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Financial Market Overview 
+ During FY 2007 Q4, the credit markets continued to be extremely volatile stemming from the sub-prime mortgage turmoil that started in 

Q3. 

- Short-term rates fell in Q4 as the Federal Reserve responded to the volatile credit markets and the deteriorating housing market in the 
US that started to threaten economic growth forecasts for 2008. The Federal Reserve cut the Federal Funds target rate on two 
occasions starting in September with a 50bps cut that brought the target rate to 4.75%. This rate cut was followed up with another 
25bps rate cut at the end of October which brought the Federal Funds target rate down to 4.50%. 

- Long-term rates fell significantly in the second half ofQ4 with the Ten Year Treasury trading in a 86 bps range ending the period 
61 bps lower than the beginning of the period. The Five Year Treasury also fell in Q4, trading in a 120 bps range and ended the 
quarter 87 bps lower than the beginning of the quarter. Equity markets ended the quarter mostly unchanged, even though the intra 
quarter range was extremely volatile. The Dow traded in a 1,421 point range, hitting an all-time high of 14,164 in the beginning of 
October. On November 301h, the Dow closed at 13,371. 

- Lehman debt spreads continued to widen out in Q4, after widening out dramatically in Q3. Debt issuance markets continued to feel 
the effects of the credit crisis and sub-prime fallout that began in Q3, with investors demanding higher new issuance concessions. 
Lehman was in the market twice in Q4 issuing $3.25bn in the US ($Ibn 20yr I $2.25bn 7yr) and EUR1.75bn 5yr in Europe. 
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Funding Overview 

+ In Q4 2007, we issued $11.3bn of unsecured long-term debt. 

+ Growth in long-term debt has matched growth in balance sheet and equity. 

Long-Term Debt Issuance (l) 
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2
l Net balance sheet figure for November 2007 is based on final figures. 
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Debt Issuance in 2007 Q4 * 
+ In Q4, Lehman executed three notable benchmark issuances: 

- On September 21st Lehman raised: 

• $2.25bn in a 7y Fixed rate note @ IML+ 129 

• $Ibn in a 20y Fixed rate note@ IML+ 168 

- On October 11th Lehman raised: 

• $2.5bn (€1.75bn) in a 5y Fixed rate note@ 1ML+95 

*Issuances greater than $1. 0 bn 
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2007 Issuance Update 
+ In 2007 Cash capital requirements have grown faster than the original budget. In Q4, we have issued approximately 

$15 .2bn of cash capital. 
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Liquidity Pool Management 
+ We continue to manage our liquidity pool prudently. 

- Per our investment framework, we invest the liquidity pool available to the Holding Company in liquid, investment 

grade instruments- primarily cash and cash equivalents and unencumbered, liquid, investment grade collateral. 

• By moving the liquidity pool in and out of investments, we constantly monitor our ability to monetize our 

investments at short notice. 

• We also constantly assess the size of our liquidity pool relative to the amount of liquidity outflows in a liquidity 

event. We do not target a minimum size for our liquidity pool. Instead, we want to have a liquidity surplus a 

year forward in a scenario where we cannot issue unsecured debt for one year and have to repay all unsecured 

debt and meet the liquidity outflows created by a one notch downgrade, draws on our contingent commitments 

and a $0.5bn debt and equity buyback program. 

• We calculate the liquidity pool on a daily basis and reassess the minimum size that the liquidity pool must have 

on a weekly basis. 

• As of 2007 Q4, our liquidity one year forward position was at $7 .5bn. 

- Additionally, the management of our liquidity pool does not exist in a vacuum but within the context of our 

comprehensive Funding Framework, which aims to mitigate the liquidity risk faced by the Firm as much as 

possible (e.g., by carefully selecting secured funding counterparties and by funding illiquid and boxed assets with 

cash capital). This reduces the liquidity outflows that the liquidity pool must cover. 

- Finally, we also maintain large liquidity pools at our broker dealers and bank institutions, which are managed 

along the same conservative lines as the liquidity pool available to the Holding Company. 

+ At the end of 2005 Q4, we decided to remove the undrawn portion of the LBHI Committed Credit Facility from the 

definition of the liquidity pool, thereby aligning our internal definition of the liquidity pool with that of the SEC. 

LEHMAN BRC)THERS 5 

0 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
BY LEHMAN BROTHERS HOLDINGS INC. 

LBH I_ SEC07940 _ 3233594 



Liquidity Pool In 2007 Q4 
+ Lehman Brothers reported a $34.9bn liquidity pool as ofNovember 30,2007- versus $35.9bn as of August 31,2007. 

+ At the end of Q4 2007, we decided to remove AEGIS Investments from the definition of the liquidity pool. 
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Net Balance Sheet Target 
+ For 2007, the Firm's Balance Sheet grew by 37% with 75% of the growth coming via FID Core and Capital Markets 

Prime Services 

+ Net Balance Sheet accounts for most of that growth, with it representing 55% of overall Balance Sheet growth 

+ Headline performance statistics for the quarter are as follows: 

- Net Leverage remained flat at 16.1 x for Q4 '07 

- Gross Balance Sheet grew by 5% - FID Core accounted for most of the growth 

- Net Balance Sheet grew by 4% - FID Core accounted for most of the growth 
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Cash Capital 
+ There was no major change in the cash capital policy of the Firm during Q4 2007. 

+ Lehman Brothers reported a cash capital surplus of $8. Obn as of the end of November 2007 in the Holding Company 
chain- versus $8.1 bn as of the end of August 2007. 

+ Across legal entities, cash capital usage quarter over quarter remained flat at $141.9bn (excluding $17.4bn of 
intercompany subdebt and $2.5bn of intercompany Reg-T margin posting). 
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Cash Capital Usage By Asset Class - 2007 Q4 
$millions 
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Cash Capital in 2007 Q4 

+ As of the end of November 2007, our cash capital surplus was at $8 0 Obn, well above our targeted surplus of $2 0 Obno 
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