396.7 billion, an increase of $23.7 billion from November 30, 2007, 
as a result of increases across most inventory categories, as well as customer secured receivables. The Company’s 
calculation of Net assets excludes from total assets: (i) cash and securities segregated and on deposit for regulatory and 
other purposes; (ii) collateralized lending agreements; and (iii) identifiable intangible assets and goodwill. The Company 
believes Net assets to be a more useful measure of assets than total assets because it excludes certain low-risk, non-
inventory assets. The Company’s calculation of Net assets may not be comparable to other, similarly titled calculations 
by other companies as a result of different calculation methodologies. 

At February 29, 2008 and November 30, 2007, total and net assets were: 

Net Assets 

In millions February 29, 2008 November 30, 2007 
Total assets $ 786,035  $ 691,063 
Cash and securities segregated and on deposit for regulatory   
 and other purposes (16,569)  (12,743) 
Collateralized lending agreements (368,681)  (301,234) 
Identifiable intangible assets and goodwill (4,112)  (4,127) 
Net assets $ 396,673  $ 372,959 

Included within Net assets are real estate held for sale, certain high yield instruments and private equity and other 
principal investments. 

Real estate held for sale. The Company invests in real estate through direct investments in equity and debt. The 
Company records real estate held for sale at the lower of its carrying amount or fair value less cost to sell. The 
assessment of fair value less cost to sell generally requires the use of management estimates and generally is based on 
property appraisals provided by third parties and also incorporates an analysis of the related property cash flow 
projections. The Company had real estate investments of approximately $22.6 billion and $21.9 billion at February 29, 
2008 and November 30, 2007, respectively. Because portions of these assets have been financed on a non-recourse basis, 
the Company’s net investment position was limited to $12.9 billion and $12.8 billion at February 29, 2008 and 
November 30, 2007, respectively.  
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High yield instruments. The Company underwrites, syndicates, invests in and makes markets in high yield corporate debt 
securities and loans. The Company defines high yield instruments as securities of or loans to companies rated BB+ or lower 
or equivalent ratings by recognized rating agencies, as well as non-rated securities or loans that, in management’s opinion, 
are non-investment grade. High yield debt instruments generally involve greater risks than investment grade instruments 
and loans due to the issuer’s creditworthiness and the lower liquidity of the market for such instruments. In addition, these 
issuers generally have relatively higher levels of indebtedness resulting in an increased sensitivity to adverse economic 
conditions. The Company seeks to reduce these risks through active hedging strategies and through the diversification of 
products and counterparties.  

High yield instruments are carried at fair value, with unrealized gains and losses reflected in Principal transactions in the 
Consolidated Statement of Income. The Company mitigates aggregate and single-issuer net exposure through the use of 
derivatives, non-recourse financing and other financial instruments. High yield instruments at February 29, 2008 and 
November 30, 2007 were as follows: 

In millions February 29, 2008 November 30, 2007 
Bonds and loans in established trading markets   $29,893  $32,490 
Bonds and loans held awaiting securitization and/or syndication  47  157 
Bonds and loans with little or no pricing transparency   958  1,118 
High yield instruments  30,898  33,765 
Credit risk hedges(1)  (1,627)  (2,337) 
High yield position, net  $29,271  $31,428 
(1) Credit risk hedges represent financial instruments with offsetting risk to the same underlying counterparty, but exclude other credit and market risk 

mitigants which are highly correlated, such as index, basket and/or sector hedges. 

Private equity and other principal investments. The Company’s Private Equity business operates in six major asset 
classes: Merchant Banking, Real Estate, Venture Capital, Credit-Related Investments, Private Funds Investments and 
Infrastructure. The Company has raised privately-placed funds in these asset classes, for which the Company acts as a 
general partner and in which the Company has general and in many cases limited partner interests. In addition, the 
Company generally co-invests in the investments made by the funds or may make other non-fund-related direct 
investments. At February 29, 2008 and November 30, 2007, private equity related investments totaled $5.0 billion and $4.2 
billion, respectively. The real estate industry represented the highest concentrations at 47% and 41% at February 29, 2008 
and November 30, 2007, respectively, and the largest single investment was approximately $275 million at both periods. 

Private equity investments are measured at fair value based on an assessment of each underlying investment, 
incorporating valuations that consider expected cash flows, earnings multiples and/or comparisons to similar market 
transactions, among other factors. Valuation adjustments, which usually involve the use of significant management 
estimates, are an integral part of pricing these instruments, reflecting consideration of credit quality, concentration risk, 
sale restrictions and other liquidity factors. For additional information about private equity and other principal 
investment activities, including related commitments, see Note 8, “Commitments, Contingencies and Guarantees,” to 
the Consolidated Financial Statements. 

Equity Management 

The management of equity is a critical aspect of capital management. Determining the appropriate amount of the 
Company’s equity capital base is dependent on a number of variables, including the amount of equity needed given the 
Company’s estimation of risk in business activities, the capital required by laws or regulations, and credit rating agencies’ 
perspectives of capital sufficiency. 

The Company continuously evaluates the use of equity with the objective of maximizing shareholder value. In periods 
where the Company determines levels of equity to be beyond those necessary to support the Company’s business 
activities, the Company may return capital to shareholders through dividend payments or stock repurchases. 

The Company maintains a common stock repurchase program to manage equity capital. In January 2008, the Company’s 
Board of Directors authorized the repurchase, subject to market conditions, of up to 100 million shares of Holdings’ 
common stock for the management of equity capital, including consideration of dilution due to employee stock awards. 
This resolution supersedes the stock repurchase program authorized in 2007. The stock repurchase program is effected 
principally through open-market purchases, as well as through employee transactions where employees tender shares of 
common stock to pay for the exercise price of stock options and the required tax withholding obligations upon option 
exercises and conversion of restricted stock units (“RSUs”) to freely-tradable common stock. 

Over the course of the past three months, the Company repurchased through open-market purchases or withheld from 
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employees for the purposes described above approximately 13.0 million shares of common stock at an aggregate cost of 
approximately $765 million, or $59.05 per share. During the past three months, the Company issued 3.5 million shares 
resulting from employee stock option exercises and another 28.8 million shares were issued out of treasury stock to an 
irrevocable grantor trust that holds shares for issuance to employees in satisfaction of RSUs granted under the Firm’s 
equity compensation plans. 

The Company entered into a structured derivative share-buyback trade in December 2007 that was completed in February 
2008. The Company delivered cash consideration to the counterparty upon entering the transaction. The counterparty’s 
obligation under each tranche of the transaction was dependent on Holdings’ stock price at the end of the transaction. If, in 
respect of any tranche, Holdings’ stock price was greater than a benchmark price, the counterparty was obligated to remit 
payment for the benchmark price. If Holdings’ stock price was less than the benchmark price, the counterparty was 
obligated to deliver shares of Holdings’ common stock to the Company. The net effect of the transaction to the Company 
was a purchase of 1,000,000 shares of Holdings’ common stock and receipt of payment from the counterparty. 

Capital Ratios 

Leverage Ratios. The relationship of assets to equity is one measure of a company’s capital adequacy. Generally, this 
leverage ratio is computed by dividing assets by stockholders’ equity. The Company believes that a more meaningful, 
comparative ratio for companies in the securities industry is net leverage, which is the result of net assets divided by 
tangible equity capital.  

The Company’s net leverage ratio is calculated as net assets divided by tangible equity capital. The Company calculates 
net assets by excluding from total assets: (i) cash and securities segregated and on deposit for regulatory and other 
purposes; (ii) collateralized lending agreements; and (iii) identifiable intangible assets and goodwill. The Company 
believes net leverage based on net assets to be a more useful measure of leverage, because it excludes certain low-risk, 
non-inventory assets and utilizes tangible equity capital as a measure of equity base. The Company calculates tangible 
equity capital by including stockholders’ equity and junior subordinated notes and excluding identifiable intangible assets 
and goodwill. The Company believes tangible equity capital to be a more meaningful measure of equity base for 
purposes of calculating net leverage because it includes instruments the Company considers to be equity-like and 
excludes identifiable intangible assets and goodwill because the Company does not view equity used to support those 
intangible assets and goodwill as available to support remaining net assets. The Company considers junior subordinated 
notes, generally debt instruments issued to trusts, to be a component of its tangible equity capital base due to certain 
characteristics of the debt, including its long-term nature, the Company’s ability to defer payments due on the debt and 
the subordinated nature of the debt in the Company’s equity structure. Junior subordinated notes qualify as regulatory 
capital for purposes of regulatory reporting as a consolidated supervised entity (“CSE”). Measures of net assets and 
tangible equity capital may not be comparable to other similarly titled calculations by other companies as a result of 
different calculation methodologies. 

Tangible Equity Capital and Capital Ratios 

 
In millions 

February 29, 
2008 

November 30,  
2007 

Total stockholders’ equity  $   24,832  $   22,490 
Junior subordinated notes (1), (2)  4,976  4,740 
Identifiable intangible assets and goodwill  (4,112)  (4,127) 
Tangible equity capital  $   25,696  $   23,103 
Total assets  $ 786,035  $ 691,063 
Leverage ratio  31.7x  30.7x 
Net assets  $ 396,673  $ 372,959 
Net leverage ratio  15.4x  16.1x 
(1)  See Note 7, “Borrowings and Deposit Liabilities,” to the Consolidated Financial Statements. 
(2)  At November 30, 2007, the Company excluded approximately $237 million of junior subordinated notes issued to trusts or limited partnerships. 
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Included below are the changes in tangible equity capital at February 29, 2008 and November 30, 2007: 

Tangible Equity Capital 
 
In millions 

 
Three Months 
Ended Feb 29, 

2008 

 
Year Ended  

 Nov 30, 2007 

Beginning tangible equity capital  $23,103  $18,567 
Net income  489  4,192 
Dividends on common stock  (106)  (351) 
Dividends on preferred stock  (24)  (67) 
Common stock open-market repurchases  (697)  (2,605) 
Common stock withheld from employees (1)  (69)  (573) 
Equity-based award plans (2)  1,086  2,829 

 — Issuance of preferred stock, net of issuance cost  1,856 
Net change in junior subordinated notes included in tangible equity (3)  236  2,002 
Change in identifiable intangible assets and goodwill  15  (765) 
Other, net (4)  (193)  (126) 
Ending tangible equity capital  $25,696  $23,103 
(1) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon option 

exercises and conversion of RSUs. 
(2) This represents the sum of (i) proceeds received from employees upon the exercise of stock options, (ii) the incremental tax benefits from the 

issuance of stock-based awards, and (iii) the value of employee services received, as represented by the amortization of deferred stock 
compensation. 

(3) Junior subordinated notes are deeply subordinated and have a long-term maturity and interest deferral features and are utilized in calculating 
equity capital by leading rating agencies. Junior subordinated notes qualify as regulatory capital for CSE purposes.  

(4) Other, net for the quarter ended February 29, 2008 includes a $178 million decrease to retained earnings from the adoption of FIN No. 48, 
Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109 (“FIN 48”). Other, net for the year ended November 30, 2007 
includes a $67 million net increase to Retained earnings from the adoption of SFAS 157 and SFAS 159 and a $210 million decrease to 
Accumulated other comprehensive income/(loss) from the adoption of SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Retirement Plans (“SFAS 158”). See “Accounting and Regulatory Developments” below for additional information.  

Primary Equity Double Leverage. Primary equity double leverage ratio is the comparison of Holdings’ equity 
investments in subsidiaries to total equity capital (the sum of total stockholders’ equity and junior subordinated notes). 
As of February 29, 2008, equity investment in subsidiaries was $25.4 billion and total equity capital was $29.8 billion. The 
Company aims to maintain a primary equity double leverage ratio of 1.0x or below. The Company’s primary equity 
double leverage ratio was 0.85x and 0.91x as of February 29, 2008 and November 30, 2007, respectively. The Company 
believes total equity capital to be a more meaningful measure of equity than stockholders’ equity because the Company 
considers junior subordinated notes to be equity-like due to their subordinated nature, long-term maturity and interest 
deferral features. The Company believes primary equity double leverage based on total equity capital to be a useful 
measure of equity investments in subsidiaries. The Company’s calculation of primary equity double leverage may not be 
comparable to other similarly titled calculations by other companies as a result of different calculation methodologies. 
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Lending-Related Commitments 

The following table summarizes the contractual amounts of lending-related commitments at February 29, 2008 and 
November 30, 2007: 

   
 Expiration per Period at February 29, 2008  

Total Contractual 
Amount 

   2010- 2012-   
In millions  2008 2009 2011 2013 Later  

Feb 29, 
2008 

Nov 30, 
2007 

Lending commitments         
 High grade (1) $    4,232 $  3,587 $  6,642 $  11,381 $  388  $  26,230 $  23,986
 High yield (2) 2,504 1,598 1,724 4,785 1,879  12,490 14,420
Contingent acquisition facilities   
 High grade 7,201 — — — —  7,201 10,230
 High yield 3,654 — — — —  3,654 9,749
Mortgage commitments 1,676 536 1,383 266 9  3,870 7,449
Secured lending transactions 113,042 1,594 1,181 420 489  116,726 124,565
 (1) The Company views its net credit exposure for high grade commitments, after consideration of hedges, to be $15.4 billion and $12.2 billion at 

February 29, 2008 and November 30, 2007, respectively. 
(2) The Company views its net credit exposure for high yield commitments, after consideration of hedges, to be $11.4 billion and $13.1 billion at 

February 29, 2008 and November 30, 2007, respectively. 

The Company uses various hedging and funding strategies to actively manage market, credit and liquidity exposures on 
these commitments. The Company does not believe total commitments necessarily are indicative of actual risk or funding 
requirements because the commitments may not be drawn or fully used and such amounts are reported before 
consideration of hedges. 

Lending commitments. Through the Company’s high grade (investment grade) and high yield (non-investment grade) 
sales, trading and underwriting activities, commitments are made to extend credit in loan syndication transactions. These 
commitments and any related drawdowns of these facilities typically have fixed maturity dates and are contingent on certain 
representations, warranties and contractual conditions applicable to the borrower. High yield exposures are defined as 
securities of or loans to companies rated BB+ or lower or equivalent ratings by recognized credit rating agencies, as well as 
non-rated securities or loans that, in management’s opinion, are non-investment grade.  

The Company had commitments to high grade borrowers at February 29, 2008 and November 30, 2007 of $26.2 billion 
(net credit exposure of $15.4 billion, after consideration of hedges) and $24.0 billion (net credit exposure of $12.2 billion, 
after consideration of hedges), respectively. The Company had commitments to high yield borrowers of $12.5 billion (net 
credit exposure of $11.4 billion, after consideration of hedges) and $14.4 billion (net credit exposure of $13.1 billion, after 
consideration of hedges) at February 29, 2008 and November 30, 2007, respectively. 

Contingent acquisition facilities. The Company provides contingent commitments to investment and non-investment 
grade counterparties related to acquisition financing. The Company does not believe contingent acquisition commitments 
are necessarily indicative of actual risk or funding requirements as funding is dependent upon both a proposed transaction 
being completed and the acquiror fully utilizing the commitment. Typically, these commitments are made to a potential 
acquiror in a proposed acquisition, which may or may not be completed depending on whether the potential acquiror to 
whom the commitment was made is successful. A contingent borrower’s ability to draw on the commitment is typically 
subject to there being no material adverse change in the borrower’s financial condition, among other factors, and the 
commitments also generally contain certain flexible pricing features to adjust for changing market conditions prior to 
closing. In addition, acquirors generally utilize multiple financing sources, including other investment and commercial 
banks, as well as accessing the general capital markets for completing transactions. Therefore, contingent acquisition 
commitments are generally greater than the amounts the Company ultimately expects to fund. Further, past practice, 
consistent with the Company’s credit facilitation framework, has been to syndicate acquisition financings to investors. The 
ultimate timing, amount and pricing of syndication, however, is influenced by market conditions that may not necessarily be 
consistent with those at the time the commitment was entered. The Company provided contingent commitments to high 
grade counterparties related to acquisition financing of approximately $7.2 billion and $10.2 billion at February 29, 2008 and 
November 30, 2007, respectively, and to high yield counterparties related to acquisition financing of approximately $3.7 
billion and $9.8 billion at February 29, 2008 and November 30, 2007, respectively.  

Mortgage commitments. Through the Company’s mortgage origination platforms, commitments are made to extend 
mortgage loans. At February 29, 2008 and November 30, 2007, outstanding mortgage commitments were approximately 
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$3.9 billion and $7.4 billion, respectively. These commitments included $0.9 billion and $3.0 billion of residential mortgages 
and $3.0 billion and $4.4 billion of commercial mortgages at February 29, 2008 and November 30, 2007, respectively. 
Typically, residential mortgage loan commitments require us to originate mortgage loans at the option of a borrower, 
generally within 90 days at fixed interest rates. Consistent with past practice, the Company’s intention is to sell residential 
mortgage loans, once originated, primarily through securitizations. The ability to sell or securitize mortgage loans, however, 
is dependent on market conditions. 

Secured lending transactions. In connection with financing activities, the Company had outstanding commitments under 
certain collateralized lending arrangements of approximately $4.7 billion and $8.5 billion at February 29, 2008 and 
November 30, 2007, respectively. These commitments require borrowers to provide acceptable collateral, as defined in the 
agreements, when amounts are drawn under the lending facilities. Advances made under these lending arrangements 
typically are at variable interest rates and generally provide for over-collateralization. In addition, at February 29, 2008, the 
Company had commitments to enter into forward starting secured resale and repurchase agreements, primarily secured by 
government and government agency collateral, of $59.4 billion and $52.6 billion, respectively, compared to $70.8 billion and 
$45.3 billion, respectively, at November 30, 2007. 

For additional information about lending-related commitments, see Note 8, “Commitments, Contingencies and 
Guarantees,” to the Consolidated Financial Statements. 

Off-Balance-Sheet Arrangements 

In the normal course of business the Company engages in a variety of off-balance-sheet arrangements, including certain 
derivative contracts meeting the FIN No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect 
Guarantees of Indebtedness of Others (“FIN 45”), definition of a guarantee that may require future payments. Other than lending-
related commitments already discussed above in “Lending-Related Commitments,” the following table summarizes off-
balance-sheet arrangements at February 29, 2008 and November 30, 2007: 

   Total Contractual 
 Expiration per Period at February 29, 2008  Amount 
  2010- 2012-  
In millions  2008 2009 2011 2013 Later  

Feb 29, 
2008 

Nov 30, 
2007 

Derivative contracts (1) $167,129 $69,272 $187,653 $220,005   $224,990  $869,049 $737,937
Municipal-securities-    

 related 
commitments 

 
1,387 

 
1,985

 
195

 
119

 
3,812

  
7,498 

 
6,902

Other commitments with     
 variable interest entities 84 1,311 416 977 6,794  9,582 10,405
Standby letters of credit 1,704 354 2 — —  2,060 1,690
Private equity and other    
 principal investments 768 689 855 131 —  2,443 2,583
(1) The Company believes the fair value of these derivative contracts is a more relevant measure of its obligations because the Company believes the 

notional amount overstates the expected payout. At February 29, 2008 and November 30, 2007, the fair value of these derivative contracts 
approximated $45.9 billion and $36.8 billion, respectively. 

In accordance with FIN 45, the table above includes only certain derivative contracts meeting the FIN 45 definition of a 
guarantee. For additional information on these guarantees and other off-balance-sheet arrangements, see Note 8 
“Commitments, Contingencies and Guarantees,” to the Consolidated Financial Statements.  

Derivatives 

Neither derivatives’ notional amounts nor underlying instrument values are reflected as assets or liabilities in the 
Consolidated Statement of Financial Condition. Rather, the market, or fair values, related to derivative transactions are 
reported in the Consolidated Statement of Financial Condition as assets or liabilities in Derivatives and other contractual 
agreements, as applicable. Derivatives are presented on a net-by-counterparty basis when a legal right of offset exists, on a 
net-by-cross product basis when applicable provisions are stated in a master netting agreement; and/or on a net of cash 
collateral received or paid on a counterparty basis, provided a legal right of offset exists. 

The Company enters into derivative transactions both in a trading capacity and as an end-user. Acting in a trading capacity, 
the Company enters into derivative transactions to satisfy the needs of its clients and to manage the Company’s exposure to 
market and credit risks resulting from its trading activities (collectively, “Trading-Related Derivatives”).  
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As an end-user, the Company primarily uses derivatives to hedge exposure to market risk (including foreign currency 
exchange and interest rate risks) and credit risks (collectively, “End-User Derivatives”). When End-User Derivatives are 
interest rate swaps they are measured at fair value through earnings and the carrying value of the related hedged item is 
adjusted through earnings for the effect of changes in the fair value of the risk being hedged. The hedge ineffectiveness in 
these relationships is recorded in Interest expense in the Consolidated Statement of Income. When End-User Derivatives 
are used in hedges of net investments in non-U.S. dollar functional currency subsidiaries, the gains or losses are reported 
within Accumulated other comprehensive income/(loss), net of tax, in Stockholders’ equity. 

The Company conducts derivative activities through a number of wholly-owned subsidiaries. The Company’s fixed income 
derivative products business is principally conducted through Lehman Brothers Special Financing Inc., and separately 
capitalized “AAA” rated subsidiaries, Lehman Brothers Financial Products Inc. and Lehman Brothers Derivative Products 
Inc. The Company’s equity derivative products business is conducted through Lehman Brothers Finance S.A. and Lehman 
Brothers OTC Derivatives Inc. The Company’s commodity and energy derivatives product business is conducted through 
Lehman Brothers Commodity Services Inc. In addition, as a global investment bank, the Company also is a market maker 
in a number of foreign currencies. Counterparties to the Company’s derivative product transactions primarily are U.S. and 
foreign banks, securities firms, corporations, governments and their agencies, finance companies, insurance companies, 
investment companies and pension funds. The Company manages risks associated with derivatives on an aggregate basis, 
along with the risks associated with non-derivative trading and market-making activities in cash instruments, as part of the 
Company’s risk management policies. The Company uses industry standard derivative contracts whenever appropriate. 

For additional information about accounting policies and Trading-Related Derivative activities, see Note 1, “Summary of 
Significant Accounting Policies,” and Note 3, “Financial Instruments and Other Inventory Positions,” to the Consolidated 
Financial Statements. 

Special Purpose Entities  

The Company enters into various transactions with special purpose entities (“SPEs”). SPEs may be corporations, trusts or 
partnerships that are established for a limited purpose. There are two types of SPEs, QSPEs and VIEs. 

A QSPE generally can be described as an entity whose permitted activities are limited to passively holding financial assets 
and distributing cash flows to investors based on pre-set terms. The Company’s primary involvement with QSPEs relates to 
securitization transactions in which transferred assets, including mortgages, loans, receivables and other financial assets, are 
sold to an SPE that qualifies as a QSPE under SFAS 140. In accordance with SFAS 140 and FIN46(R), the Company does 
not consolidate QSPEs. The Company recognizes at fair value the interests the Company holds in the QSPEs. The 
Company derecognizes financial assets transferred to QSPEs, provided the Company has surrendered control over the 
assets. 

Certain SPEs do not meet the QSPE criteria because their permitted activities are not limited sufficiently or the assets are 
non-qualifying financial instruments (e.g., real estate). These SPEs are referred to as VIEs, and the Company typically uses 
them to create securities with a unique risk profile desired by investors to intermediate financial risk or to invest in real 
estate. Examples of the Company’s involvement with VIEs include collateralized debt obligations, synthetic credit 
transactions, real estate investments through VIEs, and other structured financing transactions. Under FIN 46(R), the 
Company consolidates a VIE if the Company is the primary beneficiary of the entity. The primary beneficiary is the party 
that either (i) absorbs a majority of the VIEs expected losses; (ii) receives a majority of the VIEs expected residual returns; 
or (iii) both. 

For a further discussion of consolidation policies, see “Critical Accounting Policies and Estimates—Consolidation 
Policies” in this MD&A. For a further discussion of securitization activities and involvement with VIEs, see Note 6, 
“Securitizations and Special Purpose Entities,” to the Consolidated Financial Statements. 

Conduits 

Conduits are entities established to convey financing. They are thinly capitalized SPE structures established on behalf of 
a sponsor or sponsors that purchase assets usually from multiple parties, funding those purchases by issuing commercial 
paper. Assets held in a conduit serve as collateral for the commercial paper issued by the conduit. The Company is a 
sponsor, guarantor, and/or liquidity and credit facility provider to certain conduits. Specifically: 

• The Company makes certain liquidity commitments and guarantees to commercial paper conduits in support of 
certain clients’ secured financing transactions. These commitments and guarantees obligate the Company to 
provide liquidity to these conduits in the event the conduits cannot obtain funding in the market; however, the 
Company’s obligation is limited to the total amount required to fund clients’ assets in the conduit. At February 
29, 2008 and November 30, 2007, the amount of these commitments was approximately $1.2 billion and $1.4 

 
- 77 - 

C-79



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 

billion, respectively. Actual risk to the Company is believed to be limited because these liquidity commitments 
are over-collateralized with investment grade collateral. For a further discussion, see Note 8, “Commitments, 
Contingencies and Guarantees—Other Commitments and Guarantees,” to the Consolidated Financial 
Statements. 

• The Company provides limited downside protection guarantees to investors in certain VIEs. These guarantees 
may include a guaranteed return of the investors’ initial investment or of the investors’ initial investment plus 
an agreed upon return depending on the terms. At February 29, 2008 and November 30, 2007, these 
commitments were approximately $6.6 billion and $6.1 billion, respectively. The Company believes actual risk 
to be limited because the Company’s obligations are collateralized by the VIEs’ assets and contain significant 
constraints under which downside protection will be available (e.g., the VIE is required to liquidate assets in the 
event certain loss levels are triggered). For a further discussion, see Note 8, “Commitments, Contingencies and 
Guarantees—Other Commitments and Guarantees,” to the Consolidated Financial Statements. 

• The Company participates in an A-1/P-1-rated multi-seller conduit. This multi-seller issues secured liquidity 
notes to provide financing. The Company’s intention is to utilize this conduit for purposes of funding a portion 
of contingent acquisition commitments. At February 29, 2008 and November 30, 2007, the Company was 
contingently committed to provide approximately $0.2 billion and $1.6 billion, respectively, of liquidity if the 
conduit is unable to remarket the secured liquidity notes upon their maturity, generally, one year after a failed 
remarketing event. At February 29, 2008, this conduit is consolidated in the Company’s results of operations. 
For a further discussion, see Note 8, “Commitments, Contingencies and Guarantees—Other Commitments 
and Guarantees,” to the Consolidated Financial Statements. 

• The Company has established a $2.4 billion conduit that issues secured liquidity notes to pre-fund high grade 
loan commitments. The conduit’s obligations are fully backed by a triple-A rated, third-party, one-year 
revolving liquidity back stop, which the Company has, in turn, fully backed. This conduit is consolidated in the 
Company’s results of operations. 

Risk Management 

The Company’s goal is to realize returns from business commensurate with the risks assumed. The Company’s business 
activities have inherent risks that the Company monitors, evaluates and manages through a comprehensive risk 
management structure. These risks include market, credit, liquidity, operational and reputational exposures, among 
others.  

The bases of risk control processes are: 

• The Company establishes policies to document risk principles, risk capacity and tolerance levels. 

• The Company monitors and enforces adherence to risk policies. 

• The Company measures quantifiable risks using methodologies and models based on tested assumptions. 

• The Company identifies emerging risks through monitoring portfolios, new business development, unusual or 
complex transactions and external events and market influences. 

• The Company reports risks to stakeholders. 

Risk Management Structure 

While risk cannot be completely eliminated, the Company has designed an internal control environment to put 
appropriate risk mitigants in place. Control processes separate the duties of risk management from revenue generation 
and effect management oversight of the risk management function.  

Overall risk limits and risk management policies, including establishment of risk tolerance levels, are determined by the Risk 
Committee. The Risk Committee, which includes management’s Executive Committee, the Global Head of Risk 
Management and certain other members of senior management, reviews risk exposures, position concentrations and risk-
taking activities on a weekly basis, or more frequently as needed. The Company’s Risk Committee allocates the usage of 
capital to the businesses and establishes trading and credit limits for counterparties with a goal to maintain diversification of 
businesses, counterparties and geographic presence. 

The Global Risk Management Division (the “Division”) is independent of revenue-generation but maintains a presence in 
regional trading centers as well as in key sales offices. The Division’s role is to assist in explaining risks and making them 
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clear to management and others. The organization of the Division reflects the Company’s integrated approach to risk 
management, bringing together the skill sets of credit, market, quantitative, sovereign and operational risk management 
groups. 

Market Risk 

Market risk is the potential change to the market value of trading and investing positions. The Company assumes market 
risk in market-making, specialist, proprietary trading, investing and underwriting activities. 

Market risk can result from changes in market variables, including: 

• Changes in the level, slope or shape of yield curves (interest rates), widening or tightening of general spread 
levels (credit or credit-related spreads) and volatility of interest rates. 

• Directional movements in prices and volatilities of individual equities, equity baskets and equity indices. 

• Movement of domestic and foreign currency rates. 

• Price movements of commodities such as electricity, natural gas, and oil. 

• Changes in asset valuations. 

Responsibility for defining and monitoring market risk tolerance levels is that of the Company’s Market Risk 
Management Department (the “MRM Department”). Based upon the MRM Department’s established thresholds, 
management applies business judgment to mitigate these risks, managing risk exposures by diversifying portfolios, 
limiting position sizes and establishing economic hedges. Both the MRM Department and management also rely upon 
the Quantitative Risk Management Department (the “QRM Department”) to ensure that both quantifiable and 
unquantifiable risk is identified, assessed and managed. 

Management and the MRM and QRM Departments use qualitative and quantitative risk measures and analyses such as 
sensitivity to changes in interest rates, prices, and implied volatilities. Stress testing, which measures the impact on the 
value of existing portfolios of specific changes in market factors for certain products, is performed with regularity. 
Scenario analyses, which estimate sensitivity to a set of predefined market and/or external events, are also conducted 
periodically. A statistical measure of the potential loss in the fair value of a portfolio due to adverse movements in 
underlying risk factors known as value-at-risk (“VaR”) is also used to monitor and manage market risk. 

VaR. The Company estimates VaR using a model that simulates the impact market risk factors would have on its 
portfolio. The Company’s calculation of VaR is an approximation of earning and loss distributions its portfolio would 
realize if current market risks were observed in historical markets.  

In a historical simulation VaR, portfolio positions have offsetting risk characteristics, referred to as diversification 
benefit. The Company measures the diversification benefit within its portfolio by historically simulating how the 
positions in its current portfolio would have behaved in relation to each other as opposed to using a static estimate of a 
diversification benefit, which remains relatively constant from period to period. From time to time there will be changes 
in its historical simulation VaR due to changes in the diversification benefit across the Company’s portfolio of financial 
instruments. 

VaR measures have inherent limitations including: historical market conditions and historical changes in market risk factors 
may not be accurate predictors of future market conditions or future market risk factors; VaR measurements are based on 
current positions, while future risk depends on future positions; and VaR based on a one-day measurement period does not 
fully capture the market risk of positions that cannot be liquidated or hedged within one day. VaR is not intended to capture 
worst case scenario losses and the Company could incur losses greater than the VaR amounts reported. 

There is no uniform industry methodology for estimating VaR. Different assumptions concerning the number of risk 
factors; the duration of the time series; the weighting, if any, of risk factors against the time series and daily changes in 
these risk factors, as well as different methodologies could produce materially different results and therefore caution 
should be used when comparing VaR measures among comparable institutions. 

To compute historical simulation VaR, the Company uses four years of historical data, weighted to give greater impact 
to more recent time periods in simulating potential changes in market risk factors, and estimates the amount that its 
current portfolio could lose with a specified degree of confidence, over a given time interval. For the table below, a one-
day time interval and a 95% confidence level were used. This means that there is a 1-in-20 chance that daily trading net 
revenue losses on a particular day would exceed the reported VaR. 
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VaR — Historical Simulation 
     Average VaR Three  Three Months Ended 
 At  Months Ended February 29, 2008 
In millions Feb 29, 2008 Nov 30, 2007  Feb 29, 2008 Nov 30, 2007 High Low 
Interest rate risk  $   90  $   96   $ 103  $   89  $ 126  $ 78 
Equity price risk  43  50   49  51  62  35 
Foreign exchange risk  14  11   13  10  16  10 
Commodity risk  11  13   13  11  16  9 
Diversification benefit   (52)  (46)    (48)   (37)       
  $ 106  $ 124   $ 130  $ 124  $ 155  $ 94 

Using the same four years of historical data, the following table presents historical simulation VaR on a weighted and un-
weighted basis. In simulating potential changes in market risk factors and estimating the amount that the Company’s 
current portfolio could lose with a specified degree of confidence, the weighted VaR calculation gives greater impact to 
more recent time periods and the un-weighted VaR calculation gives equal impact to the four year time period.   

     Average VaR Three  Three Months Ended 
 At  Months Ended February 29, 2008 
In millions Feb 29, 2008 Nov 30, 2007  Feb 29, 2008 Nov 30, 2007 High Low 
Weighted Basis  $ 106  $ 124   $ 130  $ 124  $ 155  $ 94 
Un-Weighted Basis  89  85   97  100  108  81 

The average size of exposures declined during the quarter ended February 29, 2008 compared to the prior quarter. The 
increase in the quarterly average historical simulation VaR calculated on a weighted basis was due to increased market 
volatilities, which increased the overall risk according to this measure across multiple business segments. 
As part of the Company’s risk management control processes, daily trading net revenues are monitored and compared 
with reported historical simulation VaR as of the end of the prior business day. In the quarter ended February 29, 2008, 
there were no days when daily net trading loss exceeded historical simulation VaR as measured at the close of the 
previous business day.  

Real estate investments are not financial instruments and therefore not contemplated within the VaR calculation. The 
Company uses stress testing to evaluate risks associated with its real estate portfolios. As of February 29, 2008, the 
Company had approximately $22.6 billion of real estate investments; however, the Company’s net investment at risk was 
limited to $12.9 billion as a portion of these assets have been financed on a non-recourse basis. As of February 29, 2008, 
the Company estimates that a hypothetical 10% decline in the underlying property values associated with the non-
syndicated investments would have resulted in a net revenue loss of approximately $993 million. 

Credit Risk 

Credit risk represents the loss incurred as a result of failure by a client, counterparty or issuer to meet its contractual 
obligations. Credit risk is inherent in traditional banking products (loans, commitments to lend and contingent liabilities) 
and in “traded” products (derivative contracts such as forwards, swaps and options, repurchase agreements, including 
repos and reverse repos), debt securities and securities borrowing and lending transactions. 

Management and in particular the Company’s Credit Risk Management Department (the “CRM Department”) define 
and monitor credit risk and exposure. The CRM Department approves counterparties, assigns internal risk ratings, and 
establishes credit limits, among other risk mitigation procedures. The CRM Department monitors and reviews 
counterparty risk ratings, current credit exposures and potential credit exposures across products and recommends 
valuation adjustments, when appropriate. Given market events or counterparties’ changes in financial conditions, 
additional review and adjustment procedures may be undertaken. The Company also seeks to reduce current and 
potential credit exposures by entering into agreements that: offset receivables from and payables to a counterparty; 
obtain upfront or contingent collateral from counterparties; provide a third-party guarantee for a counterparty’s 
obligations; and transfer credit risk to third parties using structures or techniques such as credit derivatives. Working 
with the MRM Department, the CRM Department also participates in transaction approval, where the risks of the 
transaction on a stand-alone basis as well as aggregate risk exposure to the obligor are considered. 

Credit risk on derivatives. Derivatives are exchange traded or privately negotiated contracts that derive their value 
from an underlying asset. Derivatives are useful for risk management because the fair values or cash flows of derivatives 
can be used to offset the changes in fair values or cash flows of other financial instruments. In addition to risk 
management, the Company enters into derivative transactions for purposes of client transactions or establishing trading 
positions. The presentation of derivatives in the Consolidated Statement of Financial Position is net of payments and 
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receipts and, in instances where management determines a legal right of offset exists as a result of a netting agreement, 
net-by-counterparty. Risk for an OTC derivative includes credit risk associated with the counterparty in the negotiated 
contract and continues for the duration of that contract. 

The fair value of OTC derivative assets at February 29, 2008 and November 30, 2007, was $52.4 billion and $41.3 billion, 
respectively; however, the Company views its net credit exposure to have been $45.7 billion and $34.6 billion at February 
29, 2008 and November 30, 2007, respectively, representing the fair value of OTC derivative contracts in a net receivable 
position after consideration of collateral. 

The following tables set forth the fair value of OTC derivative assets and liabilities by contract type and related net credit 
exposure, as of February 29, 2008 and November 30, 2007. 

Fair Value of OTC Derivative Contracts by Maturity 

 February 29, 2008 
     Cross   
     Maturity,   
     Cross   
     Product   
 Less   Greater and Cash  Net 

 than 1 to 5 5 to 10 than 10 Collateral OTC Credit 
In millions 1 Year Years Years Years Netting(1) Derivatives Exposure 
Assets   
Interest rate, currency and credit   
 default swaps and options $6,828 $27,881 $23,423 $22,781 $(49,831) $31,082 $30,250
Foreign exchange forward         
 contracts and options 4,257 681 550 228 (2,629) 3,087 2,493
Other fixed income securities    
 contracts(2) 11,496 1,190 190 11 (1,031) 11,856 9,019
Equity contracts 3,649 2,884 1,445 1,375 (3,023) 6,330 3,895
 $26,230 $32,636 $25,608 $24,395 $(56,514) $52,355 $45,657
Liabilities   
Interest rate, currency and credit    
 default swaps and options $5,866 $13,469 $19,224 $15,237 $(38,548) $15,248 
Foreign exchange forward    
 contracts and options 4,180 828 560 186 (2,075) 3,679 
Other fixed income securities   
 contracts(3) 6,278 1,600 407 — (458) 7,827 
Equity contracts 5,524 8,401 1,579 340 (6,535) 9,309 
 $21,848 $24,298 $21,770 $15,763 $(47,616) $36,063 
(1) Cross-maturity netting represents the netting of receivable balances with payable balances for the same counterparty across maturity and product 

categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity category when 
appropriate. Cash collateral received or paid is netted on a counterparty basis, provided legal right of offset exists. Assets and liabilities at February 
29, 2008 were netted down for cash collateral of approximately $26.5 billion and $17.6 billion, respectively. 

(2) Includes commodity derivative assets of $2.9 billion. 
(3) Includes commodity derivative liabilities of $2.7 billion. 
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 November 30, 2007 
     Cross   
     Maturity,   
     Cross   
     Product   
 Less   Greater and Cash  Net 

 than 1 to 5 5 to 10 than 10 Collateral OTC Credit 
In millions 1 Year Years Years Years Netting(1) Derivatives Exposure 
Assets   
Interest rate, currency and credit   
 default swaps and options $4,814 $22,407 $13,915 $15,901 $(35,009) $22,028 $21,718
Foreign exchange forward         
 contracts and options 2,940 432 390 166 (1,449) 2,479 1,954
Other fixed income securities    
 contracts(2) 8,015 866 89 15 (535) 8,450 6,890
Equity contracts 4,615 2,469 629 2,470 (1,826) 8,357 4,043
 $20,384 $26,174 $15,023 $18,552 $(38,819) $41,314 $34,605
Liabilities   
Interest rate, currency and credit    
 default swaps and options $4,499 $12,355 $11,483 $11,873 $(29,295) $10,915 
Foreign exchange forward    
 contracts and options 3,578 540 530 126 (1,886) 2,888 
Other fixed income securities   
 contracts(3) 5,474 608 322 2 (382) 6,024 
Equity contracts 5,007 5,584 795 2,928 (5,035) 9,279 
 $18,558 $19,087 $13,130 $14,929 $(36,598) $29,106 
(1) Cross-maturity netting represents the netting of receivable balances with payable balances for the same counterparty across maturity and product 

categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity category when 
appropriate. Cash collateral received or paid is netted on a counterparty basis, provided legal right of offset exists. Assets and liabilities at November 
30, 2007 were netted down for cash collateral of approximately $19.7 billion and $17.5 billion, respectively.  

(2) Includes commodity derivative assets of $1.5 billion. 
(3) Includes commodity derivative liabilities of $1.5 billion. 

Presented below is an analysis of net credit exposure at February 29, 2008 and November 30, 2007 for OTC contracts 
based on actual ratings made by external rating agencies or by equivalent ratings established and used by the Company’s 
CRM Department. 

Net Credit Exposure 

  Less   Greater Total 
Counterparty S&P/Moody’s than 1 to 5 5 to 10 than February 29, November 30, 
Risk Rating Equivalent 1 Year Years Years 10 Years 2008 2007 

iAAA AAA/Aaa  5%  7%  7%  6%  25%  24% 
iAA AA/Aa  14  6  3  4  27  26 
iA A/A  9  5  5  14  33  37 
iBBB BBB/Baa  4  1  1  2  8  7 
iBB BB/Ba  2  1  —  —  3  3 
iB or lower B/B1or lower  1  2  1  —  4  3 
   35%  22%  17%  26%  100%  100% 

Revenue Volatility 

The overall effectiveness of risk management practices can be evaluated on a broader perspective when analyzing the 
distribution of daily net trading revenues over time. The following table shows a measure of daily trading net revenue 
volatility, utilizing actual daily trading net revenues over the previous rolling 250 trading days at a 95% confidence level. 
This measure represents the loss relative to the median actual daily trading net revenues over the previous rolling 250 
trading days, measured at a 95% confidence level. This means there is a 1-in-20 chance that actual daily trading net 
revenues would be expected to decline by an amount in excess of the reported revenue volatility measure. 
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   Average Revenue Volatility Three Months Ended 
 Revenue Volatility At  Three Months Ended February 29, 2008 
In millions Feb 29, 2008 Nov 30, 2007  Feb 29, 2008 Nov 30, 2007 High Low 
Interest rate risk  $   83  $ 75   $  77  $58  $  83  $73 
Equity price risk  48  44   47  41  48  44 
Foreign exchange risk  7  6   6  6  7  6 
Commodity risk  5  4   5  4  5  4 
Diversification benefit   (39)   (34)  (32) (34)   
  $ 104  $ 95   $103  $75  $110  $94 

Average trading net revenue volatility measured in this manner was $103 million for the quarter ended February 29, 2008, a 
37% increase from the comparable measure for the quarter ended November 30, 2007.  The increase of this measurement 
was primarily driven by increased volatilities in overall markets. 

The following chart sets forth the frequency distribution for daily trading net revenues for Capital Markets and Investment 
Management business segments (including trading activity in the fixed income and equity markets undertaken on behalf of 
client investors and excluding any trading activity undertaken on behalf of those investors in private equity offerings) for the 
quarters ended February 29, 2008 and February 28, 2007: 
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For the quarters ended February 29, 2008 and February 28, 2007, the largest loss in daily trading net revenues, including 
valuation adjustments, on any single day was $113 million and $57 million, respectively. 

Liquidity Risk 

Liquidity risk is the potential that the Company is unable to: 

• Meet payment obligations when due; 

• Borrow funds in the market on an on-going basis and at an acceptable price to fund actual or proposed 
commitments; or 

• Liquidate assets in a timely manner at a reasonable price. 

Management’s Finance Committee is responsible for developing, implementing and enforcing liquidity, funding and 
capital policies. These policies include recommendations for capital and balance sheet size as well as the allocation of 
capital to the business units. Management’s Finance Committee oversees compliance with policies and limits with the 
goal of ensuring the Company is not exposed to undue liquidity, funding or capital risk. 
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The Company’s liquidity strategy seeks to ensure that the Company maintains sufficient liquidity to meet funding 
obligations in all market environments. That strategy is centered on five principles: 

• Maintaining a liquidity pool that is of sufficient size to cover expected cash outflows for one year in a stressed 
liquidity environment. 

• Relying on secured funding only to the extent that the Company believes it would be available in all market 
environments. 

• Diversifying funding sources to minimize reliance on any given provider. 

• Assessing liquidity at the legal entity level. For example, because legal entity structure can constrain liquidity 
available to Holdings, the Company’s liquidity pool excludes liquidity that is restricted from availability to 
Holdings. 

• Maintaining a comprehensive funding action plan to manage a stress liquidity event, including a communication 
plan for regulators, creditors, investors and clients. 

For further discussion of the Company’s liquidity positions, see “Liquidity, Funding and Capital Resources” in this 
MD&A. 

Operational Risk 

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems, or from 
external causes, whether deliberate, accidental or natural. Operational risk may arise from mistakes, intentional or 
otherwise, in the execution, confirmation or settlement of transactions or from transactions not being properly recorded, 
evaluated or accounted. The Company’s businesses are highly dependent on the ability to daily process a large number of 
transactions across numerous and diverse markets in many currencies, and these transactions have become increasingly 
complex. Consequently, the Company relies heavily on financial, accounting and other data processing systems. In recent 
years, the Company has substantially upgraded and expanded the capabilities of data processing systems and other 
operating technology, and the Company expects that it will need to continue to upgrade and expand in the future to 
avoid disruption of, or constraints on, the Company’s operations. 

The Operational Risk Management Department is responsible for implementing and maintaining overall global 
operational risk management framework, which seeks to minimize these risks through assessing, reporting, monitoring 
and mitigating operational risks. 

The Company has a company-wide business continuity plan (the “BCP”). The BCP objective is to ensure that the 
Company can continue critical operations with limited processing interruption in the event of a business disruption. The 
business continuity group manages internal incident response process and develops and maintains continuity plans for 
critical business functions and infrastructure. This includes determining how vital business activities will be performed 
until normal processing capabilities can be restored. The business continuity group is also responsible for facilitating 
disaster recovery and business continuity training and preparedness for employees. 

Reputational and Other Risk 

The Company recognizes that maintaining its reputation among clients, investors, regulators and the general public is 
critical. Maintaining the Company’s reputation depends on a large number of factors, including the selection of clients 
and the conduct of business activities. The Company seeks to maintain its reputation by screening potential clients and 
by conducting business activities in accordance with high ethical standards. 

Potential clients are screened through a multi-step process that begins with the individual business units and product 
groups. In screening clients, these groups undertake a comprehensive review of the client and its background and the 
potential transaction to determine, among other things, whether they pose any risks to reputation. Potential transactions 
are screened by independent committees in the Firm, which are composed of senior members from various corporate 
divisions of the Company including members of the Division. These committees review the nature of the client and its 
business, the due diligence conducted by the business units and product groups and the proposed terms of the 
transaction to determine overall acceptability of the proposed transaction. In so doing, the committees evaluate the 
appropriateness of the transaction, including a consideration of ethical and social responsibility issues and the potential 
effect of the transaction on the Company’s reputation. 

The Company is exposed to other risks having an ability to adversely impact business. Such risks include legal, 
geopolitical, tax and regulatory risks that may come to bear due to changes in local laws, regulations, accounting 
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standards or tax statutes. To assist in the mitigation of such risks, the Company monitors and reviews regulatory, 
statutory or legal proposals that could impact the Company’s businesses. See “Risk Factors” and “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Certain Factors Affecting Results of 
Operations” in the Form 10-K. 

Accounting and Regulatory Developments 

The following summarizes accounting standards that have been issued during the periods covered by the Consolidated 
Financial Statements and the effect of adoption on results of operations, if any, actual or estimated. 

SFAS 157. In September 2006, the FASB issued SFAS 157. SFAS 157 defines fair value, establishes a framework for 
measuring fair value, outlines a fair value hierarchy based on inputs used to measure fair value and enhances disclosure 
requirements for fair value measurements. SFAS 157 does not change existing guidance as to whether or not an 
instrument is carried at fair value. 

SFAS 157 also (i) nullifies the guidance in EITF 02-3 that precluded the recognition of a trading profit at the inception 
of a derivative contract, unless the fair value of such derivative was obtained from a quoted market price or other 
valuation technique incorporating observable inputs; (ii) clarifies that an issuer’s credit standing should be considered 
when measuring liabilities at fair value; (iii) precludes the use of a liquidity or block discount when measuring 
instruments traded in an active market at fair value; and (iv) requires costs related to acquiring financial instruments 
carried at fair value to be included in earnings as incurred.  

The Company elected to early adopt SFAS 157 at the beginning of the 2007 fiscal year and recorded the difference 
between the carrying amounts and fair values of (i) stand-alone derivatives and/or certain hybrid financial instruments 
measured using the guidance in EITF 02-3 on recognition of a trading profit at the inception of a derivative, and (ii) 
financial instruments that are traded in active markets that were measured at fair value using block discounts, as a 
cumulative-effect adjustment to opening retained earnings. As a result of adopting SFAS 157, the Company recognized a 
$45 million after-tax ($78 million pre-tax) increase to opening retained earnings. For additional information regarding the 
Company’s adoption of SFAS 157, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial 
Statements. 

SFAS 158. In September 2006, the FASB issued SFAS 158, which requires an employer to recognize the over- or under-
funded status of its defined benefit postretirement plans as an asset or liability in its Consolidated Statement of Financial 
Condition, measured as the difference between the fair value of the plan assets and the benefit obligation. For pension 
plans, the benefit obligation is the projected benefit obligation; while for other postretirement plans the benefit 
obligation is the accumulated postretirement obligation. Upon adoption, SFAS 158 requires an employer to recognize 
previously unrecognized actuarial gains and losses and prior service costs within Accumulated other comprehensive 
income/(loss), net of tax, a component of Stockholders’ equity. In accordance with the guidance in SFAS 158, the 
Company adopted this provision of the standard for the year ended November 30, 2007. The adoption of SFAS 158 
reduced Accumulated other comprehensive loss, by $210 million after-tax ($344 million pre-tax) at November 30, 2007. 

SFAS 159. In February 2007, the FASB issued SFAS 159 which permits certain financial assets and financial liabilities to 
be measured at fair value, using an instrument-by-instrument election. The initial effect of adopting SFAS 159 must be 
accounted for as a cumulative-effect adjustment to opening retained earnings for the fiscal year in which the Company 
applies SFAS 159. Retrospective application of SFAS 159 to fiscal years preceding the effective date is not permitted. 

The Company elected to early adopt SFAS 159 beginning in the 2007 fiscal year and to measure at fair value substantially 
all hybrid financial instruments not previously accounted for at fair value under SFAS No. 155, as well as certain deposit 
liabilities at the Company’s U.S. banking subsidiaries. The Company elected to adopt SFAS 159 for these instruments to 
reduce the complexity of accounting for these instruments under SFAS No. 133, Accounting for Derivative Instruments and 
Hedging Activities. As a result of adopting SFAS 159, the Company recognized a $22 million after-tax increase ($35 million 
pre-tax) to opening retained earnings as of December 1, 2006, representing the effect of changing the measurement basis 
of these financial instruments from an adjusted amortized cost basis at November 30, 2006 to fair value. For additional 
information regarding the adoption of SFAS 159, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated 
Financial Statements. 

SFAS 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 

 
- 85 - 

C-87



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 

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 is evaluating the impact of adoption on its Consolidated Financial Statements. 

SFAS 160. In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interest in Consolidated Financial Statements 
(“SFAS 160”). SFAS 160 re-characterizes minority interests in consolidated subsidiaries as non-controlling interests and 
requires the classification of minority interests as a component of equity. Under SFAS 160, a change in control will be 
measured at fair value, with any gain or loss recognized in earnings. The effective date for SFAS 160 is for annual 
periods beginning on or after December 15, 2008. Early adoption and retroactive application of SFAS 160 to fiscal years 
preceding the effective date are not permitted. The Company is evaluating the impact of adoption on its Consolidated 
Financial Statements. 

SFAS 161. In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities 
(“SFAS 161”). SFAS 161 requires specific disclosures regarding the location and amounts of derivative instruments in 
the Company’s financial statements; how derivative instruments and related hedged items are accounted for; and how 
derivative instruments and related hedged items affect the Company’s financial position, financial performance, and cash 
flows. SFAS 161 is effective for financial statements issued and for fiscal years and interim periods after November 15, 
2008. Early application is permitted. Because SFAS 161 impacts the Company’s disclosure and not its accounting 
treatment for derivative instruments and related hedged items, the Company’s adoption of SFAS 161 will not impact the 
Consolidated Financial Statements. 

FIN 48. In June 2006, the FASB issued FIN 48.  FIN 48 sets out a framework for management to use to determine the 
appropriate level of tax reserves to maintain for uncertain tax positions. FIN 48 uses a two-step approach wherein a tax 
benefit is recognized if a position is more likely than not to be sustained, and the amount of benefit is then measured on 
a probabilistic approach, as defined in FIN 48. FIN 48 also sets out disclosure requirements to enhance transparency of 
an entity’s tax reserves. The Company adopted FIN 48 at the beginning of the 2008 fiscal year and recognized a decrease 
to opening retained earnings of approximately $178 million. For additional information regarding the adoption of FIN 
48, see Note 10, “Income Taxes,” to the Consolidated Financial Statements. 

SOP 07-1. In June 2007, the AICPA issued Statement of Position (“SOP”) No. 07-1, Clarification of the Scope of the Audit 
and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in 
Investment Companies ("SOP 07-1"). SOP 07-1 addresses when the accounting principles of the AICPA Audit and 
Accounting Guide Investment Companies must be applied by an entity and whether those accounting principles must be 
retained by a parent company in consolidation or by an investor in the application of the equity method of accounting. 
The effective date for SOP 07-1 was initially for fiscal years beginning on or after December 15, 2007; however, in 
February 2008, the FASB directed the FASB staff to issue SOP 07-1-1 Effective Date of AICPA Statement of Position 07-1 
(“SOP 07-1-1”), which indefinitely delays the effective dates for SOP 07-1 and FASB Staff Position (“FSP”) FIN 46(R)-
7, Application of FASB Interpretation No. 46(R) to Investment Companies which was effective upon adoption of SOP 07-1. 

FSP FIN 39-1. In April 2007, the FASB directed the FASB Staff to issue FSP No. FIN 39-1, Amendment of FASB 
Interpretation No. 39 (“FSP FIN 39-1”). FSP FIN 39-1 modifies FIN No. 39, Offsetting of Amounts Related to Certain 
Contracts, and permits companies to offset cash collateral receivables or payables with net derivative positions under 
certain circumstances. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007, with early adoption 
permitted. FSP FIN 39-1 does not affect the Consolidated Financial Statements because it clarified the acceptability of 
existing market practice, which the Company uses, of netting cash collateral against net derivative assets and liabilities. 

FSP FIN 48-1. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 48-1, Definition of “Settlement” In 
FASB Interpretation No. 48 (“FSP FIN 48-1”). Under FSP FIN 48-1, a previously unrecognized tax benefit may be 
subsequently recognized if the tax position is effectively settled and other specified criteria are met. The Company 
adopted FSP FIN 48-1 upon adoption of FIN 48. 

FSP FAS 140-3.  In February 2008, the FASB directed the FASB Staff to issue FSP No. FAS 140-3, Accounting for 
Transfers of Financial Assets and Repurchase Financing Transactions (“FSP FAS 140-3”).  Under FSP 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 FAS 140. FSP 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 of adopting FSP FAS 140-3 on the 
Consolidated Financial Statements. 

SAB 109. In November 2007, the SEC issued Staff Accounting Bulletin (“SAB”) No. 109, Written Loan Commitments 
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Recorded at Fair Value Through Earnings (“SAB 109”). SAB 109 supersedes SAB No. 105, Loan Commitments Accounted for as 
Derivative Instruments (“SAB 105”), and expresses the view, consistent with the guidance in SFAS 156 and SFAS 159, that 
the expected net future cash flows related to the associated servicing of the loan should be included in the measurement 
of all written loan commitments that are accounted for at fair value through earnings. SAB 105 also expressed the view 
that internally-developed intangible assets (such as customer relationship intangible assets) should not be recorded as 
part of the fair value of a derivative loan commitment. SAB 109 retains that view and broadens its application to all 
written loan commitments that are accounted for at fair value through earnings. Adoption of SAB 109 did not have a 
material affect on the Consolidated Financial Statements. 

Effect of Adoption. The table presented below summarizes the impact of adoption from the accounting developments 
summarized above on the results of operations: 

  Accumulated Other   
  Comprehensive  Retained Earnings 
In millions Date of Adoption Income/(Loss) Increase/(Decrease) 

Year Ended November 30, 2007 
 SFAS 157  December 1, 2006  $   45 

SFAS 158  November 30, 2007  $(210)  
 SFAS 159  December 1, 2006  22 

 Quarter Ended February 29, 2008 
 FIN 48  December 1, 2007  (178) 

The ASF Framework. On December 6, 2007, the American Securitization Forum (“ASF”), working with various 
constituency groups as well as representatives of U.S. federal government agencies, issued the Streamlined Foreclosure and Loss 
Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans (the “ASF Framework”). The ASF Framework 
provides guidance for servicers to streamline borrower evaluation procedures and to facilitate the use of foreclosure and 
loss prevention efforts in an attempt to reduce the number of U.S. subprime residential mortgage borrowers who might 
default in the coming year because the borrowers cannot afford to pay the increased loan interest rate after their U.S. 
subprime residential mortgage variable loan rate resets. The ASF Framework requires a borrower and its U.S. subprime 
residential mortgage variable loan to meet specific conditions to qualify for a modification under which the qualifying 
borrower’s loan’s interest rate would be kept at the existing rate, generally for five years following an upcoming reset period. 
The ASF Framework is focused on U.S. subprime first-lien adjustable-rate residential mortgages that have an initial fixed 
interest rate period of 36 months or less, are included in securitized pools, were originated between January 1, 2005 and July 
31, 2007, and have an initial interest rate reset date between January 1, 2008 and July 31, 2010 (defined as “Segment 2 
Subprime ARM Loans” within the ASF Framework).  

On January 8, 2008, the SEC’s Office of Chief Accountant (the “OCA”) issued a letter (the “OCA Letter”) addressing 
accounting issues that may be raised by the ASF Framework. Specifically, the OCA Letter expressed the view that if a 
Segment 2 Subprime ARM Loan is modified pursuant to the ASF Framework and that loan could legally be modified, the 
OCA will not object to continued status of the transferee as a QSPE under SFAS 140. Concurrent with the issuance of the 
OCA Letter, the OCA requested the FASB to immediately address the issues that have arisen in the application of the 
QSPE guidance in SFAS 140. Any loan modifications the Company makes in accordance with the ASF Framework will not 
have a material impact on its accounting for U.S. subprime residential mortgage loans nor securitizations or retained 
interests in securitizations of U.S. subprime residential mortgage loans. 

At February 29, 2008, the Company had approximately 186 Segment 2 Subprime ARM Loans. None had been modified 
under the ASF Framework. 

Basel II. As of December 1, 2005, the Company became regulated by the SEC as a consolidated supervised entity (“CSE”). 
This supervision subjects the Company to group-wide supervision and examination by the SEC, minimum capital 
requirements on a consolidated basis and reporting (including reporting of capital adequacy measurement consistent with 
the standards adopted by the Basel Committee on Banking Supervision) and notification requirements. CSE capital 
requirements for the Company are principally driven by market, credit and operational risk amounts computed using 
methodologies developed by the Company and approved by the SEC.  

The Basel Committee on Banking Supervision published an updated framework to calculate risk-based capital requirements 
in June 2004 (“Basel II”). In September 2006, U.S. federal bank regulators announced their intent to implement Basel II in 
the U.S. On December 10, 2007, the U.S. federal bank regulators published final rules to implement new risk-based capital 
requirements in the U.S. for large, internationally active (core) banking organizations.  
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The CSE regulations are intended to provide consolidated supervision of investment bank holding companies that is 
broadly consistent with U.S. federal bank regulatory oversight of  bank  holding  companies. Basel II is meant to be applied 
on a consolidated basis for banking institutions or bank holding companies that have consolidated total assets of $250 
billion or more and/or consolidated total on-balance-sheet foreign exposure of $10 billion or more. Basel II provides two 
broad methods for calculating minimum capital requirements related to credit risk: (i) a standardized approach that relies 
heavily upon external credit assessments by major independent credit rating agencies; and (ii) an internal ratings-based 
approach, at foundation or advanced levels, that permits the use of internal rating assessments in determining required 
capital. 

Beginning January 2008, certain of the Company’s subsidiaries in Europe, became subject to the Basel II requirements. The 
time frame in which Basel II requirements would become effective for U.S. banking institutions or bank holding companies 
is contemplated to be on or after (i) completion of four consecutive quarterly parallel calculations, in which an entity would 
remain subject to existing risk-based capital rules but also calculate its risk-based capital requirements under the new Basel 
II framework; and (ii) a series of transitional periods during which an entity would report under the new framework, subject 
to supervisory mandated minimum regulatory capital requirements.  

Additionally and as an increasing number of global banking organizations become subject to Basel II, new interpretations 
may arise, and harmonization among regulators could impact the regulatory capital standards under which the Company 
operates as a CSE, as well as the requirements for some of the Company’s regulated subsidiaries. 

Effects of Inflation 

Because the Company’s assets are, to a large extent, liquid in nature, they are not significantly affected by inflation. 
However, the rate of inflation affects such expenses as employee compensation, office space leasing costs and 
communications charges, which may not be readily recoverable in the prices of services the Company offers. To the extent 
inflation results in rising interest rates and has other adverse effects on the securities markets, it may adversely affect the 
consolidated financial condition and results of operations in certain businesses. 
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

The information under the caption “Management’s Discussion and Analysis of Financial Condition and Results of 
Operations—Risk Management” in Part I, Item 2, in this Report is incorporated herein by reference. 

ITEM 4. CONTROLS AND PROCEDURES 

Our management, with the participation of the Chairman and Chief Executive Officer and the Chief Financial Officer of 
Holdings (its principal executive officer and principal financial officer, respectively), evaluated our disclosure controls 
and procedures as of the end of the fiscal quarter covered by this Report. 

Based on that evaluation, the Chairman and Chief Executive Officer and the Chief Financial Officer have concluded 
that, as of the end of the fiscal quarter covered by this Report, our disclosure controls and procedures are effective to 
ensure that information required to be disclosed by Holdings in the reports filed or submitted by it under the Exchange 
Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and 
include controls and procedures designed to ensure that information required to be disclosed by Holdings in such 
reports is accumulated and communicated to our management, including the Chairman and Chief Executive Officer and 
the Chief Financial Officer of Holdings, as appropriate to allow timely decisions regarding required disclosure. 

There was no change in our internal control over financial reporting that occurred during the fiscal quarter covered by 
this Report that has materially affected, or is reasonably likely to materially affect, our internal control over financial 
reporting. 
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ITEM 1. LEGAL PROCEEDINGS 

See Part I, Item 3, “Legal Proceedings,” in the Form 10-K for a complete description of certain proceedings previously 
reported by the Company, including those listed below; only significant subsequent developments in such proceedings and 
new matters, if any, since the filing of the Form 10-K are described below. Capitalized terms used in this Item that are 
defined in the Form 10-K have the meanings ascribed to them in the Form 10-K. 

The Company is involved in a number of judicial, regulatory and arbitration proceedings concerning matters arising in 
connection with the conduct of the Company’s business. Such proceedings include actions brought against the Company 
and others with respect to transactions in which the Company acted as an underwriter or financial advisor, actions arising 
out of activities as a broker or dealer in securities and commodities and actions brought on behalf of various classes of 
claimants against many securities and commodities firms, including the Company. 

Although there can be no assurance as to the ultimate outcome, the Company generally have denied, or believes it has a 
meritorious defense and will deny, liability in all significant cases pending against the Company, including the matters 
described below and in the Form 10-K, and the Company intends to defend vigorously each such case. Based on 
information currently available, the Company believes the amount, or range, of reasonably possible losses in connection 
with the actions against the Company, including the matters described below and in the Form 10-K, in excess of 
established reserves, in the aggregate, not to be material to the Company’s consolidated financial condition or cash 
flows. However, losses may be material to the Company’s operating results for any particular future period, depending 
on the level of income for such period. 

Marubeni Litigation 

On March 31, 2008, LBA Y.K., an affiliate of Lehman Brothers Japan, filed a complaint with the Tokyo District Court, 
Civil Division, against Marubeni Corporation, Japan's fifth largest trading company ("Marubeni"), seeking payment of 
$351 million due under certain contracts entered into with Marubeni in October and November of 2007. Marubeni has 
repudiated its obligations under those contracts, maintaining that several Marubeni employees forged documents and 
made misrepresentations to create the impression that Marubeni had committed to the transaction, which involved the 
financing of various projects and purchases for hospitals and other medical institutions in Japan. Lehman Brothers Japan 
has reported the conduct of the Marubeni employees and certain other individuals involved in the transaction, including 
a former senior officer of Marubeni, to the Tokyo police, who are conducting an investigation into possible criminal 
fraud. Although there can be no assurance as to the ultimate outcome, the Company believes it has meritorious claims 
which it will pursue vigorously. 

ITEM 1A. RISK FACTORS 

There are no material changes from the risk factors set forth in Part I, Item 1A, in the Form 10-K. 
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

The table below sets forth information with respect to purchases made by or on behalf of Holdings or any “affiliated 
purchaser” (as defined in Rule 10b-18(a)(3) under the Exchange Act) of common stock during the quarter ended February 
29, 2008. 

 

Total Number of 
Shares Purchased 

Average Price Paid 
per Share 

Total Number of 
Shares Purchased 

as Part of 
Publicly 

Announced Plans 
or Programs 

Maximum 
Number of 

Shares that May 
Yet Be 

Purchased 
Under the Plans 

or Programs 
Month #1 (December 1-December 31, 2007):   
Common stock repurchases(1) 2,655,000 2,655,000 
Employee transactions(2) 265,511 265,511 
Total 2,920,511 $62.95 2,920,511 97,079,489
Month #2 (January 1-January 31, 2008):   
Common stock repurchases(1) 8,112,651 8,112,651 
Employee transactions(2) 519,647 519,647 
Total 8,632,298 $58.76 8,632,298 88,447,191
Month #3 (February 1-February 29, 2008):   
Common stock repurchases(1) 1,000,000 1,000,000 
Employee transactions(2) 407,238 407,238 
Total 1,407,238 $52.75 1,407,238 87,039,953
Total (December 1, 2007-February 29, 2008):   
Common stock repurchases(1) 11,767,651 11,767,651 
Employee transactions(2) 1,192,396 1,192,396 
Total 12,960,047 $59.05 12,960,047 87,039,953
(1) The Company has an ongoing common stock repurchase program, pursuant to which the Company repurchases shares in the open market or 

through structured derivative trades. As previously announced, in January 2008 the Company’s Board of Directors authorized the repurchase, 
subject to market conditions, of up to 100 million shares of Holdings’ common stock for the management of the Firm’s equity capital, including 
consideration of dilution due to employee stock awards. This authorization superseded the stock repurchase program authorized in January 2007. 
The number of shares authorized to be repurchased in the open market is reduced by the actual number of Employee Offset Shares (as defined 
below) received and by shares repurchased through structured derivative trades. 

(2) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon option 
exercises and conversion of restricted stock units (collectively, “Employee Offset Shares”). 

The Company entered into a structured derivative share-buyback trade in December 2007 that was completed in February 
2008. The Company delivered cash consideration to the counterparty upon entering the transaction. The counterparty’s 
obligation under each tranche of the transaction was dependent on Holdings’ stock price at the end of the transaction. If, in 
respect of any tranche, Holdings’ stock price was greater than a benchmark price, the counterparty was obligated to remit 
payment for the benchmark price. If Holdings’ stock price was less than the benchmark price, the counterparty was 
obligated to deliver shares of Holdings’ common stock to the Company. The net effect of the transaction to the Company 
was a purchase of 1,000,000 shares of Holdings’ common stock and receipt of payment from the counterparty. 

For more information about the repurchase program and employee stock plans, see “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations—Liquidity, Funding and Capital Resources—Equity 
Management” in Part I, Item 2, and Notes 10 and 12 to the Consolidated Financial Statements in Part II, Item 8, and 
“Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters” in Part III, Item 
12, of the Form 10-K. 
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ITEM 6. Exhibits 

The following exhibits are filed as part of (or are furnished with, as indicated below) this Quarterly Report or, where 
indicated, were heretofore filed and are hereby incorporated by reference: 

3.01 Restated Certificate of Incorporation of the Registrant dated October 10, 2006 (incorporated by reference to Exhibit 
3.04 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended August 31, 2006) 

3.02 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Preferred Stock, Series 
H (incorporated by reference to Exhibit 3.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on May 23, 
2007) 

3.03 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Preferred Stock, Series I 
(incorporated by reference to Exhibit 3.02 to the Registrant’s Current Report on Form 8-K filed with the SEC on May 23, 
2007) 

3.04 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Preferred Stock, Series J 
(incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on February 12, 
2008) 

3.05 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Convertible Preferred 
Stock, Series P (incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K filed with the SEC 
on April 4, 2008) 

3.06 By-Laws of the Registrant, amended as of November 8, 2007 (incorporated by reference to Exhibit 3.01 to the 
Registrant’s Current Report on Form 8-K filed with the SEC on November 15, 2007) 

10.01 Form of Agreement evidencing a grant of Restricted Stock Units to Executive Officers under the Lehman 
Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 10.1 to the 
Registrant’s Current Report on Form 8-K filed with the SEC on December 6, 2007) 

10.02 Form of Agreement evidencing a grant of Nonqualified Stock Options to Executive Officers under the 
Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 10.1 to 
the Registrant’s Current Report on Form 8-K filed with the SEC on February 8, 2008) 

11.01 Computation of Per Share Earnings (omitted in accordance with section (b)(11) of Item 601 of Regulation S-K; 
the computation of per share earnings is set forth in Part I, Item 1, in Note 9 to the Consolidated Financial 
Statements (Earnings per Common Share)) 

12.01* Computation of Ratios of Earnings to Fixed Charges and to Combined Fixed Charges and Preferred Stock 
Dividends  

15.01* Letter of Ernst & Young LLP regarding Unaudited Interim Financial Information  

31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a)  

31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 

32.01*  Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 906 of the 
Sarbanes-Oxley Act of 2002 (This certification is being furnished and shall not be deemed “filed” with the SEC for purposes 
of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not be deemed to be incorporated by 
reference into any filing under the Securities Act or the Exchange Act, except to the extent that the Registrant specifically 
incorporates it by reference.) 

32.02*  Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 906 of the 
Sarbanes-Oxley Act of 2002 (This certification is being furnished and shall not be deemed “filed” with the SEC for purposes 
of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not be deemed to be incorporated by 
reference into any filing under the Securities Act or the Exchange Act, except to the extent that the Registrant specifically 
incorporates it by reference.) 

______________________________ 

* Filed/furnished herewith 
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SIGNATURES 
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be 
signed on its behalf by the undersigned thereunto duly authorized. 
 
 
 
 LEHMAN BROTHERS HOLDINGS INC. 

(Registrant) 
 
 
By: /s/ Erin M. Callan Date: April 8, 2008 

 Chief Financial Officer, Controller 
and Executive Vice President 

(principal financial and accounting officer) 
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EXHIBIT NO. EXHIBIT 
 12.01* Computation Of Ratios of Earnings to Fixed Charges and to Combined Fixed Charges and Preferred 

Stock Dividends 
 15.01* Letter of Ernst & Young LLP regarding Unaudited Interim Financial Information 
 31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
 32.01* Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  Section 

906 of the Sarbanes-Oxley Act of 2002 
 32.02* Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  Section 

906 of the Sarbanes-Oxley Act of 2002 
  
*Included in this booklet. 
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Computation of Ratios of Earnings to Fixed Charges and 
to Combined Fixed Charges and Preferred Stock Dividends 

(Unaudited) 
 
 
 Quarter Ended 

February 29,  
 

Year Ended November 30, 
Dollars in millions 2008 2007 2006 2005 2004 
Pre-tax earnings from continuing operations $  663 $  6,013 $  5,905 $  4,829 $  3,518

Add: Fixed charges (excluding capitalized 
interest) 

8,694 39,799 29,323 18,040 9,773

Pre-tax earnings before fixed charges $9,357 $45,812 $35,228 $22,869 $13,291

Fixed charges:  

 Interest $8,863 $39,746 $29,126 $17,790 $  9,674

 Other (1) 37 132 108 125 114

Total fixed charges 8,900 39,878 29,234 17,915 9,788

Preferred stock dividend requirements 38 97 98 101 129

Total combined fixed charges and preferred 
stock  

 

 dividends $8,938 $39,975 $29,332 $18,016 $  9,917

Ratio of earnings to fixed charges 1.05 1.15 1.21 1.28 1.36

Ratio of earnings to combined fixed charges 
and 

 

 preferred stock dividends 1.05 1.15 1.20 1.27 1.34

(1) Other fixed charges consist of the interest factor in rentals and capitalized interest. 
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Letter of Ernst & Young LLP regarding Unaudited Interim Financial Information 

April 8, 2008 

To the Board of Directors and Stockholders of 
Lehman Brothers Holdings Inc. 

We are aware of the incorporation by reference in the following Registration Statements and Post Effective 
Amendments:   

(1) Registration Statement (Form S-3 No. 333-134553) of Lehman Brothers Holdings Inc., 
(2)    Registration Statement (Form S-3 No. 033-53651) of Lehman Brothers Holdings Inc., 
(3)    Registration Statement (Form S-3 No. 033-56615) of Lehman Brothers Holdings Inc., 
(4)    Registration Statement (Form S-3 No. 033-58548) of Lehman Brothers Holdings Inc., 
(5)    Registration Statement (Form S-3 No. 033-62085) of Lehman Brothers Holdings Inc., 
(6)    Registration Statement (Form S-3 No. 033-65674) of Lehman Brothers Holdings Inc., 
(7)    Registration Statement (Form S-3 No. 333-14791) of Lehman Brothers Holdings Inc., 
(8)    Registration Statement (Form S-3 No. 333-30901) of Lehman Brothers Holdings Inc., 
(9)    Registration Statement (Form S-3 No. 333-38227) of Lehman Brothers Holdings Inc., 
(10)    Registration Statement (Form S-3 No. 333-44771) of Lehman Brothers Holdings Inc., 
(11) Registration Statement (Form S-3 No. 333-50197) of Lehman Brothers Holdings Inc., 
(11) Registration Statement (Form S-3 No. 333-60474) of Lehman Brothers Holdings Inc., 
(13) Registration Statement (Form S-3 No. 333-61878) of Lehman Brothers Holdings Inc., 
(14) Registration Statement (Form S-3 No. 033-64899) of Lehman Brothers Holdings Inc., 
(15) Registration Statement (Form S-3 No. 333-75723) of Lehman Brothers Holdings Inc., 
(16) Registration Statement (Form S-3 No. 333-76339) of Lehman Brothers Holdings Inc., 
(17) Registration Statement (Form S-3 No. 333-108711-01) of Lehman Brothers Holdings Inc., 
(18) Registration Statement (Form S-3 No. 333-121067) of Lehman Brothers Holdings Inc., 
(19) Registration Statement (Form S-3 No. 333-51913) of Lehman Brothers Inc., 
(20) Registration Statement (Form S-3 No. 333-08319) of Lehman Brothers Inc., 
(21) Registration Statement (Form S-3 No. 333-63613) of Lehman Brothers Inc., 
(22) Registration Statement (Form S-3 No. 033-28381) of Lehman Brothers Inc., 
(23) Registration Statement (Form S-3 No. 002-95523) of Lehman Brothers Inc., 
(24) Registration Statement (Form S-3 No. 002-83903) of Lehman Brothers Inc., 
(25) Registration Statement (Form S-4 No. 333-129195) of Lehman Brothers Holdings Inc., 
(26) Registration Statement (Form S-8 No. 033-53923) of Lehman Brothers Holdings Inc., 
(27) Registration Statement (Form S-8 No. 333-07875) of Lehman Brothers Holdings Inc., 
(28) Registration Statement (Form S-8 No. 333-57239) of Lehman Brothers Holdings Inc., 
(29) Registration Statement (Form S-8 No. 333-59184) of Lehman Brothers Holdings Inc., 
(30) Registration Statement (Form S-8 No. 333-68247) of Lehman Brothers Holdings Inc., 
(31) Registration Statement (Form S-8 No. 333-110179) of Lehman Brothers Holdings Inc., 
(32)  Registration Statement (Form S-8 No. 333-110180) of Lehman Brothers Holdings Inc., 
(33)  Registration Statement (Form S-8 No. 333-121193) of Lehman Brothers Holdings Inc., 
(34) Registration Statement (Form S-8 No. 333-130161) of Lehman Brothers Holdings Inc., 
(35) Registration Statement (Form S-8 No. 333-147545) of Lehman Brothers Holdings Inc.; 

of our report dated April 8, 2008 relating to the unaudited consolidated interim financial statements of Lehman Brothers 
Holdings Inc. that is included in its Form 10-Q for the quarter ended February 29, 2008. 

We are aware that the aforementioned report, pursuant to Rule 436(c) under the Securities Act of 1933 (the “Act”), is 
not a part of a registration statement prepared or certified by an accountant or a report prepared or certified by an 
accountant within the meaning of Sections 7 and 11 of the Act.  

 
New York, NY 
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EXHIBIT 31.01 

CERTIFICATION 

I, Richard S. Fuld, Jr., certify that: 

1.  I have reviewed this quarterly report on Form 10-Q of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, 
and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting 
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report 
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period 
covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control 
over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize 
and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role 
in the registrant’s internal control over financial reporting. 

Date: April 8, 2008 
 

     /s/ Richard S. Fuld, Jr.   
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
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EXHIBIT 31.02 
CERTIFICATION 

I, Erin M. Callan, certify that: 

1.  I have reviewed this quarterly report on Form 10-Q of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, 
and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting 
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report 
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period 
covered by this report based on such evaluation; and 

(d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control 
over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize 
and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role 
in the registrant’s internal control over financial reporting. 

Date: April 8, 2008 

 

      /s/ Erin M. Callan  
Erin M. Callan 

              Chief Financial Officer, Controller and 
              Executive Vice President 
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EXHIBIT 32.01 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Richard S. Fuld, Jr., certify that: 

 
1. The Quarterly Report on Form 10-Q for the quarter ended February 29, 2008 (the “Report”) of Lehman 

Brothers Holdings Inc. (the “Company”) as filed with the Securities and Exchange Commission as of the date 
hereof, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; 
and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial condition and 

results of operations of the Company. 
 
Date: April 8, 2008 

    /s/ Richard S. Fuld, Jr.  
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
 
 

 
 
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting 
the signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to 
Lehman Brothers Holdings Inc. and will be retained by Lehman Brothers Holdings Inc. and furnished to the Securities and Exchange 
Commission or its staff upon request. 
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EXHIBIT 32.02 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Erin M. Callan, certify that: 

 
1. The Quarterly Report on Form 10-Q for the quarter ended February 29, 2008 (the “Report”) of Lehman 

Brothers Holdings Inc. (the “Company”) as filed with the Securities and Exchange Commission as of the date 
hereof, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; 
and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial condition and 

results of operations of the Company. 
 

Date: April 8, 2008 

      /s/ Erin M. Callan  
Erin M. Callan 

              Chief Financial Officer, Controller and 
Executive Vice President 

 
 
 
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting 
the signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to 
Lehman Brothers Holdings Inc. and will be retained by Lehman Brothers Holdings Inc. and furnished to the Securities and Exchange 
Commission or its staff upon request 
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ANNEX D 
 

The unaudited Quarterly Report on Form 10-Q pursuant to Section 13 or 15(d) of the Exchange Act for 
the quarterly period ended 31 May, 2008 of LBHI filed with the SEC including the consolidated interim 
quarterly financial statements of LBHI in respect of the three and six months ended 31 May, 2008. 

● The unaudited Quarterly Report on Form 10-Q is reproduced on the following pages and for the 
purpose of this Registration Document separately paginated (127 pages in total, from D-2 
through page D-128). 

● Blank pages in the Quarterly Report on Form 10-Q are intentionally left blank. 

● The table below sets out the relevant page references for the unaudited consolidated financial 
statements contained in the Quarterly Report on Form 10-Q: 

 

 Page 

Financial Statements (unaudited)  

Consolidated Statement of Income – Three and Six months ended May 31, 2008 and 
2007 

D-6 

Consolidated Statement of Financial Condition – May 31, 2008 and November 30, 2007 D-7 

Consolidated Statement of Cash Flows - Six months ended May 31, 2008 and 2007 D-9 

Notes to Consolidated Financial Statements D-10 

Report of Independent Registered Public Accounting Firm D-56 

 

 



 

 
 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

 
Washington, D.C. 20549 

 

FORM 10-Q 
(Mark One) 
 

⌧          QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

 
For the quarterly period ended May 31, 2008 

 
OR 

 
            TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 
 

For the transition period from ____________ to ____________ 
 

Commission file number 1-9466 
 

Lehman Brothers Holdings Inc. 
(Exact name of registrant as specified in its charter) 

 
 Delaware 13-3216325 
 (State or other jurisdiction of (I.R.S. Employer  
 incorporation or organization)  Identification No.) 
 
 745 Seventh Avenue, New York, New York  10019 
 (Address of principal executive offices)  (Zip Code) 

(212) 526-7000 
(Registrant’s telephone number, including area code) 

 
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) 
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the 
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 
90 days. Yes ⌧ No  
 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-
accelerated filer, or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated 
filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. Large accelerated filer ⌧ Accelerated 
filer  Non-accelerated filer  (Do not check if a smaller reporting company) Smaller reporting company  
 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange 
Act). Yes  No ⌧ 
 
As of June 30, 2008, 694,401,926 shares of the Registrant’s Common Stock, par value $0.10 per share, were 
outstanding. 
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AVAILABLE INFORMATION 
 
Lehman Brothers Holdings Inc. (“Holdings”) files annual, quarterly and current reports, proxy statements and other 
information with the United States Securities and Exchange Commission (“SEC”). You may read and copy any 
document Holdings files with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 
20549, U.S.A. You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-
SEC-0330 (or 1-202-551-8090). The SEC maintains an internet site that contains annual, quarterly and current reports, 
proxy and information statements and other information regarding issuers that file electronically with the SEC. 
Holdings’ electronic SEC filings are available to the public at http://www.sec.gov. 

Holdings’ public internet site is http://www.lehman.com. Holdings makes available free of charge through its internet 
site, via a link to the SEC’s internet site at http://www.sec.gov, its annual reports on Form 10-K, quarterly reports on 
Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) 
or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as soon as reasonably practicable 
after it electronically files such material with, or furnishes it to, the SEC. Holdings also makes available through its 
internet site, via a link to the SEC’s internet site, statements of beneficial ownership of Holdings’ equity securities filed 
by its directors, officers, 10% or greater shareholders and others under Section 16 of the Exchange Act. 

In addition, Holdings currently makes available on http://www.lehman.com its most recent annual report on Form    
10-K, its quarterly reports on Form 10-Q for the current fiscal year, its most recent proxy statement and its most recent 
annual report to stockholders, although in some cases these documents are not available on that site as soon as they are 
available on the SEC’s site. 

Holdings also makes available on http://www.lehman.com (i) its Corporate Governance Guidelines, (ii) its Code of 
Ethics (including any waivers therefrom granted to executive officers or directors) and (iii) the charters of the Audit, 
Compensation and Benefits, and Nominating and Corporate Governance Committees of its Board of Directors. These 
documents are also available in print without charge to any person who requests them by writing or telephoning: 

Lehman Brothers Holdings Inc. 
Office of the Corporate Secretary 

1271 Avenue of the Americas 
 42nd Floor 

New York, New York 10020, U.S.A. 
1-212-526-0858 

In order to view and print the documents referred to above (which are in the .PDF format) on Holdings’ internet site, 
you will need to have installed on your computer the Adobe® Acrobat® Reader® software. If you do not have Adobe 
Acrobat, a link to Adobe Systems Incorporated’s internet site, from which you can download the software, is provided. 
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 ITEM 1. Financial Statements 

LEHMAN BROTHERS HOLDINGS INC. 
Consolidated Statement of Income 

(Unaudited) 
 

 Three Months Ended May 31, Six Months Ended May 31, 
In millions, except per share data 2008 2007 2008 2007 
Revenues     
Principal transactions $(3,442) $  2,889 $(2,670)  $  5,810 
Investment banking 858 1,150 1,725 2,000
Commissions 639 568 1,297 1,108
Interest and dividends 7,771 10,558 17,405 19,647
Asset management and other 414 414 853 809
 Total revenues 6,240 15,579 18,610 29,374
Interest expense 6,908 10,067 15,771 18,815
 Net revenues (668) 5,512 2,839 10,559
Non-Interest Expenses   
Compensation and benefits 2,325 2,718 4,166 5,206
Technology and communications 309 287 612 553
Brokerage, clearance and distribution 
fees 

252 201 504 395

Occupancy 188 152 373 298
Professional fees 100 120 198 218
Business development 87 100 175 184
Other 158 55 235 127
 Total non-personnel expenses 1,094 915 2,097 1,775
 Total non-interest expenses 3,419 3,633 6,263 6,981
Income before taxes (4,087) 1,879 (3,424) 3,578
Provision for income taxes (1,313) 606 (1,139) 1,159
Net income $(2,774) $  1,273 $(2,285) $  2,419
Net income applicable to common 
stock 

$(2,873) $  1,256 $(2,408) $  2,385

   
Earnings per common share:   
 Basic  $ (5.14) $    2.33 $  (4.33) $   4.42 
 Diluted $ (5.14) $    2.21 $  (4.33) $   4.17 
Dividends paid per common share $  0.17 $    0.15 $   0.34 $   0.30 

 

See Notes to Consolidated Financial Statements. 
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 At 
In millions May 31, 2008 Nov 30, 2007 

Assets  

Cash and cash equivalents $    6,513 $    7,286

Cash and securities segregated and on deposit for regulatory and other purposes 13,031 12,743

Financial instruments and other inventory positions owned  
 (includes $43,031 in 2008 and $63,499 in 2007 pledged as collateral) 269,409 313,129

Collateralized agreements:  

 Securities purchased under agreements to resell 169,684 162,635

 Securities borrowed 124,842 138,599

Receivables:  

  Brokers, dealers and clearing organizations 16,701 11,005

  Customers 20,784 29,622

  Others 4,236 2,650

Property, equipment and leasehold improvements  
 (net of accumulated depreciation and amortization of   
 $2,697 in 2008 and $2,438 in 2007) 4,278 3,861

Other assets 5,853 5,406

Identifiable intangible assets and goodwill   
 (net of accumulated amortization of $361 in 2008 and $340 in 2007) 4,101 4,127

Total assets $639,432 $691,063

See Notes to Consolidated Financial Statements. 
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 At 
In millions, except share data May 31, 2008 Nov 30, 2007 
Liabilities and Stockholders’ Equity   
Short-term borrowings and current portion of long-term borrowings   

 (including $9,354 in 2008 and $9,035 in 2007 at fair value) $    35,302 $    28,066 
Financial instruments and other inventory positions sold but not yet 
purchased 

141,507 149,617 

Collateralized financings:   
Securities sold under agreements to repurchase 127,846 181,732 
Securities loaned 55,420 53,307 
Other secured borrowings   
 (including $13,617 in 2008 and $9,149 in 2007 at fair value) 24,656 22,992 

Payables:   
Brokers, dealers and clearing organizations 3,835 3,101 
Customers 57,251 61,206 

Accrued liabilities and other payables 9,802 16,039 
Deposit liabilities at banks    

(including $10,252 in 2008 and $15,986 in 2007 at fair value) 29,355 29,363 
Long-term borrowings    
 (including $27,278 in 2008 and $27,204 in 2007 at fair value) 128,182 123,150 
Total liabilities 613,156 668,573 
Commitments and contingencies    
Stockholders’ Equity   
Preferred stock 6,993 1,095 
Common stock, $0.10 par value:   

Shares authorized: 1,200,000,000 in 2008 and 2007;   
Shares issued:  612,948,910 in 2008 and 612,882,506 in 2007;   
Shares outstanding: 552,704,921 in 2008 and 531,887,419 in 2007 61 61 

Additional paid-in capital  11,268 9,733 
Accumulated other comprehensive loss, net of tax (359) (310) 
Retained earnings 16,901 19,698 
Other stockholders’ equity, net (3,666) (2,263) 
Common stock in treasury, at cost    

(60,243,989 shares in 2008 and 80,995,087 shares in 2007) (4,922) (5,524) 
Total common stockholders’ equity 19,283 21,395 
Total stockholders’ equity 26,276 22,490 
Total liabilities and stockholders’ equity $639,432 $691,063 

See Notes to Consolidated Financial Statements. 
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 Six Months Ended May 31, 
In millions 2008 2007 
Cash Flows From Operating Activities   
Net income $    (2,285)  $    2,419  
Adjustments to reconcile net income to net cash    
 used in operating activities:   
 Depreciation and amortization 325  284  
 Non-cash compensation 868  631  
 Other adjustments (59) (32) 
Net change in:   
 Cash and securities segregated and on deposit   
 for regulatory and other purposes (288) (1,063) 
 Financial instruments and other inventory positions owned 43,052 (56,923) 
 Resale agreements, net of repurchase agreements (60,935) (9,063) 
 Securities borrowed, net of securities loaned 15,870 (6,492) 
 Other secured borrowings 1,664  7,611  
 Receivables from brokers, dealers and clearing organizations (5,696)  84  
 Receivables from customers 8,838 (8,454) 
 Financial instruments and other inventory positions sold   
 but not yet purchased (7,743)  41,929  
 Payables to brokers, dealers and clearing organizations 734  281  
 Payables to customers (3,955)  6,278  
 Accrued liabilities and other payables (6,261)  1,008  
 Other receivables and assets (2,028) (2,313) 
Net cash used in operating activities (17,899) (23,815) 
Cash Flows From Investing Activities   
Purchase of property, equipment and leasehold improvements, net (487) (447) 
Business acquisitions, net of cash acquired (91) (461) 
Proceeds from sale of business — 65  
Net cash used in investing activities (578) (843) 
Cash Flows From Financing Activities   
Net (payments for) proceeds from:   
 Issuance of short-term borrowings, net 3,046  2,684  
 Derivative contracts with a financing element (367) 126  
 Deposit liabilities at banks (8) (598) 
 Tax benefit from the issuance of stock-based awards 37  225  
Net proceeds from:   
 Issuance of common stock 2  28  
 Issuance of long-term borrowings 32,798  39,824  
 Issuance of preferred stock, net of issuance cost 5,856 — 
 Issuance of treasury stock 203 240 
Payments for:   
 Principal payments of long-term borrowings, including the     
 current portion of long term borrowings (22,769) (16,315) 
 Purchase of treasury stock (760)  (2,039)  
 Dividends paid (334) (211) 
Net cash provided by financing activities 17,704  23,964  
Net change in cash and cash equivalents (773) (694) 
Cash and cash equivalents, beginning of period 7,286 5,987 
Cash and cash equivalents, end of period $    6,513  $    5,293  
Supplemental Disclosure of Cash Flow Information (in millions): 
Interest paid totaled $15,194 and $19,102 in 2008 and 2007, respectively. 
Income taxes paid totaled $499 and $886 in 2008 and 2007, respectively. 

See Notes to Consolidated Financial Statements. 
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Note 1 Summary of Significant Accounting Policies 

Description of Business 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” the “Firm,” “Lehman 
Brothers,” “we,” “us” or “our”) serves the financial needs of corporations, governments and municipalities, institutional 
clients and high net worth individuals worldwide with business activities organized in three segments: Capital Markets, 
Investment Banking and Investment Management. Founded in 1850, Lehman Brothers maintains market presence in equity 
and fixed income sales, trading and research, investment banking, asset management, private investment management and 
private equity. The Firm is headquartered in New York, with regional headquarters in London and Tokyo, and operates in a 
network of offices in North America, Europe, the Middle East, Latin America and the Asia-Pacific region. The Company is 
a member of all principal securities and commodities exchanges in the U.S., and holds memberships or associate 
memberships on several principal international securities and commodities exchanges, including the London, Tokyo, Hong 
Kong, Frankfurt, Paris, Milan and Australian stock exchanges. 

Basis of Presentation 

The Consolidated Financial Statements are prepared in conformity with U.S. generally accepted accounting principles 
and include the accounts of Holdings, its subsidiaries, and all other entities in which the Company has a controlling 
financial interest or are considered to be the primary beneficiary. In the opinion of management, all normal recurring 
adjustments have been included for a fair statement of this interim financial information. All material inter-company 
accounts and transactions have been eliminated upon consolidation. Certain prior-period amounts reflect 
reclassifications to conform to the current year’s presentation. 

Use of Estimates 

In preparing the Consolidated Financial Statements and accompanying notes, management makes various estimates that 
affect reported amounts and disclosures. Broadly, those estimates are used in: 

• measuring fair value of certain financial instruments; 

• accounting for identifiable intangible assets and goodwill; 

• establishing provisions for potential losses that may arise from litigation, regulatory proceedings and tax 
examinations;  

• assessing the Company’s ability to realize deferred taxes; and 

• valuing equity-based compensation awards. 

Estimates are based on available information and judgment. Therefore, actual results could differ from estimates and that 
difference could have a material effect on the Consolidated Financial Statements and notes thereto. 

Consolidation Policies 

The Consolidated Financial Statements include the accounts of Holdings and the entities in which the Company has a 
controlling financial interest. The Company determines whether it has a controlling financial interest in an entity by first 
determining whether the entity is a voting interest entity (sometimes referred to as a non-VIE), a variable interest entity 
(“VIE”) or a qualified special purpose entity (“QSPE”). 

Voting Interest Entity. Voting interest entities are entities that have (i) total equity investment at risk sufficient to fund 
expected future operations independently; and (ii) equity holders who have the obligation to absorb losses or receive 
residual returns and the right to make decisions about the entity’s activities. In accordance with Accounting Research 
Bulletin (“ARB”) No. 51, Consolidated Financial Statements, and Statement of Financial Accounting Standards (“SFAS”) No. 
94, Consolidation of All Majority—Owned Subsidiaries )(“SFAS 94”), voting interest entities are consolidated when the Company 
has a controlling financial interest, typically more than 50% of an entity’s voting interests. 

Variable Interest Entity. VIEs are entities that lack one or more voting interest entity characteristics. The Company 
consolidates VIEs in which it is the primary beneficiary. In accordance with Financial Accounting Standards Board 
(“FASB”) Interpretation (“FIN”) No. 46, Consolidation of Variable Interest Entities (revised December 2003)—an interpretation of 
ARB No. 51 (“FIN 46(R)”), the Company is the primary beneficiary if it has a variable interest, or a combination of variable 
interests, that will either (i) absorb a majority of the VIE’s expected losses; (ii) receive a majority of the VIE’s expected 
residual returns; or (iii) both. To determine if the Company is the primary beneficiary of a VIE, the Company reviews, 
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among other factors, the VIE’s design, capital structure, contractual terms, which interests create or absorb variability and 
related party relationships, if any. Additionally, the Company may calculate its share of the VIE’s expected losses and 
expected residual returns based upon the VIE’s contractual arrangements and/or position in the VIE’s capital structure. 
This type of analysis is typically performed using expected cash flows allocated to the expected losses and expected residual 
returns under various probability-weighted scenarios. 

Qualified Special Purpose Entity. QSPEs are passive entities with limited permitted activities. SFAS No. 140, Accounting 
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities—a replacement of FASB Statement No. 125 (“SFAS 
140”), establishes the criteria an entity must satisfy to be a QSPE, including types of assets held, limits on asset sales, use of 
derivatives and financial guarantees, and discretion exercised in servicing activities. In accordance with SFAS 140 and FIN 
46(R), the Company does not consolidate QSPEs. 

For a further discussion of the Company’s involvement with VIEs, QSPEs and other entities, see Note 6, “Securitizations 
and Special Purpose Entities,” to the Consolidated Financial Statements. For a further discussion regarding potential 
changes to consolidation-related accounting standards, see “Accounting and Regulatory Developments—Elimination of 
QSPEs and Changes in the FIN 46(R) Consolidation Model” below. 

Equity-Method Investments. Entities in which the Company does not have a controlling financial interest (i.e., non-
consolidated entities) but in which the Company exerts significant influence (generally defined as owning a voting interest 
of 20% to 50%, or a partnership interest greater than 3%) are accounted for either under Accounting Principles Board 
(“APB”) Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock or SFAS No. 159, The Fair Value 
Option for Financial Assets and Financial Liabilities (“SFAS 159”). For further discussion of the Company’s adoption of SFAS 
159, see “Accounting and Regulatory Developments—SFAS 159” below.  

Other. The Company has formed various non-consolidated private equity or other alternative investment funds with third-
party investors that are typically organized as limited partnerships. The Company typically acts as general partner for these 
funds, and when third-party investors have (i) rights to either remove the general partner without cause or to liquidate the 
partnership; or (ii) substantive participation rights, the Company does not consolidate these partnerships in accordance with 
Emerging Issue Task Force (“EITF”) No. 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls 
a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights. 

A determination of whether the Company has a controlling financial interest in an entity and therefore a consolidation 
assessment of that entity is initially made at the time the Company becomes involved with the entity. Certain events may 
occur which cause the Company to re-assess its initial determination of an entity. These re-assessments focus on whether an 
entity is a VIE or non-VIE, whether the Company is the primary beneficiary (if the entity is a VIE) and ultimately its 
consolidation assessment of that entity. Those events generally are: 

• The entity’s governance structure is changed such that either (i) the characteristics or adequacy of equity at risk are 
changed, or (ii) expected returns or losses are reallocated among the participating parties within the entity. 

• The equity investment (or some part thereof) is returned to the equity investors and other interests become 
exposed to expected returns or losses. 

• Additional activities are undertaken or assets acquired by the entity that were beyond those anticipated previously. 

• Participants in the entity acquire or sell interests in the entity. 

• The entity receives additional equity at risk or curtails its activities in a way that changes the expected returns or 
losses. 

When the Company does not consolidate an entity or apply the equity method of accounting, the Company presents its 
investment in the entity at fair value. 

D-12



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

(Unaudited) 
 

 
- 11 - 

Currency Translation 

Assets and liabilities of subsidiaries having non-U.S. dollar functional currencies are translated at exchange rates at the 
applicable Consolidated Statement of Financial Condition date. Revenues and expenses are translated at average 
exchange rates during the period. The gains or losses resulting from translating non-U.S. dollar functional currency into 
U.S. dollars, net of hedging gains or losses, are included in Accumulated other comprehensive income/(loss), net of tax, 
a component of Stockholders’ equity. Gains or losses resulting from non-U.S. dollar currency transactions are included 
in the Consolidated Statement of Income. 

Revenue Recognition Policies 

Principal transactions. Realized and unrealized gains or losses from Financial instruments and other inventory positions 
owned and Financial instruments and other inventory positions sold but not yet purchased, as well as the gains or losses 
from certain short- and long-term borrowing obligations, principally certain hybrid financial instruments, and certain 
deposit liabilities at banks that the Company measures at fair value are reflected in Principal transactions in the Consolidated 
Statement of Income. 

Investment banking. Underwriting revenues, net of related underwriting expenses, and revenues for merger and 
acquisition advisory and other investment banking-related services are recognized when services for the transactions are 
completed. In instances where the Investment Banking segment provides structuring services and/or advice in a capital 
markets-related transaction, the Company records a portion of the transaction-related revenue as Investment Banking fee 
revenues. 

Commissions. Commissions primarily include fees from executing and clearing client transactions on equities, options and 
futures markets worldwide. These fees are recognized on a trade-date basis. 

Interest and dividends revenue and interest expense. The Company recognizes contractual interest on Financial 
instruments and other inventory positions owned and Financial instruments and other inventory positions sold but not yet 
purchased, excluding derivatives, on an accrual basis as a component of Interest and dividends revenue and Interest 
expense, respectively. The Company accounts for its secured financing activities and certain short- and long-term 
borrowings on an accrual basis with related interest recorded as interest revenue or interest expense, as applicable. 
Contractual interest expenses on all deposit liabilities and certain hybrid financial instruments are recorded as components 
of Interest expense. 

Asset management and other. Investment advisory fees are recorded as earned. In certain circumstances, the Company 
receives asset management incentive fees based upon fund performance. Incentive fees are generally based on investment 
performance over a twelve-month period and are not subject to adjustment after the measurement period ends. 
Accordingly, the Company recognizes incentive fees when the measurement period ends. 

The Company also receives private equity incentive fees when the returns on certain private equity or other alternative 
investment funds’ investments exceed specified thresholds. Private equity incentive fees typically are based on investment 
results over a period greater than one year. If the funds underperform in the future, previously distributed fees could be 
required to be returned. Accordingly, the Company recognizes these incentive fees when all material contingencies have 
been substantially resolved. 

Income Taxes 

The Company accounts for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes. The Company 
recognizes the current and deferred tax consequences of all transactions that have been recognized in the Consolidated 
Financial Statements using the provisions of the enacted tax laws. Deferred tax assets are recognized for temporary 
differences that will result in deductible amounts in future years and for tax loss carry-forwards. The Company records a 
valuation allowance to reduce deferred tax assets to an amount that more likely than not will be realized. Deferred tax 
liabilities are recognized for temporary differences that will result in taxable income in the future.  

The Company recognizes and measures its unrecognized tax benefits in accordance with FIN 48, Accounting for Uncertainty in 
Income Taxes—an Interpretation of FASB Statement No. 109 (“FIN 48”). Based on their technical merits, the Company estimates 
the likelihood, that tax positions will be sustained upon examination based on the facts, circumstances and information 
available at the end of each period. The Company adjusts the level of unrecognized tax benefits when there is more 
information available, or when an event occurs requiring a change. The reassessment of unrecognized tax benefits could 
have a material impact on the Company’s effective tax rate in the period in which it occurs. For a discussion of the impact 
of FIN 48, see “Accounting and Regulatory Developments—FIN 48” below. 
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Earnings per Share 

The Company computes earnings per share (“EPS”) in accordance with SFAS No. 128, Earnings per Share. Basic EPS is 
computed by dividing net income applicable to common stock by the weighted-average number of common shares 
outstanding, which includes restricted stock units (“RSUs”) for which service has been provided. Diluted EPS includes 
the components of basic EPS and also includes the dilutive effects of RSUs for which service has not yet been provided 
and employee stock options. 

Financial Instruments and Other Inventory Positions  

Substantially all of the Company’s Financial instruments and other inventory positions owned and Financial instruments 
and other inventory positions sold but not yet purchased are reported at fair value. The Company accounts for these 
assets and liabilities at fair value under various accounting literature and applicable industry guidance, namely broker-
dealer and investment company accounting guidance. The Company categorizes Real estate held for sale positions as a 
component of Financial instruments and other inventory positions owned. Real estate held for sale positions are 
reported by the Company at the lower of carrying amount or fair value less cost to sell.  

The Company early adopted the provisions of SFAS No. 157, Fair Value Measurements (“SFAS 157”), in the first quarter 
of 2007. SFAS 157 defines fair value, establishes a framework for measuring fair value, establishes a fair value hierarchy 
based on the quality of inputs used to measure fair value and enhances disclosure requirements for fair value 
measurements. Prior to December 1, 2006, the Company followed the American Institute of Certified Public 
Accountants (“AICPA”) Audit and Accounting Guide, Brokers and Dealers in Securities, when determining fair value for 
financial instruments. The AICPA Audit and Accounting Guide permitted the recognition of a discount to the quoted 
price when determining the fair value for a substantial block of a particular security as long as the quoted price was not 
considered to be readily realizable (i.e., a block discount). 

SFAS 157 defines fair value as the price 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, or an “exit” price. Generally, assets (long positions) 
are marked to bid prices and liabilities (short positions) are marked to offer prices. Neither the bid nor the offer prices 
are adjusted for transactional costs. Fair value differs from cost accounting in that cost accounting would value financial 
instruments at their acquisition price—not at their value if currently sold in the market, or fair value. 

When observable prices are not available, the Company either uses implied pricing from similar instruments or valuation 
models based on net present value of estimated future cash flows, adjusted as appropriate for liquidity, credit, market 
and/or other risk factors. New and/or complex instruments may have immature or limited markets. As a result, the 
pricing models used by the Company for valuation may incorporate significant estimates and assumptions that market 
participants would use in pricing the instrument. For instance, the Company may apply extrapolation methods for long-
dated and illiquid contracts where observed market data is utilized in order to estimate inputs and assumptions that are 
not directly observable. Assumptions used by the Company in valuation models may impact the results of operations 
reported in the Consolidated Financial Statements. As the markets for products develop, the Company continually 
refines its pricing models to correlate more closely to the market price of the instruments. 

Derivative Contracts. A derivative is a financial instrument whose value is based on an underlying asset (e.g., Treasury 
bond), index (e.g., S&P 500) or reference rate (e.g., LIBOR). Derivative financial instruments include futures, forwards, 
swaps, option contracts or other financial instruments with similar characteristics. A derivative contract generally 
represents a future commitment to exchange interest payment streams or currencies based on the contract terms, or 
notional amount, (e.g., interest rate swaps or currency forwards) or to purchase or sell financial instruments at specified 
terms or dates (e.g., option to buy or sell securities). An exchange traded derivative is a standardized contract transacted 
through regulated exchanges and includes futures and certain option contracts that are listed on an exchange. An over-
the-counter (“OTC”) derivative financial instrument is a privately negotiated contractual agreement that may include 
forward, swaps and certain options. 

Derivative contracts held by the Company are presented as a component of Financial instruments and other inventory 
positions owned or Financial instruments and other inventory positions sold but not yet purchased in the Consolidated 
Statement of Financial Condition. Derivatives are presented net-by-counterparty when the Company believes legal right 
of offset exists; net across different products or positions when applicable provisions are stated in a master netting 
agreement; and/or net of cash collateral received or paid on a counterparty basis, provided legal right of offset exists. As 
a component of the Company’s Financial instruments and other inventory positions owned or Financial instruments and 
other inventory positions sold but not yet purchased in the Consolidated Statement of Financial Condition, derivatives 
are presented at fair value. The fair value for OTC derivative financial instruments (forwards, options and swaps) is 
calculated as the present value of the estimated future payments the Company would receive or remit from or to a 
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market participant in settlement of the OTC derivative instrument (i.e., the amount the Company would expect to 
receive when disposing of a derivative asset or would expect to pay to have a derivative liability assumed). 

Prior to the Company’s adoption of SFAS 157, the Company followed 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 (“EITF 
02-3”). Under EITF 02-3, recognition of a trading profit at inception of a derivative transaction was prohibited unless 
the fair value of that derivative was obtained from a quoted market price supported by comparison to other observable 
inputs or based on a valuation technique incorporating observable inputs. Subsequent to the inception date (“Day 1”), 
the Company recognized trading profits deferred at Day 1 in the period in which the valuation of the instrument became 
observable. The adoption of SFAS 157 nullified the guidance in EITF 02-3 that precluded the recognition of a trading 
profit at the inception of a derivative contract, unless the fair value of such derivative was obtained from a quoted 
market price or other valuation technique incorporating observable inputs. 

The Company enters into derivative contracts for trading purposes and as an end user. In instances where the Company 
enters into derivatives in a trading capacity, it is to facilitate a client transaction, execute a proprietary trading strategy or 
economically hedge market or credit risk exposures incurred as a result of other trading activities. For these trading-
related derivatives, margins on futures contracts are included in Receivables and Payables from/to brokers, dealers and 
clearing organizations, as applicable.   

Derivative contracts into which the Company enters as an end-user are primarily designed to economically hedge the 
Company’s exposure to market risk and/or credit risk. These end-user derivative contracts generally: 

• Attempt to achieve efficient financing costs on the Company’s borrowing and deposit liabilities by converting the 
underlying interest rate basis or variability of payments. 

• Mitigate the impact to the Company of changes in exchange rates that may impact the Company’s investment in 
foreign operations and/or financial instruments in inventory denominated in non-U.S. currencies. 

• Manage price risk or the change in fair value of an asset or liability. These economic hedges may be micro (on 
specific inventory positions or specific trading books) or macro (generally intended to mitigate the overall risks 
present in the businesses in which the Company operates). The Company may enter into a derivative contract 
whose value is based upon a specific financial instrument class, an index that references that financial instrument 
class or a rate that impacts the financial instrument’s value. The Company’s position in that contract is typically 
designed such that it mitigates changes in the fair value of the instrument. 

In instances where the Company specifically designates a derivative position as a hedge, the Company accounts for the 
position under the provisions of SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”). The 
Company assesses, both at the inception of the hedge and on an ongoing basis, whether the derivative contract designated 
as an accounting hedge is effective. When the Company determines that a derivative contract is not effective as an 
accounting hedge, the Company discontinues hedge accounting. 

Certain of the derivative contracts entered into by the Company qualify as accounting hedges under the guidance of SFAS 
133. The following generally summarizes those contracts as well as the assessment made for effectiveness: 

• Derivative contracts that are designated as an interest rate hedge (including hedges on foreign currency 
movements) because they are intended to hedge the variability of interest rates to be received or paid related to the 
recognized assets or liabilities. Changes in the fair value of derivatives that are designated and qualify as accounting 
hedges of interest rate risk, along with the gain or loss on the hedged asset or liability that is attributable to the 
hedged risk are recorded within Interest revenue or expense. At inception of an accounting hedge risk and on an 
ongoing basis, the Company assesses effectiveness on a prospective basis by comparing the expected change in 
the price of the hedge instrument to the expected change in the value of the hedged item under various interest 
rate assumptions. Effectiveness is also assessed on a retrospective basis by performing regression analyses. 
Ineffectiveness for derivative contracts that the Company designated as interest rate hedges were immaterial for all 
periods presented. 

• Derivative contracts that are designated as a cash flow hedge because they intend to hedge the variability of cash 
flows to be received or paid related to an asset or liability. Changes in the fair value of derivatives that are 
designated and qualify as effective cash flow hedges are recorded in Accumulated other comprehensive 
income/(loss), net of tax, in Stockholders’ equity. At inception of an accounting hedge and on an ongoing basis., 
the Company assesses effectiveness on a prospective basis by comparing the present value of the projected cash 
flows on the derivative contract to the present value of the projected cash flows of the hedged item under various 
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interest rate and prepayment assumptions. Effectiveness is also assessed on a retrospective basis by performing 
regression analyses. Ineffectiveness for derivative contracts that the Company designated as cash flow hedges were 
immaterial for all periods presented. 

The Fair Value Hierarchy. While SFAS 157 does not prescribe which valuation technique the Company should use to 
measure the fair value of an asset or a liability, SFAS 157 does require the Company to select an appropriate valuation 
technique for the market conditions and for which sufficient, reliable data inputs are available. SFAS 157 distinguishes 
between inputs that are based on market data obtained from independent sources and inputs that reflect assumptions 
from one market participant as to actions of other market participants and emphasizes that valuation methodologies 
maximize inputs based on market data. A determination of what constitutes “observable market data” requires 
significant judgment. The Company considers observable or market-based data to be data that can be characterized as 
not proprietary, readily available or based on consensus within reasonably narrow ranges, regularly distributed or 
updated, reliable and verifiable and provided by multiple, independent sources that are involved in the relevant market. 

Inputs to valuation techniques used by the Company to determine the fair value of an asset or a liability are prioritized 
based upon the SFAS 157 hierarchy. The SFAS 157 hierarchy gives priority to observable inputs in the marketplace that 
are more objective, rather than inputs that are more subjective because they have been derived through extrapolation or 
interpolation from market data. The basis of a financial instrument level within the fair value hierarchy is the lowest level 
of any input that is significant to the fair value measurement. The categorization of an asset or liability within the SFAS 
157 hierarchy is based upon the pricing transparency of the financial instrument and does not necessarily correspond to 
the perceived risk of the asset or liability. The following describes the three levels of the fair value hierarchy under SFAS 
157, provides general characteristics and examples of measurement inputs associated with each hierarchical level as well 
as valuation techniques used by the Company for components of its financial instrument inventory. 

Level 1 — Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets. A 
quoted price for an identical asset or liability in an active market (e.g., an equity security traded on the New 
York Stock Exchange) provides the most reliable fair value measurement because it is directly observable to the 
market. The types of assets and liabilities valued based on quoted market prices in active markets and 
categorized by the Company as Level 1 within the fair value hierarchy generally include equities listed in active 
markets, G-7 government and agency securities, investments in publicly traded mutual funds with quoted 
market prices and listed derivatives. 

Level 2 — Level 2 inputs are inputs that are observable, either directly or indirectly, but do not qualify as Level 
1 inputs. Level 2 inputs may include: 

• Quoted prices for similar assets or liabilities in active markets 

• Quoted prices for identical or similar assets or liabilities in markets that are not active, that is, markets 
in which there are few transactions for the asset or liability, the prices are not current, or price 
quotations vary substantially either over time or among market makers (e.g., some brokered markets), 
or in which little information is released publicly (e.g., a principal-to-principal market) 

• Inputs other than quoted prices that are observable for the asset or liability (e.g., interest rates and 
yield curves observable at commonly quoted intervals, volatilities, prepayment speeds, loss severities, 
credit risks, and default rates) 

• Inputs that are derived principally from or corroborated by observable market data through 
correlation or by other means (market-corroborated inputs) 

The types of assets and liabilities 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 non-G-7 government securities, municipal bonds, certain hybrid financial 
instruments, certain mortgage and asset backed securities, certain corporate debt, certain commitments and 
guarantees, certain private equity investments, including equity interests in investment managers, and certain 
derivatives. Level 2 derivatives are valued using pricing models based on the net present value of estimated 
future cash flows and directly observed prices from exchange-traded derivatives, other OTC derivative 
contracts, or external pricing services, while taking into account either the Company’s or counterparty’s 
creditworthiness, as appropriate. Determining the fair value for Level 2 derivative contracts can require a 
significant level of estimation and management judgment. 

Financial instruments categorized as Level 2 within the SFAS 157 hierarchy are generally presented, at 
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inception, using the transacted price. Thereafter, the Company generally values Level 2 assets and liabilities 
based upon comparable market prices or other relevant information from market transactions involving 
identical or comparable assets and liabilities.  

Level 3 — Level 3 inputs reflect the Company’s assumptions that it believes market participants would use in 
pricing the asset or liability. The Company develops Level 3 inputs based on the best information available in 
the circumstances, which may include indirect correlation to a market value, combinations of market values or 
the Company’s proprietary data. Level 3 inputs generally include information derived through extrapolation or 
interpolation of observable market data. 

At May 31, 2008, the Company included within Level 3 certain assets and liabilities that were components of 
the following inventory classifications: 

• Certain Mortgage and asset-backed securities which, at inception, may be reflected at the original 
transaction cost. However, they subsequently may be reflected at a value based upon valuation 
methodologies that incorporate a variety of inputs including prices observed from execution of a 
number of trades in the marketplace; ABX, CMBX and similar indices that track the performance of a 
series of credit default swaps based upon specific types of mortgages; and other market information, 
such as data on remittances received and updated cumulative loss data on underlying obligations. 
These asset types include mortgage whole loans, asset-backed securities, and private label or agency 
collateralized mortgage obligations.  

• Certain corporate debt positions which generally are initially presented at the original transaction 
price. Thereafter, the fair value of these positions are generally estimated by using executed 
transactions on comparable positions and anticipated market prices based upon pricing indications 
from syndicate banks and customers. The valuation of these positions also takes into account certain 
fee income, third-party credit ratings of counterparties and underlying movements in credit spreads of 
the counterparties. These asset types include non-performing loan portfolios, loans to counterparties 
that do not have correlation to market prices, and other loans held and awaiting securitization or 
syndication.  

• Certain corporate equities, generally unlisted or private placement positions, which generally are 
originally reflected at their transaction price. Thereafter, these positions are subsequently valued based 
on third-party investments, pending transactions or changes in financial ratios (e.g., earnings 
multiples). These asset types include private equity and principal investment positions in addition to 
equity interests in corporations or investment vehicles. 

• Derivative positions that were originally recorded based upon valuation models using initial trade 
prices. Changes in the valuations thereafter are not a result of changes in model methodology but 
changes in model inputs (e.g., interest rates, credit spreads and volatilities). Model inputs are updated 
only when those inputs can be corroborated with other market data. These asset types include interest 
rate option contracts, credit default swaptions, structured volatility derivatives and other forward 
starting contracts that are generally long-tenured. 

For further discussion of the adoption of SFAS 157, see “Accounting and Regulatory Developments—SFAS 157” 
below. For further discussion of Financial instruments and other inventory positions, see Note 3, “Financial Instruments 
and Other Inventory Positions,” to the Consolidated Financial Statements. Firm-owned securities pledged to 
counterparties who have the right, by contract or custom, to sell or repledge the securities are classified as Financial 
instruments and other inventory positions owned and are disclosed as pledged as collateral. For further discussion of 
securities received and pledged as collateral, see Note 5, “Securities Received and Pledged as Collateral,” to the 
Consolidated Financial Statements. 

Securitization activities. In accordance with SFAS 140, the Company recognizes transfers of financial assets as sales, if 
control has been surrendered. The Company determines control has been surrendered when the following three criteria 
have been met: 

• The transferred assets have been isolated from the transferor, or put presumptively beyond the reach of the 
transferor and its creditors, even in bankruptcy or other receivership (i.e., a true sale opinion has been obtained); 

• Each transferee (or, if the transferee is a QSPE, each holder of its beneficial interests) has the right to pledge or 
exchange the assets (or beneficial interests) it received, and no condition both constrains the transferee (or holder) 
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from taking advantage of its right to pledge or exchange and provides more than a trivial benefit to the transferor; 
and 

• The transferor does not maintain effective control over the transferred assets through either (i) an agreement that 
both entitles and obligates the transferor to repurchase or redeem them before their maturity or (ii) the ability to 
unilaterally cause the holder to return specific assets. 

Collateralized Lending Agreements and Financings 

Treated as collateralized agreements and financings for financial reporting purposes are the following: 

• Repurchase and resale agreements. Securities purchased under agreements to resell and securities sold under 
agreements to repurchase are collateralized primarily by government and government agency securities and are 
carried net by counterparty, when permitted, at the amounts at which the securities subsequently will be resold 
or repurchased plus accrued interest. The Company takes possession of securities purchased under agreements 
to resell. The fair value of the underlying positions is compared daily with the related receivable or payable 
balances, including accrued interest. The Company requires counterparties to deposit additional collateral or 
return collateral pledged, as necessary, to ensure the fair value of the underlying collateral remains sufficient. 

• Securities borrowed and securities loaned. Securities borrowed and securities loaned are carried at the amount of cash 
collateral advanced or received plus accrued interest. The Company values the securities borrowed and loaned 
daily and obtains additional cash as necessary to ensure these transactions are adequately collateralized. When 
the Company acts as the lender of securities in a securities-lending agreement and the Company receives 
securities that can be pledged or sold as collateral, the Company recognizes an asset, representing the securities 
received and a liability, representing the obligation to return those securities. 

• Other secured borrowings. Other secured borrowings principally reflect transfers accounted for as financings rather 
than sales under SFAS 140. Additionally, Other secured borrowings includes non-recourse financings of 
entities that the Company has consolidated because the Company is the primary beneficiary of such entities. 

Long-Lived Assets 

Property, equipment and leasehold improvements are recorded at historical cost, net of accumulated depreciation and 
amortization. Depreciation is recognized using the straight-line method over the estimated useful lives of the assets. 
Buildings are depreciated up to a maximum of 40 years. Leasehold improvements are amortized over the lesser of their 
useful lives or the terms of the underlying leases, which range up to 30 years. Equipment, furniture and fixtures are 
depreciated over periods of up to 10 years. Internal-use software that qualifies for capitalization under AICPA Statement of 
Position 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use, is capitalized and subsequently 
amortized over the estimated useful life of the software, generally three years, with a maximum of seven years. The 
Company reviews long-lived assets for impairment periodically and whenever events or changes in circumstances indicate 
the carrying amounts of the assets may be impaired. If the expected future undiscounted cash flows are less than the 
carrying amount of the asset, an impairment loss is recognized to the extent the carrying value of the asset exceeds its fair 
value. 

Identifiable Intangible Assets and Goodwill 

Identifiable intangible assets with finite lives are amortized over their expected useful lives, which range up to 15 years. 
Identifiable intangible assets with indefinite lives and goodwill are not amortized. Instead, these assets are evaluated at least 
annually for impairment. Goodwill is reduced upon the recognition of certain acquired net operating loss carryforward 
benefits. 

Cash Equivalents 

Cash equivalents include highly liquid investments not held for resale with maturities of three months or less when the 
Company acquires them. 

Accounting and Regulatory Developments 

The following summarizes accounting standards that have been issued during the periods covered by the Consolidated 
Financial Statements and the effect of adoption on results of operations, if any, actual or estimated. 

SFAS 157. In September 2006, the FASB issued SFAS 157. SFAS 157 defines fair value, establishes a framework for 
measuring fair value, outlines a fair value hierarchy based on inputs used to measure fair value and enhances disclosure 
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requirements for fair value measurements. SFAS 157 does not change existing guidance as to whether or not an 
instrument is carried at fair value. 

SFAS 157 also (i) nullifies the guidance in EITF 02-3 that precluded the recognition of a trading profit at the inception 
of a derivative contract, unless the fair value of such derivative was obtained from a quoted market price or other 
valuation technique incorporating observable inputs; (ii) clarifies that an issuer’s credit standing should be considered 
when measuring liabilities at fair value; (iii) precludes the use of a liquidity or block discount when measuring 
instruments traded in an active market at fair value; and (iv) requires costs related to acquiring financial instruments 
carried at fair value to be included in earnings as incurred.  

The Company elected to early adopt SFAS 157 at the beginning of the 2007 fiscal year and recorded the difference 
between the carrying amounts and fair values of (i) stand-alone derivatives and/or certain hybrid financial instruments 
measured using the guidance in EITF 02-3 on recognition of a trading profit at the inception of a derivative; and (ii) 
financial instruments that are traded in active markets that were measured at fair value using block discounts, as a 
cumulative-effect adjustment to opening retained earnings. As a result of adopting SFAS 157, the Company recognized a 
$45 million after-tax ($78 million pre-tax) increase to opening retained earnings. For additional information regarding the 
Company’s adoption of SFAS 157, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial 
Statements. 

SFAS 158. In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Retirement Plans (“SFAS 158”), which requires an employer to recognize the over- or under-funded status of its defined 
benefit postretirement plans as an asset or liability in its Consolidated Statement of Financial Condition, measured as the 
difference between the fair value of the plan assets and the benefit obligation. For pension plans, the benefit obligation 
is the projected benefit obligation; while for other postretirement plans the benefit obligation is the accumulated 
postretirement obligation. Upon adoption, SFAS 158 requires an employer to recognize previously unrecognized 
actuarial gains and losses and prior service costs within Accumulated other comprehensive income/(loss), net of tax, a 
component of Stockholders’ equity. In accordance with the guidance in SFAS 158, the Company adopted this provision 
of the standard for the year ended November 30, 2007. The adoption of SFAS 158 reduced Accumulated other 
comprehensive loss by $210 million after-tax ($344 million pre-tax) at November 30, 2007. 

SFAS 159. In February 2007, the FASB issued SFAS 159 which permits certain financial assets and financial liabilities to 
be measured at fair value, using an instrument-by-instrument election. The initial effect of adopting SFAS 159 must be 
accounted for as a cumulative-effect adjustment to opening retained earnings for the fiscal year in which the Company 
applies SFAS 159. Retrospective application of SFAS 159 to fiscal years preceding the effective date is not permitted. 

The Company elected to early adopt SFAS 159 beginning in the 2007 fiscal year and to measure at fair value substantially 
all hybrid financial instruments not previously accounted for at fair value under SFAS No. 155, Accounting for Certain 
Hybrid Financial Instruments—an amendment of FASB Statements No. 133 and 140, as well as certain deposit liabilities at the 
Company’s U.S. banking subsidiaries. The Company elected to adopt SFAS 159 for these instruments to reduce the 
complexity of accounting for these instruments under SFAS 133. As a result of adopting SFAS 159, the Company 
recognized a $22 million after-tax increase ($35 million pre-tax) to opening retained earnings as of December 1, 2006, 
representing the effect of changing the measurement basis of these financial instruments from an adjusted amortized 
cost basis at November 30, 2006 to fair value. For additional information regarding the adoption of SFAS 159, see Note 
4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements. 

SFAS 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 is evaluating the impact of adoption on its Consolidated Financial Statements. 

SFAS 160. In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interest in Consolidated Financial Statements 
(“SFAS 160”). SFAS 160 re-characterizes minority interests in consolidated subsidiaries as non-controlling interests and 
requires the classification of minority interests as a component of equity. Under SFAS 160, a change in control will be 
measured at fair value, with any gain or loss recognized in earnings. The effective date for SFAS 160 is for annual 
periods beginning on or after December 15, 2008. Early adoption and retroactive application of SFAS 160 to fiscal years 
preceding the effective date are not permitted. The Company is evaluating the impact of adoption on its Consolidated 
Financial Statements. 
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SFAS 161. In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities 
(“SFAS 161”). SFAS 161 requires specific disclosures regarding the location and amounts of derivative instruments in 
the Company’s financial statements; how derivative instruments and related hedged items are accounted for; and how 
derivative instruments and related hedged items affect the Company’s financial position, financial performance, and cash 
flows. SFAS 161 is effective for financial statements issued and for fiscal years and interim periods after November 15, 
2008. Early application is permitted. Because SFAS 161 impacts the Company’s disclosure and not its accounting 
treatment for derivative instruments and related hedged items, the Company’s adoption of SFAS 161 will not impact the 
Consolidated Financial Statements. 

SFAS 162. In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles (“SFAS 
162”). SFAS 162 identifies a consistent framework, or hierarchy, for selecting accounting principles to be used in 
preparing financial statements that are presented in conformity with U.S. generally accepted accounting principles for 
nongovernmental entities (the “Hierarchy”). The Hierarchy within SFAS 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 69”). SFAS 162 is effective 60 days following the United States Securities and Exchange 
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 162 will 
not have a material effect on the Consolidated Financial Statements because the Company has utilized the guidance 
within SAS 69. 
SFAS 163. In May 2008, the FASB issued SFAS No. 163, Accounting for Financial Guarantee Insurance Contracts—an 
interpretation of FASB Statement No. 60 (“SFAS 163”). SFAS 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 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 163 will not have 
a material effect on the Consolidated Financial Statements. 

FIN 48. In June 2006, the FASB issued FIN 48. FIN 48 sets out a framework for management to use to determine the 
appropriate level of tax reserves to maintain for uncertain tax positions. FIN 48 uses a two-step approach wherein a tax 
benefit is recognized if a position is more likely than not to be sustained, and the amount of benefit is then measured on 
a probabilistic approach, as defined in FIN 48. FIN 48 also sets out disclosure requirements to enhance transparency of 
an entity’s tax reserves. The Company adopted FIN 48 at the beginning of the 2008 fiscal year and recognized a decrease 
to opening retained earnings of approximately $178 million. For additional information regarding the adoption of FIN 
48, see Note 10, “Income Taxes,” to the Consolidated Financial Statements. 

SOP 07-1. In June 2007, the AICPA issued Statement of Position (“SOP”) No. 07-1, Clarification of the Scope of the Audit 
and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in 
Investment Companies ("SOP 07-1"). SOP 07-1 addresses when the accounting principles of the AICPA Audit and 
Accounting Guide Investment Companies must be applied by an entity and whether those accounting principles must be 
retained by a parent company in consolidation or by an investor in the application of the equity method of accounting. 
The effective date for SOP 07-1 was initially for fiscal years beginning on or after December 15, 2007; however, in 
February 2008, the FASB directed the FASB Staff to issue SOP 07-1-1 Effective Date of AICPA Statement of Position 07-1,  
which indefinitely delays the effective dates for SOP 07-1 and FASB Staff Position (“FSP”) FIN 46(R)-7, Application of 
FASB Interpretation No. 46(R) to Investment Companies which was effective upon adoption of SOP 07-1. 

EITF Issue 07-4. In March 2008, the FASB ratified the consensus reached in EITF 07-4, Application of the Two-Class 
Method under FASB Statement No. 128 to Master Limited Partnerships (“EITF 07-4”). This issue relates to the application of 
the two-class method under SFAS No. 128, Earnings Per Share, to master limited partnerships (“MLPs”). EITF 07-4 
applies to MLPs that are required to make incentive distributions when certain thresholds have been met and that are 
accounted for as equity distributions. EITF 07-4 is effective for financial statements issued for fiscal years beginning 
after December 15, 2008, and interim periods within those fiscal years. Earlier application is not permitted. Adoption of 
EITF Issue 07-4 will not have a material effect on the Consolidated Financial Statements. 
EITF Issue 07-6. In December, 2007, the FASB ratified the consensus reached in EITF 07-6, Accounting for the Sale of 
Real Estate Subject to the Requirements of FASB Statement No. 66, When the Agreement Includes a Buy-Sell Clause (“EITF 07-6”). 
This issue relates to accounting for the sale of real estate subject to the requirements of SFAS No. 66, Accounting for Sales 
of Real Estate. The Task Force reached a conclusion that the selling investor of real estate should determine whether a 
buy-sell clause constitutes an option or other form of prohibited continuing involvement by considering facts and 
circumstances such as those that might effectively compel the buyer to sell its interest and those that might effectively 
compel the selling investor to reacquire the real estate, such as negative tax implications, favorable arrangements with the 
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venture, or strategic needs to own the property. EITF 07-6 is effective prospectively and for new arrangements entered 
into, and assessments performed, in fiscal years beginning after December 5, 2007, and interim periods within those 
fiscal years. Early application is not permitted. Adoption of EITF 07-6 will not have a material effect on the 
Consolidated Financial Statements. 
FSP FAS 140-3. In February 2008, the FASB directed the FASB Staff to issue FSP No. FAS 140-3, Accounting for 
Transfers of Financial Assets and Repurchase Financing Transactions (“FSP FAS 140-3”). Under FSP FAS 140-3, it is presumed 
that an initial transfer of a financial asset and a repurchase entered into contemporaneously or in contemplation of each 
other are considered part of the same arrangement, known as a linked transaction. However, if certain criteria are met, 
the initial transfer and repurchase financing are not evaluated as a linked transaction and must be evaluated separately 
under FAS 140. FSP 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 of adopting FSP FAS 140-3 on the Consolidated Financial Statements. 

FSP FAS 142-3. In April 2008, the FASB directed the FASB Staff to issue FSP No. FAS 142-3, Determination of the Useful 
Life of Intangible Assets (“FSP FAS 142-3”). FSP FAS 142-3 amends the factors that should be considered in developing a 
renewal or extension assumptions used for purposes of determining the useful life of a recognized intangible asset under 
FASB Statement No. 142, Goodwill and Other Intangible Assets (“SFAS 142”).  FSP FAS 142-3 is intended to improve the 
consistency between the useful life of a recognized intangible asset under SFAS 142 and the period of expected cash 
flows used to measure the fair value of the asset under SFAS 141(R) and other U.S. generally accepted accounting 
principles.  FSP FAS 142-3 is effective for fiscal years beginning after December 15, 2008. Earlier application is not 
permitted. The Company believes the impact of adopting FSP FAS 142-3 will not have a material effect on the 
Consolidated Financial Statements. 

FSP FIN 39-1. In April 2007, the FASB directed the FASB Staff to issue FSP No. FIN 39-1, Amendment of FASB 
Interpretation No. 39 (“FSP FIN 39-1”). FSP FIN 39-1 modifies FIN No. 39, Offsetting of Amounts Related to Certain 
Contracts, and permits companies to offset cash collateral receivables or payables with net derivative positions under 
certain circumstances. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007, with early adoption 
permitted. FSP FIN 39-1 does not affect the Consolidated Financial Statements because it clarified the acceptability of 
existing market practice, which the Company uses, of netting cash collateral against net derivative assets and liabilities. 

FSP FIN 48-1. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 48-1, Definition of “Settlement” In 
FASB Interpretation No. 48 (“FSP FIN 48-1”). Under FSP FIN 48-1, a previously unrecognized tax benefit may be 
subsequently recognized if the tax position is effectively settled and other specified criteria are met. The Company 
adopted FSP FIN 48-1 upon adoption of FIN 48. 

FSP APB 14-1. In May 2008, the FASB directed the FASB Staff to issue FSP APB 14-1, Accounting for Convertible Debt 
Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement) (“FSP APB 14-1”). FSP APB 14-1 
applies to convertible debt instruments that, by their stated terms, may be settled in cash (or other assets) upon 
conversion, including partial cash settlement of the conversion option. FSP APB 14-1 requires bifurcation of the 
instrument into a debt component that is initially recorded at fair value and an equity component. The difference 
between the fair value of the debt component and the initial proceeds from issuance of the instrument is recorded as a 
component of equity. The liability component of the debt instrument is accreted to par using the effective yield method; 
accretion is reported as a component of interest expense. The equity component is not subsequently re-valued as long as 
it continues to qualify for equity treatment. FSP APB 14-1 is effective for financial statements issued and for fiscal years 
and interim periods after December 15, 2008. Early adoption is not permitted. The Company is evaluating the impact of 
adopting FSP APB 14-1 on the Consolidated Financial Statements. 
SAB 109. In November 2007, the SEC issued Staff Accounting Bulletin (“SAB”) No. 109, Written Loan Commitments 
Recorded at Fair Value Through Earnings (“SAB 109”). SAB 109 supersedes SAB No. 105, Loan Commitments Accounted for as 
Derivative Instruments (“SAB 105”), and expresses the view, consistent with the guidance in SFAS 156 and SFAS 159, that 
the expected net future cash flows related to the associated servicing of the loan should be included in the measurement 
of all written loan commitments that are accounted for at fair value through earnings. SAB 105 also expressed the view 
that internally-developed intangible assets (such as customer relationship intangible assets) should not be recorded as 
part of the fair value of a derivative loan commitment. SAB 109 retains that view and broadens its application to all 
written loan commitments that are accounted for at fair value through earnings. Adoption of SAB 109 did not have a 
material effect on the Consolidated Financial Statements. 

Effect of Adoption. The table presented below summarizes the impact of adoption from the accounting developments 
summarized above on the results of operations: 
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  Accumulated Other   
  Comprehensive  Retained Earnings 
In millions Date of Adoption Income/(Loss) Increase/(Decrease) 
Year Ended November 30, 2007 
 SFAS 157  December 1, 2006 $   45 

SFAS 158  November 30, 2007  $(210)  
 SFAS 159  December 1, 2006 22 
Six Months Ended May 31, 2008  
 FIN 48  December 1, 2007 (178) 

Elimination of QSPEs and Changes in the FIN 46(R) Consolidation Model. In April of 2008, the FASB voted to 
eliminate QSPEs from the guidance in SFAS 140 and to remove the scope exception for QSPEs from FIN 46(R). This will 
require that VIEs previously accounted for as QSPEs will need to be analyzed for consolidation according to FIN 46 (R). 
While the revised standards have not been finalized and the Board's proposals will be subject to a public comment period, 
this change may affect the Company’s Consolidated Financial Statements as the Company may lose sales treatment for 
assets previously sold to a QSPE (i.e., no longer be able to de-recognize the assets from its Statement of Financial 
Condition), as well as for future sales. The proposed revisions could be effective as early as January 2009. The Company will 
continue to evaluate the impact of these changes on its financial statements once the changes to U.S. generally accepted 
accounting principles are completed. 

The ASF Framework. On December 6, 2007, the American Securitization Forum (“ASF”), working with various 
constituency groups as well as representatives of U.S. federal government agencies, issued the Streamlined Foreclosure and Loss 
Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans (the “ASF Framework”). The ASF Framework 
provides guidance for servicers to streamline borrower evaluation procedures and to facilitate the use of foreclosure and 
loss prevention efforts in an attempt to reduce the number of U.S. subprime residential mortgage borrowers who might 
default in the coming year because the borrowers cannot afford to pay the increased loan interest rate after their U.S. 
subprime residential mortgage variable loan rate resets. The ASF Framework requires a borrower and its U.S. subprime 
residential mortgage variable loan to meet specific conditions to qualify for a modification under which the qualifying 
borrower’s loan’s interest rate would be kept at the existing rate, generally for five years following an upcoming reset period. 
The ASF Framework is focused on U.S. subprime first-lien adjustable-rate residential mortgages that have an initial fixed 
interest rate period of 36 months or less, are included in securitized pools, were originated between January 1, 2005 and July 
31, 2007, and have an initial interest rate reset date between January 1, 2008 and July 31, 2010 (defined as “Segment 2 
Subprime ARM Loans” within the ASF Framework). On June 11, 2008, ASF revised the ASF Framework to permit 
application, in appropriate circumstances, to any rate reset on Segment 2 Subprime ARM Loans rather than only the initial 
rate reset. 

On January 8, 2008, the SEC’s Office of Chief Accountant (the “OCA”) issued a letter (the “OCA Letter”) addressing 
accounting issues that may be raised by the ASF Framework. Specifically, the OCA Letter expressed the view that if a 
Segment 2 Subprime ARM Loan is modified pursuant to the ASF Framework and that loan could legally be modified, the 
OCA will not object to continued status of the transferee as a QSPE under SFAS 140. Concurrent with the issuance of the 
OCA Letter, the OCA requested the FASB to immediately address the issues that have arisen in the application of the 
QSPE guidance in SFAS 140. Any loan modifications the Company makes in accordance with the ASF Framework will not 
have a material impact on its accounting for U.S. subprime residential mortgage loans nor securitizations or retained 
interests in securitizations of U.S. subprime residential mortgage loans. 

At May 31, 2008, the Company has not yet modified a significant volume of loans using the ASF Framework. Additionally 
and at May 31, 2008, the Company does not believe its application of the ASF Framework will impact the off-balance sheet 
status of the Company sponsored QSPEs that hold Segment 2 Subprime ARM Loans.  

Basel II. As of December 1, 2005, the Company became regulated by the SEC as a consolidated supervised entity (“CSE”). 
This supervision subjects the Company to group-wide supervision and examination by the SEC, minimum capital 
requirements on a consolidated basis and reporting (including reporting of capital adequacy measurement consistent with 
the standards adopted by the Basel Committee on Banking Supervision) and notification requirements. CSE capital 
requirements for the Company are principally driven by market, credit and operational risk amounts computed using 
methodologies developed by the Company and approved by the SEC.  

The Basel Committee on Banking Supervision published an updated framework to calculate risk-based capital requirements 
in June 2006 (“Basel II”). In September 2006, U.S. federal bank regulators announced their intent to implement Basel II in 
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the U.S. On December 10, 2007, the U.S. federal bank regulators published final rules to implement new risk-based capital 
requirements in the U.S. for large, internationally active (core) banking organizations.  

The CSE regulations are intended to provide consolidated supervision of investment bank holding companies that is 
broadly consistent with U.S. federal bank regulatory oversight of bank holding companies. Basel II is meant to be applied 
on a consolidated basis for banking institutions or bank holding companies that have consolidated total assets of $250 
billion or more and/or consolidated total on-balance-sheet foreign exposure of $10 billion or more. Basel II provides two 
broad methods for calculating minimum capital requirements related to credit risk: (i) a standardized approach that relies 
heavily upon external credit assessments by major independent credit rating agencies; and (ii) an internal ratings-based 
approach, at foundation or advanced levels that permits the use of internal rating assessments in determining required 
capital. 

Beginning January 2008, certain of the Company’s subsidiaries in Europe, became subject to the Basel II requirements. The 
time frame in which Basel II requirements would become effective for U.S. banking institutions or bank holding companies 
is contemplated to be on or after (i) completion of four consecutive quarterly parallel calculations, in which an entity would 
remain subject to existing risk-based capital rules but also calculate its risk-based capital requirements under the new Basel 
II framework; and (ii) a series of transitional periods during which an entity would report under the new framework, subject 
to supervisory mandated minimum regulatory capital requirements. 

Additionally, and as an increasing number of global banking organizations become subject to Basel II, new 
interpretations may arise, and harmonization among regulators could impact the regulatory capital standards under 
which the Company operates as a CSE, as well as the requirements for some of the Company’s regulated subsidiaries. 
For further discussion of the Company’s CSE capital ratios, see “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations— CSE Regulatory Capital” in this Report. 

Note 2 Business and Geographic Segments 

Business Segments 

The Company organizes its business operations into three business segments: Capital Markets, Investment Banking and 
Investment Management. 

The business segment information for the periods ended May 31, 2008 and 2007 is prepared using the following 
methodologies and generally represents the information that is relied upon by management in its decision-making 
processes: 

• Revenues and expenses directly associated with each business segment are included in determining income before 
taxes. 

• Revenues and expenses not directly associated with specific business segments are allocated based on the most 
relevant measures applicable, including each segment’s revenues, headcount and other factors. 

• Net revenues include allocations of interest revenue, interest expense and revaluation of certain long-term and 
short-term debt measured at fair value to securities and other positions in relation to the cash generated by, or 
funding requirements of, the underlying positions. 

• Business segment assets include an allocation of indirect corporate assets that have been fully allocated to the 
segments, generally based on each segment’s respective headcount figures. 

Capital Markets 

The Capital Markets segment is divided into two components: 

Fixed Income — The Company makes markets in and trades municipal and public sector instruments, interest rate and credit 
products, mortgage-related securities and loan products, currencies and commodities. The Company also originates 
mortgages and structures and enters into a variety of derivative transactions. The Company provides research covering 
economic, quantitative, strategic, credit, relative value, index and portfolio analyses. Additionally, the Company provides 
financing, advice and servicing activities to the hedge fund community, known as prime brokerage services. The Company 
engages in certain proprietary trading activities and in principal investing in real estate that are managed within this 
component. 
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Equities — The Company makes markets in and trades equities and equity-related products and enters into a variety of 
derivative transactions. The Company also provides equity-related research coverage as well as execution and clearing 
services for clients. Through capital markets prime services, the Company provides prime brokerage services to the hedge 
fund community. The Company also engages in proprietary trading activities and private equity and other related 
investments. 

Investment Banking 

The Company takes an integrated approach to client coverage, organizing bankers into industry, product and geographic 
groups within the Investment Banking segment. Business services provided to corporations and governments worldwide 
can be separated into: 

Global Finance — The Company serves clients’ capital raising needs through underwriting, private placements, leveraged 
finance and other activities associated with debt and equity products. 

Advisory Services — The Company provides business advisory services with respect to mergers and acquisitions, divestitures, 
restructurings and other corporate activities. 

Investment Management  

The Investment Management business segment consists of: 

Asset Management — The Company provides customized investment management services for high net worth clients, mutual 
funds and other institutional investors. Asset Management also serves as general partner for private equity and other 
alternative investment partnerships and has minority stake investments in certain alternative investment managers.  

Private Investment Management — The Company provides investment, wealth advisory and capital markets execution 
services to high net worth and institutional clients. 

Business Segments 

 Capital Investment Investment  
In millions Markets Banking Management Total 
Three Months Ended May 31, 2008     
Gross revenues $  4,522 $   858 $ 860 $ 6,240 
Interest expense 6,896 ― 12 6,908 
Net revenues (2,374) 858 848 (668) 
Depreciation and amortization expense 121 14 30 165 
Other expenses 2,014 651 589 3,254 
Income before taxes $(4,509) $   193 $ 229 $(4,087) 
Segment assets (in billions) $  629.3 $    1.3 $  8.8 $  639.4 
Three Months Ended May 31, 2007     
Gross revenues $13,616  $1,150  $ 813  $15,579  
Interest expense 10,022 ― 45 10,067 
Net revenues 3,594 1,150 768 5,512 
Depreciation and amortization expense 109 12 26 147 
Other expenses 2,132 800 554 3,486 
Income before taxes $ 1,353  $  338  $ 188  $ 1,879  
Segment assets (in billions) $ 595.5  $   1.3  $  9.1  $ 605.9  
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 Capital Investment Investment  
In millions Markets Banking Management Total 
Six Months Ended May 31, 2008     
Gross revenues $15,033 $1,725 $1,852 $18,610 
Interest expense 15,736 ― 35 15,771 
Net revenues (703) 1,725 1,817 2,839 
Depreciation and amortization expense 237 28 60 325 
Other expenses 3,332 1,323 1,283 5,938 
Income before taxes $(4,272) $  374 $  474 $ (3,424) 
Segment assets (in billions) $ 629.3 $   1.3 $   8.8 $  639.4 
Six Months Ended May 31, 2007    
Gross revenues $25,838  $2,000 $1,536  $29,374  
Interest expense 18,742 ― 73 18,815 
Net revenues 7,096 2,000 1,463 10,559 
Depreciation and amortization expense 211 22 51 284 
Other expenses 4,163 1,450 1,084 6,697 
Income before taxes $ 2,722  $  528 $  328  $ 3,578  
Segment assets (in billions) $ 595.5  $   1.3 $   9.1  $ 605.9  

Geographic Net Revenues 

The Company organizes its operations into three geographic regions:  

• Europe and the Middle East, inclusive of operations in Russia and Turkey; 

• Asia-Pacific, inclusive of operations in Australia and India; and 

• the Americas. 

Net revenues presented by geographic region are based upon the location of the senior coverage banker or investment 
advisor in the case of Investment Banking or Asset Management, respectively, or where the position was risk managed 
within Capital Markets and Private Investment Management. Certain revenues associated with U.S. products and services 
that result from relationships with international clients have been classified as international revenues using an allocation 
process. The methodology for allocating the Firm’s revenues to geographic regions is dependent on the judgment of 
management. Additionally, because certain components of revenues reflect the overall performance of the Company as well 
as the performance of individual business units, performance in one segment may be affected by the performance of other 
segments. 

The following presents, in management’s judgment, a reasonable representation of each region’s contribution to net 
revenues. 

Geographic Net Revenues  

 Three Months Ended May 31, Six Months Ended May 31, 
In millions 2008 2007 2008 2007 
Europe and the Middle East $(499) $1,829 $   261 $ 3,197 
Asia-Pacific 57 762 1,405 1,356
 Total Non-Americas (442) 2,591 1,666 4,553
U.S.  (290) 2,888 1,052 5,916
Other Americas 64 33 121 90
 Total Americas (226) 2,921 1,173 6,006
Net revenues $(668) $5,512 $2,839 $10,559 
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Note 3 Financial Instruments and Other Inventory Positions 

Financial instruments and other inventory positions owned and Financial instruments and other inventory positions sold 
but not yet purchased were comprised of the following: 

 Owned   Sold But Not Yet Purchased 
In millions May 31, 2008 Nov 30, 2007  May 31, 2008 Nov 30, 2007 
Mortgage and asset-backed securities $  72,461 $  89,106 $      351 $       332 
Government and agencies 26,988 40,892 63,731 71,813
Corporate debt and other 49,999 54,098 8,344 6,759
Corporate equities 47,549 58,521 43,184 39,080
Real estate held for sale 20,664 21,917 — —
Commercial paper and other money market   
 instruments 4,757 4,000 12 12
Derivatives and other contractual agreements 46,991 44,595 25,885 31,621
  $269,409 $313,129 $141,507 $149,617 

Mortgage and asset-backed securities. Mortgage and asset-backed securities include residential and commercial whole 
loans and interests in residential and commercial mortgage-backed securitizations. Also included within Mortgage and asset-
backed securities are securities whose cash flows are based on pools of assets in bankruptcy-remote entities, or collateralized 
by cash flows from a specified pool of underlying assets. The pools of assets may include, but are not limited to mortgages, 
receivables and loans. Additionally, the Company’s mortgage-related trading positions consist of loans purchased as non-
performing loans, equity interests in commercial properties and asset-backed securities that are backed by mortgage loans or 
other assets. 

It is the Company’s intent to sell through securitization or syndication activities, residential and commercial mortgage whole 
loans the Company originates, as well as those acquired in the secondary market. The Company originated approximately 
$0.5 billion and $2 billion of residential mortgage loans for the three and six months ended May 31, 2008, respectively, 
compared to the $17 billion and $32 billion for the three and six months ended May 31, 2007, respectively. The Company 
originated approximately $2 billion and $4 billion of commercial mortgage loans for the three and six months ended May 
31, 2008, respectively, compared to the $19 billion and $32 billion for the three and six months ended May 31, 2007, 
respectively. 

Balances reported for Mortgage and asset-backed securities include approximately $11.7 billion and $11.9 billion at May 31, 
2008 and November 30, 2007, respectively, of loans transferred to securitization vehicles where such transfers were 
accounted for as secured financings rather than sales. The securitization vehicles issued securities that were distributed to 
investors. The Company considers itself to have economic exposure only to the securities retained from those securitization 
vehicles; the Company does not have economic exposure to the underlying assets in those securitization vehicles. For 
further discussion of securitization activities, see Note 6, “Securitizations and Special Purpose Entities,” to the Consolidated 
Financial Statements. 
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At May 31, 2008 and November 30, 2007, the Company’s inventory of Mortgage and asset-backed-related positions, 
excluding those to which the Company does not have economic exposure, which were approximately $11.7 billion and 
$11.9 billion at May 31, 2008 and November 30, 2007, respectively, generally included the following types of assets: 

In millions May 31, 2008  November 30, 2007 
Residential: 
 Securities(1) $ 14,986 $ 16,709
 Whole loans 8,250 14,235
 Servicing and other 1,666 1,235
 $ 24,902 $ 32,179
Commercial: 
 Whole loans $ 19,862 $ 26,200
 Securities and other(2) 9,528 12,738
 $ 29,390 $ 38,938
 
Other asset-backed (3) $   6,482 $   6,163
Total $ 60,774 $ 77,280
(1) At May 31, 2008, includes approximately $5.3 billion of investment grade interests in securitizations which the Company underwrote (“retained 

interests”); approximately $1.2 billion of non-investment grade retained interests in securitizations; and the remaining portion were acquired by the 
Company in the secondary market. At November 30, 2007, includes approximately $7.1 billion of investment grade retained interests in securitizations); 
approximately $1.6 billion of non-investment grade retained interests in securitizations; and the remaining portion were acquired by the Company in the 
secondary market. 

(2) At May 31, 2008, includes approximately $1.6 billion of investment grade interests in securitizations which the Company originated and $0.1 billion of 
non-investment grade retained interests in securitizations at May 31, 2008; and the remaining portion were acquired by the Company in the secondary 
market. At November 30, 2007, includes approximately $2.4 billion of investment grade retained interests in securitizations; approximately $0.03 billion 
of non-investment grade retained interests in securitizations; and the remaining portion were acquired by the Company in the secondary market.  

(3) Included within this line are securities as well as whole loans. Specifically, these positions include franchise-related whole business financings, small 
business loans, and various asset-backed positions related to student loans, credit cards and auto loans.  

At May 31, 2008 and November 30, 2007, the Company’s portfolio of U.S. subprime residential mortgages, excluding those 
to which the Company does not have economic exposure, generally included the following types of assets:1 

In millions May 31, 2008 November 30, 2007 
U.S. residential subprime mortgages 
 Whole loans(1) $1,048 $ 3,226
 Securities 1,686 1,995
 Other 21 55
Total $2,755 $ 5,276
(1) Excludes loans to which the Company does not have economic exposure, which were approximately $2.0 billion and $2.9 billion at May 31, 2008 and 

November 30, 2007, respectively. 

Government and agencies. Included within these balances are instruments issued by a national government or agency 
thereof, denominated in the country’s own currency or in a foreign currency (e.g., sovereign) as well as municipals. 

Corporate debt and other. Longer-term debt instruments, generally with a maturity date falling at least a year after their 
issue date, not issued by governments and may or may not be traded on major exchanges, are included within this 
component. 

Non-derivative, physical commodities are reported as a component of this line item and were approximately $527 million 
and $308 million in May 31, 2008 and November 30, 2007, respectively.  

Corporate equities. Balances generally reflect held positions in any instrument that has an equity ownership component, 
such as equity-related positions, public ownership equity securities that are listed on public exchanges, private equity-related 
positions and non-public ownership equity securities that are not listed on a public exchange. 
                                                           
1 The Company generally defines U.S. subprime residential mortgage loans as those associated with borrowers having a credit score in the range of 

620 or lower using the Fair Isaac Corporation’s statistical model, or having other negative factors within their credit profiles. Prior to its closure in 
the third quarter of fiscal 2007, the Company originated subprime residential mortgage loans through BNC Mortgage LLC (“BNC”), a wholly-
owned subsidiary of the Company’s U.S. regulated thrift Lehman Brothers Bank, FSB. BNC served borrowers with subprime qualifying credit 
profiles but also served borrowers with stronger credit history as a result of broker relationships or product offerings and such loans are also 
included in the Company’s subprime business activity. For residential mortgage loans purchased from other mortgage originators, the Company 
uses a similar subprime definition as for its origination activity. Additionally, second lien loans are included in the Company’s subprime business 
activity. 
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Real estate held for sale. The Company makes equity and debt investments in entities (including voting-interest entities 
and VIEs) whose underlying assets are real estate. Real estate held for sale positions are reported by the Company at the 
lower of carrying amount or fair value less cost to sell. The Company consolidates those entities in which it either controls 
the entity under SFAS 94 or is the primary beneficiary in accordance with FIN 46(R). At May 31, 2008 and November 30, 
2007, the Company had approximately $20.7 billion and $21.9 billion, respectively, of real estate positions (parcels of land 
and/or related physical property). The Company considers itself to have economic exposure only to its direct investments 
in these entities; the Company does not have economic exposure to the total underlying assets in these entities. The 
Company’s net investment positions related to real estate, excluding the amounts that have been consolidated but for which 
the Company does not have economic exposure, was approximately $10.4 billion and $12.8 billion at May 31, 2008 and 
November 30, 2007, respectively. 

At May 31, 2008, the Company held approximately $2.6 billion of real estate-related positions that did not qualify as held 
for sale pursuant to SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. Accordingly, the Company 
recorded accumulated depreciation expense of approximately $80 million in the second quarter of 2008 for these assets. 
This expense represents the cumulative depreciation for those positions since their inception through May 31, 2008. This 
amount is a component of Other non-interest expenses in the Consolidated Statement of Income. These positions are 
reported by the Company at the lower of carrying amount or fair value less cost to sell. Of the approximately $2.6 billion, 
the amount that has been consolidated but for which the Company does not have economic exposure, was approximately 
$0.9 billion at May 31, 2008. Of the approximately $80 million of accumulated depreciation expense, approximately $32 
million related to the $0.9 billion for which the Company does not have economic exposure. 

Commercial paper and other money market instruments. Commercial paper and other money market instruments 
include short-term obligations, generally issued by financial institutions or corporations, with maturities within a calendar 
year of the financial statement date. These instruments may include promissory notes, drafts, checks and certificates of 
deposit. 

Derivatives and other contractual agreements. These balances generally represent future commitments to exchange 
interest payment streams or currencies based on contract or notional amounts or to purchase or sell other financial 
instruments or physical assets at specified terms on a specified date. Both over-the-counter and exchange-traded 
derivatives are reflected. 

The following table presents the fair value of Derivatives and other contractual agreements at May 31, 2008 and 
November 30, 2007. Assets included in the table represent unrealized gains, net of unrealized losses, for situations in 
which the Company has a master netting agreement. Similarly, liabilities represent net amounts owed to counterparties. 
The fair value of derivative contracts represents net receivable/payable for derivative financial instruments before 
consideration of securities collateral. Asset and liabilities are presented below net of cash collateral of approximately 
$23.8 billion and $21.6 billion, respectively, at May 31, 2008 and $19.7 billion and $17.5 billion, respectively, at 
November 30, 2007.  
Fair Value of Derivatives and Other Contractual Agreements 

 May 31, 2008 November 30, 2007 
In millions Assets Liabilities Assets Liabilities 
Over-the-Counter: (1)  
 Interest rate, currency and credit default   
 swaps and options $ 25,648 $   9,733 $ 22,028  $ 10,915
 Foreign exchange forward contracts and options 2,383 2,270 2,479 2,888
 Other fixed income securities   
  contracts (including TBAs and forwards) 10,341 5,692 8,450 6,024
 Equity contracts (including equity swaps,   
 warrants and options) 6,022 6,391 8,357 9,279
Exchange Traded:  
 Equity contracts (including equity swaps,   
 warrants and options) 2,597 1,799 3,281 2,515
 $ 46,991 $ 25,885 $ 44,595 $ 31,621
(1)  The Company’s net credit exposure for OTC contracts is $37.4 billion and $34.6 billion at May 31, 2008 and November 30, 2007, respectively, 

representing the fair value of OTC contracts in a net receivable position, after consideration of collateral.  

At May 31, 2008, commodity derivative assets and liabilities were $4.1 billion and $3.4 billion, respectively. At November 
30, 2007, commodity derivative assets and liabilities were both approximately $1.5 billion.  
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Concentrations of Credit Risk 

A substantial portion of securities transactions are collateralized and are executed with, and on behalf of, financial 
institutions, which includes other brokers and dealers, commercial banks and institutional clients. The Company’s exposure 
to credit risk associated with the non-performance of these clients and counterparties in fulfilling their contractual 
obligations with respect to various types of transactions can be directly affected by volatile or illiquid trading markets, which 
may impair the ability of clients and counterparties to satisfy their obligations to the Company. 

Financial instruments and other inventory positions owned include U.S. government and agency securities, and securities 
issued by non-U.S. governments, which in the aggregate represented 4% and 6% of total assets at May 31, 2008 and 
November 30, 2007, respectively. In addition, collateral held for resale agreements represented approximately 27% and 24% 
of total assets at May 31, 2008 and November 30, 2007, respectively, and primarily consisted of securities issued by the U.S. 
government, federal agencies or non-U.S. governments. The Company’s most significant industry concentration is financial 
institutions, which includes other brokers and dealers, commercial banks and institutional clients. This concentration arises 
in the normal course of business. 

Note 4 Fair Value of Financial Instruments 

Financial instruments and other inventory positions owned, excluding Real estate held for sale, and Financial instruments 
and other inventory positions sold but not yet purchased, are presented at fair value. In addition, certain long and short-
term borrowing obligations, principally certain hybrid financial instruments, and certain deposit liabilities at banks, are 
presented at fair value. 

Fair value is defined as the price at which an asset could be exchanged in a current transaction between knowledgeable, 
willing parties. A liability’s fair value is defined as the amount that would be paid to transfer the liability to a new obligor, 
not the amount that would be paid to settle the liability with the creditor. Where available, fair value is based on observable 
market prices or parameters or derived from such prices or parameters. In instances where valuation models are applied, 
inputs are correlated to a market value, combinations of market values or the Company’s proprietary data. These valuation 
techniques involve some level of management estimation and judgment, the degree of which is dependent on the price 
transparency for the instruments or market and the instruments’ complexity. 

Assets and liabilities recorded at fair value in the Consolidated Statement of Financial Condition are categorized based upon 
the level of judgment associated with the inputs used to measure their fair value. Hierarchical levels, defined by SFAS 157 
and directly related to the amount of subjectivity associated with the inputs to fair valuation of these assets and liabilities, are 
as follows: 

Level 1 — Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets. A 
quoted price for an identical asset or liability in an active market (e.g., an equity security traded on the New 
York Stock Exchange) provides the most reliable fair value measurement because it is directly observable to the 
market. The types of assets and liabilities valued based on quoted market prices in active markets and 
categorized by the Company as Level 1 within the fair value hierarchy generally include equities listed in active 
markets, G-7 government and agency securities, investments in publicly traded mutual funds with quoted 
market prices and listed derivatives. 

Level 2 — Level 2 inputs are inputs that are observable, either directly or indirectly, but do not qualify as Level 
1 inputs. Level 2 inputs may include: 

• Quoted prices for similar assets or liabilities in active markets. 

• Quoted prices for identical or similar assets or liabilities in markets that are not active, that is, markets 
in which there are few transactions for the asset or liability, the prices are not current, or price 
quotations vary substantially either over time or among market makers (e.g., some brokered markets), 
or in which little information is released publicly (e.g., a principal-to-principal market). 

• Inputs other than quoted prices that are observable for the asset or liability (e.g., interest rates and 
yield curves observable at commonly quoted intervals, volatilities, prepayment speeds, loss severities, 
credit risks, and default rates). 

• Inputs that are derived principally from or corroborated by observable market data through 
correlation or by other means (market-corroborated inputs). 
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The types of assets and liabilities 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 non-G-7 government securities, municipal bonds, certain hybrid financial 
instruments, certain mortgage and asset backed securities, certain corporate debt, certain commitments and 
guarantees, certain private equity investments, including equity interests in investment managers, and certain 
derivatives. Level 2 derivatives are valued using pricing models based on the net present value of estimated 
future cash flows and directly observed prices from exchange-traded derivatives, other OTC derivative 
contracts, or external pricing services, while taking into account either the Company’s or counterparty’s 
creditworthiness, as appropriate. Determining the fair value for Level 2 derivative contracts can require a 
significant level of estimation and management judgment. 

Financial instruments categorized as Level 2 within the SFAS 157 hierarchy are generally presented, at 
inception, using the transacted price. Thereafter, the Company generally values Level 2 assets and liabilities 
based upon comparable market prices or other relevant information from market transactions involving 
identical or comparable assets and liabilities.  

Level 3 — Level 3 inputs reflect the Company’s assumptions that it believes market participants would use in 
pricing the asset or liability. The Company develops Level 3 inputs based on the best information available in 
the circumstances, which may include indirect correlation to a market value, combinations of market values or 
the Company’s proprietary data. Level 3 inputs generally include information derived through extrapolation or 
interpolation of observable market data. 

At May 31, 2008, the Company included within Level 3 certain assets and liabilities that were components of 
the following inventory classifications: 

• Certain Mortgage and asset-backed securities which, at inception, may be reflected at the original 
transaction cost. However, they subsequently may be reflected at a value based upon valuation 
methodologies that incorporate a variety of inputs including prices observed from execution of a 
number of trades in the marketplace; ABX, CMBX and similar indices that track the performance of a 
series of credit default swaps based upon specific types of mortgages; and other market information, 
such as data on remittances received and updated cumulative loss data on underlying obligations. 
These asset types include mortgage whole loans, asset-backed securities, and private label or agency 
collateralized mortgage obligations.  

• Certain corporate debt positions which generally are initially presented at the original transaction 
price. Thereafter, the fair value of these positions are generally estimated by using executed 
transactions on comparable positions and anticipated market prices based upon pricing indications 
from syndicate banks and customers. The valuation of these positions also takes into account certain 
fee income, third-party credit ratings of counterparties and underlying movements in credit spreads of 
the counterparties. These asset types include non-performing loan portfolios, loans to counterparties 
that do not have correlation to market prices, and other loans held and awaiting securitization or 
syndication.  

• Certain corporate equities, generally unlisted or private placement positions, which generally are 
originally reflected at their transaction price. Thereafter, these positions are subsequently valued based 
on third-party investments, pending transactions or changes in financial ratios (e.g., earnings 
multiples). These asset types include private equity and principal investment positions in addition to 
equity interests in corporations or investment vehicles. 

• Derivative positions that were originally recorded based upon valuation models using initial trade 
prices. Changes in the valuations thereafter are not a result of changes in model methodology but 
changes in model inputs (e.g., interest rates, credit spreads and volatilities). Model inputs are updated 
only when those inputs can be corroborated with other market data. These asset types include interest 
rate option contracts, credit default swaptions, structured volatility derivatives and other forward 
starting contracts that are generally long-tenured. 

The Company makes certain valuation adjustments (e.g., credit adjustments) at a portfolio level. In determining fair value, 
the Company considers both the credit risk of counterparties, as well as its own creditworthiness. The Company 
attempts to mitigate credit risk to third parties by entering into netting and collateral arrangements. Net exposure is then 
measured with consideration of a counterparty’s creditworthiness and is incorporated into the fair value of the respective 
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instruments. In the calculation of the credit risk adjustment for derivatives, the Company attempts to use observable 
market credit spreads. The impact of our credit risk is incorporated into the fair valuation, even when credit risk is not 
readily observable in the pricing of an instrument, such as in OTC derivatives contracts. 

Valuation allowances are generally recorded on an aggregate basis. For a portfolio of assets or liabilities, the Company 
attributes valuation adjustments to individual transactions for financial reporting purposes. Management believes the 
methodology adopted to allocate valuation adjustments on a portfolio to individual positions is reasonable and consistently 
applied during the periods presented. 

Fair Value on a Recurring Basis 

Assets and liabilities measured at fair value on a recurring basis and which were categorized as Level 3 at May 31, 2008 and 
November 30, 2007 were approximately $37.9 billion, compared to $38.9 billion at November 30, 2007. 

 At 
In millions May 31, 2008 Nov 30, 2007 
Level 3 assets  $  41,344 $  41,979 
 Less: Level 3 derivative liabilities (3,433) (3,095) 
Level 3 assets (net derivatives) $  37,911 $  38,884 

 Assets and liabilities measured at fair value on a recurring basis are categorized in the tables below based upon the lowest 
level of significant input to the valuations. 

 Assets at Fair Value as of May 31, 2008 
In millions Level 1 Level 2 Level 3 Total 
Mortgage and asset-backed securities(1) $       347 $   51,517 $ 20,597 $  72,461
Government and agencies 11,002 15,986 — 26,988
Corporate debt and other 77 44,332 5,590 49,999
Corporate equities 26,785 10,606 10,158 47,549
Commercial paper and other money market instruments 4,757 — — 4,757
Derivative assets(2) 2,597 39,395 4,999 46,991
 $ 45,565 $161,836 $41,344 $248,745
 

 Liabilities at Fair Value as of May 31, 2008 
In millions Level 1 Level 2 Level 3 Total 
Mortgage and asset-backed securities $        — $    351 $     — $      351
Government and agencies 60,689 3,042 — 63,731
Corporate debt and other 5 8,339 — 8,344
Corporate equities 42,356 828 — 43,184
Commercial paper and other money market instruments 12 — — 12
Derivative liabilities(2) 1,799 20,653 3,433 25,885
 $104,861 $33,213 $3,433 $141,507
(1) Includes loans transferred to securitization vehicles where such transfers were accounted for as secured financings rather than sales of 

approximately $11.7 billion at May 31, 2008. The securitization vehicles issued securities that were distributed to investors. The Company does 
not have economic exposure to the underlying assets in those securitization vehicles beyond the Company’s retained interests. The loans are 
reflected as an asset within Mortgages and asset-backed positions and the proceeds received from the transfer are reflected as a liability within 
Other secured borrowings. These loans are classified as Level 2 assets. 

(2) Derivative assets and liabilities are presented on a net basis by level. Inter- and intra-level cash collateral, cross-product and counterparty netting 
at May 31, 2008 were approximately $45.6 billion and $43.4 billion, respectively. 
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 Assets at Fair Value as of November 30, 2007 
In millions Level 1 Level 2 Level 3 Total 
Mortgage and asset-backed securities(1) $       240 $   63,914 $ 24,952 $  89,106
Government and agencies 25,393 15,499 — 40,892
Corporate debt and other 324 50,692 3,082 54,098
Corporate equities 39,336 10,812 8,373 58,521
Commercial paper and other money market instruments 4,000 — — 4,000
Derivative assets(2) 3,281 35,742 5,572 44,595
 $ 72,574 $176,659 $41,979 $291,212
 

 Liabilities at Fair Value as of November 30, 2007 
In millions Level 1 Level 2 Level 3 Total 
Mortgage and asset-backed securities $        — $    332 $     — $      332
Government and agencies 67,484 4,329 — 71,813
Corporate debt and other 22 6,737 — 6,759
Corporate equities 39,080 — — 39,080
Commercial paper and other money market instruments 12 — — 12
Derivative liabilities(2) 2,515 26,011 3,095 31,621
 $109,113 $37,409 $3,095 $149,617
 (1) Includes loans transferred to securitization vehicles where such transfers were accounted for as secured financings rather than sales of 

approximately $11.9 billion. The securitization vehicles issued securities that were distributed to investors. The Company does not have economic 
exposure to the underlying assets in those securitization vehicles beyond the Company’s retained interests. The loans are reflected as an asset 
within Mortgages and asset-backed positions and the proceeds received from the transfer are reflected as a liability within Other secured 
borrowings. These loans are classified as Level 2 assets. 

(2) Derivative assets and liabilities are presented on a net basis by level. Inter- and intra-level cash collateral, cross-product and counterparty netting 
at November 30, 2007 was approximately $38.8 billion and $36.6 billion, respectively. 
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Level 3 Gains and Losses 

The tables presented below summarize the change in balance sheet carrying values associated with Level 3 Financial 
instruments for six months ended May 31, 2008 and May 31, 2007. Caution should be utilized when evaluating reported net 
revenues for Level 3 Financial instruments because the values presented exclude economic hedging activities that may be 
transacted in instruments categorized within other fair value hierarchy levels. Actual net revenues associated with Level 3 
Financial instruments inclusive of hedging activities could differ materially. 

 Mortgage and asset- Corporate Corporate   
In millions backed securities debt and other equities Net derivatives Total 
Balance at 
December 1, 2007 

 $  
24,952 

 $  
3,082 

 $  
8,373 

 $ 
2,477 

 $ 
38,884 

 Net Payments, 
Purchases and 
Sales 

 (2,159)  545  1,293  (8)  (329)

 Net Transfers 
In/(Out) 

 31  2,094  164  (1,122)  1,167

 Gains/(Losses)(1)      
 Realized  (107)  13  32  (137)  (199)
 Unrealized  (2,120)  (144)  296  356  (1,612
Balance at May  $ 

20,597 
 $  

5,590 
 $ 

10,158 
 $ 

1,566 
 $ 

37,911 

 

 Mortgage and asset- Corporate Corporate   
In millions backed securities debt and other equities Net derivatives Total 
Balance at 
December 1, 2006 

$   8,575  $  
1,924 

 $ 
2,427 

 $   
686 

 $ 
13,612 

 Net Payments, 
Purchases and 
Sales 

4,020  478  1,187  277  5,962

 Net Transfers 
In/(Out) 

14  95  375  39  523 

 Gains/(Losses)(1)      
 Realized 450  50  26  55  581 
 Unrealized (211)  2  148  223  162 
Balance at May $ 12,848  $  

2,549 
 $ 

4,163 
 $ 

1,280 
 $ 

20,840 

 (1) Realized or unrealized gains/(losses) from changes in values of Level 3 Financial instruments represent gains/(losses) from changes in values of those 
Financial instruments only for the period(s) in which the instruments were classified as Level 3. 

The tables presented below summarize the change in balance sheet carrying values associated with Level 3 Financial 
instruments for the two quarterly periods completed to date for fiscal year 2008 and the four quarterly periods of fiscal year 
2007. Caution should be utilized when evaluating reported net revenues for Level 3 Financial instruments because the 
values presented exclude economic hedging activities that may be transacted in instruments categorized within other fair 
value hierarchy levels. Actual net revenues associated with Level 3 Financial instruments inclusive of hedging activities could 
differ materially. 

 Mortgage and asset- Corporate Corporate   
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In millions backed securities debt and other equities Net derivatives Total 
Balance at 
December 1, 2007 

 $   
24,952 

 $  
3,082 

 $ 8,373  $ 
2,477 

 $ 
38,884 

 Net Payments, 
Purchases and 
Sales 

 46  524  360  73  1,00

 Net Transfers 
In/(Out) 

 (519)  655  (80)  34  90

 Gains/(Losses)(1)      
 Realized  83  24  27  (20)  114
 Unrealized  (750)  (35)  695  204  114
Balance at  23,812  4,250  9,375  2,768  40,

 Net Payments, 
Purchases and 
Sales 

 (2,205)  21  933  (81)  (1,3

 Net Transfers 
In/(Out) 

 550  1,439  244  (1,156)  1,07

 Gains/(Losses)(1)      
 Realized  (190)  (11)  5  (117)  (31
 Unrealized  (1,370)  (109)  (399)  152  (1,7
Balance at May  $   

20,597 
 $ 

5,590 
 $10,158  $ 

1,566 
 $ 

37,911 

(1) Realized or unrealized gains/(losses) from changes in values of Level 3 Financial instruments represent gains/(losses) from changes in values of those 
Financial instruments only for the period(s) in which the instruments were classified as Level 3. 

 

 Mortgage and asset- Corporate Corporate   
In millions backed securities debt and other equities Net derivatives Total 
Balance at December 1, 2006 $   8,575 $  1,924 $ 2,427 $   686 $ 13,612 
 Net Payments, Purchases and 
Sales 

2,349 428 210 283 3,270 

 Net Transfers In/(Out) 137 — — — 137 
 Gains/(Losses)(1)      
 Realized 176 19 21 7 223 
 Unrealized (80) 13 13 158 104 
Balance at February 28, 2007 11,157 2,384 2,671 1,134 17,346 
 Net Payments, Purchases and 
Sales 

1,671 50 977 (6) 2,692 

 Net Transfers In/(Out) (123) 95 375 39 386 
 Gains/(Losses) (1)      
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 Realized 274 31 5 48 358 
 Unrealized (131) (11) 135 65 58 
Balance at May 31, 2007 12,848 2,549 4,163 1,280 20,840 
 Net Payments, Purchases and 
Sales 

1,575 (299) 545 (59) 1,762 

 Net Transfers In/(Out) 9,856 (144) 232 (160) 9,784 
 Gains/(Losses) (1)      
 Realized 210 7 37 (4) 250 
 Unrealized (825) 19 62 543  (201) 
Balance at August 31, 2007 23,664 2,132 5,039 1,600 32,435 
 Net Payments, Purchases and 
Sales 

1,213 292 2,939 157 4,601 

 Net Transfers In/(Out) 1,480 615 103 31 2,229 
 Gains/(Losses) (1)      
 Realized 255 47 227 (166) 363 
 Unrealized (1,660) (4) 65 855 (744) 
Balance at November 30, 2007 $ 24,952 $  3,082 $ 8,373 $ 2,477 $ 38,884 
 (1) Realized or unrealized gains/(losses) from changes in values of Level 3 Financial instruments represent gains/(losses) from changes in values of those 

Financial instruments only for the period(s) in which the instruments were classified as Level 3. 

Net revenues (both realized and unrealized) for Level 3 Financial instruments are a component of Principal transactions in 
the Consolidated Statement of Income. Net realized losses associated with Level 3 Financial instruments were 
approximately $0.3 billion and $0.2 billion for the 2008 three and six months ended, respectively, compared to net realized 
gains of $0.4 billion and $0.6 billion in the corresponding 2007 periods. The net unrealized loss on Level 3 non-derivative 
Financial instruments was approximately $1.9 billion and $2.0 billion for the 2008 three and six months ended, respectively, 
compared to approximately $7 million and $61 million in the corresponding 2007 periods, primarily consisting of unrealized 
losses from mortgage and asset-backed securities. The net unrealized gain on Level 3 derivative Financial instruments was 
approximately $0.2 billion and $0.4 billion for the three and six months ended May 31, 2008, respectively, primarily 
consisting of unrealized gains from volatility and interest rate products. The net unrealized gain on Level 3 derivative 
Financial instruments was approximately $0.07 billion and $0.2 billion three and six months ended May 31, 2007, 
respectively, primarily consisting of unrealized gains from credit and interest rate-related derivative positions. Level 3 
Financial instruments may be economically hedged with financial instruments not classified as Level 3; therefore, gains or 
losses associated with Level 3 Financial instruments may be offset by gains or losses associated with financial instruments 
classified in other levels of the fair value hierarchy. 

Fair Value Option 

SFAS 159 permits certain financial assets and liabilities to be measured at fair value, using an instrument-by-instrument 
election. Changes in the fair value of the financial assets and liabilities for which the fair value option was made are reflected 
in Principal transactions in the Consolidated Statement of Income. As indicated above in the fair value hierarchy tables and 
further discussed in Note 1, “Summary of Significant Accounting Policies, Accounting and Regulatory Developments—
SFAS 159,” the Company elected to account for the following financial assets and liabilities at fair value: 

Certain hybrid financial instruments. These instruments are primarily structured notes that are risk managed on a fair 
value basis and within the Company’s Capital Market activities and for which hedge accounting under SFAS 133, had been 
complex to maintain. Changes in the fair value of these liabilities, excluding any Interest income or Interest expense, are 
reflected in Principal transactions in the Consolidated Statement of Income. The Company calculates the impact of its own 
credit spread on hybrid financial instruments carried at fair value by discounting future cash flows at a rate which 
incorporates observable changes in its credit spread. At May 31, 2008, the estimated changes in the fair value attributable to 
the observable impact from instrument-specific credit risk was a gain of approximately $0.4 billion and $1.0 billion for the 
2008 three and six months ended, respectively, attributable to the widening of the Company’s credit spreads during these 
periods. The change in fair value attributable to the observable impact from instrument-specific credit risk was not material 
to the results of operations for the three and six months ended May 31, 2007. As of May 31, 2008 and November 30, 2007, 
the aggregate principal amount of hybrid financial instruments classified as short-term borrowings and measured at fair 
value exceeded the fair value by approximately $0.6 billion and $0.2 billion, respectively. Additionally, and as of May 31, 
2008 and November 30, 2007, the aggregate principal amount of hybrid financial instruments classified as long-term 
borrowings and measured at fair value exceeded the fair value by approximately $4.8 billion and $2.1 billion, respectively. 

Other secured borrowings. Certain liabilities recorded as Other secured borrowings include the proceeds received from 
transferring loans to securitization vehicles where such transfers were accounted for as secured financings rather than sales 
under SFAS 140. The transferred loans are reflected as assets within Mortgages and asset-backed securities and are 
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accounted for at fair value and categorized as Level 2 in the fair value hierarchy. The liabilities are also accounted for at fair 
value. The change in fair value of the liabilities attributable to the observable impact from instrument-specific credit risk was 
not material to the results of operations. The Company considers itself to have economic exposure only to the securities 
retained from those securitization vehicles; the Company does not have economic exposure to the underlying assets in 
those securitization vehicles. 

Deposit liabilities at banks. The Company elects to account for certain deposits at the Company’s U.S. banking 
subsidiaries at fair value. The change in fair value attributable to the observable impact from instrument-specific credit risk 
was not material to the results of operations. As of May 31, 2008 and November 30, 2007, the difference between the fair 
value and the aggregate principal amount of deposit liabilities at banks carried at fair value was not material. 
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Liabilities for which the fair value option was elected are categorized in the table below based upon the lowest level of 
significant input to the valuations. 

 At Fair Value as of May 31, 2008 
In millions Level 1 Level 2 Level 3 Total 
Certain hybrid financial instruments:    
 Short-term borrowings —  $    9,354  —  $    9,354
 Long-term borrowings —  $  27,278  —  $  27,278
Other secured borrowings —  $  13,617  —  $  13,617
Deposit liabilities at banks —  $  10,252  —  $  10,252
 

 At Fair Value as of November 30, 2007 
In millions Level 1 Level 2 Level 3 Total 
Certain hybrid financial instruments:   
 Short-term borrowings — $    9,035 — $    9,035
 Long-term borrowings — $  27,204  — $  27,204
Other secured borrowings — $    9,149 — $    9,149
Deposit liabilities at banks — $  15,986  — $  15,986

Fair Value on a Nonrecurring Basis 

The Company uses fair value measurements on a nonrecurring basis in its assessment of assets classified as Goodwill 
and other identifiable intangible assets. These assets are recorded at fair value initially and assessed for impairment 
periodically thereafter. SFAS No. 142, Goodwill and Other Intangible Assets, requires impairment testing, comparison of 
carrying amount of the assets to their current, fair value, on an annual basis and between annual tests if circumstances 
change that would more likely than not reduce the fair value of goodwill below its carrying amount. The Company 
completed its last annual impairment test on goodwill and other intangible assets as of August 31, 2007, and no 
impairment was identified. In addition, as a result of market conditions during the second quarter of 2008, the Company 
conducted an impairment test on goodwill and other intangible assets as of May 31, 2008 and no impairment was 
identified. The lowest level of inputs for fair value measurements for Goodwill and other intangible assets are Level 3.  

Note 5 Securities Received and Pledged as Collateral 

The Company enters into secured borrowing and lending transactions to finance inventory positions, obtain securities for 
settlement and meet clients’ needs. The Company receives collateral in connection with resale agreements, securities 
borrowed transactions, borrow/pledge transactions, client margin loans and derivative transactions. The Company generally 
is permitted to sell or repledge these securities held as collateral and use them to secure repurchase agreements, enter into 
securities lending transactions or deliver to counterparties to cover short positions.  

At May 31, 2008 and November 30, 2007, the fair value of securities received as collateral that the Company was permitted 
to sell or repledge was approximately $518 billion and $798 billion, respectively. The fair value of securities received as 
collateral that the Company sold or repledged was approximately $427 billion and $725 billion at May 31, 2008 and 
November 30, 2007, respectively. 

The Company also pledges its own assets, primarily to collateralize certain financing arrangements. These pledged securities, 
where the counterparty has the right by contract or custom to sell or repledge the financial instruments, were approximately 
$43 billion and $63 billion at May 31, 2008 and November 30, 2007, respectively. The carrying value of Financial 
instruments and other inventory positions owned that have been pledged or otherwise encumbered to counterparties where 
those counterparties do not have the right to sell or repledge, was approximately $80 billion and $87 billion at May 31, 2008 
and November 30, 2007, respectively. 

Note 6 Securitizations and Special Purpose Entities 

Generally, residential and commercial mortgages, home equity loans, municipal and corporate bonds, and lease and trade 
receivables are financial assets that the Company securitizes through SPEs. The Company may continue to hold an interest 
in the financial assets securitized in the form of the securities created in the transaction, including residual interests 
(“interests in securitizations”) established to facilitate the securitization transaction. Interests in securitizations are presented 
within Financial instruments and other inventory positions owned (primarily in mortgages and asset-backed securities and 
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government and agencies) in the Consolidated Statement of Financial Condition. For additional information regarding the 
accounting for securitization transactions, see Note 1, “Summary of Significant Accounting Policies—Consolidation 
Policies,” to the Consolidated Financial Statements. 

For the periods ended May 31, 2008 and 2007, the following financial assets were securitized: 

 
Three Months Ended 

May 31, 
Six Months Ended  

May 31, 
In millions 2008 2007 2008 2007 
Residential mortgages $ 5,227 $ 37,683 $12,095 $60,264 
Commercial mortgages 1,500 5,083 1,500 7,912
Municipal and other asset-backed financial instruments 1,449 909 4,572 1,917
Total $ 8,176 $ 43,675 $18,167 $70,093 

At May 31, 2008 and November 30, 2007, the Company had approximately $1.3 billion and $1.6 billion, respectively, of 
non-investment grade interests from securitization activities. 

The tables below present: the fair value of interests in securitizations at May 31, 2008 and November 30, 2007; and model 
assumptions of market factors, sensitivity of valuation models to adverse changes in the assumptions; and cash flows 
received on such interests in the securitizations. The sensitivity analyses presented below are hypothetical and should be 
used with caution since the stresses are performed without considering the effect of hedges, which serve to reduce the 
Company’s actual risk. The Company mitigates the risks associated with the below interests in securitizations through 
various risk management dynamic hedging strategies. These results are calculated by stressing a particular economic 
assumption independent of changes in any other assumption (as required by U.S. generally accepted accounting principles). 
In reality, changes in one factor often result in changes in another factor which may counteract or magnify the effect of the 
changes outlined in the table below. Changes in the fair value based on a 10% or 20% variation in an assumption should 
not be extrapolated because the relationship of the change in the assumption to the change in fair value may not be linear. 

Securitization Activity 

 May 31, 2008  November 30, 2007 
 Residential Mortgages  Residential Mortgages  
  Non-    Non-  
 Investment Investment  Investment Investment  
Dollars in millions Grade(1) Grade Other(2)  Grade(1) Grade Other(2)

Interests in securitizations         
    (in billions) $   5.3 $   1.2 $   1.8 $   7.1  $   1.6  $   2.6 
   
Weighted-average life (years) 8 9 5 9 4 6
   
Average constant prepayment rate 11.5% 14.9% — 12.4% 17.0% —
    Effect of 10% adverse change $    56 $     20 $   — $    55  $       8  $   —
    Effect of 20% adverse change $  119 $     34 $   — $  111  $     10  $   —
   
Weighted-average credit loss   
    assumption 0.6% 4.3% 1.2% 0.5% 2.4% 0.7%
    Effect of 10% adverse change $    21 $     36 $   31 $  107  $   104  $     6 
    Effect of 20% adverse change $    50 $     66 $   63 $  197  $   201  $   12 
   
Weighted-average discount rate 12.0% 20.3%   7.3% 7.7% 19.4% 7.3%
    Effect of 10% adverse change $  216 $     40 $ 147 $  245  $     53  $   84 
    Effect of 20% adverse change $  412 $     76 $ 291  $  489  $   102  $ 166 
(1) The amount of investment-grade interests in securitizations related to agency collateralized mortgage obligations was approximately $2.1 billion and 

$2.5 billion at May 31, 2008 and November 30, 2007, respectively. 
(2) At May 31, 2008, other interests in securitizations included approximately $1.6 billion of investment grade commercial mortgages, approximately $0.1 

billion of non-investment grade commercial mortgages and the remainder relates to municipal products. At November 30, 2007, other interests in 
securitizations included approximately $2.4 billion of investment grade commercial mortgages, approximately $0.03 billion of non-investment grade 
commercial mortgages and the remainder relates to municipal products.  
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Cash flows received on interests in securitizations 

 Six Months Ended May 31, 2008  Year Ended November 30, 2007 
 Residential Mortgages   Residential Mortgages  
  Non-    Non-  
 Investment Investment   Investment Investment  
In millions Grade Grade Other  Grade Grade Other 
  $ 442 $ 546 $ 105  $898  $633  $130 

Mortgage servicing rights. Mortgage servicing rights (“MSRs”) represent the right to future cash flows based upon 
contractual servicing fees for mortgage loans and mortgage-backed securities. MSRs generally arise from the securitization 
of residential mortgage loans that the Company originates. MSRs are presented within Financial instruments and other 
inventory positions owned on the Consolidated Statement of Financial Condition. At May 31, 2008 and November 30, 
2007, the Company had MSRs of approximately $1.6 billion and $1.2 billion, respectively. MSRs activities for the six 
months ended May 31, 2008 and the year ended November 30, 2007 are as follows: 

In millions May 31, 2008 November 30, 2007 
Balance, beginning of period $1,183 $    829 
 Additions, net 61 368 
 Changes in fair value:   
 Paydowns/servicing fees (90) (209) 
 Resulting from changes in valuation assumptions 453 195 
Balance, end of period $1,607 $ 1,183 

The determination of MSRs fair value is based upon a discounted cash flow valuation model. Cash flow and prepayment 
assumptions used in the discounted cash flow model are: based on empirical data drawn from the historical performance of 
MSRs; consistent with assumptions used by market participants valuing similar MSRs; and from data obtained on the 
performance of similar MSRs. These variables can, and generally will, vary from quarter to quarter as market conditions and 
projected interest rates change. For that reason, risk related to MSRs directly correlates to changes in prepayment speeds 
and discount rates. The Company mitigates this risk by entering into hedging transactions. 

The following table shows the main assumptions used to determine the fair value of MSRs at May 31, 2008 and November 
30, 2007, the sensitivity of MSRs’ fair value measurements to changes in these assumptions, and cash flows received on 
contractual servicing: 

Dollars in millions May 31, 2008 November 30, 2007 
Weighted-average prepayment speed (CPR) 15.5%   24.5% 
  Effect of 10% adverse change $   91 $    102 
  Effect of 20% adverse change $ 174 $    190 
Discount rate 12.0%  6.5% 
  Effect of 10% adverse change $   59 $     20 
  Effect of 20% adverse change $ 112 $     39 
   
Cash flows received on contractual servicing $ 175 $   276 

The above sensitivity analysis is hypothetical and should be used with caution since the stresses are performed without 
considering the effect of hedges, which serve to reduce the Company’s actual risk. These results are calculated by stressing a 
particular economic assumption independent of changes in any other assumption (as required by U.S. generally accepted 
accounting principles). In reality, changes in one factor often result in changes in another factor which may counteract or 
magnify the effect of the changes outlined in the above table. Changes in the fair value based on a 10% or 20% variation in 
an assumption should not be extrapolated because the relationship of the change in the assumption to the change in fair 
value may not be linear. 

Non-QSPE activities. The Company has transactional activity with SPEs that do not meet the QSPE criteria because their 
permitted activities are not limited sufficiently or the assets are non-qualifying financial instruments (e.g., real estate). These 
SPEs issue credit-linked notes, invest in real estate or are established for other structured financing transactions designed to 
meet clients’ investing or financing needs. 

A collateralized debt obligation (“CDO”) transaction involves the purchase by an SPE of a diversified portfolio of securities 
and/or loans that are then managed by an independent asset manager. Interests in the SPE (debt and equity) are sold to 
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third-party investors. The Company’s primary role in a CDO is to act as structuring and placement agent, warehouse 
provider, underwriter and market maker in the related CDO securities. In a typical CDO, at the direction of a third party 
asset manager, the Company will temporarily warehouse securities or loans on the Company’s balance sheet pending the 
sale to the SPE once the permanent financing is completed. At May 31, 2008 and November 30, 2007, the Company owned 
approximately $614.6 million and $581.2 million of equity securities in CDOs, respectively. Because the Company’s 
investments do not represent a majority of the CDOs’ equity, the Company is not exposed to the majority of the CDOs’ 
expected losses. Accordingly, the Company is not the primary beneficiary of the CDOs and therefore the Company does 
not consolidate them. 

As a dealer in credit default swaps, the Company makes a market in buying and selling credit protection on single issuers as 
well as on portfolios of credit exposures. The Company mitigates credit risk, in part, by purchasing default protection 
through credit default swaps with SPEs. The Company pays a premium to the SPEs for assuming credit risk under the 
credit default swap. In these transactions, SPEs issue credit-linked notes to investors and use the proceeds to invest in high 
quality collateral. The Company’s maximum potential loss associated with involvement with such credit-linked note 
transactions is measured by the fair value of credit default swaps with such SPEs. At May 31, 2008 and November 30, 2007, 
respectively, the fair values of these credit default swaps were $3.7 billion and $3.9 billion. The underlying investment grade 
collateral held by SPEs where the Company is the first-lien holder was $16.5 billion and $15.7 billion at May 31, 2008 and 
November 30, 2007, respectively. 

Because the investors assume default risk associated with both the reference portfolio and the SPEs’ assets, the Company’s 
expected loss calculations generally demonstrate the investors in the SPEs bear a majority of the entity’s expected losses. 
Accordingly, the Company generally is not the primary beneficiary and therefore do not consolidate these SPEs. In 
instances where the Company is the primary beneficiary of the SPEs, the Company consolidates the SPEs. At May 31, 2008 
and November 30, 2007, the Company consolidated approximately $223 million and $180 million of these SPEs, 
respectively. The assets associated with these consolidated SPEs are presented as a component of Financial instruments and 
other inventory positions owned, and the liabilities are presented as a component of Other secured borrowings. 

The Company also invests in real estate directly through consolidated subsidiaries and through VIEs. The Company 
consolidates investments in real estate VIEs when the Company is the primary beneficiary. The Company records the assets 
of these consolidated real estate VIEs as a component of Financial instruments and other inventory positions owned, and 
the liabilities are presented as a component of Other secured borrowings. At May 31, 2008 and November 30, 2007, the 
Company consolidated approximately $7.9 billion and $9.8 billion, respectively, of real estate-related investments. After 
giving effect to non-recourse financing, the Company’s net investment position in these consolidated real estate VIEs was 
$3.9 billion and $6.0 billion at May 31, 2008 and November 30, 2007, respectively. 

The following table summarizes non-QSPE activities at May 31, 2008 and November 30, 2007: 

In millions May 31, 2008 November 30, 2007 
Credit default swaps with SPEs  $     3,672  $     3,859
  Value of underlying investment-grade collateral  16,526  15,744
  Value of assets consolidated  223  180
  
Consolidated real estate VIEs  7,913  9,786
  Net investment  3,936  6,012

In addition to the above, the Company enters into other transactions with SPEs designed to meet clients’ investment 
and/or funding needs. For further discussion of SPE-related and other commitments, see Note 8, “Commitments, 
Contingencies and Guarantees,” to the Consolidated Financial Statements. 
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Note 7 Borrowings and Deposit Liabilities 

Borrowings and deposit liabilities at banks at May 31, 2008 and November 30, 2007 consisted of the following:  

In millions May 31, 2008 November 30, 2007 
Short-term borrowings   
 Unsecured  
 Current portion of long-term borrowings $ 20,991 $ 16,801
 Commercial paper 7,948 3,101
 Other(1) 5,703 7,645
 Secured 660 519
 Total $ 35,302 $ 28,066
 Amount carried at fair value(2) $   9,354 $   9,035
   
Deposit liabilities at banks  
 Time deposits  
  $ 10,530 $ 16,189
  16,854 10,974
 Savings deposits  
  1,427 1,556
  544 644
 Total $ 29,355 $ 29,363
 Amount carried at fair value(2) $ 10,252 $ 15,986
  
Long-term borrowings  
 Senior notes $110,553 $108,914 
 Subordinated notes 12,625 9,259
 Junior subordinated notes 5,004 4,977
 Total $128,182 $123,150 
 Amount carried at fair value(2) $  27,278 $  27,204
(1) Principally certain hybrid financial instruments with maturities of less than one year and zero-strike warrants.  
(2) Certain borrowings and deposit liabilities at banks are carried at fair value in accordance with SFAS 159. For additional information, see Note 1, 

“Summary of Significant Accounting Polices,” and Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements.  

Junior subordinated notes are notes issued to trusts or limited partnerships (collectively, the “Trusts”). The Trusts were 
formed for the purposes of (i) issuing securities representing ownership interests in the assets of the Trusts; (ii) investing 
the proceeds of the Trusts in junior subordinated notes of Holdings; and (iii) engaging in activities necessary and 
incidental thereto. Junior subordinated notes qualify as Tier 1 regulatory capital for purposes of regulatory reporting as a 
CSE and are considered capital by leading rating agencies. 

Credit Facilities 

The Company uses both committed and uncommitted bilateral and syndicated long-term bank facilities to complement 
long-term debt issuances. In particular, the Company maintains a $2.0 billion unsecured, committed revolving credit 
agreement with a syndicate of banks. In March 2008, the Company amended and restated this credit facility for three 
years to February 2011. In addition, the Company maintains a $2.5 billion multi-currency unsecured, committed 
revolving credit facility (“European Facility”) with a syndicate of banks for Lehman Brothers Bankhaus AG 
(“Bankhaus”) and Lehman Brothers Treasury Co. B.V. which expires in April 2010. The ability to borrow under such 
facilities is conditioned on complying with customary lending conditions and covenants. These conditions and covenants 
do not contain provisions that could, upon an adverse change in the Company’s credit ratings, trigger a requirement for 
an early repayment or prevent future borrowings under the facilities. The Company has maintained compliance with the 
material covenants under these credit agreements at all times. The Company draws on both of these facilities from time 
to time in the normal course of conducting business. As of May 31, 2008, there were no outstanding borrowings against 
either Holdings’ credit facility or the European Facility.  
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Note 8 Commitments, Contingencies and Guarantees 

In the normal course of business, the Company enters into various commitments and guarantees, including lending 
commitments to high grade and high yield borrowers, private equity investment commitments, liquidity commitments 
and other guarantees.  

Lending-Related Commitments 

The following table summarizes the contractual amounts of lending-related commitments at May 31, 2008 and November 
30, 2007: 

  Total 
 Expiration per Period at May 31, 2008 Contractual Amount 
 
In millions  

 
2008 

 
2009 

2010-
2011 

2012-
2013 

 
Later 

May 31, 
2008 

Nov 30, 
2007 

Lending commitments         
 High grade  $  4,569 $  4,757 $  5,589 $ 11,202 $  479 $  26,596 $  23,986
 High yield  2,858 286 1,110 3,245 912 8,411 14,420
Contingent acquisition facilities   
 High grade 905 767 — — — 1,672 10,230
 High yield 425 — — — — 425 9,749
Mortgage commitments 713 326 959 277 21 2,296 7,449
Secured lending transactions 75,299 4,135 1,292 329 398 81,453 124,565

The Company uses various hedging and funding strategies to actively manage market, credit and liquidity exposures on 
these commitments. The Company does not believe total commitments necessarily are indicative of actual risk or funding 
requirements because the commitments may not be drawn or fully used and such amounts are reported before 
consideration of hedges. 
Lending commitments. Through the Company’s high grade (investment grade) and high yield (non-investment grade) 
sales, trading and underwriting activities, commitments are made to extend credit in loan syndication transactions. These 
commitments and any related draw downs of these facilities typically have fixed maturity dates and are contingent on certain 
representations, warranties and contractual conditions applicable to the borrower. High yield exposures are defined as 
securities of or loans to companies rated BB+ or lower or equivalent ratings by recognized credit rating agencies, as well as 
non-rated securities or loans that, in management’s opinion, are non-investment grade.  

The Company had commitments to high grade borrowers at May 31, 2008 and November 30, 2007 of $26.6 billion (net 
credit exposure of $19.8 billion, after consideration of hedges) and $24.0 billion (net credit exposure of $12.2 billion, after 
consideration of hedges), respectively. The Company had commitments to high yield borrowers of $8.4 billion (net credit 
exposure of $7.6 billion, after consideration of hedges) and $14.4 billion (net credit exposure of $13.1 billion, after 
consideration of hedges) at May 31, 2008 and November 30, 2007, respectively. 

Contingent acquisition facilities. The Company provides contingent commitments to investment and non-investment 
grade counterparties related to acquisition financing. The Company does not believe contingent acquisition commitments 
are necessarily indicative of actual risk or funding requirements as funding is dependent upon both a proposed transaction 
being completed and the acquiror fully utilizing the commitment. Typically, these commitments are made to a potential 
acquiror in a proposed acquisition, which may or may not be completed depending on whether the potential acquiror to 
whom the commitment was made is successful. A contingent borrower’s ability to draw on the commitment is typically 
subject to there being no material adverse change in the borrower’s financial condition, among other factors, and the 
commitments also generally contain certain flexible pricing features to adjust for changing market conditions prior to 
closing. In addition, acquirors generally utilize multiple financing sources, including other investment and commercial 
banks, as well as accessing the general capital markets for completing transactions. Therefore, contingent acquisition 
commitments are generally greater than the amounts the Company ultimately expects to fund. Further, past practice, 
consistent with the Company’s credit facilitation framework, has been to syndicate acquisition financings to investors. The 
ultimate timing, amount and pricing of syndication, however, is influenced by market conditions that may not necessarily be 
consistent with those at the time the commitment was entered. The Company provided contingent commitments to high 
grade counterparties related to acquisition financing of approximately $1.7 billion and $10.2 billion at May 31, 2008 and 
November 30, 2007, respectively, and to high yield counterparties related to acquisition financing of approximately $0.4 
billion and $9.8 billion at May 31, 2008 and November 30, 2007, respectively. 
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Mortgage commitments. Through the Company’s mortgage origination platforms, commitments are made to extend 
mortgage loans. At May 31, 2008 and November 30, 2007, outstanding mortgage commitments were approximately $2.3 
billion and $7.4 billion, respectively. These commitments included $0.5 billion and $3.0 billion of residential mortgages and 
$1.8 billion and $4.4 billion of commercial mortgages at May 31, 2008 and November 30, 2007, respectively. Typically, 
residential mortgage loan commitments require us to originate mortgage loans at the option of a borrower, generally within 
90 days at fixed interest rates. Consistent with past practice, the Company’s intention is to sell residential mortgage loans, 
once originated, primarily through securitizations. The ability to sell or securitize mortgage loans, however, is dependent on 
market conditions. 

Secured lending transactions. In connection with financing activities, the Company had outstanding commitments under 
certain collateralized lending arrangements of approximately $5.1 billion and $8.5 billion at May 31, 2008 and November 30, 
2007, respectively. These commitments require borrowers to provide acceptable collateral, as defined in the agreements, 
when amounts are drawn under the lending facilities. Advances made under these lending arrangements typically are at 
variable interest rates and generally provide for over-collateralization. In addition, at May 31, 2008, the Company had 
commitments to enter into forward starting secured resale and repurchase agreements, primarily secured by government 
and government agency collateral, of $48.4 billion and $28.0 billion, respectively, compared to $70.8 billion and $45.3 
billion, respectively, at November 30, 2007. 

Other Commitments and Guarantees 

The following table summarizes other commitments and guarantees at May 31, 2008 and November 30, 2007: 

   Total 
 Expiration per Period at May 31, 2008  Contractual Amount 
 
In millions  

 
2008 

 
2009 

2010-
2011 

2012-
2013 

 
Later 

 May 31, 
2008 

Nov 30, 
2007 

Derivative contracts(1) $114,188 $  77,117 $119,404 $195,271 $223,363  $729,343 $737,937
Municipal-securities-related    
 commitments 333 1,002 221 220 4,196  5,972 6,902
Other commitments with     
 variable interest entities 25 1,343 170 997 7,000  9,535 10,405
Standby letters of credit 1,538 371 2 — —  1,911 1,690
Private equity and other    
 principal investments 2,181 814 1,107 171 —  4,273 2,583
 (1)  The Company believes the fair value of these derivative contracts is a more relevant measure of these obligations because the Company believes the 

notional amount overstates the expected payout. At May 31, 2008 and November 30, 2007, the fair value of these derivatives contracts approximated 
$16.6 billion and $36.8 billion, respectively. 

Derivative contracts. Under FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of Indebtedness of Others (“FIN 45”), derivative contracts are considered to be guarantees if such 
contracts require the Company to make payments to counterparties based on changes in an underlying instrument or index 
(e.g., security prices, interest rates, and currency rates) and include written credit default swaps, written put options, written 
foreign exchange and interest rate options. Derivative contracts are not considered guarantees if these contracts are cash 
settled and the Company cannot determine if the derivative counterparty held the contracts’ underlying instruments at 
inception. The Company has determined these conditions have been met for certain large financial institutions. 
Accordingly, when these conditions are met, the Company has not included these derivatives in the Company’s guarantee 
disclosures. 

At May 31, 2008 and November 30, 2007, the maximum payout value of derivative contracts deemed to meet the FIN 45 
definition of a guarantee was approximately $729.3 billion and $737.9 billion, respectively. For purposes of determining 
maximum payout, notional values are used; however, the Company believes the fair value of these contracts is a more 
relevant measure of these obligations because the notional amounts greatly overstate the expected payout. At May 31, 2008 
and November 30, 2007, the fair value of such derivative contracts approximated $16.6 billion and $36.8 billion, 
respectively. In addition, all amounts included above are before consideration of hedging transactions. The Company 
substantially mitigates its risk on these contracts through hedges, using other derivative contracts and/or cash instruments. 
The Company manages the risk associated with derivative guarantees consistent with its global risk management policies. 

Municipal-securities-related commitments. At May 31, 2008 and November 30, 2007, the Company had municipal-
securities-related commitments of approximately $6.0 billion and $6.9 billion, respectively, which are principally comprised 
of liquidity commitments related to trust certificates backed by high grade municipal securities. The Company believes its 
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liquidity commitments to these trusts involve a low level of risk because the obligations are supported by high grade 
securities and generally cease if the underlying assets are downgraded below investment grade or upon an issuer’s default. 

Other commitments with VIEs. The Company makes certain liquidity commitments and guarantees to VIEs. The 
Company provides liquidity commitments of approximately $1.2 billion and $1.4 billion at May 31, 2008 and November 30, 
2007, respectively, which represented its maximum exposure to loss, to commercial paper conduits in support of certain 
clients’ secured financing transactions. However, actual risk to the Company is less because these liquidity commitments are 
over-collateralized with investment grade collateral. 

The Company provides limited downside protection guarantees to investors in certain VIEs by guaranteeing return of the 
VIEs’ investors’ initial principal investment. The Company’s maximum exposure to loss under such commitments was 
approximately $6.6 billion and $6.1 billion at May 31, 2008 and November 30, 2007, respectively; however, actual risk is less 
because the Company’s obligations are collateralized by the VIEs’ assets and contain significant constraints under which 
downside protection will be available (e.g., the VIE is required to liquidate assets in the event certain loss levels are 
triggered).  

Additionally, the Company has entered into agreements that obligate it to purchase commercial paper from VIEs. The 
commercial paper is purchased by the Company and delivered to clients for purposes of funding a debt service reserve. The 
Company obtains guaranteed investment contracts underwritten by insurance companies on these agreements. The 
guaranteed investment contracts allow the Company to stop the agreements in the event of a default by the client upon 
delivery of the commercial paper. At May 31, 2008 and November 30, 2007, the Company was committed to purchase $1.7 
billion and $1.3 billion, respectively. 

At November 30, 2007, the Company was contingently committed to provide $1.6 billion of liquidity to an A-1/P-1 multi-
seller conduit in the event the conduit was unable to remarket secured liquidity notes. The obligation to provide liquidity 
would generally occur one year after a failed remarketing attempt by the conduit. At May 31, 2008, this conduit is 
consolidated into the Company’s results of operations. 

Standby letters of credit. At May 31, 2008 and November 30, 2007, respectively, the Company had commitments under 
letters of credit issued by banks to counterparties for $1.9 billion and $1.7 billion. The Company is contingently liable for 
these letters of credit which are primarily used to provide collateral for securities and commodities borrowed and to satisfy 
margin deposits at option and commodity exchanges. 

Private equity and other principal investments. At May 31, 2008 and November 30, 2007, the Company had private 
equity and other principal investment commitments of approximately $4.3 billion and $2.6 billion, respectively, representing 
commitments to private equity partnerships and other principal investment opportunities. It has been the Company’s past 
practice to distribute and syndicate certain of these commitments to its investing clients. 

Other. In the normal course of business, the Company provides guarantees to securities clearinghouses and exchanges. 
These guarantees generally are required under the standard membership agreements, such that members are required to 
guarantee the performance of other members. To mitigate these performance risks, the exchanges and clearinghouses often 
require members to post collateral.  

In connection with certain asset sales and securitization transactions, the Company often makes customary representations 
and warranties about the assets. Violations of these representations and warranties, such as early payment defaults by 
borrowers, may require us to repurchase loans previously sold, or indemnify the purchaser against any losses. To mitigate 
these risks, to the extent the assets being securitized may have been originated by third parties, the Company generally 
obtains equivalent representations and warranties from these third parties when the Company acquires the assets. The 
Company has established reserves which it believes to be adequate in connection with such representations and warranties. 

In the normal course of business, the Company is exposed to credit and market risk as a result of executing, financing and 
settling various client security and commodity transactions. These risks arise from the potential that clients or counterparties 
may fail to satisfy their obligations and the collateral obtained is insufficient. In such instances, the Company may be 
required to purchase or sell financial instruments at unfavorable market prices. The Company seeks to control these risks by 
obtaining margin balances and other collateral in accordance with regulatory and internal guidelines. 

Certain of the Company’s subsidiaries, as general partners, are contingently liable for the obligations of certain public and 
private limited partnerships. In the Company’s opinion, contingent liabilities, if any, for the obligations of such partnerships 
will not, in the aggregate, have a material adverse effect on the Consolidated Statement of Financial Condition or 
Consolidated Statement of Income. 
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In connection with certain acquisitions and strategic investments, the Company agreed to pay additional consideration 
contingent on the acquired entity meeting or exceeding specified income, revenue or other performance thresholds. These 
payments will be recorded as amounts become determinable. Had the determination dates been May 31, 2008 and 
November 30, 2007, the Company’s estimated obligations related to these contingent consideration arrangements would 
have been $0.4 billion for both periods. 

Income Taxes 

The Company is under continuous examination by the Internal Revenue Service (the “IRS”), and other tax authorities in 
major operating jurisdictions such as the U.K. and Japan, and in various states in which the Company has significant 
operations, such as New York. The Company regularly assesses the likelihood of additional assessments in each tax 
jurisdiction and the impact on the Consolidated Financial Statements. Tax reserves have been established, which the 
Company believes to be adequate with regards to the potential for additional exposure. Once established, reserves are 
adjusted only when additional information is obtained or an event requiring a change to the reserve occurs. Management 
believes the resolution of these uncertain tax positions will not have a material impact on the financial condition of the 
Company; however resolution could have an impact on the Company’s effective tax rate in any reporting period. For a 
further discussion of the Company’s income tax liability, see Note 10, “Income Taxes,” to the Consolidated Financial 
Statements. 

Litigation 
In the normal course of business the Company has been named as a defendant in a number of lawsuits and other legal and 
regulatory proceedings. Such proceedings include actions brought against the Company and others with respect to 
transactions in which the Company acted as an underwriter or financial advisor, actions arising out of the Company’s 
activities as a broker or dealer in securities and commodities and actions brought on behalf of various classes of claimants 
against many securities firms, including the Company. The Company provides for potential losses that may arise out of legal 
and regulatory proceedings to the extent such losses are probable and can be estimated. Although there can be no assurance 
as to the ultimate outcome, the Company generally has denied, or believes it has a meritorious defense and will deny, 
liability in all significant cases pending against it, and the Company intends to defend vigorously each such case. Based on 
information currently available, the Company believes the amount, or range, of reasonably possible losses in excess of 
established reserves not to be material to the Company’s Consolidated Financial Condition or Cash Flows. However, losses 
may be material to operating results for any particular future period, depending on the level of income for such period. 
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Note 9 Earnings per Common Share 

 Three Months Ended May 31, Six Months Ended May 31, 
In millions, except per share data 2008 2007 2008 2007 
Numerator:  
Net income $(2,774) $1,273 $(2,285) $2,419  
Less: Preferred stock dividends (99) (17) (123) (34) 
Numerator for basic earnings per share—    
 net income applicable to common stock $(2,873) $1,256 $(2,408) $2,385  
Denominator:  
Denominator for basic earnings per share—   
 weighted-average common shares 559.3  538.2 555.5  539.7 
Effect of dilutive securities:    
 Employee stock options 12.4  25.1 15.4  25.9 
 Restricted stock units 0.1  4.8 1.5  6.2 
Dilutive potential common shares 12.5  29.9 16.9  32.1 
Denominator for diluted earnings per share—    
 weighted-average common and     
 dilutive potential common shares (1) 571.8  568.1 572.4  571.8 
Basic earnings per common share $  (5.14)  $   2.33 $  (4.33)  $   4.42 
Diluted earnings per common share $  (5.14)  $   2.21 $  (4.33)  $   4.17 
 

 

(1) Anti-dilutive options and restricted stock units excluded      

 from the calculations of diluted earnings per share 60.6 4.0 48.0  2.4 

In March 2008, the Company issued $4.0 billion aggregate liquidation preference of 7.25% Non-Cumulative Perpetual 
Convertible Preferred Stock, Series P (the “Series P Convertible Preferred”). Each share of the Series P Convertible 
Preferred is convertible into 20.0509 shares of Holdings’ common stock, subject to adjustment. Each share of the Series 
P Convertible Preferred may be converted at any time at the option of the holder. On or after April 1, 2013, the Series P 
Convertible Preferred may be converted at the option of the Company into shares of Holdings’ common stock at the 
then applicable conversion rate if, for 20 trading days during any period of 30 consecutive trading days, the closing price 
of its common stock exceeds 130% of the then applicable conversion price of the Series P Convertible Preferred. 

The EPS calculations above do not reflect the impact of the issuance of $4.0 billion of common stock on June 12, 2008. 
On a pro forma basis including this equity issuance, earnings per common share (diluted) for the three and six months 
ended May 31, 2008 would have been a loss of $4.09 per share and a loss of $3.45 per share, respectively. 

For additional discussion of the Company’s common stock and non-cumulative mandatory convertible preferred stock 
issuances on June 12, 2008, see Note 14, “Subsequent Events” to the Consolidated Financial Statements. 
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Note 10 Income Taxes  

The Company adopted FIN 48 on December 1, 2007 and recognized a decrease to opening retained earnings of 
approximately $178 million. Of this amount approximately $137 million was reflected as an increase to the liability for 
unrecognized tax benefits and $41 million was reflected as an increase to the associated interest and penalty accrual. 

As of December 1, 2007, the total amount of liability for unrecognized tax benefits was approximately $1.3 billion. Of this 
amount, approximately $1.0 billion (net of federal benefit of state issues, creditability of foreign tax credits and competent 
authority relief) would favorably impact the effective tax rate if recognition of the uncertain tax positions occurred in the 
future. In addition to the unrecognized tax benefits, the Company has accrued interest and penalties in the Consolidated 
Financial Statements of approximately $0.3 billion. The Company classifies interest on unrecognized tax benefits as a 
component of interest expense, and accounts for penalties as a component of Provision for income taxes. 

The Company operates in multiple taxing jurisdictions, both inside and outside the U.S., and faces audits from various tax 
authorities regarding many issues including but not limited to: transfer pricing, deductibility of certain expenses, creditability 
of foreign taxes, and other matters. The table below summarizes the major jurisdictions in which the Company operates 
and the earliest tax year in which the Company remains subject to examination: 

 Jurisdiction Tax Year 
U.S. (IRS) 2001
U.K. 2003
Japan 2003
Korea 2002
New York State and New York City 1996

As indicated above, the Company is currently under audit by the IRS in the U.S. and other tax authorities in major operating 
jurisdictions such as the U.K. and Japan, and in various states in which the Company has significant operations, such as 
New York. While it is reasonably possible that a significant change in the balance of unrecognized tax benefits may occur 
within twelve months of this Form 10-Q, quantification of an estimated range of the change cannot be made at this time 
due to the uncertainty of the potential outcome of outstanding issues.  

The IRS is currently undertaking an examination of the Company that covers tax years 2001 through 2005. While the 
examination is ongoing, the Company believes it is adequately reserved for any issues that may arise from this examination. 
The IRS previously completed an examination of the Company’s tax years 1997 through 2000. Although most issues were 
settled on a basis acceptable to the Company, two issues remain unresolved and will carry into litigation with the IRS. Based 
on the strength of its positions, the Company has not reserved any part of these issues. The aggregate tax benefits 
previously recorded with regard to these two issues is approximately $185 million. The two issues from the 1997 through 
2000 cycle which the Company plans to litigate also have an impact on the 2001 through 2005 tax years. The aggregate tax 
benefit previously recorded with regard to these two issues for the 2001 through 2005 tax years is approximately $500 
million. 
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Note 11 Employee Benefit Plans 

The Company maintains various pension and postretirement benefit plans. The components of the Company’s net 
periodic benefit expense for its pension and postretirement plans were as follows: 

 Pension Benefits Other Postretirement 
 U.S.  Non–U.S. Benefits 
In millions 2008 2007 2008 2007 2008 2007 
Three Months Ended May 31, 
Service cost  $ 12  $ 14   $   3  $   2  $― $―
Interest cost  18  16  7  6        1        1
Expected return on plan assets  (22)  (21)  (11)  (9)  ―  ―
Amortization of net             

actuarial loss  3  7  1  2  ―  ―
Amortization of prior service            

cost  1  1  ―  ―  ―  ―
Net periodic cost  $ 12  $ 17  $  ―  $   1  $ 1  $ 1

Six Months Ended May 31,       
Service cost  $ 24  $ 28  $   5  $   3    $ 1    $―
Interest cost  35  33  13  13        2        2
Expected return on plan assets  (45)  (43)  (22)  (19)  ―  ―
Amortization of net             

actuarial loss  5  14  2  6  ―  ―
Amortization of prior service            

cost  2  2  ―  ―  ―  ―
Net periodic cost  $ 21  $ 34  $  (2)  $   3  $ 3  $ 2

Note 12 Regulatory Requirements 

For regulatory purposes, Holdings and its subsidiaries are referred to collectively as a CSE. CSEs are supervised and 
examined by the SEC, which requires minimum capital standards on a consolidated basis. At May 31, 2008, Holdings was in 
compliance with the CSE capital requirements and had allowable capital in excess of the minimum capital requirements on 
a consolidated basis. 

In the United States, Lehman Brothers Inc. (“LBI”) and Neuberger Berman, LLC (“NB LLC”) are registered broker-
dealers in the U.S. that are subject to SEC Rule 15c3-1 and Rule 1.17 of the Commodity Futures Trading Commission, 
which specify minimum net capital requirements for the registrants. LBI and NB LLC have consistently operated with net 
capital in excess of their respective regulatory capital requirements. LBI has elected to calculate its minimum net capital in 
accordance with Appendix E of the Net Capital Rule which establishes alternative net capital requirements for broker-
dealers that are part of CSEs. In addition to meeting the alternative net capital requirements, LBI is required to maintain 
tentative net capital in excess of $1 billion and net capital in excess of $500 million. LBI is also required to notify the SEC in 
the event that its tentative net capital is less than $5 billion. As of May 31, 2008, LBI had net capital of approximately $3.8 
billion, which exceeded the minimum alternative net capital requirement by approximately $3.1 billion. As of May 31, 2008, 
NB LLC had net capital of approximately $261 million, which exceeded the minimum net capital requirement by 
approximately $256 million.  

Lehman Brothers International (Europe) (“LB Europe”), a United Kingdom registered broker-dealer and subsidiary of 
Holdings, is subject to the capital requirements of the Financial Services Authority (“FSA”) in the United Kingdom. 
Financial resources, as defined, must exceed the total financial resources requirement of the FSA. At May 31, 2008, LB 
Europe’s financial resources of approximately $16.5 billion exceeded the minimum requirement by approximately $9.6 
billion. In January 2008, LB Europe became subject to Basel II, which includes mandated minimum regulatory capital 
requirements. At May 31, 2008, LB Europe exceeded this capital resources requirement by $4.2 billion. Lehman Brothers 
Japan (“LB Japan”), a regulated broker-dealer, is subject to the capital requirements of the FSA in Japan and the Bank of 
Japan. At May 31, 2008, LB Japan had net capital of approximately $1.2 billion, which was approximately $571 million in 
excess of Financial Services Agency in Japan’s required level and approximately $311 million in excess of Bank of Japan’s 
required level. 
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Lehman Brothers Bank, FSB (“LB Bank”), the Company’s thrift subsidiary, is regulated by the Office of Thrift Supervision. 
Lehman Brothers Commercial Bank (“LB Commercial Bank”), the Company’s Utah industrial bank subsidiary is regulated 
by the Utah Department of Financial Institutions and the Federal Deposit Insurance Corporation. LB Bank and LB 
Commercial Bank exceeded all regulatory capital requirements and are considered to be well capitalized as of May 31, 2008. 
Bankhaus is subject to the capital requirements of the Federal Financial Supervisory Authority of the German Federal 
Republic. At May 31, 2008, Bankhaus’ financial resources exceeded its minimum financial resources requirement. 

Certain other subsidiaries are subject to various securities, commodities and banking regulations and capital adequacy 
requirements promulgated by the regulatory and exchange authorities of the countries in which they operate. At May 31, 
2008, these other subsidiaries were in compliance with their applicable local capital adequacy requirements. 

In addition, the Company’s “AAA” rated derivatives subsidiaries, Lehman Brothers Financial Products Inc. (“LBFP”) and 
Lehman Brothers Derivative Products Inc. (“LBDP”), have established certain capital and operating restrictions that are 
reviewed by various rating agencies. At May 31, 2008, LBFP and LBDP each had capital that exceeded the requirements of 
the rating agencies. 

The regulatory rules referred to above, and certain covenants contained in various debt agreements, may restrict Holdings’ 
ability to withdraw capital from its regulated subsidiaries, which in turn could limit its ability to pay dividends to 
shareholders. Holdings fully guarantees the payment of all liabilities, obligations and commitments of certain of its 
subsidiaries. 

Note 13 Condensed Consolidating Financial Statement Schedules 

LBI, a wholly-owned subsidiary of Holdings, had approximately $0.2 billion of debt securities outstanding at May 31, 2008 
that were issued in registered public offerings and were therefore subject to the reporting requirements of Sections 13(a) 
and 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Holdings has fully and 
unconditionally guaranteed these outstanding debt securities of LBI (and any debt securities of LBI that may be issued in 
the future under these registration statements), which, together with the information presented in this Note 13, allows LBI 
to avail itself of an exemption provided by SEC rules from the requirement to file separate LBI reports under the Exchange 
Act. See Note 15 to the 2007 Consolidated Financial Statements included in Holdings’ Annual Report on Form 10-K for 
the fiscal year ended November 30, 2007 for a discussion of restrictions on the ability of Holdings to obtain funds from its 
subsidiaries by dividend or loan. 

The following schedules set forth the Company’s condensed consolidating statements of income for the three and six 
months ended May 31, 2008 and 2007, the Company’s condensed consolidating balance sheets at May 31, 2008 and 
November 30, 2007, and the Company’s condensed consolidating statements of cash flows for the six months ended May 
31, 2008 and 2007. In the following schedules, “Holdings” refers to the unconsolidated balances of Holdings, “LBI” refers 
to the unconsolidated balances of Lehman Brothers Inc. and “Other Subsidiaries” refers to the combined balances of all 
other subsidiaries of Holdings. “Eliminations” represents the adjustments necessary to (i) eliminate intercompany 
transactions and (ii) eliminate investments in subsidiaries. 

D-49



LEHMAN BROTHERS HOLDINGS INC. 
Notes to Consolidated Financial Statements 

(Unaudited) 
 

 
- 48 - 

Condensed Consolidating Statement of Income 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 

Three Months Ended May 31, 2008 
Net revenues $(1,674)  $  848 $    158 $     —  $   (668)
Equity in net income of subsidiaries (1,478) (802) — 2,280 — 
Total non-interest expenses 415 589 2,415 — 3,419 
Income before taxes (3,567) (543) (2,257) 2,280  (4,087)
Provision (benefit) for income taxes (793) 106 (626) — (1,313)
Net income $(2,774) $ (649) $(1,631) $ 2,280 $(2,774)

Three Months Ended May 31, 2007 
Net revenues $  (604) $1,350 $ 4,766 $     — $ 5,512 
Equity in net income of subsidiaries 1,856 379 — (2,235) — 
Total non-interest expenses 213 951 2,469 — 3,633 
Income before taxes 1,039 778 2,297 (2,235) 1,879 
Provision (benefit) for income taxes (234) 152 688 — 606 
Net income $ 1,273  $  626 $ 1,609  $(2,235)   $ 1,273 

Six Months Ended May 31, 2008 
Net revenues $(2,575) $  466 $ 4,948 $      — $ 2,839 
Equity in net income of subsidiaries (688) 168 — 520 — 
Total non-interest expenses 138 1,081 5,044 — 6,263 
Income before taxes (3,401) (447) (96) 520 (3,424)
Provision (benefit) for income taxes (1,116) (298) 275 — (1,139)
Net income $(2,285) $(149) $  (371) $    520 $(2,285)

Six Months Ended May 31, 2007 
Net revenues $(1,061) $2,633 $ 8,987  $      — $10,559 
Equity in net income of subsidiaries 3,211 759 — (3,970) — 
Total non-interest expenses 172 1,875 4,934 — 6,981 
Income before taxes 1,978 1,517 4,053 (3,970) 3,578 
Provision (benefit) for income taxes (441) 262 1,338 — 1,159 
Net income $ 2,419  $1,255 $ 2,715  $ (3,970) $ 2,419 
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Condensed Consolidating Balance Sheet at May 31, 2008 
 Other  
In millions Holdings LBI Subsidiaries Eliminations Total
Assets  
Cash and cash equivalents $      736 $     232 $      5,825 $      (280) $   6,513
Cash and securities segregated and on  
 deposit for regulatory and other purposes — 8,538 4,493 — 13,031
Financial instruments and other inventory   
 positions owned  29,777 63,606 264,449 (88,423) 269,409
Collateralized agreements 158 156,244 138,124 — 294,526
Receivables and other assets 5,203 14,066 49,467 (12,783) 55,953
Due from subsidiaries 171,787 76,810 534,716 (783,313) —
Equity in net assets of subsidiaries 24,096 1,406 80,344 (105,846) —
Total assets $231,757 $320,902 $1,077,418 $(990,645) $639,432
Liabilities and stockholders’ equity  
Short-term borrowings and current portion of   
 long-term borrowings $ 25,766 $      234 $      9,685 $      (383) $ 35,302
Financial instruments and other inventory   
 positions sold but not yet purchased  954 41,319 177,088 (77,854) 141,507
Collateralized financing 9,896 85,750 123,538  (11,262) 207,922
Accrued liabilities and other payables 749 21,211 60,491 (11,563) 70,888
Due to subsidiaries 79,261 160,727 465,163 (705,151) —
Deposit liabilities at banks — — 29,542 (187) 29,355
Long-term borrowings 88,855 7,034 110,692 (78,399) 128,182
Total liabilities 205,481 316,275 976,199 (884,799) 613,156
Total stockholders’ equity 26,276 4,627 101,219 (105,846) 26,276
Total liabilities and stockholders’ equity $231,757 $320,902 $1,077,418 $(990,645) $639,432
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Condensed Consolidating Balance Sheet at November 30, 2007 
   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Assets  
Cash and cash equivalents $     2,218 $       356 $      6,205 $      (1,493) $   7,286
Cash and securities segregated and on  
 deposit for regulatory and other 
purposes 

 12  7,986  4,745  — 12,743

Financial instruments and other inventory   
 positions owned   34,221  85,617  262,753  (69,462) 313,129
Collateralized agreements  —  177,499  123,735  — 301,234
Receivables and other assets  7,691  18,325  48,363  (17,708) 56,671
Due from subsidiaries  144,176  81,078  658,244  (883,498) —
Equity in net assets of subsidiaries  25,058  1,491  78,655  (105,204) —
Total assets  $ 

213,376
$ 372,352 $ 1,182,700 $ (1,077,365) $691,063

Liabilities and stockholders’ equity  
Short-term borrowings and current 
portion of 

 

 long-term borrowings $   16,574 $       936 $    13,020 $       (2,464) $ 28,066
Financial instruments and other inventory   
 positions sold but not yet purchased   3,020  52,422  155,352  (61,177) 149,617
Collateralized financing  9,451  118,912  134,733  (5,065) 258,031
Accrued liabilities and other payables  3,641  24,801  70,262  (18,358) 80,346
Due to subsidiaries  70,861  165,607  567,840  (804,308) —
Deposit liabilities at banks  —  —  29,584  (221) 29,363
Long-term borrowings  87,339  5,228  111,151  (80,568) 123,150
Total liabilities  190,886  367,906  1,081,942  (972,161) 668,573
Total stockholders’ equity  22,490  4,446  100,758  (105,204) 22,490
Total liabilities and stockholders’ equity $ 213,376 $ 372,352 $ 1,182,700 $ (1,077,365) $691,063
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Condensed Consolidating Statement of Cash Flows for the Six Months Ended May 31, 2008 
   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Cash Flows from Operating Activities    
Net income  $ (2,285) $  (149) $     (371) $    520 $ (2,285)
Adjustments to reconcile net income to net cash provided by      
  (used in) operating activities:      
 Equity in income of subsidiaries 688 (168) — (520) — 
 Depreciation and amortization 128 20 177 — 325 
 Non-cash compensation 868 — — — 868 
 Other adjustments 8 13 (78) (2) (59)
 Net change in:      
  Cash and securities segregated and on deposit       
   for regulatory and other purposes 12 (552) 252 — (288)
  Financial instruments and other inventory       
   positions owned 5,000 22,007 (2,916) 18,961 43,052 
  Financial instruments and other inventory positions sold      
   but not yet purchased (2,066) (11,103) 22,103 (16,677) (7,743)
  Collateralized agreements and collateralized financing, net 287 (11,907) (25,584) (6,197) (43,401)
  Other assets and payables, net 239 668 (11,147) 1,872 (8,368)
  Due to/from affiliates, net (19,211) (612) 20,851 (1,028) — 
Net cash provided by (used in) operating activities (16,332) (1,783) 3,287 (3,071) (17,899)
Cash Flows from Investing Activities      
Dividends received/(paid) 780 1,100 (1,880) — — 
Purchase of property, equipment and leasehold      
 improvements, net (288) (10) (189) — (487)
Business acquisitions, net of cash acquired — — (91) — (91)
Capital contributions from LBI — (978) 978 — — 
Capital contributions from Holdings (791) 453 338 — — 
Net cash provided by (used in) investing activities (299) 565 (844) — (578)
Cash Flows from Financing Activities      
Net (payments for ) proceeds from:      
 Issuance of short-term borrowings, net 4,985 (101) (3,919) 2,081 3,046 
 Derivative contracts with a financing element — — (367) — (367)
 Deposit liabilities at banks — — (42) 34 (8)
 Tax benefit from the issuance of stock-based awards 37 — — — 37 
Net proceeds from:      
 Issuance of common stock 2 — — — 2 
 Issuance of long-term borrowings 16,108 1,800 20,349 (5,459) 32,798 
 Issuance of preferred stock, net of issuance costs 5,856 — — — 5,856 
 Issuance of treasury stock 203 — — — 203 
Payments for:      
 Principal payments of long-term borrowings,      
  including the current portion of long-term borrowings (10,948) (605) (18,844) 7,628 (22,769)
 Purchase of treasury stock (760) — — — (760)
 Dividends paid (334) — — — (334)
Net cash provided by (used in) financing activities 15,149 1,094 (2,823) 4,284 17,704 
Net change in cash and cash equivalents (1,482) (124) (380) 1,213 (773)
Cash and cash equivalents, beginning of period 2,218 356 6,205 (1,493) 7,286 
Cash and cash equivalents, end of period $     736 $   232 $     5,825 $    (280) $  6,513 
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Condensed Consolidating Statement of Cash Flows for the Six Months Ended May 31, 2007 

   Other   
In millions Holdings LBI Subsidiaries Eliminations Total 
Cash Flows from Operating Activities    
Net income $  2,419  $  1,255 $    2,715  $  (3,970) $  2,419
Adjustments to reconcile net income to net cash provided by      
 (used in) operating activities:      
 Equity in income of subsidiaries (3,211) (759) — 3,970  — 
 Depreciation and amortization 96  18 170  — 284  
 Non-cash compensation 631  — — — 631  
 Other adjustments 2  13 (44) (3) (32)
 Net change in:      
 Cash and securities segregated and on deposit for      
 regulatory and other purposes 39  (83) (1,019) — (1,063)
 Financial instruments and other inventory       
 positions owned (15,115) (7,797) (44,703) 10,692  (56,923)
 Financial instruments and other inventory positions sold      
 but not yet purchased 449  8,105 48,318  (14,943) 41,929  
 Collateralized agreements and collateralized financing, net 6,996  (15,286) (2,796) 3,142  (7,944)
 Other assets and payables, net (1,512) 2,754 (4,818) 460  (3,116)
 Due to/from affiliates, net (10,960) 12,399 (14,816) 13,377  — 
Net cash provided by (used in) operating activities (20,166) 619 (16,993) 12,725  (23,815)
Cash Flows from Investing Activities      
Dividends received/(paid) 1,685  (201) (1,484) — — 
Purchase of property, equipment and leasehold      
     improvements, net (228) (25) (194) — (447)
Business acquisitions, net of cash acquired — — (461) — (461)
Proceeds from sale of business — — 65  — 65  
Capital contributions from LBI — — — — — 
Capital contributions from Holdings (1,120) — 1,120  — — 
Net cash provided by (used in) investing activities 337  (226) (954) — (843)
Cash Flows from Financing Activities      
Net (payments for) proceeds from:      
 Issuance of short-term borrowings, net 1,950  (136) 1,040  (170) 2,684  
 Derivative contracts with a financing element — — 126  — 126  
 Deposit liabilities at banks — — (2,329) 1,731  (598)
 Tax benefit from the issuance of stock-based  awards 225  — — — 225  
Net proceeds from:      
 Issuance of common stock 28  — — — 28  
 Issuance of long-term borrowings 22,690  — 48,518  (31,384) 39,824  
 Issuance of treasury stock 240  — — — 240  
Payments for:      
 Principal payments of long-term borrowings, including the      
 current portion of long-term borrowings  (5,437) (306) (28,047) 17,475  (16,315)
 Purchase of treasury stock (2,039) — — — (2,039)
 Dividends paid (211) — — — (211)
Net cash provided by (used in) financing activities 17,446  (442) 19,308  (12,348) 23,964  
Net change in cash and cash equivalents (2,383) (49) 1,361  377  (694)
Cash and cash equivalents, beginning of period 3,435  534 4,369  (2,351) 5,987  
Cash and cash equivalents, end of period $  1,052  $    485 $    5,730  $   (1,974) $  5,293 
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Note 14 Subsequent Events 

On June 12, 2008, the Company completed the issuance and sale of 143 million shares of its common stock, par value 
$0.10 (“Common Stock”). The sale of the Common Stock closed at a price of $28.00 per share, resulting in 
approximately $4.0 billion of proceeds for the Company. 

On June 12, 2008, the Company issued 2 million shares ($2.0 billion aggregate liquidation preference) of 8.75% Non-
Cumulative Mandatory Convertible Preferred Stock, Series Q (the “Series Q Convertible Preferred”). Each share of the 
Series Q Convertible Preferred is convertible at any time at the option of the holder into 30.2663 shares of Common 
Stock, subject to adjustment. Each share of the Series Q Convertible Preferred will be mandatorily converted on July 1, 
2011 into between 30.2663 shares and 35.7142 shares of Common Stock, unless earlier converted at the option of the 
holder. The conversion rate is subject to adjustment in certain circumstances. 
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Report of Independent Registered Public Accounting Firm 

 

The Board of Directors and Stockholders of 
Lehman Brothers Holdings Inc. 

We have reviewed the consolidated statement of financial condition of Lehman Brothers Holdings Inc. and subsidiaries 
(the “Company”) as of May 31, 2008, and the related consolidated statement of income for the three and six month 
periods ended May 31, 2008 and 2007, and the consolidated statement of cash flows for the six month periods ended 
May 31, 2008 and 2007. These financial statements are the responsibility of the Company's management. 

We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). A review of interim financial information consists principally of applying analytical procedures and making 
inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an audit 
conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States), the 
objective of which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we 
do not express such an opinion. 

Based on our review, we are not aware of any material modifications that should be made to the consolidated financial 
statements referred to above for them to be in conformity with U.S. generally accepted accounting principles. 

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the consolidated statement of financial condition of the Company as of November 30, 2007, and the 
related consolidated statements of income, stockholders’ equity, and cash flows for the year then ended and in our 
report dated January 28, 2008, we expressed an unqualified opinion on those consolidated financial statements. 

 

 
New York, New York 
July 10, 2008 
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Introduction 

Lehman Brothers Holdings Inc. (“Holdings”) and subsidiaries (collectively, the “Company,” the “Firm,” “Lehman 
Brothers,” “we,” “us” or “our”) serves the financial needs of corporations, governments and municipalities, institutional 
clients and high net worth individuals worldwide with business activities organized in three segments: Capital Markets, 
Investment Banking and Investment Management. Founded in 1850, Lehman Brothers maintains market presence in equity 
and fixed income sales, trading and research, investment banking, asset management, private investment management and 
private equity. The Company is headquartered in New York, with regional headquarters in London and Tokyo, and 
operates in a network of offices in North America, Europe, the Middle East, Latin America and the Asia Pacific region. The 
Company is a member of all principal securities and commodities exchanges in the U.S., and holds memberships or 
associate memberships on several principal international securities and commodities exchanges, including the London, 
Tokyo, Hong Kong, Frankfurt, Paris, Milan and Australian stock exchanges. 

This Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be read 
together with the Consolidated Financial Statements and the accompanying notes contained in this Report and 
Management’s Discussion and Analysis of Financial Condition and Results of Operations and the Consolidated Financial 
Statements and notes thereto included in Holdings’ Annual Report on Form 10-K for the fiscal year ended November 30, 
2007 (the “Form 10-K”). Unless specifically stated otherwise, all references in this MD&A to the 2008 and 2007 quarters 
and the three and six month reporting periods refer to the quarters or six month periods ended May 31, 2008 and 2007, or 
the last date of such fiscal periods, as the context requires, and all references to quarters are to the Company’s fiscal 
quarters. Certain prior-period amounts reflect reclassifications to conform to the current year’s presentation. 

Forward-Looking Statements 

Some of the statements contained in this MD&A, including those relating to the Company’s strategy and other statements 
that are predictive in nature, that depend on or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates” and similar expressions, are forward-looking statements within the 
meaning of Section 21E of the Exchange Act. These statements are not historical facts but instead represent only 
management’s expectations, estimates and projections regarding future events. Similarly, these statements are not guarantees 
of future performance and involve certain risks and uncertainties that are difficult to predict, which may include, but are not 
limited to, market risk, investor sentiment, liquidity risk, credit ratings changes, credit exposure and operational, legal, 
regulatory and reputational risks. For further discussion of these risks, see “Risk Factors” and “Management’s Discussion 
and Analysis of Financial Condition and Results of Operations – Certain Factors Affecting Results of Operations” in the 
Form 10-K. 

As a global investment bank, the nature of the Company’s business makes predicting future performance difficult. 
Revenues and earnings may vary from quarter to quarter and from year to year. Caution should be used when extrapolating 
historical results to future periods. The Company’s actual results and financial condition may differ, perhaps materially, 
from the anticipated results and financial condition in any such forward-looking statements and, accordingly, readers are 
cautioned not to place undue reliance on such statements, which speak only as of the date on which they are made. The 
Company undertakes no obligation to update any forward-looking statements, whether as a result of new information, 
future events or otherwise. 

Executive Overview1 

Summary of Results 

The Company reported a net loss for the second quarter of 2008 of $2.8 billion, or a $5.14 loss per common share (diluted), 
compared with net earnings for the second quarter of 2007 of $1.3 billion, or $2.21 per common share (diluted). Revenues, 
net of interest expense (“net revenues”) for the second quarter of 2008 were negative $0.7 billion, compared to $5.5 billion 
in the prior-year period. The pre-tax loss for the second quarter of 2008 was $4.1 billion, compared with pre-tax earnings of 
$1.9 billion for the prior-year period. 

For the six months ended May 31, 2008, the Company incurred a net loss of $2.3 billion, or a $4.33 loss per common share 
(diluted), compared with net earnings for the six months ended May 31, 2007 of $2.4 billion, or a $4.17 per common share 
(diluted). Net revenues for the six months ended May 31, 2008 were $2.8 billion, compared to $10.6 billion in the prior-year 
                                                           
1 Market share, volume and ranking statistics in this MD&A were obtained from Thomson Financial, an operating unit of The Thomson Reuters 

Corporation. 
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six month period. The pre-tax loss for the six months ended May 31, 2008 was $3.4 billion, compared with pre-tax earnings 
of $3.6 billion in the prior-year six month period. 

The losses in the Company’s net revenues and earnings during the second quarter of 2008 were driven by losses within the 
Capital Markets business segment which more than offset net revenues from the Investment Banking and Investment 
Management segments. Net revenues were significantly impacted by challenging market conditions that continued to 
impact the Company’s valuation of certain financial instruments, primarily residential and commercial mortgage-related 
assets and related economic hedges to those asset classes. The Company also incurred losses on principal investing 
activities, economic hedging activities and defensive rates and credit trading positions. These losses were partially offset by 
gains on certain of the Company’s debt liabilities. The impact of these events is reflected within the Company’s Capital 
Markets business segment and principally within the Fixed Income component. 

The Company’s Capital Markets business segment reported negative net revenues for the three and six months ended May 
31, 2008 of negative $2.4 billion and negative $0.7 billion, respectively, compared to net revenue of $3.6 billion and $7.1 
billion for the three and six months ended May 31, 2007, respectively. Capital Markets—Fixed Income net revenues for the 
three and six months ended May 31, 2008 were negative $3.0 billion and negative $2.7 billion, respectively, compared to 
$1.9 billion and $4.1 billion in the corresponding 2007 periods. For the three and six months ended May 31, 2008, Capital 
Markets—Equities reported net revenues of $0.6 billion and $2.0 billion respectively, a decrease of 64% and 33% from $1.7 
billion and $3.0 billion for the three and six months ended May 31, 2007, respectively. Investment Banking segment net 
revenues were $0.9 billion and $1.7 billion in the 2008 three and six months, respectively, down 25% and 14% from the 
corresponding 2007 periods. Investment Management segment net revenues increased 10% and 24% to $0.8 billion and 
$1.8 billion in the 2008 three and six months, respectively, compared to the corresponding 2007 periods, reflecting 
increasing net revenues in both Asset Management and Private Investment Management. Assets under management 
(“AUM”) at May 31, 2008 were $277 billion, an increase of 5% from levels at May 31, 2007 and a 2% decrease from levels 
at November 30, 2007. 

During the second quarter of 2008, the Company reduced assets, including inventory positions related to residential 
mortgages, commercial mortgage and real estate-related investments, and acquisition finance facilities. At May 31, 2008, the 
Company’s total assets were approximately $639.4 billion, representing a 19% decrease, or a reduction of $146.6 billion, 
from total asset levels of $786.0 billion at February 29, 2008. May 31, 2008 total asset balances were 7% lower, or $51.6 
billion less than total asset levels reported at November 30, 2007. The combined effect of an equity raise as well as the 
reduction of assets in the second quarter of 2008 resulted in a decrease in the Company’s gross and net leverage ratios to 
24.34x and 12.06x at May 31, 2008, respectively, from 30.73x and 16.14x at November 30, 2007.1 

The Company’s business, by its nature, does not produce predictable earnings. Results in any given period can be 
materially affected by conditions in global financial markets and economic conditions generally. For a further discussion 
of factors that may affect future operating results, see “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations—Certain Factors Affecting Results of Operations” in the Form 10-K. For a detailed 
discussion of results of operations by business segments and geographic regions, see “Business Segments” and 
“Geographic Segments” in this MD&A. 

Business Environment  

As an investment banking, securities and investment management firm, the Company’s businesses are materially affected by 
conditions in the global financial markets and worldwide economic conditions. A favorable business environment is 
generally characterized by, among other factors, high global gross domestic product growth, stable geopolitical conditions, 
transparent and efficient capital markets, liquid markets with active investors, low inflation, high business and consumer 
confidence and strong business earnings. These factors provide a positive climate for investment banking activities, for 
many of the Company’s capital markets trading businesses and for wealth creation, which contributes to growth in the 
Company’s asset management business. For further discussion of how market conditions can affect business, see “Risk 
Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Certain Factors 
Affecting Results of Operations” in the Form 10-K. 
                                                           
1  Gross leverage ratio is computed by dividing assets by stockholders’ equity. The Company’s net leverage ratio is calculated as net assets divided by 

tangible equity capital. The Company calculates net assets by excluding from total assets: (i) cash and securities segregated and on deposit for 
regulatory and other purposes; (ii) collateralized lending agreements; and (iii) identifiable intangible assets and goodwill. The Company believes net 
leverage based on net assets to be a more useful measure of leverage, because it excludes certain low-risk, non-inventory assets and utilizes tangible 
equity capital as a measure of equity base. The Company calculates tangible equity capital by including stockholders’ equity and junior subordinated 
notes and excluding identifiable intangible assets and goodwill. The Company believes tangible equity capital to be a more meaningful measure of 
equity base for purposes of calculating net leverage because it includes instruments the Company considers to be equity-like and excludes 
identifiable intangible assets and goodwill because the Company does not view equity used to support those intangible assets and goodwill as 
available to support remaining net assets. For a further discussion of leverage ratios, see “Liquidity—Capital Ratios” in this MD&A. 
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During the second quarter of 2008, the Company operated in an unfavorable global business environment. Conditions were 
characterized by a continued lack of liquidity in the credit markets, significantly depressed volumes in most equity markets, a 
widening in certain fixed income credit spreads compared to the end of the 2007 fiscal year and declining asset values. 
Growth in major economies slowed as a result of declining business and consumer confidence. Global inflation rose, amid 
slowing economic growth. Commodity prices rose significantly during the quarter, with oil and gold reaching record levels, 
raising costs of industrial production. Consumer spending was challenged by a combination of lower wealth from declining 
housing values, higher commodity prices impacting levels of disposable income, and falling private sector employment 
growth. Central banks’ concerns regarding exacerbating inflationary conditions limited their ability to effect monetary 
policies intended to provide liquidity within the markets. The combination of low levels of liquidity and financial companies 
de-leveraging their balance sheets resulted in downward pressure on financial asset prices. These global economic 
conditions, in aggregate, depressed both the valuations of the Company’s inventory positions as well as transactional 
volumes and market activity levels in which the Company’s Capital Markets and Investment Banking business segments 
operated during the fiscal quarter. 

Based upon estimates by the Company’s economists, global economic growth was approximately 2.5% at the end of the 
second quarter of 2008 compared to 3.5% in fiscal year 2007. The decrease was driven by a slowdown in the Americas and 
Eurozone. The Company anticipates global economic growth in subsequent fiscal quarters to be less than levels in the 
second fiscal quarter of 2008. The magnitude of the growth deceleration is largely dependent on how extended and severe 
the credit dislocation continues to be, results from fiscal and monetary policy actions, accessibility of new sources of 
liquidity and oil prices leveling or continuing to increase.  

At the end of the Company’s 2008 second quarter, the global fixed income environment was characterized by tighter 
spreads compared to the first quarter of 2008. However, spreads were still at wider levels than at the end of the 2007 fiscal 
year. Global high yield and high grade spread indices tightened 78 basis points and 9 basis points, respectively, at the end of 
the second quarter compared to the end of the first quarter of 2008 and widened 81 and 43 basis points, respectively, 
compared to the end of the 2007 fiscal year. At the end of the second quarter of 2008, global equity markets modestly 
increased from levels at the end of the first quarter of 2008 but were down 6.6% at the end of the second quarter compared 
to the end of fiscal year 2007. Global corporate activity levels in completed M&A transactions for the 2008 second quarter 
were lower, compared to levels at the end of the first quarter of 2008 and those at the end of the 2007 fiscal year. Equity 
underwriting levels for the 2008 second quarter were down 25% from the 2007 fourth quarter and fixed income 
underwriting levels for the 2008 second quarter increased 7% between the benchmark periods. 

Investment banking activity for the remaining 2008 calendar year is expected to be modest. Global public issuance markets 
have contracted from 2007 levels. The Company believes full-year 2008 M&A volumes will decline compared to full-year 
2007 levels. The anticipated decrease in 2008 investment banking activities is the result of both comparatively lower 
financial sponsor activity as well as slower economic growth. This is expected to be offset in part by: (i) the weak U.S. dollar 
attracting cross-border transactions; (ii) companies focusing on core businesses and divesting non-core functions; (iii) 
selective financing of strategic deals; and (iv) equity or hybrid equity offerings.  

Real gross domestic product growth (“GDP”) in the U.S. economy, as forecasted by the Company’s economists, expanded 
by an estimated 1.0% for the 2008 second quarter, compared to GDP growth of 1.0% in the first quarter. This forecast is 
predicated upon declining consumer spending resulting from increasing unemployment levels and declining wealth 
measures. Expected relief on consumer spending as a result of fiscal stimulus packages may be annulled from rising 
commodity prices, particularly oil and grains. Continued slowdowns in home sales and commercial real estate investments 
suggest inventories may continue to rise and increase levels of construction and price cuts. Growth in industrial production 
slowed from 2007 levels, reflecting reduced growth in domestic consumer demand, partially offset by demand for U.S. 
exports. Market indications suggesting declines in business and consumer confidences continue to be present as they were 
in the prior quarter. In March 2008, the Federal Reserve Bank of New York created the Primary Dealer Credit Facility 
which was designed to address elevated pressures in short-term funding markets. The U.S. Federal Reserve Board reduced 
rates twice in the fiscal quarter and is anticipated to hold rates steady over the next several meetings. The Company’s 
economists expect the terminal funds rate will be within the range of 1.50% and 2.00% by the end of the fourth quarter due 
to rising energy costs, tightening credit conditions, a continued drop in home prices and weak job markets. Long-term bond 
yields increased, with the 10-year Treasury note yield ending the fiscal quarter at 4.10%, up approximately 70 basis points 
from the first quarter of 2008. At the end of the second fiscal quarter, the S&P 500 Index, Dow Jones Industrial Average 
and NASDAQ composites decreased 8.5%, 7.3%, and 3.1%, respectively, from 2007 second quarter levels.  

In Eurozone countries and the U.K., economic growth slowed during the second quarter of the 2008 fiscal year as the 
disruption in the global financial markets and higher oil prices affected spending and consumer confidence. Business 
activity reflected a decline from the benchmark period as a result of tighter credit conditions and an overall decrease in 
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consumption across all sectors. Labor markets appeared unaffected as unemployment levels modestly declined over the 
quarter. Measures of core inflation increased during the 2008 second quarter mainly due to elevated pressure in the energy 
and food markets. The European Central Bank held rates level during the fiscal quarter and the Company’s economists 
expect a rate increase to occur in the third quarter of the 2008 fiscal year. In April 2008, the Bank of England eased rates 
and a further rate reduction is anticipated during the remaining quarters of the fiscal year. The Bund and Gilts’ 10-year 
yields were 4.4% and 4.8%, respectively, at the 2008 second quarter-end compared to 3.9% and 4.3%, respectively, at the 
2008 first quarter-end. Equity volatility for continental Europe and the U.K. was up compared to levels at the end of the 
2008 first quarter. The Company believes that the generally tighter bank and credit conditions, lower forecasted global 
growth and a stronger Euro will combine to slow 2008 Eurozone and U.K. growth. 

In Japan, real gross domestic product growth decelerated, unemployment levels modestly decreased and measures of 
inflation spiked slightly during the 2008 quarter due to increased energy prices. While increasing food prices are causing 
slight inflation, the rise is expected to taper by the end of the 2008 fiscal year. The Company expects energy prices to 
have a significant impact on Japan’s economic performance from the second half of the 2008 fiscal year and beyond.  
The Bank of Japan held its rates steady during the 2008 quarter and is anticipated to continue to do so into the 2008 
fiscal year. The yield on the 10-year Japanese government bond increased 25 basis points from the first quarter of 
calendar year 2008 to 1.6% at the end of the second quarter of calendar year 2008. The Nikkei 225 equity index gained 
10.6% over the course of April to mark the largest percentage increase since July 1995. Residential and non-residential 
construction spending decreased, and the recovery in the corporate sector during the period has yet to have an effect on 
wages and consumption, thus increasing the risk of a possible recession. The Company expects three trends to emerge in 
China’s economy in 2008: (i) GDP growth to fall on an annual basis; (ii) inflation to increase over the long-term; and (iii) 
the central bank to focus more on slowing growth than rising inflation. The Company expects certain larger emerging 
markets, Brazil, Russia and Mexico, for example, to achieve solid growth during the 2008 calendar year. While Latin 
America is expected to feel the effects from a decelerating U.S. economy, the Company believes the impact should be 
less severe than historically as a result of the region’s establishment of new trading relationships with other parts of the 
world. During 2008, the Company expects India to continue GDP growth absent a significant contraction in the U.S. 
economy. Any effect from weaker world economic growth should be offset by continued investment and spending 
within India. 

Critical Accounting Policies and Estimates 

The following is a summary of the Company’s critical accounting policies that may involve a higher degree of management 
judgment and in some instances complexity in application. For a further discussion of these and other accounting policies, 
see Note 1 “Summary of Significant Accounting Policies,” to the Consolidated Financial Statements. 

Use of Estimates 

In preparing the Consolidated Financial Statements and accompanying notes, management makes various estimates in 
accordance with U.S. generally accepted accounting principles that affect reported amounts and disclosures. Broadly, those 
estimates are used in: 

• measuring fair value of certain financial instruments; 

• accounting for identifiable intangible assets and goodwill; 

• establishing provisions for potential losses that may arise from litigation, regulatory proceedings and tax 
examinations;  

• assessing the Company’s ability to realize deferred taxes; and 

• valuing equity-based compensation awards. 

Estimates are based on available information and judgment. Therefore, actual results could differ from estimates and that 
difference could have a material effect on the Consolidated Financial Statements and notes thereto. 

Consolidation Policies 

The assessment of whether accounting criteria for consolidation of an entity is met requires management to exercise 
judgment. The Company consolidates the entities in which the Company has a controlling financial interest. The Company 
determines whether it has a controlling financial interest in an entity by first determining whether the entity is a voting 
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interest entity (sometimes referred to as a non-VIE), a variable interest entity (“VIE”) or a qualified special purpose entity 
(“QSPE”). 

Voting Interest Entity. Voting interest entities are entities that have (i) total equity investment at risk sufficient to fund 
expected future operations independently and (ii) equity holders who have the obligation to absorb losses or receive residual 
returns and the right to make decisions about the entity’s activities. In accordance with Accounting Research Bulletin 
(“ARB”) No. 51, Consolidated Financial Statements, and Statement of Financial Accounting Standards (“SFAS”) No. 94, 
Consolidation of All Majority-Owned Subsidiaries (“SFAS 94”), voting interest entities are consolidated when the Company has a 
controlling financial interest, typically more than 50 % of an entity’s voting interests. 

Variable Interest Entity. VIEs are entities that lack one or more voting interest entity characteristics. The Company 
consolidates VIEs in which it is the primary beneficiary. In accordance with Financial Accounting Standards Board 
(“FASB”) Interpretation (“FIN”) No. 46, Consolidation of Variable Interest Entities (revised December 2003)—an interpretation of 
ARB No. 51 (“FIN 46(R)”), the Company is the primary beneficiary if it has a variable interest, or a combination of variable 
interests, that will either (i) absorb a majority of the VIE’s expected losses, (ii) receive a majority of the VIE’s expected 
residual returns, or (iii) both. To determine if the Company is the primary beneficiary of a VIE, the Company reviews, 
among other factors, the VIE’s design, capital structure, contractual terms, which interests create or absorb variability and 
related party relationships, if any. Additionally, the Company may calculate its share of the VIE’s expected losses and 
expected residual returns based upon the VIE’s contractual arrangements and/or the Company’s position in the VIE’s 
capital structure. This type of analysis is typically performed using expected cash flows allocated to the expected losses and 
expected residual returns under various probability-weighted scenarios. 

Qualified Special Purpose Entity. QSPEs are passive entities with limited permitted activities. SFAS No. 140, Accounting 
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities-a replacement of FASB Statement No. 125 (“SFAS 
140”), establishes the criteria an entity must satisfy to be a QSPE, including types of assets held, limits on asset sales, use of 
derivatives and financial guarantees, and discretion exercised in servicing activities. In accordance with SFAS 140 and FIN 
46(R), the Company does not consolidate QSPEs. 

For a further discussion of the Company’s involvement with VIEs, QSPEs and other entities see Note 6, “Securitizations 
and Special Purpose Entities,” to the Consolidated Financial Statements. 

Equity-Method Investments. Entities in which the Company does not have a controlling financial interest (i.e., non-
consolidated entities) but in which the Company exerts significant influence (generally defined as owning a voting interest 
of 20% to 50%, or a partnership interest greater than 3%) are accounted for either under Accounting Principles Board 
(“APB”) Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock or SFAS No. 159, The Fair Value 
Option for Financial Assets and Financial Liabilities (“SFAS 159”). For further discussion of the Company’s adoption of SFAS 
159, see “Accounting and Regulatory Developments—SFAS 159” below.  

Other. The Company has formed various non-consolidated private equity or other alternative investment funds with third-
party investors that are typically organized as limited partnerships. The Company typically acts as general partner for these 
funds, and when third-party investors have (i) rights to either remove the general partner without cause or to liquidate the 
partnership; or (ii) substantive participation rights, the Company does not consolidate these partnerships in accordance with 
Emerging Issue Task Force (“EITF”) No. 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls 
a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights. 

A determination of whether the Company has a controlling financial interest in an entity and therefore a consolidation 
assessment of that entity is initially made at the time the Company becomes involved with the entity. Certain events may 
occur which cause the Company to re-assess its initial determination of an entity. These re-assessments focus on whether an 
entity is a VIE or non-VIE, whether the Company is the primary beneficiary (if the entity is a VIE) and ultimately the  
consolidation assessment of that entity. Those events generally are: 

• The entity’s governance structure is changed such that either (i) the characteristics or adequacy of equity at risk are 
changed, or (ii) expected returns or losses are reallocated among the participating parties within the entity. 

• The equity investment (or some part thereof) is returned to the equity investors and other interests become 
exposed to expected returns or losses. 

• Additional activities are undertaken or assets acquired by the entity that were beyond those anticipated previously. 

• Participants in the entity acquire or sell interests in the entity. 
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• The entity receives additional equity at risk or curtails its activities in a way that changes the expected returns or 
losses. 

When the Company does not consolidate an entity or apply the equity method of accounting, the Company presents its 
investment in the entity at fair value. For a further discussion regarding potential changes to consolidation-related 
accounting standards, see “Accounting and Regulatory Developments—Elimination of QSPEs and Changes in the FIN 
46(R) Consolidation Model” below. 

Valuation of Financial Instruments 

Substantially all of the Company’s Financial instruments and other inventory positions owned and Financial instruments 
and other inventory positions sold but not yet purchased are reported at fair value. The Company accounts for these 
assets and liabilities at fair value under various accounting literature and applicable industry guidance, namely broker-
dealer and investment company accounting guidance. The Company categorizes Real estate held for sale positions as a 
component of Financial instruments and other inventory positions owned. Real estate held for sale positions are 
reported by the Company at the lower of carrying amount or fair value less cost to sell.  

The Company early adopted the provisions of SFAS No. 157, Fair Value Measurements (“SFAS 157”), in the first quarter 
of 2007. SFAS 157 defines fair value, establishes a framework for measuring fair value, establishes a fair value hierarchy 
based on the quality of inputs used to measure fair value and enhances disclosure requirements for fair value 
measurements. Prior to December 1, 2006, the Company followed the American Institute of Certified Public 
Accountants (“AICPA”) Audit and Accounting Guide, Brokers and Dealers in Securities, when determining fair value for 
financial instruments. The AICPA Audit and Accounting Guide permitted the recognition of a discount to the quoted 
price when determining the fair value for a substantial block of a particular security as long as the quoted price was not 
considered to be readily realizable (i.e., a block discount). 

SFAS 157 defines fair value as the price 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, or an exit price. The degree of judgment utilized in 
measuring the fair value of financial instruments generally correlates to the level of pricing observability. Financial 
instruments with readily available active quoted prices or for which fair value can be measured from actively quoted 
prices in active markets generally have more pricing observability and less judgment utilized in measuring fair value. 
Conversely, financial instruments rarely traded or not quoted have less observability and are measured at fair value using 
valuation models that require more judgment. Pricing observability is impacted by a number of factors, including the 
type of financial instrument, whether the financial instrument is new to the market and not yet established, the 
characteristics specific to the transaction and overall market conditions generally. 

The overall valuation process for financial instruments may include adjustments to valuations derived from pricing 
models. These adjustments may be made when, in management’s judgment, either the size of the position in the 
financial instrument or other features of the financial instrument such as its complexity, or the market in which the 
financial instrument is traded (such as counterparty, credit, concentration or liquidity) require that an adjustment be 
made to the value derived from the pricing models. An adjustment may be made if the sale of a financial instrument is 
subject to sales restrictions that would result in a price less than the computed fair value measurement from a quoted 
market price. Additionally, an adjustment from the price derived from a model typically reflects management’s judgment 
that other participants in the market for the financial instrument being measured at fair value would also consider such 
an adjustment in pricing that same financial instrument. 

The Company has categorized its financial instruments measured at fair value into a three-level classification in 
accordance with SFAS 157. Fair value measurements of financial instruments that use quoted prices in active markets for 
identical assets or liabilities are generally categorized as Level 1, and fair value measurements of financial instruments 
that have no direct observable levels are generally categorized as Level 3. The lowest level input that is significant to the 
fair value measurement of a financial instrument is used to categorize the instrument and reflects the judgment of 
management.  

While SFAS 157 does not prescribe which valuation technique the Company should use to measure the fair value of an 
asset or a liability, SFAS 157 does require the Company to select an appropriate valuation technique for the market 
conditions and for which sufficient, reliable data inputs are available. SFAS 157 distinguishes between inputs that are 
based on market data obtained from independent sources and inputs that reflect assumptions from one market 
participant as to actions of other market participants and emphasizes that valuation methodologies maximize inputs 
based on market data. A determination of what constitutes “observable market data” requires significant judgment. The 
Company considers observable or market-based data to be data that can be characterized as not proprietary, readily 
available or based on consensus within reasonably narrow ranges, regularly distributed or updated, reliable and verifiable 
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and provided by multiple, independent sources that are involved in the relevant market. 

Inputs to valuation techniques used by the Company to determine the fair value of an asset or a liability are prioritized 
based upon the SFAS 157 hierarchy. The SFAS 157 hierarchy gives priority to observable inputs in the marketplace that 
are more objective, rather than inputs that are more subjective because they have been derived through extrapolation or 
interpolation from market data. The basis of a financial instrument level within the fair value hierarchy is the lowest level 
of any input that is significant to the fair value measurement. The categorization of an asset or liability within the SFAS 
157 hierarchy is based upon the pricing transparency of the financial instrument and does not necessarily correspond to 
the perceived risk of the asset or liability. The following describes the three levels of the fair value hierarchy under SFAS 
157, provides general characteristics and examples of measurement inputs associated with each hierarchical level as well 
as valuation techniques used by the Company for components of its financial instrument inventory. 

Level 1 — Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets. A 
quoted price for an identical asset or liability in an active market (e.g., an equity security traded on the New 
York Stock Exchange) provides the most reliable fair value measurement because it is directly observable to the 
market. The types of assets and liabilities valued based on quoted market prices in active markets and 
categorized by the Company as Level 1 within the fair value hierarchy generally include equities listed in active 
markets, G-7 government and agency securities, investments in publicly traded mutual funds with quoted 
market prices and listed derivatives. 

Level 2 — Level 2 inputs are inputs that are observable, either directly or indirectly, but do not qualify as Level 
1 inputs. Level 2 inputs may include: 

• Quoted prices for similar assets or liabilities in active markets. 

• Quoted prices for identical or similar assets or liabilities in markets that are not active, that is, markets 
in which there are few transactions for the asset or liability, the prices are not current, or price 
quotations vary substantially either over time or among market makers (e.g., some brokered markets), 
or in which little information is released publicly (e.g., a principal-to-principal market). 

• Inputs other than quoted prices that are observable for the asset or liability (e.g., interest rates and 
yield curves observable at commonly quoted intervals, volatilities, prepayment speeds, loss severities, 
credit risks, and default rates). 

• Inputs that are derived principally from or corroborated by observable market data through 
correlation or by other means (market-corroborated inputs). 

The types of assets and liabilities 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 non-G-7 government securities, municipal bonds, certain hybrid financial 
instruments, certain mortgage and asset backed securities, certain corporate debt, certain commitments and 
guarantees, certain private equity investments and certain derivatives. Level 2 derivatives are valued using 
pricing models based on the net present value of estimated future cash flows and directly observed prices from 
exchange-traded derivatives, other over-the-counter (“OTC”) derivative contracts, or external pricing services, 
while taking into account either the Company’s or counterparty’s creditworthiness, as appropriate. Determining 
the fair value for Level 2 derivative contracts can require a significant level of estimation and management 
judgment. 

Financial instruments categorized as Level 2 within the SFAS 157 hierarchy are generally presented, at 
inception, using the transacted price. Thereafter, the Company generally values Level 2 assets and liabilities 
based upon comparable market prices or other relevant information from market transactions involving 
identical or comparable assets and liabilities.  

Level 3 — Level 3 inputs reflect the Company’s assumptions that it believes market participants would use in 
pricing the asset or liability. The Company develops Level 3 inputs based on the best information available in 
the circumstances, which may include indirect correlation to a market value, combinations of market values or 
the Company’s proprietary data. Level 3 inputs generally include information derived through extrapolation or 
interpolation of observable market data. 

Financial assets and liabilities presented at fair value and categorized as Level 3 are generally those where the 
measurements of fair value are significantly dependent on relevant empirical data to extrapolate fair value 
measurements. The models’ inputs reflect assumptions that market participants would use in pricing the 
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instrument in a current period transaction and outcomes from the models represent an exit price and expected 
future cash flows. Valuation models are calibrated to the market on a frequent basis. The parameters and inputs 
are adjusted for assumptions about risk and current market conditions. Changes to inputs in valuation models 
are not changes to valuation methodologies; rather, the inputs are modified to reflect direct or indirect impacts 
on asset classes from changes in market conditions. Accordingly, results from valuation models in one period 
may not be indicative of future period measurements. Valuations are independently reviewed by employees 
outside the business unit and, where applicable, valuations are back tested comparing instruments sold to 
where they were marked.  

At the end of the second quarter of 2008, Level 3 assets, including derivatives on a net basis, were approximately $37.9 
billion, a 6% decrease from approximately $40.2 billion at the end of the 2008 first quarter and a 3% decline from 
approximately $38.9 billion at the end of the 2007 fiscal year. During the 2008 second quarter, the Company sold 
approximately $3.6 billion of Level 3 assets. Additionally, the Company’s valuation adjustments (realized and unrealized) 
related to Level 3 assets reduced Level 3 assets by approximately $2.0 billion. These reductions were offset in the 
aggregate by net transfers in and other activity of approximately $3.4 billion; specifically, a result of approximately $1.1 
billion of net transfers into the Level 3 category and approximately $2.3 billion of other transactional activity, primarily 
purchases and payments.  

Asset transfers into Level 3 exceeded asset transfers out of Level 3 by approximately $1.1 billion. As a secondary result 
of the Company’s deleveraging activities and sales of assets during the period, the ability to observe prices in markets 
increased and therefore required the Company to transfer certain assets from Level 3 to Level 2. These reductional 
activities were more than offset by transfers of assets into Level 3 during the 2008 second quarter. Notably, transactional 
levels for residential mortgage-related assets in the U.K. and Eurozone slowed to no longer support categorization of 
these positions outside of Level 3. Additionally and during the 2008 second quarter, the Company sold approximately 
$3.6 billion of Level 3 assets, approximately $2.7 billion of which were mortgage-related. These sales were offset by 
purchases and payment activities related to Level 3 assets of approximately $2.3 billion, having a net effect of decreasing 
Level 3 assets between periods by approximately $1.3 billion. Level 3 net derivatives decreased at May 31, 2008 by 
approximately $1.2 billion from balances at February 29, 2008, reflecting a comparatively lower level of derivative assets 
at May 31, 2008 than at February 29, 2008.  

At May 31, 2008, Level 3 assets included approximately $10.2 billion of private equity and principal investing-related 
positions (generally, private equity and principal investment positions in addition to equity interests in corporations or 
investment vehicles and investment managers that are presented as a component of Corporate equities) and $1.6 billion 
of net derivatives (generally interest rate option contracts, credit default swaptions, structured volatility derivatives and 
other forward starting contracts that are generally long-tenured). The remaining approximate $26.2 billion consist of 
approximately $20.6 billion of mortgage and asset-backed positions and approximately $5.6 billion of corporate debt-
related positions. These amounts have generally been categorized into Level 3 as a result of a lack of liquidity or 
transactional activity in the markets. 

The following table presents comparative metrics of the Company’s Level 3 assets at May 31, 2008, February 29, 2008 
and November 30, 2007: 

 At 
In millions May 31, 2008 Feb 29, 2008 Nov 30, 2007 
Level 3 assets  $  41,344 $   42,508 $  41,979 
 Less: Level 3 derivative liabilities (3,433) (2,303) (3,095)
Level 3 assets (net derivatives) $  37,911 $  40,205 $  38,884 
    
Total assets $639,432  $786,035 $691,063 
    
Total assets measured at fair value $248,745 $304,096 $291,212 
 Less: derivative liabilities measured at fair value (25,885) (37,807) (31,621)
Assets measured at fair value (net derivatives) $222,860 $266,289 $259,591 
   
Level 3 assets as a percent of total assets 6% 5% 6%
Level 3 assets as a percent of total assets measured at fair value 17% 14% 14%
Level 3 assets (net derivatives) as a percent of assets   
 measured at fair value (net derivatives)  17% 15% 15%

For a further discussion regarding the measurement of Financial instruments and other inventory positions owned, 
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excluding Real estate held for sale, and Financial instruments and other inventory positions sold but not yet purchased at 
fair value, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements. 

Identifiable Intangible Assets and Goodwill 

Determining the carrying values and useful lives of certain assets acquired and liabilities assumed associated with business 
acquisitions—intangible assets in particular—requires significant judgment. At least annually, the Company is required to 
assess whether goodwill and other intangible assets have been impaired by comparing the estimated fair value, calculated 
based on price-earnings multiples, of each business segment with its estimated net book value, by estimating the amount of 
stockholders’ equity required to support each business segment. Periodically estimating the fair value of a reporting unit and 
carrying values of intangible assets with indefinite lives involves significant judgment and often involves the use of 
significant estimates and assumptions. These estimates and assumptions could have a significant effect on whether or not 
an impairment charge is recognized and the magnitude of such a charge.  

SFAS No. 142, Goodwill and Other Intangible Assets, requires impairment testing on an annual basis and between annual 
tests if circumstances change that would more likely than not reduce the fair value of goodwill below its carrying 
amount. The Company completed its last annual impairment test on goodwill and other intangible assets as of August 
31, 2007, and no impairment was identified. In addition, as a result of market conditions during the second quarter of 
2008, the Company also conducted an impairment test on goodwill and other intangible assets as of May 31, 2008, and 
no impairment was identified. 

Legal, Regulatory and Tax Proceedings 

In the normal course of business, the Company has been named as a defendant in a number of lawsuits and other legal 
and regulatory proceedings. Such proceedings include actions brought against the Company and others with respect to 
transactions in which the Company acted as an underwriter or financial advisor, actions arising out of the Company’s 
activities as a broker or dealer in securities and commodities and actions brought on behalf of various classes of 
claimants against many securities firms, including the Company. In addition, business activities are reviewed by various 
taxing authorities around the world with regard to corporate income tax rules and regulations. The Company provides 
for potential losses that may arise out of legal, regulatory and tax proceedings to the extent such losses are probable and 
can be estimated. Those determinations require significant judgment. For a further discussion, see Note 8, 
“Commitments, Contingencies and Guarantees,” to the Consolidated Financial Statements. 
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Consolidated Results of Operations 

Overview 

The following table sets forth an overview of results of operations for the three and six months ended May 31, 2008 and 
2007: 

 Three Months Ended  Six Months Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Net revenues $   (668)  $ 5,512  NM1 $  2,839 $ 10,559  (73)%
Income before taxes $ (4,087)  $ 1,879  NM $(3,424)  $  3,578  NM 
Net income $ (2,774)  $ 1,273  NM $(2,285)  $  2,419  NM 
Earnings per diluted common share  $   (5.14)  $   2.21  NM $  (4.33)  $    4.17  NM 
Annualized return on average    
 common stockholders’ equity2 NM 25.8% NM 25.1% 
Annualized return on average     
 tangible common stockholders’ equity NM 31.6% NM 30.7% 

Net Revenues 

The following table sets forth an overview of net revenues for the three and six months ended May 31, 2008 and 2007: 

 Three Months Ended  Six Months Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Principal transactions $ (3,442) $  2,889 NM $ (2,670) $  5,810  NM 
Investment banking 858  1,150 (25)% 1,725 2,000 (14)%
Commissions 639 568 13 1,297 1,108 17 
Interest and dividends 7,771 10,558 (26) 17,405 19,647 (11) 
Asset management and other 414 414 — 853 809 5 
Gross revenues $  6,240 $ 15,579 (60)% $18,610 $ 29,374  (37)%
Interest expense 6,908 10,067 (31) 15,771 18,815 (16) 
Net revenues $    (668) $   5,512 NM $  2,839 $ 10,559  (73)%
Net interest revenues $     863 $      491 76% $  1,634 $      832  96% 
Principal transactions, commissions       
 and net interest revenues $ (1,940) $   3,948 NM $    261 $   7,750  (97)%

Principal Transactions, Commissions and Net Interest Revenue. In both the Capital Markets segment and the 
Private Investment Management business within the Investment Management segment, the Company evaluates net 
revenue performance based on the aggregate of Principal transactions, Commissions and Net interest revenues (Interest 
and dividends revenue net of Interest expense). The revenue category of Principal transactions includes realized and 
                                                           

1 Not meaningful. 
2 Return on average common stockholders’ equity and return on average tangible common stockholders’ equity are computed by dividing annualized net 

income applicable to common stock for the period by average common stockholders’ equity and average tangible common stockholders’ equity, 
respectively. The Company believes average tangible common stockholders’ equity is a meaningful measure because it reflects the common 
stockholders’ equity deployed in the Company’s businesses. Average tangible common stockholders’ equity equals average common stockholders’ equity 
less average identifiable intangible assets and goodwill and is computed as follows: 

 Three Months Ended May 31, Six Months Ended May 31, 
In millions 2008 2007 2008 2007 
Annualized net income applicable to common stock $(11,491)   $  5,025 $ (4,815)  $  4,770 
     
Average stockholders’ equity $25,554 $20,567 $24,533 $20,131 
Less: average preferred stock (4,993) (1,095) (3,694) (1,095) 
Average common stockholders’ equity $20,561 $19,472 $20,839 $19,036 
Less: average identifiable intangible assets and goodwill (4,107) (3,592) (4,114) (3,515) 
Average tangible common stockholders’ equity $16,454 $15,880 $16,725 $15,521 
Return on average common stockholders’ equity NM 25.8% NM 25.1% 
Return on average tangible common stockholders’ equity NM 31.6% NM 30.7% 
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unrealized gains and losses; the revenue category Commissions reflects earned commissions associated with client 
transactions; and Interest and dividend revenue and Interest expense reflects revenues and expenses associated with 
financing or hedging positions. Interest and dividends revenue and Interest expense are a function of the level and mix 
of total assets and liabilities (primarily financial instruments owned and sold but not yet purchased, and collateralized 
borrowing and lending activities), prevailing interest rates and the term structure of financings. Caution should be used 
when analyzing these revenue categories individually because they may not be indicative of the overall performance of 
the Capital Markets and Investment Management business segments. Principal transactions, Commissions and Net 
interest revenues in the aggregate were negative $2.0 billion and $0.3 billion in the 2008 three and six months, compared 
to $3.9 billion and $7.8 billion in the corresponding 2007 periods, respectively. 

Principal transactions revenue for the 2008 three and six months were negative $3.4 billion and negative $2.7 billion, 
respectively, compared to $2.9 billion and $5.8 billion in the corresponding 2007 periods, primarily as a result of negative 
valuation adjustments made on certain components of Capital Markets inventory described in “Impact from Market 
Events” below. Commission revenues rose 13% and 17% in the 2008 three and six months compared to the corresponding 
2007 periods, respectively, reflecting growth in institutional commissions. Interest and dividends revenue declined 26% and 
11% in the 2008 three and six months, respectively, from the corresponding 2007 three and six months and Interest 
expense similarly declined between the benchmark periods. Net interest revenues increased 76% and 96% in the 2008 three 
and six months from the corresponding 2007 three and six months, respectively, reflecting lower financing costs on certain 
inventory positions. 

Investment Banking. Investment banking revenues represent fees and commissions received for underwriting public and 
private offerings of fixed income and equity securities, fees and other revenues associated with advising clients on M&A 
activities, as well as other corporate financing activities. Investment banking net revenues for the 2008 three and six months 
were $0.9 billion and $1.7 billion, respectively, a decrease of 25% and 14% from the comparable 2007 periods, primarily 
driven by a decrease within Global Finance—Debt businesses. Between the benchmark periods, Global Finance—Debt net 
revenues decreased 47% and 37%, respectively, as the number of financial sponsor transactions was minimal during the 
periods. Comparing the second quarter of 2008 to the second quarter of 2007, Advisory services net revenues decreased 
13% but comparing the six months ended May 31, 2008 to May 31, 2007, Advisory services net revenues increased 9%. The 
sequential decrease in Advisory services net revenues reflects a decrease in announced M&A activity since the latter part of 
2007. Global Finance—Equity net revenues were $0.3 billion for the three months ended May 31, 2008, essentially flat 
compared to the same period in 2007, while for six months ended 2008 net revenues were $0.5 billion, a 7% increase from 
the corresponding period in 2007.  

Included in Investment banking revenue are client-driven derivative and other capital market-related transactions with 
Investment Banking clients, which totaled approximately $0.1 billion and $0.2 billion for the 2008 three and six months, 
respectively, compared to approximately $0.2 billion and $0.3 billion in the comparable 2007 periods. 

Asset Management and Other. Asset management and other revenues primarily result from asset management activities 
in the Investment Management business segment. Asset management and other revenues were $0.4 billion and $0.9 billion 
in the 2008 three and six month periods, respectively, consistent with the three months ended May 31, 2007 and an increase 
of 5% from the six months ended May 31, 2007, primarily reflecting higher management fees earned. 
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Non-Interest Expenses 

 Three Months  Six Months  
 Ended  Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Compensation and benefits  $2,325  $2,718 (14)% $4,166  $5,206  (20)%
Non-personnel expenses:        
 Technology and communications  309  287 8  612  553 11 
 Brokerage, clearance and distribution fees  252  201 25  504  395 28 
 Occupancy  188  152 24  373  298 25 
 Professional fees  100  120 (17)  198  218 (9) 
 Business development  87  100 (13)  175  184 (5) 
 Other  158  55 NM  235  127 85 
 Total non-personnel expenses   $1,094  $   915  20% $2,097  $1,775  18% 
Total non-interest expenses   $3,419  $3,633  (6)% $6,263  $6,981  (10)%
Compensation and benefits/Net revenues  NM 49.3%  NM 49.3%  
Non-personnel expenses/Net revenues NM 16.6%  73.9% 16.8%  

Non-interest expenses for the 2008 three and six month periods were $3.4 billion and $6.3 billion, respectively, decreasing 
6% and 10%, from $3.6 billion and $7.0 billion in the comparable 2007 periods. A substantial portion of non-interest 
expenses is compensation-related, which includes both fixed (consisting primarily of salaries, benefits and amortization of 
previous years’ deferred equity awards) and variable (consisting primarily of incentive compensation and commissions) 
components. Compensation expense, particularly the variable component reflecting discretionary bonuses, is impacted by 
levels of business activity, the structure of the Company’s share-based compensation programs and management’s 
judgment. Remaining non-interest expense categories are largely variable, and are expected to change over time with 
revenue levels, business activity mix and employee headcount levels. 

Compensation and benefits. Compensation and benefits expense includes both fixed and variable components. 
Compensation and benefits totaled $2.3 billion and $4.2 billion for the 2008 three and six months ended May 31, 2008, 
respectively, compared to $2.7 billion and $5.2 billion in the comparable 2007 periods. The variable component of 
Compensation and benefits for the 2008 six months ended May 31, 2008, declined 34% compared to the six months 
ended May 31, 2007. Employees totaled approximately 26,200 and 28,300 at May 31, 2008 and 2007, respectively, 
reflecting a net 7% decrease due to a rescaling of operations and business activities, based upon underlying business and 
economic conditions, including the announced resizing of the residential mortgage business. Attributable to the 
reduction of the Company’s workforce, compensation and benefits expense includes approximately $0.1 billion and $0.2 
billion of severance expense for the three and six months ended May 31, 2008, respectively. 

Non-personnel expenses. Non-personnel expenses totaled $1.1 billion and $2.1 billion in the 2008 three and six months, 
respectively, up 20% and 18% compared to the corresponding 2007 periods. Technology and communications expenses 
rose 8% and 11% in the 2008 three and six months, respectively, compared to the corresponding 2007 periods, due to 
comparatively higher communication costs as well as the opening of a new datacenter. Brokerage, clearance and distribution 
fees rose 25% and 28% in the 2008 three and six months, respectively, compared to the corresponding 2007 periods, 
reflecting the higher levels of equity market volatility and corresponding higher transaction volumes. Occupancy expenses 
increased 24% and 25% in the 2008 three and six months, respectively, compared to the corresponding 2007 periods due to 
the expansion of the businesses globally and new office locations, partially offset by the closure of certain business 
platforms. Professional fees decreased 17% and 9% in the 2008 three and six months, respectively, compared to the 
corresponding 2007 periods generally attributable to lower levels of external recruitment. Business development expenses 
decreased 13% and 5% in the 2008 three and six months, respectively, compared to the corresponding 2007 periods due to 
lower marketing and advertising costs associated with the Company’s suspended mortgage origination platforms. For the 
three and six months ended May 31, 2008, approximately $20 million and $54 million, respectively, of costs associated with 
the restructuring of the Firm’s global residential mortgage origination business have been included in Other expenses. 
Additionally and at May 31, 2008, the Company held approximately $2.6 billion of real estate-related positions that did not 
qualify as held for sale pursuant to SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. Accordingly, 
the Company recorded accumulated depreciation expense of approximately $80 million in the second quarter of 2008 for 
these assets. This amount is a component of Other expense in the Consolidated Statement of Income. 
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Income Taxes 

The provision for income taxes was a net credit of $1.3 billion and a net credit of $1.1 billion in the 2008 three and six 
months, respectively, reflecting tax benefits associated with the Company’s pre-tax losses. In the 2007 three and six 
months, the Company had tax provisions of $0.6 billion and $1.2 billion, respectively. The second quarter of 2008 
effective tax rate was 32.1% generally consistent with 32.3% for the second quarter of 2007. The effective tax rate for 
the six months ended May 31, 2008 was 33.3% also generally consistent with 32.4% for the six months ended May 31, 
2007.  

Business Acquisitions, Business Dispositions and Strategic Investments 

Business Dispositions. During the second quarter of 2008: 

• In April 2008, the Company announced the suspension of its U.K home loans division, Southern Pacific 
Mortgage Limited. Previously, the Company announced the suspension of its wholesale and correspondent 
mortgage lending activities at the Aurora Loan Services subsidiary. As a result of these suspension activities, the 
Company incurred one-time, non-compensation expenses of approximately $20 million and $54 million for the 
three and six months ended May 31, 2008, respectively.  

Strategic Investments. During the second quarter of 2008, the Company entered into the strategic investments listed 
below: 

• The Company acquired non-voting, minority ownership stakes in the general partner, the limited partner and 
the management company of One William Street Capital Management LP (collectively, “One William Street”). 
At May 31, 2008, the aggregate amount of the Company’s investment in One William Street was approximately 
$160 million, which was a minority investment in relation to the total, third-party investments in One William 
Street.  

• The Company acquired non-voting, minority ownership stakes in the master fund, general partner, special 
limited partner and management company of R3 Capital Partners (collectively, “R3”), an asset manager of 
funds investing primarily in corporate bonds and loans. At May 31, 2008, the aggregate amount of the 
Company’s investment in R3 was approximately $1.1 billion, which was a minority investment in relation to the 
total, third-party investments in R3. The Company sold assets and transferred derivative risk of approximately 
$4.5 billion at fair value to R3 during the second quarter of 2008; the assets sold were primarily corporate 
bonds and loans. 

Impact from Market Events 

When market conditions change or if markets for specific financial instruments dislocate, the fair values of the 
Company’s financial inventory increase or decrease. Fair value is a market-based measure considered from the 
perspective of market participants who hold an asset or owe a liability and is based upon the perspective of market 
participants at a given point in time.  

Challenging market conditions present in the preceding three quarters continued during the second quarter of 2008. 
These adverse conditions in the credit markets have impacted numerous products, including residential mortgage-related 
assets in various geographies and across the capital structure, commercial mortgage and real estate-related assets, and 
leveraged lending, or acquisition finance facilities. As a result of these market events, the Company recorded negative 
valuation adjustments of approximately $4.0 billion on certain components of its financial inventory. These valuation 
adjustments were partially offset by a net benefit of approximately $0.4 billion due to the impact of the widening of the 
Company’s credit spreads on the carrying value of certain of its debt liabilities. The total amount of valuation 
adjustments in the second quarter of 2008, before consideration of economic hedges, was an approximate $3.6 billion 
reduction to the Company’s net revenues. The negative valuation adjustments resulting from the impact of adverse 
market conditions were amplified by counter productive results from economic risk management strategies employed by 
the Company which had served to mitigate asset price deterioration in prior quarters. The total amount of valuation 
adjustments in the second quarter of 2008, after consideration of economic hedges, was an approximate $3.7 billion 
reduction to the Company’s net revenues, substantially all of which are reflected within the results of operations for the 
Company’s Fixed Income component of Capital Markets. 
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The table below presents certain components of valuation adjustments recorded during the 2008 three and six months 
as well as the accumulated valuation adjustments recorded from fiscal year 2007 through May 31, 2008. These 
components are presented on both a gross and net basis. The net impact represents the revenue impact from the 
components after adjusting for certain economic risk mitigation strategies. Caution should be utilized when evaluating 
the amounts in the following table as they represent only certain components of revenue associated with the business 
activities described. 

 Three Months Ended Six Months Ended  
 May 31, 2008 May 31, 2008 Fiscal Year 2007 
In billions Gross Net(1) Gross Net(1) Gross Net(1) 
Residential mortgage-related positions $(2.4) $(2.0) $(5.4) $(2.8) $(4.7) $(1.3) 
Other asset-backed-related position (0.4) (0.4) (0.6) (0.5) (0.6) (0.2)
Commercial mortgage and       
 real estate-related investments(2) (0.9) (1.3) (2.3) (2.3) (1.4) (0.9)
Acquisition finance facilities       
 (funded and unfunded) (0.3) (0.4) (1.0) (0.9) (1.0) (0.4)
 (4.0) (4.1) (9.3) (6.5) (7.7) (2.8)
       
Valuation of debt liabilities(3) 0.4 0.4 1.0 1.0 0.9 0.9 
 $(3.6) $(3.7) $(8.3) $(5.5) $(6.8) $(1.9) 
(1) The net impact represents the remaining impact from the components after including the impact of certain economic risk mitigation strategies. The 

gross impact excludes any effect of economic risk mitigation strategies. 
(2) Certain real estate-related investments are reflected as a component of Real estate held for sale. The Company makes equity and debt investments in 

entities (including voting-interest entities and VIEs) whose underlying assets are real estate. The Company consolidates those entities in which it either 
controls the entity under SFAS 94 or is the primary beneficiary in accordance with FIN 46(R). The Company does not have economic exposure to the 
total underlying assets in those entities. The amounts presented are the Company’s net investment and therefore exclude the amounts that have been 
consolidated but for which the Company does not have economic exposure. Other asset categories, not included in this table, also contain interests in 
entities that engage in real estate-related activities. 

(3) Represents the gain on debt liabilities the Company elected to measure at fair value under SFAS 159. These gains represent the effect of changes 
in the Company’s credit spread and exclude any interest income or expense as well as any gain or loss from the embedded derivative components 
of these instruments. Changes in valuations are allocated to the businesses in relation to the cash generated by, or funding requirements of, the 
underlying positions. 

For a further discussion of how the market events and resulting negative valuation adjustments impacted the results of 
operations of the Company’s business and geographic segments, see “Business Segments” and “Geographic Segments” 
in this MD&A. 

The Company continues to have exposures to these financial instruments and the markets to which the instruments 
relate, and as market conditions continue to evolve, the value of these and other financial instruments, including any 
economic hedging strategies employed by the Company, could appreciate or deteriorate. The following sections provide 
a summary of the Company’s exposures to these financial instruments at May 31, 2008. For a further discussion 
regarding the Company’s financial inventory, see Note 3, “Financial Instruments and Other Inventory Positions,” to the 
Consolidated Financial Statements. For a further discussion regarding the Company’s fair value determination of 
financial assets and liabilities, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial 
Statements. 

Mortgage-related Assets and Real Estate-related Investments 

Mortgage loans are loans secured by real property made to a borrower (or borrowers). Mortgage loans enter the market 
in a variety of forms: they may enter directly as whole loans originated; or, they may enter indirectly through the form of 
securitizations resulting in mortgage-backed securities, collateralized obligations or other structured finance products. 
The Company’s mortgage-related trading positions consist of whole loans, retained interests in securitizations, loans 
purchased as non-performing loans, equity interests in commercial properties, asset-backed securities that are backed by 
mortgage loans or other assets, and derivatives referencing mortgages or mortgage-backed securities. The Company 
typically disposes of whole loans by securitizing or selling them and may retain certain securities of such securitizations, 
often referred to as retained interests. The Company may also purchase interests in or enter into derivatives referencing 
collateral obligations where the collateral may be an asset-backed security. Mortgage-related positions are reflected in the 
Company’s financial inventory as Mortgage and asset-backed securities. 

The valuation methodologies used for mortgage-related assets incorporate a variety of inputs including prices observed 
from execution of a number of trades in the marketplace; ABX, CMBX and similar indices that track the performance of 
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a series of credit default swaps based upon specific types of mortgages, and other market information, such as data on 
remittances received and updated cumulative loss data on underlying obligations. For a further discussion on the 
Company’s accounting policies related to fair value, see “Critical Accounting Policies—Valuation of Financial 
Instruments.” For a further discussion regarding the measure of Financial instruments and other inventory positions 
owned, excluding Real estate held for sale, and Financial instruments and other inventory positions sold but not yet 
purchased at fair value, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements.  

Certain real estate investment positions are debt or equity investments that the Company makes in entities (including 
voting-interest entities and VIEs) whose underlying assets are real estate.  These investments are a component of the 
Company’s financial inventory and presented as Real estate held for sale. The Company consolidates those entities in 
which it either controls the entity under SFAS 94, or is the primary beneficiary in accordance with FIN 46(R). In 
instances where the Company consolidates entities in which it holds a debt or equity investment, the Company does not 
have economic exposure to the underlying assets in those entities beyond the Company’s investment shown below. The 
Company accounts for these positions at the lower of their carrying amount or fair value less cost to sell. The Company 
uses a variety of valuation methods to determine the carrying amount of its real estate held for sale such as summing the 
land value and the depreciated value, replacement costs, sales of similar properties, discounted cash flow analyses 
adjusted to account for differences in internal rates of return or presumed capitalization rates. Other asset categories, not 
included in the table below, also contains interests in entities that engage in real estate-related activities. 

At May 31, 2008, February 29, 2008 and November 30, 2007, the Company’s exposure to residential and commercial 
mortgage-related assets, other asset-backed-related positions and real estate-related investments was generally: 

 At Percent Change 
In billions May 31, 2008 Feb 29, 2008 Nov 30, 2007 May v. Feb May v. Nov 
Residential mortgages:  
 Securities $ 15.0 $ 18.2 $ 16.7  
 Whole loans 8.3 11.9 14.2  
 Servicing and other 1.6 1.7 1.2  
 $ 24.9 $ 31.8 $ 32.1 (22)% (22)%
Commercial mortgages:   
 Whole loans $ 19.9 $ 24.9 $ 26.2  
 Securities and other 9.5 11.2 12.7  
 $ 29.4 $ 36.1 $ 38.9 (19)% (24)%
  
Other asset-backed (1) $   6.5 $   6.5 $   6.2  
  
Mortgage and asset-  
   backed securities(2) $ 60.8 $ 74.4 $ 77.2 (18)% (21)%
  
Real estate investments, net(3) $ 10.4 $ 12.9 $ 12.8 (19)% (19)%
 (1) Included within this line are securities as well as whole loans. Specifically, these positions include franchise-related whole business financings, 

small business loans, and various asset-backed positions related to student loans, credit cards and auto loans. Approximately $805 million of the 
securities included within this line at May 31, 2008 were rated BB+ or lower (or equivalent ratings) by recognized credit rating agencies.  

(2) Balances shown exclude loans to which the Company does not have economic exposure because the Company transferred mortgage-related 
loans to securitization vehicles where such transfers were accounted for as secured financings rather than sales under SFAS 140. The 
securitization vehicles issued securities that were distributed to investors. The Company does not have economic exposure to the underlying 
assets in those securitization vehicles beyond the Company’s retained interests, which are included above. 

(3) Certain real estate-related investments are reflected as a component of Real estate held for sale. The Company makes equity and debt investments 
in entities (including voting-interest entities and VIEs) whose underlying assets are real estate. The Company consolidates those entities in which 
it either controls the entity under SFAS 94 or is the primary beneficiary in accordance with FIN 46(R). The Company does not have economic 
exposure to the total underlying assets in those entities. The amounts presented are the Company’s net investment and therefore exclude the 
amounts that have been consolidated but for which the Company does not have economic exposure. Other asset categories, not included in this 
table, also contains interests in entities that engage in real estate-related activities. 
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Residential mortgages. The product and geographic diversifications of the Company’s residential mortgage portfolio 
at May 31, 2008, February 29, 2008 and November 30, 2007 can be generally described as below. These characterizations 
are largely based upon the credit assessment of the borrowers to which the mortgage loans have been extended. 

 At Percent Change 
In billions May 31, 2008 Feb 29, 2008 Nov 30, 2007 May v. Feb May v. Nov 
U.S.   
 Alt-A/Prime(1)   
  Whole loans $   2.1 $   3.7 $   3.7  
  Securities 6.5 9.2 7.8  
  Servicing and other 1.6 1.7 1.2  
 $ 10.2 $ 14.6 $ 12.7 (30)% (20)%
 Subprime/Second Lien(2)  
  Whole loans $   1.1 $   1.3 $   3.3  
  Securities 1.7 2.7 2.0  
 $   2.8 $   4.0 $   5.3 (30)% (47)%
 Other U.S.  
  Whole loans $   1.0 $   1.6 $   2.1  
  Securities 0.3 0.5 0.2  
 $   1.3 $   2.1 $   2.3 (38)% (43)%
Europe  
  Whole loans $   3.6 $   5.0 $   5.0  
  Securities 5.7 4.5 5.2  
 $   9.3 $   9.5 $ 10.2 (2)% (9)%
Asia-Pacific  
  Whole loans $   0.5 $   0.3 $   0.1  
  Securities 0.2 0.4 0.4  
 $   0.7 $   0.7 $   0.5 —% 40%
  
Other asset-backed  $   0.6 $   0.9 $   1.1 (33)% (45)%
Total residential mortgages $ 24.9 $ 31.8 $ 32.1 (22)% (22)%
 (1)  The Company generally defines U.S. Alt-A residential mortgage loans as those associated with borrowers who may have creditworthiness of 

“prime” quality but may have traits that prevent the loans from qualifying as “prime.” Those traits could include documentation deficiencies 
related to the borrowers’ income disclosure, referred to as partial or no documentation; or the underlying property may not be owner occupied 
despite full or lower documentation of the borrowers’ income levels. 

(2)  The Company generally defines U.S. subprime residential mortgage loans as those associated with borrowers having a credit score in the range of 
620 or lower using the Fair Isaac Corporation’s statistical model, or having other negative factors within their credit profiles. The Company also 
includes residential mortgage loans that were originated through BNC Mortgage LLC (“BNC”) prior to its closure in the third quarter of the 
Company’s 2007 fiscal year. BNC served borrowers with subprime qualifying credit profiles but also served borrowers with stronger credit 
history as a result of broker relationships or product offerings and such loans are also included in subprime business activity. 

The ratings diversification (where high yield are securities rated BB+ or lower or equivalent ratings by recognized credit 
rating agencies) of the Company’s residential mortgage-related securities at May 31, 2008, February 29, 2008 and 
November 30, 2007 was: 

 May 31, 2008 February 29, 2008 November 30, 2007 
Residential mortgage securities: 
 High grade  91% 89% 85% 
 High yield  9 11 15 
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Commercial mortgage and real estate investment-related. The Company’s commercial mortgage- and real estate 
investment-related portfolio at May 31, 2008 was generally:1 

  May 31, 2008 v.      
  Feb 29, 2008    May 31, 2008 
 At May 31, (Decrease) At May 31, 2008 Number of Avg. Position 

$ in billions 2008 Dollars Percent Americas Europe Asia Positions Value (1) 
Whole loans:         
 Senior $ 19.5 $ (4.8) (20)% $ 10.7 $   4.7 $ 4.1 875 $ 22.2
 Mezzanine 5.9 (1.3) (18) 4.6 0.7 0.6 299 19.8
NPLs (2) 1.9 (0.1) (3) 0.2 — 1.7 327 5.8
Equity 7.2 (1.0) (12) 4.5 1.5 1.2 670 10.7
Securities 5.3 (2.2) (29) 0.9 3.8 0.6 371 14.2
 $ 39.8   $ 20.9 $ 10.7 $ 8.2 2,542 $ 15.7
(1) Amounts are stated in millions. 
(2) NPLs are loans purchased as non-performing loans. 

 WALTV (1) WALA (2) WAM (3) Fixed Floating 
Whole loans:      
 Senior 76% 18 34 9% 91% 
 Mezzanine 78 13 26 15 85 
(1) WALTV is weighted average loan to value at origination. Loan to value is a ratio of outstanding debt on a property to the market value of that 

property. 
(2) WALA is weighted average loan age in months.  
(3) WAM is weighted average number of months remaining to initial maturity; to full extension Senior equals 36 months and Mezzanine equals 33 

months. 

The ratings diversification (where high yield are securities rated BB+ or lower or equivalent ratings by recognized credit 
rating agencies) of the Company’s commercial mortgage-related securities at May 31, 2008 and February 29, 2008 was 
generally: 

 May 31, 2008 February 29, 2008 
Commercial mortgage securities: 
 High grade 94% 94% 
 High yield 6 6 

The property type diversification of the Company’s commercial mortgage whole loan portfolio at May 31, 2008 and 
February 29, 2008 was: 

 May 31, 2008 Feb 29, 2008 
Commercial mortgage whole loans: 
 Office 20% 25% 
 Mixed use 15 11 
 Hotel 12 10 
 Multi-family 19 14 
 Retail 11 10 
 Condominium 5 7 
 Other 18 23 

                                                           
1 The Company’s commercial mortgage-related positions are presented as a component of inventory within the Mortgage and asset-backed securities 

category. The Company’s real estate investments are presented as a component of inventory within the Real estate held for sale category. At May 
31, 2008 and February 29, 2008, those inventory components were: 

 At  
In billions May 31, 2008 Feb 29, 2008 May v. Feb 
Commercial mortgages:  
 Whole loans $ 19.9 $ 24.9 
 Securities and other 9.5 11.2 
 $ 29.4 $ 36.1 (19)%
Real estate held for sale 10.4 12.9 
 $ 39.8 $ 49.0 (19)%
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Acquisition Finance Facilities 

The Company enters into contingent commitments with counterparties to provide acquisition financing. The Company’s 
past experience generally has been that the full contingently committed amount is not drawn upon because transactions 
are not executed, initial deal sizes are revised or multiple financing sources are used by counterparties. Contingent 
commitments are recorded as a component of Derivatives and other contractual agreements in the Company’s financial 
instrument inventory. The fair value of these contingent acquisition facilities is estimated by using executed transactions 
on comparable loans and anticipated market prices based upon pricing indications from syndicate banks and customers. 
The valuation of these commitments also takes into account certain fee income and third-party credit ratings of 
counterparties. For a further discussion regarding all of the Company’s commitments and guarantees, see “Lending-
Related Commitments,” in this MD&A. 

While it is the Company’s intent to distribute through syndication when those facilities are drawn, or “funded,” the 
Company may not be able to syndicate the full lending facility because of market conditions or otherwise. Additionally, 
the Company may extend lending facilities to counterparties for business relationship purposes. In both instances, the 
loan is reflected as a component of Corporate debt and other in the Company’s financial instrument inventory. The fair 
value of these loans is estimated using executed transactions on comparable loans, market price quotations and market 
observable credit default swaps. For a further discussion regarding the Company’s high yield lending inventory, see 
“Liquidity, Funding and Capital Resources—Net Assets,” in this MD&A. 

The following table summarizes the Company’s exposure to these commitments (where high yield are commitments 
made to counter-parties rated BB+ or lower or equivalent ratings by recognized credit rating agencies) at May 31, 2008, 
February 29, 2008 and November 30, 2007: 

 At Percent Change 
In billions May 31, 2008 Feb 29, 2008 Nov 30, 2007 May v. Feb May v. Nov 
High grade:(1)   
 Contingent $   1.7 $   7.2 $ 10.2  
 Unfunded 1.1 0.8 —  
 Funded 3.7 2.9 1.7  
 $   6.5 $ 10.9 $ 11.9 (40)% (45)%
High yield: (1)   
 Contingent $   0.4 $   3.7 $   9.7  
 Unfunded 2.1 2.2 2.7  
 Funded 9.0 11.9 11.5  
 $ 11.5 $ 17.8 $ 23.9 (35)% (52)%
 $ 18.0 $ 28.7 $ 35.8 (37)% (50)%
(1) At May 31, 2008, February 29, 2008 and November 30, 2007, the Company has categorized amounts contingently committed as “Contingent”; 

amounts that were contingently committed in the prior period but unfunded in the current period as “Unfunded;” and amounts that were 
contingently committed in the prior period but funded in the current period as “Funded.” 

Economic Hedges 

To manage price risk or the change in fair value of an asset or liability, the Company may employ a risk management 
strategy referred to as an economic hedge. An economic hedge may be either a cash hedge or a derivative hedge. A 
derivative hedge is a derivative contract whose value is based on an underlying asset, index or reference rate. The 
Company’s position in that contract is typically designed with the intent to partially or fully offset changes in the price 
risk or fair value of the corresponding asset or liability. An economic hedge may be employed for specific inventory 
positions or trading books, or for the overall risks present in the businesses in which the Company operates. The 
Company may enter into an economic hedge whose value is based upon a specific financial instrument class, an index 
that references a financial instrument class or a rate that impacts a financial instrument’s value.  

For example, the Company may employ an economic hedge against specific assets it owns by entering into a derivative 
contract that references an index that tracks the performance of a series of credit default swaps based upon a specific 
type of asset. The index the derivative contract references increases and decreases as the market’s view for the 
underlying financial instrument class changes. The Company’s position in that economic hedge typically is designed to 
offset movements in the price of the financial instrument. 

By their nature, certain economic hedges expose the Company to basis risk. That is, changes in the values of the 
financial instruments whose prices were to be hedged are not offset by movements in the values of the financial 
instrument class, index or rate underlying the economic hedges. During the second quarter of 2008, the valuation 
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adjustments on certain of the Company’s financial instruments were not mitigated by the economic hedge strategies. 
This is in contrast to prior periods when the Company’s cash and economic hedges were able to offset, in part, the 
Company’s valuation adjustments on the items being hedged. As a result, in the second quarter of 2008, the Company 
incurred approximately $0.1 billion of additional losses as gains from some economic hedges were more than offset by 
losses from other economic hedging activity.  

Because the Company is a broker-dealer that applies fair value accounting to all of its cash and derivative inventory 
positions, at May 31, 2008, the Company did not designate the hedges discussed above as accounting hedges under the 
provisions of SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”). For a further 
discussion regarding the Company’s derivative portfolio, see Note 3, “Financial Instruments and Other Inventory 
Positions,” to the Consolidated Financial Statements. For a further discussion regarding the Company’s fair value 
determination of derivative contracts, see Note 1, “Summary of Significant Accounting Policies,” and Note 4, “Fair 
Value of Financial Instruments,” to the Consolidated Financial Statements. 

Fund-Related Assets 

The Company has formed various private equity or other alternative investment funds with third-party investors that are 
typically organized as limited partnerships. The Company typically acts as general partner for these funds and does not 
consolidate the funds into its results of operations when the third-party investors to the funds have (i) rights to either 
remove the general partner without cause or to liquidate the partnership; or (ii) substantive participation rights.  

The Company may provide support to the funds, although the Company has no obligation to do so. The support may 
take the form of guarantees, additional capital commitments to the funds and/or the purchase of assets from the funds. 
If support is provided to the funds, the Company performs a re-assessment of the non-consolidation of the fund as 
required by FIN 46(R). 

During the 2008 second quarter, the Company entered into asset exchanges with certain funds. The Company incurred a 
net loss on the asset exchange transactions of approximately $28 million and included the assets exchanged from these 
funds within the Company's consolidated statement of financial condition at May 31, 2008. Substantially all of the assets 
consolidated are managed within the Company’s Capital Markets—Fixed Income businesses. 

Business Segments 

The Company’s operations are organized into three business segments: 

• Capital Markets; 

• Investment Banking; and 

• Investment Management.  

These business segments generate revenues from institutional, corporate, government and high net worth individual clients 
across each of the revenue categories in the Consolidated Statement of Income. Segment operating results contain certain 
internal allocations, such as funding costs that are centrally managed. Allocations made are based upon management’s 
estimates and judgments. Additionally, because certain components of revenues reflect the overall performance of the 
Company as well as the performance of individual business units, performance in one segment may be affected by the 
performance of other segments. 
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Segment Net Revenues 

 Three Months Ended  Six Months Ended  
 May 31, Percent May 31, Percent 

In millions 2008 2007 Change 2008 2007 Change 
Net revenues:    
      Capital Markets $(2,374) $3,594 NM $  (703) $7,096  NM 
      Investment Banking 858 1,150 (25)% 1,725 2,000  (14)%
      Investment Management 848 768 10 1,817 1,463  24 
Total net revenues (668) 5,512 NM 2,839 10,559  (73)%
Compensation and benefits 2,325 2,718 (14)% 4,166 5,206  (20) 
Non-personnel expenses 1,094 915 20 2,097 1,775  18 
Income before taxes $(4,087) $1,879 NM $(3,424) $3,578  NM 

Capital Markets 

The Capital Markets segment is divided into two components: 

Fixed Income — The Company makes markets in and trades municipal and public sector instruments, interest rate and credit 
products, mortgage-related securities and loan products, currencies and commodities. The Company also originates 
mortgages and structures and enters into a variety of derivative transactions. The Company provides research covering 
economic, quantitative, strategic, credit, relative value, index and portfolio analyses. Additionally, the Company provides 
financing, advice and servicing activities to the hedge fund community, known as prime brokerage services. The Company 
engages in certain proprietary trading activities and in principal investing in real estate that are managed within this 
component. 

Equities — The Company makes markets in and trades equities and equity-related products and enters into a variety of 
derivative transactions. The Company also provides equity-related research coverage as well as execution and clearing 
services for clients. Through capital markets prime services, the Company provides prime brokerage services to the hedge 
fund community. The Company also engages in proprietary trading activities and private equity and other principal related 
investments. 

The following table sets forth the operating results of the Capital Markets business segment. 

Capital Markets Results of Operations 

 Three Months Ended   Six Months Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Principal transactions  $(3,701)  $   2,646 NM $(3,281) $   5,403  NM 
Commissions 453 393 15% 915 774 18% 
Interest and dividends 7,769 10,547 (26) 17,391 19,624 (11) 
Other 1 30 (97) 8 37 (78) 
Total revenues 4,522 13,616 (67) 15,033 25,838 (42) 
Interest expense 6,896 10,022 (31) 15,736 18,742 (16) 
Net revenues (2,374) 3,594 NM (703) 7,096 NM 
Non-interest expenses  2,135 2,241 (5)% 3,569 4,374 (18)%
Income before taxes  $(4,509)  $   1,353 NM $(4,272) $   2,722  NM 

The following table sets forth net revenues for the two components of the Capital Markets business segment. 

Capital Markets Net Revenues 
 Three Months Ended  Six Months Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Fixed Income $(2,975)  $1,902 NM $(2,714) $4,075  NM 
Equities 601 1,692 (64)% 2,011 3,021 (33)%
  $(2,374)  $3,594 NM $  (703) $7,096  NM 
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Net revenues for the 2008 three and six months were negative $2.4 billion and negative $0.7 billion, respectively, compared 
to $3.6 billion and $7.1 billion in the corresponding 2007 periods. The variance between the benchmark periods reflects the 
impact from negative valuations incurred across inventory positions. Capital Markets net revenues in the 2008 three and six 
month periods include approximately $0.4 billion and $1.0 billion, respectively, of gains on debt liabilities which the 
Company elected to fair value under SFAS 159. Interest and dividends revenue for the Capital Markets segment declined 
26% and 11% in the 2008 three and six months, respectively, compared to the corresponding 2007 periods, and Capital 
Markets’ Interest expense declined 31% and 16% between the comparative periods, primarily attributable to comparative 
changes in global yield curves and lower financing costs for certain inventory positions. The greater decline in financing 
costs compared to financing revenues resulted in net interest revenues for the Capital Markets segment increasing 66% and 
88% to approximately $0.9 billion and $1.7 billion in the 2008 three and six month periods, respectively, from $0.5 billion 
and $0.9 billion in the corresponding 2007 periods. Non-interest expenses for the 2008 three and six months decreased 5% 
and 18%, respectively, compared to the corresponding 2007 periods, reflecting the resizing of various business platforms, 
particularly associated with certain fixed income products. For a further discussion, see “Consolidated Results of 
Operations—Business Acquisitions, Business Dispositions and Strategic Investments—Business Dispositions” above. 
Capital Markets’ Income before taxes for the 2008 three and six months was negative $4.5 billion and negative $4.3 billion, 
respectively, compared to $1.4 billion and $2.7 billion in the corresponding 2007 periods.  

Net revenues in Capital Markets—Fixed Income were negative $3.0 billion and negative $2.7 billion for the 2008 three and 
six months, respectively, compared to $1.9 billion and $4.1 billion in the corresponding 2007 periods. The businesses within 
the Fixed Income component of Capital Markets were the most affected by the market dislocations and asset repricings 
across various products that have continued from the second half of the 2007 fiscal year through the 2008 second quarter. 
These market factors resulted in negative valuation adjustments recorded against mortgage and asset-backed-related 
positions as well as real estate-related investments and leveraged finance positions. For a further discussion of the 
components of the negative valuation adjustment recorded in the 2008 three and six months and the Company’s related 
exposures at May 31, 2008, see “Impact from Market Events” above. Additionally, the Company maintained defensive 
trading positions in its credit and rates businesses that lost approximately $0.7 billion in the second quarter of 2008 as a 
result of large market movements that occurred during the three month period. 

Despite negative net revenue results for the three months and six months ended May 31, 2008, Capital Markets—Fixed 
Income’s client revenues for the periods were approximately 27% and 40% higher than in the corresponding 2007 periods.1 
The comparative increase in client revenues reflects strong client demand for liquid market products, including interest rate 
and foreign exchange offerings, high grade debt products, including primary and secondary trading, and the fixed income 
financing component of prime brokerage services. Additionally, the Company’s developing commodities trading business 
experienced record performance within the three month period ended May 31, 2008.  

Capital Markets—Fixed Income results for the 2008 three and six month periods include approximately $0.3 billion and 
$0.8 billion, respectively, in allocated gains from valuation changes in certain debt liabilities carried at fair value under SFAS 
159. Losses on principal portfolios recorded in the Fixed Income component of Capital Markets were approximately $0.3 
and $0.6 billion for both the 2008 three and six month periods, respectively. 

Capital Markets—Equities net revenues decreased 64% and 33% to $0.6 billion and $2.0 billion for the 2008 three and six 
months, respectively, from $1.7 billion and $3.0 billion for the corresponding 2007 periods. Capital Markets—Equities 
client revenues were unchanged between the second quarter of 2008 and the second quarter of 2007; but increased 16% 
between the six month ended May 31 comparative periods, reflecting increases in execution services and prime services 
activities. Global market trading volumes were lower in 2008 three and six months compared to corresponding 2007 
periods. Capital Markets—Equities prime services’ net revenues in the 2008 three and six months increased 5% and 16%, 
respectively, compared to the corresponding 2007 periods. Overall client balances were 17% lower at the end of the 2008 
quarter as compared to balances at the end of the 2007 second quarter. The decline in equity prime brokerage balances is 
attributable to clients’ deleveraging, clients’ diversifying their balances across multiple prime brokers, as well as the 
Company’s intent to reduce those balances that are viewed as inefficient use of the prime broker balance sheet. 

Capital Markets—Equities net revenues for the 2008 three and six months include losses of approximately $0.3 billion and 
$0.1 billion, respectively, from principal investment activity, driven, in part, by depreciation in the Company’s investment in 
an asset manager. In addition, allocated gains from valuation changes in certain debt liabilities carried at fair value under 
SFAS 159 were approximately $0.1 billion and $0.2 billion for the 2008 three and six months, respectively. 

                                                           
1  Client revenues are an internal operating metric that is used to quantify the sales activity of Capital Market’s client activities by management. It 

consists of commissions, which are earned from clients, and sales credits, which are a measurement calculated via models or determined on a 
transactional basis value. Client revenues do not reflect any impact of valuation adjustments or related hedging activities nor do client revenues 
reflect the results of proprietary trading or principal investing activities. 
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Investment Banking 

The Company takes an integrated approach to client coverage, organizing bankers into industry, product and geographic 
groups within the Investment Banking segment. Business services provided to corporations and governments worldwide 
can be separated into: 

Global Finance — The Company serves clients’ capital raising needs through underwriting, private placements, leveraged 
finance and other activities associated with debt and equity products. 

Advisory Services — The Company provides business advisory services with respect to mergers and acquisitions, divestitures, 
restructurings and other corporate activities. 

The following table sets forth the operating results of the Investment Banking segment. 

Investment Banking Results of Operations 1 

 Three Months Ended  Six Months Ended,  
 May 31, Percent May 31, Percent 

In millions 2008 2007 Change 2008 2007 Change 
Global Finance—Debt    $ 288 $  540 (47)% $   610 $  968  (37)%
Global Finance—Equity 330 333 (1) 545 508 7 
Advisory Services 240 277 (13) 570 524 9 
Total revenues $ 858 $1,150 (25)% $1,725 $2,000  (14) 
Non-interest expenses 665 812 (18) 1,351 1,472 (8) 
Income before taxes  $ 193 $  338 (43)% $   374 $  528  (29)%

The following table sets forth the Company’s Investment Banking transaction volumes.2 These volumes do not always 
directly correlate to Investment Banking revenues because they do not necessarily correspond to the amount of securities 
actually underwritten and only include certain reported underwriting activity and because revenue rates vary among 
transactions. 

 Three Months Ended  Six Months Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Global Finance—Debt $  45,419 $ 139,035 (67)% $ 101,748 $ 237,733 (57)%
Global Finance—Equity 11,807 9,639 22 17,700 16,273 9 
Advisory Services—Completed 181,833 180,418 1 275,131 350,292 (21) 
Advisory Services—Announced 170,513 325,505 (48) 245,569 575,786 (57) 

Investment Banking net revenues totaled $0.9 billion and $1.7 billion in the 2008 three and six months, respectively, a 
decrease of 25% and 14% compared to the corresponding 2007 periods, reflecting consistent revenues in Global Finance—
Equity and lower revenues in Global Finance—Debt between the benchmark periods. Non-interest expenses in the 2008 
three and six months declined 18% and 8% to $0.7 billion and $1.4 billion from $0.8 billion and $1.5 billion in the 
corresponding 2007 periods. Income before taxes decreased 43% and 29%, respectively in the 2008 three and six month 
periods, respectively, and, correspondingly, pre-tax margins in the 2008 three and six months were 22.5% and 21.7%, 
respectively, as compared to 29.4% and 26.4% in the corresponding 2007 periods.  

Global Finance—Debt origination net revenues were $0.3 billion and $0.6 billion in the 2008 three and six months, 
respectively, decreasing 47% and 37% compared to the corresponding 2007 periods. These second quarter results are 
consistent with publicly reported global debt origination market volumes which decreased on an annualized basis at May 31, 
2008 by 18% compared to publicly reported volumes for the 2007 calendar year and the Company’s annualized debt 
origination market volumes, which decreased 47% during the same comparative periods. Declines in both net revenues and 

                                                           
1 Investment banking revenues are net of related underwriting expenses. 
2  Debt and equity underwriting volumes as reported by Thomson Financial, an operating unit of The Thomson Reuters Corporation., are based on 

full credit for single-book managers and equal credit for joint-book managers. Debt underwriting volumes include both publicly registered and Rule 
144A issues of high grade and high yield bonds, sovereign, agency and taxable municipal debt, non-convertible preferred stock and mortgage- and 
asset-backed securities. Equity underwriting volumes include both publicly registered and Rule 144A issues of common stock and convertibles. 
Because publicly reported debt and equity underwriting volumes do not necessarily correspond to the amount of securities actually underwritten 
and do not include certain private placements and other transactions, and because revenue rates vary among transactions, publicly reported debt 
and equity underwriting volumes may not be indicative of revenues in a given period. Additionally, because Advisory Services volumes are based on 
full credit to each of the advisors in a transaction, and because revenue rates vary among transactions, Advisory Services volumes may not be 
indicative of revenues in a given period. 

D-79



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 

 
- 78 - 

volumes between the same comparable periods were driven, in part, by weaknesses in the high yield and structured debt 
markets, an outcome of continued turbulence in the credit markets. Debt origination fee backlog was approximately $0.1 
billion at May 31, 2008, an 88% decrease from backlog levels at May 31, 2007. Debt origination backlog may not be 
indicative of the level of future business due to the frequent use of the shelf registration process and changes in overall 
market conditions. On a calendar year-to-date basis, the Company’s market ranking in 2008 for publicly reported global 
debt origination was thirteen with a 3.8% market share, down from a rank of six with a 5.7% market share for the calendar 
year 2007. 

Global Finance—Equity net revenues for the 2008 three and six months were $0.3 billion and $0.5 billion, respectively, 
consistent with the second quarter of 2007 and an increase of 7% compared to the six months ended May 31, 2007. 
Publicly reported global equity origination market volumes decreased on an annualized basis at May 31, 2008 by 27% 
compared to publicly reported volumes for the 2007 calendar year; however, the Company’s annualized equity origination 
market volumes increased 11% between the same comparable periods. The increase in the Company’s second quarter 2008 
net revenues was primarily attributable to strong financial sector issuances (secondary and convertibles-related activities). 
Equity-related fee backlog (for both filed and unfiled transactions) at May 31, 2008 was approximately $0.2 billion, half of 
the value at May 31, 2007; however, that measure may not be indicative of the level of future business depending on 
changes in overall market conditions. On a calendar year-to-date basis, the Company’s market ranking for publicly reported 
2008 global equity origination was seven with a 5.2% market share, up from a rank of nine with a 3.4% market share for the 
calendar year 2007. 

Advisory Services net revenues were $0.2 billion and $0.6 billion for the 2008 three and six months, respectively, compared 
to $0.3 billion and $0.5 billion, in the corresponding 2007 periods. On an annualized basis at May 31, 2008, industry-wide 
completed and announced transaction volumes decreased 35% and 34%, respectively, as compared to publicly reported 
volumes for the 2007 calendar year while the Company’s annualized completed and announced volumes decreased 18% 
and 34%, respectively. M&A fee backlog at May 31, 2008 was $0.2 billion, down 52% from May 31, 2007; however, that 
measure may not be indicative of the level of future business depending on changes in overall market conditions. On a 
calendar year-to-date basis, the Company’s market ranking for completed transactions was five with a 24.4% share, up from 
a rank of seven with a 19.4% share for the 2007 calendar year. In addition and on a calendar year-to-date basis, the 
Company’s market ranking for announced transactions in the comparable periods was six with a 17.7% share, up from a 
rank of nine with a 17.5% share for the 2007 calendar year. 

Investment Management 

The Investment Management business segment consists of: 

Asset Management — The Company provides customized investment management services for high net worth clients, mutual 
funds and other institutional investors. Asset Management also serves as general partner for private equity and other 
alternative investment partnerships and has minority stake investments in certain alternative investment managers.  

Private Investment Management — The Company provides investment, wealth advisory and capital markets execution 
services to high net worth and middle market institutional clients. 

The following table sets forth the operating results of the Investment Management segment. 

Investment Management Results of Operations 
 Three Months Ended   Six Months Ended   
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Principal transactions $259 $243 7% $  612 $  407  50%
Commissions 186 175 6 382 334 14 
Interest and dividends 2 11 (82) 15 23 (35) 
Asset management and other 413 384 8 843 772 9 
Total revenues 860 813 6 1,852 1,536 21 
Interest expense 12 45 (73) 35 73 (52) 
Net revenues 848 768 10 1,817 1,463 24 
Non-interest expenses  619 580 7 1,343 1,135 18 
Income before taxes  $229 $188 22% $  474 $  328  45%
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The following table sets forth Asset Management and Private Investment Management net revenues. 

Investment Management Net Revenues 
 Three Months Ended,  Six Months Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Asset Management $496 $460 8%  $1,114 $   876  27%
Private Investment Management 352 308 14 703 587 20 
 $848 $768 10% $1,817 $1,463  24%
The following table sets forth AUM by asset class. 

Composition of Assets Under Management 
     Percent Change 
 to May 31, 2008 
 May 31,  Nov 30, May 31, Nov 30, May 31, 
In billions 2008 2007 2007 2007 2007 
Equity $109 $107 $108 2% 1%
Fixed income 75 75 65 – 15 
Money markets 54 66 64 (18) (16) 
Alternative investments 39 34 26 15 50 
  $277 $282 $263 (2)% 5%
The following table sets forth a summary of the changes in AUM. 
Changes in Assets Under Management 
 Three Months Ended  Six Months Ended  
 May 31, Percent May 31, Percent 
In billions 2008 2007 Change 2008 2007 Change
Opening balance $277 $236 17% $282 $225  25%
Net additions/(subtractions) (9) 16 NM (9) 24 NM 
Net market appreciation/(depreciation) 9 11 (18) 4 14 (71) 
Total increase/(decrease) – 27 NM (5) 38 NM 
Assets Under Management $277 $263 5% $277 $263  5%

Investment Management net revenues for the 2008 three and six months increased 10% and 24%, respectively, compared 
to the corresponding 2007 periods with higher net revenues in Asset Management and Private Investment Management. 
Non-Interest expense for the 2008 three and six months increased 7% and 18%, respectively, compared to the 
corresponding 2007 periods due to higher levels of compensation, correlated to higher revenues. Income before taxes 
increased 22% and 45% for the 2008 three and six months, respectively, compared to the corresponding 2007 periods. Pre-
tax margin was 27.0% and 26.1% for the 2008 three and six months, respectively, which increased from 24.4% and 22.4% 
for the corresponding 2007 periods. 

The 10% and 24% increase in Investment Management net revenues for the 2008 three and six months as compared to the 
corresponding 2007 periods are the result of gains from minority interests in asset managers and an increase in high net 
worth revenues due to higher assets under management levels. Asset Management net revenues increased 8% and 27% for 
the 2008 three and six months, respectively, in comparison to the corresponding 2007 periods as a result of comparably 
higher levels of traditional and alternative asset management business activity. Private Investment Management net revenues 
for the 2008 three and six months were $0.4 billion and $0.7 billion, respectively, compared to $0.3 billion and $0.6 billion 
for the corresponding 2007 periods.  

At May 31, 2008, AUM was $277 billion, an increase of 5% compared to the corresponding 2007 period. Balances for fixed 
income and alternative investment asset classes increased and money markets decreased compared to the second quarter of 
2007. At May 31, 2008, assets under management decreased 2% from November 30, 2007, due to net outflows, primarily in 
money markets, partially offset by increased market performance. 
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Geographic Segments 

The Company organizes its operations into three geographic regions:  

• Europe and the Middle East, inclusive of operations in Russia and Turkey; 

• Asia-Pacific, inclusive of operations in Australia and India; and 

• the Americas. 

Net revenues presented by geographic region are based upon the location of the senior coverage banker or investment 
advisor in the case of Investment Banking or Asset Management, respectively, or where the position was risk managed 
within Capital Markets and Private Investment Management. Certain revenues associated with U.S. products and services 
that result from relationships with international clients have been classified as international revenues using an allocation 
process. The methodology for allocating the Firm’s revenues to geographic regions is dependent on the judgment of 
management. Additionally, because certain components of revenues reflect the overall performance of the Company as well 
as the performance of individual regions, performance in one segment may be affected by the performance of other 
segments. 

The following presents, in management’s judgment, a reasonable representation of each region’s contribution to net 
revenues. 

Geographic Net Revenues 

  Three Months Ended  Six Months Ended  
 May 31, Percent May 31, Percent 
In millions 2008 2007 Change 2008 2007 Change 
Europe and the Middle East $(499) $1,829 NM $   261 $ 3,197  (92)%
Asia-Pacific 57 762 (93)% 1,405 1,356 4 
     Total Non-Americas (442) 2,591 NM 1,666 4,553 (63) 
U.S.  (290) 2,888 NM 1,052 5,916 (82) 
Other Americas 64 33 94% 121 90 34 
     Total Americas (226) 2,921 NM 1,173 6,006 (80) 
Net revenues $(668) $5,512 NM $2,839 $10,559  (73)%

Non-Americas net revenues for the 2008 three and six months were negative $0.4 billion and $1.7 billion, respectively, 
compared to the corresponding 2007 periods of $2.6 billion and $4.6 billion, respectively. The change in geographic 
concentrations of net revenues was due to the concentration in the Americas and Europe and the Middle East of negative 
valuation adjustments as well as incurred losses on principal investing activities and defensive rates and credit trading 
positions. For a further discussion of negative valuation adjustments recorded in the 2008 three and six months, see 
“Impact from Market Events” above. 

Second quarter 2008 results within Europe and the Middle East reflect positive results within Investment Banking and 
Investment Management. However, these did not offset negative results within Capital Markets. Net revenues in Europe 
and the Middle East were negative $0.5 billion and $0.3 billion for the 2008 three and six months, respectively, 
compared to $1.8 billion and $3.2 billion in the corresponding 2007 periods, respectively. Comparatively lower Capital 
Markets net revenues were the result of the continuation of unfavorable credit and interest rate markets within the U.K. 
and Eurozone as well as a decline in principal investment activity, driven, in part, by depreciation in the Company’s 
investment in an asset manager. Client revenues for the 2008 second quarter increased 4% from the 2007 second 
quarter. Investment Banking net revenues for the Europe and the Middle East segment for the 2008 three and six 
months decreased 31% and 13%, respectively, from the 2007 three and six months,  reflecting lower market volumes in 
the region. Offsetting these results, Investment Management net revenues were higher than benchmark periods, as a 
result of strong client activity within Private Investment Management. 

Second quarter 2008 results within Asia-Pacific were impacted by valuation adjustments that were offset in part by positive 
results within Investment Management. Net revenues in Asia-Pacific were $0.06 billion and $1.4 billion for the 2008 three 
and six months, respectively, compared to $0.8 billion and $1.4 billion in the corresponding 2007 periods, respectively. 
Capital Markets results were impacted by negative valuation adjustments on asset repricings as well as an approximate $0.2 
billion loss from proprietary investment activity. Client revenue levels for the region were consistent between the 2008 
second quarter and the 2007 second quarter. Investment Banking results were consistent with those in the comparative 
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2007 quarter. Investment Management within the region doubled from the 2007 second quarter reflecting continued 
development of this business segment within the geographic segment. 

Liquidity, Funding and Capital Resources 

The Company establishes and monitors compliance with guidelines for the level and composition of its liquidity pool and 
asset funding, the makeup and size of the Company’s balance sheet and the utilization of equity. 

Liquidity 

The funding market environment became very challenging during the second quarter of 2008 as a series of credit and 
liquidity events in the Company’s industry resulted in a sharp decrease in the supply of liquidity in March, which was 
partially reversed in April and May. Despite this difficult environment, the Company strengthened its liquidity position, 
finishing the quarter with record levels of liquidity.  

• The Company’s liquidity pool at May 31, 2008 was approximately $45 billion, up from approximately $34 billion at 
February 29, 2008 and $35 billion at November 30, 2007.  

• Long-term capital (long-term borrowings, excluding borrowings with remaining contractual maturities within 
twelve months of the financial statement date, and total stockholders’ equity) was approximately $154 billion at 
May 31, 2008, up from approximately $153 billion at February 29, 2008 and $146 billion at November 30, 2007. 
The May 31, 2008 long-term capital balance does not reflect the impact of the issuance of $4.0 billion of common 
stock and of $2.0 billion of 8.75% Non-Cumulative Mandatory Convertible Preferred Stock, Series Q, on June 12, 
2008. On a pro forma basis including these two issuances, long-term capital would have been $160 billion at May 
31, 2008. 

Liquidity pool. The Company maintains a liquidity pool available to Holdings that is primarily intended to cover expected 
cash outflows for twelve months in a stressed liquidity environment. In assessing the required size of the liquidity pool, the 
Company assumes that assets outside the liquidity pool cannot be sold to generate cash, unsecured debt cannot be issued, 
and any cash and unencumbered liquid assets outside of the liquidity pool cannot be used to support the liquidity of 
Holdings. The Company’s liquidity pool is sized to cover expected cash outflows associated with the following items: 

• The repayment of approximately $30.8 billion of unsecured debt issued by Holdings and unregulated entities. 
This includes approximately: 

o $20.7 billion of current portion of long-term borrowings. The remaining $0.4 billion of current 
portion of long-term borrowings is related to regulated entities which maintain their own liquidity 
pool sized to cover the repayment of the approximately $1.0 billion in aggregate of unsecured debt 
maturing in the next twelve months issued by those regulated entities. 

o $7.9 billion of commercial paper. 

o $2.2 billion of bank loans and hybrid financial instruments with maturities of less than one year. This 
excludes approximately $2.8 billion of structured note self-funding trades that are measured at fair 
value and managed by business units through matched, unencumbered asset portfolios outside of 
Holdings’ liquidity pool. The remaining $0.7 billion are bank loans in regulated entities.   

• The repayment of approximately $1.6 billion of certain hybrid financial instruments with contingent early 
redemption features linked to market prices or other triggering events (e.g., the downgrade of a reference 
obligation underlying a credit-linked note), which are reasonably expected to mature within twelve months 
(approximately $1.6 billion). These instruments are classified as long-term debt based on their contractual 
maturity. 

• The funding of commitments to extend credit made by the Company and certain of its unregulated subsidiaries 
is based on a probabilistic model. The funding of commitments to extend credit made by regulated subsidiaries 
(including the Company’s banks) is covered by the liquidity pools maintained by these regulated subsidiaries. 
For additional information, see “Lending-Related Commitments” below and Note 8, “Commitments, 
Contingencies and Guarantees,” to the Consolidated Financial Statements. 

• The anticipated impact of adverse changes on secured funding, either in the form of a greater difference 
between the market and pledge value of assets (also known as “haircuts”) or in the form of reduced borrowing 
availability. 
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In addition, the liquidity pool is sized to cover the impact of a one notch downgrade of Holdings’ long-term debt 
ratings, including the additional collateral that would be required to be posted against derivative contracts and other 
secured funding arrangements. See “—Credit Ratings” below. 

The liquidity pool is primarily invested in cash instruments, government and agency securities and overnight repurchase 
agreements collateralized by government and agency securities. The Company calculates its liquidity pool on a daily 
basis. 

Estimated values of the liquidity pool and other unencumbered (i.e., unpledged) asset portfolios available are: 

In billions  May 31, 2008 November 30, 2007 
Unregulated  
 Holdings liquidity pool at pledge value $ 44.6 $  34.9
 Other unencumbered assets at market value 60.6 63.2
 105.2  98.1
Regulated(1)  
 Unencumbered assets held at market value   87.3   95.5
Total $192.5 $193.6
 (1)  Regulated subsidiaries, such as the Company’s U.S. and non-U.S. broker-dealers and bank entities, maintain their own liquidity pools to cover 

their stand-alone expected annualized cash funding needs in a stressed liquidity environment. Unencumbered assets in regulated entities are 
generally restricted from transfer and therefore considered not available to support the liquidity needs of Holdings or other unregulated entities. 

 Funding of assets. The Company funds assets based on their liquidity characteristics, and utilizes cash capital1 to provide 
financing for long-term funding needs. The Company’s funding strategy incorporates the following factors: 

• Liquid assets (i.e., assets for which the Company believes a reliable secured funding market exists across all market 
environments including government bonds, U.S. agency securities, corporate bonds, asset-backed securities and 
equity securities) are primarily funded on a secured basis.  

• Secured funding “haircuts” are funded with cash capital.  

• Illiquid assets (e.g., fixed assets, intangible assets and margin postings) and less liquid inventory positions (e.g., 
derivatives, private equity investments, certain corporate loans, certain commercial mortgages and real estate 
positions) are funded with cash capital. 

• Certain unencumbered assets that are not part of the liquidity pool irrespective of asset quality are also funded 
with cash capital. These assets are typically unencumbered because of operational and asset-specific factors. 
The Company does not assume a change in these factors during a stressed liquidity event.  

As part of its funding strategy, the Company also takes steps to mitigate the main sources of contingent liquidity risk as 
follows: 

• Commitments to extend credit — Cash capital is utilized to cover a probabilistic estimate of expected funding 
of commitments to extend credit. For a further discussion of commitments, see “Lending-Related 
Commitments” in this MD&A and Note 8, “Commitments, Contingencies and Guarantees,” to the 
Consolidated Financial Statements.  

• Ratings downgrade — Cash capital is utilized to cover the liquidity impact of a one-notch downgrade of 
Holdings’ long-term debt ratings. A ratings downgrade would increase the amount of collateral to be posted 
against derivative contracts and other secured funding arrangements. For a further discussion of credit ratings 
and the potential impacts of ratings downgrades, see “Credit Ratings” below. 

• Client financing — The Company provides secured financing to clients typically through repurchase and prime 
broker agreements. These financing activities create liquidity risk when: 

o Clients withdraw their free credit balances. The Company mitigates this risk by not relying on free 
credit balances to fund its own or its clients’ positions.  

o The availability and terms of the Company’s own secured borrowing agreements adversely change 
during a stressed liquidity event and the Company is unable to reflect these changes in client financing 

                                                           
1  Cash capital consists of stockholders’ equity, the estimated sustainable portion of core deposit liabilities at the Company’s bank subsidiaries, and 

liabilities with remaining term of one year or more. 

D-84



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 

 
- 83 - 

agreements. The Company mitigates this risk by entering into term secured borrowing agreements, in 
which the Company can fund different types of collateral at pre-determined collateralization levels, 
and by maintaining liquidity pools at regulated broker-dealers.  

The Company’s policy is to operate with an excess of long-term funding sources over long-term funding requirements 
(“cash capital surplus”). The Company seeks to maintain a cash capital surplus at Holdings of at least $2.0 billion. Cash 
capital surplus at Holdings was $15.0 billion at May 31, 2008 compared with $7.0 billion at February 29, 2008 and $8.0 
billion November 30, 2007. Additionally, at May 31, 2008, the cash capital surplus in regulated entities was 
approximately $12.3 billion compared with $8.8 billion at February 29, 2008 and $12.6 billion November 30, 2007. 

The Company hedges the majority of foreign exchange risk associated with investments in subsidiaries in non-U.S. dollar 
currencies using foreign currency-denominated long-term debt and forwards. 

Diversification of funding sources. The Company seeks to diversify its funding sources. The Company issues long-
term debt in multiple currencies and across a wide range of maturities to tap many investor bases, thereby reducing 
reliance on any one source.  

• During the six months ended May 31, 2008, the Company issued $32.8 billion of long-term borrowings. Long-
term borrowings (less current portion) increased to $128.2 billion at May 31, 2008, up from $123.2 billion at 
November 30, 2007. The weighted-average maturities of long-term borrowings were 7.7 years and 7.1 years at 
May 31, 2008 and November 30, 2007, respectively. 

• The Company diversifies its issuances geographically to minimize refinancing risk and broaden the debt-holder 
base. As of May 31, 2008, February 29, 2008 and November 30, 2007, 54%, 53% and 54%, respectively, of 
long-term debt was issued outside the U.S.  

• In order to minimize refinancing risk, the Company establishes threshold amounts (stated as percentages of 
outstanding long-term borrowings) on long-term borrowings anticipated to mature within any quarterly (7.5%), 
half-year (12.0%) and full-year (20.0%) interval. At May 31, 2008, those limits were $9.6 billion, $15.4 billion 
and $25.6 billion, respectively. If the Company were to operate with debt above these levels, the Company 
would not include the additional amount as a source of cash capital. 

• The Company typically issues in sufficient size to create a liquid benchmark issuance (i.e., sufficient size to be 
included in the Lehman Bond Index, a widely used index for fixed income asset managers). 

Long-term debt is accounted for in long-term-borrowings maturity profile at its contractual maturity date if the debt is 
redeemable at the Company’s option. Long-term debt that is repayable at par at the holder’s option is included in these 
limits at its earliest redemption date. Extendible issuances (which mature on an initial specified maturity date, unless the 
debt holders elect to extend the term of the note for a period specified in the note) are included in these limits at their 
earliest maturity date. 
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The quarterly long-term borrowings maturity schedule over the next five years at May 31, 2008 is as follows: 

Long-Term Borrowings Maturity Profile Chart(1) 
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(1) Included in long-term debt is $6.3 billion of certain hybrid financial instruments with contingent early redemption features linked to market prices 

or other triggering events (e.g., the downgrade of a reference obligation underlying a credit-linked note). In the above maturity table, these notes 
are shown at their contractual maturity. In determining the cash capital value of these notes, however, the Company excluded the portion 
reasonably expected to mature within twelve months ($1.6 billion) from its cash capital sources at May 31, 2008. 

• The Company uses both committed and uncommitted bilateral and syndicated long-term bank facilities to 
complement long-term debt issuances. In particular, the Company maintains a $2.0 billion unsecured, 
committed revolving credit agreement with a syndicate of banks. In March 2008, the Company amended and 
restated this credit facility for three years to February 2011. In addition, the Company maintains a $2.5 billion 
multi-currency unsecured, committed revolving credit facility (“European Facility”) with a syndicate of banks 
for Lehman Brothers Bankhaus AG (“Bankhaus”) and Lehman Brothers Treasury Co. B.V. which expires in 
April 2010. The ability to borrow under such facilities is conditioned on complying with customary lending 
conditions and covenants. These conditions and covenants do not contain provisions that could, upon an 
adverse change in the Company’s credit ratings, trigger a requirement for an early repayment or prevent future 
borrowings under the facilities. The Company has maintained compliance with the material covenants under 
these credit agreements at all times. The Company draws on both of these facilities from time to time in the 
normal course of conducting business. As of May 31, 2008, there were no outstanding borrowings against 
either Holdings’ credit facility or the European Facility. 
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• The Company owns three bank entities: Lehman Brothers Bank, a U.S.-based thrift institution, Lehman 
Brothers Commercial Bank, a U.S.-based industrial bank, and Bankhaus, a German bank institution. These 
regulated bank entities operate in a deposit-protected environment and are able to source low-cost unsecured 
funds that are primarily term deposits. These bank entities are generally insulated from a company-specific or 
market liquidity event, thereby providing a reliable funding source for their mortgage products and selected 
loan assets and increasing consolidated funding diversification. At May 31, 2008, these bank entities had total 
assets of $46 billion compared with $44 billion at February 29, 2008 and November 30, 2007. 

• Bank facilities provide the Company with further diversification and flexibility. For example, the Company 
draws on committed syndicated credit facilities described above on a regular basis (typically 25% to 50% of the 
time on a weighted-average basis) to provide the Company with additional sources of long-term funding on an 
as-needed basis. The Company has the ability to prepay and redraw any number of times and to retain the 
proceeds for any term up to the maturity date of the facility. As a result, the Company views these facilities as 
having the same liquidity value as long-term borrowings with the same maturity dates, and the Company 
includes these borrowings in reported long-term borrowings at the facility’s stated final maturity date to the 
extent that they are outstanding as of a reporting date. 

• In March 2008, the Federal Reserve announced that the Federal Reserve Bank of New York has been granted 
the authority to establish a Primary Dealer Credit Facility (“PDCF”). The PDCF is an overnight loan facility 
that provides funding to primary dealers in exchange for a broad range of investment-grade debt securities and 
is intended to foster the functioning of financial markets more generally. The facility was originally established 
for at least six months and may be extended by the Federal Reserve beyond September 2008 as conditions 
warrant. The Company’s registered broker-dealer subsidiary, Lehman Brothers Inc. (“LBI”), may at times use 
the PDCF as an additional source of secured funding. During the second quarter of 2008, LBI accessed the 
PDCF on seven occasions for operational testing purposes, the last of which was on April 16, 2008.  

Secured Funding. Liquid securities are typically funded on a secured basis – generally through tri-party repurchase 
agreements, in which a custodian bank or clearing organization acts as an intermediary between the Company and its 
funding counterparties. The Company’s tri-party repurchase agreements stood at $188 billion at May 31, 2008, compared 
with $230 billion at February 29, 2008 and $230 billion at November 30, 2007. Excluding government and agency 
securities, for which there exists a very liquid secured funding market, the Company’s tri-party repurchase agreements 
stood at $105 billion at May 31, 2008, compared with $115 billion at February 29, 2008 and $111 billion at November 
30, 2007.  

The main liquidity risk associated with the secured funding of non-government, non-agency securities is a reduction in 
borrowing availability. To mitigate this risk, the Company has put in place a four-pronged strategy: 

• Selecting reliable funding counterparties (i.e., counterparties with which the Company has broad and long-
established relationships and which are very familiar with the asset classes that they fund). 

• Seeking term funding whenever possible. The average remaining maturity of the Company’s tri-party 
repurchase agreements, excluding government and agency securities, was 35 days at May 31, 2008, compared 
with 22 days at February 29, 2008 and 27 days at November 30, 2007. Excluding securities that can be pledged 
to central banks, the average remaining maturity of the Company’s tri-party repurchase agreements was over 40 
days at May 31, 2008. 

• Overfunding (i.e., the Company has secured funding capacity in excess of firm and client positions, filling the 
gap by substituting treasury and agency securities in the U.S. and borrowing in securities in Europe). This gives 
the Company the ability to absorb adverse changes in secured funding capacity in times of stress by reducing 
total collateral borrowed in or reallocating the higher quality, easy to fund treasury or agency securities, outside 
these facilities as necessary. Overfunding was approximately $27 billion at May 31, 2008. This is not included as 
part of the Company’s liquidity pool. 

• As a last resort, using the liquidity pool available to the Company to mitigate the loss of secured funding 
capacity. Of the Company’s tri-party repurchase agreements of $105 billion, excluding government and agency 
securities: 

o Approximately $40 billion consists of central bank eligible securities that are of a high quality and have 
the potential to be placed within the market. 

o Of the remaining $65 billion, $25 billion is funding other, high quality, investment grade fixed income 
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securities and major index equities, for which there exists a very active, reliable and liquid secured 
funding market and a further $8 billion of assets are funded within our own bank entities.  

o A loss of repo capacity on the remaining $32 billion may be mitigated by the liquidity pool available to 
the Company. 

Scenario Analysis and Stress Testing. The Company performs regular stress testing and scenario analysis to assess the 
impact of various stressed liquidity events on the Company’s liquidity. The Company’s scenarios cover periods of 
between one month and one year. The Company assumes in all of its scenarios that a normal trading environment 
continues to exist but takes the immediate impact of a disruption in secured funding markets into account when 
determining the amount of assets to be funded. 

Most of the Company’s scenarios assume complete disruption of unsecured funding markets (i.e., the inability to issue 
new unsecured debt, and a significant disruption of the secured funding markets, which is several orders of magnitude 
greater than what the Company experienced in March 2008. The Company also assumes multi-notch rating downgrades, 
draws on unfunded commitments and withdrawal of excess cash by its clients. The Company mitigates these cash 
outflows through its liquidity pools and draws on its committed facilities and optimizes funding across legal entities to 
the extent possible. 

Funding action plan. The Company has developed and regularly updates a funding action plan, which represents a 
detailed action plan to manage a stress liquidity event, including a communication plan for regulators, creditors, investors 
and clients.  

Legal entity structure. The Company’s legal entity structure can constrain liquidity available to Holdings. Some of the 
legal entities, particularly the Company’s regulated broker-dealers and bank entities are restricted in the amount of funds 
that they can distribute or lend to Holdings. For a further discussion, see Note 12, “Regulatory Requirements,” to the 
Consolidated Financial Statements. 

Certain regulated subsidiaries are funded with subordinated debt issuances and/or subordinated loans from Holdings, 
which are counted as regulatory capital for those subsidiaries. The Company’s policy is to fund subordinated debt 
advances by Holdings to subsidiaries for use as regulatory capital with long-term debt issued by Holdings having a 
maturity at least one year greater than the maturity of the subordinated debt advance. 

Credit Ratings 

Like other companies in the securities industry, the Company relies on external sources to finance a significant portion of 
the Company’s day-to-day operations. The cost and availability of unsecured financing are affected by the Company’s short-
term and long-term credit ratings. Factors that may be significant to the determination of credit ratings or otherwise affect 
the Company’s ability to raise short-term and long-term financing include the Company’s profit margin, earnings trend and 
volatility, cash liquidity and liquidity management, capital structure, risk level and risk management, geographic and business 
diversification, and relative positions in the markets in which the Company operates. Deterioration in any of these factors 
or combination of these factors may lead rating agencies to downgrade the Company’s credit ratings. This may increase the 
cost of, or possibly limit access to, certain types of unsecured financings and trigger additional collateral requirements in 
derivative contracts and other secured funding arrangements. In addition, debt ratings can affect certain capital markets 
revenues, particularly in those businesses where longer-term counterparty performance is critical, such as OTC derivative 
transactions, including credit derivatives and interest rate swaps. 

At May 31, 2008, the ratings of Holdings’ and LBI’s, a wholly owned subsidiary of the Company and a registered broker-
dealer, short- and long-term senior borrowings were as follows: 

Credit Ratings 
Holdings  LBI 

Short-term Long-term  Short-term Long-term 
Standard & Poor’s Ratings Services A-1 A+  A-1+ AA- 
Moody’s Investors Service P-1 A1  P-1 Aa3 
Fitch Ratings F1+ AA-  F1+ AA- 
Dominion Bond Rating Service Limited R-1 (middle) AA (low)  R-1 (middle) AA 

At May 31, 2008, counterparties had the right to require the Company to post additional collateral pursuant to derivative 
contracts and other secured funding arrangements of approximately $3.1 billion.  
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Subsequent to May 31, 2008, Standard & Poor’s Ratings Services lowered its counterparty credit ratings on Holdings’ 
long-term senior borrowings to A from A+. Additionally, in June 2008, Fitch Ratings lowered its counterparty credit 
ratings on Holdings’ long-term senior borrowings to A+ from AA-, LBI’s long-term senior borrowings to A+ from AA- 
and Holdings’ and LBI’s short-term borrowings to F1. Based upon those rating actions, the counterparties to derivative 
contracts and other secured funding arrangements would have the right to require the Company to post additional 
collateral pursuant to such arrangements of approximately $2.9 billion in the event the Company was to experience a 
further downgrade of senior debt rating of one notch and a further $1.5 billion in the event the Company was to 
experience a two notch downgrade of senior debt ratings. The vast majority of these credit rating downgrade-related 
posting requirements come from derivative transactions with structured vehicles, under which the Company is granted a 
cure period to assign or restructure the transactions, thereby avoiding the posting of additional collateral. 

Additionally and subsequent to May 31, 2008 as well, Moody’s Investors Service and Dominion Bond Rating Service 
Limited reduced their credit outlook on Holdings’ long-term senior borrowings to possible downgrade and outlook 
negative, respectively, from stable. Fitch Ratings has affirmed the ratings on Holdings’ short- and long-term senior 
borrowings.  

Cash Flows 

Cash and cash equivalents of $6.5 billion at May 31, 2008 decreased by $0.8 billion from $7.3 billion at November 30, 
2007, as net cash used in operating activities of $17.9 billion and net cash used in investing activities of $0.6 billion were 
partially offset by net cash provided by financing activities of $17.7 billion.  

Balance Sheet 

Assets. The assets on the Company’s balance sheet consist primarily of Cash and cash equivalents, Financial instruments 
and other inventory positions owned, and Collateralized agreements. At May 31, 2008, total assets decreased by 18.7% 
and 7.5% to $639.4 billion from $786.0 billion and $691.1 billion at February 29, 2008 and November 30, 2007, 
respectively, due to a decrease in secured financing transactions and net assets. Net assets at May 31, 2008 were $327.8 
billion, a decrease of $69 billion and $45 billion from February 29, 2008 and November 30, 2007, respectively, as a result 
of deleveraging the balance sheet during the second quarter of 2008. The Company’s calculation of Net assets excludes 
from total assets: (i) cash and securities segregated and on deposit for regulatory and other purposes; (ii) collateralized 
lending agreements; and (iii) identifiable intangible assets and goodwill. The Company believes Net assets to be a more 
useful measure of assets than total assets because it excludes certain low-risk, non-inventory assets. The Company’s 
calculation of Net assets may not be comparable to other, similarly titled calculations by other companies as a result of 
different calculation methodologies. 

At May 31, 2008, February 29, 2008 and November 30, 2007, total and net assets were: 

Net Assets 

In millions May 31, 2008 Feb 29, 2008 Nov 30, 2007 
Total assets $ 639,432 $ 786,035 $ 691,063 
Cash and securities segregated and on deposit for    
 regulatory and other purposes (13,031) (16,569) (12,743) 
Collateralized lending agreements (294,526) (368,681) (301,234) 
Identifiable intangible assets and goodwill (4,101) (4,112) (4,127) 
Net assets $ 327,774 $ 396,673 $ 372,959 

Included within Net assets are real estate held for sale, certain high yield instruments and private equity and other 
principal investments. 

Real estate held for sale. The Company makes equity and debt investments in entities (including voting-interest entities 
and VIEs) whose underlying assets are real estate. Real estate held for sale positions are reported by the Company at the 
lower of carrying amount or fair value less cost to sell. The Company consolidates those entities in which it either controls 
the entity under SFAS 94 or is the primary beneficiary in accordance with FIN 46(R). At May 31, 2008 and November 30, 
2007, the Company had approximately $20.7 billion and $21.9 billion, respectively, of real estate positions (parcels of land 
and/or related physical property). The Company considers itself to have economic exposure only to its direct investments 
in these entities; the Company does not have economic exposure to the total underlying assets in these entities. The 
Company’s net investment positions related to real estate, excluding the amounts that have been consolidated but for which 
the Company does not have economic exposure, was approximately $10.4 billion and $12.8 billion at May 31, 2008 and 
November 30, 2007, respectively. 
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At May 31, 2008, the Company held approximately $2.6 billion of real estate-related positions that did not qualify as held 
for sale pursuant to SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. Accordingly, the Company 
recorded accumulated depreciation expense of approximately $80 million in the second quarter of 2008 for these assets. 
This expense represents the cumulative depreciation for those positions since their inception through May 31, 2008. 
This amount is a component of Other non-interest expenses in the Consolidated Statement of Income. These positions 
are reported by the Company at the lower of carrying amount or fair value less cost to sell. Of the approximately $2.6 
billion, the amount that has been consolidated but for which the Company does not have economic exposure, was 
approximately $0.9 billion at May 31, 2008. Of the approximately $80 million of accumulated depreciation expense, 
approximately $32 million related to the $0.9 billion for which the Company does not have economic exposure. 

High yield instruments. The Company underwrites, syndicates, invests in and makes markets in high yield corporate debt 
securities and loans. The Company defines high yield instruments as securities of or loans to companies rated BB+ or lower 
or equivalent ratings by recognized rating agencies, as well as non-rated securities or loans that, in management’s opinion, 
are non-investment grade. High yield debt instruments generally involve greater risks than investment grade instruments 
and loans due to the issuer’s creditworthiness and the lower liquidity of the market for such instruments. In addition, these 
issuers generally have relatively higher levels of indebtedness resulting in an increased sensitivity to adverse economic 
conditions. The Company seeks to reduce these risks through active hedging strategies and through the diversification of 
products and counterparties.  

High yield instruments are carried at fair value, with unrealized gains and losses reflected in Principal transactions in the 
Consolidated Statement of Income. The Company mitigates aggregate and single-issuer net exposure through the use of 
derivatives, non-recourse financing and other financial instruments. High yield instruments at May 31, 2008, February 29, 
2008 and November 30, 2007 were as follows: 

In millions May 31, 2008 Feb 29, 2008 Nov 30, 2007 
Bonds and loans in established trading markets  $22,641 $29,893 $32,490 
Bonds and loans held awaiting securitization and/or syndication — 47 157 
Bonds and loans with little or no pricing transparency  1,215 958 1,118 
High yield instruments 23,856 30,898 33,765 
Credit risk hedges(1) (1,201) (1,629) (2,337) 
High yield position, net $22,655 $29,269 $31,428 
(1) Credit risk hedges represent financial instruments with offsetting risk to the same underlying counterparty, but exclude other credit and market risk 

mitigants which are highly correlated, such as index, basket and/or sector hedges. 

Private equity and other principal investments. The Company’s Private Equity business operates in six major asset 
classes: Merchant Banking, Real Estate, Venture Capital, Credit-Related Investments, Private Funds Investments and 
Infrastructure. The Company has raised privately-placed funds in these asset classes, for which the Company acts as a 
general partner and in which the Company has general and in many cases limited partner interests. In addition, the 
Company generally co-invests in the investments made by the funds or may make other non-fund-related direct 
investments. At May 31, 2008, February 29, 2008 and November 30, 2007, private equity related investments totaled $4.4 
billion, $5.0 billion and $4.2 billion, respectively. The real estate industry represented the highest concentrations at 41%, 
47% and 41% at May 31, 2008, February 29, 2008 and November 30, 2007, respectively, and the largest single investment 
was approximately $0.3 billion at all three periods. 

Private equity investments are measured at fair value based on an assessment of each underlying investment, 
incorporating valuations that consider expected cash flows, earnings multiples and/or comparisons to similar market 
transactions, among other factors. Valuation adjustments, which usually involve the use of significant management 
estimates, are an integral part of pricing these instruments, reflecting consideration of credit quality, concentration risk, 
sale restrictions and other liquidity factors. For additional information about private equity and other principal 
investment activities, including related commitments, see Note 8, “Commitments, Contingencies and Guarantees,” to 
the Consolidated Financial Statements. 

Equity Management 

The management of equity is a critical aspect of capital management. Determining the appropriate amount of the 
Company’s equity capital base is dependent on a number of variables, including the amount of equity needed given the 
Company’s estimation of risk in business activities, the capital required by laws or regulations, and credit rating agencies’ 
perspectives of capital sufficiency. 

The Company continuously evaluates the use of equity with the objective of maximizing shareholder value. In periods 
where the Company determines levels of equity to be beyond those necessary to support the Company’s business 
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activities, the Company may return capital to shareholders through dividend payments or stock repurchases. 

The Company maintains a common stock repurchase program to manage equity capital. In January 2008, the Company’s 
Board of Directors authorized the repurchase, subject to market conditions, of up to 100 million shares of Holdings’ 
common stock for the management of equity capital, including consideration of dilution due to employee stock awards. 
This resolution supersedes the stock repurchase program authorized in 2007. The stock repurchase program is effected 
principally through open-market purchases, as well as through employee transactions where employees tender shares of 
common stock to pay for the exercise price of stock options and the required tax withholding obligations upon option 
exercises and conversion of restricted stock units (“RSUs”) to freely-tradable common stock. 

Over the course of the past six months, the Company repurchased through open-market purchases, structured derivative 
trades or withheld from employees for the purposes described above approximately 15.6 million shares of common 
stock at an aggregate cost of approximately $0.9 billion, or $55.82 per share. During the past six months, the Company 
issued 7.4 million shares resulting from employee stock option exercises and another 28.8 million shares were issued out 
of treasury stock to an irrevocable grantor trust that holds shares for issuance to employees in satisfaction of RSUs 
granted under the Firm’s equity compensation plans. 

The Company entered into a structured derivative share-buyback trade in December 2007 that was completed in February 
2008. The Company delivered cash consideration to the counterparty upon entering the transaction. The counterparty’s 
obligation under each tranche of the transaction was dependent on Holdings’ stock price at the end of the transaction. If, in 
respect of any tranche, Holdings’ stock price was greater than a benchmark price, the counterparty was obligated to remit 
payment for the benchmark price. If Holdings’ stock price was less than the benchmark price, the counterparty was 
obligated to deliver shares of Holdings’ common stock to the Company. The net effect of the transaction to the Company 
was a purchase of 1,000,000 shares of Holdings’ common stock and receipt of payment from the counterparty. 

For a further discussion of the Company’s equity issuances in June 2008, specifically, the $4.0 billion public offering of 143 
million shares of common stock and 2.0 million shares of 8.75% Non-Cumulative Mandatory Convertible Preferred 
Stock, Series Q, see Note 14, “Subsequent Events” to the Consolidated Financial Statements. 

Capital Ratios 

Leverage Ratios. The relationship of assets to equity is one measure of a company’s capital adequacy. Generally, this 
leverage ratio is computed by dividing assets by stockholders’ equity. The Company believes that a more meaningful, 
comparative ratio for companies in the securities industry is net leverage, which is the result of net assets divided by 
tangible equity capital.  

The Company’s net leverage ratio is calculated as net assets divided by tangible equity capital. The Company calculates 
net assets by excluding from total assets: (i) cash and securities segregated and on deposit for regulatory and other 
purposes; (ii) collateralized lending agreements; and (iii) identifiable intangible assets and goodwill. The Company 
believes net leverage based on net assets to be a more useful measure of leverage, because it excludes certain low-risk, 
non-inventory assets and utilizes tangible equity capital as a measure of equity base. The Company calculates tangible 
equity capital by including stockholders’ equity and junior subordinated notes and excluding identifiable intangible assets 
and goodwill. The Company believes tangible equity capital to be a more meaningful measure of equity base for 
purposes of calculating net leverage because it includes instruments the Company considers to be equity-like and 
excludes identifiable intangible assets and goodwill because the Company does not view equity used to support those 
intangible assets and goodwill as available to support remaining net assets. The Company considers junior subordinated 
notes, generally debt instruments issued to trusts, to be a component of its tangible equity capital base due to certain 
characteristics of the debt, including its long-term nature, the Company’s ability to defer payments due on the debt and 
the subordinated nature of the debt in the Company’s equity structure. Junior subordinated notes qualify as regulatory 
capital for purposes of regulatory reporting as a consolidated supervised entity (“CSE”). Measures of net assets and 
tangible equity capital may not be comparable to other similarly titled calculations by other companies as a result of 
different calculation methodologies. 
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Tangible Equity Capital and Capital Ratios 

In millions May 31, 2008 Feb 29, 2008 Nov 30, 2007 
Total stockholders’ equity $   26,276 $   24,832 $   22,490 
Junior subordinated notes (1), (2) 5,004 4,976 4,740 
Identifiable intangible assets and goodwill (4,101) (4,112) (4,127) 
Tangible equity capital $   27,179 $25,696 $   23,103 
Total assets $ 639,432 $ 786,035 $ 691,063 
Leverage ratio  24.34x  31.65x  30.73x 
Net assets $ 327,774 $ 396,673 $ 372,959 
Net leverage ratio  12.06x  15.44x  16.14x 
(1)  See Note 7, “Borrowings and Deposit Liabilities,” to the Consolidated Financial Statements. 
(2)  At November 30, 2007, the Company excluded approximately $237 million of junior subordinated notes issued to trusts or limited partnerships. 

The table above does not reflect the impact of the issuance of $4.0 billion of common stock and of $2.0 billion of 8.75% 
Non-Cumulative Mandatory Convertible Preferred Stock, Series Q, on June 12, 2008. On a pro forma basis including 
those equity issuances, the Company’s leverage ratio and net leverage ratio would have been 20.00x and 10.06x, 
respectively. 

Included below are the changes in tangible equity capital at May 31, 2008, February 29, 2008 and November 30, 2007: 

Tangible Equity Capital 

 Three Months Ended Year Ended 
In millions May 31, 2008 Feb 29, 2008 Nov 30, 2007
Beginning tangible equity capital $25,696 $23,103 $18,567 
Net income (2,774) 489 4,192 
Dividends on common stock (105) (106) (351) 
Dividends on preferred stock (99) (24) (67) 
Common stock open-market repurchases (68) (697) (2,605) 
Common stock withheld from employees (1) (40) (69) (573) 
Equity-based award plans (2) 534 1,086 2,829 
Issuance of preferred stock, net of issuance cost 4,000 1,856 — 
Net change in junior subordinated notes included in tangible equity (3) 28 236 2,002 
Change in identifiable intangible assets and goodwill 11 15 (765) 
Other, net (4) (4) (193) (126) 
Ending tangible equity capital $27,179 $25,696 $23,103 
(1) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon option 

exercises and conversion of RSUs. 
(2) This represents the sum of (i) proceeds received from employees upon the exercise of stock options, (ii) the incremental tax benefits from the 

issuance of stock-based awards, and (iii) the value of employee services received, as represented by the amortization of deferred stock 
compensation. 

(3) Junior subordinated notes are deeply subordinated and have a long-term maturity and interest deferral features and are utilized in calculating 
equity capital by leading rating agencies. Junior subordinated notes qualify as regulatory capital for CSE purposes.  

(4) Other, net for the quarter ended February 29, 2008 includes a $178 million decrease to retained earnings from the adoption of FIN No. 48, 
Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109 (“FIN 48”). Other, net for the year ended November 30, 2007 
includes a $67 million net increase to Retained earnings from the adoption of SFAS 157 and SFAS 159 and a $210 million decrease to 
Accumulated other comprehensive income/(loss) from the adoption of SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Retirement Plans (“SFAS 158”). See “Accounting and Regulatory Developments” below for additional information.  

Primary Equity Double Leverage. Primary equity double leverage ratio is the comparison of Holdings’ equity 
investments in subsidiaries to total equity capital (the sum of total stockholders’ equity and junior subordinated notes). 
As of May 31, 2008, equity investment in subsidiaries was $24.1 billion and total equity capital was $31.3 billion. The 
Company aims to maintain a primary equity double leverage ratio of 1.0x or below. The Company’s primary equity 
double leverage ratio was 0.77x and 0.91x as of May 31, 2008 and November 30, 2007, respectively. The Company 
believes total equity capital to be a more meaningful measure of equity than stockholders’ equity because the Company 
considers junior subordinated notes to be equity-like due to their subordinated nature, long-term maturity and interest 
deferral features. The Company believes primary equity double leverage based on total equity capital to be a useful 
measure of equity investments in subsidiaries. The Company’s calculation of primary equity double leverage may not be 
comparable to other similarly titled calculations by other companies as a result of different calculation methodologies. 

D-92



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 

 
- 91 - 

For a further discussion of the Company’s regulatory capital ratios, see “CSE Regulatory Capital” in this MD&A. 

Lending-Related Commitments 

The following table summarizes the contractual amounts of lending-related commitments at May 31, 2008 and November 
30, 2007: 

   Total Contractual 
 Expiration per Period at May 31, 2008  Amount 
    2010- 2012-    
In millions  2008 2009 2011 2013 Later  

May 31, 
2008 

Nov 30, 
2007 

Lending commitments         
 High grade (1) $  4,569 $  4,757 $  5,589 $ 11,202 $  479  $  26,596 $  23,986
 High yield (2) 2,858 286 1,110 3,245 912  8,411 14,420
Contingent acquisition facilities    
 High grade 905 767 — — —  1,672 10,230
 High yield 425 — — — —  425 9,749
Mortgage commitments 713 326 959 277 21  2,296 7,449
Secured lending transactions 75,299 4,135 1,292 329 398  81,453 124,565
 (1) The Company views its net credit exposure for high grade commitments, after consideration of hedges, to be $19.8 billion and $12.2 billion at May 

31, 2008 and November 30, 2007, respectively. 
(2) The Company views its net credit exposure for high yield commitments, after consideration of hedges, to be $7.6 billion and $13.1 billion at May 31, 

2008 and November 30, 2007, respectively. 

The Company uses various hedging and funding strategies to actively manage market, credit and liquidity exposures on 
these commitments. The Company does not believe total commitments necessarily are indicative of actual risk or funding 
requirements because the commitments may not be drawn or fully used and such amounts are reported before 
consideration of hedges. 
Lending commitments. Through the Company’s high grade (investment grade) and high yield (non-investment grade) 
sales, trading and underwriting activities, commitments are made to extend credit in loan syndication transactions. These 
commitments and any related draw downs of these facilities typically have fixed maturity dates and are contingent on certain 
representations, warranties and contractual conditions applicable to the borrower. High yield exposures are defined as 
securities of or loans to companies rated BB+ or lower or equivalent ratings by recognized credit rating agencies, as well as 
non-rated securities or loans that, in management’s opinion, are non-investment grade.  

The Company had commitments to high grade borrowers at May 31, 2008 and November 30, 2007 of $26.6 billion (net 
credit exposure of $19.8 billion, after consideration of hedges) and $24.0 billion (net credit exposure of $12.2 billion, after 
consideration of hedges), respectively. The Company had commitments to high yield borrowers of $8.4 billion (net credit 
exposure of $7.6 billion, after consideration of hedges) and $14.4 billion (net credit exposure of $13.1 billion, after 
consideration of hedges) at May 31, 2008 and November 30, 2007, respectively. 

Contingent acquisition facilities. The Company provides contingent commitments to investment and non-investment 
grade counterparties related to acquisition financing. The Company does not believe contingent acquisition commitments 
are necessarily indicative of actual risk or funding requirements as funding is dependent upon both a proposed transaction 
being completed and the acquiror fully utilizing the commitment. Typically, these commitments are made to a potential 
acquiror in a proposed acquisition, which may or may not be completed depending on whether the potential acquiror to 
whom the commitment was made is successful. A contingent borrower’s ability to draw on the commitment is typically 
subject to there being no material adverse change in the borrower’s financial condition, among other factors, and the 
commitments also generally contain certain flexible pricing features to adjust for changing market conditions prior to 
closing. In addition, acquirors generally utilize multiple financing sources, including other investment and commercial 
banks, as well as accessing the general capital markets for completing transactions. Therefore, contingent acquisition 
commitments are generally greater than the amounts the Company ultimately expects to fund. Further, past practice, 
consistent with the Company’s credit facilitation framework, has been to syndicate acquisition financings to investors. The 
ultimate timing, amount and pricing of syndication, however, is influenced by market conditions that may not necessarily be 
consistent with those at the time the commitment was entered. The Company provided contingent commitments to high 
grade counterparties related to acquisition financing of approximately $1.7 billion and $10.2 billion at May 31, 2008 and 
November 30, 2007, respectively, and to high yield counterparties related to acquisition financing of approximately $0.4 
billion and $9.7 billion at May 31, 2008 and November 30, 2007, respectively.  
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Mortgage commitments. Through the Company’s mortgage origination platforms, commitments are made to extend 
mortgage loans. At May 31, 2008 and November 30, 2007, outstanding mortgage commitments were approximately $2.3 
billion and $7.4 billion, respectively. These commitments included $0.5 billion and $3.0 billion of residential mortgages and 
$1.8 billion and $4.4 billion of commercial mortgages at May 31, 2008 and November 30, 2007, respectively. Typically, 
residential mortgage loan commitments require us to originate mortgage loans at the option of a borrower, generally within 
90 days at fixed interest rates. Consistent with past practice, the Company’s intention is to sell residential mortgage loans, 
once originated, primarily through securitizations. The ability to sell or securitize mortgage loans, however, is dependent on 
market conditions. 

Secured lending transactions. In connection with financing activities, the Company had outstanding commitments under 
certain collateralized lending arrangements of approximately $5.1 billion and $8.5 billion at May 31, 2008 and November 30, 
2007, respectively. These commitments require borrowers to provide acceptable collateral, as defined in the agreements, 
when amounts are drawn under the lending facilities. Advances made under these lending arrangements typically are at 
variable interest rates and generally provide for over-collateralization. In addition, at May 31, 2008, the Company had 
commitments to enter into forward starting secured resale and repurchase agreements, primarily secured by government 
and government agency collateral, of $48.4 billion and $28.0 billion, respectively, compared to $70.8 billion and $45.3 
billion, respectively, at November 30, 2007. 

For additional information about lending-related commitments, see Note 8, “Commitments, Contingencies and 
Guarantees,” to the Consolidated Financial Statements. 

Off-Balance-Sheet Arrangements 

In the normal course of business the Company engages in a variety of off-balance-sheet arrangements, including certain 
derivative contracts meeting the FIN No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect 
Guarantees of Indebtedness of Others (“FIN 45”), definition of a guarantee that may require future payments. Other than lending-
related commitments already discussed above in “Lending-Related Commitments,” the following table summarizes off-
balance-sheet arrangements at May 31, 2008 and November 30, 2007: 

  Total Contractual 
 Expiration per Period at May 31, 2008  Amount 
  2010- 2012-  
In millions  2008 2009 2011 2013 Later  

May 31, 
2008 

Nov 30, 
2007 

Derivative contracts (1) $114,188 $77,117 $119,404 $195,271 $223,363  $729,343 $737,937
Municipal-securities-related commitments 333 1,002 221 220 4,196  5,972 6,902
Other commitments with    
    variable interest entities 25 1,343 170 997 7,000  9,535 10,405
Standby letters of credit 1,538 371 2 — —  1,911 1,690
Private equity and other   
    principal investments 2,181 814 1,107 171 —  4,273 2,583
 (1) The Company believes the fair value of these derivative contracts is a more relevant measure of these obligations because the Company believes the 

notional amount overstates the expected payout. At May 31, 2008 and November 30, 2007, the fair value of these derivative contracts approximated 
$16.6 billion and $36.8 billion, respectively. 

In accordance with FIN 45, the table above includes only certain derivative contracts meeting the FIN 45 definition of a 
guarantee. For additional information on these guarantees and other off-balance-sheet arrangements, see Note 8 
“Commitments, Contingencies and Guarantees,” to the Consolidated Financial Statements.  

Derivatives 

Neither derivatives’ notional amounts nor underlying instrument values are reflected as assets or liabilities in the 
Consolidated Statement of Financial Condition. Rather, the market, or fair values, related to derivative transactions are 
reported in the Consolidated Statement of Financial Condition as assets or liabilities in Derivatives and other contractual 
agreements, as applicable. Derivatives are presented on a net-by-counterparty basis when a legal right of offset exists, on a 
net-by-cross product basis when applicable provisions are stated in a master netting agreement; and/or on a net of cash 
collateral received or paid on a counterparty basis, provided a legal right of offset exists. 

The Company enters into derivative transactions both in a trading capacity and as an end-user. Acting in a trading capacity, 
the Company enters into derivative transactions to satisfy the needs of its clients and to manage the Company’s exposure to 
market and credit risks resulting from its trading activities.  

D-94



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 

 
- 93 - 

As an end-user, the Company primarily uses derivatives to hedge exposure to market risk (including foreign currency 
exchange and interest rate risks) and credit risks. When these end-user derivatives are interest rate swaps they are measured 
at fair value through earnings and the carrying value of the related hedged item is adjusted through earnings for the effect of 
changes in the fair value of the risk being hedged. The hedge ineffectiveness in these relationships is recorded in Interest 
expense in the Consolidated Statement of Income. When end-user derivatives are used in hedges of net investments in non-
U.S. dollar functional currency subsidiaries, the gains or losses are reported within Accumulated other comprehensive 
income/(loss), net of tax, in Stockholders’ equity. 

The Company conducts derivative activities through a number of wholly-owned subsidiaries. The Company’s fixed income 
derivative products business is principally conducted through Lehman Brothers Special Financing Inc., and separately 
capitalized “AAA” rated subsidiaries, Lehman Brothers Financial Products Inc. and Lehman Brothers Derivative Products 
Inc. The Company’s equity derivative products business is conducted through Lehman Brothers Finance S.A. and Lehman 
Brothers OTC Derivatives Inc. The Company’s commodity and energy derivatives product business is conducted through 
Lehman Brothers Commodity Services Inc. In addition, as a global investment bank, the Company also is a market maker 
in a number of foreign currencies. Counterparties to the Company’s derivative product transactions primarily are U.S. and 
foreign banks, securities firms, corporations, governments and their agencies, finance companies, insurance companies, 
investment companies and pension funds. The Company manages risks associated with derivatives on an aggregate basis, 
along with the risks associated with non-derivative trading and market-making activities in cash instruments, as part of the 
Company’s risk management policies. The Company uses industry standard derivative contracts whenever appropriate. 

For additional information about accounting policies and trading-related and end-user derivative activities, see Note 1, 
“Summary of Significant Accounting Policies,” and Note 3, “Financial Instruments and Other Inventory Positions,” to the 
Consolidated Financial Statements. 

Special Purpose Entities  

The Company enters into various transactions with special purpose entities (“SPEs”). SPEs may be corporations, trusts or 
partnerships that are established for a limited purpose. There are two types of SPEs: QSPEs and VIEs. 

A QSPE generally can be described as an entity whose permitted activities are limited to passively holding financial assets 
and distributing cash flows to investors based on pre-set terms. The Company’s primary involvement with QSPEs relates to 
securitization transactions in which transferred assets, including mortgages, loans, receivables and other financial assets, are 
sold to an SPE that qualifies as a QSPE under SFAS 140. In accordance with SFAS 140 and FIN46(R), the Company does 
not consolidate QSPEs. The Company recognizes at fair value the interests the Company holds in the QSPEs. The 
Company derecognizes financial assets transferred to QSPEs, provided the Company has surrendered control over the 
assets. 

Certain SPEs do not meet the QSPE criteria because their permitted activities are not limited sufficiently or the assets are 
non-qualifying financial instruments (e.g., real estate). These SPEs are referred to as VIEs, and the Company typically uses 
them to create securities with a unique risk profile desired by investors to intermediate financial risk or to invest in real 
estate. Examples of the Company’s involvement with VIEs include collateralized debt obligations, synthetic credit 
transactions, real estate investments through VIEs, and other structured financing transactions. Under FIN 46(R), the 
Company consolidates a VIE if the Company is the primary beneficiary of the entity. The primary beneficiary is the party 
that either (i) absorbs a majority of the VIEs expected losses; (ii) receives a majority of the VIEs expected residual returns; 
or (iii) both. 

For a further discussion of consolidation policies, see “Critical Accounting Policies and Estimates—Consolidation 
Policies” in this MD&A. For a further discussion of securitization activities and involvement with VIEs, see Note 6, 
“Securitizations and Special Purpose Entities,” to the Consolidated Financial Statements. 

Conduits 

Conduits are entities established to convey financing. They are thinly capitalized SPE structures established on behalf of 
a sponsor or sponsors that purchase assets usually from multiple parties, funding those purchases by issuing commercial 
paper. Assets held in a conduit serve as collateral for the commercial paper issued by the conduit. The Company is a 
sponsor, guarantor, and/or liquidity and credit facility provider to certain conduits. Specifically: 

• The Company makes certain liquidity commitments and guarantees to commercial paper conduits in support of 
certain clients’ secured financing transactions. These commitments and guarantees obligate the Company to 
provide liquidity to these conduits in the event the conduits cannot obtain funding in the market. However, the 
Company’s obligation is limited to the total amount required to fund clients’ assets in the conduit. At May 31, 
2008 and November 30, 2007, the amount of these commitments was approximately $1.2 billion and $1.4 
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billion, respectively; however, actual risk to the Company is believed to be limited because these liquidity 
commitments are over-collateralized with investment grade collateral. For a further discussion, see Note 8, 
“Commitments, Contingencies and Guarantees—Other Commitments and Guarantees,” to the Consolidated 
Financial Statements. 

• The Company provides limited downside protection guarantees to investors in certain VIEs. These guarantees 
may include a guaranteed return of the investors’ initial investment or of the investors’ initial investment plus 
an agreed upon return depending on the terms. At May 31, 2008 and November 30, 2007, these commitments 
were approximately $6.6 billion and $6.1 billion, respectively. The Company believes actual risk to be limited 
because the Company’s obligations are collateralized by the VIEs’ assets and contain significant constraints 
under which downside protection will be available (e.g., the VIE is required to liquidate assets in the event 
certain loss levels are triggered). For a further discussion, see Note 8, “Commitments, Contingencies and 
Guarantees—Other Commitments and Guarantees,” to the Consolidated Financial Statements. 

• The Company participates in an A-1/P-1-rated multi-seller conduit. This multi-seller issues secured liquidity 
notes to provide financing. The Company uses this conduit for purposes of funding a portion of contingent 
acquisition commitments. At May 31, 2008, the Company had no contingent commitment to provide liquidity 
to this multi-seller conduit. At November 30, 2007, the Company was contingently committed to provide 
approximately $1.6 billion of liquidity if the conduit is unable to remarket the secured liquidity notes upon their 
maturity, generally, one year after a failed remarketing event. This conduit is consolidated in the Company’s 
results of operations. For a further discussion, see Note 8, “Commitments, Contingencies and Guarantees—
Other Commitments and Guarantees,” to the Consolidated Financial Statements. 

• Additionally, the Company has entered into agreements that obligate it to purchase commercial paper from 
VIEs. The commercial paper is purchased by the Company and delivered to clients for purposes of funding a 
debt service reserve. The Company obtains guaranteed investment contracts underwritten by insurance 
companies on these agreements. The guaranteed investment contracts allow the Company to stop the 
agreements in the event of a default by the client upon delivery of the commercial paper. At May 31, 2008 and 
November 30, 2007, the Company was committed to purchase $1.7 billion and $1.3 billion of commercial 
paper, respectively. 

• The Company has established a $2.4 billion conduit that issues secured liquidity notes to pre-fund high grade 
loan commitments. The conduit’s obligations are fully backed by a triple-A rated, third-party, one-year 
revolving liquidity back stop, which the Company has, in turn, fully backed. This conduit is consolidated in the 
Company’s results of operations. 

Risk Management 

The Company’s goal is to realize returns from business commensurate with the risks assumed. The Company’s business 
activities have inherent risks that the Company monitors, evaluates and manages through a comprehensive risk 
management structure. These risks include market, credit, liquidity, operational and reputational exposures, among 
others.  

The bases of risk control processes are: 

• The Company establishes policies to document risk principles, risk capacity and tolerance levels. 

• The Company monitors and enforces adherence to risk policies. 

• The Company measures quantifiable risks using methodologies and models based on tested assumptions. 

• The Company identifies emerging risks through monitoring portfolios, new business development, unusual or 
complex transactions and external events and market influences. 

• The Company reports risks to stakeholders. 

Risk Management Structure 

While risk cannot be completely eliminated, the Company has designed an internal control environment to put 
appropriate risk mitigants in place. Control processes separate the duties of risk management from revenue generation 
and effect management oversight of the risk management function.  
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Overall risk limits and risk management policies, including establishment of risk tolerance levels, are determined by the Risk 
Committee. The Risk Committee, which includes management’s Executive Committee, the Global Head of Risk 
Management and certain other members of senior management, reviews risk exposures, position concentrations and risk-
taking activities on a weekly basis, or more frequently as needed. The Company’s Risk Committee allocates the usage of 
capital to the businesses and establishes trading and credit limits for counterparties with a goal to maintain diversification of 
businesses, counterparties and geographic presence. 

The Global Risk Management Division (the “Division”) is independent of revenue-generation but maintains a presence in 
regional trading centers as well as in key sales offices. The Division’s role is to assist in explaining risks and making them 
clear to management and others. The organization of the Division reflects the Company’s integrated approach to risk 
management, bringing together the skill sets of credit, market, quantitative, sovereign and operational risk management 
groups. 

Market Risk 

Market risk is the potential change to the market value of trading and investing positions. The Company assumes market 
risk in market-making, specialist, proprietary trading, investing and underwriting activities. 

Market risk can result from changes in market variables, including: 

• Changes in the level, slope or shape of yield curves (interest rates), widening or tightening of general spread 
levels (credit or credit-related spreads) and volatility of interest rates. 

• Directional movements in prices and volatilities of individual equities, equity baskets and equity indices. 

• Movement of domestic and foreign currency rates. 

• Price movements of commodities such as electricity, natural gas and oil. 

• Changes in asset valuations. 

Responsibility for defining and monitoring market risk tolerance levels is that of the Company’s Market Risk 
Management Department (the “MRM Department”). Based upon the MRM Department’s established thresholds, 
management applies business judgment to mitigate these risks, managing risk exposures by diversifying portfolios, 
limiting position sizes and establishing economic hedges. Both the MRM Department and management also rely upon 
the Quantitative Risk Management Department (the “QRM Department”) to ensure that both quantifiable and 
unquantifiable risk is identified, assessed and managed. 

Management and the MRM and QRM Departments use qualitative and quantitative risk measures and analyses such as 
sensitivity to changes in interest rates, prices, and implied volatilities. Stress testing, which measures the impact on the 
value of existing portfolios of specific changes in market factors for certain products, is performed with regularity. 
Scenario analyses, which estimate sensitivity to a set of predefined market and/or external events, are also conducted 
periodically. A statistical measure of the potential loss in the fair value of a portfolio due to adverse movements in 
underlying risk factors known as value-at-risk (“VaR”) is also used to monitor and manage market risk. 

VaR. The Company estimates VaR using a model that simulates revenue and loss distributions on substantially all 
financial instruments in its portfolio by applying historical market changes to the current portfolio.  

In a historical simulation VaR, portfolio positions have offsetting risk characteristics, referred to as diversification 
benefit. The Company measures the diversification benefit within its portfolio by historically simulating how the 
positions in its current portfolio would have behaved in relation to each other, as opposed to using a static estimate of a 
diversification benefit, which remains relatively constant from period to period. From time to time there will be changes 
in its historical simulation VaR due to changes in the diversification benefit across the Company’s portfolio of financial 
instruments. 
VaR measures have inherent limitations including: historical market conditions and historical changes in market risk factors 
may not be accurate predictors of future market conditions or future market risk factors; VaR measurements are based on 
current positions, while future risk depends on future positions; and VaR based on a one-day measurement period does not 
fully capture the market risk of positions that cannot be liquidated or hedged within one day. VaR is not intended to capture 
worst case scenario losses and the Company could incur losses greater than the VaR amounts reported. 

There is no uniform industry methodology for estimating VaR. Different assumptions concerning the number of risk 
factors; the duration of the time series; the weighting, if any, of risk factors against the time series and daily changes in 
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these risk factors, as well as different methodologies, could produce materially different results and therefore caution 
should be used when comparing VaR measures among comparable institutions. 

To compute historical simulation VaR, the Company uses four years of historical data, weighted to give greater impact 
to more recent time periods, in simulating potential changes in market risk factors, and estimates the amount that its 
current portfolio could lose with a specified degree of confidence, over a given time interval. For the table below, a one-
day time interval and a 95% confidence level were used. This means that there is a 1-in-20 chance that daily trading net 
revenue losses on a particular day would exceed the reported VaR. 

VaR — Historical Simulation 

Using the same four years of historical data, the following tables present historical simulation VaR on a weighted and un-
weighted basis. In simulating potential changes in market risk factors and estimating the amount that the Company’s 
current portfolio could lose with a specified degree of confidence, the weighted VaR calculation gives greater impact to 
more recent time periods and the un-weighted VaR calculation gives equal impact to the four year time period. 

On a weighted basis: 

  Average VaR  Three Months Ended 
 At Three Months Ended  May 31, 2008 
 May 31, Feb 29, Nov 30, May 31, Feb 29, Nov 30,   
In millions 2008 2008 2007 2008 2008 2007  High Low 
Interest rate risk $ 88 $  90 $   96  $109 $103 $   89  $127 $ 87 
Equity price risk 41 43 50  46 49 51  61 32 
Foreign exchange risk 10 14 11  13 13 10  16 9 
Commodity risk 12 11 13  12 13 11  16 9 
Diversification benefit (47) (52) (46)  (57) (48) (37)    
 $104 $106 $ 124  $123 $130 $ 124  $140 $103 

On an un-weighted basis: 

  Average VaR  Three Months Ended 
 At Three Months Ended  May 31, 2008 
 May 31, Feb 29, Nov 30, May 31, Feb 29, Nov 30,   
In millions 2008 2008 2007 2008 2008 2007  High Low 
Interest rate risk $ 63 $  72 $   69  $71 $78 $   77  $81 $ 63 
Equity price risk 33 34 41  36 38 42  54 28 
Foreign exchange risk 10 17 12  14 16 11  17 10 
Commodity risk 12 11 13  12 13 11  16 9 
Diversification benefit (43) (45) (50)  (49) (48) (41)    
 $75 $89 $ 85  $84 $97 $ 100  $100 $75 

For its own internal management purposes, the Company uses both weighted and un-weighted VaR calculated at a 95% 
confidence interval over a one-day time horizon, among other measures. In line with the requirements of the CSE 
regulatory capital framework, for the purposes of calculation of the general market risk allowance for risk-weighted 
assets, the Company calculates weighted VaR at a 99% confidence level and over a ten-day time horizon. 

During the quarter ending May 31, 2008, the reported average VaR decreased due to significant position reductions 
across many product areas, which were partially offset by increased market volatilities. As part of the Company’s risk 
management control processes, daily trading net revenues are monitored and compared with the reported weighted 
historical simulation VaR as of the end of the prior business day. In the quarter ended May 31, 2008, there were nine 
days when daily net trading loss exceeded historical simulation VaR as measured at the close of the previous business 
day.  

The Company uses stress testing to evaluate risks associated with its Real estate held for sale positions. As of May 31, 
2008, the Company had approximately $20.7 billion of real estate investments; however, the Company’s net investment 
at risk was limited to $10.4 billion, as a portion of these assets have been financed on a non-recourse basis. As of May 
31, 2008, the Company estimates that a hypothetical 10% decline in the underlying property values associated with these 
positions would have resulted in a net revenue loss of approximately $1.3 billion. 

Credit Risk 

Credit risk represents the loss incurred as a result of failure by a client, counterparty or issuer to meet its contractual 
obligations. Credit risk is inherent in traditional banking products (loans, commitments to lend and contingent liabilities) 
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and in “traded” products (derivative contracts such as forwards, swaps and options, repurchase agreements, including 
repos and reverse repos), debt securities and securities borrowing and lending transactions. 

Management and in particular the Company’s Credit Risk Management Department (the “CRM Department”) define 
and monitor credit risk and exposure. The CRM Department approves counterparties, assigns internal risk ratings, and 
establishes credit limits, among other risk mitigation procedures. The CRM Department monitors and reviews 
counterparty risk ratings, current credit exposures and potential credit exposures across products and recommends 
valuation adjustments, when appropriate. Given market events or counterparties’ changes in financial conditions, 
additional review and adjustment procedures may be undertaken. The Company also seeks to reduce current and 
potential credit exposures by entering into agreements that: offset receivables from and payables to a counterparty; 
obtain upfront or contingent collateral from counterparties; provide a third-party guarantee for a counterparty’s 
obligations; and transfer credit risk to third parties using structures or techniques such as credit derivatives. Working 
with the MRM Department, the CRM Department also participates in transaction approval, where the risks of the 
transaction on a stand-alone basis as well as aggregate risk exposure to the obligor are considered. 

Credit risk on derivatives. Derivatives are exchange traded or privately negotiated contracts that derive their value 
from an underlying asset. Derivatives are useful for risk management because the fair values or cash flows of derivatives 
can be used to offset the changes in fair values or cash flows of other financial instruments. In addition to risk 
management, the Company enters into derivative transactions for purposes of client transactions or establishing trading 
positions. The presentation of derivatives in the Consolidated Statement of Financial Position is net of payments and 
receipts and, in instances where management determines a legal right of offset exists as a result of a netting agreement, 
net-by-counterparty. Risk for an OTC derivative includes credit risk associated with the counterparty in the negotiated 
contract and continues for the duration of that contract. 

The fair value of OTC derivative assets at May 31, 2008 and November 30, 2007, was $44.4 billion and $41.3 billion, 
respectively; however, the Company views its net credit exposure to have been $37.4 billion and $34.6 billion at May 31, 
2008 and November 30, 2007, respectively, representing the fair value of OTC derivative contracts in a net receivable 
position after consideration of collateral. 

The following tables set forth the fair value of OTC derivative assets and liabilities by contract type and related net credit 
exposure, as of May 31, 2008 and November 30, 2007. 

D-99



LEHMAN BROTHERS HOLDINGS INC. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 

 
- 98 - 

Fair Value of OTC Derivative Contracts by Maturity 

 May 31, 2008 
     Cross   
     Maturity,   
     Cross   
     Product   
 Less   Greater and Cash  Net 

 than 1 to 5 5 to 10 than 10 Collateral OTC Credit 
In millions 1 Year Years Years Years Netting(1) Derivatives Exposure 
Assets   
Interest rate, currency and credit   
 default swaps and options $  4,048 $23,249 $17,753 $17,885 $(37,287) $25,648 $25,757
Foreign exchange forward         
 contracts and options 3,022 639 547 177 (2,002) 2,383 2,078
Other fixed income securities    
 contracts(2) 9,740 2,796 356 3 (2,554) 10,341 6,161
Equity contracts 3,467 3,376 1,132 1,833 (3,786) 6,022 3,432
 $20,277 $30,060 $19,788 $19,898 $(45,629) $44,394 $37,428
Liabilities   
Interest rate, currency and credit    
 default swaps and options $  4,482 $14,787 $13,468 $11,611 $(34,615) $  9,733 
Foreign exchange forward    
 contracts and options 2,707 877 408 203 (1,925) 2,270 
Other fixed income securities   
 contracts(3) 4,922 1,983 875  — (2,088) 5,692 
Equity contracts 2,073 6,143 1,138 1,828 (4,791) 6,391 
 $14,184 $23,790 $15,889 $13,642 $(43,419) $24,086 
(1) Cross-maturity netting represents the netting of receivable balances with payable balances for the same counterparty across maturity and product 

categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity category when 
appropriate. Cash collateral received or paid is netted on a counterparty basis, provided legal right of offset exists. Assets and liabilities at May 31, 
2008 were netted down for cash collateral of approximately $23.8 billion and $21.6 billion, respectively. 

(2) Includes commodity derivative assets of $4.1 billion. 
(3) Includes commodity derivative liabilities of $3.4 billion. 
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 November 30, 2007 
     Cross   
     Maturity,   
     Cross   
     Product   
 Less   Greater and Cash  Net 

 than 1 to 5 5 to 10 than 10 Collateral OTC Credit 
In millions 1 Year Years Years Years Netting(1) Derivatives Exposure 
Assets   
Interest rate, currency and credit   
 default swaps and options $  4,814 $22,407 $13,915 $15,901 $(35,009) $22,028 $21,718
Foreign exchange forward         
 contracts and options 2,940 432 390 166 (1,449) 2,479 1,954
Other fixed income securities    
 contracts(2) 8,015 866 89 15 (535) 8,450 6,890
Equity contracts 4,615 2,469 629 2,470 (1,826) 8,357 4,043
 $20,384 $26,174 $15,023 $18,552 $(38,819) $41,314 $34,605
Liabilities   
Interest rate, currency and credit    
 default swaps and options $  4,499 $12,355 $11,483 $11,873 $(29,295) $10,915 
Foreign exchange forward    
 contracts and options 3,578 540 530 126 (1,886) 2,888 
Other fixed income securities   
 contracts(3) 5,474 608 322 2 (382) 6,024 
Equity contracts 5,007 5,584 795 2,928 (5,035) 9,279 
 $18,558 $19,087 $13,130 $14,929 $(36,598) $29,106 
(1) Cross-maturity netting represents the netting of receivable balances with payable balances for the same counterparty across maturity and product 

categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity category when 
appropriate. Cash collateral received or paid is netted on a counterparty basis, provided legal right of offset exists. Assets and liabilities at November 
30, 2007 were netted down for cash collateral of approximately $19.7 billion and $17.5 billion, respectively.  

(2) Includes commodity derivative assets of $1.5 billion. 
(3) Includes commodity derivative liabilities of $1.5 billion. 

Presented below is an analysis of net credit exposure at May 31, 2008 and November 30, 2007 for OTC contracts based on 
actual ratings made by external rating agencies or by equivalent ratings established and used by the Company’s CRM 
Department. 

Net Credit Exposure 

  Less   Greater Total 
Counterparty S&P/Moody’s than 1 to 5 5 to 10 than May 31, November 30, 
Risk Rating Equivalent 1 Year Years Years 10 Years 2008 2007 

iAAA AAA/Aaa  4%  6%  6%  9%  25%  24% 
iAA AA/Aa  12  6  2  4  24  26 
iA A/A  9  6  6  13  34  37 
iBBB BBB/Baa  4  1  1  2  8  7 
iBB BB/Ba  1  2  1  1  5  3 
iB or lower B/B1or lower  1  2  1  —  4  3 
   31%  23%  17%  29%  100%  100% 

Revenue Volatility 

The overall effectiveness of risk management practices can be evaluated on a broader perspective when analyzing the 
distribution of daily net trading revenues over time. The following table shows a measure of daily trading net revenue 
volatility, utilizing actual daily trading net revenues over the previous rolling 250 trading days at a 95% confidence level. 
This measure represents the loss relative to the median actual daily trading net revenues over the previous rolling 250 
trading days, measured at a 95% confidence level. This means there is a 1-in-20 chance that actual daily trading net 
revenues would be expected to decline by an amount in excess of the reported revenue volatility measure. 
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  Average Revenue Volatility  Three Months Ended 
 Revenue Volatility At Three Months Ended  May 31, 2008 
 May 31, Feb 29, Nov 30, May 31, Feb 29, Nov 30,   
In millions 2008 2008 2007 2008 2008 2007  High Low 
Interest rate risk $169 $  83 $ 75  $129 $ 77 $   58  $169 $  83 
Equity price risk 49 48 44  49 47 41  51 48 
Foreign exchange risk 10 7 6  8 6 6  10 7 
Commodity risk 8 5 4  6 5 4  8 5 
Diversification benefit (75) (39) (34)  (50) (32) (34)    
 $161 $104 $ 95  $142 $103 $   75  $162 $104 

Average trading net revenue volatility measured in this manner was $142 million for the quarter ended May 31, 2008, an 
89% increase from the comparable measure for the quarter ended November 30, 2007. The increase of this measurement 
was primarily driven by increased volatilities in overall markets. 

The following chart sets forth the frequency distribution for daily trading net revenues for Capital Markets and Investment 
Management business segments (including trading activity in the fixed income and equity markets undertaken on behalf of 
client investors and excluding any trading activity undertaken on behalf of those investors in private equity offerings) for the 
quarters ended May 31, 2008 and 2007: 

10

7

11

5 5
6

8

5

2

4

2

12

24

18

4
3

1

-

5

10

15

20

25

30

< $(90) $(90) - $(60) $(60) - $(30) $(30) - $0 $0 - $30 $30 - $60 $60 - $90 $90 - $120 $120 - $150 > $150

Daily Trading Net Revenues ($ Millions)

N
um

be
r o

f D
ay

s

2Q08 2Q07

 
For the quarters ended May 31, 2008 and 2007, the largest loss in daily trading net revenues, including valuation 
adjustments, on any single day was $312 million and $25 million, respectively. 

Liquidity Risk 

Liquidity risk is the potential that the Company is unable to: 

• Meet payment obligations when due; 

• Borrow funds in the market on an on-going basis and at an acceptable price to fund actual or proposed 
commitments; or 

• Liquidate assets in a timely manner at a reasonable price. 

Management’s Finance Committee is responsible for developing, implementing and enforcing liquidity, funding and 
capital policies. These policies include recommendations for capital and balance sheet size as well as the allocation of 
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capital to the business units. Management’s Finance Committee oversees compliance with policies and limits with the 
goal of ensuring the Company is not exposed to undue liquidity, funding or capital risk. 

The Company’s liquidity strategy seeks to ensure that the Company maintains sufficient liquidity to meet funding 
obligations in all market environments. That strategy is centered on five principles: 

• Maintaining a liquidity pool that is of sufficient size to cover expected cash outflows for one year in a stressed 
liquidity environment. 

• Relying on secured funding only to the extent that the Company believes it would be available in all market 
environments. 

• Diversifying funding sources to minimize reliance on any given provider. 

• Assessing liquidity at the legal entity level. For example, because legal entity structure can constrain liquidity 
available to Holdings, the Company’s liquidity pool excludes liquidity that is restricted from availability to 
Holdings. 

• Maintaining a comprehensive funding action plan to manage a stress liquidity event, including a communication 
plan for regulators, creditors, investors and clients. 

For further discussion of the Company’s liquidity positions, see “Liquidity, Funding and Capital Resources” in this 
MD&A. 

Operational Risk 

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems, or from 
external causes, whether deliberate, accidental or natural. Operational risk may arise from mistakes, intentional or 
otherwise, in the execution, confirmation or settlement of transactions or from transactions not being properly recorded, 
evaluated or accounted. The Company’s businesses are highly dependent on the ability to daily process a large number of 
transactions across numerous and diverse markets in many currencies, and these transactions have become increasingly 
complex. Consequently, the Company relies heavily on financial, accounting and other data processing systems. In recent 
years, the Company has substantially upgraded and expanded the capabilities of data processing systems and other 
operating technology, and the Company expects that it will need to continue to upgrade and expand in the future to 
avoid disruption of, or constraints on, the Company’s operations. 

The Operational Risk Management Department is responsible for implementing and maintaining overall global 
operational risk management framework, which seeks to minimize these risks through assessing, reporting, monitoring 
and mitigating operational risks. 

The Company has a company-wide business continuity plan (the “BCP”). The BCP objective is to ensure that the 
Company can continue critical operations with limited processing interruption in the event of a business disruption. The 
business continuity group manages internal incident response process and develops and maintains continuity plans for 
critical business functions and infrastructure. This includes determining how vital business activities will be performed 
until normal processing capabilities can be restored. The business continuity group is also responsible for facilitating 
disaster recovery and business continuity training and preparedness for employees. 

Reputational and Other Risk 

The Company recognizes that maintaining its reputation among clients, investors, regulators and the general public is 
critical. Maintaining the Company’s reputation depends on a large number of factors, including the selection of clients 
and the conduct of business activities. The Company seeks to maintain its reputation by screening potential clients and 
by conducting business activities in accordance with high ethical standards. 

Potential clients are screened through a multi-step process that begins with the individual business units and product 
groups. In screening clients, these groups undertake a comprehensive review of the client and its background and the 
potential transaction to determine, among other things, whether they pose any risks to reputation. Potential transactions 
are screened by independent committees in the Firm, which are composed of senior members from various corporate 
divisions of the Company including members of the Division. These committees review the nature of the client and its 
business, the due diligence conducted by the business units and product groups and the proposed terms of the 
transaction to determine overall acceptability of the proposed transaction. In so doing, the committees evaluate the 
appropriateness of the transaction, including a consideration of ethical and social responsibility issues and the potential 
effect of the transaction on the Company’s reputation. 
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The Company is exposed to other risks having an ability to adversely impact business. Such risks include legal, 
geopolitical, tax and regulatory risks that may come to bear due to changes in local laws, regulations, accounting 
standards or tax statutes. To assist in the mitigation of such risks, the Company monitors and reviews regulatory, 
statutory or legal proposals that could impact the Company’s businesses. See “Risk Factors” and “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Certain Factors Affecting Results of 
Operations” in the Form 10-K. 

CSE Regulatory Capital 

In managing its capital, the Company considers a variety of requirements and expectations. Sufficient capital must be in 
place to support current and projected business activities, according to both the Company’s internal assessments and the 
Company’s regulators, in particular its principal regulator, the SEC. The Company became a CSE in December 2005, 
subjecting it to group-wide supervision and examination by the SEC as well as minimum capital requirements on a 
consolidated basis.  

Tier 1 Capital and Total Risk-Based Capital Ratios 

As a CSE, the Company is required to notify the SEC if the Company’s Total Risk-Based Capital Ratio falls below 10%.  
The Company’s Total Risk-Based Capital Ratio has exceeded this minimum notification threshold since the Company 
became a CSE. The Company’s Total Risk-Based Capital Ratio is calculated as total allowable capital divided by total 
risk-weighted assets. The Company’s Total Risk-Based Capital Ratio is a result of methodologies developed by the 
Company and approved by the SEC.  

In calculating both Tier 1 Capital and Total Risk-Based Capital ratios, the Company considers allowable capital and risk-
weighted assets, the components of which are generally described below. 

Allowable Capital. The elements of allowable capital used in the Company’s capital ratios are categorized as Tier 1 and 
Tier 2 capital components. Those components of Tier 1 and Tier 2 capital are calculated as follows: 

Tier 1 Capital Components 

• The Company’s common stockholders’ equity; 

• Less the sum of the Company’s (i) identifiable intangible assets and goodwill, (ii) deferred tax assets that are 
dependent on future taxable income, (iii) cumulative gains or losses, net of taxes, that arise from the application 
of fair value accounting on the Company’s financial debt liabilities and which are attributable to changes in the 
Company’s credit spread, and (iv) other deductions, including the Company’s investments in insurance 
subsidiaries; 

• Plus, certain qualifying capital elements: 

Unrestricted securities issued by the Company — include perpetual, non-cumulative preferred 
securities. These capital elements are deeply subordinated within the capital structure, rank senior only 
to common stockholders’ equity, cannot be redeemed at the option of the holder, and have dividends 
that can be deferred indefinitely. 

Restricted securities issued by the Company — generally include qualifying cumulative preferred 
securities, trust preferred securities and certain hybrid securities. These capital elements are deeply 
subordinated within the capital structure, rank senior only to common stockholders’ equity and 
qualifying unrestricted securities, and have dividends that can be deferred for up to 20 fiscal quarters 
or longer.  

The Company’s Tier 1 capital includes threshold limitations for the amount of restricted securities 
included in the calculation. At May 31, 2008, the Company’s amount of restricted securities did not 
exceed the calculation threshold amount. 

Tier 2 Capital Components 

Includes all Tier 1 Capital Components plus: 

• Senior and subordinated notes — generally include qualifying senior and subordinated notes that are 
unsecured and have maturities greater than five years from the date of the financial statements.  

The Company’s total allowable capital includes threshold limitations for the amount of senior and subordinated 
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notes included in the calculation. The amount of senior and subordinated notes may not exceed half of the sum 
of common shareholders’ equity less deductions, and qualifying unrestricted and restricted securities. At May, 
31, 2008, the Company withheld approximately $0.3 billion of qualifying subordinated notes, and $86.3 billion 
of qualifying senior notes (which represented all available qualifying senior notes), from recognition in Tier 2 
capital. 

The SEC has approved the Company’s inclusion of senior notes, which are senior to subordinated notes, as 
allowable capital over a period of up to three years from December 2005. As a result, the recognition of senior 
notes in the allowable capital computations expires in December 2008. Qualifying senior notes are not a 
component of the Company’s allowable capital computation at May 31, 2008. The Company does not intend to 
seek an extension to continue including senior notes in its allowable capital computation, and any remaining 
excess capacity for recognition of senior notes in the Company’s allowable capital computation is expected to 
be replaced by other qualifying securities, as applicable.  

For a further discussion of certain of the Company’s capital components, see Note 7, “Borrowings and Deposit 
Liabilities,” to the Consolidated Financial Statements. 

Risk-Weighted Assets. Total risk-weighted assets are principally driven by market risk, credit risk and operational risk 
allowances computed using methodologies developed by the Company and approved by the SEC. These methodologies 
are in compliance with the SEC’s CSE regulatory capital framework, which is generally consistent with the Basel 
Committee on Banking Supervision’s June 2006 updated framework for calculating risk-based capital requirements 
(“Basel II”). 

Market risk allowances are calculated for trading and investing positions, including certain debt and equity instruments, 
commodity instruments, foreign exchange contracts and derivative contracts (including unfunded portions of 
commitments). The Company utilizes internal models, including VaR models, to compute general market risk allowances 
and specific risks such as incremental default risk, principal investment risk and other event risks. 

Credit risk allowances are computed for certain assets on the consolidated balance sheet (including certain credit, debt 
and equity-like instruments, and exposures under derivatives contracts and securities financing transactions) and certain 
other off-balance sheet exposures. The Company applies the Basel II advanced internal ratings-based approach (“A-
IRB”) to its credit risk exposures to determine its minimum regulatory capital requirements. The A-IRB approach 
primarily relies on internally derived risk factors such as probability of default which is correlated to internal ratings, 
exposure at default, loss given default, and the residual maturities. For certain exposures where the primary source of 
repayment by the obligor is based on the cash flows generated by the assets that are being financed, additional risk 
factors are considered, including the asset characteristics, current market conditions and quality of the security. 

Operational risk allowances reflect the underlying risk of loss resulting from inadequate or failed internal processes, 
people and systems, or from external causes, whether deliberate, accidental or natural. The Company applies a 
methodology that is consistent with the Basel II basic indicator approach. The risk allowance is determined as a certain 
percentage of the average annual positive net revenues over the previous three years.  

The Company continues to proactively refine its risk methodologies and models in anticipation of or in response to 
regulatory and business developments, as well as market events and influences. For a further discussion of the 
Company’s risk management framework and the Company’s calculation of VaR, see “Risk Management” in this MD&A. 
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 Capital Ratio Calculations. At May 31, 2008, the Company’s Tier 1 and Total Risk-Based Capital Ratios were: 

(In billions) At May 31, 2008 
Common stockholders’ equity $  19.3 
Less:  
 Identifiable intangible assets and goodwill (4.1) 
 Certain deferred tax assets (2.3) 
 Cumulative (gains)/losses on fair valuation of own debt (1.5) 
 Other deductions (0.1) 
Plus:  
 Qualifying unrestricted securities 7.9 
 Qualifying restricted securities 4.0 
Tier 1 Allowable Capital 23.2 
  
 Qualifying subordinated notes 11.6 
Tier 2 Allowable Capital 11.6 
  
Total allowable capital $  34.8 
  
Risk-Weighted Assets  
 Credit risk $  93.3 
 Market risk 91.1 
 Operational risk 32.2 
Total risk-weighted assets $216.6 
  
Tier 1 Capital Ratio 10.7% 
Total Risk-Based Capital Ratio 16.1% 

The number above does not reflect the impact of the issuance of $4.0 billion of Common Stock and of $2.0 billion of 
8.75% Non-Cumulative Mandatory Convertible Preferred Stock Series Q on June 12, 2008.  

Accounting and Regulatory Developments 

The following summarizes accounting standards that have been issued during the periods covered by the Consolidated 
Financial Statements and the effect of adoption on results of operations, if any, actual or estimated. 

SFAS 157. In September 2006, the FASB issued SFAS 157. SFAS 157 defines fair value, establishes a framework for 
measuring fair value, outlines a fair value hierarchy based on inputs used to measure fair value and enhances disclosure 
requirements for fair value measurements. SFAS 157 does not change existing guidance as to whether or not an 
instrument is carried at fair value. 

SFAS 157 also (i) nullifies the guidance in EITF 02-3, Issues Involved in Accounting for Derivative Contracts Held for Trading 
Purposes and Contracts Involved in Energy Trading and Risk Management Activities (“EITF 02-3”), that precluded the recognition 
of a trading profit at the inception of a derivative contract, unless the fair value of such derivative was obtained from a 
quoted market price or other valuation technique incorporating observable inputs; (ii) clarifies that an issuer’s credit 
standing should be considered when measuring liabilities at fair value; (iii) precludes the use of a liquidity or block 
discount when measuring instruments traded in an active market at fair value; and (iv) requires costs related to acquiring 
financial instruments carried at fair value to be included in earnings as incurred.  

The Company elected to early adopt SFAS 157 at the beginning of the 2007 fiscal year and recorded the difference 
between the carrying amounts and fair values of (i) stand-alone derivatives and/or certain hybrid financial instruments 
measured using the guidance in EITF 02-3 on recognition of a trading profit at the inception of a derivative, and (ii) 
financial instruments that are traded in active markets that were measured at fair value using block discounts, as a 
cumulative-effect adjustment to opening retained earnings. As a result of adopting SFAS 157, the Company recognized a 
$45 million after-tax ($78 million pre-tax) increase to opening retained earnings. For additional information regarding the 
Company’s adoption of SFAS 157, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial 
Statements. 

SFAS 158. In September 2006, the FASB issued SFAS 158, which requires an employer to recognize the over- or under-
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funded status of its defined benefit postretirement plans as an asset or liability in its Consolidated Statement of Financial 
Condition, measured as the difference between the fair value of the plan assets and the benefit obligation. For pension 
plans, the benefit obligation is the projected benefit obligation; while for other postretirement plans the benefit 
obligation is the accumulated postretirement obligation. Upon adoption, SFAS 158 requires an employer to recognize 
previously unrecognized actuarial gains and losses and prior service costs within Accumulated other comprehensive 
income/(loss), net of tax, a component of Stockholders’ equity. In accordance with the guidance in SFAS 158, the 
Company adopted this provision of the standard for the year ended November 30, 2007. The adoption of SFAS 158 
reduced Accumulated other comprehensive loss, by $210 million after-tax ($344 million pre-tax) at November 30, 2007. 

SFAS 159. In February 2007, the FASB issued SFAS 159 which permits certain financial assets and financial liabilities to 
be measured at fair value, using an instrument-by-instrument election. The initial effect of adopting SFAS 159 must be 
accounted for as a cumulative-effect adjustment to opening retained earnings for the fiscal year in which the Company 
applies SFAS 159. Retrospective application of SFAS 159 to fiscal years preceding the effective date is not permitted. 

The Company elected to early adopt SFAS 159 beginning in the 2007 fiscal year and to measure at fair value substantially 
all hybrid financial instruments not previously accounted for at fair value under SFAS No. 155, as well as certain deposit 
liabilities at the Company’s U.S. banking subsidiaries. The Company elected to adopt SFAS 159 for these instruments to 
reduce the complexity of accounting for these instruments under SFAS 133. As a result of adopting SFAS 159, the 
Company recognized a $22 million after-tax increase ($35 million pre-tax) to opening retained earnings as of December 
1, 2006, representing the effect of changing the measurement basis of these financial instruments from an adjusted 
amortized cost basis at November 30, 2006 to fair value. For additional information regarding the adoption of SFAS 
159, see Note 4, “Fair Value of Financial Instruments,” to the Consolidated Financial Statements. 

SFAS 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 is evaluating the impact of adoption on its Consolidated Financial Statements. 

SFAS 160. In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interest in Consolidated Financial Statements 
(“SFAS 160”). SFAS 160 re-characterizes minority interests in consolidated subsidiaries as non-controlling interests and 
requires the classification of minority interests as a component of equity. Under SFAS 160, a change in control will be 
measured at fair value, with any gain or loss recognized in earnings. The effective date for SFAS 160 is for annual 
periods beginning on or after December 15, 2008. Early adoption and retroactive application of SFAS 160 to fiscal years 
preceding the effective date are not permitted. The Company is evaluating the impact of adoption on its Consolidated 
Financial Statements. 

SFAS 161. In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities 
(“SFAS 161”). SFAS 161 requires specific disclosures regarding the location and amounts of derivative instruments in 
the Company’s financial statements; how derivative instruments and related hedged items are accounted for; and how 
derivative instruments and related hedged items affect the Company’s financial position, financial performance, and cash 
flows. SFAS 161 is effective for financial statements issued and for fiscal years and interim periods after November 15, 
2008. Early application is permitted. Because SFAS 161 impacts the Company’s disclosure and not its accounting 
treatment for derivative instruments and related hedged items, the Company’s adoption of SFAS 161 will not impact the 
Consolidated Financial Statements. 

SFAS 162. In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles (“SFAS 
162”). SFAS 162 identifies a consistent framework, or hierarchy, for selecting accounting principles to be used in 
preparing financial statements that are presented in conformity with U.S. generally accepted accounting principles for 
nongovernmental entities (the “Hierarchy”). The Hierarchy within SFAS 162 is consistent with that previously defined in 
the American Institute of Certified Public Accountants Statement on Auditing Standards No. 69, The Meaning of Present 
Fairly in Conformity With Generally Accepted Accounting Principles (“SAS 69”). SFAS 162 is effective 60 days following the 
SEC’s 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 162 will not have a material 
effect on the Consolidated Financial Statements because the Company has utilized the guidance within SAS 69. 
SFAS 163. In May 2008, the FASB issued SFAS No. 163, Accounting for Financial Guarantee Insurance Contracts—an 
interpretation of FASB Statement No. 60 (“SFAS 163”). SFAS 163 requires recognition of an insurance claim liability prior 
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to an event of default when there is evidence that credit deterioration has occurred in an insured financial obligation. 
SFAS 163 is also the recognition and measurement used to account for premium revenue and claim liabilities. SFAS 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 163 will not have a 
material effect on the Consolidated Financial Statements. 

FIN 48. In June 2006, the FASB issued FIN 48. FIN 48 sets out a framework for management to use to determine the 
appropriate level of tax reserves to maintain for uncertain tax positions. FIN 48 uses a two-step approach wherein a tax 
benefit is recognized if a position is more likely than not to be sustained, and the amount of benefit is then measured on 
a probabilistic approach, as defined in FIN 48. FIN 48 also sets out disclosure requirements to enhance transparency of 
an entity’s tax reserves. The Company adopted FIN 48 at the beginning of the 2008 fiscal year and recognized a decrease 
to opening retained earnings of approximately $178 million. For additional information regarding the adoption of FIN 
48, see Note 10, “Income Taxes,” to the Consolidated Financial Statements. 

SOP 07-1. In June 2007, the AICPA issued Statement of Position (“SOP”) No. 07-1, Clarification of the Scope of the Audit 
and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in 
Investment Companies ("SOP 07-1"). SOP 07-1 addresses when the accounting principles of the AICPA Audit and 
Accounting Guide Investment Companies must be applied by an entity and whether those accounting principles must be 
retained by a parent company in consolidation or by an investor in the application of the equity method of accounting. 
The effective date for SOP 07-1 was initially for fiscal years beginning on or after December 15, 2007; however, in 
February 2008, the FASB directed the FASB Staff to issue SOP 07-1-1 Effective Date of AICPA Statement of Position 07-1 
(“SOP 07-1-1”), which indefinitely delays the effective dates for SOP 07-1 and FASB Staff Position (“FSP”) FIN 46(R)-
7, Application of FASB Interpretation No. 46(R) to Investment Companies which was effective upon adoption of SOP 07-1. 

EITF Issue 07-4. In March 2008, the FASB ratified the consensus reached in EITF 07-4, Application of the Two-Class 
Method under FASB Statement No. 128 to Master Limited Partnerships (“EITF 07-4”). This issue relates to the application of 
the two-class method under SFAS No. 128, Earnings Per Share, to master limited partnerships (“MLPs”). EITF 07-4 
applies to MLPs that are required to make incentive distributions when certain thresholds have been met and that are 
accounted for as equity distributions. EITF 07-4 is effective for financial statements issued for fiscal years beginning 
after December 15, 2008, and interim periods within those fiscal years. Earlier application is not permitted. Adoption of 
EITF Issue 07-4 will not have a material effect on the Consolidated Financial Statements. 
EITF Issue 07-6. In December, 2007, the FASB ratified the consensus reached in EITF 07-6, Accounting for the Sale of 
Real Estate Subject to the Requirements of FASB Statement No. 66, When the Agreement Includes a Buy-Sell Clause (“EITF 07-6”). 
This issue relates to accounting for the sale of real estate subject to the requirements of SFAS No. 66, Accounting for Sales 
of Real Estate. The Task Force reached a conclusion that the selling investor of real estate should determine whether a 
buy-sell clause constitutes an option or other form of prohibited continuing involvement by considering facts and 
circumstances such as those that might effectively compel the buyer to sell its interest and those that might effectively 
compel the selling investor to reacquire the real estate, such as negative tax implications, favorable arrangements with the 
venture, or strategic needs to own the property. EITF 07-6 is effective prospectively and for new arrangements entered 
into, and assessments performed, in fiscal years beginning after December 5, 2007, and interim periods within those 
fiscal years. Early application is not permitted. Adoption of EITF 07-6 will not have a material effect on the 
Consolidated Financial Statements. 
FSP FAS 140-3. In February 2008, the FASB directed the FASB Staff to issue FSP No. FAS 140-3, Accounting for 
Transfers of Financial Assets and Repurchase Financing Transactions (“FSP FAS 140-3”). Under FSP FAS 140-3, it is presumed 
that an initial transfer of a financial asset and a repurchase entered into contemporaneously or in contemplation of each 
other are considered part of the same arrangement, known as a linked transaction. However, if certain criteria are met, 
the initial transfer and repurchase financing are not evaluated as a linked transaction and must be evaluated separately 
under FAS 140. FSP 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 of adopting FSP FAS 140-3 on the Consolidated Financial Statements. 

FSP FAS 142-3. In April 2008, the FASB directed the FASB Staff to issue FSP No. FAS 142-3, Determination of the Useful 
Life of Intangible Assets (“FSP FAS 142-3”). FSP FAS 142-3 amends the factors that should be considered in developing a 
renewal or extension assumptions used for purposes of determining the useful life of a recognized intangible asset under 
FASB Statement No. 142, Goodwill and Other Intangible Assets (“SFAS 142”).  FSP FAS 142-3 is intended to improve 
the consistency between the useful life of a recognized intangible asset under SFAS 142 and the period of expected cash 
flows used to measure the fair value of the asset under SFAS 141(R), Business Combinations, and other U.S. generally 
accepted accounting principles.  FSP FAS 142-3 is effective for fiscal years beginning after December 15, 2008. Earlier 
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application is not permitted. The Company believes the impact of adopting FSP FAS 142-3 will not have a material 
effect on the Consolidated Financial Statements. 

FSP FIN 39-1. In April 2007, the FASB directed the FASB Staff to issue FSP No. FIN 39-1, Amendment of FASB 
Interpretation No. 39 (“FSP FIN 39-1”). FSP FIN 39-1 modifies FIN No. 39, Offsetting of Amounts Related to Certain 
Contracts, and permits companies to offset cash collateral receivables or payables with net derivative positions under 
certain circumstances. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007, with early adoption 
permitted. FSP FIN 39-1 does not affect the Consolidated Financial Statements because it clarified the acceptability of 
existing market practice, which the Company uses, of netting cash collateral against net derivative assets and liabilities. 

FSP FIN 48-1. In May 2007, the FASB directed the FASB Staff to issue FSP No. FIN 48-1, Definition of “Settlement” In 
FASB Interpretation No. 48 (“FSP FIN 48-1”). Under FSP FIN 48-1, a previously unrecognized tax benefit may be 
subsequently recognized if the tax position is effectively settled and other specified criteria are met. The Company 
adopted FSP FIN 48-1 upon adoption of FIN 48. 

FSP APB 14-1. In May 2008, the FASB directed the FASB Staff to issue FSP APB 14-1, Accounting for Convertible Debt 
Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement) (“FSP APB 14-1”). FSP APB 14-1 
applies to convertible debt instruments that, by their stated terms, may be settled in cash (or other assets) upon 
conversion, including partial cash settlement of the conversion option. FSP APB 14-1 requires bifurcation of the 
instrument into a debt component which is initially recorded at fair value and an equity component. The difference 
between the fair value of the debt component and the initial proceeds from issuance of the instrument is recorded as a 
component of equity. The liability component of the debt instrument is accreted to par using the effective yield method; 
accretion is reported as a component of interest expense. The equity component is not subsequently re-valued as long as 
it continues to qualify for equity treatment. FSP APB 14-1 is effective for financial statements issued and for fiscal years 
and interim periods after December 15, 2008. Early adoption is not permitted. The Company is evaluating the impact of 
adopting FSP APB 14-1 on the Consolidated Financial Statements. 
SAB 109. In November 2007, the SEC issued Staff Accounting Bulletin (“SAB”) No. 109, Written Loan Commitments 
Recorded at Fair Value Through Earnings (“SAB 109”). SAB 109 supersedes SAB No. 105, Loan Commitments Accounted for as 
Derivative Instruments (“SAB 105”), and expresses the view, consistent with the guidance in SFAS 156 and SFAS 159, that 
the expected net future cash flows related to the associated servicing of the loan should be included in the measurement 
of all written loan commitments that are accounted for at fair value through earnings. SAB 105 also expressed the view 
that internally-developed intangible assets (such as customer relationship intangible assets) should not be recorded as 
part of the fair value of a derivative loan commitment. SAB 109 retains that view and broadens its application to all 
written loan commitments that are accounted for at fair value through earnings. Adoption of SAB 109 did not have a 
material effect on the Consolidated Financial Statements. 

Effect of Adoption. The table presented below summarizes the impact of adoption from the accounting developments 
summarized above on the results of operations: 

  Accumulated Other   
  Comprehensive  Retained Earnings 
In millions Date of Adoption Income/(Loss) Increase/(Decrease) 
Year Ended November 30, 2007 
 SFAS 157  December 1, 2006  $   

45 
SFAS 158  November 30, 2007 $(210)  

 SFAS 159  December 1, 2006  22 
Six Months Ended May 31, 2008  
 FIN 48  December 1, 2007  (178)

Elimination of QSPEs and Changes in the FIN 46(R) Consolidation Model. In April of 2008, the FASB voted to 
eliminate QSPEs from the guidance in SFAS 140 and to remove the scope exception for QSPEs from FIN 46(R). This will 
require that VIEs previously accounted for as QSPEs will need to be analyzed for consolidation according to FIN 46 (R). 
While the revised standards have not been finalized and the Board's proposals will be subject to a public comment period, 
this change may affect the Company’s Consolidated Financial Statements as the Company may lose sales treatment for 
assets previously sold to a QSPE (i.e., no longer be able to de-recognize the assets from its Statement of Financial 
Condition), as well as for future sales. The proposed revisions could be effective as early as January 2009. The Company will 
continue to evaluate the impact of these changes on its financial statements once the changes to U.S. generally accepted 
accounting principles are completed. 
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The ASF Framework. On December 6, 2007, the American Securitization Forum (“ASF”), working with various 
constituency groups as well as representatives of U.S. federal government agencies, issued the Streamlined Foreclosure and Loss 
Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans (the “ASF Framework”). The ASF Framework 
provides guidance for servicers to streamline borrower evaluation procedures and to facilitate the use of foreclosure and 
loss prevention efforts in an attempt to reduce the number of U.S. subprime residential mortgage borrowers who might 
default in the coming year because the borrowers cannot afford to pay the increased loan interest rate after their U.S. 
subprime residential mortgage variable loan rate resets. The ASF Framework requires a borrower and its U.S. subprime 
residential mortgage variable loan to meet specific conditions to qualify for a modification under which the qualifying 
borrower’s loan’s interest rate would be kept at the existing rate, generally for five years following an upcoming reset period. 
The ASF Framework is focused on U.S. subprime first-lien adjustable-rate residential mortgages that have an initial fixed 
interest rate period of 36 months or less, are included in securitized pools, were originated between January 1, 2005 and July 
31, 2007, and have an initial interest rate reset date between January 1, 2008 and July 31, 2010 (defined as “Segment 2 
Subprime ARM Loans” within the ASF Framework). On June 11, 2008, ASF revised the ASF Framework to permit 
application, in appropriate circumstances, to any rate reset on Segment 2 Subprime ARM Loans rather than only the initial 
rate reset. 

On January 8, 2008, the SEC’s Office of Chief Accountant (the “OCA”) issued a letter (the “OCA Letter”) addressing 
accounting issues that may be raised by the ASF Framework. Specifically, the OCA Letter expressed the view that if a 
Segment 2 Subprime ARM Loan is modified pursuant to the ASF Framework and that loan could legally be modified, the 
OCA will not object to continued status of the transferee as a QSPE under SFAS 140. Concurrent with the issuance of the 
OCA Letter, the OCA requested the FASB to immediately address the issues that have arisen in the application of the 
QSPE guidance in SFAS 140. Any loan modifications the Company makes in accordance with the ASF Framework will not 
have a material impact on its accounting for U.S. subprime residential mortgage loans nor securitizations or retained 
interests in securitizations of U.S. subprime residential mortgage loans. 

At May 31, 2008, the Company has not yet modified a significant volume of loans using the ASF Framework. Additionally 
and at May 31, 2008, the Company does not believe its application of the ASF Framework will impact the off-balance sheet 
status of the Company sponsored QSPEs that hold Segment 2 Subprime ARM Loans.  

Basel II. As of December 1, 2005, the Company became regulated by the SEC as a CSE. This supervision subjects the 
Company to group-wide supervision and examination by the SEC, minimum capital requirements on a consolidated basis 
and reporting (including reporting of capital adequacy measurement consistent with the standards adopted by the Basel 
Committee on Banking Supervision) and notification requirements. CSE capital requirements for the Company are 
principally driven by market, credit and operational risk amounts computed using methodologies developed by the 
Company and approved by the SEC.  

The Basel Committee on Banking Supervision published an updated framework to calculate risk-based capital requirements 
in June 2006 (“Basel II”). In September 2006, U.S. federal bank regulators announced their intent to implement Basel II in 
the U.S. On December 10, 2007, the U.S. federal bank regulators published final rules to implement new risk-based capital 
requirements in the U.S. for large, internationally active (core) banking organizations.  

The CSE regulations are intended to provide consolidated supervision of investment bank holding companies that is 
broadly consistent with U.S. federal bank regulatory oversight of bank holding companies. Basel II is meant to be applied 
on a consolidated basis for banking institutions or bank holding companies that have consolidated total assets of $250 
billion or more and/or consolidated total on-balance-sheet foreign exposure of $10 billion or more. Basel II provides two 
broad methods for calculating minimum capital requirements related to credit risk: (i) a standardized approach that relies 
heavily upon external credit assessments by major independent credit rating agencies; and (ii) an internal ratings-based 
approach, at foundation or advanced levels that permits the use of internal rating assessments in determining required 
capital. 

Beginning January 2008, certain of the Company’s subsidiaries in Europe, became subject to the Basel II requirements. The 
time frame in which Basel II requirements would become effective for U.S. banking institutions or bank holding companies 
is contemplated to be on or after (i) completion of four consecutive quarterly parallel calculations, in which an entity would 
remain subject to existing risk-based capital rules but also calculate its risk-based capital requirements under the new Basel 
II framework; and (ii) a series of transitional periods during which an entity would report under the new framework, subject 
to supervisory mandated minimum regulatory capital requirements. 

Additionally and as an increasing number of global banking organizations become subject to Basel II, new interpretations 
may arise, and harmonization among regulators could impact the regulatory capital standards under which the Company 
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operates as a CSE, as well as the requirements for some of the Company’s regulated subsidiaries. For further discussion of 
the Company’s CSE capital ratios, see “CSE Regulatory Capital” in this MD&A. 

Effects of Inflation 

Because the Company’s assets are, to a large extent, liquid in nature, they are not significantly affected by inflation. 
However, the rate of inflation affects such expenses as employee compensation, office space leasing costs and 
communications charges, which may not be readily recoverable in the prices of services the Company offers. To the extent 
inflation results in rising interest rates and has other adverse effects on the securities markets, it may adversely affect the 
consolidated financial condition and results of operations in certain businesses. 
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

The information under the caption “Management’s Discussion and Analysis of Financial Condition and Results of 
Operations—Risk Management” in Part I, Item 2, in this Report is incorporated herein by reference. 

ITEM 4. CONTROLS AND PROCEDURES 

Our management, with the participation of the Chairman and Chief Executive Officer and the Chief Financial Officer of 
Holdings (its principal executive officer and principal financial officer, respectively), evaluated our disclosure controls 
and procedures as of the end of the fiscal quarter covered by this Report. 

Based on that evaluation, the Chairman and Chief Executive Officer and the Chief Financial Officer have concluded 
that, as of the end of the fiscal quarter covered by this Report, our disclosure controls and procedures are effective to 
ensure that information required to be disclosed by Holdings in the reports filed or submitted by it under the Exchange 
Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and 
include controls and procedures designed to ensure that information required to be disclosed by Holdings in such 
reports is accumulated and communicated to our management, including the Chairman and Chief Executive Officer and 
the Chief Financial Officer of Holdings, as appropriate to allow timely decisions regarding required disclosure. 

There was no change in our internal control over financial reporting that occurred during the fiscal quarter covered by 
this Report that has materially affected, or is reasonably likely to materially affect, our internal control over financial 
reporting. 
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ITEM 1. LEGAL PROCEEDINGS 

See Part I, Item 3, “Legal Proceedings,” in the Form 10-K and Part II, Item 1, “Legal Proceedings,” in Holdings’ Quarterly 
Report on Form 10-Q for the quarter ended February 29, 2008 for a complete description of certain proceedings previously 
reported by the Company, including those listed below; only significant subsequent developments in such proceedings and 
new matters, if any, since the filing of the latest Form 10-Q are described below. Capitalized terms used in this Item that are 
defined in the Form 10-K have the meanings ascribed to them in the Form 10-K. 

The Company is involved in a number of judicial, regulatory and arbitration proceedings concerning matters arising in 
connection with the conduct of the Company’s business. Such proceedings include actions brought against the Company 
and others with respect to transactions in which the Company acted as an underwriter or financial advisor, actions arising 
out of activities as a broker or dealer in securities and commodities and actions brought on behalf of various classes of 
claimants against many securities and commodities firms, including the Company. 

Although there can be no assurance as to the ultimate outcome, the Company generally have denied, or believes it has a 
meritorious defense and will deny, liability in all significant cases pending against the Company, including the matters 
described below and in the Form 10-K and subsequent Form 10-Q, and the Company intends to defend vigorously each 
such case. Based on information currently available, the Company believes the amount, or range, of reasonably possible 
losses in connection with the actions against the Company, including the matters described below and in the Form 10-K 
and subsequent Form 10-Q, in excess of established reserves, in the aggregate, not to be material to the Company’s 
consolidated financial condition or cash flows. However, losses may be material to the Company’s operating results for 
any particular future period, depending on the level of income for such period. 

Alaska Electrical Pension Fund v. Lehman Brothers Holdings Inc., et al. 
On June 19, 2008, a purported class action complaint was received in the Supreme Court of the State of New York, County 
of Nassau, captioned Alaska Electrical Pension Fund v. Lehman Brothers Holdings Inc., et al. The complaint is brought as a 
purported class action on behalf of all persons or entities who acquired mortgage pass-through certificates and asset-backed 
notes of Structured Asset Securities Corporation (“SASCO”) issued during 2006 and 2007 pursuant or traceable to an 
allegedly false and misleading registration statement and through which approximately 60 mortgage trusts issued notes. The 
complaint names certain employees of LBI who signed the registration statement and the mortgage trusts along with 
Holdings, LBI and SASCO. It purports to allege a claim under Sections 11 and 15 of the Securities Act of 1933, as amended 
(the “1933 Act”). It seeks compensatory damages to the class members.  

Archstone-Related Litigation 
Steven A. Stender, et al. v. James A. Cardwell, et al.; Jack P. Katz v. Ernest A. Gerardi, Jr., et al. On November 30, 2007, a 
purported class action lawsuit related to the acquisition of Archstone-Smith Trust (“ASN”) and Archstone-Smith 
Operating Trust (“ASOT”) by affiliates of Tishman Speyer Real Estate Venture VII, L.P. and Holdings (the 
“Acquisition”), captioned Steven A. Stender, et al. v. James A. Cardwell, et al. (Case no. 2007cv2503), was filed in the United 
States District Court for the District of Colorado (the “Stender Action”). The lawsuit names, among others, ASN, 
ASOT, ASN’s former trustees, Holdings and Tishman Speyer Development Corporation as defendants. This action was 
brought by certain former unitholders of ASOT, individually and purportedly on behalf of all holders of ASOT’s Class 
A-1 common units as of the date of the Acquisition, and alleges, among other things, (i) that ASOT and ASN entered 
into enforceable property contribution agreements and partnership agreements with such unitholders; (ii) that ASN and 
ASOT agreed not to enter into any transactions or dispose of any interest in the property contributed by such 
unitholders that would result in such unitholders realizing a taxable gain, and agreed to provide such unitholders with the 
ability to receive dividends and to liquidate their units by receiving cash or converting them to common shares in the 
publicly-traded ASN; (iii) that ASN and ASOT failed to perform their duties under the contribution and partnership 
agreements and statutory and common law partnership principles in connection with the Acquisition; and (iv) that ASN 
and its former trustees and officers, aided and abetted by Holdings and Tishman Speyer Development Corporation, 
violated their fiduciary duties owed to such unitholders in connection with the Acquisition. The class action seeks an 
unspecified amount of damages.  

On February 27, 2008, on motion of all defendants, the magistrate judge presiding over the Stender Action granted 
defendants’ request for a stay of discovery and further pretrial proceedings pending the court’s decision on the 
defendants motion to stay or dismiss the complaint in favor of arbitration, or in the alternative, to dismiss for failure to 
state a claim. 

On May 9, 2008, a second purported class action lawsuit relating to the Acquisition, captioned Jack P. Katz v. Ernest A. 
Gerardi, Jr., et al., was filed in the Circuit Court of Cook County, Illinois by the same law firm that represents plaintiffs in 
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the Stender Action. The lawsuit names, among others, ASN, ASOT, ASN’s former trustees, Holdings and Tishman 
Speyer Development Corporation as defendants. The complaint alleges, among other things, that the 
prospectus/information statement and registration statement on Form S-4 filed with the SEC by ASOT with respect to 
the Series O Preferred Units to be issued to unitholders who did not elect to receive the cash consideration in 
connection with the Acquisition violated Sections 11, 12 and 15 of the 1933 Act in that the prospectus and registration 
statement allegedly contained materially false and misleading statements. The complaint seeks (i) with respect to 
unitholders who elected to receive the Series O Preferred Units, rescission of their exchange and/or damages in the 
amount of the full value of the Class A-1 Common Units at the time of the Acquisition plus the value of the tax 
protection and other purported benefits applicable to the Class A-1 Common Units; and (ii) with respect to unitholders 
who elected to receive the cash consideration, rescissory damages and/or damages in the amount of the tax liability they 
were required to pay as a result of the receipt of the cash consideration. 

First Alliance Mortgage Company Matters   
On June 6, 2008, the California District Court preliminarily approved a settlement of the parties and set a final hearing to 
approve the settlement for October 27, 2008.  

IPO Fee Litigation 
On May 27 and 28, 2008, the New York District Court ordered the dismissal of both the In re Issuer Plaintiff Initial Public 
Offering Fee Antitrust Litigation and the purchaser litigation (Harold Gillet, et al. v. Goldman Sachs & Co., et al.; Yakov Prager, et 
al. v. Goldman Sachs & Co, et al., and David Holzman, et al. v. Goldman Sachs & Co., et al.), pursuant to the stipulations of 
dismissal filed by the parties. 

Marubeni Litigation 
On June 18, 2008 four individuals, including two former Marubeni Corporation employees, were taken into custody by 
the Tokyo Police Department on charges relating to their involvement in the fraud. 

Municipal Derivatives Litigation 
LBI has been named as a defendant in six putative class action cases concerning the sale of municipal derivatives:  (1)  
Fairfax County, Virginia, et al. v. Wachovia Bank N.A., et al., 08-cv-432 (United States District Court for the District of 
Columbia (“D.C. District Court”)), filed on March 12, 2008; (2) Hinds County, Mississippi v. Wachovia Bank, et al., 08-cv-
2516 (United Sates District Court for the Southern District of New York (“New York District Court”)), filed on March 
13, 2008; (3) The City of Oakland, California v. AIG Financial Products Corp., et al., 08-cv-2116 (United States District Court 
for the Northern District of California(“California District Court”)), filed on April 23, 2008; (4) Central Bucks School 
District v. Wachovia Bank N.A., et al., 08-cv-956 (D.C. District Court), filed on June 4, 2008; (5) Mayor and City Counsel of 
Baltimore v. Wachovia Bank, N.A., et al. (New York District Court), filed on July 3, 2008; and (6) County of Alameda, 
California v. AIG Financial Products Corp., et al. (California District Court), filed on July 8, 2008. In each case, plaintiffs 
allege a conspiracy among issuers and brokers of municipal derivatives to fix prices, rig bids, and allocate customers in 
violation of Section 1 of the Sherman Act, 15 U.S.C. § 1. The City of Oakland also alleges that this conduct violated 
California’s Cartwright Act, Cal. Bus. & Prof. Code §§ 16720, et seq., and Unfair Competition Law, Cal. Bus. & Prof. 
Code §§ 17200, et seq. 

On June 16, 2008, the United States Judicial Panel on Multidistrict Litigation (“MDL Panel”) issued an order transferring 
the cases brought by Fairfax County and Hinds County (as well as another case in which LBI is not named) to the New 
York District Court for coordinated or consolidated pretrial proceedings. In that order, the MDL Panel identified the 
cases brought by the City of Oakland and Central Bucks School District, as well as two cases in which LBI is not named, 
as additional actions that may be consolidated in the multi-district litigation proceeding. On June 23, 2008, the New 
York District Court issued an order consolidating four cases, including those brought by Fairfax County and Hinds 
County, for all pretrial purposes. The Baltimore and the second California case had not yet been filed at that time. 

Subprime Disclosure-Related Matters 
Southeastern Pennsylvania Transportation Authority, et al. v. Lehman Brothers Holdings, Inc., et al. and Operative Plasterers and Cement 
Masons International Association Local 262 Annuity Fund et al. v. Lehman Brothers Holdings, Inc., et al. On April 29, 2008 and 
June 18, 2008, two purported securities class actions were filed against Holdings and certain of its officers relating to 
Holdings’ allegedly false or misleading statements in connection with its subprime mortgage backed securities trading. 
The April 29th class action complaint, captioned Southeastern Pennsylvania Transportation Authority, et al. v. Lehman Brothers 
Holdings, Inc., et al. (“SEPTA”) was filed in the United States District Court for the Northern District of Illinois. The June 
18th class action complaint, captioned Operative Plasterers and Cement Masons International Association Local 262 Annuity Fund 
et al. v. Lehman Brothers Holdings, Inc., et al. (“Operative Plasterers”) was filed in the United States District Court for the 
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Southern District of New York. The purported class period for the SEPTA complaint is September 13, 2006 through 
July 30, 2007, while the purported class period for the Operative Plasterers complaint is September 13, 2006 through 
June 6, 2008. 

Both complaints allege that Holdings made materially false or misleading statements by purportedly failing to fully 
disclose the nature and extent of its exposure to losses incurred from trading in subprime mortgage backed derivatives 
and collateralized debt obligations. Plaintiffs further allege that Holdings materially overvalued its position, maintained 
inadequate reserves, and did not prepare its financial statements in accordance with U.S. generally accepted accounting 
principles. Both complaints allege violations of Section 10(b) of the Exchange Act and Rule 10b-5 promulgated 
thereunder against Holdings and the individual defendants. The complaints also allege that the individual defendants 
violated Section 20(a) of the Exchange Act. The complaints seek class certification and compensatory damages in an 
amount to be determined. 

Alex E. Rinehart et al. v. Lehman Brothers Holdings, Inc. et al. Also on June 18, 2008, a third purported class action complaint, 
captioned Alex E. Rinehart et al. v. Lehman Brothers Holdings, Inc. et al. (“Rinehart”), was filed in the United States District 
Court for the Southern District of New York against Holdings, certain of its current officers and directors and members 
of the Employee Benefit Plans Committee. The Rinehart complaint is brought pursuant to the Employee Retirement 
Income Security Act (“ERISA”) on behalf of a purported class of all participants in or beneficiaries of the Holdings’ 
employee pension benefit plan, the Lehman Brothers Savings Plan (the “Plan”) between September 13, 2006 and the 
present whose accounts included investments in Holdings’ common stock. 

The Rinehart complaint alleges that Holdings and its officers and directors, as fiduciaries of the Plan, failed to exercise the 
required skill, care, prudence, and diligence required to administer the Plan allegedly because Holdings was “heavily 
invested in collateralized debt obligations (“CDOs”) and subprime mortgage backed derivatives and was a participant in 
the mortgage backed security origination sector.”  Plaintiffs allege that defendants failed to fully disclose the nature and 
extent of losses incurred from trading in subprime mortgage backed derivatives and CDOs, and that Holdings failed to 
timely write down its positions in these securities. Plaintiffs further allege that Holdings materially overvalued its 
position, maintained inadequate reserves, and did not prepare its financial statements in accordance with U.S. generally 
accepted accounting principles. Plaintiffs allege that, as fiduciaries of the Plan, defendants had an obligation to conduct 
an independent and thorough investigation into the merits of all investment alternatives, and by allegedly disseminating 
false or misleading information, they failed to prudently manage the Plan’s assets with respect to the Plan’s investments. 
The complaint seeks relief in the form of unspecified monetary payment to the Plan and Plan participants, along with 
injunctive and other equitable relief. 

ITEM 1A. RISK FACTORS 

There are no material changes from the risk factors set forth in Part I, Item 1A, in the Form 10-K. 
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

The table below sets forth information with respect to purchases made by or on behalf of Holdings or any “affiliated 
purchaser” (as defined in Rule 10b-18(a)(3) under the Exchange Act) of common stock during the quarter ended May 31, 
2008. 

 

Total Number of 
Shares Purchased 

Average Price Paid 
per Share 

Total Number of 
Shares Purchased 

as Part of 
Publicly 

Announced Plans 
or Programs 

Maximum 
Number of 

Shares that May 
Yet Be 

Purchased 
Under the Plans 

or Programs 
Month #1 (March 1-March 31, 2008):   
Common stock repurchases(1) 250,000 250,000 
Employee transactions(2) 126,615 126,615 
Total 376,615 $44.25 376,615 86,663,338
Month #2 (April 1-April 30, 2008):   
Common stock repurchases(1) 1,221,500 1,221,500 
Employee transactions(2) 60,458 60,458 
Total 1,281,958 $40.30 1,281,958 85,381,380
Month #3 (May 1-May 31, 2008):   
Common stock repurchases(1) 175,000 175,000 
Employee transactions(2) 837,393 837,393 
Total 1,012,393 $38.45 1,012,393 84,368,987
Total (March 1, 2008-May 31, 2008):   
Common stock repurchases(1) 1,646,500 1,646,500 
Employee transactions(2) 1,024,466 1,024,466 
Total 2,670,966 $40.15 2,670,966 84,368,987
(1) The Company has an ongoing common stock repurchase program, pursuant to which the Company repurchases shares in the open market or 

through structured derivative trades. As previously announced, in January 2008 the Company’s Board of Directors authorized the repurchase, 
subject to market conditions, of up to 100 million shares of Holdings’ common stock for the management of the Firm’s equity capital, taking 
dilution due to employee stock awards into consideration. This authorization superseded the stock repurchase program authorized in January 
2007. The number of shares authorized to be repurchased in the open market is reduced by the actual number of Employee Offset Shares (as 
defined below) received and by shares repurchased through structured derivative trades. 

(2) Represents shares of common stock withheld in satisfaction of the exercise price of stock options and tax withholding obligations upon option 
exercises and conversion of restricted stock units (collectively, “Employee Offset Shares”). 

For more information about the repurchase program and employee stock plans, see “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations—Liquidity, Funding and Capital Resources—Equity 
Management” in Part I, Item 2, and Notes 10 and 12 to the Consolidated Financial Statements in Part II, Item 8, and 
“Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters” in Part III, Item 
12, of the Form 10-K. 
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

The Annual Meeting of Stockholders of Holdings was held on April 15, 2008. 

The stockholders voted on proposals to: 

1. Elect eleven Directors for one-year terms; 

2. Ratify the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as the 
Company’s independent registered public accounting firm for the 2008 fiscal year; 

3. Approve an amendment to the Company’s 2005 Stock Incentive Plan increasing the number of shares of 
common stock available for awards; 

4. Approve the Executive Incentive Compensation Plan (formerly named the Short-Term Executive 
Compensation Plan), as amended; 

5. Consider a stockholder proposal related to political contributions made by the Company (“Stockholder 
Proposal I”); and 

6. Consider a stockholder proposal related to the preparation of an environmental sustainability report by the 
Company (“Stockholder Proposal II”). 

All nominees for election to the board were elected to serve until the Annual Meeting in 2009, and until their respective 
successors are elected and qualified.  

The stockholders also ratified the selection of the independent auditors by the Audit Committee of the Board of 
Directors, adopted the amendment to the Company’s 2005 Stock Incentive Plan and approved the Executive Incentive 
Compensation Plan, as amended. 

Stockholder Proposal I and Stockholder Proposal II were not adopted.  

The number of votes cast for and against, and the number of abstentions and broker non-votes with respect to each 
proposal is set forth below: 

    Broker 
Proposal For Against Abstain Non-Votes
Election of Directors     
 Michael L. Ainslie 514,554,291 4,980,266 5,848,079 * 
 John F. Akers 496,903,479 23,220,657 5,258,500 * 
 Roger S. Berlind 513,018,546 6,478,855 5,885,235 * 
 Thomas H. Cruikshank 514,295,855 5,810,812 5,275,969 * 
 Marsha Johnson Evans 499,290,527 20,268,627 5,823,482 * 
 Richard S. Fuld, Jr. 516,115,279 4,571,785 4,695,572 * 
 Sir Christopher Gent 500,477,658 19,664,475 5,240,503 * 
 Jerry A. Grundhofer 517,885,066 1,668,958 5,828,612 * 
 Roland A. Hernandez 517,739,255 2,372,536 5,270,845 * 
 Henry Kaufman 512,229,381 5,285,384 7,867,871 * 
 John D. Macomber 495,933,574 24,070,205 5,378,857 * 
Ratification of the selection by the Audit      
 Committee of the Board of Directors of the      
 independent registered public accounting firm for the      
 2008 fiscal year 516,407,283 4,167,454 4,807,899 * 
Adoption of the amendment to the Company’s 2005      
 Stock Incentive Plan 275,986,055 174,882,676 5,486,848 69,027,057 
Approval of the Executive Incentive Compensation Plan,      
 as amended 503,353,572 15,665,701 6,363,363 * 
Adoption of Stockholder Proposal I 15,732,044 359,953,920 80,669,615 69,027,057 
Adoption of Stockholder Proposal II 16,484,890 376,298,191 63,572,498 69,027,057 
* Not applicable 
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ITEM 6. Exhibits 

The following exhibits are filed as part of (or are furnished with, as indicated below) this Quarterly Report or, where 
indicated, were heretofore filed and are hereby incorporated by reference: 

3.01 Restated Certificate of Incorporation of the Registrant dated October 10, 2006 (incorporated by reference to Exhibit 
3.04 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended August 31, 2006) 

3.02 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Preferred Stock, Series 
H (incorporated by reference to Exhibit 3.01 to the Registrant’s Current Report on Form 8-K filed with the SEC on May 23, 
2007) 

3.03 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Preferred Stock, Series I 
(incorporated by reference to Exhibit 3.02 to the Registrant’s Current Report on Form 8-K filed with the SEC on May 23, 
2007) 

3.04 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Preferred Stock, Series J 
(incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on February 12, 
2008) 

3.05 Certificate of Designations with respect to the Registrant’s Non-Cumulative Perpetual Convertible Preferred 
Stock, Series P (incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K filed with the SEC 
on April 4, 2008) 

3.06 Certificate of Designations with respect to the Registrant’s 8.75% Non-Cumulative Mandatory Convertible 
Preferred Stock, Series Q (incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K filed with 
the SEC on June 12, 2008) 

3.07 By-Laws of the Registrant, amended as of November 8, 2007 (incorporated by reference to Exhibit 3.01 to the 
Registrant’s Current Report on Form 8-K filed with the SEC on November 15, 2007) 

10.01 Form of Agreement evidencing a grant of Restricted Stock Units to Directors under the Lehman Brothers 
Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 10.1 to the Registrant’s 
Current Report on Form 8-K filed with the SEC on April 11, 2008) 

10.02 Form of Agreement evidencing a grant of Nonqualified Stock Options to Directors under the Lehman 
Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 10.2 to the 
Registrant’s Current Report on Form 8-K filed with the SEC on April 11, 2008) 

10.03 Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan (incorporated by reference to Appendix B to the Registrant’s 
Definitive Proxy Statement for its 2008 Annual Meeting of Stockholders)   

10.04 Lehman Brothers Holdings Inc. Executive Incentive Compensation Plan (incorporated by reference to Appendix C to 
the Registrant’s Definitive Proxy Statement for its 2008 Annual Meeting of Stockholders) 

11.01 Computation of Per Share Earnings (omitted in accordance with section (b)(11) of Item 601 of Regulation S-K; 
the computation of per share earnings is set forth in Part I, Item 1, in Note 9 to the Consolidated Financial 
Statements (Earnings per Common Share)) 

12.01* Computation of Ratios of Earnings to Fixed Charges and to Combined Fixed Charges and Preferred Stock 
Dividends  

15.01* Letter of Ernst & Young LLP regarding Unaudited Interim Financial Information  

31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a)  

31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 

32.01*  Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 906 of the 
Sarbanes-Oxley Act of 2002 (This certification is being furnished and shall not be deemed “filed” with the SEC for purposes 
of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not be deemed to be incorporated by 
reference into any filing under the Securities Act or the Exchange Act, except to the extent that the Registrant specifically 
incorporates it by reference.) 
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32.02*  Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by Section 906 of the 
Sarbanes-Oxley Act of 2002 (This certification is being furnished and shall not be deemed “filed” with the SEC for purposes 
of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not be deemed to be incorporated by 
reference into any filing under the Securities Act or the Exchange Act, except to the extent that the Registrant specifically 
incorporates it by reference.) 

* Filed/furnished herewith 
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SIGNATURES 
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be 
signed on its behalf by the undersigned thereunto duly authorized. 
 
 
 
 LEHMAN BROTHERS HOLDINGS INC. 

(Registrant) 
 
 

Date: July 10, 2008 By: /s/ Ian T. Lowitt  
 Chief Financial Officer, Controller 

and Executive Vice President 
(principal financial and accounting officer) 
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EXHIBIT INDEX 
 
EXHIBIT NO. EXHIBIT 
12.01* Computation Of Ratios of Earnings to Fixed Charges and to Combined Fixed Charges and Preferred 

Stock Dividends 
15.01* Letter of Ernst & Young LLP regarding Unaudited Interim Financial Information 
31.01* Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
31.02* Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) and 15d-14(a) 
32.01* Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  Section 

906 of the Sarbanes-Oxley Act of 2002 
32.02* Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Enacted by  Section 

906 of the Sarbanes-Oxley Act of 2002 
  
*Included in this booklet. 
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      EXHIBIT 12.01 
 

Computation of Ratios of Earnings to Fixed Charges and 
to Combined Fixed Charges and Preferred Stock Dividends 

(Unaudited) 
 
 
 

Six Months Ended
 

Year Ended November 30, 
Dollars in millions May 31, 2008 2007 2006 2005 2004 
Pre-tax earnings from continuing operations $ (3,424) $  6,013 $  5,905 $  4,829 $  3,518
Add: Fixed charges (excluding capitalized interest) 15,595 39,799 29,323 18,040 9,773
Pre-tax earnings before fixed charges $12,171 $45,812 $35,228 $22,869 $13,291
Fixed charges:    
 Interest $15,771 $39,746 $29,126 $17,790 $  9,674
 Other (1) 77 132 108 125 114
Total fixed charges 15,848 39,878 29,234 17,915 9,788
Preferred stock dividend requirements 178 97 98 101 129
Total combined fixed charges and preferred stock    
 dividends $16,026 $39,975 $29,332 $18,016 $  9,917
Ratio of earnings to fixed charges  0.77 1.15 1.21 1.28 1.36
Ratio of earnings to combined fixed charges and    
 preferred stock dividends  0.76 1.15 1.20 1.27 1.34
(1) Other fixed charges consist of the interest factor in rentals and capitalized interest. 
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EXHIBIT 15.01 

 

Letter of Ernst & Young LLP regarding Unaudited Interim Financial Information 

July 10, 2008 

To the Board of Directors and Stockholders of 
Lehman Brothers Holdings Inc. 

We are aware of the incorporation by reference in the following Registration Statements and Post Effective 
Amendments:   

(1) Registration Statement (Form S-3 No. 333-134553) of Lehman Brothers Holdings Inc., 
(2)    Registration Statement (Form S-3 No. 033-53651) of Lehman Brothers Holdings Inc., 
(3)    Registration Statement (Form S-3 No. 033-56615) of Lehman Brothers Holdings Inc., 
(4)    Registration Statement (Form S-3 No. 033-58548) of Lehman Brothers Holdings Inc., 
(5)    Registration Statement (Form S-3 No. 033-62085) of Lehman Brothers Holdings Inc., 
(6)    Registration Statement (Form S-3 No. 033-65674) of Lehman Brothers Holdings Inc., 
(7)    Registration Statement (Form S-3 No. 333-14791) of Lehman Brothers Holdings Inc., 
(8)    Registration Statement (Form S-3 No. 333-38227) of Lehman Brothers Holdings Inc., 
(9)    Registration Statement (Form S-3 No. 333-44771) of Lehman Brothers Holdings Inc., 
(10) Registration Statement (Form S-3 No. 333-50197) of Lehman Brothers Holdings Inc., 
(11) Registration Statement (Form S-3 No. 333-60474) of Lehman Brothers Holdings Inc., 
(12) Registration Statement (Form S-3 No. 333-61878) of Lehman Brothers Holdings Inc., 
(13) Registration Statement (Form S-3 No. 333-75723) of Lehman Brothers Holdings Inc., 
(14) Registration Statement (Form S-3 No. 333-76339) of Lehman Brothers Holdings Inc., 
(15) Registration Statement (Form S-3 No. 333-108711-01) of Lehman Brothers Holdings Inc., 
(16) Registration Statement (Form S-3 No. 333-121067) of Lehman Brothers Holdings Inc., 
(17) Registration Statement (Form S-3 No. 333-51913) of Lehman Brothers Inc., 
(18) Registration Statement (Form S-3 No. 333-08319) of Lehman Brothers Inc., 
(19) Registration Statement (Form S-3 No. 033-63613) of Lehman Brothers Inc., 
(20) Registration Statement (Form S-4 No. 333-129195) of Lehman Brothers Holdings Inc., 
(21) Registration Statement (Form S-8 No. 033-53923) of Lehman Brothers Holdings Inc., 
(22) Registration Statement (Form S-8 No. 333-07875) of Lehman Brothers Holdings Inc., 
(23) Registration Statement (Form S-8 No. 333-57239) of Lehman Brothers Holdings Inc., 
(24) Registration Statement (Form S-8 No. 333-59184) of Lehman Brothers Holdings Inc., 
(25) Registration Statement (Form S-8 No. 333-68247) of Lehman Brothers Holdings Inc., 
(26) Registration Statement (Form S-8 No. 333-110179) of Lehman Brothers Holdings Inc., 
(27)  Registration Statement (Form S-8 No. 333-110180) of Lehman Brothers Holdings Inc., 
(28)  Registration Statement (Form S-8 No. 333-121193) of Lehman Brothers Holdings Inc., 
(29) Registration Statement (Form S-8 No. 333-130161) of Lehman Brothers Holdings Inc., 
(30) Registration Statement (Form S-8 No. 333-147545) of Lehman Brothers Holdings Inc.; 

of our report dated July 10, 2008 relating to the unaudited consolidated interim financial statements of Lehman Brothers 
Holdings Inc. that is included in its Form 10-Q for the quarter ended May 31, 2008. 

We are aware that the aforementioned report, pursuant to Rule 436(c) under the Securities Act of 1933 (the “Act”), is 
not a part of a registration statement prepared or certified by an accountant or a report prepared or certified by an 
accountant within the meaning of Sections 7 and 11 of the Act.  

 
New York, NY 
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EXHIBIT 31.01 

CERTIFICATION 

I, Richard S. Fuld, Jr., certify that: 

1.  I have reviewed this quarterly report on Form 10-Q of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, 
and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting 
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report 
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period 
covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control 
over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize 
and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role 
in the registrant’s internal control over financial reporting. 

Date: July 10, 2008 
 

     /s/ Richard S. Fuld, Jr.   
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
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EXHIBIT 31.02 
CERTIFICATION 

I, Ian T. Lowitt, certify that: 

1.  I have reviewed this quarterly report on Form 10-Q of Lehman Brothers Holdings Inc.; 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements 
were made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, 
and for, the periods presented in this report; 

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting 
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report 
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period 
covered by this report based on such evaluation; and 

(d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred 
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control 
over financial reporting; 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize 
and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role 
in the registrant’s internal control over financial reporting. 

Date: July 10, 2008 

 

      /s/ Ian T. Lowitt  
Ian T. Lowitt 

              Chief Financial Officer, Controller and 
 Executive Vice President 
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EXHIBIT 32.01 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Richard S. Fuld, Jr., certify that: 

 
1. The Quarterly Report on Form 10-Q for the quarter ended May 31, 2008 (the “Report”) of Lehman Brothers 

Holdings Inc. (the “Company”) as filed with the Securities and Exchange Commission as of the date hereof, 
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial condition and 

results of operations of the Company. 
 
Date: July 10, 2008 

    /s/ Richard S. Fuld, Jr.  
Richard S. Fuld, Jr. 

Chairman and Chief Executive Officer 
 
 

 
 
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting 
the signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to 
Lehman Brothers Holdings Inc. and will be retained by Lehman Brothers Holdings Inc. and furnished to the Securities and Exchange 
Commission or its staff upon request. 
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EXHIBIT 32.02 
 

CERTIFICATION 
PURSUANT TO 18 U.S.C. SECTION 1350, 

AS ENACTED BY 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), I, Ian T. Lowitt, certify that: 

 
1. The Quarterly Report on Form 10-Q for the quarter ended May 31, 2008 (the “Report”) of Lehman Brothers 

Holdings Inc. (the “Company”) as filed with the Securities and Exchange Commission as of the date hereof, 
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

 
2. The information contained in the Report fairly presents, in all material respects, the financial condition and 

results of operations of the Company. 
 

Date: July 10, 2008 

      /s/ Ian T. Lowitt  
Ian T. Lowitt 

              Chief Financial Officer, Controller and 
Executive Vice President 

 
 
 
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting 
the signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to 
Lehman Brothers Holdings Inc. and will be retained by Lehman Brothers Holdings Inc. and furnished to the Securities and Exchange 
Commission or its staff upon request 
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ANNEX E 
 

The LBHI notice of 2008 Annual Meeting of Stockholders and proxy statement dated  March 08, 2008 
filed with the SEC (including the details relating to LBHI’s board of directors, director independence, 
committees of the board of directors, executive officers and principal shareholders) (the "Proxy 
Statement"). 

 

The Proxy Statement is reproduced on the following pages and for the purpose of this Registration 
Document separately paginated (75 pages in total, from page E-2 through page E-76). 

● Blank pages in the Proxy Statement are intentionally left blank. 

 

 

 



UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 
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SCHEDULE 14A 

Proxy Statement Pursuant to Section 14(a) of 
the Securities Exchange Act of 1934 (Amendment No.           ) 

Filed by the Registrant ⌧ 
Filed by a Party other than the Registrant  
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March 5, 2008 

Dear Stockholder, 

The 2008 Annual Meeting of Stockholders of Lehman Brothers Holdings Inc. will be held on Tuesday, April 15, 2008, at 
10:30 a.m. (New York time) at our global headquarters, 745 Seventh Avenue, New York, New York 10019, on the 
Concourse Level in the Allan S. Kaplan Auditorium. A notice of the meeting, a proxy card and a proxy statement containing 
information about the matters to be acted upon are enclosed. You are cordially invited to attend. 

All holders of record of the Company’s outstanding shares of Common Stock as of the close of business on February 15, 
2008 will be entitled to vote at the Annual Meeting. It is important that your shares be represented at the meeting. You will 
be asked to (1) elect eleven Directors for one-year terms; (2) ratify the selection by the Audit Committee of the Board of 
Directors of Ernst & Young LLP as the Company’s independent registered public accounting firm for the 2008 fiscal year; 
(3) approve an amendment to the Company’s 2005 Stock Incentive Plan; (4) approve the Executive Incentive Compensation 
Plan (formerly named the Short-Term Executive Compensation Plan), as amended; and (5) consider two stockholder 
proposals. Accordingly, we request that you promptly sign, date and return the enclosed proxy card, or register your vote 
online or by telephone according to the instructions on the proxy card, regardless of the number of shares you hold. 

Very truly yours, 

 

Richard S. Fuld, Jr. 
Chairman and Chief Executive Officer 
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LEHMAN BROTHERS HOLDINGS INC. 

 

Notice of 2008 Annual Meeting of Stockholders 

To the Stockholders of Lehman Brothers Holdings Inc.: 

The 2008 Annual Meeting of Stockholders of Lehman Brothers Holdings Inc. (the “Company”) will be held on Tuesday, 
April 15, 2008, at 10:30 a.m. (New York time) at the Company’s global headquarters, 745 Seventh Avenue, New York, New 
York 10019, on the Concourse Level in the Allan S. Kaplan Auditorium, to: 

1. Elect eleven Directors for one-year terms; 

2. Ratify the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as 
the Company’s independent registered public accounting firm for the 2008 fiscal year; 

3. Approve an amendment to the Company’s 2005 Stock Incentive Plan; 

4. Approve the Executive Incentive Compensation Plan (formerly named the Short-Term Executive 
Compensation Plan), as amended; 

5. Consider two stockholder proposals; and 

6. Act on any other business which may properly come before the Annual Meeting or any 
adjournment or postponement thereof. 

Common stockholders of record as of the close of business on February 15, 2008 are entitled to notice of and to vote 
at the Annual Meeting or any adjournment or postponement thereof. 

The Company will admit to the Annual Meeting (1) all stockholders of record as of the close of business on 
February 15, 2008, (2) persons holding proof of beneficial ownership as of such date, such as a letter or account statement 
from the person’s broker, (3) persons who have been granted proxies, and (4) such other persons that the Company, in its sole 
discretion, may elect to admit. All persons wishing to be admitted must present photo identification. If you plan to 
attend the Annual Meeting, please check the appropriate box on your proxy card or register your intention when 
voting online or by telephone according to the instructions provided. 

A copy of the Company’s 2007 Annual Report to Stockholders is enclosed herewith for all stockholders. 

 By Order of the Board of Directors 
  
 

 
 Jeffrey A. Welikson 

Corporate Secretary 

New York, New York 
March 5, 2008 

WHETHER OR NOT YOU INTEND TO BE PRESENT AT THE ANNUAL MEETING, PLEASE COMPLETE, 
SIGN AND DATE THE ENCLOSED PROXY CARD AND RETURN IT IN THE ENCLOSED PREPAID 
ENVELOPE, OR REGISTER YOUR VOTE ONLINE OR BY TELEPHONE ACCORDING TO THE 
INSTRUCTIONS ON THE PROXY CARD. 
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LEHMAN BROTHERS HOLDINGS INC. 
745 SEVENTH AVENUE 

NEW YORK, NEW YORK 10019 

 

Proxy Statement 
March 5, 2008 

 
INTRODUCTION 

Vote by Proxy 

This proxy statement (the “Proxy Statement”) is furnished in connection with the solicitation of proxies by the Board of 
Directors of Lehman Brothers Holdings Inc. (the “Company” and, together with its subsidiaries, the “Firm”) for use at the 
2008 Annual Meeting of Stockholders of the Company, to be held on Tuesday, April 15, 2008 at 10:30 a.m. (New York 
time), or any adjournment or postponement thereof (the “Annual Meeting”). The Company expects to mail this Proxy 
Statement and the accompanying proxy card on or about March 6, 2008 to the Company’s common stockholders of record as 
of the close of business on February 15, 2008 (the “Stockholders”). 

You are cordially invited to attend the Annual Meeting. Whether or not you expect to attend in person, you are urged to 
complete, sign and date the enclosed proxy card and return it as promptly as possible in the enclosed, prepaid envelope, or to 
vote your shares online or by telephone according to the instructions on the proxy card. Stockholders have the right to revoke 
their proxies at any time prior to the time their shares are actually voted at the Annual Meeting by (1) giving written notice to 
the Corporate Secretary of the Company, (2) subsequently filing a later dated proxy, or (3) attending the Annual Meeting and 
voting in person. Please note that attendance at the meeting will not by itself revoke a proxy. 

The enclosed proxy indicates on its face the number of shares of common stock registered in the name of each Stockholder as 
of the close of business on February 15, 2008 (the “Record Date”). Proxies furnished to any Firm employee also indicate the 
following amounts, as applicable: 

• The amount of restricted stock unit awards (“RSUs”) granted to the employee pursuant to various of the Incentive Plans 
(as defined below), a portion of the underlying shares for which are held in, and will be voted in accordance with the 
employee’s instructions by, the 1997 Trust Under Lehman Brothers Holdings Inc. Incentive Plans (the “Incentive Plans 
Trust”); 

• The amount of shares held by the employee under the Lehman Brothers Savings Plan (the “Savings Plan”); 

• The amount of restricted shares held by the employee pursuant to the 1999 Neuberger Berman Inc. Long-Term Incentive 
Plan (the “Neuberger LTIP”); 

• The amount of shares held by the employee under the Neuberger Berman Inc. Employee Stock Purchase Plan (the 
“Neuberger ESPP”); and 

• The amount of shares held by the employee in a brokerage account at Lehman Brothers Inc. (“LBI”) or Neuberger 
Berman, LLC (“NBLLC”), each of which is a wholly-owned subsidiary of the Company, and/or a brokerage account at 
Fidelity Brokerage Services LLC (“Fidelity Brokerage”). 

Proxies returned by employees holding restricted stock units related to shares held in the Incentive Plans Trust will be 
considered to be voting instructions returned to the Incentive Plans Trust trustee (the “Incentive Plans Trustee”) with respect 
to the number of shares determined pursuant to the terms of the agreement governing the Incentive Plans Trust, as described 
below under “The Voting Stock.” Proxies returned by employees holding shares in the Savings Plan will be considered to be 
voting instructions returned to the Savings Plan trustee (the “Savings Plan Trustee”) with respect to such shares, and Savings 

1 
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Plan shares for which no proxies are returned shall be voted in the same proportions as Savings Plan shares for which proxies 
are returned, as described below under “The Voting Stock.” Proxies returned by employees holding shares in a LBI, NBLLC 
or Fidelity Brokerage account will be considered to be voting instructions returned to LBI, NBLLC or Fidelity Brokerage, as 
applicable, with respect to such shares. Except with respect to Savings Plan shares, no voting instructions will be 
confidential. 

General 

Unless contrary instructions are indicated, all shares represented by valid proxies at the Annual Meeting or any adjournment 
or postponement thereof will be voted as follows: 

FOR the election of the eleven nominees named to the Board of Directors; 

FOR the ratification of the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as the 
Company’s independent registered public accounting firm for the 2008 fiscal year; 

FOR the amendment of the Company’s 2005 Stock Incentive Plan (the “2005 SIP”); 

FOR the approval of the Executive Incentive Compensation Plan (formerly named the Short-Term Executive Compensation 
Plan), as amended (the “EICP”); 

AGAINST the stockholder proposals; and 

otherwise in accordance with the judgment of the persons voting the proxy on any other matter properly brought before the 
Annual Meeting or any adjournment or postponement thereof. 

In the event a Stockholder specifies a different choice on the proxy or by online or telephone vote, his or her shares will be 
voted in accordance with such voting instructions. 

The Company’s 2007 Annual Report to Stockholders is being distributed to Stockholders in connection with this solicitation. 
A paper copy (exclusive of exhibits) of the Company’s 2007 Annual Report on Form 10-K as filed with the Securities and 
Exchange Commission (the “SEC”) may be obtained without charge by writing to: Lehman Brothers Holdings Inc., 1271 
Avenue of the Americas, New York, New York 10020, Attention: Corporate Secretary, or by contacting the Company 
through its web site at http://www.lehman.com/contactus/. The Company’s 2007 Annual Report and 2007 Annual Report on 
Form 10-K are also accessible through the Lehman Brothers web site at http://www.lehman.com. 

Voting Requirements 

Following are the votes required to approve each matter to be considered by Stockholders at the Annual Meeting: 

Election of Directors.  Each Director must be elected by a majority of the votes cast by the Stockholders represented in 
person or by proxy at the Annual Meeting. A “majority of the votes cast” means that the number of votes cast “for” a 
Director must exceed the number of votes cast “against” that Director (with abstentions and broker non-votes not counted as 
a vote cast with respect to that Director). The Company’s Corporate Governance Guidelines require any incumbent director 
who is not elected to the Board of Directors in a non-contested election to promptly tender his or her resignation to the Board 
of Directors. A recommendation on whether to accept any such resignation would be made by the Nominating and Corporate 
Governance Committee. 

Ratification of the Appointment of Independent Registered Public Accounting Firm.  The affirmative vote of the majority of 
the shares of common stock present in person or by proxy at the Annual Meeting is required to ratify the selection of the 
independent registered public accounting firm. In determining whether the proposal has received the requisite number of 
affirmative votes, abstentions will be counted and will have the same effect as a vote against the proposal. Broker non-votes 
will have no impact on such matter since shares that have not been voted by brokers are not considered “shares present” for 
voting purposes. 

Amendment of the 2005 Stock Incentive Plan.  The affirmative vote of the majority of the shares of common stock present in 
person or by proxy at the Annual Meeting is required to amend the 2005 SIP, provided that a majority of the outstanding 
shares of common stock are voted on the proposal. In determining whether the proposal has received the requisite number of 
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affirmative votes, abstentions will be counted and w`ill have the same effect as a vote against the proposal. Broker non-votes 
are not considered “shares present” for voting purposes, but may affect the voting to the extent that the broker non-votes 
cause less than a majority of the outstanding shares of common stock to be voted on the matter. 

Approval of the Executive Incentive Compensation Plan.  The affirmative vote of the majority of the shares of common stock 
present in person or by proxy at the Annual Meeting is required to approve the EICP. In determining whether the proposal 
has received the requisite number of affirmative votes, abstentions will be counted and will have the same effect as a vote 
against the proposal. Broker non-votes will have no impact on such matter since shares that have not been voted by brokers 
are not considered “shares present” for voting purposes. 

Stockholder Proposals.  The affirmative vote of the majority of the shares of common stock present in person or by proxy at 
the Annual Meeting is required for adoption of each stockholder proposal. In determining whether each proposal has received 
the requisite number of affirmative votes, abstentions will be counted and will have the same effect as a vote against each 
proposal. Broker non-votes will have no impact on such matters since shares that have not been voted by brokers are not 
considered “shares present” for voting purposes. 

Broker Authority to Vote.  If you hold shares through a broker, follow the voting instructions you receive from your broker. If 
you want to vote in person, you must obtain a legal proxy from your broker and bring it to the meeting. If you do not submit 
voting instructions to your broker, your broker may still be permitted to vote your shares under the following circumstances: 

• Discretionary items.  The election of Directors and ratification of the selection of the independent registered public 
accounting firm are “discretionary” items. Member brokers that do not receive instructions from beneficial owners may 
vote on these proposals in the following manner: (1) the Company’s wholly-owned subsidiaries, LBI or NBLLC, or 
other affiliates of the Company who are New York Stock Exchange, Inc. (“NYSE”) member brokers may vote your 
shares only in the same proportion as the votes cast by all Stockholders with respect to each such matter; and (2) all other 
NYSE member brokers may vote your shares in their discretion. 

• Non-discretionary items.  Approval of the amendment of the 2005 SIP, approval of the EICP and approval of the 
stockholder proposals are “non-discretionary” items and may not be voted on by NYSE member brokers, including LBI 
and NBLLC, who have not received specific voting instructions from beneficial owners. 

Cost of Solicitation 

The cost of soliciting proxies will be borne by the Company. In addition to solicitation by mail, proxies may be solicited by 
Directors, officers or employees of the Company in person, by telephone or by other means of communication, for which no 
additional compensation will be paid. The Company has engaged the firm of Georgeson Inc. to assist the Company in the 
distribution and solicitation of proxies. The Company has agreed to pay Georgeson Inc. a fee of $25,000 plus expenses for its 
services. 

The Company also will reimburse brokerage houses, including LBI and NBLLC, and other custodians, nominees and 
fiduciaries for their reasonable expenses, in accordance with the rules and regulations of the SEC, the NYSE and other 
exchanges, in sending proxies and proxy materials to the beneficial owners of shares of the Company’s common stock. 

The Voting Stock 

The Company’s Common Stock, par value $.10 per share (the “Common Stock”), is its only class of voting stock. As of the 
Record Date, 552,712,120 shares of Common Stock (exclusive of 60,231,982 shares held in treasury) were outstanding. 
Stockholders are entitled to one vote per share with respect to each matter to be voted on at the Annual Meeting. There is no 
cumulative voting provision applicable to the Common Stock. 

The presence in person or by proxy at the Annual Meeting of the holders of a majority of the shares of Common Stock 
outstanding on the Record Date shall constitute a quorum. 

The Incentive Plans Trust holds shares of Common Stock (“Trust Shares”) issuable to future, current and former employees 
of the Company in connection with the granting to such employees of RSUs under the Neuberger LTIP, the Company’s 
Employee Incentive Plan (the “EIP”), the Company’s 1994 Management Ownership Plan (the “1994 Plan”), the Company’s 
1996 Management Ownership Plan (the “1996 Plan”) and the 2005 SIP (together with the Neuberger LTIP, EIP, 1994 Plan 
and 1996 Plan, the “Incentive Plans”). The Incentive Plans Trustee will vote or abstain from voting all Trust Shares in the 
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same proportions as the RSUs in respect of which it has received voting instructions from current employees who have 
received RSU awards that may be paid from the Incentive Plans Trust (“Current Participants”). As of the Record Date, 
100,333,686 Trust Shares (representing 18.2% of the votes entitled to be cast at the Annual Meeting) were held by the 
Incentive Plans Trust and 145,343,551 of such RSUs were held by Current Participants. 

The Savings Plan Trustee will vote or abstain from voting any Savings Plan shares for which proxy instructions are received 
in accordance with such instructions, and will vote or abstain from voting any Savings Plan shares for which no proxy 
instructions are received in the same proportions as the Savings Plan shares for which it has received instructions. As of the 
Record Date, 3,460,691 Savings Plan shares (representing 0.6% of the votes entitled to be cast at the Annual Meeting) were 
held by the Savings Plan Trustee. 

Stockholders Entitled to Vote 

Only common stockholders of record as of the close of business on the Record Date are entitled to notice of and to vote at the 
Annual Meeting or any adjournment or postponement thereof. 

 
SECURITY OWNERSHIP OF PRINCIPAL STOCKHOLDERS 

To the knowledge of management, except for the Incentive Plans Trust (described above) and as described below, no person 
beneficially owned more than 5% of the Common Stock as of the Record Date. 

Beneficial Owner 

Number of Shares of 
Common Stock 

Beneficially Owned 

Percent of 
Outstanding 

Common Stock (a) 
AXA and related parties ............................................................................ 40,094,986(b) 7.25
ClearBridge Advisors, LLC and related parties......................................... 34,980,989(c) 6.33
FMR LLC and related parties .................................................................... 32,441,882(d) 5.87

 
(a) Percentage is calculated in accordance with applicable SEC rules and is based on the number of shares issued and 

outstanding on the Record Date. 

(b) According to a Schedule 13G dated February 14, 2008 jointly filed by AXA Assurances I.A.R.D. Mutuelle, AXA 
Assurances Vie Mutuelle, and AXA Courtage Assurance Mutuelle (collectively, the “Mutuelles AXA”), AXA, and 
AXA Financial, Inc. (“AFI”): (a) the Mutuelles AXA, which as a group control AXA, beneficially own 40,094,986 
shares of Common Stock and have sole voting power with respect to 30,969,343 of such shares, shared voting power 
with respect to 40,846 of such shares, sole dispositive power with respect to 40,072,645 of such shares, and shared 
dispositive power with respect to 22,341 of such shares; (b) AXA beneficially owns 40,094,986 shares of Common 
Stock and has sole voting power with respect to 30,969,343 of such shares, shared voting power with respect to 
40,846 of such shares, sole dispositive power with respect to 40,072,645 of such shares, and shared dispositive 
power with respect to 22,341 of such shares; and (c) AFI, which is owned by AXA, beneficially owns 40,038,411 
shares of Common Stock and has sole voting power with respect to 30,943,168 of such shares, shared voting power 
with respect to 40,846 of such shares, sole dispositive power with respect to 40,016,070 of such shares, and shared 
dispositive power with respect to 22,341 of such shares. AXA is the parent holding company of each of AXA 
Investment Managers Paris (France), AXA Konzern AG (Germany), and AXA Rosenberg Investment 
Management LLC, which beneficially own 10,175 shares, 700 shares and 45,700 shares, respectively, acquired in 
each case solely for investment purposes. AFI is the parent holding company of AllianceBernstein L.P. and AXA 
Equitable Life Insurance Company which beneficially own 39,775,789 shares and 262,622 shares, respectively. 
Shares beneficially owned by AllianceBernstein L.P. were acquired solely for investment purposes on behalf of 
client discretionary investment advisory accounts; and shares beneficially owned by AXA Equitable Life Insurance 
Company were acquired solely for investment purposes. Addresses of the joint filers are as follows: the Mutuelles 
AXA, 26, rue Drouot, 75009 Paris, France; AXA, 25, avenue Matignon, 75008 Paris, France; and AFI, 1290 
Avenue of the Americas, New York, New York 10104. 

(c) According to a Schedule 13G/A dated February 14, 2008 jointly filed by ClearBridge Advisors, LLC and Smith 
Barney Fund Management LLC: (a) ClearBridge Advisors, LLC beneficially owns 34,646,884 shares of Common 
Stock and has shared voting power with respect to 30,024,709 of such shares and shared dispositive power with 
respect to all of such shares; and (b) Smith Barney Fund Management LLC beneficially owns 334,105 shares of 
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Common Stock and has shared voting power and shared dispositive power with respect to all of such shares. The 
address of the joint filers is as follows: 399 Park Avenue, New York, New York 10022. 

(d) According to a Schedule 13G dated February 13, 2008 jointly filed by FMR LLC (“FMR”), its chairman Edward C. 
Johnson 3d, and Fidelity Management & Research Company (“Fidelity”), a wholly-owned subsidiary of FMR: 
(a) FMR beneficially owns 32,441,882 shares of Common Stock and has sole voting power with respect to 
1,791,482 of such shares, and sole dispositive power with respect to all of such shares; (b) Mr. Johnson beneficially 
owns 32,441,882 shares of Common Stock and has sole dispositive power with respect to all of such shares; and 
(c) Fidelity beneficially owns 30,569,650 shares of Common Stock as a result of acting as investment adviser to 
various investment companies registered under the Investment Advisers Act of 1940. Neither FMR nor Mr. Johnson 
has the sole power to vote or direct the voting of the shares owned directly by Fidelity funds, which power resides 
with the funds’ boards of trustees. Members of the family of Mr. Johnson are the predominant owners, directly or 
through trusts, of Series B voting common shares of FMR, representing 49% of the voting power of FMR. FMR is 
the parent holding company of each of Strategic Advisers, Inc., Pyramis Global Advisors, LLC, and Pyramis Global 
Advisors Trust Company which beneficially own 6,813 shares, 48,600 shares and 687,352 shares, respectively, of 
Common Stock. In addition, according to the Schedule 13G, FMR made the filing on a voluntary basis as if shares 
owned by FMR and Fidelity International Limited (“FIL”), which beneficially owns 1,129,467 shares of Common 
Stock, are beneficially owned by FMR and FIL on a joint basis. The address of the joint filers is as follows: 82 
Devonshire Street, Boston, Massachusetts 02109. 

 
PROPOSAL 1—ELECTION OF DIRECTORS All of the Company’s Directors are elected annually for a one-year term 
expiring at the Annual Meeting of Stockholders in the following year. Each Director will hold office until his or her 
successor has been elected and qualified or until the Director’s earlier resignation or removal. 

Except as stated in the following sentence, the persons specified on the enclosed proxy card intend to vote for the nominees 
listed below, each of whom has consented to being named in this Proxy Statement and to serving if elected. Although 
management knows of no reason why any nominee would be unable to serve, the persons designated as proxies reserve full 
discretion to vote for another person in the event any such nominee is unable to serve. 

The Board of Directors unanimously recommends a vote FOR all Director nominees. 

The following information is provided with respect to the nominees for Director. Italicized wording indicates principal 
occupation(s). As discussed below under “Director Independence”, the Board of Directors has determined in accordance with 
the corporate governance rules of the NYSE that Michael L. Ainslie, John F. Akers, Roger S. Berlind, Thomas H. 
Cruikshank, Marsha Johnson Evans, Sir Christopher Gent, Jerry A. Grundhofer, Roland A. Hernandez, Henry Kaufman and 
John D. Macomber are independent and have no material relationships with the Firm. Mr. Grundhofer is not presently a 
Director and was initially recommended to the Nominating and Corporate Governance Committee by Ridgeway 
Partners LLC, a third-party search firm engaged by the Nominating and Corporate Governance Committee. 

 
NOMINEES FOR ELECTION AS DIRECTORS 

MICHAEL L. AINSLIE Director since 1996 Age: 64

Private Investor and Former President and Chief Executive Officer of Sotheby’s Holdings.  Mr. Ainslie, a private investor, is 
the former President, Chief Executive Officer and a Director of Sotheby’s Holdings. He was Chief Executive Officer of 
Sotheby’s from 1984 to 1994. From 1980 to 1984, he was President and Chief Executive Officer of the National Trust for 
Historic Preservation. From 1975 to 1980, he was Chief Operating Officer of N-Ren Corp., a Cincinnati-based chemical 
manufacturer. From 1971 to 1975, he was President of Palmas Del Mar, a real estate development company. He began his 
career as an associate with McKinsey & Company. Mr. Ainslie is a Director of The St. Joe Company and Lehman Brothers 
Bank, FSB. He is a Trustee of Vanderbilt University and a member (and the Chairman Emeritus) of the Board of Directors of 
The Posse Foundation, Inc. Mr. Ainslie serves as a member of the Audit Committee. 
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JOHN F. AKERS Director since 1996 Age: 73

Retired Chairman of International Business Machines Corporation.  Mr. Akers, a private investor, is the retired Chairman of 
the Board of Directors of International Business Machines Corporation. Mr. Akers served as Chairman of the Board of 
Directors and Chief Executive Officer of IBM from 1985 until his retirement in 1993, completing a 33-year career with IBM. 
Mr. Akers is a Director of W. R. Grace & Co. He is a former member of the Board of Trustees of the California Institute of 
Technology and The Metropolitan Museum of Art, as well as the former Chairman of the Board of Governors of United Way 
of America. Mr. Akers was also a member of former President George Bush’s Education Policy Advisory Committee. 
Mr. Akers serves as the Chairman of the Compensation and Benefits Committee and as a member of the Finance and Risk 
Committee. 

ROGER S. BERLIND Director since 1985 Age: 77

Theatrical Producer.  Mr. Berlind, who is also a private investor, has been a theatrical producer and principal of Berlind 
Productions since 1981. Mr. Berlind is also a Governor of the Broadway League and has served as a Trustee of Princeton 
University, the Eugene O’Neill Theater Center, the MacDowell Colony and the American Academy of Dramatic Arts. 
Mr. Berlind serves as a member of the Audit Committee and the Finance and Risk Committee. 

THOMAS H. CRUIKSHANK Director since 1996 Age: 76

Retired Chairman and Chief Executive Officer of Halliburton Company.  Mr. Cruikshank was the Chairman and Chief 
Executive Officer of Halliburton Company, a major petroleum industry service company, from 1989 to 1995, was President 
and Chief Executive Officer of Halliburton from 1983 to 1989, and served as a Director of Halliburton from 1977 to 1996. 
He joined Halliburton in 1969, and served in various senior accounting and finance positions before being named Chief 
Executive Officer. Mr. Cruikshank is a Director of LBI. Mr. Cruikshank serves as the Chairman of the Audit Committee and 
as a member of the Nominating and Corporate Governance Committee. 

MARSHA JOHNSON EVANS Director since 2004 Age: 60

Rear Admiral, U.S. Navy (Retired).  Ms. Evans served as President and Chief Executive Officer of the American Red Cross 
from August 2002 to December 2005. She previously served as National Executive Director of Girl Scouts of the USA from 
January 1998 until July 2002. Ms. Evans was a career officer in the United States Navy, retiring as a Rear Admiral in January 
1998. She served as superintendent of the Naval Postgraduate School in Monterey, California from 1995 to 1998 and headed 
the Navy’s worldwide recruiting organization from 1993 to 1995. She is a director of Weight Watchers International, Inc., 
Huntsman Corporation and Office Depot, Inc. She also serves on the Advisory Boards for the Ladies Professional Golf 
Association and the Pew Partnership for Civic Change, a project of the Pew Charitable Trusts, and is a director of the Naval 
Academy Foundation and America’s Development Foundation. Ms. Evans serves as the Chairman of the Nominating and 
Corporate Governance Committee and as a member of the Compensation and Benefits Committee and the Finance and Risk 
Committee. 

RICHARD S. FULD, JR. Director since 1990 Age: 61

Chairman and Chief Executive Officer.  Mr. Fuld has been Chairman of the Board of Directors of the Company and LBI 
since April 1994 and Chief Executive Officer of the Company and LBI since November 1993. Mr. Fuld serves as the 
Chairman of the Executive Committee. Mr. Fuld was President and Chief Operating Officer of the Company and LBI from 
March 1993 to April 1994 and was Co-President and Co-Chief Operating Officer of both corporations from January 1993 to 
March 1993. He was President and Co-Chief Executive Officer of the Lehman Brothers Division of Shearson Lehman 
Brothers Inc. from August 1990 to March 1993. Mr. Fuld was a Vice Chairman of Shearson Lehman Brothers from August 
1984 until 1990 and has been a Director of LBI since 1984. Mr. Fuld joined Lehman Brothers in 1969. Mr. Fuld serves on the 
Board of Directors of the Federal Reserve Bank of New York and is a member of the Executive Committee of the Board of 
Directors of The Partnership for New York City. He is a member of the International Business Council of the World 
Economic Forum and The Business Council. In addition, he serves on the Board of Trustees of Middlebury College and 
NewYork-Presbyterian Hospital, as well as on the Board of Directors of the Robin Hood Foundation. 

SIR CHRISTOPHER GENT Director since 2003 Age: 59

Non-Executive Chairman of GlaxoSmithKline plc.  Sir Christopher Gent has been Non-Executive Chairman of 
GlaxoSmithKline plc since January 2005. He was Non-Executive Deputy Chairman of GlaxoSmithKline plc from June 2004 
to January 2005. Prior to his retirement in July 2003, he had been a member of the Board of Directors of Vodafone Group Plc 
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since August 1985 and its Chief Executive Officer since January 1997. Sir Christopher joined Vodafone as Managing 
Director of Vodafone Limited in January 1985 when the mobile phone service was first launched, and held that position until 
December 1996. Prior to joining Vodafone, Sir Christopher was Director of Network Services for ICL. In this role, he was 
Managing Director of Baric, a computer services company owned jointly by Barclays and ICL, and was responsible for ICL’s 
computer bureau services worldwide. Sir Christopher was Knighted for his services to the mobile telecommunications 
industry in 2001. He is a Director of Ferrari SpA, a Senior Advisor to Bain & Company, Inc. and a member of the Advisory 
Board of Reform. He served as the National Chairman of the Young Conservatives from 1977 to 1979, and was Vice 
President of the Computer Services Association Council at the time he left ICL. Sir Christopher serves as a member of the 
Audit Committee and the Compensation and Benefits Committee. 

JERRY A. GRUNDHOFER  Age: 63

Chairman Emeritus and Retired Chief Executive Officer of U.S. Bancorp.  Mr. Grundhofer is the Chairman Emeritus and 
retired Chief Executive Officer of U.S. Bancorp. Mr. Grundhofer served as the Chairman of U.S. Bancorp from December 
2002 until December 2007. Mr. Grundhofer also served as President and Chief Executive Officer of U.S. Bancorp from 
February 2001 until October 2004 and December 2006, respectively. From 1993 until February 2001, he served as Chairman, 
President and Chief Executive Officer of U.S. Bancorp predecessors Firstar Corporation and Star Banc Corporation. 
Mr. Grundhofer is a director of Ecolab, Inc. and The Midland Company, Inc. 

ROLAND A. HERNANDEZ Director since 2005 Age: 50

Retired Chairman and Chief Executive Officer of Telemundo Group, Inc.  Mr. Hernandez is the retired Chairman and Chief 
Executive Officer of Telemundo Group, Inc., a Spanish-language television station company, where he served from August 
1998 to December 2000. From March 1995 to August 1998, he served as President and Chief Executive Officer of 
Telemundo Group, Inc. Prior to that position, Mr. Hernandez was founder and President of Interspan Communications, a 
company engaged in a variety of services related to Spanish-language media. Mr. Hernandez is also a Director of MGM 
Mirage, The Ryland Group, Inc., Vail Resorts, Inc. and Wal-Mart Stores, Inc. In addition, Mr. Hernandez serves on advisory 
boards for Harvard University’s David Rockefeller Center for Latin American Studies and Harvard Law School, as well as 
the board of Yale University’s President’s Council on International Activities. Mr. Hernandez serves as a member of the 
Finance and Risk Committee. 

HENRY KAUFMAN Director since 1995 Age: 80

President of Henry Kaufman & Company, Inc.  Dr. Kaufman has been President of Henry Kaufman & Company, Inc., an 
investment management and economic and financial consulting firm, since 1988. For the previous 26 years, he was with 
Salomon Brothers Inc., where he was a Managing Director, Member of the Executive Committee, and in charge of 
Salomon’s four research departments. He was also a Vice Chairman of the parent company, Salomon Inc. Before joining 
Salomon Brothers, Dr. Kaufman was in commercial banking and served as an economist at the Federal Reserve Bank of New 
York. He is a Member (and the Chairman Emeritus) of the Board of Trustees of the Institute of International Education, a 
Member of the Board of Trustees of New York University, a Member (and the Chairman Emeritus) of the Board of 
Overseers of the Stern School of Business of New York University and a Member of the Board of Trustees of the Animal 
Medical Center. Dr. Kaufman is a Member of the International Advisory Committee of the Federal Reserve Bank of New 
York, a Member of the Advisory Committee to the Investment Committee of the International Monetary Fund Staff 
Retirement Plan, a Member of the Board of Governors of Tel-Aviv University and Treasurer (and former Trustee) of The 
Economic Club of New York. Dr. Kaufman serves as the Chairman of the Finance and Risk Committee. 

JOHN D. MACOMBER Director since 1994 Age: 80

Principal of JDM Investment Group.  Mr. Macomber has been a Principal of JDM Investment Group, a private investment 
firm, since 1992. He was Chairman and President of the Export-Import Bank of the United States from 1989 to 1992, 
Chairman and Chief Executive Officer of Celanese Corporation from 1973 to 1986 and a Senior Partner at McKinsey & 
Company from 1954 to 1973. Mr. Macomber is a Director of Collexis Holdings, Inc. and Stewart & Stevenson LLC. He is 
Chairman of the Council for Excellence in Government and Vice Chairman of the Atlantic Council. He is a Trustee of the 
Carnegie Institution of Washington and the Folger Library. Mr. Macomber serves as a member of the Compensation and 
Benefits Committee, the Executive Committee and the Nominating and Corporate Governance Committee. COMMITTEES 
OF THE BOARD OF DIRECTORS The Executive, Audit, Compensation and Benefits, Finance and Risk, and Nominating 
and Corporate Governance Committees of the Board of Directors are described below. 
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COMMITTEES OF THE BOARD OF DIRECTORS 

The Executive, Audit, Compensation and Benefits, Finance and Risk, and Nominating and Corporate Governance 
Committees of the Board of Directors are described below. 

Executive Committee 

The Executive Committee consists of Mr. Fuld, who chairs the Executive Committee, and Mr. Macomber. The Executive 
Committee has the authority, in the intervals between meetings of the Board of Directors, to exercise all the authority of the 
Board of Directors, except for those matters that the Delaware General Corporation Law or the Company’s Restated 
Certificate of Incorporation reserves to the full Board of Directors. The Executive Committee acted by unanimous written 
consent 16 times during the fiscal year ended November 30, 2007 (“Fiscal 2007”). 

Audit Committee 

The Audit Committee consists of Mr. Cruikshank, who chairs the Audit Committee, Mr. Ainslie, Mr. Berlind and Sir 
Christopher Gent, all of whom have been determined by the Board of Directors to be independent directors under NYSE 
corporate governance rules and SEC rules. The Board of Directors has determined that Mr. Cruikshank is an “audit 
committee financial expert” as defined under SEC rules. The Audit Committee operates under a written charter adopted by 
the Board of Directors, which is accessible through the Lehman Brothers web site at 
http://www.lehman.com/shareholder/corpgov. The Audit Committee assists the Board of Directors in fulfilling its oversight 
of the quality and integrity of the Company’s financial statements and the Company’s compliance with legal and regulatory 
requirements. The Audit Committee is responsible for retaining (subject to stockholder ratification) and, as necessary, 
terminating, the independent registered public accounting firm. The Audit Committee annually reviews the qualifications, 
performance and independence of the independent registered public accounting firm and the audit plan, fees and audit results, 
and pre-approves audit and non-audit services to be performed by the independent registered public accounting firm and 
related fees. The Audit Committee also oversees the performance of the Company’s corporate audit and compliance 
functions. The Audit Committee held 11 meetings during Fiscal 2007. 

Compensation and Benefits Committee 

The Compensation and Benefits Committee (the “Compensation Committee”) consists of Mr. Akers, who chairs the 
Compensation Committee, Ms. Evans, Sir Christopher Gent and Mr. Macomber, all of whom are independent under NYSE 
corporate governance rules. Each of such directors is a “non-employee director” within the meaning of Rule 16b-3 under the 
Securities and Exchange Act of 1934, as amended (the “Exchange Act”) and an “outside director” within the meaning of 
Section 162(m) of the Internal Revenue Code of 1986, as amended (the “Code”). The Compensation Committee operates 
under a written charter adopted by the Board of Directors which is accessible through the Lehman Brothers web site at 
http://www.lehman.com/shareholder/corpgov. The Compensation Committee has general oversight responsibility with 
respect to compensation and benefits programs and compensation of the Company’s executives, including reviewing and 
approving compensation policies and practices, such as salary, cash incentive, RSUs, long-term incentive compensation and 
other programs, and grants under such plans. The Compensation Committee evaluates the performance of the Chief 
Executive Officer of the Company and other members of senior management and, based on such evaluation, reviews and 
approves the annual salary, bonus, share and option awards, other long-term incentives and other benefits to be paid to the 
Chief Executive Officer and such other members of senior management. The Compensation Committee also reviews and 
discusses the Compensation Discussion and Analysis with management and, if appropriate, recommends to the full Board of 
Directors that it be included in the Company’s filings with the SEC. The Compensation Committee may delegate any or all of 
its responsibilities to a subcommittee of the Compensation Committee. 

As a part of its review and establishment of the performance criteria and compensation of senior management, the 
Compensation Committee generally meets separately at least annually with the Chief Executive Officer, the Company’s 
principal human resources executive and any other corporate officers as the Compensation Committee deems appropriate. 
The Chief Executive Officer and the President and Chief Operating Officer provide annual performance reviews and 
compensation recommendations to the Compensation Committee for each of the other executive officers, and the Chief 
Executive Officer does so for the President and Chief Operating Officer in the latter’s absence. 

In carrying out its responsibilities, the Compensation Committee has the authority to select, retain and terminate outside 
counsel and other experts, including compensation consultants, to study or investigate any matter of interest that it deems 
appropriate. If the Compensation Committee retains outside counsel or other experts, it has the authority to approve the fees 
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payable to and expenses of such advisers. The Compensation Committee has engaged Johnson Associates, a compensation 
consulting firm specializing in the financial services industry, to advise on matters relating to the compensation of the Chief 
Executive Officer and other executive officers and to consult on executive and director compensation practices. Johnson 
Associates reports directly to the Compensation Committee and attends Compensation Committee meetings as requested by 
the Compensation Committee. 

In addition, the Compensation Committee reviews and approves transactions in which the Firm is a participant and in which 
an executive officer of the Firm or any immediate family member of any executive officer of the Firm has a direct or indirect 
material interest, in accordance with the Company’s Policy Regarding Transactions with Related Persons. 

The Compensation Committee held seven meetings and acted by unanimous written consent two times during Fiscal 2007. 

Finance and Risk Committee 

The Finance and Risk Committee (the “Finance Committee”) consists of Dr. Kaufman, who chairs the Finance Committee, 
Mr. Akers, Mr. Berlind, Ms. Evans and Mr. Hernandez. The Finance Committee reviews and advises the Board of Directors 
on the financial policies and practices of the Company, including risk management. The Finance Committee also periodically 
reviews, among other things, budget, capital and funding plans and recommends a dividend policy and Common Stock 
repurchase plan to the Board of Directors. The Finance Committee held two meetings during Fiscal 2007. 

Nominating and Corporate Governance Committee 

The Nominating and Corporate Governance Committee (the “Nominating Committee”) consists of Ms. Evans, who chairs the 
Nominating Committee, Mr. Cruikshank and Mr. Macomber, all of whom are independent under NYSE corporate 
governance rules. The Nominating Committee operates under a written charter adopted by the Board of Directors which is 
accessible through the Lehman Brothers web site at http://www.lehman.com/shareholder/corpgov. The Nominating 
Committee is responsible for overseeing the Company’s corporate governance and recommending to the Board of Directors 
corporate governance principles applicable to the Company. The Nominating Committee also considers and makes 
recommendations to the Company’s Board of Directors with respect to the size and composition of the Board of Directors 
and its Committees and with respect to potential candidates for membership on the Board of Directors. The Nominating 
Committee seeks Director candidates who possess personal characteristics consistent with those who: 

• have demonstrated high ethical standards and integrity in their personal and professional dealings; 

• possess high intelligence and wisdom; 

• are financially literate (i.e., who know how to read a balance sheet, an income statement and a cash flow statement, and 
understand the use of financial ratios and other indices for evaluating company performance); 

• ask for and use information to make informed judgments and assessments; 

• approach others assertively, responsibly, and supportively, and who are willing to raise tough questions in a manner that 
encourages open discussion; and/or 

• have a history of achievements that reflect high standards for themselves and others; 

while retaining the flexibility to select those candidates whom it believes will best contribute to the overall performance of 
the Board of Directors. In addition, the Nominating Committee seeks candidates who will contribute knowledge, expertise or 
skills in at least one of the following core competencies, in order to promote a Board of Directors that possesses as a whole 
these core competencies: 

• a record of making good business decisions; 

• an understanding of management “best practices”; 

• relevant industry-specific or other specialized knowledge; 

• business experience in international markets; 
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• a history of motivating high-performing talent; and 

• the skills and experience to provide strategic and management oversight, and to help maximize the long-term value of 
the Firm for its stockholders. 

In connection with each annual meeting, and at such other times as it may become necessary to fill one or more seats on the 
Board of Directors, the Nominating Committee will consider in a timely fashion potential candidates for director that have 
been recommended by the Company’s Directors, Chief Executive Officer and other members of senior management, and 
stockholders. The Nominating Committee may also engage a third-party search firm as and when it deems appropriate to 
identify potential candidates for its consideration. The Nominating Committee will meet such number of times as it deems 
necessary to narrow the list of potential candidates, review any materials provided by stockholders or other parties in 
connection with the potential candidates and cause appropriate inquiries to be conducted into the backgrounds and 
qualifications of potential candidates in order to enable it to properly evaluate the candidates. During this process, the 
Nominating Committee also reports to and receives feedback from other outside Directors, and meets with and considers 
feedback from the Chief Executive Officer and other members of senior management, with respect to potential candidates. 
Interviews of potential candidates for nomination are conducted by members of the Nominating Committee, other outside 
Directors, the Chief Executive Officer and other members of senior management. 

In evaluating any potential candidate, the Nominating Committee considers the extent to which the candidate has the personal 
characteristics and core competencies discussed above, and takes into account all other factors it considers appropriate, which 
may include strength of character, mature judgment, career specialization, relevant technical skills, diversity and the extent to 
which a candidate would fill a present need on the Board of Directors. In addition, the Nominating Committee considers 
independence and potential conflicts issues with respect to Directors standing for re-election and other potential nominees, 
and whether any candidate has special interests that would impair his or her ability to effectively represent the interests of all 
stockholders. The Nominating Committee also takes into account the candidates’ current occupations and the number of 
other boards on which they serve in determining whether they would have the ability to devote sufficient time to carry out 
their duties as Directors. 

As indicated above, the Nominating Committee will consider candidates for Director recommended by stockholders of the 
Company. The procedures for submitting stockholder recommendations are explained below under “Other Matters.” 

In May 2006, the Nominating Committee engaged Ridgeway Partners LLC, a third-party search firm to conduct a search to 
identify and attract potential director candidates. In the course of its engagement, Ridgeway Partners LLC has identified and 
provided background information about Mr. Grundhofer and other potential director candidates and continues to do so. 

The Nominating Committee also reviews and approves transactions in which the Firm is a participant and in which (1) a 
Director or nominee for Director of the Company or (2) a beneficial owner of more than 5% of our Common Stock or, in 
each case, any immediate family member of any such person, has a direct or indirect material interest, in accordance with the 
Company’s Policy Regarding Transactions with Related Persons. 

The Nominating Committee held five meetings during Fiscal 2007.  

 
NON-MANAGEMENT DIRECTORS  

The Board of Directors has adopted a policy of regularly scheduled executive sessions where non-management Directors will 
meet independent of management. The non-management Directors held five executive sessions during Fiscal 2007. The 
presiding Director at the executive sessions is Mr. Macomber.  
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COMMUNICATIONS WITH DIRECTORS 

Stockholders of the Company and other interested parties may communicate their concerns to the non-management Directors, 
by mail at Lehman Brothers, P.O. Box 5281, New York, NY 10150 or through the Lehman Brothers web site at 
http://www.lehman.com/shareholder/corpgov. Stockholders of the Company and other interested parties may communicate 
their concerns regarding Lehman Brothers’ accounting, internal accounting controls or auditing matters to the Audit 
Committee, by phone at: 1-800-393-8915 or 1-212-526-7250, by mail at Lehman Brothers, P.O. Box 5281, New York, NY 
10150 or through the Lehman Brothers web site at http://www.lehman.com/shareholder/corpgov. The full procedures 
regarding Communications With Non-Management Directors and Complaints About Accounting Matters are described on 
the Lehman Brothers web site at http://www.lehman.com/shareholder/corpgov.  
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ATTENDANCE AT MEETINGS BY DIRECTORS 

The Board of Directors held eight meetings and acted by unanimous written consent two times during Fiscal 2007. During 
Fiscal 2007, each Director attended 75% or more of the aggregate of (a) the total number of meetings of the Board of 
Directors held and (b) the total number of meetings held by all Committees of the Board of Directors on which he or she 
served. Overall Director attendance at Board and Board Committee meetings during Fiscal 2007 was 96%. The number of 
meetings held by each Committee during Fiscal 2007 is set forth above. 

Each Director is expected to attend the Company’s Annual Meeting of Stockholders. Each Director attended the Company’s 
2007 Annual Meeting of Stockholders.  

COMPENSATION OF DIRECTORS 

The following table shows, for the year ended November 30, 2007, the cash and other compensation of the non-management 
members of the Board of Directors for services in all capacities. 

2007 DIRECTOR COMPENSATION 

Name  

Fees Earned 
or Paid in 

Cash 
Stock 

Awards(a) 
Option 

Awards(b) 

Change in 
Pension Value 

and 
Nonqualified 

Deferred 
Compensation 

Earnings(c) 
All Other 

Compensation Total 
M. L. Ainslie....................... $95,000 $245,038 $0 $0 $57,500(d) $397,538
J. F. Akers......................... 115,500 245,038 0 0 0 360,538
R. S. Berlind ..................... 107,500 245,038 0 0 0 352,538
T. H. Cruikshank............... 140,000 245,038 0 0 0 385,038
M. J. Evans ....................... 128,000 245,038 0 0 0 373,038
C. Gent.............................. 120,500 245,038 0 0 0 365,538
R. A. Hernandez ............... 80,000 245,038 0 0 0 325,038
H. Kaufman ...................... 95,000 0 254,388 0 0 349,388
J. D. Macomber................. 132,000 245,038 0 0 0 377,038

 
(a) These values reflect the total compensation cost recognized for Fiscal 2007 in accordance with Financial Accounting 

Standards Board Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment 
(“FAS 123R”), for financial statement reporting purposes. Grants of 3,400 RSUs were made on April 12, 2007, the day 
of the Company’s 2007 Annual Meeting of Stockholders. The grant date fair value of each RSU under FAS 123R was 
equal to the closing stock price on such date ($72.07), which was fully expensed in Fiscal 2007.  

Non-management Directors held the following number of outstanding RSUs at the end of Fiscal 2007: 

M. L. Ainslie.................................................................................................. 21,215 
J. F. Akers ...................................................................................................... 12,749 
R. S. Berlind .................................................................................................. 41,076 
T. H. Cruikshank............................................................................................ 48,013 
M. J. Evans .................................................................................................... 17,130 
C. Gent........................................................................................................... 17,130 
R. A. Hernandez ............................................................................................ 6,872 
H. Kaufman.................................................................................................... 18,286 
J. D. Macomber.............................................................................................. 46,263 

(b) These values reflect the total compensation cost recognized for Fiscal 2007 in accordance with FAS 123R for financial 
statement reporting purposes based upon the grant date value of awards granted in both Fiscal 2007 and prior fiscal years 
as calculated using the Black-Scholes stock option pricing model, excluding any estimate of forfeitures. The assumptions 
used in the model are discussed in Note 12 of the Company’s Consolidated Financial Statements for the fiscal year in 
which the award was granted. Options to purchase 10,200 shares of Common Stock were granted on April 12, 2007, the 
day of the Company’s 2007 Annual Meeting of Stockholders, with an exercise price equal to the closing stock price on 
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that date of $72.07. The options have a ten-year term, are not forfeitable, and become exercisable in one-third 
installments on each of the first three anniversaries of the grant date or sooner upon termination of service. 

Non-management Directors held the following number of outstanding stock options at the end of Fiscal 2007: 

M. L. Ainslie ......................................................................................... 71,788 
J. F. Akers ............................................................................................. 43,400 
R. S. Berlind.......................................................................................... 76,596 
H. Kaufman ........................................................................................... 100,188 
J. D. Macomber ..................................................................................... 40,720 

(c) None of the Directors participating in the Company’s Retirement Plan for Non-Management Directors received an 
increase in the accrued benefit. No above-market earnings were paid on amounts deferred under the Amended and 
Restated Deferred Compensation Plan for Non-Management Directors. 

(d) Mr. Ainslie received an aggregate of $57,500 for serving as a Director, Chairman of the Audit Committee and a member 
of the Compensation and Benefits Committee of Lehman Brothers Bank, FSB in Fiscal 2007. 

Compensation of Non-Management Directors 

The compensation program for non-management Directors is designed to provide compensation levels that are sufficient to 
attract and retain qualified Directors, are appropriate for the time and effort required to effectively fulfill their responsibilities, 
and are competitive with other firms in our industry. A significant portion of compensation is delivered in the form of an 
annual equity retainer in order to align Directors’ interests with those of stockholders. In addition, the Company requires each 
Director to maintain a minimum stock ownership of 6,000 shares of Common Stock and/or RSUs. New Directors have three 
years to meet this requirement. 

Cash Compensation.  Non-management Directors receive an annual cash retainer of $75,000 and are reimbursed for 
reasonable travel and related expenses. The annual retainer is paid quarterly; however, the fourth quarter payment will be 
withheld from any Director who has been a Director for the full year and who has failed to attend 75% of the total number of 
meetings. The Chairman of the Audit Committee receives an additional annual retainer of $25,000, and each non-
management Director who serves as a Chairman of any other Committee of the Board of Directors receives an additional 
annual retainer of $15,000 for each such Committee. Each non-management Director who serves as a Committee member 
(including as the Chairman) receives $2,500 for each Committee meeting and $1,500 for each unanimous written consent. 

Mr. Ainslie also receives an annual cash retainer of $40,000 for serving as a Director of Lehman Brothers Bank, FSB, an 
annual retainer of $10,000 for serving as Chairman of its Audit Committee, and $1,500 for each committee meeting and 
$1,500 for each unanimous written consent for serving as a member of its Audit and Compensation and Benefits Committees. 

These annual retainers and meeting fees are summarized below: 

Board Service Component  Annual Cash Retainer Committee Meeting Fee 
Board member ................................................................................................... $75,000 N/A
Audit Committee Chairman............................................................................... 25,000 $2,500
Other Committee Chairmen............................................................................... 15,000 2,500
Committee member ........................................................................................... N/A 2,500
Unanimous written consent ............................................................................... N/A 1,500

Equity Grants.  An annual equity retainer in the form of a grant of 3,400 RSUs is made to each non-management Director on 
the day of the Company’s Annual Meeting of Stockholders. Dividends are payable by the Company on all RSU holdings 
from the respective dates of award and are reinvested in additional RSUs with the same terms. All RSUs are fully vested at 
the time of grant and are payable in Common Stock upon death, disability or termination of service. 

For Fiscal 2007, upon the recommendation of the Compensation Committee, the Board of Directors gave non-management 
Directors the choice to receive an option to purchase 10,200 shares of Common Stock instead of the annual RSU grant. The 
options granted have an exercise price per share equal to the closing price of the Common Stock on the NYSE on the date of 
the annual stockholder meeting. Such options have a ten-year term, are not forfeitable, and become exercisable in one-third 
installments on each of the first three anniversaries of the award date, or sooner upon termination of service. 
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The Company’s Restated Deferred Compensation Plan 

The Company’s Amended and Restated Deferred Compensation Plan for Non-Management Directors is a nonqualified 
deferred compensation plan, which provides each non-management Director an opportunity to elect to defer receipt of cash 
compensation to be earned for services on the Board of Directors. Each non-management Director may elect to defer all or a 
portion of his or her future cash compensation with respect to one or more terms as a Director. Such election can be revoked 
only prior to December 31 of the year preceding the year in which the services to which the deferred compensation relates are 
to be performed, or by a showing of severe financial hardship. Amounts deferred are credited quarterly with interest, based 
upon the average 30-day U.S. Treasury Bill rate, and compounded annually. Deferred amounts will be paid in either a lump 
sum or in annual installments over a period not to exceed ten years, as elected by the non-management Director. Participants 
may elect payments to commence either as soon as practicable following termination of service, or January 1 of a year at 
least two years after the year in which such deferred amounts were earned, or the earlier of such date of termination or such 
January 1. If necessary, any such payments will be deferred until the first date on which they may be made without subjecting 
the payment to additional taxes imposed by Section 409A of the Code. 

The Company’s Frozen Retirement Plan 

Prior to May 1994, the Company maintained the Retirement Plan for Non-Management Directors which was a nonqualified 
retirement plan providing a limited annual retirement benefit for non-management Directors who had earned five or more 
years of service as defined in the plan. Participation in this plan was frozen on May 31, 1994. Any non-management Director 
who had, on such date, completed at least five years of service as a Director (determined in accordance with the plan) has 
vested benefits under the plan. Any individual who was a non-management Director on such date, but had not completed five 
years of service as of such date, acquired vested benefits under this plan at the time such individual completed such five years 
of service as a Director. Any individual who became a non-management Director after such date was ineligible to participate 
in this plan. Vested benefits under this plan are paid after a participant ceases to be a Director. Based upon years of service 
prior to May 1994, Mr. Berlind is entitled to $20,000 annually in equal quarterly payments, for seven years following 
retirement under this plan. Any such payments would cease upon death.  

 
EXECUTIVE OFFICERS OF THE COMPANY  

Biographies of the current executive officers of the Company are set forth below, excluding Mr. Fuld’s biography, which is 
included under “Nominees for Election as Directors” above. Each executive officer serves at the discretion of the Board of 
Directors. 

ERIN M. CALLAN Age: 42

Chief Financial Officer. Ms. Callan has been the Chief Financial Officer and Global Controller of the Company since 
December 2007 and is an Executive Vice President of the Company and a member of the Firm’s Executive Committee. From 
May 2006 through November 2007, Ms. Callan was responsible for heading Global Hedge Fund Coverage within the Firm’s 
Investment Banking Division. Prior to that, she led the Firm’s Global Finance Solutions Group and Global Finance Analytics 
Group within Investment Banking from 2003 to 2006. Ms. Callan joined the Firm in 1995 and was named a managing 
director in June 2000. 

SCOTT J. FREIDHEIM Age: 42

Co-Chief Administrative Officer. Mr. Freidheim has been the Co-Chief Administrative Officer of the Company since October 
2006 and is an Executive Vice President of the Company. Mr. Freidheim also has been the Chief of Staff to the Chairman and 
Chief Executive Officer since 1996. He was Global Head of Strategy from 2005 to 2007 and Global Head of Corporate 
Communications, Advertising, Marketing and Brand Strategy from 2003 to 2007. Mr. Freidheim joined the Company in 
1991. He is actively involved with the Institute of International Education (“IIE”), where he is a member of the Board of 
Trustees, a member of IIE’s Scholar Rescue Fund Board of Directors and Selection Committee, and co-founder and chairman 
of IIE’s New Leaders Group. Additionally, Mr. Freidheim is a member of The Forum of Young Global Leaders of the World 
Economic Forum, a member of the Executive Advisory Board of Sponsors for Educational Opportunity, a member of Young 
Presidents’ Organization and a member of The Economic Club of New York. 
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JOSEPH M. GREGORY Age: 56

President and Chief Operating Officer. Mr. Gregory has been President and Chief Operating Officer of the Company since 
May 2004 and is a member of the Firm’s Executive Committee. From May 2002 until May 2004, Mr. Gregory was the 
Firm’s Co-Chief Operating Officer. From April 2000 until May 2002, Mr. Gregory was the Firm’s Chief Administrative 
Officer, and from 1996 to April 2000, Mr. Gregory was Head of the Firm’s Global Equities Division, in charge of the overall 
equities business. From 1991 to 1996, he was Co-Head of the Firm’s Fixed Income Division. From 1980 to 1991, he held 
various management positions in the Fixed Income Division, including Head of the Firm’s mortgage business. Mr. Gregory 
joined the Firm in 1974 as a commercial paper trader. Mr. Gregory is a member of the National Advisory Board of The Posse 
Foundation, Inc. and the Board of Trustees of Harlem Children’s Zone. He is Vice Chair of the Trustees of Hofstra 
University and serves on the Finance, Endowment and Investment Committees of the University. 

IAN T. LOWITT Age: 44

Co-Chief Administrative Officer. Mr. Lowitt has been the Co-Chief Administrative Officer of the Company since October 
2006 and is an Executive Vice President of the Company. Mr. Lowitt was Chief Administrative Officer for Lehman Brothers 
Europe from July 2005 until October 2006. Prior to that, Mr. Lowitt served as Treasurer and Global Head of Tax from 2000 
until 2005. Mr. Lowitt joined the Firm in 1994 as Head of Corporate Development and was named a managing director in 
June 2000. 

THOMAS A. RUSSO Age: 64

Chief Legal Officer. Mr. Russo has been Chief Legal Officer of the Company since 1993 and is an Executive Vice President 
of the Company and a member of and counsel to the Firm’s Executive Committee. He has been a Vice Chairman of LBI 
since July 1999. Mr. Russo joined the Firm in 1993; prior to that, Mr. Russo was a partner at the Wall Street law firm of 
Cadwalader, Wickersham & Taft and a member of its Management Committee. Mr. Russo is the Treasurer and a member of 
the Executive Committee of the National Board of Trustees of the March of Dimes and Vice Chairman of the Board of 
Trustees of The Institute for Financial Markets. He is the Chairman of the Executive Committee of the Board of Trustees of 
the Institute of International Education, as well as a founder of the Institute of International Education’s Scholar Rescue Fund 
and a member of its Board. Mr. Russo is also a member of the Regulatory Policy Committee of the Board of Governors of 
the Financial Industry Regulatory Authority (FINRA). In addition, Mr. Russo is a member of the Federal Reserve Bank of 
New York’s International Advisory Committee and the Committee on Capital Markets Regulation. 

 
SECURITY OWNERSHIP OF DIRECTORS AND EXECUTIVE OFFICERS 

The following table sets forth beneficial ownership information as of January 31, 2008 with respect to the Common Stock for 
each current Director and nominee for Director, each executive officer named in the tables set forth under “Compensation of 
Executive Officers” below and all current Directors and executive officers as a group. Except as described below, each of the 
persons listed below has sole voting and investment power with respect to the shares shown. None of the Directors or 
executive officers beneficially owned any of the Company’s other outstanding equity securities as of January 31, 2008. 
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Beneficial Owner  

Number of 
Shares of 

Common Stock (a) 

Number of Shares of 
Common Stock that may 

be acquired within 
60 days of 

January 31, 2008 

Percent of 
Outstanding 

Common Stock (b) 
Michael L. Ainslie (c)....................................  70,023 71,788 *
John F. Akers (d) ...........................................  30,749 43,400 *
Roger S. Berlind (e) .......................................  605,884 71,788 *
Thomas H. Cruikshank ..................................  76,013 0 *
Marsha Johnson Evans ..................................  17,130 0 *
Richard S. Fuld, Jr. (f) ...................................  10,851,590 1,800,000 2.41
Sir Christopher Gent ......................................  23,270 0 *
Joseph M. Gregory (g) ...................................  6,188,903 700,000 1.31
Jerry A. Grundhofer.......................................  0 0 *
Roland A. Hernandez (h) ...............................  7,872 0 *
Ian T. Lowitt ..................................................  248,056 63,206 *
Henry Kaufman (i).........................................  23,286 43,400 *
John D. Macomber.........................................  163,139 40,720 *
Christopher M. O’Meara................................  259,791 79,954 *
Thomas A. Russo (j) ......................................  1,454,814 150,000 *
All current Directors and executive officers 

as a group (15 individuals) (k) ...................  20,300,245 3,053,022 4.43
 

* Less than one percent. 

(a) Amounts include vested and unvested RSUs. RSUs are convertible on a one-for-one basis into shares of Common Stock, 
but cannot be sold or transferred until converted to Common Stock and, with respect to each person identified in the 
table, are not convertible within 60 days following January 31, 2008. A portion of the vested RSUs held by the executive 
officers are subject to forfeiture for detrimental or competitive activity. Nonetheless, an executive officer who holds 
RSUs will be entitled to direct the Incentive Plans Trustee to vote a number of Trust Shares that is proportionate to the 
number of RSUs held irrespective of vesting; such number of Trust Shares will be calculated prior to the Annual 
Meeting and will be determined by the number of Trust Shares held by the Incentive Plans Trust on the Record Date and 
the extent to which Current Participants under the Incentive Plans return voting instructions to the Incentive Plans 
Trustee. See “Introduction—The Voting Stock.” 

(b) Percentages are calculated in accordance with applicable SEC rules and are based on the number of shares issued and 
outstanding on January 31, 2008. 

(c) Includes 15,788 shares held in a grantor retained annuity trust, of which Mr. Ainslie is the trustee, and 7,000 shares held 
by Mr. Ainslie’s private charitable foundation, over which he and his wife share voting and investment power. 
Mr. Ainslie disclaims beneficial ownership of such shares. 

(d) Includes 15,000 shares that may be acquired within 60 days of January 31, 2008 pursuant to stock options held by a 
family limited partnership, the general partner of which is a family limited liability company of which Mr. Akers is 
manager. Mr. Akers disclaims beneficial ownership of such shares. 

(e) Includes 160,000 shares held by Mr. Berlind’s wife, as to which Mr. Berlind disclaims beneficial ownership. 

(f) Includes a total of 83,362 shares held by Mr. Fuld’s children directly, or in trusts for their benefit of which Mr. Fuld and 
his wife are the trustees. Mr. Fuld disclaims beneficial ownership of such shares. Also includes 1,151,522 shares held in 
grantor retained annuity trusts, of which Mr. Fuld and his wife are the trustees and as to which Mr. Fuld disclaims 
beneficial ownership, in addition to 13,527 shares held by Mr. Fuld’s private charitable foundation, over which he and 
his wife share voting and investment power and as to which Mr. Fuld disclaims beneficial ownership. Also includes 
2,110,000 shares pledged in a margin account with LBI. 

(g) Includes 751,086 shares pledged in a margin account with LBI. 
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(h) Includes 1,000 shares held by a family trust for which Mr. Hernandez and his wife are trustees. Mr. Hernandez disclaims 
beneficial ownership of such shares. 

(i) Includes 5,000 shares held by Dr. Kaufman’s wife, as to which Dr. Kaufman disclaims beneficial ownership. 

(j) Includes a total of 1,884 shares held in custodial accounts for Mr. Russo’s children for which Mr. Russo is the custodian, 
as to which Mr. Russo disclaims beneficial ownership. Also includes 37,028 shares held in grantor retained annuity 
trusts, of which Mr. Russo is a trustee. Mr. Russo disclaims beneficial ownership of such shares. 

(k) Includes, for all current Directors and executive officers as a group, 2,861,086 shares pledged in margin accounts with 
LBI.  

 
COMPENSATION AND BENEFITS COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION 

During the last completed fiscal year, Mr. Akers, Ms. Evans, Sir Christopher Gent and Mr. Macomber served on the 
Compensation Committee. None of these individuals has ever served as an officer or employee of the Firm. 

In addition, no executive officer of the Company served on the compensation committee or board of directors of any 
company that employed any member of the Company’s Compensation Committee or Board of Directors.  

 
COMPENSATION DISCUSSION AND ANALYSIS 

Human Capital Strategy and Compensation Philosophy 

Lehman Brothers’ human capital strategy is to attract and retain the most talented employees and to strongly align their 
interests with maximizing Company performance and stockholder return. Our strategy regarding our employees has remained 
consistent since becoming a public company in 1994 and, we believe, has been instrumental in helping the Company achieve 
its goals over time. 

This strategy is embodied in our “One Firm” approach that integrates each of the Company’s divisions to deliver the full 
resources of the Company to our clients. It has created a unique culture that inspires innovation, teamwork and excellence. 
Our culture is enhanced by an employee ownership mentality which is reinforced through the Company’s compensation 
programs. 

Lehman Brothers’ compensation philosophy provides the foundation for all of the Company’s employee compensation 
programs, including those for its executive officers. The philosophy includes three key operating principles that are the basis 
for designing programs to motivate behavior that drives the Company’s performance. These principles include the following: 

• Establish performance-based compensation programs tied to annual and long-term Company, business unit and 
individual goals, which are structured to align the interests of employees with those of stockholders. 

• Deliver a significant portion of total compensation in equity-based awards, thereby further aligning the financial interests 
of employees with those of stockholders and encouraging prudent long-term strategic decisions and risk management. 

• Ensure that compensation opportunities are comparable to those at major competitors, so that the Company can attract, 
retain and motivate talented employees who are essential to the Company’s long-term success. 

The nature of the securities industry requires a workforce of highly skilled professionals, who are in great demand due to the 
revenue they can generate and the judgment they exercise in managing risk. Competition to attract and retain these 
professionals results in high levels of compensation relative to other industries. 

The overall objective in determining total compensation levels across the Company is to balance competitive pressures in the 
market for professional talent with cost considerations. Since the securities industry is fundamentally a human capital 
intensive business, compensation and benefits are a significant and critical expense. Among the firms within our industry, 
these expenses typically account for between 45% and 50% of net revenues, and in 2007, compensation and benefits 
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expenses among some firms approached 60% of net revenues. In Fiscal 2007, the Company’s compensation and benefits 
expense was 49.3% of net revenues. 

We believe that our strategy and compensation philosophy have been instrumental in delivering superior long-term financial 
performance and returns for Lehman Brothers shareholders. 

Executive Officer Compensation Program 

Among companies in the securities industry, the majority of executive compensation is provided in the form of a variable, 
performance-based annual incentive that is delivered in both cash and equity awards. This approach creates strong alignment 
of pay with performance. The equity award portion of the Company’s annual incentive compensation, which includes vesting 
provisions, creates employee ownership, encourages retention, and further ties the compensation to the organization’s future 
performance. 

While the Company does not tie any elements of its compensation to compensation levels at other firms, when making 
decisions concerning compensation and benefits, the Company’s Compensation Committee reviews analyses of 
compensation practices and financial performance among a peer group of other large financial services firms. These firms are 
Bank of America Corp., The Bear Stearns Companies Inc., Citigroup Inc., The Goldman Sachs Group, Inc., JPMorgan 
Chase & Co., Merrill Lynch & Co., Inc., Morgan Stanley, Wachovia Corp., and Wells Fargo & Co. In conducting its review, 
the Compensation Committee typically gives greater consideration to those firms that operate predominantly in the 
investment banking sector, with whom Lehman Brothers competes more directly—The Bear Stearns Companies Inc., The 
Goldman Sachs Group, Inc., Merrill Lynch & Co., Inc. and Morgan Stanley. In addition to the publicly held companies 
included in our peer group, private firms and partnerships that operate within our industry, including asset management and 
private equity firms, also influence the Company’s compensation levels. 

Elements of 2007 Compensation Program 

The Company’s 2007 compensation program was composed of the following elements: 

Base Salary.  Annual base salaries, which are paid in cash, are intended to make up a small portion of executive officers’ total 
annual compensation to ensure that a majority of total annual compensation is tied to performance. 

Annual Incentive.  Performance-based annual incentive compensation (“Annual Incentive”) is the principal portion of an 
executive officer’s total annual compensation and consists of a combination of cash bonus and equity awards, the relative 
portions of which are determined for each executive officer by the Compensation Committee at the time it determines the 
amount of the Annual Incentive. The Annual Incentive is determined after the end of the fiscal year based on the prior year’s 
performance of the individual and the Company. This approach results in overall compensation levels that reflect the 
financial performance of the Company while focusing executives’ attention on both annual and long-term achievement. 

As described below under “Determination of 2007 Compensation,” the terms, conditions and amount of the equity 
component of the Annual Incentive were determined by the Compensation Committee at its first meeting following the end 
of the fiscal year. The grant date of the equity award is the date of the Compensation Committee’s meeting. In considering 
the form and amount of equity award to be granted to each executive officer, the Compensation Committee considers a 
variety of factors, including the performance of the Company and each executive officer in the prior year, means to incent 
performance and encourage retention of each executive officer, the mix of cash and equity being awarded to other senior 
executives, each executive officer’s current equity holdings, trends in executive compensation best practices, and the market 
environment generally. In December 2007, the Compensation Committee awarded RSUs to the executive officers as the 
equity component of the Annual Incentive for Fiscal 2007. 

Elements of Compensation in Prior Years 

In prior years, executive officers periodically received grants of performance based awards at the beginning of the fiscal year 
which were tied to, and intended to incent, future performance. Over the years such awards included the following: 

Performance Stock Units.  The Compensation Committee previously granted Performance Stock Units periodically to 
selected executives, including Messrs. Fuld, Gregory and Russo, under four separate programs established in 1995, 1996, 
1997 and 2000. The Performance Stock Unit grants provided long-term incentive opportunities based on the then financial 
goals of the Company and have been attributed by the Compensation Committee to compensation earned for prior years, 
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even though some Performance Stock Unit awards converted to Common Stock in Fiscal 2007, and other Performance Stock 
Unit awards have not yet converted. 

Stock Options.  Stock options were not granted to executive officers in Fiscal 2007. In prior years, the Compensation 
Committee made annual grants of stock options at the beginning of the fiscal year to motivate executives to strive for long-
term stockholder value creation. 

Performance-Based RSU Grants.  The Compensation Committee granted Performance-Based RSUs to, among others, 
Messrs. Fuld, Gregory and Russo in December 2006. Receipt of the Performance-Based RSUs was contingent on achieving a 
ten percent return on equity for Fiscal 2007 and also was subject to additional vesting requirements which are described in 
the narrative following the 2007 Grants of Plan-Based Awards table. The Performance-Based RSUs were designed as a long-
term incentive opportunity, in addition to the Annual Incentive, to align the interests of the most senior executives with the 
financial goals of the Company and replaced grants of stock options as part of these executives’ total annual compensation. 
The value of the Performance-Based RSUs granted to the executives was comparable to the prior stock option grants and the 
awards included similar features to these prior stock option grants, including accelerated vesting upon the attainment of target 
stock prices. 

Stock options and the Performance-Based RSUs granted to Messrs. Fuld, Gregory and Russo were formerly considered by 
the Compensation Committee to be part of such executive officer’s total annual compensation for the fiscal year in which 
they were granted. These awards generally were made on the same day as the equity awards that comprised a portion of the 
year-end Annual Incentive awarded following the end of a fiscal year, which were considered by the Compensation 
Committee to be part of an employee’s total annual compensation for the preceding year. As a result, different equity awards 
granted on the same day were considered by the Compensation Committee to be part of such executive officer’s total annual 
compensation for different fiscal years. 

To simplify the compensation program, the Compensation Committee now attributes these Performance-Based RSUs and 
stock options to the same fiscal year as the RSUs that were awarded to executive officers as part of their year-end Annual 
Incentive. This change did not modify any of the terms and conditions of the previously granted Performance-Based RSUs or 
stock options. 

As a result of this re-attribution, the Performance-Based RSUs granted in December 2006 are now considered by the 
Compensation Committee to have been part of Fiscal 2006 total annual compensation for Messrs. Fuld, Gregory and Russo. 
Accordingly, these awards were not considered by the Compensation Committee to be compensation for Fiscal 2007. 
However, because the grant of the Performance-Based RSUs occurred during Fiscal 2007, the grants are included in the 2007 
Grants of Plan-Based Awards table below in the amount of $7,500,139 to Mr. Fuld, $6,000,098 to Mr. Gregory and 
$2,500,009 to Mr. Russo, and their terms are described in the narrative following the table. 

Executive Officer Benefit Programs 

Supplemental Retirement Plan.  Messrs. Fuld, Gregory and Russo participate in the Lehman Brothers Supplemental 
Retirement Plan (the “SRP”), a nonqualified, noncontributory, defined benefit plan. See “Pension Benefits” below. The SRP 
was established to provide selected executives an additional fixed annual retirement benefit above the amount limited by 
qualified plan restrictions. The Compensation Committee, which adopted the plan in 1998, has not increased the annual 
benefit amounts since the plan’s inception. The Compensation Committee determines the participants in the SRP and 
generally bases this determination on an executive’s tenure and his or her historical performance at the Company. 

Broad-based Benefit Plans.  All employees, including the executive officers, are eligible to participate in the Company’s 
broad-based health and welfare benefit programs. These include: 

• Medical plan 

• Prescription drug plan 

• Dental plan 

• Qualified defined contribution 401(k) savings plan 

• Qualified defined benefit pension plan 

19 

E-24



• Insurance (basic life, long-term disability, and accidental death and disability) 

The Company provides these benefits in order to meet the basic health and welfare needs of its employees and their 
dependents. Employee contributions for medical and dental coverage are higher for more highly paid employees. Benefit 
plans are designed to be market competitive and consistent across the Company, but vary internationally based on local 
practice and statutory requirements. 

Perquisites.  The Company does not generally offer perquisites or other personal benefits to executive officers other than 
benefits that are generally available on a non-discriminatory basis to all employees. The Company, however, has a policy of 
paying expatriate expenses for employees generally, and consistent with SEC disclosure requirements, payments to 
Mr. Lowitt for expenses associated with his expatriate status for the month of December 2006 are included in the Summary 
Compensation Table. The Company generally requires reimbursement by employees for any other expenditures that are 
personal in nature. 

Other Program Features 

Liquidity Limits.  The Compensation Committee approves an annual “liquidity limit” for certain executives, including 
Messrs. Fuld, Gregory and Russo. In determining whether an executive will be subject to the liquidity limits, the 
Compensation Committee considers factors such as the executive’s role and responsibilities at the Company, and the 
executive’s existing individual equity holdings in the Company. Expressed as a maximum percentage of an executive’s total 
equity holdings in the Company (including outstanding equity awards) that may be sold in any given year, the effect of these 
liquidity limits has been to promote a high level of stock ownership by the Company’s senior management team. For Fiscal 
2007, the liquidity limit percentage was 20%. Executive officers are prohibited from hedging their equity holdings in the 
Company (including outstanding equity awards). 

Tax Deductibility of Compensation.  Section 162(m) of the Code limits the Company’s tax deduction to $1 million per year 
per executive for certain compensation paid to each of its Chief Executive Officer and the three highest compensated 
executive officers other than the Chief Executive Officer and Chief Financial Officer. In general, the regulations under 
Section 162(m) exclude from this limitation compensation that is, among other things, calculated based on objective 
performance criteria and awarded under a plan that has received stockholder approval within the past five years. 
Performance-based incentive awards to executive officers are based on compensation formulas established under the EICP 
and are intended to qualify for the Section 162(m) exclusion. See “Proposal 4—Approval of the Executive Incentive 
Compensation Plan (Formerly Named the Short-Term Executive Compensation Plan), as Amended” below. The Committee 
establishes objective compensation formulas at the beginning of the year that determine the maximum amount of annual 
incentive that may be paid based on the financial performance of the Company, as described under “Determination of 2007 
Compensation” below. 

While the Compensation Committee generally seeks to maximize the deductibility of compensation paid to executive 
officers, it retains the flexibility to take other actions that may be based on other considerations if it believes that doing so is 
in the interest of stockholders. 

Employment and Change in Control Agreements 

The Company does not have any severance or employment agreements with any of its executive officers. Most equity awards 
to employees, including the executive officers, and the terms of the SRP, however, include provisions that are designed to 
provide protection of the awards or pension benefits in the event of a change in control of the Company. If any executive 
officer were to terminate his or her employment for any reason, and there has not been a change in control of the Company 
that triggers rights under the equity awards or SRP, any severance payments or other benefits would be at the discretion of 
the Compensation Committee. The Compensation Committee periodically reviews summaries of potential payments to the 
executive officers upon a change in control or other termination events. 

In November 2007, the Compensation Committee amended the definition of a change in control for prospective equity 
awards to provide that a change in control would be deemed to occur upon the acquisition of at least 70% of the combined 
voting power of the then outstanding voting securities. Prior to this amendment, a change in control would have been deemed 
to occur upon the acquisition of 20% of the Company’s voting securities. This amendment was made to enhance the strategic 
flexibility of the Company as well as to comply with the provisions of the new Section 409A of the Code. In addition, the 
change in control provisions were changed for prospective awards to eliminate the distinction between “hostile” and 
“friendly” changes in control and to provide for acceleration of vesting and delivery to occur generally upon the later of 
18 months following the change in control or the end of the fiscal year following the fiscal year in which the change in 
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control occurs. These changes were made to simplify the award provisions and provide greater employee retention in the 
event of a change in control. The Compensation Committee decided to continue to provide vesting solely upon a change in 
control in order to enable employees to receive the value of previously earned compensation upon a significant change in the 
Company’s ownership structure that would occur as a result of the higher threshold for an acquisition to be deemed a change 
in control. 

In November 2007 the Compensation Committee also amended the SRP primarily to avoid potential adverse tax 
consequences under Section 409A. Among other technical changes, the definition of a change in control under the SRP was 
amended principally to provide that a change in control would occur upon, among other things, the acquisition of at least 
50% of the combined voting power of the outstanding voting securities or of at least 30% of the combined voting power of 
the outstanding voting securities within a 12-month period. Prior to the amendment, a change in control would have been 
triggered by the acquisition of at least 20% of the combined voting power of the outstanding voting securities. The 
Compensation Committee made the minimum changes to the SRP that are required by the new provisions of Section 409A 
because, unlike prospective equity awards, an amendment made to the SRP affects benefits already accrued under the SRP by 
the participants. At that time, the Compensation Committee also amended outstanding equity awards to employees generally 
to comply with the minimum standards of Section 409A. 

The terms of the abovementioned change in control provisions and the amounts payable upon a change in control, as well as 
in connection with other termination events, are discussed in greater detail under “Potential Payments Upon Termination or 
Change in Control” below. 

Determination of 2007 Executive Compensation 

As noted above, the elements of compensation considered by the Compensation Committee as part of each executive 
officer’s total annual compensation for Fiscal 2007 consisted of base salary and an Annual Incentive. Differences in total 
annual compensation levels among the executive officers are based on their individual roles and responsibilities within the 
Company and their individual performance. The amount of the Annual Incentive granted to each executive officer was 
determined by the Compensation Committee, limited by the Annual Incentive performance formulas established by the 
Compensation Committee at the beginning of the fiscal year, and influenced by performance evaluations for the executive 
officers which took place following the end of the fiscal year. 

Base Salary.  While reviewed periodically, the base salaries of the executive officers were not increased in Fiscal 2007. At 
the Company, base salaries are determined by guidelines that are tied to an employee’s function and title. 

Annual Incentive Formulas.  For the Fiscal 2007 performance-based Annual Incentives payable under the EICP, the 
Compensation Committee established formulas at the beginning of the fiscal year based on percentages of the Company’s 
income before taxes, the cumulative effect of accounting changes, and extraordinary items (collectively, “Pre-tax Income”). 
The Compensation Committee chose to use the Company’s Pre-tax Income as the basis for the formulas because it is a stable 
measure of the Company’s financial performance. The formula assigned to each executive officer was based on his role and 
responsibilities but did not specify a target award. These incentive formulas were principally established in order to qualify 
the Annual Incentives as performance-based compensation for purposes under Section 162(m) of the Code. 

The Fiscal 2007 incentive formula for each executive officer was based on percentages of Pre-tax Income, which percentages 
decline as the amount of Pre-tax Income increases up to $5.3 billion (beyond which the percentage is fixed). The incentive 
formula is expected to yield a bonus payment, except in the event of a loss. These formulas set the maximum Annual 
Incentive for Messrs. Fuld, Gregory, Russo and the other executive officers equal to 0.75%, 0.57%, 0.50%, and 0.25% of 
Pre-tax Income, respectively, based on the Company’s Fiscal 2007 Pre-tax Income of $6.0 billion, which was associated with 
a Return on Tangible Shareholder’s Equity of 25.7%. In December 2007, the Compensation Committee adjusted the formula 
applicable to Mr. Gregory for Fiscal 2008 to provide itself greater flexibility in providing him with enhanced incentive 
opportunity. 

Performance Evaluation.  At the beginning of Fiscal 2007, performance objectives for each executive officer were 
established for the upcoming year by Mr. Fuld and Mr. Gregory, with input from the Compensation Committee and the other 
executive officers and consistent with the Firm’s strategy, and included: 

• Expanding the Company’s international franchise; 

• Strengthening the Company’s brand; 
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• Exploring and creating strategic opportunities; 

• Diversifying and building business units; 

• Improving employee programs; and 

• The Company’s budgetary goals. 

Following the end of Fiscal 2007, Mr. Fuld and Mr. Gregory presented their evaluations of the performance of each executive 
officer, other than themselves, to the Compensation Committee based upon the objectives and goals discussed at the 
beginning of the fiscal year and made recommendations to the Compensation Committee with respect to the Annual 
Incentives to be awarded to such executive officers. Mr. Fuld made a similar presentation with respect to Mr. Gregory in the 
latter’s absence. During these presentations, Mr. Fuld and Mr. Gregory highlighted specific examples of the Company’s and 
executive officers’ achievements, including the following: 

Financial Performance 

• Fiscal 2007 financial results that included record: 

• Net revenues of $19.3 billion—a 10% increase from $17.6 billion in Fiscal 2006; 

• Pretax income of $6.0 billion—a 2% increase from $5.9 billion in Fiscal 2006; 

• Net income of $4.2 billion—a 5% increase over $4.0 billion in Fiscal 2006; and 

• Earnings per share of $7.26—a 7% increase from $6.81 in Fiscal 2006; 

• Return on equity of 20.8% and a return on tangible equity of 25.7%, compared to 23.4% and 29.1%, respectively, for 
Fiscal 2006. 

• While the Firm’s stock price decreased 15% during Fiscal 2007, it has increased 104% over the prior five years. 

• Maintained compensation and benefit expenses at 49.3% of net revenues in Fiscal 2007, relative to significant increases 
among some firms within our industry. 

Leadership and Strategic Performance 

• Continued expansion and strengthening of the Firm’s global franchise—resulting in record non-U.S. revenues that 
represented 50% of firmwide net revenues. 

• Successfully navigating the difficult credit and mortgage market environments and maintaining the Firm’s strong risk 
controls. 

• Achieving continued diversification of the Firm across businesses, regions and products. 

• Overseeing enhancements to the Firm’s support, control, and compliance processes while maintaining disciplined 
expense management. 

• Continued strengthening of the Lehman Brothers culture through improvements in employee communications, talent 
management and training and supporting workforce diversity. 

Annual Incentive and Total Annual Compensation.  In addition to the compensation recommendations for each executive 
officer (other than Mr. Fuld), the Compensation Committee also reviewed materials prepared and presented by Johnson 
Associates, the Compensation Committee’s compensation consultant. These materials consisted of historical and projected 
financial performance and executive compensation levels among the Company’s peer companies. This analysis, and a review 
of both the historical compensation levels of each executive officer and proposed compensation levels among a larger group 
of the Company’s senior management team, helped the Compensation Committee ensure that the compensation program 
provided awards that were both externally and internally equitable. 
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After considering the information described above, the Compensation Committee exercised discretion for each executive 
officer on an individual basis to provide Annual Incentive awards that were below the maximum amounts provided for under 
the pre-established incentive formulas described above. In its determination of the Annual Incentive for each of the executive 
officers other than Mr. Fuld, the Compensation Committee was most strongly influenced by the performance evaluations and 
compensation recommendations presented by Mr. Fuld and Mr. Gregory, and by the Company’s Fiscal 2007 financial 
performance. 

The Compensation Committee determined the Annual Incentive award for Mr. Fuld in two separate private sessions, and in 
consultation with the other non-management Directors. The equity portion of his Annual Incentive was determined at the 
Compensation Committee’s December 2007 meeting, to provide the same grant date stock price for all equity awards to 
executive officers. The cash portion of his Annual Incentive was determined at the Compensation Committee’s January 2008 
meeting, so that the Compensation Committee would have the benefit of additional information regarding year-end 
performance of the Company and its performance relative to the peer companies. 

The Compensation Committee’s evaluation of the performance of Mr. Fuld included a review of the materials described 
above in addition to analyses of historic and projected CEO compensation at peer firms prepared and presented by Johnson 
Associates and Mr. Fuld’s historical compensation levels. In evaluating the performance of Mr. Fuld, the Compensation 
Committee was strongly influenced by the Company’s financial performance in Fiscal 2007, his role in leading the Company 
through the challenging market environment, and orchestrating the Company’s strategic direction and objectives including 
the continued diversification of the Company across businesses, regions and products which was important to the Company’s 
financial performance in Fiscal 2007. 

The table below provides the dollar value of the salary and Annual Incentive approved by the Compensation Committee for 
each of the named executive officers for Fiscal 2007. Compensation Committee’s Determination of Fiscal 2007 
Compensation 

  Annual Incentive  
Executive  Salary Cash Bonus RSUs Total 
R. S. Fuld, Jr. ............................................................................. $750,000 $4,250,000 $35,000,000 $40,000,000
J. M. Gregory............................................................................. 450,000 4,550,000 29,000,000 34,000,000
T. A. Russo ................................................................................ 450,000 4,550,000 9,000,000 14,000,000
C. O’Meara ................................................................................ 200,000 2,650,000 6,642,857 9,492,857
I. T. Lowitt................................................................................. 200,000 2,650,000 6,642,857 9,492,857

As discussed above, Annual Incentives were paid in the form of cash and RSUs. Messrs. Fuld, Gregory, Russo, O’Meara and 
Lowitt received 88%, 85%, 64%, 70% and 70% of their total annual compensation in RSUs, respectively. The weightings of 
cash and equity were determined collaboratively by Mr. Fuld, Mr. Gregory and the Compensation Committee. The 
weightings are subjective in nature, but are balanced to align the interests of the executive officers with the Company’s goals 
and objectives. While the Company generally seeks to deliver the majority of an executive officer’s total annual 
compensation in the form of equity awards, additional factors that influenced the amount of cash and RSUs awarded to each 
executive officer included: the portion of total annual compensation paid in equity awards to other senior executives; the 
executive officer’s existing individual equity holdings in the Company; the terms of the RSUs, including the impact on their 
value due to vesting requirements and restrictions on sales; and accounting expense. 

RSUs representing the equity award portion of the Annual Incentives were granted on December 7, 2007, after the end of 
Fiscal 2007. Messrs. Fuld, Gregory, Russo, O’Meara and Lowitt were granted 551,441.63, 456,908.78, 141,799.28, 
104,661.37 and 104,661.37 RSUs, respectively. Since these grants occurred during Fiscal 2008, they will not be reflected in 
the Grants of Plan-Based Awards table until next year. The cash portions of the Annual Incentives were paid in January 2008 
and are reported in the Summary Compensation Table in the column headed “Non-Equity Incentive Plan Compensation.” 

All of the RSUs awarded to the executive officers for Fiscal 2007 are subject to forfeiture restrictions and cannot be sold or 
transferred until they convert to Common Stock at the end of five years. The RSU awards to Messrs. Fuld, Gregory and 
Russo vest over three years while awards to Messrs. O’Meara and Lowitt vest over two years. Factors which influenced the 
terms and conditions of the RSU awards awarded to each executive officer, including the vesting provisions, included: the 
role and responsibilities of each executive officer; the vesting schedules of equity awards to other senior executives; 
executive retention; and accounting expense. In particular, the vesting provisions of the RSUs awarded to the executive 
officers were influenced by the fact that these awards did not include a “full career” or retirement vesting feature, which had 
been included in Annual Incentive equity awards in prior years that vested over five-year periods. See the discussion of this 
feature in the narrative following the Outstanding Equity Awards at Fiscal 2007 Year-End table below. 
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The stock-based compensation values provided in the table above differ substantially from those shown in the Summary 
Compensation Table, which is prepared under the SEC’s proxy statement disclosure rules. In the Summary Compensation 
Table, values reported for option awards and stock awards, including RSUs, are based on expense recognition for financial 
reporting purposes under FAS 123R. Under these accounting rules, the grant date fair value of equity awards is typically 
expensed over the required service period, which is usually the vesting period. For awards subject to “full career” treatment, 
however, the entire grant date fair value is expensed in the fiscal year for which it was earned. Since the Fiscal 2007 RSU 
awards to the executive officers were granted after the end of the fiscal year and require future service, no accounting 
expense for the awards was recognized during Fiscal 2007 and the values disclosed in the Summary Compensation Table do 
not reflect any portion of such awards. The values in the Summary Compensation Table reflect expense recognized in Fiscal 
2007 for equity awards granted in prior fiscal years, including a portion of the Performance-Based RSUs granted in 
December 2006. 

As discussed above, the Compensation Committee made its decisions concerning stock-based Fiscal 2007 compensation 
based on the grant date value of the awards for the fiscal year for which they are awarded, as shown in the table above, and 
not based on accounting expense for the fiscal year as required to be shown in the Summary Compensation Table. The table 
above has been included so that readers can understand more precisely the Compensation Committee’s analysis, but it is not a 
substitute for the information provided in the compensation tables required by the SEC’s disclosure rules and included below. 

 
COMPENSATION AND BENEFITS COMMITTEE REPORT 

The Compensation and Benefits Committee reviewed and discussed the Compensation Discussion and Analysis with 
management and, based on such review and discussions, the Committee recommended to the Board of Directors that the 
Compensation Discussion and Analysis be included in the Proxy Statement on Schedule 14A for filing with the Securities 
and Exchange Commission and incorporated by reference in the Company’s 2007 Annual Report on Form 10-K. 

 Compensation and Benefits Committee: 
 
John F. Akers, Chairman 
Marsha Johnson Evans 
Sir Christopher Gent 
John D. Macomber 
 
March 5, 2008 

 

COMPENSATION OF EXECUTIVE OFFICERS 

The following tables show, for the year ended November 30, 2007, the compensation of the Chairman and Chief Executive 
Officer, the Chief Financial Officer, and the Company’s three other most highly compensated executive officers in Fiscal 
2007. 
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SUMMARY COMPENSATION TABLE 

Name and Principal 
Position Year Salary Bonus 

Stock 
Awards (a) 

Option 
Awards (b) 

Non-Equity 
Incentive Plan 
Compensation 

Change in 
Pension 

Value and 
Nonqualified 

Deferred 
Compensation 
Earnings (c) 

All Other 
Compensation

(d) Total 
R. S. Fuld, Jr. 
Chairman and Chief 
Executive Officer ...............  

2007 $750,000 $0 $26,968,528 $2,238,600 $4,250,000 $21,739 $153,169 $34,382,036

J. M. Gregory 
President and Chief 
Operating Officer ...............  

2007 450,000 0 19,034,265 1,918,800 4,550,000 11,912 40,545 26,005,522

T. A. Russo 
Chief Legal Officer ............  

2007 450,000 0 6,106,862 639,600 4,550,000 318,561 0 12,065,023

C. M. O’Meara 
Chief Financial 
Officer (e) ...........................  

2007 200,000 0 855,501 41,582 2,650,000 0 0 3,747,083

I. T. Lowitt 
Co-Chief 
Administrative Officer .......  

2007 200,000 0 1,946,188 50,834 2,650,000 0 69,931 4,916,953

 
(a) These values reflect the total compensation cost recognized during the fiscal year for financial statement reporting 

purposes based on the grant date fair value of awards expensed in accordance with FAS 123R, excluding any estimates 
of forfeiture. Compensation cost is recognized for financial statement reporting purposes over the period in which the 
employee is required to provide service in exchange for the award and, accordingly, these values include portions of the 
grant date fair value of awards granted in previous fiscal years. Assumptions used in the valuation of RSUs and 
Performance Stock Units are discussed in Notes 1 and 12 of the Company’s Fiscal 2007 Consolidated Financial 
Statements. 

(b) No stock options were granted in Fiscal 2007. These values reflect the total compensation cost recognized for financial 
statement reporting purposes during the fiscal year based on the grant date fair value of awards granted prior to 2007 as 
calculated using the Black-Scholes stock option pricing model in accordance with FAS 123R, excluding any estimates of 
forfeiture. Compensation cost is recognized for financial statement reporting purposes over the period in which the 
employee is required to provide service in exchange for the award and, accordingly, these values reflect portions of the 
grant date fair value of awards granted in previous fiscal years. See the discussion under “Narrative Discussion Relating 
to the Summary Compensation Table and 2007 Grants of Plan-Based Awards Table” below for information regarding 
the assumptions used in the pricing model. The resulting values are aggregated with other stock option award valuations 
and disclosed in Note 12 of the Company’s Consolidated Financial Statements for the fiscal year in which they were 
granted. 

(c) The amounts reported for Fiscal 2007 consist of the following, except that negative amounts included below are reflected 
as having zero value in the Summary Compensation Table: 

 
Aggregate Change in Actuarial Present Value 

Above-Market 
Earnings on 

Name 
 U.S. Pension 

Plan (i) SRP (ii) Total 
Deferred 

Compensation (iii) 
R. S. Fuld, Jr. ............................... $(6,984) $(1,312,215) $(1,319,199) $21,739
J. M. Gregory............................... (30,035) (423,411) (453,446) 11,912
T. A. Russo .................................. 24,272 294,289 318,561 N/A
C. M. O’Meara............................. (7,771) N/A (7,771) N/A
I. T. Lowitt ................................... (8,529) N/A (8,529) N/A

 
(i) The aggregate change in the actuarial present value of the benefit accrued under the Lehman Brothers Holdings Inc. 

Retirement Plan (“U.S. Pension Plan”), a funded, qualified, noncontributory, integrated, defined benefit pension 
plan covering eligible U.S. employees. For participants other than Mr. Russo, the present value of their accrued 
benefits decreased as of November 30, 2007. Refer to the Pension Benefits section below for additional plan details. 
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(ii) The aggregate change in the actuarial present value of the benefit accrued under the Company’s SRP. For 
participants other than Mr. Russo, the present value of their accrued benefits decreased as of November 30, 2007. 
Refer to the Pension Benefits section below for additional plan details. 

(iii) The dollar value of above-market earnings on compensation deferred pursuant to the Executive and Select 
Employees Plan, which was established in 1985. Refer to the Deferred Compensation section below for additional 
plan details. 

(d) The amounts reported for Messrs. Fuld and Gregory represent tax gross-up payments associated with filing fees paid in 
Fiscal 2006 by the Company of $170,000 and $45,000, respectively, for Hart-Scott-Rodino antitrust filings related to 
their stock ownership, as reported in a footnote to last year’s Summary Compensation Table. The amount reported for 
Mr. Lowitt represents (1) total payments of $43,295 associated with his expatriate status for the month of December 
2006 equal to $3,492 for housing, $13,863 for tuition expenses for his dependents and $25,940 in relocation expenses 
(based upon the actual amounts paid to third parties for his expenses in connection with relocation) and (2) tax gross-ups 
of $26,636 on such payments. With the exception of these payments to Mr. Lowitt, the aggregate incremental cost to the 
Company of perquisites received, if any, by each of the other named executive officers (after reimbursements by such 
executive officer) did not exceed the $10,000 disclosure threshold under SEC rules. 

(e) Effective December 1, 2007, Mr. O’Meara assumed the role of Global Head of Risk Management, and Ms. Callan 
assumed the role of Chief Financial Officer. 

Grants of Plan-Based Awards 

The following table contains information concerning grants of plan-based awards made during Fiscal 2007 to the named 
executive officers. 

2007 GRANTS OF PLAN-BASED AWARDS 

  

Estimated Future Payouts 
Under Non-Equity Incentive 

Plan Awards 

Estimated Future Payouts 
Under Equity Incentive Plan 

Awards (a) 

All other 
stock 

awards: 
Number 
of Shares 
of Stock 

All other 
option 

awards: 
Number of
Securities 

Exercise
or Base
Price of
option 

Grant 
date fair 
value of 

stock and 
option 

Name  
Grant 
Date 

Threshold 
($) 

Target
($) 

Maximum
($) 

Threshold
(#) 

Target 
(#) 

Maximum
(#) 

or Units(#) 
(b) 

Underlying
Options(#) 

awards
($/Sh) 

awards 
($) (c) 

R. S. Fuld, Jr. ...........................  12/8/2006 
12/8/2006 
12/8/2006 

$0 
— 
— 

(d)
—
—

(d)
—
—

—
—
—

—
97,366.47

—

—
—
—

— 
— 

141,543.03 

—
—
—

—
—
—

—
$7,500,139
9,377,226

J. M. Gregory...........................  12/8/2006 
12/8/2006 
12/8/2006 

$0 
— 
— 

(d)
—
—

(d)
—
—

—
—
—

—
77,893.18

—

—
—
—

— 
— 

116,839.76 

—
—
—

—
—
—

—
6,000,112
7,740,634

T. A. Russo ..............................  12/8/2006 
12/8/2006 
12/8/2006 

$0 
— 
— 

(d)
—
—

(d)
—
—

—
—
—

—
32,455.49

—

—
—
—

— 
— 

73,683.23 

—
—
—

—
—
—

—
2,500,046
4,881,514

C. M. O’Meara ........................  12/8/2006 
12/8/2006 

$0 
— 

(d)
—

(d)
—

—
—

—
—

—
—

— 
46,364.99 

—
—

—
—

—
3,071,681

I. T. Lowitt...............................  12/8/2006 
12/8/2006 

$0 
— 

(d)
—

(d)
—

—
—

—
—

—
—

— 
41,728.49 

—
—

—
—

—
2,817,508

 
(a) 2006 Performance-Based RSUs, the terms of which are discussed in the narrative below. 

(b) 2006 Year-end RSUs, the terms of which are discussed in the narrative below. 

(c) The grant date fair value of each award is calculated in accordance with FAS 123R for financial statement reporting 
purposes. 

(d) On December 8, 2006, the Compensation Committee approved performance-based annual incentive compensation 
formulas for Fiscal 2007 (the “Formulas”) for the executive officers and other selected members of senior management. 
The Formulas, established under the Company’s shareholder-approved EICP, were designed to preserve the tax 
deductibility of compensation in excess of $1 million under Section 162(m) of the Code and are discussed in detail in the 
Compensation Discussion and Analysis section above. 
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As discussed in the Compensation Discussion and Analysis section, the Formulas provided for a maximum bonus 
opportunity, paid in the form of cash and RSUs, based on the Company’s Fiscal 2007 pre-tax income. Amounts payable 
under the Formulas were based on the Company’s pre-tax income, subject to a maximum of 2% of pre-tax income as 
provided for under the Executive Incentive Compensation Plan. No target bonus amounts are applicable. As discussed in 
the Compensation Discussion and Analysis section, the Compensation Committee exercised negative discretion in 
determining the final bonus awards, which are reported in the Summary Compensation Table as “Non-Equity Incentive 
Plan Compensation.” 

Narrative Discussion Relating to the Summary Compensation Table and 2007 Grants of Plan-Based Awards Table 

The 2006 Performance-Based RSUs, granted on December 8, 2006, were contingent on achieving a threshold level of return 
on equity (“ROE”) for Fiscal 2007 of 10%, which was achieved. The 2006 Performance-Based RSUs will vest at the end of 
five years, with accelerated vesting if and when the Company’s stock price achieves specified targets for five consecutive 
trading days. The target prices, which are set at $100, $108, and $116, will, if achieved, accelerate vesting but to no earlier 
than one-third per year beginning on November 30, 2007. See “Elements of Compensation in Prior Years—
Performance-Based RSU Grants” in the Compensation Discussion and Analysis section. 

The 2006 Year-end RSUs, granted on December 8, 2006, are subject to vesting and forfeiture restrictions and cannot be sold 
or transferred until they convert to Common Stock on November 30, 2011, approximately five years after the grant date. 35% 
of the RSUs will vest on November 30, 2009 and the balance will vest on November 30, 2011. 

Notwithstanding the foregoing, RSUs may become vested (and may convert to Common Stock) sooner upon a change in 
control, death or disability. 

Dividends are payable by the Company on all RSU holdings, including Performance-Based RSUs, from their respective dates 
of award and are reinvested in additional RSUs with the same terms. 

The Black-Scholes option-pricing model was used to measure the values of the option award grants described in the 
Summary Compensation Table above. The principal weighted-average assumptions utilized in valuing the options using this 
pricing model included: (1) an expected option life of 3.8 years; (2) a risk-free interest rate of 4.3%; (3) expected volatility of 
23.8%; and (4) a dividend yield of 0.6%. Based on the results of the model, the weighted- average fair value of the stock 
options for which compensation cost was recognized in the Summary Compensation Table above was $14.02. 

Outstanding Equity Awards 

The following table sets forth information concerning the outstanding equity awards held by each of the named executive 
officers at Fiscal 2007 year-end. 
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OUTSTANDING EQUITY AWARDS AT FISCAL 2007 YEAR-END 

 Option Awards Stock Awards 

Name  

Number of 
Securities 

Underlying 
Unexercised 
Options (#) 
Exercisable 

(a) 

Number of 
Securities 

Underlying 
Unexercised
Options (#) 

Unexercisable
(a) 

Equity 
Incentive 

Plans: 
Number of
Securities 

Underlying
Unexercised
Unearned 
Options 

(#) 

Option
Exercise

Price 

Option 
Expiration

Date 

Number of 
Shares or 
Units of 
Stock 

that Have Not
Vested (b) 

Market Value 
of Shares or 

Units of Stock 
That Have 

Not Vested (b) 

Equity 
Incentive 

Plans: 
Number 

of 
Unearned

Shares, 
Units or 
Other 
Rights 
That 

Have Not
Vested (#) 

Equity 
Incentive

Plans: 
Market 

or Payout
Value of 

Unearned
Shares, 
Units or 
Other 
Rights 
That 

Have Not
Vested ($) 

R. S. Fuld, Jr. ...........................  900,000 0 — $35.695 12/9/2008 — — — —
 900,000 0 — 42.900 12/8/2009 — — — —
 0 700,000 — 63.825 12/8/2010 — — — —
 — — — — — 2,335,336.36 $146,262,116 — —
J. M. Gregory...........................  700,000 0 — 42.900 12/8/2009 — — — —
 0 600,000 — 63.825 12/8/2010 — — — —
 — — — — — 1,617,496.76 101,303,822 — —
T. A. Russo ..............................  150,000 0 — 42.900 12/8/2009 — — — —
 0 200,000 — 63.825 12/8/2010 — — — —
 — — — — — 437,671.52 27,411,367 — —
C. M. O’Meara ........................  14,654 0 — 23.320 9/19/2011 — — — —
 14,660 0 — 31.700 11/29/2011 — — — —
 44,342 0 — 27.210 11/29/2012 — — — —
 6,298 11,696 — 35.695 11/29/2013 — — — —
 — — — — — 77,180.14 4,833,792 — —
I. T. Lowitt...............................  22,680 0 — 23.320 9/19/2011 — — — —
 17,400 0 — 31.700 11/29/2011 — — — —
 16,828 0 — 27.210 11/29/2012 — — — —
 6,298 11,696 — 35.695 11/29/2013 — — — —
 — — — — — 104,000.02 6,513,521 — —

 
(a) Stock options vest according to the following table: 

Option Expiration Date  Vesting Date(s)* 
12/9/2008 ................................................................................. 6/9/2005 
12/8/2009 ................................................................................. 6/9/2006 
12/8/2010 ................................................................................. 6/9/2007 
9/19/2011 ................................................................................. 35% on 11/30/2004; 65% on 11/30/2006 
11/29/2011 ............................................................................... 35% on 11/30/2004; 65% on 11/30/2006 
11/29/2012 ............................................................................... 75% on 11/30/2004; 25% on 11/30/2007 
11/29/2013 ............................................................................... 35% on 11/30/2006; 65% on 11/30/2008 

 
* Subject to accelerated vesting upon a change in control, death, disability or certain termination events. See 

“Potential Payments Upon Termination or a Change in Control” below. For recipients who are eligible for “full 
career” treatment as defined under the Company’s equity award program, which is discussed in the Compensation 
Discussion and Analysis section and the narrative below, the vesting dates shown represent the dates on which the 
stock options become exercisable, provided that the recipients do not engage in competitive or detrimental activity 
following voluntary termination or involuntary termination without cause. 

 
(b) The table above includes additional RSUs received upon the reinvestment of dividends paid by the Company on RSU 

holdings, as discussed in the narrative above. The following table provides the vesting dates for RSUs aggregated in the 
table above: 
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RSU Program  Participant # of RSUs Vesting Date(s)* 
2006 Performance 

-Based RSUs.........
Fuld 
Gregory 
Russo 

98,224.90
78,579.92
32,741.63

Vest on 11/30/2011 subject to accelerated vesting. 
Vesting of shares may be accelerated in one-third 
installments upon achieving specified stock prices, but 
to no earlier than one-third per year beginning on 
11/30/2007. 

2003-2006 Year-
end 
RSU Awards .........

O’Meara 
 
Lowitt 

28,419.79
22,160.81
26,599.54
23,771.09
42,096.31
20,166.38
17,966.24

11/30/2008 
11/30/2009 
4/30/2010 
11/30/2008 
2/18/2009 
11/30/2009 
11/30/2010 

1996/1997 
Modified 
RSUs**.................

Fuld 
Gregory 
Russo 

2,237,111.46
1,538,916.84

404,929.89

Vest in nine equal annual installments on 11/30/2008 
through 11/30/2016. Shares issued 2 years after vesting 
and remain subject to forfeiture for detrimental 
behavior. 

 
* Subject to accelerated vesting upon a change in control (except for the 1996/1997 Modified RSUs), death, disability 

or certain termination events. See “Potential Payments Upon Termination or a Change in Control” below. 

** Awards granted under the Company’s 1996 and 1997 Performance Stock Unit award programs which were earned 
pursuant to the performance formulas under these programs and were amended in November 2006 as described in 
the Compensation Committee Report in last year’s Proxy Statement. 

The Outstanding Equity Awards at Fiscal 2007 Year-End table above excludes RSUs that are earned and vested, which 
include those awards for which the employee has completed any service required to be performed in exchange for the award, 
rather than the vesting schedule specified within the respective award agreements. Reporting awards in this manner is 
consistent with the treatment of the related compensation expense for financial statement reporting purposes under 
FAS 123R. Certain RSUs earned under the Company’s Performance Stock Unit programs established in 1995, 1996, 1997 
and 2000 are considered to have vested as a result of their performance conditions having been met. Awards that are earned 
and vested also include those awards that include a “full career” vesting feature. The Company’s equity award programs 
include a definition of “full career” treatment, which allows eligible employees to receive awards with a “full career” vesting 
feature on the originally scheduled delivery date following voluntary termination or involuntary termination without cause, 
provided that they do not engage in competitive or detrimental activity. Accordingly, (1) any performance-based awards are 
reported in this Proxy Statement as vesting at the time the performance conditions have been met and (2) any awards for 
which the recipient is eligible for “full career” treatment under the terms of the award are reported in this Proxy Statement as 
vesting at the time of the award or, if later, the time when the recipient becomes eligible for “full career” treatment, even 
though any such awards may not be payable for some period of time and may be forfeitable if the recipient engages in 
competitive or detrimental activity or is involuntarily terminated with cause. Messrs. Fuld, Gregory and Russo are eligible for 
“full career” treatment, and Mr. O’Meara became eligible for “full career” treatment in 2006. In addition, certain RSU grants 
to Mr. O’Meara and Mr. Lowitt were not performance-based awards or subject to “full career” treatment, but have vested 
under the terms of these awards. The number of RSUs that are earned and vested and held by Messrs. Fuld, Gregory, Russo, 
O’Meara and Lowitt at November 30, 2007 are 4,605,884, 3,363,060, 785,467, 66,297 and 18,449, respectively. 

Option Exercises and Stock Vested 

The following table sets forth information concerning the exercise of options and vesting of RSUs vesting during Fiscal 2007 
by each of the named executive officers. 
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2007 OPTION EXERCISES AND STOCK VESTED 

 Option Awards Stock Awards (a) 

Name  

Number of 
Shares Acquired 
on Exercise (#) 

Value 
Realized on 
Exercise ($) 

Number of 
Shares Acquired 

on Vesting (#) 

Value 
Realized on 
Vesting ($) 

R. S. Fuld, Jr. ...................................................  800,000 $40,278,400 390,110.97 $26,470,870
J. M. Gregory...................................................  0 — 287,830.52 19,709,318
T. A. Russo ......................................................  150,000 5,398,733 118,675.44 8,493,681
C. M. O’Meara.................................................  0 — 63,083.71 4,618,589
I. T. Lowitt.......................................................  0 — 18,124.55 1,135,140

 
(a) Includes RSUs that became vested during Fiscal 2007, but which may convert to shares of Common Stock at a later 

date, including awards to participants who were eligible for “full career” treatment, as discussed in the 
Compensation Discussion and Analysis section and the narrative above. Value based on closing stock price on date 
of vesting, even though the shares of Common Stock underlying the RSUs may not have been issued and the amount 
may not have been realized. 

Pension Benefits 

U.S. Pension Plan.  The U.S. Pension Plan is a funded, qualified, noncontributory, integrated, defined benefit pension plan 
covering eligible U.S. employees. 

All U.S. employees of the Company or a designated subsidiary who have attained the age of 21 and completed one year of 
service are generally eligible to participate in the U.S. Pension Plan. The U.S. Pension Plan formula provides for an annual 
retirement benefit payable at age 65, calculated as a straight life annuity. Pensionable earnings are total Form W-2 earnings 
(plus elective deferrals under the Lehman Brothers Savings Plan and certain other health plan deferral amounts) up to the 
applicable Internal Revenue Service maximum. For each year of plan participation prior to 1989, the annual accrual was 
based on percentages of pensionable earnings up to and in excess of the Social Security taxable wage base. After 1988 the 
annual accrual is equal to 1% of pensionable earnings up to the average Social Security taxable wage base plus 1.65% of 
pensionable earnings in excess of the average Social Security taxable wage base. Generally, participants have a 
nonforfeitable right to their accrued benefits upon completing five years of vesting service. As of November 30, 2007, the 
estimated annual projected benefits payable upon retirement at a normal retirement age of 65 for Messrs. Fuld, Gregory, 
Russo, O’Meara and Lowitt are approximately $103,265, $116,686, $39,873, $87,689 and $94,559, respectively. 
Messrs. Fuld, Gregory and Russo are also eligible for early retirement under the plan, which is based on attaining age 55 with 
five years of service, that would provide an estimated annual projected benefit as of November 30, 2007 in the amounts of 
$66,260, $37,446 and $33,086, respectively. 

Supplemental Retirement Plan.  The Company has adopted a nonqualified, noncontributory Supplemental Retirement Plan 
(the “SRP”), which is a defined benefit plan, covering Messrs. Fuld, Gregory, Russo and certain other executives. For 
Messrs. Fuld and Gregory, full benefits are payable if, upon retirement, they are at least age 60 and have completed at least 
five years of service, or if their age plus years of service equals or exceeds the sum of 85. For these individuals, the SRP 
provides for the payment beginning at age 60 of reduced benefits payable if, upon retirement, they have not satisfied the 
requirements for full benefits but are above age 45 and have completed five years of service. For Mr. Russo, who became an 
executive officer in Fiscal 2002, full benefits are payable if upon retirement he is at least age 65, and reduced benefits if he 
retires prior to age 65, payable beginning at age 65. Benefits are not payable in cases of termination by the Company for 
cause or if the participant engages in competitive or detrimental activity. The annual benefits payable in each of the 25 years 
following retirement at age 60 (age 65 in the case of Mr. Russo) or older are $1.25 million for Mr. Fuld, and $700,000 for 
each of Messrs. Gregory and Russo. As of November 30, 2007, Messrs. Fuld and Gregory have satisfied the requirements for 
full benefits. If Mr. Russo had retired on November 30, 2007, his reduced annual benefit payable in each of the 25 years 
following his reaching age 65 would be $655,789. In the event of a change in control, participants are considered to have met 
the eligibility for full benefits if the participant is terminated without cause or resigns for good reason within three years 
following a change in control. For Mr. Russo, if such a termination occurred on November 30, 2007 following a change in 
control, the present value of the increase in his accrued benefit to the full benefit would be equal to $1,091,728. 

The Company has entered into a trust agreement with Boston Safe Deposit and Trust Company to establish a rabbi trust to 
hold assets for the payment of benefits under the SRP. The trust is revocable until a change in control occurs and remains 
subject to the claims of the Company’s creditors in the event of the Company’s insolvency. The trust has not yet been funded, 
but upon a change in control and annually thereafter, the Company must fund each participant’s account under the trust such 
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that the amount in each such account equals at least 110% of the present value of the applicable participant’s projected future 
remaining benefits. 

2007 PENSION BENEFITS 

Name  Plan Name 
Number of Years 
Credited Service 

Present Value of Accumulated 
Benefit (a) 

Payments During Last 
Fiscal Year 

R. S. Fuld, Jr. ...........  U.S. Pension Plan  
SRP 

38.7 
38.7

$758,811  
16,024,862 

$0 
0

J. M. Gregory...........  U.S. Pension Plan  
SRP 

33.5 
33.5

493,370  
6,823,004 

0 
0

T. A. Russo ..............  U.S. Pension Plan  
SRP 

14.9 
14.9

352,054  
7,882,195 

0 
0

C. M. O’Meara.........  U.S. Pension Plan 13.8 100,528 0
I. T. Lowitt...............  U.S. Pension Plan 13.5 82,510 0

 
(a) Estimated actuarial present value of accrued annual annuity benefit based on a 6.66% discount rate and, for the U.S. 

Pension Plan, the RP2008WC Mortality Table. 

Deferred Compensation 

The Firm previously established deferred compensation plans that allowed certain employees to voluntarily defer a portion of 
their cash compensation. Messrs. Fuld and Gregory participated in the Executive and Select Employees Plan (“ESEP”), 
which was established in 1985, and Mr. Fuld participated in the Lehman Brothers Kuhn Loeb Deferred Compensation Plans 
(“KLDCP”), which were established in 1977 and 1980. These plans were frozen as to future deferrals in the mid-1980’s. 

2007 NONQUALIFIED DEFERRED COMPENSATION 

Name  Plan Name 

Executive 
Contributions 

in Last FY 

Registrant 
Contributions 

in Last FY 

Aggregate 
Earnings in 
Last FY (a) 

Aggregate 
Withdrawals/ 
Distributions 

Aggregate Balance 
at Last FYE (b) 

R. S. Fuld, Jr. ....................  ESEP $0 $0 $401,221 $0 $4,048,685
 KLDCP 0 0 126,512 0 1,536,072
J. M. Gregory....................  ESEP 0 0 219,843 0 2,218,418
T. A. Russo .......................  — — — — — —
C. M. O’Meara..................  — — — — — —
I. T. Lowitt........................  — — — — — —

 
(a) Annual interest credited on deferred compensation account balances. Deferrals under the ESEP are credited with an 

annual interest rate equal to 11.0%. Deferrals under the KLDCP are credited with annual interest equal to Moody’s AA 
Corporate Bond rate plus 3.0% (8.98% effective rate in 2007). The portions of the annual interest that are considered 
above-market earnings are included in the Summary Compensation Table above. See footnote (c) to the Summary 
Compensation Table. 

(b) Because none of the named executive officers was subject to inclusion in a summary compensation table for the fiscal 
years in which the compensation was earned for which contributions were made to either plan, no part of these balances 
was reported in previous summary compensation tables, except for a total of $154,980 for Mr. Fuld and $65,155 for 
Mr. Gregory reported as above-market earnings in prior years. 

Potential Payments Upon Termination or Change in Control 

As discussed in the Compensation Discussion and Analysis section of this proxy, none of the named executive officers has 
employment agreements or severance contracts. None of the named executive officers has change in control bonus 
arrangements. 

Amounts payable, if any, to the named executive officers in the event of any termination of employment or change in control 
under the Company’s U.S. Pension Plan or SRP are discussed under “Pension Benefits” above, and under deferred 
compensation plans are discussed under “Deferred Compensation” above and, except for the pension enhancements discussed 
below, such amounts are not included in this subsection. In accordance with SEC regulations, the values reported below 
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exclude contracts, plans, agreements and arrangements, if any, with named executive officers that would be available to all 
salaried employees, to the extent that such arrangements do not discriminate in scope, terms, or operation in favor of the 
named executive officers. 

The terms and conditions of certain equity awards to the named executive officers provide for accelerated vesting and/or 
delivery in the event of involuntary termination without cause, voluntary termination, change in control, death or disability. 
The values provided below reflect the value of currently outstanding equity awards held by the named executive officers in 
which either vesting or delivery would be accelerated if any such events had occurred on November 30, 2007, the last 
business day of the fiscal year, based on an assumed stock price of $62.63, the closing market price of our common stock on 
that date. Actual values can only be determined upon the occurrence of the event. 

As discussed above, RSU awards that are eligible for “full career” treatment and certain RSUs earned under the Company’s 
Performance Stock Unit programs established in 1995, 1996, 1997 and 2000 are considered to be vested for purposes of 
reporting in this Proxy Statement. The value of these RSUs as well as other vested RSUs that remain undelivered, are 
incorporated in the values below if their delivery would be accelerated. The values also incorporate the intrinsic value of 
stock options as of November 30, 2007 (that is, the (1) difference between the closing market price of our common stock on 
that date and the exercise price of the stock option times (2) the number of shares underlying the stock option) if their 
exercisability would be accelerated. 

Involuntary Termination Without Cause.  Most equity awards to named executive officers include provisions that are 
designed to provide some protection of their awards in the event of involuntary termination without cause. If on 
November 30, 2007 Messrs. Fuld, Gregory, Russo, O’Meara or Lowitt had been involuntary terminated without cause, the 
value of equity awards subject to accelerated vesting and/or delivery would have been $241,089,827, $174,116,262, 
$32,469,268, $4,295,714 and $5,290,029, respectively. In the event of an involuntary termination with cause, these awards 
are forfeited and cancelled. The definition of “cause” is defined in the equity award agreements, forms of which are filed as 
exhibits to the Company’s 2007 Annual Report on Form 10-K. 

Voluntary Termination.  In the event of a resignation, named executive officers retain their vested equity awards, and if 
eligible for “full career” treatment, retain the entire award, provided that they do not engage in activity that is deemed either 
competitive or detrimental to the Company. If on November 30, 2007 Messrs. Fuld, Gregory, Russo, O’Meara or Lowitt had 
resigned, the value of equity awards subject to accelerated vesting and/or delivery would have been $241,089,827, 
$174,116,262, $32,469,268, $4,295,714 and $3,444,485, respectively. 

Death or Disability.  The terms and conditions of equity grants to the named executive officers provide for immediate vesting 
and delivery of awards in the event of death or disability. If Messrs. Fuld, Gregory, Russo, O’Meara or Lowitt were to have 
died or become disabled on November 30, 2007, the value of equity awards subject to accelerated vesting and/or delivery 
would have been $434,728,638, $311,932,271, $76,605,150, $9,301,020 and $7,984,047, respectively. 

Change in Control.  Most awards to the named executive officers include change in control provisions, as described in the 
Compensation Discussion and Analysis section. In addition, most equity awards contain termination provisions that 
separately would affect the treatment of such awards in the event that an executive officer is terminated without cause 
following a change in control. The following values of equity awards subject to accelerated vesting and/or delivery upon a 
change in control event are based upon the closing market price of the Common Stock as of November 30, 2007. 

In the event that a change in control occurred and Messrs. Fuld, Gregory or Russo had not been terminated, the value of their 
equity awards subject to accelerated vesting and/or delivery would have been $48,849,299, $37,093,665 and $15,957,277, 
respectively. If Messrs. Fuld, Gregory or Russo had been terminated without cause following a change in control, the value 
of equity awards subject to accelerated vesting and/or delivery would have been $275,182,514, $200,390,963 and 
$46,201,633 respectively. In the event that a change in control occurred and Messrs. O’Meara or Lowitt had not been 
terminated, the value of their equity awards subject to accelerated vesting and/or delivery would have been $8,382,037 and 
$7,102,543, respectively (or, if such change in control had been “friendly,” $7,886,789 and $6,630,355, respectively). If 
Messrs. O’Meara or Lowitt had been terminated without cause following a change in control, the value of equity awards 
subject to accelerated vesting and/or delivery would be $8,798,470 and $7,481,497, respectively (or, if such change in control 
had been “friendly,” $8,460,738 and $7,166,826, respectively). 

Mr. Russo would also be entitled to full benefits under the SRP if he were terminated without cause or resigned for good 
reason within three years following a change in control. In that case, the total amount of Mr. Russo’s equity awards subject to 
accelerated vesting and/or delivery would be $47,293,361, which is the amount in the preceding paragraph for termination 
without cause following a change in control plus his pension enhancements discussed under “Pension Benefits—
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Supplemental Retirement Plan” above. The definition of “change in control” is included in the forms of equity award 
agreements and the SRP, which are incorporated by reference in the Company’s 2007 Annual Report on Form 10-K.  

 
DIRECTOR INDEPENDENCE 

Under the NYSE corporate governance rules, a majority of the Board of Directors (and each member of the Audit, 
Compensation and Nominating Committees) must be independent. The Board of Directors may determine a Director to be 
independent if the Director has no disqualifying relationship as defined in the NYSE corporate governance rules and if the 
Board of Directors has affirmatively determined that the Director has no material relationship with the Firm, either directly or 
as a partner, stockholder, officer or employee of an organization that has a relationship with the Firm. 

To assist it in making its independence determinations, the Board of Directors has adopted categorical standards for 
relationships that are deemed not to impair a Director’s independence. A description of such standards is attached hereto as 
Appendix A. A copy of the categorical standards is also accessible through the Lehman Brothers web site at 
http://www.lehman.com/shareholder/corpgov. 

Independence Determinations 

The Board of Directors has determined in accordance with the NYSE corporate governance rules and the Firm’s categorical 
standards that Mr. Ainslie, Mr. Akers, Mr. Berlind, Mr. Cruikshank, Ms. Evans, Sir Christopher Gent, Mr. Grundhofer, 
Mr. Hernandez, Dr. Kaufman and Mr. Macomber are independent and have no material relationships with the Firm. In 
making these determinations, the Board of Directors considered the relationships described below. 

Each of the independent Director nominees, other than Ms. Evans, Sir Christopher Gent, Mr. Grundhofer and Mr. Hernandez, 
has made investments in the investment partnerships discussed more fully under “Certain Transactions and Agreements with 
Directors and Executive Officers” below. The Board of Directors determined that these investments do not constitute material 
relationships that would impair a Director’s independence because no Director has made any commitment to any of such 
investment partnerships since August 2001 and none of the rights of Directors as limited partners in these investment 
partnerships are contingent in any way on their continued service as Directors. 

Mr. Hernandez’s son was employed by the Firm as a 2007 summer analyst and is expected to return as a summer analyst in 
2008. The Firm compensated Mr. Hernandez’s son in line with his position and with respect to market standards. Based on 
the facts and circumstances, the Board of Directors determined that this is not a material relationship that would impair 
Mr. Hernandez’s independence. 

Each of the independent Director nominees, other than Ms. Evans and Mr. Grundhofer, has brokerage or investment accounts 
with the Firm, directly or indirectly as the managing member of a family limited liability company that has accounts with the 
Firm. Under the Firm’s categorical standards, those accounts were considered immaterial because the products and services 
were provided in the ordinary course of the Firm’s business and on same terms as those prevailing at the time for comparable 
products and services provided to clients who are neither Directors nor employees. 

The Firm receives revenues from companies for which Sir Christopher Gent, Mr. Hernandez, Mr. Macomber or Ms. Evans 
serves, or one of their family members serves, as a non-management director on the board of directors. Under the Firm’s 
categorical standards, that business was considered immaterial because it was transacted in the ordinary course of the Firm’s 
business and on substantially the same terms as those prevailing at the time for comparable transactions with persons who are 
neither Directors nor employees. 

The Firm makes contributions to charities with which Messrs. Ainslie, Berlind or Macomber or Dr. Kaufman, or one of their 
family members, is associated. Under the Firm’s categorical standards, such contributions were considered immaterial 
because they did not exceed the greater of $100,000 and 2% of the charity’s revenues in any of the three most recent fiscal 
years.  

 
CERTAIN TRANSACTIONS AND AGREEMENTS WITH DIRECTORS AND EXECUTIVE OFFICERS 

In the ordinary course of business, the Firm from time to time engages in transactions with other companies or financial 
institutions whose officers, directors or principals are executive officers or Directors of the Company or are family members 
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of executive officers or Directors of the Company. Except as described below, transactions with such companies and 
financial institutions are conducted on an arm’s-length basis and, in the case of companies and financial institutions with 
which a non-management Director is associated, such transactions otherwise fall within the categorical standards for Director 
independence described in Appendix A hereto. 

In addition, in the ordinary course of business, the Firm from time to time engages in transactions on an arm’s-length basis 
with persons and the affiliated entities of persons that may be deemed to own more than 5% of our Common Stock. During 
Fiscal 2007, Fidelity Management Trust Company (“FMTC”) served as trustee of the Savings Plan and Fidelity Employer 
Services Company LLC (“FESC”) provided services in connection with the U.S. Pension Plan. In addition, we generally 
require our employees in the U.S. to maintain their brokerage accounts with LBI or Fidelity Brokerage. FMTC, certain of the 
entities affiliated with FMTC, FESC and Fidelity Brokerage are subsidiaries of, or may be considered to be affiliated with, 
FMR, which became the beneficial owner of more than 5% of the Company’s Common Stock during calendar 2007. 

To the extent permitted by the Sarbanes-Oxley Act of 2002, Directors and executive officers of the Company and their 
associates, including family members, from time to time may be or may have been indebted to the Company or its 
subsidiaries under lending arrangements offered by those companies to the public. For example, such persons may be or may 
have been indebted to LBI as customers, in connection with margin account loans, revolving lines of credit and other 
extensions of credit. Such indebtedness would be in the ordinary course of business and on substantially the same terms, 
including interest rates and collateral, as those prevailing at the time for comparable transactions with unaffiliated third 
parties who are not employees of the Firm and would not involve a more than normal risk of collectibility or present other 
unfavorable features. In addition, such executive officers, Directors and associates may engage in transactions in the ordinary 
course of business involving other goods and services provided by the Firm, such as banking, brokerage, investment and 
financial advisory products and services (including investment funds), on the same terms as provided to unaffiliated third 
parties who are not employees of the Firm or, except in the case of non-management Directors (except as described below), 
on terms similar to those extended to employees of the Firm generally. 

Directors and qualifying employees and consultants of the Firm who are accredited investors have been provided with the 
opportunity to invest as limited partners in various investment partnerships that generally qualify as “employees’ securities 
companies” for purposes of the Investment Company Act of 1940. The investment partnerships provide the participants with 
an opportunity to make investments in a portfolio of investment opportunities, often together with the Firm’s merchant 
banking, venture capital, real estate, credit-related and other funds that are offered to third-party investors, on terms that are 
generally more favorable than those offered to third-party investors. Beginning in 2002, non-management Directors were no 
longer permitted to invest in these partnerships. 

The Company, either directly or through a subsidiary, is the general partner of these investment partnerships. After returns of 
capital to the partners, profits are generally distributed 90% (or more) to the limited partners and 10% (or less) to the general 
partner. In one of these investment partnerships, the general partner has made a preferred capital contribution equal to a 
multiple of the amount of capital contributed by the limited partners. In such partnership, after the amount of the general 
partner’s preferred capital contribution, together with a fixed return thereon (which return varies from month to month and 
averaged 5.8% for Fiscal 2007), is distributed to the general partner, the limited partners’ respective capital contributions are 
returned and then profits are generally distributed 90% to the limited partners and 10% to the general partner, which 
essentially provides “leverage” to the limited partners. Beginning in 2002, executive officers were no longer permitted to 
invest in such partnerships. Instead, the executive officers must invest in separate partnerships that invest on a parallel basis 
with, and have substantially the same terms as, the employee partnerships but do not include this leverage feature. 

The table below sets forth for each of the limited partners listed (1) the amount of distributions of profits from all of the 
existing investment partnerships during Fiscal 2007, (2) the outstanding balance, as of November 30, 2007, of the aggregate 
preferred capital contributions made by the general partner of these investment partnerships as a result of investments made 
by such limited partners and (3) the aggregate amount of unreturned limited partner capital in all of the existing investment 
partnerships as of November 30, 2007. 
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Limited Partner  
Aggregate Fiscal 2007 

Distributions of Profits (1) 

Outstanding Balance of 
Aggregate Preferred 

General Partner 
Contributions as of 

November 30, 2007 (2) 

Aggregate Unreturned 
Limited Partner Capital 
as of November 30, 2007 

Michael L. Ainslie ....................  * $0 **
Roger S. Berlind .......................  $72,670 0 $298,609
Erin M. Callan ..........................  * 0 **
Thomas H. Cruikshank .............  * 0 **
Scott J. Freidheim .....................  64,598 0 499,436
Richard S. Fuld, Jr. ...................  463,460 0 4,521,124
Joseph M. Gregory....................  419,020 0 4,806,682
Henry Kaufman ........................  68,250 0 **
Ian T. Lowitt .............................  89,007 0 1,071,042
Christopher M. O’Meara...........  107,342 0 2,397,320
Thomas A. Russo......................  558,447 0 6,684,320
Adult children of John F. 

Akers***...............................  42,280 0 **
Adult children of John D. 

Macomber*** .......................  107,390 0 439,489
 

* Amount, together with any return of capital contributions, does not exceed $120,000. 

** Amount does not exceed $120,000. 

*** In the aggregate. 

(1) The distributions shown exclude the return of the limited partners’ respective capital contributions, which amounts were 
$96,340 for Mr. Berlind, $81,520 for Mr. Freidheim, $397,250 for Mr. Fuld, $389,400 for Mr. Gregory, $75,000 for 
Dr. Kaufman, $86,143 for Mr. Lowitt, $125,674 for Mr. O’Meara, $409,737 for Mr. Russo, $78,140 for the adult 
children of Mr. Akers and $136,580 for the adult children of Mr. Macomber. Aggregate Fiscal 2007 distributions, 
including the return of the limited partners’ respective capital contributions, was less than $120,000 for all of the other 
limited partners listed above. 

(2) The largest outstanding balance during Fiscal 2007 of the aggregate preferred capital contributions made by the general 
partner of these investment partnerships as a result of investments made by such limited partners was $285,802 for 
Mr. Fuld, $190,535 for Mr. Gregory, and less than $120,000 for each of the other limited partners listed above. The 
largest outstanding balance during Fiscal 2007 of the aggregate preferred capital contributions made by the general 
partner that was with recourse to the limited partners was less than $120,000 for each of the limited partners listed above. 

Policies and Procedures for the Approval of Transactions with Related Persons 

The Board of Directors has adopted a written Policy Regarding Transactions with Related Persons (the “Policy”) for 
reviewing and approving “related person transactions.” A “related person” includes our Directors, nominees for Director, 
executive officers, beneficial owners of more than 5% of our Common Stock, and immediate family members of such 
persons. The transactions covered by the Policy include, but are not limited to, any financial transaction, arrangement or 
relationship (including any indebtedness or guarantee of indebtedness) or any series of similar transactions, arrangements or 
relationships in which the Firm is a participant, where the amount involved exceeds $120,000 and the related person has a 
direct or indirect material interest. 

Any proposed related person transaction, including any proposed material amendments to an existing related person 
transaction, involving an executive officer of the Firm or any immediate family member of such person, are reviewed by and 
require the approval of the Compensation Committee. Any proposed related person transaction, including any proposed 
material amendments to an existing related person transaction, involving (1) a Director or nominee for Director of the 
Company or (2) beneficial owners of more than 5% of our Common Stock or, in each case, any immediate family member of 
any such person, are reviewed by and require the approval of the Nominating Committee. 

In reviewing the transaction, the applicable Committee will consider all relevant facts and circumstances, including, if the 
transaction involves a Director, whether the transaction would affect the Director’s independence. The applicable Committee 
may approve or ratify a related person transaction if the Committee finds that the related person transaction is in the best 
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interests of the Firm. Any approval or ratification of a related person transaction must be made by a majority vote of (1) the 
disinterested members of the applicable Committee or (2) by the full Board of Directors. 

Certain types of transactions are deemed to be pre-approved in the Policy, to the extent such transactions are permitted by the 
Sarbanes-Oxley Act of 2002, Federal Reserve Board Regulation O and other applicable laws or regulations, including 
transactions in the ordinary course of business involving loans and other financial products and services provided by the 
Firm. Such products and services must be provided on substantially the same terms as those prevailing at the time for 
comparable financial products and services provided to unaffiliated third parties who are not employees of the Firm, provided 
that financial products and services provided to executive officers or their immediate family members may be provided on 
substantially the same terms as those extended to employees of the Firm generally. In addition, executive officers may invest 
in partnerships or other investment opportunities sponsored, or otherwise made available, by the Firm if the investment 
opportunity is offered to all qualified employees who are Vice Presidents or above at the Firm on the same terms as, or better 
than, those offered to the executive officers. Products and services provided to the Firm in the ordinary course of the Firm’s 
business and on arm’s- length terms by any person that is a beneficial owner of more than 5% of our Common Stock or an 
immediate family member of such person, and any transaction involving products and services provided to the Firm by a 
person pursuant to a contract in existence prior to the time it becomes known to the Firm that such person is a beneficial 
owner of more than 5% of our Common Stock or an immediate family member of such person, are also deemed to be pre-
approved in the Policy. 

 
PROPOSAL 2—RATIFICATION OF THE SELECTION OF THE COMPANY’S INDEPENDENT REGISTERED 
PUBLIC ACCOUNTING FIRM 

The Board of Directors recommends to the Stockholders that they ratify the selection by the Audit Committee of Ernst & 
Young LLP, independent registered public accounting firm, to audit the accounts of the Firm for the fiscal year ending 
November 30, 2008. 

In the event that the Stockholders fail to ratify the appointment, the Audit Committee will consider it a direction to select 
another independent registered public accounting firm for the subsequent year. Even if the selection is ratified, the Audit 
Committee, in its discretion, may direct the appointment of a new independent accounting firm at any time during the year if 
the Audit Committee feels that such a change would be in the best interests of the Company and its Stockholders. 
 
A representative of Ernst & Young LLP will be present at the Annual Meeting and will have the opportunity to make a 
statement if he or she desires to do so and will be available to respond to appropriate questions. 

The Board of Directors unanimously recommends a vote FOR Proposal No. 2. 
 
 
ERNST & YOUNG LLP FEES AND SERVICES 
 
Fees for Fiscal 2007 and Fiscal 2006 

The table below sets forth the aggregate fees (including related expenses) for audit, audit-related, tax and other services 
provided by Ernst & Young LLP to the Firm related to Fiscal 2007 and Fiscal 2006. 
 

 2007 2006 
Audit fees................................................................................................................................ $21,838,000 $19,685,000
Audit-related fees.................................................................................................................... 6,006,000 6,071,000
Tax fees................................................................................................................................... 3,182,000 3,195,000
All other fees .......................................................................................................................... 281,000 500,000
Total........................................................................................................................................ $31,307,000 $29,451,000

Audit services included the audit of the Company’s annual financial statements and review of financial statements included 
in the Company’s quarterly reports on Form 10-Q. Audit services also included statutory audits of certain subsidiaries and 
services that were provided in connection with other statutory and regulatory filings or engagements, including comfort 
letters and consents related to SEC filings and securities offerings. 

Audit-related services are assurance and related services that are reasonably related to the performance of the audit or review 
of the Company’s financial statements. These services included audits of employee benefit plans and audits of certain 
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consolidated subsidiaries; agreed-upon procedures letters issued to rating agencies for the Company’s triple-A rated 
derivatives subsidiaries; agreed-upon procedures letters related to the performance of certain Investment Management 
Division portfolios and entities; securitization verification procedures; accounting consultations regarding the application of 
generally accepted accounting principles related to proposed or actual transactions impacting the Company’s financial 
statements; financial and accounting due diligence related to acquisitions; SAS 70 internal control reporting; and 
consultations related to new regulatory capital and pension plan rules. 

Tax services consisted of the preparation and/or review of, and consultations with respect to, the Company’s federal, state, 
local and international tax returns. 

All other services included accounting and tax consultations related to proposed or actual investment banking and capital 
markets transactions for the Firm’s clients. 

Pre-Approval Policies and Procedures 

In accordance with the SEC’s auditor independence rules, the Audit Committee has established policies and procedures by 
which it approves in advance any audit or permissible non-audit services to be provided to the Firm by its independent 
registered public accounting firm. 

The Audit Committee annually adopts pre-approval schedules describing the recurring audit, audit-related, tax and other 
services expected to be provided by the independent registered public accounting firm during the fiscal year that have 
received the pre-approval of the Audit Committee. Unless a service to be provided by the independent registered public 
accounting firm falls within a type of service listed in a pre-approval schedule, it requires separate pre-approval by the Audit 
Committee, and any proposed services listed in a pre-approval schedule but exceeding pre-approved fee levels for that 
service require additional pre-approval by the Audit Committee. 

The Audit Committee is informed on a timely basis, and in any event by the next scheduled meeting, of all services rendered 
by the independent registered public accounting firm and the related fees. The Audit Committee has delegated its pre-
approval authority to its Chairman. In the event the Chairman pre-approves any service, he reports such pre-approval to the 
Audit Committee at its next scheduled meeting. None of the services described above under “Fees for Fiscal 2007 and Fiscal 
2006” was approved by the Audit Committee after the fact in reliance upon the de minimis exception to the SEC’s rules 
requiring pre-approval of such services. 

Fund Related Fees 

In addition to the services provided to the Firm described above, Ernst & Young LLP provided audit and tax services to 
certain private investment funds managed by the Firm. The aggregate fees (including related expenses) for these services 
provided by Ernst & Young LLP related to Fiscal 2007 and Fiscal 2006 were $9,316,000 and $7,166,000 for audit services 
and $6,621,000 and $5,340,000 for tax services, respectively, which consisted of the preparation and/or review of, and 
consultations with respect to, tax filings. Of such fees, $421,000 has been or is expected to be paid by the Firm related to 
Fiscal 2007 ($90,000 for audit services and $331,000 for tax services) and $435,000 was paid by the Firm related to Fiscal 
2006 ($93,000 for audit services and $342,000 for tax services). 

Ernst & Young LLP also provided audit and tax services to certain registered funds for which the Firm acted as an 
investment adviser during Fiscal 2007 and 2006. The fees (including related expenses) for these services provided by Ernst & 
Young LLP related to Fiscal 2007 and 2006 were approximately $1,437,000 and $1,345,000 for audit services and $359,000 
and $346,000 for tax services, respectively, which consisted of the preparation and/or review of, and consultations with 
respect to, tax filings. All of these fees were paid by the registered funds. The registered funds have audit committees 
comprised solely of directors who are independent of the Company and are not on the Company’s Board of Directors, which 
committees are responsible for the selection of the registered funds’ audit firms and the approval of any fees paid to such 
firms. 
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AUDIT COMMITTEE REPORT 

The Audit Committee of the Company’s Board of Directors is composed of four independent Directors and operates under a 
written charter adopted by the Board of Directors. The Audit Committee is responsible for the selection of the Company’s 
independent registered public accounting firm. 

Management is responsible for the Company’s internal controls, the financial reporting process and preparation of the 
consolidated financial statements of the Company. The independent registered public accounting firm is responsible for 
performing an independent audit of the Company’s consolidated financial statements in accordance with the standards of the 
Public Company Accounting Oversight Board (United States) and to issue a report thereon, and for issuing a report on 
whether the Company maintained effective internal control over financial reporting. The Audit Committee’s responsibility is 
to monitor and oversee these processes. It should be noted that the Committee members are not professionally engaged in the 
practice of accounting or auditing. 

In this context, the Committee has met and held discussions with management and the independent registered public 
accounting firm. Management represented to the Audit Committee that the Company’s consolidated financial statements 
were prepared in accordance with generally accepted accounting principles. The Audit Committee reviewed and discussed 
the consolidated financial statements with management and the independent registered public accounting firm. The Audit 
Committee further discussed with the independent registered public accounting firm the matters required to be discussed by 
Statement on Auditing Standards No. 61 (Communication with Audit Committees), as amended, and as adopted by the Public 
Company Accounting Oversight Board. 

The Company’s independent registered public accounting firm also provided to the Audit Committee the written disclosures 
and letter required by Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees), 
and as adopted by the Public Company Accounting Oversight Board, and the Audit Committee discussed with the 
independent registered public accounting firm that firm’s independence. 

Based upon the Audit Committee’s discussions with management and the independent registered public accounting firm and 
the Audit Committee’s review of the representations of management and the reports and letter of the independent registered 
public accounting firm provided to the Audit Committee, the Audit Committee recommended to the Board of Directors that 
the audited consolidated financial statements be included in the Company’s Annual Report on Form 10-K for the year ended 
November 30, 2007 for filing with the Securities and Exchange Commission. 

 Audit Committee: 
 Thomas H. Cruikshank, Chairman

Michael L. Ainslie 
Roger S. Berlind 
Sir Christopher Gent 
 
March 5, 2008 
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PROPOSAL 3—AMENDMENT TO THE 2005 STOCK INCENTIVE PLAN 

Upon the recommendation of the Compensation Committee, the Board of Directors has adopted an amendment (the “Plan 
Amendment”) to the Company’s 2005 SIP to increase the number of shares of Common Stock with respect to which awards 
may be granted under the plan by 50 million shares, subject to approval by the Stockholders at the Annual Meeting. The 
Board of Directors unanimously recommends that the Stockholders approve the Plan Amendment in order to permit the 
Company to continue to compensate employees, directors and consultants in part with stock-based awards rather than cash. 

The 2005 SIP is administered by the Compensation Committee, which is comprised of four independent Directors. The 2005 
SIP provides for the granting of incentive and non-qualified stock options, stock appreciation rights and other stock-based 
awards, including restricted stock, RSUs and PSUs (collectively, “Awards”). The Compensation Committee has discretion to 
select the individuals to whom Awards will be granted and to determine the type, size and terms of each Award and has the 
authority to administer, construe and interpret the 2005 SIP. The 2005 SIP is primarily intended to provide broad-based 
equity compensation awards across all levels of the Firm. Approximately 20,000 employees were granted equity awards as a 
portion of their Fiscal 2007 compensation. 

NYSE rules require that the Company obtain stockholder approval of the Plan Amendment in order for it to be effective. 
Stockholder approval of the Plan Amendment also will permit the Company to continue to grant tax-deductible 
performance-based awards under the 2005 SIP to the Chief Executive Officer and certain other executive officers. The 2005 
SIP has been designed to permit it to be administered to grant performance-based awards to executive officers, which would 
qualify for full tax deductibility by the Company under Section 162(m) of the Code. 

The Firm’s stockholders approved an increase in the shares available for issuance under the 2005 SIP from 20 million shares 
to 95 million shares in April 2007. Under the terms of the 2005 SIP, 33.5 million shares of Common Stock that remained 
unawarded upon the expiration of the Company’s 1996 Plan and EIP in 2006 also became available for Awards under the 
2005 SIP. In addition, any shares of Common Stock subject to repurchase or forfeiture rights under an award that has been 
granted under the 2005 SIP, the 1996 Plan or the EIP that are reacquired by the Company, any shares of Common Stock that 
are withheld or delivered pursuant to the terms of the 2005 SIP in payment of any applicable exercise price or tax 
withholding obligation, and any award relating to shares of Common Stock under any of such plans that is canceled, 
terminates or expires or, for any other reason is not payable, become available for new Awards. At the time, the Company 
expected the April 2007 increase to cover stock-based awards until 2009, including awards for fiscal years 2007 and 2008. 
As of February 15, 2008, the Company had only 28 million shares available for future Awards under the 2005 SIP (subject to 
increases as described above), which is not expected to be sufficient for fiscal 2008. 

The Board of Directors unanimously recommends a vote FOR approval of the Plan Amendment. 

• Equity awards are granted as a portion of employees’ total compensation in lieu of cash compensation. Equity 
awards generally include significant vesting and/or sales restrictions of up to 5 years. 

 
• Our broad-based equity program fosters an employee-ownership culture that promotes long-term alignment with 

stockholder interests and encourages employees to be prudent risk managers. 
 
• Equity awards are used to recruit and retain high-performing employees. 
 
Total Compensation Philosophy.  A key element of the Firm’s compensation philosophy is to deliver a portion of each 
employee’s total compensation in the form of stock-based awards. Bonus-eligible employees are awarded a portion of their 
annual performance bonus in the form of stock-based awards, in lieu of being paid all in cash. Production-paid employees 
also receive part of their compensation in the form of stock-based-awards, rather than entirely in cash commission payouts. 
The percentage of compensation delivered in the form of stock-based awards is based on the employee’s position and 
compensation level, with senior managers generally having proportionally more of their compensation awarded in equity than 
lower level employees, and therefore having more of their pay at risk. Thus, the Company’s stock-based compensation 
program is an element of annual total compensation, rather than an “add-on” award. 

Broad-Based Equity Compensation Program.  The Company has one of the most broad-based equity programs among our 
competitors. In Fiscal 2007, close to 20,000 employees received equity awards as part of their annual total compensation. The 
Company believes that stock-based awards foster an employee-ownership culture that aligns the interests of its employees 
directly with those of its stockholders and encourages employees to be prudent risk managers and to work together to ensure 
the Firm’s continued financial success over time. 
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Employee Recruitment and Retention.  The Company uses stock-based awards to recruit new hires from competitors in 
order to replace stock awards that are forfeited from their prior employer. These awards allow us to provide new employees 
with a significant ownership interest in the Company while encouraging retention of these employees. The stock-based 
compensation program also helps to retain high-performing employees through retention features such as significant vesting 
provisions, forfeiture provisions and restrictions on sales. Historically, our vesting and sales restriction features have been 
significantly longer than most of our competitors’ (five years as compared to three or four years). In the event that a 
stock-based award is forfeited by an employee, the value of the award remains with the Company. These restrictions also 
enhance stockholder alignment by having employees share in the upside and downside risk over cyclical market periods that 
occur within the financial services industry. 

Stockholder approval of the Plan Amendment is unanimously recommended by the Board in order to permit the Firm to 
continue to provide compensation using stock-based awards. The Board believes that approval of the Plan Amendment will 
allow the Company to continue recruiting, retaining, and motivating employees and Directors of the Company and its 
subsidiaries whose performance is critical to the continued financial success of the Firm. If the Plan Amendment is approved, 
the Company expects to have sufficient shares under the 2005 SIP to cover stock-based awards until 2009, including awards 
for fiscal year 2008. The Company expects to seek authorization for additional shares from stockholders annually. 

If Stockholders do not approve the Plan Amendment.  To the extent that the Company does not have sufficient 
availability of shares for its compensation programs, it will have to substitute cash for equity compensation, thereby losing 
the retentive features and long-term stockholder alignment of equity awards. 

An amended version of the 2005 SIP, reflecting the Plan Amendment, is attached hereto as Appendix B. 

For the reasons stated above, the Board of Directors unanimously recommends a vote FOR approval of the Plan 
Amendment. 

Description of the 2005 SIP (as Proposed to be Amended) 

Administration; Types of Awards; Eligible Participants.  The 2005 SIP is administered by the Compensation Committee, 
which is comprised exclusively of independent Directors. The 2005 SIP provides for the granting of incentive and non-
qualified stock options, stock appreciation rights (“SARs”), and other stock-based awards, including restricted stock, RSUs, 
and PSUs (collectively or individually, “Awards”). Awards may be issued to any employee, prospective employee, Director 
or consultant of the Company or any of its subsidiaries who are selected by the Compensation Committee to participate in the 
2005 SIP. Substantially all of the Company’s employees, Directors and consultants are eligible to participate in the 2005 SIP. 
The Compensation Committee has discretion to select the employees to whom Awards will be granted and to determine the 
type, size and terms of each Award and the authority to administer, construe and interpret the 2005 SIP; provided, however, 
that the Compensation Committee shall not have such power and authority to accelerate or otherwise provide for the times at 
which shares of Common Stock with respect to any Award are delivered in a manner that would result in the imposition upon 
any participant of an additional tax under Section 409A of the Code, and provided further, in the event that it is reasonably 
determined by the Compensation Committee that, as a result of Section 409A of the Code, a participant is deemed to be a 
“specified employee” (within the meaning of Section 409A of the Code), payments and/or deliveries of shares of Common 
Stock shall not be made prior to the date which is six months after the date of such participant’s separation from service from 
the Company and all its subsidiaries, to the extent required under Section 409A of the Code and the regulations promulgated 
thereunder. 

Shares Available for Awards.  As amended, a total of 178.5 million shares of Common Stock may be subject to Awards 
under the 2005 SIP (including 33.5 million shares of Common Stock authorized for issuance under the Company’s 1996 Plan 
and EIP that remained unawarded upon the expiration of those plans in 2006). In addition, if any shares of Common Stock 
subject to repurchase or forfeiture rights under an award that has been granted under the 2005 SIP, the 1996 Plan or the EIP 
are reacquired by the Company, or if any shares of Common Stock are withheld or delivered pursuant to the terms of the 
2005 SIP in payment of any applicable exercise price or tax withholding obligation, or if any award relating to shares of 
Common Stock under any of such plans is canceled, terminates or expires or, for any other reason is not payable, such shares 
will become available for new Awards. No 2005 SIP participant may receive options, SARs or other stock-based Awards 
during any fiscal year attributable to more than four million shares of Common Stock, subject to adjustment in accordance 
with the terms of the 2005 SIP. The shares of Common Stock issuable under the 2005 SIP may be either authorized but 
unissued shares or treasury shares, or any combination thereof. 

Stock Options.  A stock option, which may be a non-qualified or an incentive stock option (each, an “Option”), is the right to 
purchase a specified number of shares of Common Stock at a price (the “Option Price”) fixed by the Compensation 
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Committee (any holder of an Option is called an “Optionee”). The maximum number of shares of Common Stock that may 
be subject to incentive stock options (“ISOs”) granted pursuant to the 2005 SIP is 20 million, subject to adjustment in 
accordance with the terms of the 2005 SIP. The Option Price of an Option may be no less than the fair market value of the 
underlying Common Stock on the date of grant. Unless otherwise provided in the Optionee’s Award agreement, Options are 
not transferable during the Optionee’s lifetime and will expire no later than ten years after the date on which they are granted. 
Options become exercisable at such times and in such installments as the Compensation Committee will determine. The 
Compensation Committee may also accelerate the period for exercise of any or all Options held by an Optionee. Payment of 
the Option Price must be made in full at the time of exercise of the Option by any of the following methods: (1) in cash; 
(2) by tendering to the Company shares of Common Stock having a fair market value equal to the Option Price, which shares 
have been held by the Optionee for at least six months and which meet such other requirements as may be imposed by the 
Compensation Committee; (3) by certain withholding methods that constitute a cashless exercise through the delivery of 
irrevocable instructions by the Optionee to a broker to sell the Common Stock received upon exercise of the Option and to 
deliver promptly to the Company an amount out of the proceeds equal to the aggregate Option Price, or (4) by other means 
that the Compensation Committee deems appropriate. 

Stock Appreciation Rights.  A SAR may be granted alone or in tandem with Options. If granted in tandem with an Option, the 
SAR must cover the same (or a fewer) number of shares of Common Stock covered by the related Option and will be 
generally subject to the same terms and conditions as the related Option. Upon exercise, a SAR will entitle the holder to 
receive from the Company an amount equal to the excess of the fair market value of a share of Common Stock on the date of 
exercise of the SAR minus the per SAR exercise price (or Option Price, as applicable), multiplied by the number of shares of 
Common Stock with respect to which the SAR is exercised. Upon the exercise of a SAR granted in tandem with an Option, 
the related Option will be canceled to the extent of the number of shares as to which the SAR is exercised, and upon the 
exercise of the Option granted in tandem with a SAR or the surrender of such Option, the related SAR will be canceled to the 
extent of the number of shares as to which the Option is exercised or surrendered. The Compensation Committee will 
determine whether the SAR will be settled in cash, Common Stock or a combination of cash and Common Stock. 

Other Stock-Based Awards.  Other Awards of Common Stock and Awards that are valued in whole or in part by reference to, 
or otherwise based on, the fair market value of Common Stock (all such Awards being referred to herein as “Other 
Stock-based Awards”), may be granted under the 2005 SIP in the discretion of the Compensation Committee. Other 
Stock-based Awards will be in such form as the Compensation Committee will determine, including without limitation, 
(1) the right to purchase shares of Common Stock, (2) shares of Common Stock subject to restrictions on transfer until the 
completion of a specified period of service, the occurrence of an event or the attainment of performance objectives, each as 
specified by the Compensation Committee, (3) shares of Common Stock issuable upon the completion of a specified period 
of service, the occurrence of an event, or the attainment of performance objectives, each as specified by the Compensation 
Committee and (4) dividend equivalent rights with respect to Common Stock subject to any Award. Any Other Stock-based 
Awards that are granted subject to the completion of a specified period of service by the Award recipient that are (1) not in 
lieu of cash compensation to employees generally, (2) not paid to recruit a new employee in an amount less than 5% of the 
total Awards available for grant under the 2005 SIP or (3) not subject to the attainment of performance objectives, will 
provide that vesting, restrictions on transfer, or some other comparable restriction that encourages continued performance of 
the Award recipient, will in any such case be for a period of not less than three years (although vesting or lapsing of 
restrictions may occur in installments over such period), unless there is a Change in Control (as such term is defined in 
“Change of Control” below) or the Award recipient retires, becomes disabled or dies. Other Stock-based Awards may be 
granted alone or in addition to any other Awards made under the 2005 SIP. With respect to any RSUs or PSUs granted under 
the 2005 SIP, the obligations of the Company or any subsidiary of the Company are limited solely to the delivery of shares of 
Common Stock on the date when such shares of Common Stock are due to be delivered under each Award agreement, and in 
no event will the Company or any subsidiary of the Company become obligated to pay cash in respect of such obligation 
(except that the Company or any subsidiary of the Company may pay to the Award recipient amounts in cash in respect of a 
RSU or PSU equal to cash dividends paid to a holder of the same number of shares of Common Stock that are subject to the 
RSU or PSU). 

The Compensation Committee may establish the performance objectives that must be attained in order for the Company to 
grant Other Stock-based Awards. Accordingly, unless the Compensation Committee determines at the time of grant not to 
qualify such an award as performance-based compensation under Section 162(m) of the Code, the performance objectives for 
such Other Stock- based Awards made under the 2005 SIP will be based upon one or more of the following criteria: (1) pre-
tax income or net income; (2) earnings per share; (3) book value per share; (4) stock price; (5) return on equity; (6) expense 
management; (7) return on investment; (8) improvements in capitalization; (9) profitability of an identifiable business unit or 
product; (10) profit margins; (11) budget comparisons; (12) total return to stockholders; (13) net revenue; and (14) economic 
value added. The Compensation Committee must certify as to the attainment of the applicable performance goals prior to 
payment of any Other Stock-based Award, and may reduce the amount of any Other Stock-based Award. Subject to the 
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provisions of the 2005 SIP, the Compensation Committee will have sole and absolute discretion to determine to whom and 
when such Other Stock-based Awards will be made, the number of shares of Common Stock to be awarded under (or 
otherwise related to) such Other Stock-based Awards, and all other terms and conditions of such Awards. The Compensation 
Committee will determine whether Other Stock-based Awards will be settled in cash, Common Stock or a combination of 
cash and Common Stock. The maximum amount of Other Stock-based Awards that may be granted during any fiscal year to 
any participant in the 2005 SIP will be (1) with respect to Other Stock-based Awards that are denominated or payable in 
Common Stock, four million shares of Common Stock, and (2) with respect to Other Stock-based Awards that are not 
denominated or payable in Common Stock, $50.0 million. 

Adjustments Upon Certain Events.  Under the 2005 SIP, if there is any change in the outstanding shares of Common Stock by 
reason of any stock split, stock dividend, combination, subdivision or exchange of shares, recapitalization, merger, 
consolidation, reorganization or other extraordinary or unusual event, the Compensation Committee will direct that 
appropriate changes be made in the number or kind of securities that may be issued under the 2005 SIP and in the terms of 
outstanding Awards. 

Change in Control.  If a Change in Control occurs, the Compensation Committee may, but is not required to, (1) accelerate or 
waive vesting or exercise periods or the lapse of restrictions on all or any portion of any Award, (2) cancel the Awards for 
fair value (as determined in the discretion of the Compensation Committee), (3) provide for the issuance of substitute Awards 
that will substantially preserve the terms of the original Awards or (4) provide for the full exercisability of Options or SARs 
for a period of at least 30 days prior to the occurrence of the Change of Control. 

In general, with respect to any Award granted on or prior to November 8, 2007, a “Change in Control” is deemed to occur 
when: (1) 20% or more of the combined voting power of the Company’s voting securities is acquired in certain instances 
(whether through a tender offer, merger, or otherwise); (2) individuals who, as of the effective date of the 2005 SIP, are 
members of the Board of Directors or whose election or nomination is approved by a vote of at least two-thirds of such initial 
directors (the “Incumbent Board”) cease, subject to certain exceptions, to constitute at least a majority of the Board of 
Directors; (3) a merger, consolidation, recapitalization or reorganization involving the Company occurs, whereby the 
stockholders immediately prior to such transaction cease to hold at least 50% of the combined voting power of the 
outstanding voting securities of the corporation resulting from such transaction, members of the Incumbent Board 
immediately prior to the execution of the agreement providing for such transaction cease to constitute at least a 50% of the 
board of directors of the resulting corporation, or a person or entity becomes the beneficial owner of 20% or more of the 
combined voting power of the resulting corporation; (4) a liquidation of the Company or a sale or other disposition of all or 
substantially all of the assets of the Company; or (5) any event occurs that would constitute a “Change in Control” within the 
meaning of such term with respect to any Award granted after November 8, 2007. 

However, with respect to any Award granted after November 8, 2007, a “Change in Control” is deemed to occur when: 
(1) 70% or more of the combined voting power of the Company’s voting securities is acquired in certain instances (whether 
through a tender offer, merger, or otherwise); (2) a merger, consolidation, recapitalization or reorganization involving the 
Company occurs, whereby the stockholders immediately prior to such transaction cease to hold at least 30% of the combined 
voting power of the outstanding voting securities of the corporation resulting from such transaction, the individuals who were 
members of the Board of Directors immediately prior to the execution of the agreement providing for such transaction cease 
to constitute at least 50% of the board of directors of the resulting corporation, or a person or entity becomes the beneficial 
owner of 70% or more of the combined voting power of the resulting corporation; (3) within a consecutive twelve month 
period, a majority of the individuals who are members of the Board of Directors are replaced with individuals who do not 
receive endorsement by a majority of the Board of Directors before the date of the appointment or election of such 
individuals; or (4) a sale or other disposition of all or substantially all of the assets of the Company. 

Additional Information.  Unless otherwise provided in an employee’s Award agreement, an employee’s rights under the 2005 
SIP may not be assigned or otherwise transferred. An employee to whom an Award is made has no rights as a stockholder 
with respect to any Common Stock issuable pursuant to the Award until the date of issuance of the stock certificate for such 
shares upon payment of the Award. In the case of payments of Awards in the form of Common Stock, unless the 
Compensation Committee specifies otherwise, a 2005 SIP participant may elect to pay to the Company the minimum amount 
of any taxes required to be withheld with respect to the exercise, grant, vesting of, or payment pursuant to, an Award by the 
delivery of shares of Common Stock or having shares of Common Stock withheld by the Company, in each case that have a 
fair market value equal to the amount required to be withheld. 

Term of 2005 SIP; Amendment and Termination of 2005 SIP.  No Awards may be granted on or after May 1, 2015, the tenth 
anniversary of the effective date of the 2005 SIP. The Board of Directors may amend, suspend or terminate the 2005 SIP or 
any portion thereof at any time, subject to the following restrictions: (a) no amendment may be made without approval of the 
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stockholders that would (1) increase the total number of shares reserved for issuance pursuant to the 2005 SIP or increase the 
maximum number of shares for which Awards may be granted to any participant, (2) change the class of persons eligible to 
be participants in the 2005 SIP, or (3) extend the date after which Awards cannot be granted under the 2005 SIP; and (b) no 
amendment may be made without the consent of a participant if the amendment would diminish the rights of the participant 
under any Award previously granted to that participant. However, the Compensation Committee may amend the 2005 SIP as 
it deems necessary to permit the 2005 SIP and/or Awards to satisfy requirements of applicable laws. 

Awards to be Granted Under the 2005 SIP.  The number or type of Awards that will be granted under the 2005 SIP to any 
participants will be determined at the discretion of the Compensation Committee and therefore cannot be calculated at this 
time. 

Certain United States Federal Income Tax Consequences of Awards 

United States federal income tax consequences to Optionees and the Company of Options granted under the 2005 SIP should 
generally be as set forth in the following summary: 

An employee to whom an ISO that qualifies under Section 422 of the Code is granted will not recognize income at the time 
of grant or exercise of such Option. No federal income tax deduction will be allowable to the Company upon the grant or 
exercise of such ISO. However, upon the exercise of an ISO, special alternative minimum tax rules apply for the employee. 

When the employee sells shares acquired through the exercise of an ISO more than one year after the date of transfer of such 
shares and more than two years after the date of grant of such ISO, the employee will normally recognize a long-term capital 
gain or loss equal to the difference, if any, between the sale prices of such shares and the Option Price. If the employee does 
not hold such shares for this period, when the employee sells such shares, the employee will recognize ordinary 
compensation income and possibly capital gain or loss in such amounts as are prescribed by the Code and regulations 
thereunder, and the Company will generally be entitled to a federal income tax deduction in the amount of such ordinary 
compensation income. 

An employee to whom an Option that is not an ISO (a “non-qualified Option”) is granted will not recognize income at the 
time of grant of such Option. When such employee exercises a non-qualified Option, the employee will recognize ordinary 
compensation income equal to the excess, if any, of the fair market value as of the date of Option exercise of the shares the 
employee receives, over the Option Price. The tax basis of such shares will be equal to the Option Price paid plus the amount 
includable in the employee’s gross income, and the employee’s holding period for such shares will commence on the day 
after which the employee recognized taxable income in respect of such shares. Subject to applicable provisions of the Code 
and regulations thereunder, the Company will generally be entitled to a federal income tax deduction in respect of the 
exercise of non-qualified Options in an amount equal to the ordinary compensation income recognized by the employee. Any 
such compensation includable in the gross income of an employee in respect of a non-qualified Option will be subject to 
appropriate federal, state, local and foreign income and employment taxes. 

 
Restricted Stock 

Unless an election is made by the participant under Section 83(b) of the Code, the grant of an Award of restricted stock will 
have no immediate tax consequences to the participant. Generally, upon the lapse of restrictions (as determined by the 
applicable restricted stock agreement between the participant and the Company), a participant will recognize ordinary income 
in an amount equal to the product of (1) the fair market value of a share of Common Stock on the date an which the 
restrictions lapse, less any amount paid with respect to the Award of restricted stock, multiplied by (2) the number of shares 
of restricted stock with respect to which restrictions lapse on such date. The participant’s tax basis will be equal to the sum of 
the amount of ordinary income recognized upon the lapse of restrictions and any amount paid for such restricted stock. The 
participant’s holding period will commence on the date on which the restrictions lapse. 

A participant may make an election under Section 83(b) of the Code within 30 days after the date of transfer of an Award of 
restricted stock to recognize ordinary income on the date of award based on the fair market value of Common Stock on such 
date. An employee making such an election will have a tax basis in the shares of restricted stock equal to the sum of the 
amount the employee recognizes as ordinary income and any amount paid for such restricted stock, and the employee’s 
holding period for such restricted stock for tax purposes will commence on the date after the date on which the restricted 
stock was transferred to the employee. 
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With respect to shares of restricted stock upon which restrictions have lapsed, when the employee sells such shares, the 
employee will recognize capital gain or loss consistent with the treatment of the sale of shares received upon the exercise of 
non-qualified Options, as described above. 

Stock Units 

A participant to whom an RSU or PSU is granted will not recognize income at the time of grant of such RSU or PSU. Upon 
delivery of shares of Common Stock in respect of an RSU or PSU, a participant will recognize ordinary income in an amount 
equal to the product of (1) the fair market value of a share of Common Stock on the date on which the Common Stock is 
delivered, multiplied by (2) the number of shares of Common Stock delivered. 

Other Stock-based Awards 

With respect to Other Stock-based Awards paid in cash or Common Stock, participants will generally recognize income 
equal to the fair market value of the Award on the date on which the Award is delivered to the recipient. 

Code Section 409A 

The American Jobs Creation Act of 2004 introduced a new section of the Code (Section 409A) covering certain nonqualified 
deferred compensation arrangements. Section 409A generally establishes new rules that must be followed with respect to 
covered deferred compensation arrangements in order to avoid the imposition of an additional 20% tax (plus interest) upon 
the service provider who is entitled to receive the deferred compensation. Certain Awards that may be granted under the 2005 
SIP may constitute “deferred compensation” within the meaning of and subject to Section 409A. While the Compensation 
Committee intends to administer and operate the 2005 SIP and establish terms (or make required amendments) with respect 
to Awards subject to Section 409A in a manner that will avoid the imposition of additional taxation under Section 409A upon 
a participant, there can be no assurance that additional taxation under Section 409A will be avoided in all cases. In the event 
the Company is required to delay delivery of shares or any other payment under an Award in order to avoid the imposition of 
an additional tax under Section 409A, the Company will deliver such shares (or make such payment) on the first day that 
would not result in the participant incurring any tax liability under Section 409A. The Compensation Committee may amend 
the 2005 SIP and outstanding Awards to preserve the intended benefits of Awards granted under the 2005 SIP and to avoid 
the imposition of an additional tax under Section 409A of the Code. 

General 

Ordinary income recognized by virtue of the exercise of non-qualified Options, the lapse of restrictions on Restricted Stock, 
RSUs or PSUs or payments made in cash or shares of Common Stock is subject to applicable tax withholding as required by 
law. 

The Company generally will be entitled to a federal tax deduction to the extent permitted by the Code at the time and in the 
amount that ordinary income is recognized by participants. 

The discussion set forth above does not purport to be a complete analysis of all potential tax consequences relevant to 
recipients of Options or other Awards or to their employers or to describe tax consequences based on particular 
circumstances. It is based on federal income tax law and interpretational authorities as of the date of this proxy statement, 
which are subject to change at any time. 

YOUR VOTE IS IMPORTANT. In order for the Plan Amendment to be approved, the NYSE rules require that a majority of 
the outstanding shares of Common Stock are voted on the proposal and that the majority of the shares of Common Stock 
voting on the proposal vote to approve the Plan Amendment. If you fail to vote, your shares will not be considered “shares 
present” for voting purposes, which may cause less than the requisite majority of the outstanding shares of Common Stock to 
be voted on the matter. If you hold your shares through a broker, your broker will not be permitted to vote your shares on this 
matter without your voting instructions. If the Plan Amendment is not approved, only 28 million shares will remain available 
for issuance under the 2005 SIP as of February 15, 2008, subject to increases as previously described. 
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The Board of Directors unanimously recommends a vote FOR approval of the Plan Amendment. 

Equity Compensation Plan Information 

The following table sets forth certain information as of November 30, 2007 regarding shares of Common Stock authorized 
for issuance under the Firm’s equity compensation plans. The table does not reflect (1) approximately 49.7 million of RSUs 
which were granted to employees on December 7, 2007 and (2) approximately 1.7 million of RSUs and 1.2 million of stock 
options which were granted to employees on February 9, 2008. As of February 15, 2008, there were approximately 
28 million shares available for future Awards under the 2005 SIP, subject to increases as previously described. 

Plan category  

Number of securities to be 
issued upon exercise of 

outstanding options, warrants 
and rights (1) 

Weighted-average exercise 
price of outstanding 

options, warrants and 
rights (1) 

Number of securities remaining 
available for future issuance 

under equity compensation plans 
(excluding securities 

reflected in the first column) (2) 
Equity compensation plans 

approved by security 
holders (3)........................  65.1 million $48.25 81.0 million

Equity compensation plans 
not approved by security 
holders (4)........................  118.4 million 30.93 1.4 million

Total.....................................  183.5 million 34.39 82.4 million
 

(1) The numbers of securities to be issued upon exercise of outstanding options, warrants and rights include approximately 
52 million RSUs granted under equity compensation plans approved by security holders and approximately 65.9 million 
RSUs granted under equity compensation plans not approved by security holders for which no exercise price is 
applicable. The weighted-average exercise prices of outstanding options, warrants and rights exclude these RSUs. 

(2) The various equity compensation plans provide for issuance of awards in the form of options, PSUs, restricted stock, 
RSUs and/or other types of equity awards up to an aggregate maximum number of shares for each plan. Therefore the 
number of shares remaining available for future issuance shown in this column includes not only options, warrants and 
other rights but also restricted stock, RSUs, PSUs and unrestricted stock, as further described below. 

(3) Common Stock to be issued under equity compensation plans approved by security holders consists of options issued 
under the 1994 Plan, the 1996 Plan and the 2005 SIP. The 1994 Plan expired in 2004, and the 1996 Plan expired in 2006, 
following the completion of their terms. As of November 30, 2007, there were remaining available for future issuance: 

• 0.4 million shares under the 1994 Plan to satisfy future dividend reinvestment requirements for the RSUs that are 
still outstanding under the plan; 

• no shares under the 1996 Plan; and 

• 80.6 million shares under the 2005 SIP, which may be issued as options, PSUs, RSUs and/or other types of equity 
awards, or to satisfy future dividend reinvestment requirements under the 2005 SIP or other plans.  

The 2005 SIP, as amended, authorized the issuance of up to the total of: 

• 95 million shares; plus 

• any shares authorized for issuance under the 1996 Plan and the EIP that remained unawarded upon their expiration 
(33.5 million shares); plus 

• any shares subject to repurchase or forfeiture rights under the 1996 Plan, the EIP or the 2005 SIP that are reacquired 
by the Company, or the award of which is canceled, terminates, expires or for any other reason is not payable; plus 

• any shares withheld or delivered pursuant to the terms of the 2005 SIP in payment of any applicable exercise price 
or tax withholding obligation. 
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Awards with respect to 52.5 million shares of Common Stock have been made under the 2005 SIP as of November 30, 
2007. The number of shares remaining available for future issuance under the 2005 SIP as of November 30, 2007, is 
calculated as follows: 

Stockholder authorization................................................................................................ 95.0 million shares 
Shares carried over from 1996 Plan and EIP................................................................... 33.5 million shares 
Shares forfeited under the 1996 Plan, the EIP and the 2005 SIP..................................... 4.6 million shares 
Shares awarded under 2005 SIP (including dividend reinvestment amounts) ................ (52.5 million shares) 
Shares available as of November 30, 2007...................................................................... 80.6 million shares 

(4) Common Stock to be issued under equity compensation plans not approved by security holders consists of options issued 
under the EIP, the Neuberger LTIP and the 1999 Neuberger Berman Inc. Directors Stock Incentive Plan (the “Neuberger 
DSIP”). Stockholder approval was not required for the EIP under the then current rules of the NYSE because it was a 
broadly-based plan, as a majority of our full-time U.S. employees were eligible for awards under the plan and a majority 
of the awards during any three-year period were to employees who were not officers or directors. The EIP expired in 
2006 following the completion of its term. The Company assumed the obligations of Neuberger under the Neuberger 
LTIP and Neuberger DSIP in connection with the Company’s acquisition of Neuberger. The Neuberger LTIP had been 
approved by Neuberger’s stockholders. 

As of November 30, 2007, there were available for future issuance: 

• no shares under the EIP; 

• 1.4 million shares under the Neuberger LTIP, which may be issued as options, PSUs or RSUs, restricted stock 
and/or other types of equity awards; and 

• no shares under the Neuberger DSIP. 

Descriptions of the 1994 Plan, the 1996 Plan, the 2005 SIP, the EIP, the Neuberger LTIP and the Neuberger DSIP are 
contained in Note 12 to the Consolidated Financial Statements included in the Company’s 2007 Annual Report on Form 
10-K and are incorporated herein by reference. 

PROPOSAL 4—APPROVAL OF THE EXECUTIVE INCENTIVE COMPENSATION PLAN (FORMERLY 
NAMED THE SHORT-TERM EXECUTIVE COMPENSATION PLAN), AS AMENDED 

The Board of Directors originally adopted the 1996 Short-Term Executive Compensation Plan (the “1996 STEP”) on 
January 30, 1996, subject to approval by the Stockholders. The Stockholders approved the 1996 STEP on April 10, 1996 and 
re-approved it on April 8, 2003 and the Compensation Committee has granted bonuses to the Firm’s employees thereunder. 
However, in order to meet the requirements for the continuing deductibility of payments under Section 162(m) of the Code, 
the Compensation Committee has determined that it is in the best interest of the Firm to resubmit the plan to Stockholders of 
the Company for their approval. The terms of the plan, as amended (the “Executive Incentive Compensation Plan”, or 
“EICP”), are outlined below, but the outline is qualified in its entirety by reference to the full text of the EICP itself, which is 
attached hereto as Appendix C. We have also separately described the amendments to the plan that the Compensation 
Committee has approved. 

Section 162(m) of the Code limits the Company’s tax deduction to $1 million per year per executive for certain compensation 
paid to each of its Chief Executive Officer (“CEO”) and the three highest compensated executives other than the CEO and 
Chief Financial Officer (each, a “Covered Employee”). In general, the regulations under Section 162(m) exclude from this 
limitation compensation that is, among other things, calculated based on “objective” performance criteria and awarded under 
a plan that has received stockholder approval. The Board therefore recommends stockholder approval of the EICP so that the 
Company may, if all other requirements of the regulations are met, fully deduct certain annual bonus payments to the 
Covered Employees (described below as “Performance Bonuses”) in compliance with Section 162(m) of the Code. 

The EICP provides the Company with an effective vehicle to focus and motivate the annual performance of key employees of 
the Firm, offer such employees opportunities to attain competitive levels of compensation and reward those employees who 
have contributed to the profitability of the Company. If the Stockholders do not approve the EICP, no Performance Bonuses 
(as defined below) will be paid under the EICP to Covered Employees, but Covered Employees may be paid other 
compensation, including Standard Bonuses (as defined below). However, as a result of Section 162(m) of the Code, such 
other compensation might not be tax deductible. 
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The amount of incentive awards under the EICP granted to any participants will be determined at the discretion of the 
Compensation Committee and therefore cannot be calculated at this time. 

Summary of the EICP.  The purpose of the EICP is to motivate and reward executives by making a significant portion of 
their annual bonuses directly dependent upon achieving key strategic objectives. The EICP provides the opportunity for the 
senior officers to earn substantial incentive cash compensation for attaining financial and operational objectives that are 
critical to the Company’s ongoing growth and profitability. 

The EICP allows the Compensation Committee (or, in certain situations, its delegate) to grant to certain employees of the 
Firm annual awards of two types: “Standard Bonuses” and “Performance Bonuses” (each, a “Bonus”). Bonuses may be 
granted to members of the Firm’s Executive Committee or other Managing Directors of the Firm. As of February 15, 2008, 
approximately 1,500 individuals were eligible to participate in the EICP. 

A Standard Bonus may be granted in the discretion of the Compensation Committee or its delegate to any EICP participant. 
The amount of the Standard Bonus will be based on any criteria the Compensation Committee or its delegate wishes to 
consider, including but not limited to, the objective or subjective performance of the employee, the Company or any 
subsidiary or division thereof. A Standard Bonus will be paid at the time determined by the Compensation Committee or its 
delegate. 

As indicated above, the EICP has been designed and will be administered to provide “performance-based” incentive 
compensation, within the meaning of Section 162(m) of the Code. To that end, a Performance Bonus may be granted in the 
discretion of the Compensation Committee to any participant in the EICP who the Compensation Committee reasonably 
believes may be or may become a Covered Employee. The amount of any Performance Bonus will be based on objective 
performance goals established by the Compensation Committee, based on one or more of the following performance factors: 
(1) before or after-tax net income; (2) earnings per share; (3) book value per share; (4) stock price; (5) return on 
Stockholders’ equity (or tangible equity); (6) expense management; (7) return on investment; (8) improvements in capital 
structure; (9) profitability of an identifiable business unit or product; (10) profit margins; (11) budget comparisons; (12) total 
return to Stockholders; (13) economic value added; (14) revenues, sales or net revenues; (15) operating income; (16) costs; 
(17) cash flow; (18) working capital; or (19) return on assets. The foregoing performance factors may relate to the Company, 
one or more of its subsidiaries or one or more of its divisions or units, or any combination of the foregoing, and may be 
applied on an absolute basis and/or be relative to one or more peer group companies or indices, or any combination thereof as 
the Compensation Committee determines. In addition, to the degree consistent with Section 162(m) of the Code, the 
performance goals may be calculated without regard to extraordinary items. The Committee must certify as to the attainment 
of the applicable performance goals prior to payment of any Performance Bonus, and may reduce the amount of any 
Performance Bonus. All terms and conditions of Performance Bonuses, and the EICP provisions referring thereto, are 
intended to be administered and interpreted in accordance with Section 162(m) of the Code, to ensure the deductibility by the 
Company of the Performance Bonuses. The performance goals based on one or more of the foregoing performance factors 
will be established by the Compensation Committee no more than 90 days after the commencement of the period to which 
the performance goal relates (or, if less, the number of days which is equal to 25% of the relevant performance period). 

The Compensation Committee has the authority to determine in its sole discretion the applicable performance period relating 
to any Bonus; provided, however, that any such determination with respect to a Performance Bonus shall be subject to any 
applicable restrictions imposed by Section 162(m) of the Code. 

At the end of the applicable performance period, the Compensation Committee must certify as to the attainment of the 
applicable performance goals prior to payment of any Performance Bonus, and may reduce (but not increase) the amount of 
any Performance Bonus. Performance Bonuses will be paid in cash and/or in the form of equity-based awards under one of 
the Company’s equity incentive plans after certification of attainment of performance goals, as determined by the 
Compensation Committee in its discretion. The maximum amount of a Performance Bonus under the EICP that may be 
granted in any fiscal year to any one participant is 2.0% of the Firm’s consolidated income before taxes (as stated in the 
Company’s audited consolidated financial statements) in the fiscal year in respect of which the Performance Bonus is to be 
paid. The maximum amount need not be awarded. 

The EICP may be amended or suspended in whole or in part at any time and from time to time by the Compensation 
Committee. 

Summary of Amendments.  The amended plan, formerly named the “Short-Term Executive Compensation Plan”, or 
“STEP”, will now be referred to as the “Executive Incentive Compensation Plan”, or “EICP”. The term “Special Bonus” has 
been replaced by “Performance Bonus” in the amended plan and the list of performance factors which may be used by the 
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Compensation Committee has been revised to include the following: economic value added; revenues, sales or net revenues; 
operating income; costs; cash flow; working capital; and return on assets. The amended plan clarifies that the performance 
criteria may relate to the Company, one or more of its subsidiaries or one or more of its divisions or units, or any combination 
of the foregoing, and may be applied on an absolute basis and/or be relative to one or more peer group companies or indices, 
or any combination thereof, as the Compensation Committee may determine. In addition, to the degree consistent with 
Section 162(m) of the Code, the performance goals in the amended plan may be calculated without regard to extraordinary 
items. The amended plan also clarifies that payment of Performance Bonuses may be made in cash and/or in the form of 
equity-based awards under one of the Company’s equity incentive plans, as determined by the Compensation Committee in 
its discretion. 

The Board of Directors unanimously recommends a vote FOR Proposal No. 4. 

 
PROPOSAL 5—STOCKHOLDER PROPOSAL REGARDING POLITICAL CONTRIBUTIONS  

Mrs. Evelyn Y. Davis, with an office at the Watergate Office Building, 2600 Virginia Avenue, N.W., Washington, D.C. 
20037, the holder of 200 shares of Common Stock, has proposed the adoption of the following resolution and has furnished 
the following statement in support of her proposal: 

“RESOLVED:  That the stockholders recommend that the Board direct management that within five days after approval by 
the shareholders of this proposal, the management shall publish in newspapers of general circulation in the cities of New 
York, Washington, D.C., Detroit, Chicago, San Francisco, Los Angeles, Dallas, Houston and Miami, and in the Wall Street 
Journal and U.S.A. Today, a detailed statement of each contribution made by the Company, either directly or indirectly, 
within the immediately preceding fiscal year, in respect of a political campaign, political party, referendum or citizens’ 
initiative, or attempts to influence legislation, specifying the date and amount of each such contribution, and the person or 
organization to whom the contribution was made. Subsequent to this initial disclosure, the management shall cause like data 
to be included in each succeeding report to shareholders. And if no such disbursements were made, to have that fact 
publicized in the same manner. 

REASONS:  This proposal, if adopted, would require the management to advise the shareholders how many corporate dollars 
are being spent for political purposes and to specify what political causes the management seeks to promote with those funds. 
It is therefore no more than a requirement that the shareholders be given a more detailed accounting of these special purpose 
expenditures than they now receive. These political contributions are made with dollars that belong to the shareholders as a 
group and they are entitled to know how they are being spent. 

Last year owners of 19,226,108 shares of Common Stock, representing approximately 4.3% of shares voting, voted FOR this 
proposal. 

If you AGREE, please mark your proxy FOR this resolution.” 

The Board of Directors unanimously recommends that stockholders vote AGAINST this proposal for the following 
reasons: 

This proposal was put before the stockholders at last year’s Annual Meeting and was rejected by more than 95% of the shares 
voting. The Board of Directors has considered this proposal again and continues to believe that its adoption is unnecessary 
and would not be in the best interests of the Firm or its stockholders. The Firm is committed to its continuing compliance 
with all of the applicable federal, state and local laws and regulations governing the permissibility and reporting of political 
contributions. These extensive legal and regulatory requirements already subject the Firm’s political contributions to a high 
degree of transparency and limit the political contributions made by the Firm. 

Currently, most of Firm’s political contributions are made through LBI’s political action committee (the “PAC”), which is 
funded through voluntary employee donations. The scope of the PAC’s contributions is limited in that it gives exclusively to 
federal campaigns and committees. Moreover, there already is a high degree of transparency with respect to political 
contributions by the PAC, since the regulations of the Federal Election Commission mandate extensive reports by the PAC 
itemizing its contributions and donations to political candidates and committees. 

The Firm also makes occasional political contributions by LBI using its corporate funds; however, corporate contributions by 
the Firm are prohibited under applicable election laws at the federal level and at the state level in many states. LBI may make 
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contributions to state and local candidates or initiatives only where permitted by law, and its practice has been to contribute 
only to state and local initiatives on a very limited basis and not to contribute to state and local candidates at all. In addition, 
regulatory authorities already require that much information regarding corporate contributions be made publicly available. 
For example, rules of the Municipal Securities Rulemaking Board would require disclosure of certain contributions made by 
LBI or the PAC. In addition, applicable state and local election laws require recipients of campaign contributions to disclose 
the amount of political contributions received by them, and certain states and localities require disclosure of such 
contributions by donors who are seeking to do business with them. 

The Board believes that the disclosures currently being made by LBI and the PAC, as well as by the recipients of political 
contributions, are adequate. As a result, the Board continues to believe that adoption of this proposal would provide little 
additional benefit to stockholders and would not be a productive use of the Firm’s resources. 

For the reasons stated above, the Board of Directors unanimously recommends a vote AGAINST the adoption of this 
stockholder proposal. 

 
PROPOSAL 6—STOCKHOLDER PROPOSAL RELATING TO AN ENVIRONMENTAL SUSTAINABILITY 
REPORT  

The Free Enterprise Action Fund, represented by Action Fund Management, LLC, 12309 Briarbush Lane, Potomac, MD 
20854, the holder of approximately 452 shares of Common Stock, has proposed the adoption of the following resolution and 
has furnished the following statement in support of its proposal: 

“RESOLVED: The shareholders request that the Board of Directors prepare by October 2008, at reasonable expense and 
omitting proprietary information, an Environmental Sustainability Report. The report may include: 

1. Lehman’s operating definition of environmental sustainable development; 

2. A review of current Lehman’s policies, practices and projects related to environmental sustainability; and 

3. A summary of long-term plans to integrate environmental sustainability objectives with Lehman’s operations. 

The report may focus on Lehman’s global warming/climate change activities. 

SUPPORTING STATEMENT: 

Lehman says that it “is engaged in efforts to find environmentally sustainable solutions and to develop market-based 
solutions in response to the threat posed by climate change...” [Press Release, September 26, 2007] 

But it seems that management may be taking action based on erroneous information about global warming. 

Management uses the so-called “hockey-stick” chart to support the notion that “the Earth’s mean temperature has risen 
sharply in recent decades.” [see Lehman’s “The Business of Climate Change: Challenges and Opportunities,” p.6 (February 
2007).] 

But the hockey stick graph has been scientifically discredited. [See e.g., U.S. Senate Committee on Environmental and Public 
Works, “Inhofe Says NAS Report Reaffirms ‘Hockey Stick’ Is Broken” (June 22, 2006), 
http://epw.senate.gov/pressitem.cfm?id=257697&party=rep.] 

Moreover, the discrediting of the hockey stick graph occurred long before Lehman issued its February 2007 report. 

Shareholders expect that management will undertake reasonable due diligence before undertaking action with corporate 
assets as management action based on erroneous information may not be “sustainable” for shareholders or the environment.” 
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The Board of Directors unanimously recommends that stockholders vote AGAINST this proposal for the following 
reasons: 

The Board of Directors has considered this proposal and believes that its adoption would not be a productive use of Firm 
resources and would not be in the best interests of the Firm or its stockholders. While the Firm’s operations as a global 
financial services provider have a low impact on climate change, the Firm has undertaken a number of key initiatives to 
ensure that its clients have access to and can benefit from the Firm’s intellectual capital when making business and 
investment decisions in response to policies that are implemented to address climate change. 

In February 2007 the Firm established the Council on Climate Change, which brings together clients, policy-makers, 
academics and non-governmental officials to facilitate constructive dialogue on policies that might be implemented to 
address climate change. In addition, in February 2007 the Firm published a report, The Business of Climate Change: 
Challenges and Opportunities, authored by the Firm’s senior economic policy advisor, which was followed by a sequel in 
September 2007, The Business of Climate Change II. Among other things, these reports (both of which are publicly available 
at http://www.lehman.com/who/intcapital) examine how actions that have been or may be taken by regulators and others to 
address climate change are likely to impact businesses in various sectors and discuss some of the challenges and 
opportunities presented by such actions to businesses and investors. It is the Firm’s view that legislative and other actions 
being taken by policy makers are altering the risk profile of some businesses and impacting the outlook for certain 
investments, and that both businesses and investors must take these legislative and other actions into account in their 
decision-making. 

In the supporting statement for the Proposal, the Proponent states that the Firm’s February 2007 The Business of Climate 
Change report is based on “erroneous information.. . to support the notion that ‘the Earth’s mean temperature has risen 
sharply in recent decades,&!#cs;” and concludes that management should not “undertak[e] action with corporate assets” 
based on that information. The Board of Directors does not believe that it is either appropriate or desirable to permit the 
Proponent to police the content of the Firm’s advice to its clients, or the analysis underlying management of the Firm’s 
business generally. 

With the globalization of trade and investment flows, the Firm believes it is imperative that it continue to strategically deploy 
its intellectual capital, capabilities and solutions in order to best help its clients meet their objectives. In forming the Council 
on Climate Change and publishing The Business of Climate Change reports, the Firm is seeking to ensure that its existing and 
future clients have access to and can benefit from this intellectual capital as it relates to climate change and its impact on the 
economy when making their business and investment decisions. At the same time, the Firm is examining environmental 
issues relevant to its own operations and will continue to evaluate its disclosure regarding sustainability practices as part of 
such examination. The Board of Directors believes that the Firm should retain the discretion to determine the timing and 
content of any environmental sustainability report and that the environmental sustainability report requested by the proponent 
would not be a productive use of the Firm’s resources. 

For the reasons stated above, the Board of Directors unanimously recommends a vote AGAINST the adoption of this 
stockholder proposal. 

 
SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE  

Section 16(a) of the Exchange Act requires the Company’s Directors and executive officers, and persons who own more than 
10% of a registered class of the Company’s equity securities, to file reports of ownership of, and transactions in, Company 
equity securities with the SEC. 

Based on a review of such reports, and on written representations from reporting persons, the Company believes that all 
Section 16(a) filing requirements applicable to its Directors and executive officers were complied with during Fiscal 2007, 
except that a transfer of shares between two trusts, of which Mr. Fuld and his wife are the trustees, was reported late on 
Form 5. All of the transactions that were not reported on a timely basis were transactions that are exempt from potential 
liability for “short-swing” profits under Section 16(b). 
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OTHER MATTERS  

Management does not know of any business to be transacted at the meeting other than as indicated herein. Should any such 
matter properly come before the meeting for a vote, the persons designated as proxies will vote thereon in accordance with 
their best judgment. 

You are urged to sign, date and return the enclosed proxy card as promptly as possible, using the prepaid envelope provided 
for such purpose, or to vote online or by telephone according to the instructions on the proxy. It is hoped that registered 
Stockholders will give the Company advance notice of their plans to attend the Annual Meeting by marking the box provided 
on the proxy card or by registering their intention when voting online or by telephone. 

If you will need special assistance at the Annual Meeting because of a disability, please contact the Corporate Secretary of 
the Company at 1-212-526-0858 or by facsimile at 1-646-834-1052. 

Householding 

In accordance with a notice sent previously to certain beneficial owners holding shares in street name (for example, through a 
bank, broker or other holder of record) and who share a single address with other similar holders, only one annual report and 
proxy statement is being sent to that address unless contrary instructions were received from any stockholder at that address. 
This practice, known as “householding,” is designed to reduce printing and postage costs. Any of such beneficial owners may 
discontinue householding by writing to the address or calling the telephone number provided for such purpose by their holder 
of record. Any such stockholder may also request prompt delivery of a copy of the annual report or proxy statement by 
contacting the Company at 1-212-526-0858 or by writing to the Corporate Secretary, Lehman Brothers Holdings Inc., 1271 
Avenue of the Americas, New York, New York 10020. 

Other beneficial owners holding shares in street name may be able to initiate householding if their holder of record has 
chosen to offer such service, by following the instructions provided by the record holder. 

Deadline and Procedures for Submitting Proposals for Next Year’s Meeting 

Stockholders of the Company who intend to present proposals for inclusion in the proxy material to be distributed by the 
Company in connection with the Company’s 2009 Annual Meeting of Stockholders must submit their proposals on or before 
November 6, 2008 to the Corporate Secretary of the Company by mail at Corporate Secretary, Lehman Brothers 
Holdings Inc., 1271 Avenue of the Americas, New York, New York 10020, or by facsimile at 1-646-834-1052. 

In addition, in accordance with Article II, Section 9 of the Company’s By-Laws, in order to be properly brought before the 
2009 Annual Meeting by a stockholder, notice of a matter that is not included in the Company’s proxy material must be 
received by the Company no earlier than December 16, 2008 and no later than January 15, 2009. The notice must set forth as 
to each matter that the stockholder proposes (1) a brief description of the business desired to be brought forth and the reasons 
for conducting such business at the Annual Meeting, (2) the name and address, as they appear on the Company’s books, of 
the stockholder, (3) the number of shares of Common Stock beneficially owned by the stockholder, (4) any material interest 
of the stockholder in such business and (5) any other information relating to the stockholder or the proposal that is required to 
be disclosed pursuant to Regulation 14A under the Exchange Act. 

Deadline and Procedures for Making Nominations for Director at Next Year’s Meeting 

In accordance with Article II, Section 10 of the Company’s By-Laws, Stockholders of the Company who intend to nominate 
persons for election to the Board of Directors at the Company’s 2009 Annual Meeting of Stockholders must give written 
notice to the Corporate Secretary of the Company at Corporate Secretary, Lehman Brothers Holdings Inc., 1271 Avenue of 
the Americas, New York, New York 10020 no earlier than December 16, 2008 and no later than January 15, 2009. The notice 
must set forth, as to each nominee, (1) the name, age, business address and residence address of the person, (2) the principal 
occupation or employment of the person, (3) the class and number of shares of capital stock of the Company, if any, which 
are beneficially owned by the person and (4) any other information relating to the person that is required to be disclosed in 
solicitations for proxies in election of directors pursuant to Regulation 14A under the Exchange Act, and as to such 
stockholder, (A) the name and record address of the stockholder and (B) the class and number of shares of capital stock of the 
Company which are beneficially owned by the stockholder. 
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Procedures for Recommending Director Candidates to the Nominating and Corporate Governance Committee 

Stockholders of the Company wishing to recommend Director candidates to the Nominating and Corporate Governance 
Committee must submit their recommendations in writing to the Nominating and Corporate Governance Committee, c/o 
Corporate Secretary, Lehman Brothers Holdings Inc., 1271 Avenue of the Americas, New York, New York 10020. 
Submissions should include: 

• the name and address of the recommending stockholder(s), and the class and number of shares of capital stock of the 
Company that are beneficially owned by the recommending stockholder(s); 

• the name, age, business address and principal occupation and employment of the recommended candidate; 

• any information relevant to a determination of whether the recommended candidate meets the criteria for Board of 
Directors membership described under “Committees of the Board of Directors—Nominating and Corporate Governance 
Committee” above; 

• any information regarding the recommended candidate relevant to a determination of whether the recommended 
candidate would be barred from being considered independent under NYSE Rule 303A.02(b), or, alternatively, a 
statement that the recommended candidate would not be so barred; 

• all other information relating to the recommended candidate that is required to be disclosed in solicitations for proxies in 
an election of directors pursuant to Regulation 14A under the Exchange Act, including, without limitation, information 
regarding (1) the recommended candidate’s business experience, (2) the class and number of shares of capital stock of 
the Company, if any, that are beneficially owned by the recommended candidate and (3) material relationships or 
transactions, if any, between the recommended candidate and the Company’s management; 

• a description of any business or personal relationships between the recommended candidate and the recommending 
stockholder(s) and whether the recommended candidate has any specific plans or proposals for the Company at the 
behest of the recommending stockholder(s); 

• a statement, signed by the recommended candidate, (1) verifying the accuracy of the biographical and other information 
about the candidate that is submitted with the recommendation and (2) affirming the recommended candidate’s 
willingness to be a Director; and 

• if the recommending stockholder(s) has beneficially owned more than 5% of the Company’s voting stock for at least one 
year as of the date the recommendation is made, evidence of such beneficial ownership as specified in the SEC’s rules. 

Code of Ethics and Corporate Governance Guidelines 

The Company has a Code of Ethics that is applicable to all Directors, officers and employees of the Company, including the 
Chairman and Chief Executive Officer and the Chief Financial Officer of the Company (its principal executive officer and 
principal financial and accounting officer, respectively). The Code of Ethics (including any waivers therefrom granted to 
executive officers or directors), is accessible through the Corporate Governance page of the Lehman Brothers web site at 
http://www.lehman.com/shareholder/corpgov. The Company will disclose on its web site amendments to or waivers from its 
Code of Ethics applicable to Directors or executive officers of the Company, including the Chairman and Chief Executive 
Officer and the Chief Financial Officer, in accordance with all applicable laws and regulations. 

The Company’s Corporate Governance Guidelines are also accessible through the Corporate Governance page of the Lehman 
Brothers web site at http://www.lehman.com/shareholder/corpgov. 

Any stockholder may also request prompt delivery of a copy of the Company’s Code of Ethics, Corporate Governance 
Guidelines or charters for the Audit Committee, Compensation Committee or Nominating Committee by contacting the 
Company at 1-212-526-0858 or by writing to the Corporate Secretary, Lehman Brothers Holdings Inc., 1271 Avenue of the 
Americas, New York, New York 10020.  
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DIRECTIONS TO THE LEHMAN BROTHERS HOLDINGS INC. 
2008 ANNUAL MEETING OF STOCKHOLDERS  

The 2008 Annual Meeting of Stockholders will be held at the Company’s global headquarters, 745 Seventh Avenue, New 
York, New York 10019, on the Concourse Level in the Allan S. Kaplan Auditorium, between 49th and 50th Streets. The 
building is in the vicinity of several subway lines, and is also readily accessed by bus, taxicab or automobile. All persons 
wishing to be admitted must present photo identification. 

 
NOTICE OF INTERNET AVAILABILITY OF PROXY MATERIALS  

Important Notice Regarding the Availability of Proxy Materials for the Stockholders Meeting to be held on April 15, 2008. 

The Proxy Statement and Annual Report to Stockholders are available at http://www.lehman.com/ annual/2007.
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APPENDIX A 

DIRECTOR INDEPENDENCE CATEGORICAL STANDARDS  

To assist it in making its independence determinations, the Board of Directors has adopted the following categorical 
standards for relationships that are deemed not to impair a Director’s independence: 

 Relationship 
 

 Requirements for Immateriality 
 

 

 Personal Relationships     
 The Director or immediate family member 

receives the Firm’s financial products or 
services. 

 • Financial products and services must be provided in the 
ordinary course of the Firm’s business and on arm’s- length 
terms, and 

 

   • In the case of investment partnerships, the Director or 
immediate family member must meet the qualifications for 
participation applicable to all other investors in the 
partnership. 

 

 The Director or immediate family member 
holds securities issued publicly by the Firm. 

 • Securities held must not constitute more than a 5% equity 
interest in the Firm, and 

 

   • The Director or immediate family member can receive no 
extra benefit not shared on a pro rata basis. 

 

 Business Relationships     
 Payments for property or services are made 

between the Firm and a company associated 
with the Director or immediate family 
member. 

 • Payment amounts must not exceed the greater of $100,000 
and 1% of the associated company’s revenues in any of its last 
three (or current) fiscal years, and 

 

   • Relationships must be in the ordinary course of the Firm’s 
business and on arm’s-length terms. 

 

 Indebtedness is outstanding between the 
Firm and a company associated with the 
Director or immediate family member. 

 • Indebtedness amounts must not exceed 5% of the associated 
company’s assets in any of its last three (or current) fiscal 
years, and 

 

   • Relationships must be in the ordinary course of the Firm’s 
business and on arm’s-length terms. 

 

 The Firm has an equity investment in a 
company associated with the Director or 
immediate family member. 

 • The Firm’s investment must not be a more than 5% equity 
interest in the associated company in any of the company’s 
last three (or current) fiscal years, and 

 

   • In the case of a non-publicly traded company, the Director or 
immediate family member must not be a general partner, 
principal, executive officer or more than 10% owner. 

 

A-1 

E-59



 

 Relationship 
 

 Requirements for Immateriality 
 

 

 The Director or immediate family member is 
a non-management director of a company 
that does business with the Firm or in which 
the Firm has an equity interest. 

 • The business must be done in the ordinary course of the 
Firm’s business and on arm’s-length terms. 

 

 An immediate family member is an 
employee (other than an executive officer) of 
a company that does business with the Firm 
or in which the Firm has an equity interest. 

 • If the immediate family member lives in the Director’s home, 
the business must be done in the ordinary course of the Firm’s 
business and on arm’s-length terms. 

 

 The Director and his or her immediate family 
members together own 5% or less of a 
company that does business with the Firm or 
in which the Firm has an equity interest. 

 • None.  

 Charitable Relationships     
 Charitable donations or pledges are made by 

the Firm to a charity associated with the 
Director or immediate family member. 

 • Donations and pledges must not result in payments exceeding 
the greater of $100,000 and 2% of the charity’s revenues in 
any of its last three (or the current or any future) fiscal years. 

 

 
* An “associated” company is one (a) for which the Director or immediate family member is a general partner, principal 

or employee, or (b) of which the Director and his or her immediate family members together own more than 5%. An 
“associated” charity is one for which the Director or immediate family member serves as an officer, director, advisory 
board member or trustee. 

The Board of Directors has also determined that the following prior relationships would not impair a Director’s 
independence: 

• Personal relationships with the Firm that were entered into prior to, and have not been amended since, the beginning of 
the Firm’s most recently completed three-year fiscal period. 

• Business or charitable relationships with a company or charity that ended prior to the beginning of that company’s or 
charity’s most recently completed three-year fiscal period. 

• Business or charitable relationships with a company or charity for which the Director or his or her immediate family 
member no longer serves as a general partner, principal, director, advisory board member, trustee or employee, or of 
which the Director and his or her immediate family members together no longer own more than 5%. 

For purposes of these standards, equity or ownership interests include both direct and indirect interests, but are not deemed to 
include non-participating, non-convertible preferred securities or securities held by a registered investment company or other 
investment funds that only make passive investments in at least 20 companies. Immediate family members include a 
Director’s spouse, parents, children, siblings, mothers- and fathers-in-law, sons- and daughters-in-law, brothers- and sisters-
in-law, and anyone (other than domestic employees) who shares the Director’s home. However, when applying the three-year 
look-back provisions in the categories set forth above, individuals who are no longer immediate family members as a result 
of legal separation or divorce or those who have died or become incapacitated are not included. For purposes of the first 
relationship described under “Business Relationships” above, payments include only those amounts related to the transaction 
that are included in the payee’s revenues for the relevant fiscal year. For purposes of the relationship described under 
“Charitable Relationships” above, payments exclude amounts contributed or pledged to match employee contributions or 
pledges.

A-2 

E-60



APPENDIX B 

LEHMAN BROTHERS HOLDINGS INC. 2005 STOCK INCENTIVE PLAN (AS PROPOSED) 

1) Purpose of the Plan 

The purpose of the Plan is to aid the Company and its Affiliates in recruiting and retaining employees, directors and 
consultants and to motivate such employees, directors and consultants to exert their best efforts on behalf of the Company 
and its Affiliates by providing incentives through the granting of Awards. The Company expects that it will benefit from the 
added interest which such employees, directors and consultants will have in the welfare of the Company as a result of their 
proprietary interest in the Company’s success. 

2) Definitions 

The following capitalized terms used in the Plan have the respective meanings set forth in this Section: 

(a) “Act” means The Securities Exchange Act of 1934, as amended, or any successor thereto. 

(b) “Affiliate” means any entity that is consolidated with the Company for financial reporting purposes or any other 
entity designated by the Board in which the Company or an Affiliate has a direct or indirect interest of at least 
twenty-five percent (25%). 

(c) “Award” means an Option, Stock Appreciation Right or Other Stock-Based Award granted pursuant to the Plan. 

(d) “Award Agreement” means the written document or documents by which each Award is evidenced. 

(e) “Board” means the Board of Directors of the Company. 

(f) “Change in Control” means, with respect to any Award granted on or prior to November 8, 2007, the occurrence of 
any of the following events: 

(i) The occurrence of an event described in paragraph (ii), (iii), (iv), (v) or (vi) below involving any entity (or an 
affiliate thereof) which had previously commenced (within the meaning of Rule 14d-2 under the Act), without 
the approval of the Board, a tender offer for shares having more than 20% of the combined voting power of the 
Company’s outstanding shares of capital stock having ordinary voting power in the election of directors of the 
Company (the “Voting Securities”); 

(ii) An acquisition (other than directly from the Company) of any Voting Securities by any “Person” (as the term 
“person” is used for purposes of Section 13(d) or 14(d) of the Act) immediately after which such Person has 
“Beneficial Ownership” (within the meaning of Rule 13d-3 promulgated under the Act) of 20% or more of the 
combined voting power of the Company’s then outstanding Voting Securities; provided, however, in 
determining whether a Change in Control has occurred, Voting Securities which are acquired in a “Non-
Control Acquisition” (as hereinafter defined) shall not constitute an acquisition which would cause a Change in 
Control. A “Non-Control Acquisition” shall mean an acquisition by (A) an employee benefit plan (or a trust 
forming a part thereof or a trustee thereof acting solely in its capacity as trustee) maintained by (I) the 
Company or (II) any corporation or other Person of which a majority of its voting power or its voting equity 
securities or equity interest is owned, directly or indirectly, by the Company (for purposes of this definition, a 
“Subsidiary Entity”), (B) the Company or any of its Subsidiary Entities, or (C) any Person who files in 
connection with such acquisition a Schedule 13D which expressly disclaims any intention to seek control of 
the Company and does not expressly reserve the right to seek such control; provided, however, that any 
amendment to such statement of intent which either indicates an intention or reserves the right to seek control 
shall be deemed an “acquisition” of the securities of the Company reported in such filing as beneficially owned 
by such Person for purposes of this paragraph (ii); 

(iii) The individuals who, as of the Effective Date, are members of the Board (the “Incumbent Board”), ceasing for 
any reason to constitute at least a majority of the members of the Board; provided, however, that if the election, 
or nomination for election by the Company’s common stockholders, of any new director was approved by a 
vote of at least two-thirds of the Incumbent Board, such new director shall, for purposes of this Plan, be 

B-1 

E-61



considered as a member of the Incumbent Board; provided further, however, that no individual shall be 
considered a member of the Incumbent Board if such individual initially assumed office as a result of either an 
actual or threatened election contest or other actual or threatened solicitation of proxies or consents by or on 
behalf of a Person other than the Board (in each case, a “Proxy Contest”) including by reason of any agreement 
intended to avoid or settle any Proxy Contest; 

(iv) A merger, consolidation, recapitalization or reorganization involving the Company, unless such merger, 
consolidation or reorganization is a “Non-Control Transaction”; i.e., meets each of the requirements described 
in subparagraphs (A), (B) and (C) below: 

(A) the stockholders of the Company, immediately before such merger, consolidation, recapitalization or 
reorganization, own, directly or indirectly, immediately following such merger, consolidation, 
recapitalization or reorganization, at least 50% of the combined voting power of the outstanding voting 
securities of the Company, the corporation resulting from such merger or consolidation, recapitalization 
or reorganization, or any parent thereof (the “Surviving Corporation”) in substantially the same 
proportion as their ownership of the Voting Securities immediately before such merger, consolidation, 
recapitalization or reorganization; 

(B) the individuals who were members of the Incumbent Board immediately prior to the execution of the 
agreement providing for such merger, consolidation, recapitalization or reorganization constitute at least 
50% of the members of the board of directors of the Surviving Corporation immediately following the 
consummation of such merger, consolidation, recapitalization or reorganization; and 

(C) no Person other than the Company, any Subsidiary Entity, any employee benefit plan (or any trust 
forming a part thereof or a trustee thereof acting solely in its capacity as trustee) maintained by the 
Company, the Surviving Corporation, or any Subsidiary Entity, or any Person who, immediately prior to 
such merger, consolidation, recapitalization or reorganization had Beneficial Ownership of 20% or more 
of the then outstanding Voting Securities has Beneficial Ownership of 20% or more of the combined 
voting power of the Surviving Corporation’s then outstanding voting securities immediately following the 
consummation of such merger, consolidation, recapitalization or reorganization; 

(v) A complete liquidation or dissolution of the Company; 

(vi) Sale or other disposition of all or substantially all of the assets of the Company to any Person (other than a 
transfer to a Subsidiary Entity); or 

(vii) An event that would constitute a “Change in Control” within the meaning of Section 2(g). 

Notwithstanding the foregoing, a Change in Control shall not be deemed to occur solely because any Person (the 
“Subject Person”) acquired Beneficial Ownership of more than the permitted percentage set forth in paragraph (ii) or 
subparagraph (iv)(A) or (C) above, as applicable, of the outstanding Voting Securities as a result of the acquisition 
of Voting Securities by the Company which, by reducing the number of Voting Securities outstanding, increases the 
proportional number of shares Beneficially Owned by the Subject Persons, provided that if a Change in Control 
would occur (but for the operation of this sentence) as a result of the acquisition of Voting Securities by the 
Company, and thereafter such Beneficial Owner acquires any additional Voting Securities which increases the 
percentage of the then outstanding Voting Securities Beneficially Owned by the Subject Person, then a Change in 
Control shall occur. 

A “Hostile Change in Control” shall mean the occurrence of an event as contemplated in paragraph (i) above. A 
“Friendly Change in Control” shall mean any Change in Control that is not a Hostile Change in Control. 

(g) “Change in Control” means, with respect to any Award granted after November 8, 2007, the occurrence of any of 
the following events: 

(i) An acquisition (other than directly from the Company, but including any acquisition in connection with any 
merger, consolidation, recapitalization or reorganization involving the Company) of the Company’s 
outstanding shares of capital stock having ordinary voting power in the election of directors (“Voting 
Securities”) by any “Person” (as the term “person” is used for purposes of Section 13(d) or 14(d) of the 
Exchange Act) immediately after which such Person has “Beneficial Ownership” (within the meaning of 
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Rule 13d-3 promulgated under the Exchange Act) of 70% or more of the combined voting power of the 
Company’s then outstanding Voting Securities; provided, however, in determining whether a Change in 
Control has occurred, Voting Securities that are acquired in a “Non-Control Acquisition” (as hereinafter 
defined) shall not constitute an acquisition that would cause a Change in Control. A “Non-Control 
Acquisition” shall mean an acquisition by (A) an employee benefit plan (or a trust forming a part thereof or a 
trustee thereof acting solely in its capacity as trustee) maintained by (I) the Company or (II) any corporation or 
other Person of which a majority of its voting power or its voting equity securities or equity interest is owned, 
directly or indirectly, by the Company (for purposes of this definition, a “Subsidiary Entity”), (B) the Company 
or any of its Subsidiary Entities, or (C) any Person who files in connection with such acquisition a 
Schedule 13D that expressly disclaims any intention to seek control of the Company and does not expressly 
reserve the right to seek such control; provided, however, that any amendment to such statement of intent that 
either indicates an intention or reserves the right to seek control shall be deemed an “acquisition” of the 
securities of the Company reported in such filing as beneficially owned by such Person for purposes of this 
paragraph (i); 

(ii) Any merger, consolidation, recapitalization or reorganization involving the Company, unless such merger, 
consolidation, recapitalization or reorganization is a “Non-Control Transaction”; i.e., meets each of the 
requirements described in subparagraphs (A), (B) and (C) below: 

(A) the stockholders of the Company, immediately before such merger, consolidation, recapitalization or 
reorganization, own, directly or indirectly, immediately following such merger, consolidation, 
recapitalization or reorganization, at least 30% of the combined voting power of the outstanding voting 
securities of the Company, the corporation resulting from such merger, consolidation, recapitalization or 
reorganization, or any parent thereof (the “Surviving Corporation”) in substantially the same proportion 
as their ownership of the Voting Securities immediately before such merger, consolidation, 
recapitalization or reorganization; 

(B) the individuals who were members of the Board immediately prior to the execution of the agreement 
providing for such merger, consolidation, recapitalization or reorganization constitute at least 50% of the 
members of the board of directors of the Surviving Corporation immediately following the consummation 
of such merger, consolidation, recapitalization or reorganization; and 

(C) no Person other than the Company, any Subsidiary Entity, any employee benefit plan (or any trust 
forming a part thereof or a trustee thereof acting solely in its capacity as trustee) maintained by the 
Company, the Surviving Corporation, or any Subsidiary Entity, or any Person who, immediately prior to 
such merger, consolidation, recapitalization or reorganization had Beneficial Ownership of 70% or more 
of the then outstanding Voting Securities has Beneficial Ownership of 70% or more of the combined 
voting power of the Surviving Corporation’s then outstanding voting securities immediately following the 
consummation of such merger, consolidation, recapitalization or reorganization; 

(iii) Replacement within a consecutive twelve month period of a majority of the individuals who are members 
of the Board with individuals (“Replacement Board Members”) who do not receive endorsement by a 
majority of the Board before the date of the appointment or election of such Replacement Board Member; 
or 

(iv) Sale or other disposition (other than a transfer to a Subsidiary Entity) of all or substantially all of the assets of 
the Company to any Person, or any Person acquires such amount of assets in any consecutive twelve-month 
period ending on the most recent acquisition by such Person. 

Notwithstanding the foregoing, a Change in Control shall not be deemed to occur solely because any Person (the 
“Subject Person”) acquired Beneficial Ownership of more than the permitted percentage set forth in paragraph (i) of 
the outstanding Voting Securities as a result of the acquisition of Voting Securities by the Company that, by 
reducing the number of Voting Securities outstanding, increases the proportional number of shares Beneficially 
Owned by the Subject Person, provided that if a Change in Control would occur (but for the operation of this 
sentence) as a result of the acquisition of Voting Securities by the Company, and thereafter such Subject Person 
acquires any additional Voting Securities which increases the percentage of the then outstanding Voting Securities 
Beneficially Owned by the Subject Person, then a Change in Control shall occur. In addition, notwithstanding the 
foregoing a Change in Control shall not be deemed to occur unless such transaction or occurrence constitutes a 
change in ownership or effective control within the meaning of Section 409A(a)(2)(A)(v) of the Code. 
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(h) “Code” means the Internal Revenue Code of 1986, as amended, or any successor thereto. 

(i) “Committee” means the Compensation and Benefits Committee of the Board. 

(j) “Company” means Lehman Brothers Holdings Inc. 

(k) “Dividend Equivalent Right” means a dividend equivalent right granted under the Plan, which represents an 
unfunded and unsecured promise to pay to the Participant amounts equal to all or any portion of the regular cash 
dividends that would be paid on Shares covered by an Award if such shares were delivered pursuant to an Award. 

(l) “Effective Date” means May 1, 2005. 

(m) “Employment” means (i) a Participant’s employment if the Participant is an employee of the Company or any of its 
Affiliates, (ii) a Participant’s services as a consultant, if the Participant is consultant to the Company or any of its 
Affiliates and (iii) a Participant’s services as a Non-Employee Director, if the Participant is a non-employee member 
of the Board; provided however that unless otherwise determined by the Committee, a change in a Participant’s 
status from employee to non-employee (other than a director of the Company or an Affiliate) shall constitute a 
termination of employment hereunder. For purposes of the Plan, unless the Committee determines otherwise: (a) a 
transfer of a Participant’s employment, without an intervening period of separation, between the Company and any 
Affiliate shall not be deemed a termination of employment, and (b) a Participant who is granted in writing a leave of 
absence shall be deemed to have remained in the employ of the Company during such leave of absence. 

(n) “Fair Market Value” means, on a given date, (i) if there should be a public market for the Shares on such date, the 
closing price of the Shares on the New York Stock Exchange, or, if the Shares are not listed or admitted on any 
national securities exchange, the arithmetic mean of the per Share closing bid price and per Share closing asked 
price on such date as quoted on the National Association of Securities Dealers Automated Quotation System (or 
such market in which such prices are regularly quoted) (the “NASDAQ”), or, if no sale of Shares shall have been 
reported on the New York Stock Exchange or quoted on the NASDAQ on such date, then the immediately preceding 
date on which sales of the Shares have been so reported or quoted shall be used, and (ii) if there should not be a 
public market for the Shares on such date, the Fair Market Value shall be the value established by the Committee in 
good faith and, in the case of an ISO, in accordance with Section 422 of the Code. 

(o) “ISO” means an Option that is also an incentive stock option granted pursuant to Section 5(d). 

(p) “Non-Employee Director” means a director of the Company who is not an employee of the Company or a 
Subsidiary. 

(q) “Option” means (i) a non-qualified stock option or (ii) an ISO, as applicable, granted pursuant to Section 5. 

(r) “Option Price” means the purchase price per Share of an Option, as determined pursuant to Section 5(a). 

(s) “Other Stock-Based Award” means an award granted pursuant to Section 7. 

(t) “Participant” means an employee, prospective employee, director or consultant of the Company or an Affiliate who 
is selected by the Committee to participate in the Plan. 

(u) “Performance-Based Award” means an Other Stock-Based Award granted pursuant to Section 7(c). 

(v) “Plan” means the Lehman Brothers Holdings Inc. 2005 Stock Incentive Plan, as amended from time to time. 

(w) “Shares” means shares of common stock of the Company. 

(x) “Stock Appreciation Right” means a stock appreciation right granted pursuant to Section 6. 

(y) “Subsidiary” means a subsidiary corporation, as defined in Section 424(f) of the Code (or any successor section 
thereto), of the Company. 
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3) Shares Subject to the Plan 

(a) The total number of Shares that may be issued under the Plan is one hundred forty-five (145) million, plus the 
number of Shares calculated as set forth in subsection (c) below, subject to adjustment as provided in Section 9. 
Shares of Common Stock issued under the Plan may be authorized but unissued shares or authorized and issued 
shares held in the Company’s treasury, or any combination thereof. No participant may be granted Options, Stock 
Appreciation Rights or Other Stock-Based Awards covering in excess of four million Shares in any fiscal year of the 
Company, and the maximum number of Shares that may be subject to Awards that are ISOs is twenty (20) million, 
subject to adjustment as provided in Section 9. 

(b) In calculating the number of Shares remaining available for grants of Awards at any given time during the term of 
the Plan, the following rules shall apply: 

(i) the number of Shares remaining for issuance shall be reduced by the number of outstanding Awards that 
consist of, or that are payable in Shares; 

(ii) the number of Shares remaining for issuance shall be increased by the number of Shares withheld or tendered 
(by actual delivery or attestation) to pay the exercise price of an Option and by the number of shares withheld 
from any grant of Awards to satisfy tax withholding obligations; 

(iii) the number of Shares remaining for issuance shall be increased by the number of Shares that have been 
granted, or reserved for distribution in satisfaction of Awards, that are later forfeited, or that expire or 
terminate or, for any other reason, are not payable or distributable under the Plan; and 

(iv) the number of Shares remaining for issuance shall be increased by the number of Shares that have been granted 
in respect of Awards that are settled in cash under the Plan. 

(c) The following numbers of Shares shall be added to the one hundred forty-five (145) million Shares expressly 
identified in subsection (a) above: the number of Shares that, on the date that is immediately prior to the applicable 
date of expiration of each of the Lehman Brothers Holdings Inc. Employee Incentive Plan and the Lehman Brothers 
Holdings Inc. 1996 Management Ownership Plan (each, a “Prior Plan”), are available for issuance and not otherwise 
subject to outstanding Awards granted under the Prior Plans, increased by the number of Shares that, as of each such 
applicable expiration date, were subject to Awards granted and outstanding under the Prior Plans (the “Prior 
Awards”) but which are subsequently not payable or distributable under the Prior Awards under any of the 
circumstances described in paragraph (ii), (iii) or (iv) of subsection (b) above. 

4) Administration 

(a) The Plan shall be administered by the Committee, the members of which shall be “independent” in accordance with 
all applicable stock exchange or market listing requirements. The Committee may delegate its duties and powers in 
whole or in part to any subcommittee thereof consisting solely of at least two individuals who are intended to qualify 
as “non-employee directors” within the meaning of Rule 16b-3 under the Act (or any successor rule thereto) and, to 
the extent required by Section 162(m) of the Code (or any successor section thereto), “outside directors” within the 
meaning thereof. In addition, to the extent consistent with Rule 16b-3 under the Act, the Committee may delegate 
the authority to grant Awards under the Plan to officers or employees of the Company. 

(b) The Committee is authorized to construe, interpret, implement and administer the Plan and any Award, to establish, 
amend and rescind any rules and regulations relating to the Plan and each Award, and to make any other 
determinations that it deems necessary or desirable for the administration of the Plan or with respect to any Award. 
The Committee may correct any defect or supply any omission or reconcile any inconsistency in the Plan or in any 
Award in the manner and to the extent the Committee deems necessary or desirable. Any decision of the Committee 
in the construction, interpretation, implementation and administration of the Plan or any Award, as described herein, 
shall lie within its sole and absolute discretion and shall be final, conclusive and binding on all parties concerned 
(including, but not limited to, Participants and their beneficiaries or successors). The Committee shall have the full 
and exclusive power and authority to make, and establish the terms and conditions of, any Award to any person 
eligible to be a Participant, consistent with the provisions of the Plan and to amend or waive any such terms and 
conditions at any time (including, without limitation, accelerating or waiving any conditions on vesting), provided, 
however, the Committee shall not have such power and authority to accelerate or otherwise provide for the times at 
which Shares with respect to any Award are delivered if any Award is subject to Section 409A of the Code in a 
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manner that would result in the imposition upon any Participant of an additional tax under Section 409A of the 
Code, and provided further, in the event that it is reasonably determined by the Committee that, as a result of 
Section 409A of the Code, a Participant is deemed to be a “specified employee” (within the meaning of 
Section 409A(a)(2)(B)(i) of the Code), payments and/or deliveries of Shares in respect of any Award subject to 
Section 409A of the Code shall not be made prior to the date which is six (6) months after the date of such 
Participant’s separation from service from the Company and all Subsidiaries, determined in accordance with 
Section 409A of the Code and the regulations promulgated thereunder. None of Committee’s determinations under 
the Plan and under any Award Agreement need be uniform and any such determinations may be made by it 
selectively among persons who receive, or are eligible to receive, Awards under the Plan (whether or not such 
persons are similarly situated). Without limiting the foregoing, the Committee shall be entitled, among other things, 
to make non-uniform and selective determinations under Award Agreements, and to enter into non-uniform and 
selective Award Agreements, as to (i) the persons to receive Awards, (ii) the terms and provisions of Awards, 
(iii) whether a Participant’s Employment has been terminated for purposes of the Plan and (iv) any adjustments to be 
made to Awards pursuant to Section 9 or otherwise. 

(c) The Committee shall require payment of any amount it may determine to be necessary to withhold for federal, state, 
local or other taxes or to otherwise satisfy any tax obligations due as a result of the exercise, grant, vesting of, or 
payment pursuant to, an Award. Unless the Committee specifies otherwise, the Participant may elect to pay a 
portion or all of such withholding or other taxes by (i) delivery, in cash or by check, (ii) delivery in Shares or 
(iii) having Shares withheld by the Company with a market value equal to the minimum statutory withholding rate 
from any Shares that would have otherwise been received by the Participant. 

(d) Deliveries of Shares may be rounded to avoid fractional shares. In addition, the Company may pay cash in lieu of 
fractional shares. 

5) Terms and Conditions of Options 

Options granted under the Plan shall be, as determined by the Committee, non-qualified or ISOs for federal income tax 
purposes, as evidenced by the related Award agreements, and shall be subject to the foregoing and the following terms and 
conditions and to such other terms and conditions, not inconsistent therewith, as the Committee shall determine: 

(a) Option Price. The Option Price per Share shall be determined by the Committee, but shall not be less than 100% of 
the Fair Market Value of the Shares on the date an Option is granted. 

(b) Exercisability. Options granted under the Plan shall be exercisable at such time and upon such terms and conditions 
as may be determined by the Committee, but in no event shall an Option be exercisable more than ten years after the 
date it is granted. 

(c) Exercise of Options. Except as otherwise provided in the Plan or in an Award Agreement, an Option may be 
exercised for all, or from time to time any part, of the Shares for which it is then exercisable. For purposes of this 
Section 5, the exercise date of an Option shall be the date a notice of exercise is received by the Company, together 
with provision for payment of the full purchase price in accordance with this subsection (c). The Option Price for the 
Shares as to which an Option is exercised shall be paid to the Company, at the election of the Committee, pursuant 
to one or more of the following methods: (i) in cash; (ii) in Shares having a market value equal to the aggregate 
Option Price for the Shares being purchased and satisfying such other requirements as may be imposed by the 
Committee; provided, that such Shares have been held by the Participant for no less than six months (or such other 
period as established from time to time by the Committee in order to avoid adverse accounting treatment applying 
generally accepted accounting principles); (iii) partly in cash and partly in such Shares; (iv) if there is a public 
market for the Shares at such time, through the delivery of irrevocable instructions to a broker to sell Shares 
obtained upon the exercise of the Option and to deliver promptly to the Company an amount out of the proceeds of 
such Sale equal to the aggregate Option Price for the Shares being purchased or (v) by such other means as the 
Committee deems appropriate. No Participant shall have any rights to dividends or other rights of a stockholder with 
respect to Shares subject to an Option, and shall not otherwise be entitled to delivery of any Shares (or cash or other 
property in lieu thereof) underlying any such Option, until the Participant has given written notice of exercise of the 
Option, paid in full for such Shares and, if applicable, has satisfied any other conditions imposed by the Committee 
pursuant to the Plan, and such Shares have been issued hereunder. 

(d) ISOs. The Committee may grant Options under the Plan that are intended to be ISOs. Such ISOs shall comply with 
the requirements of Section 422 of the Code (or any successor section thereto). No ISO may be granted to any 
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Participant who, at the time of such grant, owns more than ten percent of the total combined voting power of all 
classes of stock of the Company or of any Subsidiary, unless (i) the Option Price for such ISO is at least 110% of the 
Fair Market Value of a Share on the date the ISO is granted and (ii) the date on which such ISO terminates is a date 
not later than the day preceding the fifth anniversary of the date on which the ISO is granted. Any Participant who 
disposes of Shares acquired upon the exercise of an ISO either (i) within two years after the date of grant of such 
ISO or (ii) within one year after the transfer of such Shares to the Participant, shall notify the Company immediately 
of such disposition and of the amount realized upon such disposition. All Options granted under the Plan are 
intended to be nonqualified stock options, unless the applicable Award Agreement expressly states that the Option is 
intended to be an ISO. If an Option is intended to be an ISO, and if for any reason such Option (or portion thereof) 
shall not qualify as an ISO, then, to the extent of such nonqualification, such Option (or portion thereof) shall be 
regarded as a nonqualified stock option granted under the Plan, provided that such Option (or portion thereof) 
otherwise complies with the Plan’s requirements relating to nonqualified stock options. In no event shall any 
member of the Committee, the Company or any of its Affiliates (or their respective employees, officers or directors) 
have any liability to any Participant (or any other Person) due to the failure of an Option to qualify for any reason as 
an ISO. 

(e) Attestation. Wherever in this Plan or any agreement evidencing an Award a Participant is permitted to pay the 
exercise price of an Option or withholding taxes relating to the exercise of an Option or delivery of Shares pursuant 
to an Award by delivering Shares, the Participant may, subject to procedures satisfactory to the Committee, satisfy 
such delivery requirement by presenting proof of beneficial ownership of such Shares, in which case the Company 
shall treat the Option as exercised without further payment and shall withhold such number of Shares from the 
Shares acquired by the exercise of the Option or pursuant to the other Award. 

(f) Section 409A Restrictions on Option Awards. Options shall only be granted to employees, independent contractors 
or Non-Employee Directors providing direct services to any corporation in a chain of corporations or other entities 
in which each corporation or other entity, starting with the Company, has a controlling interest in another 
corporation or other entity in the chain, ending with the corporation or other entity for which the service provider 
provides direct services on the date of grant of the Option. For this purpose, the term controlling interest has the 
same meaning as provided in Treas. Reg. Section 1.414(c)-2(b)(2)(i) of the Code, provided that the language “at 
least 50 percent” is used instead of “at least 80 percent” each place it appears in Treas. Reg. Section 1.414(c)-
2(b)(2)(i). In addition, where the use of such stock with respect to the grant of an option to such service provider is 
based upon legitimate business criteria, the term controlling interest has the same meaning as provided in Treas. 
Reg. Section 1.414(c)-2(b)(2)(i), provided that the language “at least 20 percent” is used instead of “at least 
80 percent” each place it appears in Treas. Reg. Section 1.414(c)-2(b)(2)(i). For purposes of determining ownership 
of an interest in an organization, the rules of Treas. Reg. Section 1.414(c)-3 and 1.414(c)-4 of the Code apply. 

6) Terms and Conditions of Stock Appreciation Rights 

(a) Grants. The Committee may grant (i) a Stock Appreciation Right independent of an Option or (ii) a Stock 
Appreciation Right in connection with an Option, or a portion thereof. A Stock Appreciation Right granted pursuant 
to clause (ii) of the preceding sentence (A) may be granted at the time the related Option is granted or at any time 
prior to the exercise or cancellation of the related Option, (B) shall cover the same number of Shares covered by an 
Option (or such lesser number of Shares as the Committee may determine) and (C) shall be subject to the same 
terms and conditions as such Option except for such additional limitations as are contemplated by this Section 6 (or 
such additional limitations as may be included in an Award agreement). 

(b) Terms. The exercise price per Share of a Stock Appreciation Right shall be an amount determined by the Committee 
but in no event shall such amount be less than the Fair Market Value of a Share on the date the Stock Appreciation 
Right is granted; provided, however, that notwithstanding the foregoing in the case of a Stock Appreciation Right 
granted in conjunction with an Option, or a portion thereof, the exercise price may not be less than the Option Price 
of the related Option. Each Stock Appreciation Right granted independent of an Option shall entitle a Participant 
upon exercise to an amount, in cash and/or Shares, equal to (i) the excess of (A) the market value on the exercise 
date of one Share over (B) the exercise price per Share, times (ii) the number of Shares covered by the Stock 
Appreciation Right. Each Stock Appreciation Right granted in conjunction with an Option, or a portion thereof, shall 
entitle a Participant to surrender to the Company the unexercised Option, or any portion thereof, and to receive from 
the Company in exchange therefor an amount equal to (i) the excess of (A) the market value on the exercise date of 
one Share over (B) the Option Price per Share, times (ii) the number of Shares covered by the Option, or portion 
thereof, which is surrendered. Payment shall be made in Shares or in cash, or partly in Shares and partly in cash (any 
such Shares valued at such market value), as shall be determined by the Committee. Stock Appreciation Rights may 
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be exercised from time to time upon actual receipt by the Company of written notice of exercise stating the number 
of Shares with respect to which the Stock Appreciation Right is being exercised. The date a notice of exercise is 
received by the Company shall be the exercise date. No fractional Shares will be issued in payment for Stock 
Appreciation Rights, but instead cash will be paid for a fraction or, if the Committee should so determine, the 
number of Shares will be rounded downward to the next whole Share. 

(c) Limitations. The Committee may impose, in its discretion, such conditions upon the exercisability or transferability 
of Stock Appreciation Rights as it may deem fit. 

(d) Section 409A Restrictions on Stock Appreciation Right Awards. Stock Appreciation Rights shall only be granted to 
employees, independent contractors or Non-Employee Directors providing direct services to any corporation in a 
chain of corporations or other entities in which each corporation or other entity, starting with the Company, has a 
controlling interest in another corporation or other entity in the chain, ending with the corporation or other entity for 
which the service provider provides direct services on the date of grant of the Stock Appreciation Right. For this 
purpose, the term controlling interest has the same meaning as provided in Treas. Reg. Section 1.414(c)-2(b)(2)(i) of 
the Code, provided that the language “at least 50 percent” is used instead of “at least 80 percent” each place it 
appears in Treas. Reg. Section 1.414(c)-2(b)(2)(i). In addition, where the use of such stock with respect to the grant 
of a Stock Appreciation Right to such service provider is based upon legitimate business criteria, the term 
controlling interest has the same meaning as provided in Treas. Reg. Section 1.414(c)-2(b)(2)(i), provided that the 
language “at least 20 percent” is used instead of “at least 80 percent” each place it appears in Treas. Reg. 
Section 1.414(c)-2(b)(2)(i). For purposes of determining ownership of an interest in an organization, the rules of 
Treas. Reg. Section 1.414(c)-3 and 1.414(c)-4 of the Code apply. 

7) Other Stock-Based Awards 

(a) The Committee, in its sole discretion, may grant or sell Awards of Shares and Awards that are valued in whole or in 
part by reference to, or otherwise based on the Fair Market Value of, Shares (all such Awards being referred to 
herein as “Other Stock-Based Awards”). Other Stock-Based Awards shall be in such form, and be subject to such 
terms and conditions, as the Committee shall determine, including without limitation, the following forms: (i) the 
right to purchase Shares, (ii) Shares subject to restrictions on transfer until the completion of a specified period of 
service, the occurrence of an event or the attainment of performance objectives, each as specified by the Committee, 
and (iii) Shares issuable upon the completion of a specified period of service, the occurrence of an event or the 
attainment of performance objectives, each as specified by the Committee. Other Stock-Based Awards may be 
granted alone or in addition to any other Awards made under the Plan. All references in the preceding sentence to 
“specified period of service,” in the case of Other Stock-Based Awards which (i) are not in lieu of cash 
compensation to employees generally, (ii) are not paid to recruit a new employee in an amount of less than 5% of 
the total awards available for grant under the Plan or (iii) are not subject to the attainment of performance objectives, 
shall provide that vesting, restrictions on transfer or some other comparable restriction which incents continued 
performance of the Participant, will be for a period of not less than three years (although vesting or lapsing may 
occur in tranches over the three years), unless there is a Change in Control or the Participant retires, becomes 
disabled or dies. Subject to the provisions of the Plan, the Committee shall have sole and absolute discretion to 
determine to whom and when such Other Stock-Based Awards will be made, the number of shares of Common 
Stock to be awarded under (or otherwise related to) such Other Stock-Based Awards and all other terms and 
conditions of such Awards. The Committee shall determine whether Other Stock-Based Awards shall be settled in 
cash, Common Stock or a combination of cash and Common Stock. 

(b) With respect to any restricted stock units granted under the Plan, the obligations of the Company or any Subsidiary 
are limited solely to the delivery of Shares (or, at the discretion of the Committee, cash in lieu thereof to the extent 
necessary to comply with applicable law, regulation or other local practice, as determined by the Committee) on the 
date when such Shares are due to be delivered under each Award Agreement. The Company or any Subsidiary may 
deliver cash to Participants for dividends paid to a holder of shares of Common Stock, for fractional shares or for 
any amounts payable in cash upon the occurrence of a Change in Control. 

(c) The Committee may establish performance objectives that must be attained in order for the Company to make 
payments pursuant to Other Stock-Based Awards. The performance objectives for Awards will be based upon one or 
more of the following criteria: (i) before-tax income and/or net income; (ii) earnings per share; (iii) book value per 
share; (iv) stock price; (v) return on equity; (vi) expense management; (vii) return on investment; 
(viii) improvements in capitalization; (ix) profitability of an identifiable business unit or product; (x) profit margins; 
(xi) budget comparisons; (xii) total return to Stockholders; (xiii) net revenue; and (xiv) economic value added. The 
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foregoing criteria may relate to the Company, one or more of its Subsidiaries or one or more of its divisions or units, 
or any combination of the foregoing, and may be applied on an absolute basis and/or be relative to one or more peer 
group companies or indices, or any combination thereof, as the Committee shall determine. In addition, to the degree 
consistent with Section 162(m) of the Code (or any successor section thereto), the performance goals may be 
calculated without regard to extraordinary items. The Committee shall determine whether, with respect to a 
performance period, the applicable performance goals have been met with respect to a given Participant and, if they 
have, shall so certify and ascertain the amount of the applicable Performance-Based Award. No Performance-Based 
Awards will be paid for such performance period until such certification is made by the Committee. The amount of 
the Performance-Based Award actually paid to a given Participant may be less than the amount determined by the 
applicable performance goal formula, at the discretion of the Committee. The amount of the Performance-Based 
Award determined by the Committee for a performance period shall be paid to the Participant at such time as 
determined by the Committee in its sole discretion after the end of such performance period; provided, however, that 
a Participant may, if and to the extent permitted by the Committee and consistent with the provisions of 
Sections 162(m) and 409A of the Code, elect to defer payment of a Performance-Based Award. The maximum 
amount of Other Stock-Based Awards that may be granted during a fiscal year of the Company to any Participant 
shall be (x) with respect to Other Stock-Based Awards that are denominated or payable in Shares, four million 
Shares, and (y) with respect to Other Stock-Based Awards that are not denominated or payable in Shares, 
$50 million. 

(d) The Committee may grant Participants Dividend Equivalent Rights with respect to any Common Stock subject to 
any Award. The Committee shall specify at the time of grant of any Dividend Equivalent Right whether dividends 
shall be paid at the time dividends in respect of Common Stock are paid to other shareholders or accumulated and 
paid out at the time payment is called for under the Awards to which the Dividend Equivalent Right relates. Other 
Stock-Based Awards may, at the discretion of the Committee, provide the Participant with dividends or dividend 
equivalents and voting rights prior to either vesting or earnout. 

8) Unfunded Status of Plan; No Rights as a Shareholder 

The Plan is intended to constitute an “unfunded” plan for long-term incentive compensation. With respect to any payments 
not yet made to a Participant, including any Participant-optionee, by the Company, nothing herein contained shall give any 
Participant any rights that are greater than those of a general creditor of the Company. In its sole discretion, the Committee 
may authorize the creation of trusts or other arrangements to meet the obligations created under the Plan to deliver Shares or 
payments in lieu thereof or with respect to Options, Stock Appreciation Rights and Other Stock-Based Awards under the 
Plan; provided, however, that the existence of such trusts or other arrangements is consistent with the unfunded status of the 
Plan. Except as otherwise provided in a Participant’s Award Agreement, no Participant (or other person having rights 
pursuant to an Award) shall have any of the rights of a shareholder of the Company with respect to Shares subject to an 
Award until the delivery of such Shares. Except as otherwise provided in Section 9, no adjustments shall be made for 
dividends or distributions on (whether ordinary or extraordinary, and whether in cash, Shares, other securities or other 
property), or other events relating to, Shares subject to an Award for which the record date is prior to the date such Shares are 
delivered. 

9) Adjustments Upon Certain Events 

Notwithstanding any other provisions in the Plan to the contrary, the following provisions shall apply to all Awards granted 
under the Plan: 

(a) Generally. In the event of any change in the outstanding Shares after the Effective Date by reason of any Share 
dividend or split, reorganization, recapitalization, merger, consolidation, spin-off, combination or transaction or 
exchange of Shares or other corporate exchange, or any distribution to shareholders of Shares other than regular 
cash dividends, or any transaction similar to the foregoing, the Committee in its sole discretion and without liability 
to any person may make such substitution or adjustment, if any, as it deems to be equitable, as to (i) the number or 
kind of Shares or other securities issued or reserved for issuance pursuant to the Plan or pursuant to outstanding 
Awards, (ii) the maximum number of Shares for which Awards may be granted during a fiscal year of the Company 
to any Participant, (iii) the Option Price or exercise price of any Stock Appreciation Right and/or (iv) any other 
affected terms of such Awards. 

(b) Change in Control. If a Change in Control occurs after the Effective Date, at any time before such Change in 
Control the Committee may, but shall not be obligated to, (i) accelerate, vest or cause the restrictions to lapse with 
respect to, all or any portion of an Award, (ii) cancel Awards for fair value (as determined in the sole discretion of 
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the Committee) which, in the case of Options and Stock Appreciation Rights, may equal the excess, if any, of value 
of the consideration to be paid in the Change in Control transaction to holders of the same number of Shares subject 
to such Options or Stock Appreciation Rights (or, if no consideration is paid in any such transaction, the Fair Market 
Value of the Shares subject to such Options or Stock Appreciation Rights) over the aggregate exercise price of such 
Options or Stock Appreciation Rights, (iii) provide for the issuance of substitute Awards that will substantially 
preserve the otherwise applicable terms of any affected Awards previously granted hereunder as determined by the 
Committee in its sole discretion or (iv) provide that for a period of at least 30 days prior to the Change in Control, 
such Options shall be exercisable as to all shares subject thereto and that upon the occurrence of the Change in 
Control, such Options shall terminate and be of no further force and effect, provided in any such case the Committee 
shall not have such power and authority to accelerate the times at which Shares with respect to any Award are 
delivered if any Award is subject to Section 409A of the Code in a manner that would result in the imposition upon 
any Participant of an additional tax under Section 409A of the Code. 

10) No Right to Employment or Awards 

The granting of an Award under the Plan shall impose no obligation on the Company or any Affiliate to continue the 
Employment of a Participant and shall not lessen or affect the Company’s or Subsidiary’s right to terminate the Employment 
of such Participant. No Participant or other Person shall have any claim to be granted any Award, and there is no obligation 
for uniformity of treatment of Participants, or holders or beneficiaries of Awards. The terms and conditions of Awards and 
the Committee’s determinations and interpretations with respect thereto need not be the same with respect to each Participant 
(whether or not such Participants are similarly situated). 

11) Successors and Assigns 

The Plan and any Award Agreement shall be binding on all successors and assigns of the Company and a Participant, 
including without limitation, the estate of such Participant and the executor, administrator or trustee of such estate, or any 
receiver or trustee in bankruptcy or representative of the Participant’s creditors. 

12) Transferability of Awards 

Unless otherwise determined by the Committee or as otherwise set forth in any Award Agreement, an Award shall not be 
sold, transferred, assigned, pledged, hypothecated or otherwise disposed of by the Participant otherwise than by will or by the 
laws of descent and distribution. An Award exercisable after the death of a Participant may be exercised by the legatees, 
personal representatives or distributees of the Participant. Any sale, transfer, assignment, pledge, hypothecation or other 
disposition in violation of the provisions of this Section 12 shall be void. 

13) Amendments or Termination 

The Board may amend or terminate the Plan, but no amendment or termination shall be made, (a) without the approval of the 
shareholders of the Company, if such action would (i) (except as is provided in Section 9), increase the total number of 
Shares reserved for the purposes of the Plan or increase the maximum number of Shares that may be issued hereunder, or the 
maximum number of Shares for which Awards may be granted to any Participant, (ii) change the class of persons eligible to 
be Participants; or (iii) extend the date after which Awards cannot be granted under the Plan; or (b) without the consent of a 
Participant, if such action would diminish any of the rights of the Participant under any Award theretofore granted to such 
Participant under the Plan; provided, however, that the Committee may amend the Plan and/or any outstanding Awards in 
such manner as it deems necessary to permit the Plan and/or any outstanding Awards to satisfy applicable requirements of the 
Code or other applicable laws. 

14) Treatment of Awards 

Absent express provisions to the contrary, an Award under this Plan shall not be deemed compensation for purposes of 
computing benefits or contributions under any retirement plan of the Company or its Affiliates and shall not affect any 
benefits under any other benefit plan of any kind now or subsequently in effect under which the availability or amount of 
benefits is related to level of compensation. This Plan is not a “Pension Plan” or “Welfare Plan” under the Employee 
Retirement Income Security Act of 1974, as amended. 
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15) Choice of Law 

The Plan shall be governed by and construed in accordance with the laws of the State of Delaware without regard to conflicts 
of laws. 

16) Effectiveness of the Plan 

The Plan shall be effective as of the Effective Date and shall terminate immediately prior to the tenth anniversary of the 
Effective Date, subject to earlier termination by the Board pursuant to Section 13. 
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APPENDIX C 

LEHMAN BROTHERS HOLDINGS INC. EXECUTIVE INCENTIVE COMPENSATION PLAN (F/K/A SHORT-
TERM EXECUTIVE COMPENSATION PLAN) (AS PROPOSED) 

1. PURPOSE 

The purpose of the Executive Incentive Compensation Plan (the “Plan”) is to advance the interests of Lehman Brothers 
Holdings Inc., a Delaware corporation (the “Company”), and its stockholders by providing incentives in the form of periodic 
bonus awards to certain employees of the Company and any of its subsidiaries or other related business units or entities 
(“Affiliates”) including those who contribute significantly to the strategic and long-term performance objectives and growth 
of the Company and its Affiliates. 

2. ADMINISTRATION 

The Plan shall be administered by the Compensation and Benefits Committee of the Board of Directors (the “Committee”), 
as such committee is from time to time constituted. The Committee may delegate its duties and powers in whole or in part (i) 
to any subcommittee thereof consisting solely of at least two “outside directors,” as defined under Section 162(m) of the 
Internal Revenue Code of 1986, as amended (the “Code”), or (ii) to the extent consistent with Section 162(m) of the Code, to 
any other individual or individuals. 

The Committee has all the powers vested in it by the terms of the Plan set forth herein, such powers to include the exclusive 
authority to select the employees to be granted bonus awards (“Bonuses”) under the Plan, to determine the size and terms of 
the Bonus to be made to each individual selected (subject to the limitation imposed on “Performance Bonuses,” as defined 
below), to modify the terms of any Bonus that has been granted (except with respect to any modification which would 
increase the amount of compensation payable to a “Covered Employee,” as such term is defined in Section 162(m) of the 
Code), to determine the time when Bonuses will be awarded, to establish performance objectives in respect to Bonuses and to 
certify that such performance objectives were attained. The Committee is authorized to interpret the Plan, to establish, amend 
and rescind any rules and regulations relating to the Plan, and to make any other determinations that it deems necessary or 
desirable for the administration of the Plan. The Committee may correct any defect or supply any omission or reconcile any 
inconsistency in the Plan in the manner and to the extent the Committee deems necessary or desirable to carry it into effect. 
Any decision of the Committee in the interpretation and administration of the Plan, as described herein, shall lie within its 
sole and absolute discretion and shall be final, conclusive and binding on all parties concerned. No member of the Committee 
and no officer of the Company shall be liable for anything done or omitted to be done by him or her, by any other member of 
the Committee or by any officer of the Company in connection with the performance of duties under the Plan, except for his 
or her own willful misconduct or as expressly provided by statute. 

3. PARTICIPATION 

The Committee shall have exclusive power (except as may be delegated as permitted herein) to select the employees of the 
Company and its Affiliates who may participate in the Plan and be granted Bonuses under the Plan (“Participants”); 
provided, however, that Performance Bonuses (as defined below) may only be granted to members of the Company’s 
Executive Committee (or any successor entity of such committee in accordance with subsection (c) below) and other 
Managing Directors of the Company. 

4. BONUSES UNDER THE PLAN 

(a) In General. The Committee shall determine the amount of a Bonus to be granted to each Participant in accordance 
with subsections (b) and (c) below. 

(b) Standard Bonuses. The Committee may in its discretion grant to a Participant a cash Bonus (a “Standard Bonus”) in 
the amount, and payable at the time, determined by the Committee or its delegate in its discretion. The amount of a 
Participant’s Standard Bonus may be based upon any criteria the Committee wishes to consider, including but not 
limited to the objective or subjective performance of the Participant, the Company or any subsidiary or division 
thereof. 

(c) Performance Bonuses. 
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(i) The Committee may in its discretion award a Bonus to a Participant who it reasonably believes may be or may 
become a Covered Employee (a “Performance Bonus”) for the taxable year of the Company in which such 
Bonus would be deductible, under the terms and conditions of this subsection (c). Subject to clause (iv) of this 
Section 4(c), the amount of a Participant’s Performance Bonus shall be an amount determinable from written 
performance goals approved by the Committee while the outcome is substantially uncertain and no more than 
90 days after the commencement of the period to which the performance goal relates or, if less, the number of 
days which is equal to 25 percent of the relevant performance period. The maximum amount of any 
Performance Bonus that may be granted in any given fiscal year shall be 2.0% of the consolidated income of the 
Company and its subsidiaries before taxes (as stated in the Company’s audited financial statements) for the 
fiscal year in respect of which the Performance Bonus is to be paid. 

(ii) The amount of any Performance Bonus will be based on objective performance goals established by the 
Committee using one or more performance factors. The performance criteria for Performance Bonuses made 
under the Plan will be based upon one or more of the following criteria: (A) before or after tax net income; 
(B) earnings per share; (C) book value per share; (D) stock price; (E) return on Stockholders’ equity (or tangible 
equity); (F) expense management; (G) return on investment; (H) improvements in capital structure; 
(I) profitability of an identifiable business unit or product; (J) before or after tax profit margins; (K) budget 
comparisons; (L) total return to Stockholders; (M) economic value added; (N) revenues, sales or net revenues; 
(O) operating income; (P) costs; (Q) cash flow; (R) working capital or (S) return on assets. The foregoing 
criteria may relate to the Company, one or more of its subsidiaries or one or more of its divisions or units, or 
any combination of the foregoing, and may be applied on an absolute basis and/or be relative to one or more 
peer group companies or indices, or any combination thereof, as the Committee shall determine. In addition, to 
the degree consistent with Section 162(m) of the Code, the performance goals may be calculated without regard 
to extraordinary items. 

(iii) The Committee shall determine whether the performance goals have been met with respect to any affected 
Participant and, if they have, so certify and ascertain the amount of the applicable Performance Bonus. No 
Performance Bonuses will be paid until such certification is made by the Committee. Payment of Performance 
Bonuses shall be made in cash and/or in the form of equity-based awards under one of the Company’s equity 
incentive plans, as determined by the Committee in its discretion. 

(iv) The provisions of this Section 4(c) shall be administered and interpreted in accordance with Section 162(m) of 
the Code to ensure the deductibility by the Company or its affiliates of the payment of Performance Bonuses. 

5. DESIGNATION OF BENEFICIARY BY PARTICIPANT 

The Committee or its delegate shall create a procedure whereby a Participant may file, on a form to be provided by the 
Committee, a written election designating one or more beneficiaries with respect to the amount, if any, payable in the event 
of the Participant’s death. The Participant may amend such beneficiary designation in writing at any time prior to the 
Participant’s death, without the consent of any previously designated beneficiary. Such designation or amended designation, 
as the case may be, shall not be effective unless and until received by the duly authorized representatives of the Committee or 
its delegate prior to the Participant’s death. In the absence of any such designation, the amount payable, if any, shall be 
delivered to the legal representative of such Participant’s estate. 

6. MISCELLANEOUS PROVISIONS 

(a) No employee or other person shall have any claim or right to be paid a Bonus under the Plan. Determinations 
made by the Committee under the Plan need not be uniform and may be made selectively among eligible 
individuals under the Plan, whether or not such eligible individuals are similarly situated. Neither the Plan nor 
any action taken hereunder shall be construed as giving any employee or other person any right to continue to 
be employed by or perform services for the Company or any Affiliate, and the right to terminate the 
employment of or performance of services by any Participant at any time and for any reason is specifically 
reserved to the Company and its Affiliates. 

(b) Except as may be approved by the Committee, a Participant’s rights and interest under the Plan may not be 
assigned or transferred, hypothecated or encumbered in whole or in part either directly or by operation by law 
or otherwise (except in the event of a Participant’s death) including, but not by way of limitation, execution, 
levy, garnishment, attachment, pledge, bankruptcy or in any other manner; provided, however, that, subject to 
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applicable law, any amounts payable to any Participant hereunder are subject to reduction to satisfy any 
liabilities owed to the Company or any of its Affiliates by the Participant. 

(c) The Committee shall have the authority to determine in its sole discretion the applicable performance period 
relating to any Bonus; provided, however, that any such determination with respect to a Performance Bonus 
shall be subject to any applicable restrictions imposed by Section 162(m) of the Code. 

(d) The Company and its Affiliates shall have the right to deduct from any payment made under the Plan any 
federal, state, local or foreign income or other taxes required by law to be withheld with respect to such 
payment. 

(e) The Company is the sponsor and legal obligor under the Plan, and shall make all payments hereunder, other 
than any payments to be made by any of the Affiliates, which shall be made by such Affiliate, as appropriate. 
Nothing herein is intended to restrict the Company from charging an Affiliate that employs a Participant for all 
or a portion of the payments made by the Company hereunder. The Company shall not be required to establish 
any special or separate fund or to make any other segregation of assets to assure the payment of any amounts 
under the Plan, and rights to the payment hereunder shall be no greater than the rights of the Company’s 
unsecured, subordinated creditors, and shall be subordinated to the claims of the customers and clients of the 
Company. All expenses involved in administering the Plan shall be borne by the Company. 

(f) The validity, construction, interpretation, administration and effect of the Plan and rights relating to the Plan 
and to Bonuses granted under the Plan, shall be governed by the substantive laws, but not the choice of law 
rules, of the State of Delaware. 

(g) Any controversy or dispute arising in connection with the Plan shall be resolved by arbitration pursuant to the 
Constitution and rules of the New York Stock Exchange, Inc. or the National Association of Securities 
Dealers, Inc. 

(h) The Plan shall be effective as of April 15, 2008, subject to the affirmative vote of the holders of a majority of all 
shares of Common Stock of the Company present in person or by proxy at the Annual Meeting of the Company 
to be held on April 15, 2008. 

7. PLAN AMENDMENT OR SUSPENSION 

The Plan may be amended or suspended in whole or in part at any time and from time to time by the Committee. 

8. PLAN TERMINATION 

This Plan shall terminate upon the adoption of a resolution of the Committee terminating the Plan. 

9. ACTIONS AND DECISION REGARDING THE BUSINESS OR OPERATIONS OF THE COMPANY AND/OR 
ITS AFFILIATES 

Notwithstanding anything in the Plan to the contrary, neither the Company nor any of its Affiliates nor their respective 
officers, directors, employees or agents shall have any liability to any Participant (or his or her beneficiaries or heirs) under 
the Plan or otherwise on account of any action taken, or not taken, in good faith by any of the foregoing persons with respect 
to the business or operations of the Company or any Affiliates. 

10. SUBORDINATED CAPITAL STATUS 

Notwithstanding any other provision of this Plan, any amounts due to Participants hereunder may be treated, in the 
Committee’s sole discretion, to the extent that the Company accrues a liability in respect thereof, as subordinated capital of 
the Company in calculating the Company’s net capital for regulatory purposes, and the terms of the Plan applicable to such 
amounts shall include (and, may be amended to add) such provisions as the Committee determines are necessary or 
appropriate in order to secure such treatment, including without limitation, provisions for the suspension of any payment 
obligation under the Plan under certain prescribed circumstances.
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ANNEX F 
 

A copy of the Amended and Restated By-Laws of LBHI, effective as of 8 November 2007 (the "By-
Laws").  

The By-Laws are reproduced on the following pages and for the purpose of this Registration Document 
separately paginated (19 pages in total, from page F-2 through page F-21). 

 

 
 



 

 

Amended and Restated By-Laws 
Effective:  November 8, 2007 

 
LEHMAN BROTHERS HOLDINGS INC. 

 
Incorporated Under the Laws of the 

State of Delaware 
 

BY-LAWS 
 

ARTICLE I 
OFFICES 

 
 Lehman Brothers Holdings Inc. (the “Corporation”) shall maintain a registered 
office in the State of Delaware.  The Corporation may also have other offices at such 
places, either within or without the State of Delaware, as the Board of Directors may 
from time to time designate or the business of the Corporation may require. 
 

ARTICLE II 
STOCKHOLDERS 

 
 Section 1.  Place of Meetings.  Meetings of the stockholders for the election of 
directors or for any other purpose shall be held on such date, at such time and at such 
place, either within or without the State of Delaware, as shall be designated from time to 
time by the Board of Directors and stated in the notice of the meeting or in a duly 
executed waiver of notice thereof.  Only if so determined by the Board of Directors, in its 
sole discretion, a meeting of stockholders may be held not at any place, but may instead 
be held solely by means of remote communication, as provided in the General 
Corporation Law of the State of Delaware. 
 
 Section 2.  Annual Meeting. The Annual Meeting of Stockholders shall be held 
on such date and at such time as shall be designated from time to time by the Board of 
Directors and stated in the notice of the meeting, at which meeting the stockholders shall 
elect a Board of Directors and transact only such other business as is properly brought 
before the meeting in accordance with these By-Laws.  Notice of the Annual Meeting 
stating the place, date and hour of the meeting shall be given as permitted by law to each 
stockholder entitled to vote at such meeting not less than ten (10) nor more than sixty 
(60) days before the date of the meeting. 
  
 Section 3.  Special Meetings. Unless otherwise prescribed by law or the Restated 
Certificate of Incorporation (such Certificate, as amended from time to time, including 
resolutions adopted from time to time by the Board of Directors establishing the 
designation, rights, preferences and other terms of any class or series of capital stock, the 
“Certificate of Incorporation”), special meetings of the stockholders may be called only 
by the Chairman of the Board, the Chief Executive Officer, the President in the absence 
or disability of the Chairman of the Board and the Chief Executive Officer, or the 
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Secretary at the request of the Board of Directors.  Notice of a Special Meeting stating 
the place, date and hour of the meeting and the purposes for which the meeting is called 
shall be given not less than ten (10) nor more than sixty (60) days before the date of the 
meeting to each stockholder entitled to vote at such meeting.  Only such business as is 
specified in the notice of special meeting shall come before such meeting. 
 
 Section 4.  Quorum.  Except as otherwise provided by law or by the Certificate of 
Incorporation, the holders of shares of capital stock issued and outstanding entitled to 
vote thereat  representing at least a majority of the votes entitled to be cast thereat, 
present in person or represented by proxy, shall constitute a quorum at all meetings of the 
stockholders for the transaction of business.  Whether or not a quorum is present, the 
chairman of the meeting, or the stockholders entitled to vote thereat, present or 
represented by proxy, holding shares representing at least a majority of the votes so 
present or represented and entitled to be cast thereon, shall have the power to adjourn the 
meeting from time to time, without notice other than announcement at the meeting.  At 
such adjourned meeting at which a quorum shall be present or represented, any business 
may be transacted which might have been transacted at the meeting as originally noticed.  
If the adjournment is for more than thirty (30) days, or if after the adjournment a new 
record date is fixed for the adjourned meeting, a notice of the adjourned meeting shall be 
given to each stockholder entitled to vote at the meeting.  When a quorum is once 
present, it is not broken by the subsequent withdrawal of any stockholder. 
 
 Section 5.  Appointment of Inspectors of Election.  The Board of Directors shall, 
in advance of sending to the stockholders any notice of a meeting of the holders of any 
class of shares, appoint one or more inspectors of election (“inspectors”) to act at such 
meeting or any adjournment or postponement thereof and make a written report thereof.   
The Board of Directors may designate one or more persons as alternate inspectors to 
replace any inspector who fails to act.  If no inspector or alternate is so appointed or if no 
inspector or alternate is able to act, the Chairman of the Board shall appoint one or more 
inspectors to act at such meeting.  Each inspector, before entering upon the discharge of 
such inspector's duties, shall take and sign an oath faithfully to execute the duties of 
inspector with strict impartiality and according to the best of such inspector's ability.  The 
inspectors shall not be directors, officers or employees of the Corporation. 
 
 Section 6.  Voting. Except as otherwise provided by law or by the Certificate of 
Incorporation, each stockholder of record of any class or series of stock other than the 
Common Stock, par value $0.10 per share, of the Corporation (“Common Stock”) shall 
be entitled on each matter submitted to a vote at each meeting of stockholders to such 
number of votes for each share of such stock as may be fixed in the Certificate of 
Incorporation, and each stockholder of record of Common Stock shall be entitled at each 
meeting of stockholders to one vote for each share of such stock, in each case, registered 
in such stockholder's name on the books of the Corporation on the date fixed pursuant to 
Section 5 of Article VI of these By-Laws as the record date for the determination of 
stockholders entitled to notice of and to vote at such meeting, or if no such record date 
shall have been so fixed, then at the close of business on the day next preceding the day 
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on which notice of such meeting is given, or if notice is waived, at the close of business 
on the day next preceding the day on which the meeting is held. 
 
 Each stockholder entitled to vote at any meeting may vote either in person or by 
proxy duly appointed.   
 
 At all meetings of stockholders all matters, except as otherwise provided by law, 
the Certificate of Incorporation, or these By-Laws, shall be determined by the affirmative 
vote of the stockholders present in person or represented by proxy holding shares 
representing at least a majority of the votes so present or represented and entitled to be 
cast thereon, and where a separate vote by class is required, a majority of the votes 
represented by the shares of the stockholders of such class present in person or 
represented by proxy and entitled to be cast thereon shall be the act of such class.  
  
 The vote on any matter, including the election of directors, shall be by written 
ballot, or, if authorized by the Board of Directors, in its sole discretion, by electronic 
ballot given in accordance with a procedure set out in the notice of such meeting.  Each 
ballot shall state the number of shares voted. 
 
 Proxy cards shall be returned in envelopes addressed to the inspectors, who shall 
receive, inspect and tabulate the proxies.  Comments on proxies, consents or ballots shall 
be transcribed and provided to the Secretary with the name and address of the 
stockholder.  Nothing in this Article II shall prohibit the inspector from making available 
to the Corporation, prior to, during or after any annual or special meeting, information as 
to which stockholders have not voted and periodic status reports on the aggregate vote. 
 
 Section 7.  List of Stockholders Entitled to Vote.  The officer of the Corporation 
who has charge of the stock ledger of the Corporation shall prepare and make, at least ten 
(10) days before every meeting of stockholders, a complete list of the stockholders 
entitled to vote at the meeting, arranged in alphabetical order and showing the address of 
each stockholder and the number of shares registered in the name of each stockholder.  
Nothing contained in this Section shall require the Corporation to include electronic mail 
addresses or other electronic contact information on such list. Such list shall be open to 
the examination of any stockholder, for any purpose germane to the meeting, during 
ordinary business hours, for a period of at least ten (10) days prior to the meeting, either 
(i) on a reasonably accessible electronic network, provided that the information required 
to gain access to such list is provided with the notice of the meeting, or (ii) during 
ordinary business hours, at the principal place of business of the Corporation.  In the 
event that the Corporation determines to make the list available on an electronic network, 
the Corporation may take reasonable steps to ensure that such information is available 
only to stockholders of the Corporation. If the meeting is to be held at a place, the list 
shall also be produced and kept at the time and place of the meeting during the whole 
time thereof and may be inspected by any stockholder of the Corporation who is present.  
If the meeting is to be held solely by means of remote communication, then the list shall 
also be open to the examination of any stockholder during the whole time of the meeting 
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on a reasonably accessible electronic network, and the information required to access 
such list shall be provided with the notice of the meeting. 
 
 Section 8.  Stock Ledger.  The stock ledger of the Corporation shall be the only 
evidence as to who are the stockholders entitled to examine the stock ledger, the list 
required by Section 7 of this Article II or the books of the Corporation, or to vote in 
person or by proxy at any meeting of stockholders. 
 
 Section 9.  Advance Notice of Stockholder-Proposed Business at Annual 
Meeting.  To be properly brought before the Annual Meeting, business must be either (a) 
specified in the notice of meeting (or any supplement thereto) given by or at the direction 
of the Board of Directors, (b) otherwise properly brought before the meeting by or at the 
direction of the Board of Directors or (c) otherwise properly brought before the meeting 
by a stockholder of record.  For business to be properly brought before an Annual 
Meeting by a stockholder, the stockholder must have given timely notice thereof in 
writing to the Secretary of the Corporation and must have been a stockholder of record at 
such time.  To be timely, a stockholder's notice must be delivered to or mailed and 
received at the principal executive offices of the Corporation not less than ninety (90) nor 
more than one hundred twenty (120) days prior to the one year anniversary of the date of 
the Annual Meeting of the previous year; provided, however, that in the event that the 
Annual Meeting is called for a date that is not within thirty (30) days before or after such 
anniversary date, notice by the stockholder in order to be timely must be so received not 
earlier than one hundred twenty (120) days prior to such Annual Meeting and not later 
than the close of business on the tenth (10th) day following the day on which notice of 
the date of the Annual Meeting was mailed or public disclosure of the date of the annual 
meeting was made, whichever first occurs.  A stockholder's notice to the Secretary shall 
set forth as to each matter the stockholder proposes to bring before the Annual Meeting 
(i) a brief description of the business desired to be brought before the Annual Meeting 
and the reasons for conducting such business at the Annual Meeting, (ii) the name and 
address, as they appear on the Corporation's books, of the stockholder proposing such 
business, (iii) the class and number of shares of the Corporation that are beneficially 
owned by the stockholder, (iv) any material interest of the stockholder in such business 
and (v) any other information relating to the person or the proposal that is required to be 
disclosed pursuant to Regulation 14A under the Securities Exchange Act of 1934, as 
amended (or any successor provision or law) or applicable law. 
 
 Notwithstanding anything in these By-Laws to the contrary, no business shall be 
conducted at an Annual Meeting except in accordance with the procedures set forth in 
this Section 9; provided, however, that nothing in this Section 9 shall be deemed to 
preclude discussion by any stockholder of any business properly brought before the 
Annual Meeting.  The Chairman of an Annual Meeting shall, if the facts warrant, 
determine and declare to the meeting that business was not properly brought before the 
meeting in accordance with the provisions of this Section 9 and if he should so 
determine, he shall so declare to the meeting and any such business not properly brought 
before the meeting shall not be transacted. 
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 Section 10.  Nomination of Directors; Advance Notice of Stockholder 
Nominations.  Only persons who are nominated in accordance with the procedures set 
forth in this Section 10 shall be eligible for election as directors at a meeting of 
stockholders.  Nominations of persons for election to the Board of Directors of the 
Corporation at the Annual Meeting or at any special meeting of stockholders called in the 
manner set forth in Article II, Section 3 hereof for the purpose of electing directors may 
be made at a meeting of stockholders by or at the direction of the Board of Directors, by 
any nominating committee or person appointed for such purpose by the Board of 
Directors, or by any stockholder of record of the Corporation entitled to vote for the 
election of directors at the meeting who complies with the notice procedures set forth in 
this Section 10.  Such nominations, other than those made by, or at the direction of, or 
under the authority of the Board of Directors, shall be made pursuant to timely notice in 
writing to the Secretary of the Corporation by a stockholder of record at such time.  To be 
timely, a stockholder's notice shall be delivered to or mailed and received at the principal 
executive offices of the Corporation (a) in the case of an Annual Meeting, not less than 
ninety (90) nor more than one hundred twenty (120) days prior to the one year 
anniversary of the date of the Annual Meeting of the previous year; provided, however, 
that in the event that the Annual Meeting is called for a date that is not within thirty (30) 
days before or after such anniversary date, notice by the stockholder in order to be timely 
must be so received not earlier than one hundred twenty (120) days prior to such Annual 
Meeting and not later than the close of business on the tenth (10th) day following the day 
on which notice of the date of the annual meeting was mailed or public disclosure of the 
date of the Annual Meeting was made, whichever first occurs; and (b) in the case of a 
special meeting of stockholders called in the manner set forth in Article II, Section 3 
hereof for the purpose of electing directors, not earlier than one hundred twenty (120) 
days prior to such special meeting and not later than the close of business on the tenth 
(10th) day following the day on which notice of the date of the special meeting was 
mailed or public disclosure of the date of the special meeting was made, whichever first 
occurs.  Such stockholder's notice to the Secretary shall set forth (a) as to each person 
whom the stockholder proposes to nominate for election or re-election as a director, (i) 
the name, age, business address and residence address of the person, (ii) the principal 
occupation or employment of the person, (iii) the class and number of shares of capital 
stock of the Corporation, if any, which are beneficially owned by the person and (iv) any 
other information relating to the person that is required to be disclosed in solicitations for 
proxies for election of directors pursuant to Regulation 14A under the Securities 
Exchange Act of 1934, as amended (or any successor provision or law) or applicable law; 
and (b) as to the stockholder giving the notice (i) the name and record address of the 
stockholder and (ii) the class and number of shares of capital stock of the Corporation 
which are beneficially owned by the stockholder. 
 
 The Chairman of the meeting shall, if the facts warrant, determine and declare to 
the meeting that a nomination was not made in accordance with the foregoing procedures 
and, if he should so determine, he shall so declare to the meeting and the defective 
nomination shall be disregarded. 
 

ARTICLE III 
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DIRECTORS 
 
 Section 1.  Number; Resignation; Removal. Except as otherwise required by the 
Certificate of Incorporation, the number of directors which shall constitute the whole 
Board of Directors shall be fixed from time to time by resolution of the Board of 
Directors, but shall not be less than six (6) nor more than twenty-four (24).  Except as 
provided in Section 2 of this Article III and in the Certificate of Incorporation, a nominee 
for director shall be elected to the Board of Directors by the vote of the majority of the 
votes cast with respect to that director’s election at any meeting for the election of 
directors at which a quorum is present; provided, however, that if the number of 
nominees exceeds the number of directors to be elected, the directors shall be elected by 
the vote of a plurality of the votes cast at any such meeting and entitled to vote on the 
election of directors.  For purposes of this Section 1 a majority of the votes cast means 
that the number of votes cast “for” a director must exceed the number of votes cast 
“against” that director (with “abstentions” and “broker non-votes” not counted as a vote 
cast with respect to that director).  A director may resign at any time upon notice to the 
Corporation.  A director may be removed, with or without cause, by the affirmative vote 
of holders of shares of capital stock issued and outstanding entitled to vote at an election 
of directors representing at least a majority of the votes entitled to be cast thereon.  
 
 Section 2.  Vacancies. Vacancies and newly created directorships resulting from 
any increase in the authorized number of directors may be filled by a majority of the 
remaining directors then in office, though less than a quorum, or by a sole remaining 
director, and the directors so elected shall hold office until the next Annual Meeting of 
Stockholders and until their successors are duly elected and qualified, or until their 
earlier resignation or removal.  If there are no directors in office, then an election of 
directors may be held in the manner provided by the General Corporation Law of the 
State of Delaware.  No decrease in the number of directors constituting the Board of 
Directors shall shorten the term of any incumbent director. 
 
 Section 3.  Duties and Powers. The business of the Corporation shall be managed 
by or under the direction of the Board of Directors which may exercise all such powers of 
the Corporation and do all such lawful acts and things as are not by statute or by the 
Certificate of Incorporation or by these By-Laws directed or required to be exercised or 
done solely by the stockholders. 
 
 Section 4.  Meetings.  The Board of Directors of the Corporation may hold 
meetings, both regular and special, either within or without the State of Delaware.  
Regular meetings of the Board of Directors may be held without notice at such time and 
at such place as may from time to time be determined by the Board of Directors.  Special 
meetings of the Board of Directors may be called by the Chairman of the Board, the 
Chief Executive Officer, the President or any director.  Notice thereof stating the place, 
date and hour of the meeting shall be given to each director either (i) by mail or courier 
not less than forty-eight (48) hours before the date of the meeting or (ii) by telephone, 
telegram or facsimile or electronic transmission, not less than twenty-four (24) hours 
before the time of the meeting or on such shorter notice as the person or persons calling 
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such meeting may deem necessary or appropriate in the circumstances (provided that 
notice of any meeting need not be given to any director who shall either submit, before or 
after such meeting, a waiver of notice or attend the meeting without protesting, at the 
beginning thereof, the lack of notice). 
 
 Section 5.  Quorum.  Except as may be otherwise provided by law, the Certificate 
of Incorporation or these By-Laws, a majority of the entire Board of Directors shall be 
necessary to constitute a quorum for the transaction of business, and the vote of a 
majority of the directors present at a meeting at which a quorum is present shall be the 
act of the Board of Directors.  Whether or not a quorum is present at a meeting of the 
Board of Directors, a majority of the directors present may adjourn the meeting to such 
time and place as they may determine without notice other than an announcement at the 
meeting. 
 
 Section 6.  Action Without A Meeting. Unless otherwise provided by the 
Certificate of Incorporation or these By-Laws, any action required or permitted to be 
taken by the Board of Directors or any committee thereof may be taken without a 
meeting if all members of the Board of Directors or the committee consent in writing or 
by electronic transmission to the adoption of a resolution authorizing the action.  The 
resolution and the consents thereto in writing or by electronic transmission by the 
members of the Board of Directors or committee shall be filed with the minutes of the 
proceedings of the Board of Directors or such committee. 
 
 Section 7.  Participation By Telephone. Unless otherwise provided by the 
Certificate of Incorporation or these By-Laws, any one or more members of the Board of 
Directors or any committee thereof may participate in a meeting of the Board of 
Directors or such committee by means of a conference telephone or other 
communications equipment allowing all persons participating in the meeting to hear each 
other. Participation by such means shall constitute presence in person at the meeting. 
 
 Section 8.  Compensation. The directors may be paid their expenses, if any, for 
attendance at each meeting of the Board of Directors or any committee thereof and may 
be paid compensation as a director, committee member or chairman of any committee 
and for attendance at each meeting of the Board of Directors or committee thereof.  No 
such payment shall preclude any director from serving the Corporation in any other 
capacity and receiving compensation therefore or entering into transactions otherwise 
permitted by the Certificate of Incorporation, these By-Laws or applicable law. 
 
 Section 9.  Resignation.  Any director may resign at any time.  Such resignation 
shall be made in writing or by electronic transmission and shall take effect at the time 
specified therein, or, if no time be specified, at the time of its receipt by the Chairman of 
the Board, or if none, by the Chief Executive Officer, President or the Secretary.  The 
acceptance of a resignation shall not be necessary to make it effective unless so specified 
therein. 
 

ARTICLE IV 
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COMMITTEES 
 
 Section 1.  Committees.   The Board of Directors may designate one or more 
committees, each committee to consist of one or more of the directors of the Corporation. 
The Board of Directors may designate one or more directors as alternate members of any 
committee, who may replace any absent or disqualified member at any meeting of any 
such committee.  In the absence or disqualification of a member of a committee, and in 
the absence of a designation by the Board of Directors of an alternate member to replace 
the absent or disqualified member, the member or members thereof present at any 
meeting and not disqualified from voting, whether or not such member or member 
constitute a quorum, may by unanimous vote appoint another member of the Board of 
Directors to act at the meeting in the place of any absent or disqualified member.  Any 
committee, to the extent allowed by law and provided in the resolution establishing such 
committee or in the By-Laws, shall have and may exercise all the powers and authority of 
the Board of Directors in the management of the business and affairs of the Corporation, 
including the power to adopt a certificate of ownership and merger pursuant to Section 
253 of the Delaware General Corporation Law, the authority to issue shares, and the 
authority to declare a dividend, except as limited by Delaware General Corporation Law 
or other applicable law, but no such committee shall have the power or authority in 
reference to the following matters:  (i) approving or adopting, or recommending to the 
stockholders, any action or matter expressly required by the Delaware General 
Corporation Law to be submitted to stockholders for approval or (ii) adopting, amending 
or repealing any By-Law of the Corporation.  All acts done by any committee within the 
scope of its powers and duties pursuant to these By-Laws and the resolutions adopted by 
the Board of Directors shall be deemed to be, and may be certified as being, done or 
conferred under authority of the Board of Directors.  The Secretary or any Assistant 
Secretary is empowered to certify that any resolution duly adopted by any such 
committee is binding upon the Corporation and to execute and deliver such certifications 
from time to time as may be necessary or proper to the conduct of the business of the 
Corporation. 
 
 Section 2.  Resignation.  Any member of a committee may resign at any time.  
Such resignation shall be made in writing or by electronic transmission and shall take 
effect at the time specified therein, or, if no time be specified, at the time of its receipt by 
the Chairman of the Board, or if none, by the Chief Executive Officer, President or the 
Secretary.  The acceptance of a resignation shall not be necessary to make it effective 
unless so specified therein. 
 
 Section 3.  Quorum.  A majority of the members of a committee shall constitute a 
quorum.  The vote of a majority of the members of a committee present at any meeting at 
which a quorum is present shall be the act of such committee. 
 
 Section 4.  Record of Proceedings. Each committee shall keep a record of its acts 
and proceedings, and shall report the same to the Board of Directors when and as 
required by the Board of Directors. 
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 Section 5.  Organization, Meetings, Notices. A committee may hold its meetings 
at the principal office of the Corporation, or at any other place upon which a majority of 
the committee may at any time agree.  Each committee may make such rules as it may 
deem expedient for the regulation and carrying on of its meetings and proceedings. 
 

ARTICLE V 
OFFICERS 

 
 Section 1.  General.  The officers of the Corporation shall be elected by the Board 
of Directors and shall consist of a Chairman of the Board, a Chief Executive Officer, a 
Chief Financial Officer, one or more Senior Vice Presidents, one or more Vice 
Presidents, a Secretary, a Treasurer and a Controller.  The Board of Directors, in its 
discretion, may also elect and specifically identify as officers of the Corporation one or 
more Vice Chairmen of the Board, a President, one or more Chief Operating Officers, 
one or more Senior Executive Vice Presidents, one or more Executive Vice Presidents, 
one or more First Vice Presidents, one or more Assistant Vice Presidents, one or more 
Assistant Secretaries, one or more Assistant Treasurers and one or more Assistant 
Controllers as in its judgment may be necessary or desirable.  Any number of offices may 
be held by the same person, unless otherwise prohibited by law, the Certificate of 
Incorporation or these By-Laws.  The officers of the Corporation need not be 
stockholders or directors of the Corporation.  Any office named or provided for in this 
Article V (including, without limitation, Chairman of the Board, Chief Executive Officer, 
Chief Financial Officer, Secretary, Treasurer and Controller) may, at any time and from 
time to time, be held by one or more persons.  If an office is held by more than one 
person, each person holding such office shall serve as a co-officer (with the appropriate 
corresponding title) and shall have general authority, individually and without the need 
for any action by any other co-officer, to exercise all the powers of the holder of such 
office of the Corporation specified in these By-Laws and shall perform such other duties 
and have such other powers as may be prescribed by the Board of Directors or such other 
officer specified in this Article V. 
 
 Section 2.  Election; Removal; Remuneration.  The Board of Directors at its first 
meeting held after each Annual Meeting of Stockholders shall elect the officers of the 
Corporation who shall hold their offices for such terms and shall exercise such powers 
and perform such duties as shall be determined from time to time by the Board of 
Directors and may elect additional officers and may fill vacancies among the officers 
previously elected at any subsequent meeting of the Board of Directors; and all officers 
of the Corporation shall hold office until their successors are chosen and qualified, or 
until their earlier resignation or removal.  Any officer elected by the Board of Directors 
may be removed at any time, either for or without cause, by the affirmative vote of a 
majority of the Board of Directors.   
 
 Section 3.  Voting Securities Owned by the Corporation.  Powers of attorney, 
proxies, waivers of notice of meetings, consents and other instruments relating to 
securities owned by the Corporation may be executed in the name of and on behalf of the 
Corporation by the Chairman of the Board, Chief Executive Officer, the President, the 
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Secretary or any Chief Operating Officer, Senior Executive Vice President, Executive 
Vice President, Senior Vice President, First Vice President, Vice President or Assistant 
Secretary, and any such officer may, in the name and on behalf of the Corporation, take 
all such action as any such officer may deem advisable to vote in person or by proxy at 
any meeting of security holders of any corporation, company, partnership or other entity 
in which the Corporation may own securities, or to execute written consents in lieu 
thereof,  and at any such meeting, or in giving any such consent, shall possess and may 
exercise any and all rights and powers incident to the ownership of such securities and 
which, as the owner thereof, the Corporation might have exercised and possessed if 
present.  The Board of Directors may, by resolution, from time to time confer like powers 
upon any other person or persons. 
 
 Section 4.  Chairman of the Board.  The Chairman of the Board may be, but need 
not be, a person other than the Chief Executive Officer of the Corporation.  The 
Chairman of the Board may be, but need not be, an officer or employee of the 
Corporation.  The Chairman of the Board shall preside at meetings of the Board of 
Directors and shall establish agendas for such meetings.  In addition, the Chairman of the 
Board shall assure that matters of significant interest to stockholders and the investment 
community are addressed by management.   
 
 Section 5.  Chief Executive Officer.  The Chief Executive Officer shall, subject to 
the direction of the Board of Directors, have general and active control of the affairs and 
business of the Corporation and general supervision of its officers, officials, employees 
and agents.  The Chief Executive Officer shall preside at all meetings of the stockholders 
and shall preside at all meetings of the Board of Directors and any committee thereof of 
which he is a member, unless the Board of Directors or such committee shall have chosen 
another chairman.  The Chief Executive Officer shall see that all orders and resolutions 
of the Board are carried into effect, and in addition, the Chief Executive Officer shall 
have all the powers and perform all the duties generally appertaining to the office of the 
chief executive officer of a corporation.  The Chief Executive Officer shall designate the 
person or persons who shall exercise his powers and perform his duties in his absence or 
disability and the absence or disability of the President. 
 
 Section 6.  President.  The President shall have such powers and perform such 
duties as are prescribed by the Chief Executive Officer or the Board of Directors, and in 
the absence or disability of the Chief Executive Officer, the President shall have the 
powers and perform the duties of the Chief Executive Officer, except to the extent the 
Board of Directors shall have otherwise provided.  In addition, the President shall have 
such powers and perform such duties generally appertaining to the office of the president 
of a corporation, except to the extent the Chief Executive Officer or the Board of 
Directors shall have otherwise provided. 
 
 Section 7.  Vice Chairmen of the Board.  The Vice Chairmen of the Board shall 
be members of the Board of Directors and shall perform such duties and have such 
powers as may be prescribed by the Board of Directors, the Chairman of the Board or 
these By-Laws. 
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 Section 8.  Chief Operating Officers.  The Chief Operating Officer(s) shall be 
chief operating officer(s) of the Corporation and shall assist the Chief Executive Officer 
and the President in the active management of and supervision and direction over the 
business and affairs of the Corporation, subject, however, to the direction of the Chief 
Executive Officer and the President and the control of the Board of Directors. In addition, 
the Chief Operating Officer(s) shall have such powers and perform such duties generally 
appertaining to the office of the chief operating officer of a corporation, except to the 
extent the Chief Executive Officer, the President or the Board of Directors shall have 
otherwise provided, and shall perform such other duties and have such other powers as 
may be prescribed by the Board of Directors, the Chief Executive Officer or the President 
or these By-Laws. 
 
 Section 9.  Senior Executive Vice Presidents. The Senior Executive Vice 
Presidents of the Corporation shall perform such duties and have such powers as may, 
from time to time, be assigned to them by these By-Laws, the Board of Directors, the 
Chairman of the Board, the Chief Executive Officer, the President or a Chief Operating 
Officer. 
 
 Section 10.  Executive Vice Presidents. The Executive Vice Presidents of the  
Corporation shall perform such duties and have such powers as may, from time to time, 
be assigned to them by these By-Laws, the Board of Directors, the Chairman of the 
Board, the Chief Executive Officer, the President, a Chief Operating Officer or a Senior 
Executive Vice President.  
 
 Section 11.  Senior Vice Presidents. The Senior Vice Presidents of the 
Corporation shall perform such duties and have such powers as may, from time to time, 
be assigned to them by these By-Laws, the Board of Directors, the Chairman of the 
Board, the Chief Executive Officer, the President, a Chief Operating Officer, a Senior 
Executive Vice President or an Executive Vice President. 
 
 Section 11.  First Vice Presidents. The First Vice Presidents of the Corporation 
shall perform such duties and have such powers as may, from time to time, be assigned to 
them by these By-Laws, the Board of Directors, the Chairman of the Board, the Chief 
Executive Officer, the President, a Chief Operating Officer, a Senior Executive Vice 
President, an Executive Vice President or a Senior Vice President. 
 
 Section 12.  Vice Presidents. The Vice Presidents of the Corporation shall 
perform such duties and have such powers as may, from time to time, be assigned to them 
by these By-Laws, the Board of Directors, the Chairman of the Board, the Chief 
Executive Officer, the President, a Chief Operating Officer, a Senior Executive Vice 
President, an Executive Vice President, a Senior Vice President or a First Vice President. 
 
 Section 13.  Secretary. The Secretary shall attend all meetings of the Board of 
Directors and of the stockholders and record all votes and the minutes of all proceedings 
in a book to be kept for that purpose, and shall perform like duties for any committee 
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appointed by the Board of Directors.  The Secretary shall keep in safe custody the seal of 
the Corporation and affix it to any instrument when so authorized by the Board of 
Directors.  The Secretary shall give or cause to be given, notice of all meetings of 
stockholders and special meetings of the Board of Directors and shall perform generally 
all the duties usually appertaining to the office of secretary of a corporation and shall 
perform such other duties and have such other powers as may be prescribed by the Board 
of Directors or these By-Laws.  The Board of Directors may give general authority to any 
other officer to affix the seal of the Corporation and to attest the affixing by his signature. 
 
 Section 14.  Assistant Secretaries. The Assistant Secretaries shall be empowered 
and authorized to perform all of the duties of the Secretary in the absence or disability of 
the Secretary and shall perform such other duties and have such other powers as may be 
prescribed by the Board of Directors, the Secretary or these By-Laws. 
 
 Section 15.  Chief Financial Officer.  The Chief Financial Officer shall have 
responsibility for the administration of the financial affairs of the Corporation and shall 
exercise supervisory responsibility for the performance of the duties of the Treasurer and 
the Controller.  The Chief Financial Officer shall render to the Board of Directors, at its 
regular meetings, or when the Board of Directors so requires, an account of all of the 
transactions effected by the Treasurer and Controller and of the financial condition of the 
Corporation.  The Chief Financial Officer shall generally perform all the duties usually 
appertaining to the affairs of a chief financial officer of a corporation and shall perform 
such other duties and have such other powers as may be prescribed by the Board of 
Directors or these By-Laws. 
 
 Section 16.  Treasurer. The Treasurer shall have the custody of the corporate 
funds and securities and shall cause to be kept full and accurate accounts of receipts and 
disbursements in books belonging to the Corporation and shall deposit all monies  and 
other valuable effects in the name and to the credit of the Corporation in such 
depositories as may be designated by persons authorized by the Board of Directors.  The 
Treasurer shall disburse the funds of the Corporation as may be ordered by the Board of 
Directors, taking proper vouchers for such disbursements, and shall render to the 
Chairman of the Board, the President and the Board of Directors whenever they may 
require it, an account of all of the transactions effected by the Treasurer and of the 
financial condition of the Corporation.  The Treasurer may be required to give a bond for 
the faithful discharge of his or her duties.  The Treasurer shall generally perform all 
duties appertaining to the office of treasurer of a corporation and shall perform such other 
duties and have such other powers as may be prescribed by the Board of Directors, the 
Chief Financial Officer or these By-Laws. 
 
 Section 17.  Assistant Treasurers. The Assistant Treasurers shall be empowered 
and authorized to perform all the duties of the Treasurer in the absence or disability of the 
Treasurer and shall perform such other duties and have such other powers as may be 
prescribed by the Board of Directors, the Treasurer or these By-Laws. 
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 Section 18.  Controller.  The Controller shall prepare and have the care and 
custody of the books of account of the Corporation.  The Controller shall keep a full and 
accurate account of all monies, received and paid on account of the Corporation, and 
shall render a statement of the Controller's accounts whenever the Board of Directors 
shall require.  The Controller shall generally perform all the duties usually appertaining 
to the affairs of the controller of a corporation and shall perform such other duties and 
have such other powers as may be prescribed by the Board of Directors, the Chief 
Financial Officer or these By-Laws.  The Controller may be required to give a bond for 
the faithful discharge of his or her duties. 
 
 Section 19.  Assistant Controllers.  The Assistant Controllers shall in the absence 
or disability of the Controller perform the duties and exercise the powers of the 
Controller and shall perform such other duties and have such other powers as may be 
prescribed by the Board of Directors, the Controller or these By-Laws. 
 
 Section 20.  Additional Powers and Duties.  In addition to the foregoing 
especially enumerated duties and powers, the several officers of the Corporation shall 
perform such other duties and exercise such further powers as the Board of Directors 
may, from time to time, determine or as may be assigned to them by any superior officer. 
 
 Section 21.  Other Officers.  The Board of Directors may designate such other 
officers having such duties and powers as it may specify from time to time. 
 

ARTICLE VI 
CAPITAL STOCK 

 
 Section 1.  Form of Certificate; Uncertificated Shares.  The shares of the 
Corporation shall be represented by certificates, provided that the Board of Directors may 
provide by resolution or resolutions that some or all of any or all classes or series of its 
stock may be uncertificated shares.  Any such resolution shall not apply to shares 
represented by a certificate until such certificate is surrendered to the Corporation.  Every 
holder of stock in the Corporation represented by a certificate shall be entitled to have a 
certificate signed in the name of the Corporation (i) by the Chairman of the Board, any 
Vice Chairman of the Board, the President or any Vice President and (ii) by the Treasurer 
or an Assistant Treasurer or the Secretary or an Assistant Secretary, representing the 
number of shares registered in certificate form.  Except as otherwise provided by law or 
these By-Laws, the rights and obligations of the holders of uncertificated shares and the 
rights and obligations of the holders of certificates representing stock of the same class 
and series shall be identical. 
 
 Section 2.  Signatures.  Any signature required to be on a certificate may be a 
facsimile.  In case any officer, transfer agent or registrar who has signed or whose 
facsimile signature has been placed upon a certificate shall have ceased to be such 
officer, transfer agent or registrar before such certificate is issued, it may be issued by the 
Corporation with the same effect as if he were such officer, transfer agent or registrar at 
the date of issue. 
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 Section 3.  Lost, Stolen or Destroyed Certificates.  The Board of Directors may 
direct a new certificate to be issued in place of any certificate theretofore issued by the 
Corporation alleged to have been lost, stolen or destroyed, upon the making of an 
affidavit of that fact by the person claiming the certificate of stock to be lost, stolen or 
destroyed.  When authorizing such issue of a new certificate, the Board of Directors may, 
in its discretion and as a condition precedent to the issuance thereof, require the owner of 
such lost, stolen or destroyed certificate, or his legal representative, to advertise the same 
in such manner as the Board of Directors shall require and/or to give the Corporation a 
bond in such sum as it may direct as indemnity against any claim that may be made 
against the Corporation with respect to the certificate alleged to have been lost, stolen or 
destroyed. 
 
 Section 4.  Transfers.  Stock of the Corporation shall be transferable in the 
manner prescribed by law and in these By-Laws.  Transfers of stock shall be made on the 
books of the Corporation only by the holder of record or by such person's attorney duly 
authorized, and upon the surrender of properly endorsed certificates for a like number of 
shares (or, with respect to uncertificated shares, by delivery of duly executed instructions 
or in any other manner permitted by applicable law). 
 
 Section 5.  Record Date.  In order that the Corporation may determine the 
stockholders entitled to notice of or to vote at any meeting of stockholders or any 
adjournment thereof, or entitled to express consent to corporate action, or entitled to 
receive payment of any dividend or other distribution or allotment of any rights, or 
entitled to exercise any rights in respect of any change, conversion or exchange of stock 
or for the purpose of any other lawful action, the Board of Directors may fix, in advance, 
a record date, which shall not be more than sixty (60) days nor less than ten (10) days 
before the date of such meeting, nor more than sixty (60) days prior to any other action.  
A determination of stockholders of record entitled to notice of or to vote at a meeting of 
stockholders shall apply to any adjournment of the meeting; provided, however, that the 
Board of Directors may fix a new record date for the adjourned meeting. 
 
 Section 6.  Beneficial Owners.  The Corporation shall be entitled to recognize the 
exclusive right of the person registered on its books as the owner of a share to receive 
dividends and to vote as such owner, and to hold liable for calls and assessments a person 
registered on its books as the owner of shares, and shall not be bound to recognize any 
equitable or other claim to or interest in such share or shares on the part of any other 
person, whether or not it shall have express or other notice thereof, except as otherwise 
provided by law. 
 
 Section 7.  Dividends.  Subject to the provisions of the Certificate of 
Incorporation or applicable law, dividends upon the capital stock of the Corporation, if 
any, may be declared by the Board of Directors at any regular or special meeting, and 
may be paid in cash, in property, or in shares of capital stock.  Before payment of any 
dividend, there may be set aside out of any funds of the Corporation available for 
dividends such sum or sums as the Board of Directors from time to time, in its absolute 
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discretion, deems proper as a reserve or reserves to meet contingencies, or for equalizing 
dividends, or for repairing or maintaining any property of the Corporation or for any 
proper purpose, and the Board of Directors may modify or abolish any such reserve. 
 

ARTICLE VII 
INDEMNIFICATION 

 
 Section 1.  Indemnification Respecting Third Party Claims.  The Corporation, to 
the full extent and in a manner permitted by Delaware law as in effect from time to time, 
shall indemnify, in accordance with the provisions of this Article, any person (including 
the heirs, executors, administrators or estate of any such person) who was or is made a 
party to or is threatened to be made a party to any threatened, pending or completed 
action, suit or proceeding (including any appeal thereof), whether civil, criminal, 
administrative, regulatory or investigative in nature (other than an action by or in the 
right of the Corporation or by any corporation, limited liability company, partnership, 
joint venture, trust, employee benefit plan or other enterprise of which the Corporation 
owns, directly or indirectly through one or more other entities, a majority of the voting 
power or otherwise possesses a similar degree of control), by reason of the fact that such 
person is or was a director, officer, employee or agent of the Corporation, or is or was 
serving at the request of the Corporation as a director, officer, member, manager, partner, 
trustee, fiduciary, employee or agent (a “Subsidiary Officer”) of another corporation, 
limited liability company, partnership, joint venture, trust, employee benefit plan or other 
enterprise (any such entity for which a Subsidiary Officer so serves, an “Associated 
Entity”), against expenses (including attorneys' fees and disbursements), costs, 
judgments, fines, penalties and amounts paid in settlement actually and reasonably 
incurred by such person in connection with such action, suit or proceeding if such person 
acted in good faith and in a manner such person reasonably believed to be in or not 
opposed to the best interests of the Corporation, and, with respect to any criminal action 
or proceeding, had no reasonable cause to believe his conduct was unlawful; provided, 
however, that (i) the Corporation shall not be obligated to indemnify a person who is or 
was a director, officer employee or agent of the Corporation or a Subsidiary Officer of an 
Associated Entity against expenses incurred in connection with an action, suit, 
proceeding or investigation to which such person is threatened to be made a party but 
does not become a party unless the incurring of such expenses was authorized by or 
under the authority of the Board of Directors and (ii) the Corporation shall not be 
obligated to indemnify against any amount paid in settlement unless the Board of 
Directors has consented to such settlement.  The termination of any action, suit or 
proceeding by judgment, order, settlement or conviction or upon a plea of nolo 
contendere or its equivalent shall not, of itself, create a presumption that the person did 
not act in good faith and in a manner which such person reasonably believed to be in or 
not opposed to the best interests of the Corporation, and, with respect to any criminal 
action or proceeding, that such person had reasonable cause to believe that his conduct 
was unlawful.  Notwithstanding anything to the contrary in the foregoing provisions of 
this Section 1, a person shall not be entitled, as a matter of right, to indemnification 
pursuant to this Section 1 against costs or expenses incurred in connection with any 
action, suit or proceeding commenced by such person against the Corporation or any 
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Associated Entity or any person who is or was a director, officer, fiduciary, employee or 
agent of the Corporation or a Subsidiary Officer of any Associated Entity (including, 
without limitation, any action, suit or proceeding commenced by such person to enforce 
such person’s rights under this Article VII, unless and only to the extent that such person 
is successful on the merits of such claim), but such indemnification may be provided by 
the Corporation in a specific case as permitted by Section 7 below in this Article. 
 
 Section 2.  Indemnification Respecting Derivative Claims.    The Corporation, to 
the full extent and in a manner permitted by Delaware law as in effect from time to time, 
shall indemnify, in accordance with the provisions of this Article, any person (including 
the heirs, executors, administrators or estate of any such person) who was or is made a 
party to or is threatened to be made a party to any threatened, pending or completed 
action or suit (including any appeal thereof) brought in the right of the Corporation to 
procure a judgment in its favor by reason of the fact that such person is or was a director, 
officer, employee or agent of the Corporation, or is or was serving at the request of the 
Corporation as a Subsidiary Officer of an Associated Entity, against expenses (including 
attorneys' fees and disbursements) and costs actually and reasonably incurred by such 
person in connection with the defense or settlement of such action or suit if such person 
acted in good faith and in a manner such person reasonably believed to be in or not 
opposed to the best interests of the Corporation, except that no indemnification shall be 
made in respect of any claim, issue or matter as to which such person shall have been 
adjudged to be liable to the Corporation unless, and only to the extent that, the  Delaware 
Court of Chancery or the court in which such action or suit was brought shall determine 
that, despite the adjudication of liability but in view of all the circumstances of the case, 
such person is fairly and reasonably entitled to indemnity for such expenses and costs as 
the Court of Chancery or such other court shall deem proper; provided, however, that the 
Corporation shall not be obligated to indemnify a director, officer, employee or agent of 
the Corporation or a Subsidiary Officer of an Associated Entity against expenses incurred 
in connection with an action or suit to which such person is threatened to be made a party 
but does not become a party unless the incurrence of such expenses was authorized by or 
under the authority of the Board of Directors.  Notwithstanding anything to the contrary 
in the foregoing provisions of this Section 2, a person shall not be entitled, as a matter of 
right, to indemnification pursuant to this Section 2 against costs and expenses incurred in 
connection with any action or suit in the right of the Corporation commenced by such 
person, but such indemnification may be provided by the Corporation in any specific case 
as permitted by Section 7 below in this Article. 
  
 Section 3.  Determination of Entitlement to Indemnification.  Any 
indemnification to be provided under either of Section 1 or 2 above in this Article (unless 
ordered by a court of competent jurisdiction) shall be made by the Corporation only as 
authorized in the specific case upon a determination that indemnification is proper under 
the circumstances because the person to be indemnified had met the applicable standard 
of conduct set forth in such section of this Article.  Such determination shall be made, 
with respect to a person who is a director or officer of the Corporation at the time of such 
determination, (i) by a majority vote of the directors who are not parties to the action, suit 
or proceeding in respect of which indemnification is sought, even though less than a 
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quorum, or (ii) by majority vote of the members of a committee composed of at least two 
directors each of whom is not a party to such action, suit or proceeding, designated by 
majority vote of directors who are not parties to such action, suit or proceeding, even 
though less than a quorum, or (iii) if there are no directors who are not parties to such 
action, suit or proceeding, or if such directors so direct, by independent legal counsel in a 
written opinion, or (iv) by action of the stockholders taken as permitted by law and these 
By-Laws.  Such determination shall be made, with respect to any other person, by such 
officer or officers of the Corporation as the Board of Directors or the Executive 
Committee (if any) of the Board may designate, in accordance with any procedures that 
the Board of Directors, the Executive Committee or such designated officer or officers 
may determine, or, if any such officer or officers have not been so designated, by the 
Chief Legal Officer or the General Counsel of the Corporation. In the event a request for 
indemnification is made by any person referred to in Section 1 or 2 above in this Article, 
the Corporation shall use its reasonable best efforts to cause such determination to be 
made not later than sixty (60) days after such request is made after the final disposition of 
such action, suit or proceeding. 
 
 Section 4.  Right to Indemnification upon Successful Defense and for Service as a 
Witness.  (a)  Notwithstanding the other provisions of this Article, to the extent that a 
present or former director or officer has been successful on the merits or otherwise in 
defense of any action, suit or proceeding referred to in either of Section 1 or 2 above in 
this Article, or in defense of any claim, issue or matter therein, such person shall be 
indemnified against expenses (including attorneys' fees and disbursements) and costs 
actually and reasonably incurred by such person in connection therewith. 
 
 (b)  To the extent any person who is or was a director, officer, employee or agent 
of the Corporation or a Subsidiary Officer of an Associated Entity has served or prepared 
to serve as a witness in, but is not a party to, any action, suit or proceeding (whether civil, 
criminal, administrative, regulatory or investigative in nature), including any 
investigation by any legislative or regulatory body or by any securities or commodities 
exchange of which the Corporation or an Associated Entity is a member or to the 
jurisdiction of which it is subject, by reason of his or her services as a director, officer, 
employee or agent of the Corporation, or his or her service as a Subsidiary Officer of an 
Associated Entity (assuming such person is or was serving at the request of the 
Corporation as a Subsidiary Officer of such Associated Entity), the Corporation may 
indemnify such person against expenses (including attorneys' fees and disbursements) 
and out-of-pocket costs actually and reasonably incurred by such person in connection 
therewith and, if the Corporation has determined to so indemnify such person, shall use 
its reasonable best efforts to provide such indemnity within sixty (60) days after receipt 
by the Corporation from such person of a statement requesting such indemnification, 
averring such service and reasonably evidencing such expenses and costs; it being 
understood, however, that the Corporation shall have no obligation under this Article to 
compensate such person for such person's time or efforts so expended. 
 
 Section 5.  Advance of Expenses.  (a)  Expenses and costs incurred by any present 
or former director or officer of the Corporation  in defending a civil, criminal, 
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administrative, regulatory or investigative action, suit or proceeding shall, to the extent 
permitted by law, be paid by the Corporation in advance of the final disposition of such 
action, suit or proceeding upon receipt of an undertaking in writing by or on behalf of 
such person to repay such amount if it shall ultimately be determined that such person is 
not entitled to be indemnified in respect of such costs and expenses by the Corporation as 
authorized by this Article.  
 
 (b)  Expenses and costs incurred by any other person referred to in Section 1 or 2 
above in this Article in defending a civil, criminal, administrative, regulatory or 
investigative action, suit or proceeding may be paid by the Corporation in advance of the 
final disposition of such action, suit or proceeding as authorized by or under the authority 
of the Board of Directors upon receipt of an undertaking in writing by or on behalf of 
such person to repay such amount if it shall ultimately be determined that such person is 
not entitled to be indemnified by the Corporation in respect of such costs and expenses as 
authorized by this Article and subject to any limitations or qualifications provided by or 
under the authority of the Board of Directors. 
 
 Section 6.  Notice of Action; Assumption of the Defense.  Promptly after receipt 
by any person referred to in Section 1, 2 or 5 above in this Article of notice of the 
commencement of any action, suit or proceeding in respect of which indemnification or 
advancement of expenses may be sought under any such Section, such person (the 
“Indemnitee”) shall notify the Corporation thereof.  The Corporation shall be entitled to 
participate in the defense of any such action, suit or proceeding and, to the extent that it may 
wish, except in the case of a criminal action or proceeding, to assume the defense thereof 
with counsel chosen by it.  If the Corporation shall have notified the Indemnitee of its 
election so to assume the defense, it shall be a condition of any further obligation of the 
Corporation under such Sections to indemnify the Indemnitee with respect to such action, 
suit or proceeding that the Indemnitee shall have provided an undertaking in writing to 
repay all legal or other costs and expenses subsequently incurred by the Corporation in 
conducting such defense if it shall ultimately be determined that the Indemnitee is not 
entitled to be indemnified in respect of the costs and expenses of such action, suit or 
proceeding by the Corporation as authorized by this Article.  Notwithstanding anything in 
this Article to the contrary, after the Corporation shall have notified the Indemnitee of its 
election so to assume the defense, the Corporation shall not be liable under such Sections for 
any legal or other costs or expenses subsequently incurred by the Indemnitee in connection 
with the defense of such action, suit or proceeding, unless (a) the parties thereto include both 
(i) the Corporation and the Indemnitee, or (ii) the Indemnitee and other persons who may be 
entitled to seek indemnification or advancement of expenses under any such Section and 
with respect to whom the Corporation shall have elected to assume the defense, and (b) the 
counsel chosen by the Corporation to conduct the defense shall have determined, in their 
sole discretion, that, under applicable standards of professional conduct, a conflict of interest 
exists that would prevent them from representing both (i) the Corporation and the 
Indemnitee, or (ii) the Indemnitee and such other persons, as the case may be, in which case 
the Indemnitee may retain separate counsel at the expense of the Corporation to the extent 
provided in such Sections and Section 3 above in this Article.  
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 Section 7.  Indemnification Not Exclusive.  The provision of indemnification to or 
the advancement of expenses and costs to any person under this Article, or the 
entitlement of any person to indemnification or advancement of expenses and costs under 
this Article, shall not limit or restrict in any way the power of the Corporation to 
indemnify or advance expenses and costs to such person in any other way permitted by 
law or be deemed exclusive of, or invalidate, any right to which any person seeking 
indemnification or advancement of expenses and costs may be entitled under any law, 
agreement, vote of stockholders or disinterested directors or otherwise, both as to action 
in such person's capacity as an officer, director, employee or agent of the Corporation or 
a Subsidiary Officer of an Associated Entity and as to action in any other capacity. 
 
 Section 8.  Corporate Obligations; Reliance.  The provisions of Sections 1, 2, 4(a) 
and 5(a) above of this Article shall be deemed to create a binding obligation on the part 
of the Corporation to the directors, officers, employees and agents of the Corporation, 
and the persons who are serving at the request of the Corporation as Subsidiary Officers 
of Associated Entities, on the effective date of this Article and persons thereafter elected 
as directors and officers or retained as employees or agents, or serving at the request of 
the Corporation as Subsidiary Officers of Associated Entities (including persons who 
served as directors, officers, employees and agents, or served at the request of the 
Corporation as Subsidiary Officers of Associated Entities, on or after such date but who 
are no longer so serving at the time they present claims for advancement of expenses or 
indemnity), and such persons in acting in their capacities as directors, officers, employees 
or agents of the Corporation, or serving at the request of the Corporation as Subsidiary 
Officers of any Associated Entity, shall be entitled to rely on such provisions of this 
Article.   
 
 Section 9.  Successors.  The right, if any, of any person who is or was a director, 
officer, employee or agent of the Corporation, or is or was serving at the request of the 
Corporation as a Subsidiary Officer of an Associated Entity, to indemnification or 
advancement of expenses under Sections 1 through 8 above in this Article shall continue 
after he shall have ceased to be a director, officer, employee or agent or a Subsidiary 
Officer of an Associated Entity and shall inure to the benefit of the heirs, distributees, 
executors, administrators and other legal representatives of such person. 
 
 Section 10.  Insurance.  The Corporation may purchase and maintain insurance on 
behalf of any person who is or was a director, officer, employee or agent of the 
Corporation, or is or was serving at the request of the Corporation as a Subsidiary Officer 
of any Associated Entity, against any liability asserted against such person and incurred 
by such person in any such capacity, or arising out of such person's status as such, 
whether or not the Corporation would have the power to indemnify such person against 
such liability under the provisions of this Article or applicable law. 
 
 Section 11.  Definitions of Certain Terms.  For purposes of this Article, references 
to “fines” shall include any excise taxes assessed on a person with respect to any 
employee benefit plan; references to “serving at the request of the Corporation” shall 
include any service as a director, officer employee or agent of the Corporation or as a 
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Subsidiary Officer of any Associated Entity which service imposes duties on, or involves 
services by, such person with respect to any employee benefit plan, its participants, or 
beneficiaries; and a person who acted in good faith and in a manner such person 
reasonably believed to be in the interest of the participants and beneficiaries of an 
employee benefit plan shall be deemed to have acted in a manner “not opposed to the 
best interests of the Corporation” as referred to in this Article. 
 

ARTICLE VIII 
GENERAL 

 
 Section 1.  Fiscal Year.  The fiscal year of the Corporation shall be such date as 
shall be fixed by resolution of the Board of Directors from time to time. 
 
 Section 2.  Corporate Seal.  The corporate seal shall have inscribed thereon the 
name of the Corporation, the year of its organization and the words “Corporate Seal, 
Delaware”  The seal may be used by causing it or a facsimile thereof to be impressed or 
affixed or reproduced or otherwise upon any paper, certificate or document. 
 
 Section 3.  Disbursements.  All checks, drafts or demands for money out of the 
funds of the Corporation and all notes and other evidences of indebtedness of the 
Corporation shall be signed by such officer or officers or such other person or persons as 
the Board of Directors may from time to time designate. 
 
 Section 4. Amendments.  These By-Laws may be altered, amended or repealed, in 
whole or in part, or new By-Laws may be adopted by the stockholders or by the Board of 
Directors at any meeting thereof; provided, however, that notice of such alteration, 
amendment, repeal or adoption of new By-Laws shall be contained in the notice of such 
meeting of stockholders or in a notice of such meeting of the Board of Directors, as the 
case may be.  Unless a higher percentage is required by law or by the Certificate of 
Incorporation as to any matter which is the subject of these By-Laws, all such 
amendments must be approved by either the affirmative vote of holders of shares of 
capital stock issued and outstanding entitled to vote thereon representing at least a 
majority of the votes entitled to be cast thereon or by a majority of the entire Board of 
Directors then in office.   
 
 Section 5. Definitions.  As used in this Article and in these By-Laws generally, 
the term “entire Board of Directors” means the total number of directors which the 
Corporation would have if there were no vacancies. 
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	Goodwill
	Maturity Profile
	End–User Derivative Activities
	Long-Term Borrowings After End–User Derivative Activities
	Junior Subordinated Notes
	Lending–Related Commitments
	Other Commitments and Guarantees
	Income Taxes
	Litigation
	Lease Commitments
	Minimum Future Rental Commitments Under Operating and Capital Lease Agreements
	Preferred Stock
	The following table summarizes our outstanding preferred stock at November 30, 2007:
	Common Stock
	Earnings per Common Share
	Share-Based Employee Incentive Plans
	1994 and 1996 Management Ownership Plans and Employee Incentive Plan. The 1994 Plan, the Lehman Brothers Holdings Inc. 1996 Management Ownership Plan (the “1996 Plan”) and the Lehman Brothers Holdings Inc. Employee Incentive Plan (the “EIP”) all expired following the completion of their various terms. These plans provided for the issuance of RSUs, performance stock units, stock options and other share-based awards to eligible employees. At November 30, 2007, awards with respect to 605.6 million shares of common stock have been made under these plans, of which 130.3 million are outstanding and 475.3 million have been converted to freely transferable common stock.
	Stock Incentive Plan. The SIP has a 10-year term ending in May 2015, with provisions similar to the previous plans. The SIP authorized the issuance of up to the total of (i) 95.0 million shares (20.0 million as originally authorized, plus an additional 75.0 million authorized by the stockholders of Holdings at its 2007 Annual Meeting), plus (ii) the 33.5 million shares authorized for issuance under the 1996 Plan and the EIP that remained unawarded upon their expiration, plus (iii) any shares subject to repurchase or forfeiture rights under the 1996 Plan, the EIP or the SIP that are reacquired by the Company, or the award of which is canceled, terminates, expires or for any other reason is not payable, plus (iv) any shares withheld or delivered pursuant to the terms of the SIP in payment of any applicable exercise price or tax withholding obligation. Awards with respect to 51.1 million shares of common stock have been made under the SIP as of November 30, 2007, 50.4 million of which are outstanding.
	1999 Long-Term Incentive Plan. The 1999 Neuberger Berman Inc. Long-Term Incentive Plan (the “LTIP”) provides for the grant of restricted stock, restricted units, incentive stock, incentive units, deferred shares, supplemental units and stock options. The total number of shares of common stock that may be issued under the LTIP is 15.4 million. At November 30, 2007, awards with respect to approximately 13.7 million shares of common stock had been made under the LTIP, of which 3.2 million were outstanding.
	Restricted Stock Units
	Weighted-Average
	Expiration
	Restricted Stock
	Stock Repurchase Program
	Defined Benefit Plans
	Components of Net Periodic Cost 
	Weighted-Average Assumptions Used to Determine Net Periodic Cost for the Years Ended November 30,
	Return on Plan Assets
	Plan Assets
	Pension plan assets are invested with the objective of meeting current and future benefit payment needs, while minimizing future contributions.
	Estimated Future Benefit Payments
	Postretirement Benefits
	Provision for Income Taxes
	In 2007, we recorded an income tax benefit of $2 million, and in 2006 and 2005 we recorded income tax charges of  $2 million and $1 million, respectively, from the translation of foreign currencies, which was recorded directly in Accumulated other comprehensive income/(loss). Income tax benefits related to employee stock compensation plans of approximately $434 million, $836 million and $1.0 billion in 2007, 2006 and 2005, respectively, were allocated to Additional paid-in capital. 
	Deferred income taxes are provided for the differences between the tax bases of assets and liabilities and their reported amounts in the Consolidated Financial Statements. These temporary differences will result in future income or deductions for income tax purposes and are measured using the enacted tax rates that will be in effect when such items are expected to reverse.
	Net deferred tax assets are included in Other assets in the Consolidated Statement of Financial Condition. At November 30, 2007 and 2006, deferred tax assets and liabilities consisted of the following:
	Deferred Tax Assets and Liabilities
	SIGNATURES
	LEHMAN BROTHERS HOLDINGS INC. and SUBSIDIARIES
	Statement of Financial Condition
	Long-Term Borrowings After End–User Derivative Activities
	The weighted-average effective interest rates after end–user derivative activities on U.S. dollar, non–U.S. dollar, and total borrowings were 5.15%, 4.22%, and 4.99%, respectively, at November 30, 2007. The weighted-average effective interest rates after end–user derivative activities on U.S. dollar, non–U.S. dollar, and total borrowings were 5.63%, 3.67%, and 5.34%, respectively, at November 30, 2006.
	Credit Facilities
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	Currency Translation
	Assets and liabilities of subsidiaries having non-U.S. dollar functional currencies are translated at exchange rates at the applicable Consolidated Statement of Financial Condition date. Revenues and expenses are translated at average exchange rates during the period. The gains or losses resulting from translating non-U.S. dollar functional currency into U.S. dollars, net of hedging gains or losses, are included in Accumulated other comprehensive income/(loss), net of tax, a component of Stockholders’ equity. Gains or losses resulting from non-U.S. dollar currency transactions are included in the Consolidated Statement of Income.
	Revenue Recognition Policies
	Income Taxes
	Earnings per Share
	The Company computes earnings per share (“EPS”) in accordance with SFAS No. 128, Earnings per Share. Basic EPS is computed by dividing net income applicable to common stock by the weighted-average number of common shares outstanding, which includes restricted stock units (“RSUs”) for which service has been provided. Diluted EPS includes the components of basic EPS and also includes the dilutive effects of RSUs for which service has not yet been provided and employee stock options.
	Financial Instruments and Other Inventory Positions 
	Derivative financial instruments. Derivatives are financial instruments whose value is based on an underlying asset (e.g., Treasury bond), index (e.g., S&P 500) or reference rate (e.g., LIBOR), and include futures, forwards, swaps, option contracts, or other financial instruments with similar characteristics. A derivative contract generally represents a future commitment to exchange interest payment streams or currencies based on the contract or notional amount or to purchase or sell other financial instruments or physical assets at specified terms on a specified date. Over-the-counter (“OTC”) derivative products are privately-negotiated contractual agreements that can be tailored to meet individual client needs and include forwards, swaps and certain options including caps, collars and floors. Exchange-traded derivative products are standardized contracts transacted through regulated exchanges and include futures and certain option contracts listed on an exchange. 
	Derivatives are recorded at fair value and included in either Financial instruments and other inventory positions owned or Financial instruments and other inventory positions sold but not yet purchased in the Consolidated Statement of Financial Condition. Derivatives are presented net-by-counterparty when a legal right of offset exists; net across different products or positions when applicable provisions are stated in a master netting agreement; and/or net of cash collateral received or paid on a counterparty basis, provided legal right of offset exists.
	Collateralized Lending Agreements and Financings
	Treated as collateralized agreements and financings for financial reporting purposes are the following:
	 Repurchase and resale agreements. Securities purchased under agreements to resell and securities sold under agreements to repurchase are collateralized primarily by government and government agency securities and are carried net by counterparty, when permitted, at the amounts at which the securities subsequently will be resold or repurchased plus accrued interest. The Company takes possession of securities purchased under agreements to resell. The fair value of the underlying positions is compared daily with the related receivable or payable balances, including accrued interest. The Company requires counterparties to deposit additional collateral or return collateral pledged, as necessary, to ensure the fair value of the underlying collateral remains sufficient.
	 Securities borrowed and securities loaned. Securities borrowed and securities loaned are carried at the amount of cash collateral advanced or received plus accrued interest. The Company values the securities borrowed and loaned daily and obtain additional cash as necessary to ensure these transactions are adequately collateralized. When the Company acts as the lender of securities in a securities-lending agreement and the Company receives securities that can be pledged or sold as collateral, the Company recognizes an asset, representing the securities received and a liability, representing the obligation to return those securities.
	 Other secured borrowings. Other secured borrowings principally reflect transfers accounted for as financings rather than sales under SFAS 140. Additionally, Other secured borrowings includes non-recourse financings of entities that the Company has consolidated because the Company is the primary beneficiaries of such entities.
	Long-Lived Assets
	Identifiable Intangible Assets and Goodwill
	Cash Equivalents
	Accounting and Regulatory Developments
	Business Segments
	Geographic Net Revenues
	Geographic Net Revenues 
	Derivatives and other contractual agreements. These balances generally represent future commitments to exchange interest payment streams or currencies based on contract or notional amounts or to purchase or sell other financial instruments or physical assets at specified terms on a specified date. Both over-the-counter and exchange-traded derivatives are reflected.
	The following table presents the fair value of Derivatives and other contractual agreements at February 29, 2008 and November 30, 2007. Assets included in the table represent unrealized gains, net of unrealized losses, for situations in which the Company has a master netting agreement. Similarly, liabilities represent net amounts owed to counterparties. The fair value of derivative contracts represents net receivable/payable for derivative financial instruments before consideration of securities collateral. Asset and liabilities are presented below net of cash collateral of approximately $26.5 billion and $17.6 billion, respectively, at February 29, 2008 and $19.7 billion and $17.5 billion, respectively, at November 30, 2007. 
	Concentrations of Credit Risk
	Lending-Related Commitments
	Other Commitments and Guarantees
	Income Taxes
	Litigation
	Earnings per Common Share
	Business Environment 
	Use of Estimates
	Consolidation Policies
	Valuation of Financial Instruments
	Overview
	Net Revenues
	Principal Transactions, Commissions and Net Interest Revenue. In both the Capital Markets segment and the Private Investment Management business within the Investment Management segment, the Company evaluates net revenue performance based on the aggregate of Principal transactions, Commissions and Net interest revenues (Interest and dividends revenue net of Interest expense). These revenue categories include realized and unrealized gains and losses, commissions associated with client transactions and the interest and dividend revenue and interest expense associated with financing or hedging positions. Interest and dividends revenue and Interest expense are a function of the level and mix of total assets and liabilities (primarily financial instruments owned and sold but not yet purchased, and collateralized borrowing and lending activities), prevailing interest rates and the term structure of financings. Caution should be used when analyzing these revenue categories individually because they may not be indicative of the overall performance of the Capital Markets and Investment Management business segments. Principal transactions, Commissions and Net interest revenues in the aggregate decreased 42% in the 2008 three months compared to the 2007 three months.
	Income Taxes
	The provision for income taxes totaled $174 million and $553 million in the 2008 and 2007 three months, respectively. The provision for income taxes resulted in effective tax rates of 26.3% and 32.5% for the 2008 and 2007 periods, respectively. The decrease in the effective tax rate in the 2008 three months compared to the 2007 three months was due to lower pre-tax income as well as reflecting the larger pre-tax contribution from outside the U.S.
	Investment Management
	Investment Management Net Revenues
	The following table sets forth AUM by asset class.
	Composition of Assets Under Management
	The following table sets forth a summary of the changes in AUM.
	Changes in Assets Under Management
	Geographic Net Revenues
	Credit Ratings
	At February 29, 2008, counterparties had the right to require the Company to post additional collateral pursuant to derivative contracts and other secured funding arrangements of approximately $4.3 billion. Additionally, at that date the Company would have been required to post additional collateral pursuant to such arrangements of approximately $0.2 billion in the event the Company was to experience a downgrade of senior debt rating of one notch and a further $5.2 billion in the event the Company was to experience a downgrade of senior debt rating of two notches.
	Cash Flows
	Cash and cash equivalents of $7.6 billion at February 29, 2008 increased by $0.3 billion from $7.3 billion at November 30, 2007, as net cash provided by financing activities of $11.2 billion was principally offset by net cash used in operating activities of $10.6 billion and net cash used in investing activities of $0.3 billion. 
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