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Summary:

Lehman Brothers Holdings Inc.
Credit Rating:  A+/Negative/A-1

Rationale

Standard & Poor's Ratings Services' ratings on Lehman Brothers Holdings Inc. (Lehman) continue to reflect the
firm's sound franchise, which increasingly exhibits greater diversification in both product offering and geographic
reach. The ratings also reflect Lehman's strong risk-management culture and prudent liquidity and funding profile.
These strengths are tempered by the firm's continued relative concentration in fixed-income activities, which--as has
been the case in recent quarters--can negatively affect operating performance in weak credit markets.

Although increasingly diversified, Lehman's business mix is skewed toward the fixed-income sector (where it
remains a market-maker), with a relative focus on mortgages, structured finance, and credit products. The downturn
in the U.S. housing market, and continued dislocation in global credit markets have prompted Lehman to realign its
mortgage business. The firm closed one of its U.S. mortgage origination units in 2007, and, more recently,
suspended wholesale and correspondent origination activities at another unit. We view Lehman's ability to scale its
cost base to adapt to market conditions favorably, given the decline in revenues that current market conditions have

engendered.

Lehman maintains an excellent risk culture, which results in the firm's comparatively lower risk appetite than that of
peers, and its strong liquidity and funding profile. Management has, and continues to implement a number of
measures to ensure Lehman's ability to meet its funding obligations, even in a stressed environment. The firm's
access to external sources of funding remains sound, as reflected in its recent $4 billion convertible preferred stock
issue, which was oversubscribed. Overall, and despite nervous investor and media sentiment in recent weeks,
Lehman has maintained a very stable funding structure that ensures that the firm has sufficient liquidity to meet all
of its funding obligatibns in all market environments. The company's excess liquidity position is among the largest
proportionately of the U.S. broker-dealers, and its sources-to-uses ratio is the strongest. Nevertheless, we cannot
ignore the possibility that the firm could suffer severely if there is an adverse change in market perception, however
ill-founded. In this respect, we take comfort in the broker-dealers’ ability to access the Federal Reserve's discount

window.

Lehman's earnings performance has held up relatively well under current market conditions, with net revenue of
$3.5 billion posted in first-quarter 2008 despite additional write-downs on troubled assets. Although the firm's
fixed-income business continues to be pressured by the slowdown in activity, while also absorbing the majority of
write-downs, the business's underlying strengths allow it to remain profitable. Nevertheless, consolidated net
revenues declined 20% quarter-on-quarter owing to $1.8 billion (net of hedges) in write-downs. As a result,
Lehman's pretax margin dropped to 18.9% in the quarter despite a modest decline in operating expenses.
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Summary: Lebman Brothers Holdings Inc.

Outlook

“The negative outlook is in line with those on the other major global securities firms and investment banks. Given
ongoing challenges for these firms in the current market environment, we believe that there is potential for a more
substantial decline in profitability from capital market activities. We currently believe net revenues could decline by
20% to 30% (adjusting for write-downs) year-on-year, While such a decline could still be accommodated within the
current ratings level, the ratings could be called into question if economic conditions substantially deteriorate and
market turmoil persists to the extent that a more precipitous decline in earnings occurs during the next few quarters.
In addition, and notwithstanding supportive actions by the Federal Reserve, we are increasingly concerned about the
independent broker-dealers' heavy reliance on wholesale funding, given the protracted period of market illiquidity.

As economic conditions continue to unfold throughout 2008, the outlook on'Lehman could revert to stable if a
resumption of more normal market conditions contributes to strong and more consistent earnings over a number of

quarters. .
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