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LEHMAN BROTHERS HOLDINGS INC.

Minutes of the Board of Directors
January 29; 2008

A meeting of the Board of Directors of Lehman Brothers Holdings Inc. (the
“Corporation™ or collectively with its subsidiaries, the *Firm’™) was held in the Board
Room, 745 Seventh Avenue, on January 29, 2008, at 12:00.p.m., pursuant-to ‘written

notice.

PRESEN'T - BOARD MEMBERS

Mr. Michael L, Ainslie
Mr. John F. Akers

Mr. Roger S. Berlind

Mr. Thomas H. Cruikshank
Ms, Marsha Johnson Evans
Mr. Richard S. Fuld, Jr.
Sir Christopher Gent

Mr. Roland A. Hemandez
Mr. Henry Kaufinan

Mr, John D. Macomber

ALSO PRESENT BY INVITATION

Ms. Frin.M. Callan
Mr. Thomas A. Russo
Mr. Jeffrey A, Welikson

~ APPROVAL OF MINUTES

The first order of business was the approval of the Minutes of the Board. of
Directors meeting held on November 8, 2007. Upon motion duly made and seconded, it

was unanimously

RESOLVED, that the Minutes of the meeting of the Board of
Directors held on November 8, 2007 ar¢ hereby approved in the form
submitted at this meeting, and that a copy of such Minutes be placed in the

_ appropriate Minute Book of the Corporation:
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REPORT OF THE NOMINATING. AND CORPORATE ‘GOVERNANCE
COMMITTEE

Ms. Evans g,ave a report on the previous day’s Nominating and Corporate
Governance Comumittee mecting. Ms. Evans reported that the Commitiee was
recommending that all of the Board members be desigriated as the Corporation’s. Director
nominces for election at-the upcoming Annual Meéting of Stockholders. She stdted that
the Firm was not aware of any material relationships: that would prevent the Board of
Directors from concluding that all of the non-management Director nominees are
independent.  After discussion, upon motion duly made and seconded, it was
unanimously i .

RESOLVED, that uponr the recommendation of the Nominating
and Corporate Goverrance Commiittee, the following individuals are
hereby designated by the Board of Directors-as the Corporation’s Director
nominees:

Michael L. Ainslie
John F. Akers

‘Regér S. Berlind
Thomas H, Cruikshank
Marsha Johnson Evans
Richard S. Fuld, Jr.

Sir Chiristopher Gent
Roland A. Hernandez
Henry Kaufinan

John D. Macomber

Ms. Evans alse reported that -thie Committee received a preseritation from
Ridgeway Partners regarding potentidl candidates 10 seeve-on -1e-fBoard of Diréctors. Ms.
Evang distributed materials to the Board regarding the lead irector candidates and
additional potential director candidatés. She provided-an: upda_ on 4 leading director
candidate, Mr, Jerry' A. Grundhofer, and reported on- planncd next steps ‘with respect to
Mr. Grundhoter. Ms. Evans summarized the Committee’s discussion of the candidates.
Mr. Cruikshank reported on his meeting with one of the candidates.

REPORT OF THE FINANCE AND.RISK COMMITTEE.

Mr. Kaufian gave a report on the Finance and ‘Risk ‘Committee: meeting held
earlier that day. He discussed the 2008 stock bu)', ck prograni and the recommended
increase in dividends. Mr. Kaufman reported that the Coriinittse was recommending a
total stock repurchase authorization:of up to 100 million shares for the management of the
Firm’s equity capital, including. dilution from éniployee awards, subject to market
conditions. He noted that this authorization supersedes the previous share repurchase
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authorization and that i utilization will be af the discretion of management.

Mr. Kaufman reported thiat the Coramittes was recommending a 13%. incréase:in
the Corporation®s common stock dividend from-$0.60 per share in 2007 to $0.68 pet
share in 2008. He discussed that this dividend i increase signals management’s confidence.

in the financial health of the: Fitfn and also mainitains the' Firii's position as ‘a growth
stock,

Mr. Kaufman then reported on the presentation to the Commitfee regarding the
2008 budget. He described that the 2008 budget is. subject to-much uncertainty due ‘to

. econpmic and market conditions. Mr. Kaufman reporied that, as a result, the Committee
foeused its review and dxscussmn on risk issués, including asset composition, liquidity,

assct valuations, market and credit risk; and other matters. He reported.that the Firm Has
maintained compliance with its conservative funding framework despite challenging
credit markets, noting thit the Firm had a record liquidity surplus af fiscal year-end. Mr.

Kaufiman also discussed the balance sheet growth, par ‘
assets, and noted the increase in the Firm’s leverage at fxscal yuarvend

After discussion, upormotion duly made and seconded, it was unanimously

RESOLVED, that upon the recommendation of: the Finance and
Risk Committee, the. Board of Directors hereby adopts the following stock
dividend policy, effective for dividends payable on. or after December 1,
2007: it is the policy of the Corporation to deciare and pay an anpuai
Commion Stock dividend ‘of ‘$0.68 per share (which equates to $0 17 per’
share per quarter).

FURTHER RESOLVED; that the Corporation hereby declares a
regular dxvxdend on'its Cominon Stock in the amount. of $0.17 per share,
payable in cash on February 22, 2008 to each person who was the holder
of record thereof on February 15, 2008.

WHEREAS, the Board of Directors has determined that it is in the
best interest of the Corporation to continue to purchése shares of Conimeon:
Stock of the Corporation in order to, among other things, fund the issuance-
of shares under various compensation plans;. it is thcrc‘fere

RESOLVED, :that. th¢ Board. of Directors hereby approves a
Common Stock repmchase pian a8 presented and recoraniended by the
Finance and. Risk Committee under -which. the Corporation may-
vepurchase, subjéct to markei condmons up to 100 miillion shares of its
Commeon Stock for the management of the Corporation’s equity uapxta!
ncluding offsetting dilution due to- eniployee stock awards, as proper
officers of the Corporation deem necessary or advisable. This reselution-

03
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shall supersede and replace the Board of Directors” previous share
repurchase resolution adopted on January 31, 2007

FURTHER RESOLVED; that upon’ recofmmendation of the
Finance and Risk Committee, the Board of Directors hereby Approves, as
part -of such repurchase plan and subject to the limit on the number of
shares which may be répurchased, the eritry into call aptions ot shares-of

the Corporation's- Commen Stock, as proper officers of the Carporation
may deem advisable.

REPORT OF THE COMPENSATION AND BENEFITS COMMITTEE

Mr. Akers reported on the meetings of the Compensation and Benefits Committee
held on the previous day afid on December 7, 2007. He noted that he would discuss
executive compensation, including the compensation of the Chief Executive Officer, af
the executive session of non-menagement Directors. Mr. Akers reported that the
Committee conducted its annual Committee self assessment and reviewed the Committee
charter. He stated that the Committee is recommending amendments to s charter 1o

reflect changes in the new execulive ‘compensation disclosure requirements, and he

referenced a meme describing these amendments which had been distributed to the

Directors in advance of the: mesting. After discussion, upon metion’ duly made and

seconded, it was unatiimously

RESOLVED, that, upon the recommendation of the
Compensation and Benefits Cormnittee, the amended Compcnsatton and
Benefits Committee Charter presenied to the Board of Directors is hereby
adopted and approved as the Compensation and Benefits Committee
Charter.

Mr. Akers stated that the Committee-also is recommending amendments 0 the:

Executive Incentive Compensation Plan (formeérly kiown as the Short-Term Executive

Compensation Plan} and teferenced a inemo describing these amendments whick had

been distributed: to the Directors in advance of the meefing. After discussion, upon
motion duly made and seconded, it was unanimonsly resolved

WHEREAS, the Compensation and Benefits Committee of the-
Board of Directors has recominended to the Board of Directors the-
adoption of the Executive Incentive Compensation Plan (F/K/A Short-
Term Executive Compensaﬁon Plan) in order to meet the requirements for
the continuing deductibility of certain compensation paid to execufives
under Section 162(m)-of the Internal Revenue Code; now therefore be it

RESOLVED, that the Board ‘of Directars-hereby (i) adopts the
Executive Tncentive Compensation Plan in the form attached hereto. as
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certification of perforniance.is:

rates’ for senior<level managing -directors-as a component of their
Mr. Akers described ‘that typically, the maximum portion of compensation received in
;equny for a managing director (other than Executive Committee: members)-is 50%, but

-F\h:btt A, subjcci to ‘theapproval of the stocLholders of Holdmgs (n)»
directs that the- approval of the Executive Incentive Compensation Plan be
considered at the 2008 Annual Meeting of Stockholders of the Corporation
scheduled to be held on April 15, 2008 (the “Annual Meeting™), and (iii)
recommends to the stockholders of Holdings the approval of the Executive
Incentive Compensation Plan at the Annual Meeting.

FURTHER RESOLVFB that the officers of the Corporation be,
and they hereby -are, authorized and divected to- take sucli further action -
with respect 10 the foregou plans and  programs mcludmg, without
limitation, preparing and d:stnbutmg award agreements and/or statements,
making adjustments for amouats due the Corporation- by the award.
recipient, and ‘executing such furthier documents and taking such fuither
action as they may, with the advise of counsel, deem necessary or
desirable to cary out the purpese and intent of the foregoing resolutions,
or to comply with law; and with respedt fo those awards which are subject
to the laws of any foreign jurisdiction, the officers of the Corporation are
each hereby authorized, _and_ directed to determine the form of awards to:
employees who are’ personatly residing outside the United -States .and to
take such actiohs @and to make such amendments ircluding, without
limitation, preparing and execuiing such trust instruments or other

. documents as they may, with the advice of counsel, deem necessary or
desirable 1o carry out the purpose and intent of the foregoing resolutions
and to achieve {ax efficiency and to comply with the provisions of any
relevant local law or regulations in those territories, provided such actions
do not result in an incremental material cost to the Corporation.

Mr. Akers stated that the Committee began its reéview of management’s proposal
to incréase the shares available under the 2005 Steck Incéntive Plan, to be sobrritted for
stockholder approval at the 2008 Aninual Meetmg of Stockholders, He reported that:the
Committee expects 1o finalize and approve the increase in shares under the pl -
the filing of the proxy stateinent, and he roted that this amendment to the plan will. also
require approval by the- fisll Board.

Mr. Akers reporfed that at its December meeting, the Comimittee reviéwed the ‘

performance results and certified the Restricted Stock Unit (“RSU™) awards earned
pursuant to the 2006-2007 performance-based RSU awards, He described that this
part of the process needed to ensure the awards are ehgxbleﬁ
1o be tax-deductible: Hetlso reported:that the. Comimittee approved higher equity deferral
o7 cémﬁénsaiion

that the Committee increased the équity component to 62% for managing directors
earning $5 mitlion or'more. He discussed thai the Committee’s objectives in making this

“
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change were to increase retention for-the affected managing difectors and to defer some
compensation expense into subsequeiit years.

Mr: Akers repoited that thie Commitieé reviewed and approved sevéral special
awards, including: RSU awards for senior-level new hires in the recruitment process;
RSU retention awards’ for four select -employees: within' the' Investment: Management
Division and Fixed Income Division; and special treatmient for the wivested RSU awdrds
held by select individuals who will be leaviiig the Firm as part of & start-up hedge fund,
where the Firm will have significant ownership interest. Mr. Akers also reported that the
Comumittee approved year-end RSU awards for employees of LibertyView, a hedge-fund
that is part of the Neuberger Berraan business, and he explained that their performance
year is based on the calendar vear, so awards are approved in January rather than
December.  Mr. Akers repotted thit the Committee reviewed and approved -the 2007
compensation process for Lead Equity Research. Analysts as requiréd by -the research
settlement and New York Stock Exchange rules. He reported that the Committes also

reviewed a report of the top 50 most highly compensated cmployeas in the Firm, betow

the executive group.

Mr. Akers described that the Committee has reviewed and given input on several
evolving drafts of the Compedsation Discussion and Arfalysis for the Compary’s 2008
proxy statement disclosure. He also réported that the Comumittee reviewed ‘paiticipation
in the Supplemental Retirement Plan (“SRP™) and described that, based on analysis of
miarket trends, competitive benefit valugs, and expense to the Firm, the. Cominittee agreed
that it would not extend SRP benefits beyond the current group of pamc:pmt.s Mr.

' Akers reported that the Comumittee began the process: of reviewing the 2008 goals'and

objectives for the Firm’s Lxecutwe Committee aiid ¢xecutive officers. Mr. Akers also
reported that the Committee approved the 2008 compensation formulas forthe executive
officers and Executive Committee members. He described that the formulas-are based on
pre-lax income, consistent with the 2007 formulas. He stated that the Committee also
discussed the Firm's compensation and benefits expense as a percent of net revenue for
2008, and he reported that this discussion is in progress. Mr. Akers concluded by stating
that the discussion of executive compensation would continue during the executive
session of non-management Directors.

REPORT OF THE AUDIT COMMITTEE

Mr.- Cruikshank gave a réport on the Audit Commitiée meetings held on
December 12 2007, January 24, 2008 and on the previous day. -He reporied that at its
December 12 meeting, the Committee reviewed the fourth quarter and year-end earnings
press release. He reported that the Committeé also received an update on services
provided by Emst & Young, including a review of services requmng Comumittee pre-
approval and a review of year-to-date fees.
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and Analy sis of Financi al Ccmdxtion and Results of Operanons (“MD# A‘-") to mcluded
in the Corporation’s Annual Report on:Form 10-K for the fiscal year ended November 30,
2007, as well as the procedures for colleetirig, processing and dis¢losing the information
contained in the MD&A and the financial statements.and notes. ‘He described that Ms.
Callan and Mr. Kelly reviewed details of ‘the Fimm’s resulis, balance sheet; risk, and

critical accounting pelicies, and that they: highlighted significant changes .and increased

dlsclosurr_ in the Form 10-K for fiscal 2007.

Mr. Cruikshank reported that Ms. Beth Rudoﬂ\er Global Head of Corporate
Audit, presented Corporate Audit’s review of management’s assessment of internal
control over financial reperfing pursuant to Section 404 ‘of the Sarbanes-Oxley Act,
contained in the Form 10-K. Hé¢ noted that this assessment states. that management
completed an assessment of internal control over financial reporting as of November 30,
2007, and concluded that such intemmal control is effective to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in aceordance with generally accepted accounting
principles, based on the critetia set forth in thie Treadway Commission, Mr. Cruikshagk
reported that no material weakness in internal control over financial reporting had been
identified at November 30, 2007.

Mr. Cruikshank reported that Ms. Rudofker delivered the Corporate Audit Report
on Consolidated Supervised Entity (*CSE”)y 2007 Year-End Results. He described that
she reviewed the process for review and testing of the Firm’s risk management controls
under the terms of the mutually accepted agreed upon procedures. He reporied that Ms.
Rudofker stated that, based on reviews conducted, no material weaknesses were noted in
internal risk management! controls that wetild hidve an impact on the Firni’s comphance
with CSE requirements, as of November 30, 2007.

Mt. Cruikshank- stated that, at its Januarry 28™ meeting;: -the-Comimittec reviewed

itS charter and is recommending a minor amendment to clarify that the Audit Committee

has the discretion to determine whether the provision of any non-audit -services would

impair the .auditors’ independence. After discussién, upon ‘motion duly made and
seconded, it was unanimously

RESOLVED, that, upon the recommendation of the Audit
Commiitee, the amended and restated Audit Committee Charter pr:esented
t6 the Board of Directors is hereby adopted and approved as the Audit
Committee Charter.

M. Crutkshank discussed that Ms. Rudofke
2008 Global Audit Plan, and he described that- ,
expansion .and investment, additional business and. px:oduct complemtv sngmﬁcant
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‘Statement on Auditing Standards No. 61, SEC: rules and other pmfesswnai standards |

‘will need to be financed in. 20@8 M. Felder also described that; :
pportion. of financial issuers” debt has been raised in segments of ‘the marke

floating rate notes and extendible nofes) which are no longer availsble i the current_,
environmient.

growth in volume, and increasing regulatory requiremerits. Mr. Cruikshank then
reviewed Emst & Young's report on the results of ‘its audit of the Fimm’s 2007
consolidated financial statements and of the Firm’s intérnal comtrol over financial
reporting pursuant to Section 404 of the Sarbanes-Oxley Act, stating that Emnst & Young
expected to be issuing unqualified opinions on both the 2007 financial statements and
internal control over fi nancxal reportmg at November sO 2007 Mr Cnukshank Staled

am:i had been reported to the Comnnttee »He
the required communications between the indej

FINANCIAL UPDATE

Ms. Callan reviewed the Firm's financial results for the morith of December. As
part of such review, she discussed, among other things, market environment, revenues,
expenses, niet income; earnings per-share, return on equity, pre-tax margin, andthe Firm’s

expenses. She compared the results to monthly averages during 2007 and to Deceitiber

2006 results. Ms.Callan discussed the performance of the Firm by business unit and by
region. She also discussed the Firm’s capital position (including leverage rafios) and risk

appetite usage. Ms. Callan provided an analysis of competitor information and discussed

the resulis of the Fimm's competitors. Ms. Callan concluded by presenting a mronthly
financial performance trend apalysis, as well as a quarterly and anmudl Fnancial
performance trend analysis, and by discussing the Firm’s revenues.in- January 2008,

PRESENTAT ION ON MARKET ENVIRONMENT FOR FINANCIAL SERVICE

COMPANY DEBT

Mr. Eric Felder, Global Head of High Grade Credit fand US Head of’ Gl@bal

Credit Products] gave a presentation to the Board on 2008 Suppiyi Deriand Dynamxcs for
Financial Service Company Debt. He discussed that credit supply would fikely be
concentrated in longer duration instruments and described the changing: profile of
investment grade supply over time. Mr. Felder stated that, after adjusting for this
duration increase, the Firm expected risk- ad;usted supply to increase by over 50%. in

2008. He described that, across the financial scrvice industry, substantial d "‘bt maf

Mr. Felder stated thai, in this environment, financial issuers will have to fssue
loriger duration debt, but noted that the volatility of the financials séctor has- inereased.
He presented data supporting his statement that, despite the recent widening in spreads,
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yields have rot risen substantially arid remain relatively Tow. Mr. Felder also discussed
the impact of the subpriime mortgage crisis on financial issuers, and he described that
recent losses have led to negative ratings momenturh among findncial issuers. He

presented data indicating that leverage ratios of the five largest brokers are rising, and that
bank capital ratios are deteriorating,

Mr. Felder also presented data regarding the implied default probability of certain
financial issuers t0 demonstrate the market reaction to these de.velopmcnts in the
financials sector. He discussed secondary repricing due to new issue concessions among
certain financials issuances. Mr. Felder described that a small number of investors is
accounting for a large portion of demand for the Firm’s recent issues, which could have
liquidity implications. He discussed that the response. of financial issuers to the market
environment has been to increase the tranché size of neéw issue ih periads when market
volatility subsides. Mr. Felder recommended that the Finn front-Joad issuance,
particularly gwcn the Firm’s recent growth in issuance and the smaller number of outlets
available going forward. He described that the Firm’s peers are in similar situations, and
noted that among financials, -a lot of capital has been mised by using a variety of
instrunmients, including equity, convertible bonds, and preferreds.

INDEPENDENCE DETERMINATIONS WITH RESPECT TO_INDIVIDUAL
DIRECTORS

Mr. Russo noted that the New York Stock Exchange corporate govermarce rales
require the Board to make an affirmative determination regarding the independence of
each Director and to disclose in tlie proxy statément whiich Directors are independent. He
then reviewed a document which had been distributéd to the Board presenting
infonmation regarding each Director's telationships with the Firm. Mr. Russo also
described that the members of the Audit Committee must satisfy the heightened
independence standards contained in the Sarbanes-Oxley Aect of 2002. Mr. Russo
summarized these independence standards to the Board of Directors. After discussion,
upon motion duly made and seconded, it was unaninioiisly

RESOLVED, that the Board of Directors hercby determines that
the following direcfors are indéependent as such term is defined: yoder the
listing standards of the New York Stock Exchange:

Michael L. Ainslie
John F. Akers.

Roger S. Berlind
Thomas H. Cruikshank
Marsha Johnson Evans
Christopher Gent
Roland A, Hemandez
Henry Kaufman

John D, Macomber
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FURTHER RESOLVEB ?that the Board of Dxrectors hereby
deterinines that each ' ' '

accordance with:the feqmrcmcnts of thie Sccuntxes'ﬁmhange Actof 1934

HOLDINGS ANNUAL MEETING:

Mr. Russo discussed the progress of planning for the 2008 Annual Meeting; which
will be held on April 15, 2008. He described that the 2008. Annual Meeting would be
conducted in the same. tanner and at the sarme location 4s:
reviewed the proposals te be submittedto the stockliolders at the 2008 Annual Meetmg
After discussion; upon motienduly made and seconded, it:was unanimously

RESOLVED, that the Board of Directors hereby authorizes and
directs the proper officers of the Corporation: (i) to prepare a notice of
meeting, proxy stafement, proxy card, annual reporf to stockholdérs,
annual report on Form 10-K and such other materials and docurnents as
may be necessary or appropriate (collectively, the “Annual Meeting
Materials”) in connection with the 2008 Annual Meeting of Stockholders
(the “Annual Meeting™); (u) after review by the Board, to file the Annual
Materials on behalf of the Corporation with-the-Securities and Exchange

Commission, the' New York Stock Exchange and:any other applicable or
" dppropridte: regulatory bodies; (iti) fo distribute

nudl Meeting
Materials to stockholders; and (iv) to take any ‘othel Acions as may be
necessary or appropriate in-connection with the Annual Meeting:

FURTHER RESOLVED, that Thomas A. Russo, Joseph
Polizzotto and Jeffrey A. Welikson are hereby designated as proxies for
the Annual Meeting.

FURTHER RESOLVED, that the following proposals be

subritted' to the stockholders of the Corporation at the 2008 Annual
Mesting:

() Elect cach of the following Director nominées for a one-yearterm:
Michae! L. Ainslie Richard §. Fuld, Jr.
John F. Akers Sir Christoplier Gent
Roger S. Berlind Roland A. Hernandez
Thomas H..Cruikshank Henry Kaufman
Marshz Johnson Evans John D. Macomber

(@)  Ratify the seclection by the Audit Committee of the Board of -

Ditectors 6f Ernst & Young LLP as the independent régistered

10
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public accountmg firm. for the fiscal yesr endmg_, November 30,
2008.

(iliy  Approve the Executive Incentive Compensation Plan.
(iv)  Approve an amendment to the 2005 Stock Incentive Plan:

(v Consider stockholder proposals reccived by the Corporation which:

ate nieither withdrawn by the propénéntnor appmved for excliusion:
by the SEC.

(vi) Act on any other business which. may properly come before the
Amnual Meeting or any adjournmeént thereof:

Mr. Russo described that the Firin received three stockholder proposals for
inclusion in the 2008 proxy statement: (i) Mrs. Evelyn Y. Davis submitted a stockholder
proposal which requests disclosure of political contributions. made by thie Firm; @ii) the
Central Laborers’ Pension, Welfare & Annuity Funds submifted a pmposal which:
requests a report dxscussmg thie Firra’s potential finaticial exposure as a result of the

mortgage securities erisisy and (iii) the Free Ent&..rprxse Action Fand: submitted 2 pmposal ‘

which reguigsts-an environmental sustainability report.

Mr. Russo referenced. materials regarding the stockhiolder pmpos’als inclading
drafl staternénis of uppesition o the proposals, whicth had been distributed to e
Directors in advance of the meeting. He stated that the Firm submitted no-action requests
to the SEC to exclude from the proxy statement the proposal requesting a report
discussing the Firm’s potential financial exposure as.a result of the mortgage securities
crisis, and the proposal requesting an environimental sustainability report. Mr. Russo

deseribed that, in both cases; the Firm's primary argument was that the proposal shiould

be excluded from the proxy statement on the basis that it relates to- the Firm’s ordinary

business. operations, which is érc of the limited grounds for exclusion permitted by SEC

rutes. He reported that the Firm has not yet reccived. responses from the.SEC to-its no-
action requests.

LEGAL UPDATE

Mr. Russo provided the Board with an update on the-options Bziéké&tiqgﬂ,’mattgrs,,
the auction rate securities litigation, the City of Cleveland ‘matter; the IPO allocation

cases; and the Unocal matters. The Board directéd questions:to Mr. Russo regarding the

auction rate securities litigation.
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EXECUTIVE SESSION

T hc non=management Direcfors met in ¢xegutive session and discusse
compensatio, including the petformance and compensation of Mr. Fuld,

-executive

There being ne furthér business to come before the meetmg, the meeting was,
upon motion duly made and seconded, adjoumed

Respectfully submiitted,
! Jetitey A. Wehkson
: Sécretary ofthe Meeuncr
12
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