
LEHMAN BROTHERS .HOLDINGS INC. 
Minutes of the l<~inancc and Risk Committee Meeting 

Septcniber 1 J, 2007 

A meeting of the Finance ::md Risk Committee o.fLehmtm Brothers l·Ioldings Inc. 
(the "C:orporation" and collectively with its· subsidiaries, the "Firm") was held on 
September II, 2007 at 9:00 am in the Executive Conference Room, 31st floor, 745 
Seventh Avenue, pursuant to written notice. 

PIU:SENT- COMM.ITTEE MEMBERS 

Messrs. 

Ms. 
fv1r. 

Henry Kaulimm (Chairman) 
John F. Akers 
RogerS. Berlind 
Marsha Johnson Evans 
Roland A. Hernandez 

ALSO PHESENT BY lNVITATlON 

Messn:;. Jeffrey Goodman 
Ian T. Ltnvitt 
Christopher M. O'Meara 
Paolo Tonucci 
Jeffrey A. Welikson 

APPROVA.L OF MJNlJTl~S 

The first order of· business was tht~ app1;ovol ofthe Minutes <)f the meeting held on 
January 30, 2007. Upon motion, duly made ~mel scc<mded, it was uminin'lously . 

RESOLVED, that the Minutes of the meeting ofthe Finance and Risk Committee 
held on January 30, 2007 arc 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. 

tUSK, LJOUIDITY, CAPITAL, AND BALANCE SHEET UJ>DATE 

Mr. O'Meara introduced tbe risk, liquidity, capital, and balance sheet update. i-le 
then presented an overview, noting t.hat 2007 has seen a significant -~unount of risk, 
f1nancing and capital activity, driven by busif1css growth generally and high levels of 
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actlVlty in specific businesses, He discussed the growth in risk appetite usage, risk 
managcmciit stress test results for sub-prime mortgage and leveraged lending businesses, 
credit ratings, increase in liquidity and cash capital surplus levels; the growth in common 
equity, the net le'Ver'!ge ratio, current credit ratings, the decrease in share repurchases and 
other matters. 

Mr. O'Meara then reviewed the Firm's risk l.lsage, commencing with.an overview 
of recent market stress. He noted that in late 2006, the sub-prime mortgage loan market 
started to experience poor loan performance resultil1g in significant spread ·widening. 
Contagion from the sub-prime mortgage loan market gradually spread to other mortgage 
loan markets, such as Alt-A mortgage loaris, and eventually to the general credit market. 
Such difficulties in the mortgage loan niarkets also contributed to the failure of cerL.1in 
high profile hedge funds exposed to the sub-prime mortgage loan market and other highly 
levered credit products and subsequently l<:!d to a general de-leveraging of hedge funds 
anoss other asset classes. Mr. 0' Meara also noted that the com.mercial paper market, 
particularly the asset backed commercial paper .. marker, experienced limited liquidity and 
such commercial paper prcividers were forced to draw upon backstop liquidity facilities to 
lund the non-renewal of their outstanding commercial paper. 

Mr. O'tvknra then \Vent on to rt::.vi.ew the Fin'n's risk and exposure to securitized 
products, high yield bonds and leveraged loans, \.:Ommercial paper and hedge funds. With 
respect to the presentation on securitized products, Mr. O'Meara provided an overview· of 
ihc origination, trading and tinancing activity in the Firm's mortgage capital division. Mr. 
O'Meara noted that U.S. Stlb~primc mortgages had represeined 161% of the division's 
year-to-date originations through July 2007 and that the Firm had subsequently 
discontinued origination of sub-prime mongagcs. He also noted that numerous mortgage 
originators have tiled for bankruptcy or have discontinued operations and that the. Firm 
has reserved for expected losses in the course of its usual reserve process. 1v1r. O'Meara 
stated that the Firm's commitments tor 'vvarchouse facilities to sob-prime and AH-A 
mortgage originators have decreased froln the prior year. He also rioted that the Firm had 
tightened its lending criteria for .mortgage loans as of the second half of 200(:! which 
should result in improved future loan perl~mn<}ncc. Mr. O'Meara stated that the risks of 
the securitized products busii1ess are managed within the Firm's comprehensive risk 
management framework and.that risk appetite is measured daily and calculated at a 95%) 
conlid<mcc level. Mr. Goodman provided an ovcrvie\v of the sub-prime mortgage loan 
weekly stress rest results. 1-le stated that th~: liin:ss tests consistent!)' forecasted greater 
stressed losses than actual losses. Mr. O'Meara presented an overview of the Firm's risk 
exposure to high yield bonds and leveraged loans and noted that the Firm's coiilmitments 
in this area have increased in accordance with the growth in market share of the finn's 
n1crgt~rs and acquisitions business. He noted that while the Firm's net exposure to high 
yield bonds and leveraged loans remained relatively unchanged through July 2007~ then: 
was a material inch:mse in sud1 net exposure i!1 the month of August 2007 due to n~cent. 
market conditions at~d pro.vided an ovcrvic.w ofmarket changes in the leveraged finance 
market. Mr. O'Ivleara then went on to review the comprehensive risk. framework for high 
yield debt products and noted ibc. Firm's extensi,'e risk controls, commencing from the 
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approval process through post~closii1g of such products. Mr: 0 'Meara revie\ved results of 
the monthly stress tests oh leveraged loan exposure and noted that forecasted stressed 
losses \Vere consistentlY' greater than the strt·ssed losses actually incurred. He also 
provided an overview of the comprehensive scenario analyses which arc performed in 
addition to the monthly stress tests: Mr. 0' Meara pnivided a general overview of the 
commerdal paper market, including the Finn's roks and activities in this area. Mr. 
O'Meara then provided an overview of the Finn's exposure and activities in regards to 
hedge funds. He described the Wmprehensive credit risk ti·ame\·Vork and control systems 
for hedge funp risk, commencii1g with the initial client sc'rcening (based on know your 
customer principles) ihrough to the credit monitoring stage. Mr. O'Meara noted .that the 
Eirm t'emains well collateralized against its hedge fund clients and its total hedge fund 
current credit exposure as of August 31, 200.7 was less than l% of the 17irm' s entire 
current credit exposure. He then described the recent failures.of certain hedge fund clients 
and noted that the Firm had not experienced losses from such failures, Mr. O'Meara then 
went on to provide an overview of the Fi1m 's monthly risk appetite usage in total, for 
each geographic region and for each risk eategory (market, event and counterparty risk} 
He noted that the Firm's overall risk appetite usage has increased but it still remains 
within the Firm's risk appetite limit. Mr. O'Meara went on to review the Finn's 
coumerpnrty credit risk, noting that the Finn continues to have a very high quality credit 
portfolio with approximately 97.8<% of the exposure in investment grade counterparties 
and that the Finn has· the lowest exposure of its peers to non-irivestment grade 
derivatives, He also reviewed the various stress tests and scenario analyses regularly 
perfonnecl to evaluate the potential irnpact upon the revenue of each segment of the 
Firm's trading 'portlblio and upon the Firm's total revenue. 

Mr. Tonucci provided an update on the Firm's balance sheet assets and noted the 
year-to-date increase in such assets. He reviewed the Firm's liquidity framework and the 
ipcrcasc in the level oftbe firm's long term debt. Mr. Tonucei noted that the Firm had a 
record level ofliquidity and cash capital surplus as c)f the end of the third quarter of2007 
but stated that recent market conditions had increa:sed borrowing costs and decreased the 
sources of capital for such public debt issuances. He then revievvcd the Firm's Funding 
Framework, the set of policies which govern the Fim1 's liquidity risk and funding 
management and establish the funding requirements for different 'asset classes and 
activit.ies. Fie described the key models for Cash Capital, Maximum Cumulative Outflow 
and Reliable Secured Funding. He reviewed the Firm's liquidity pool year-to-date and 
over the last four years; noting that the conservative nature of the Firm's liquidity pool as 
C()rnparcd to its peers, which has been recognized by ihc leading credit rating agencies. 
Mr. Tonucci revic\vcd the structure of the. Firm's debt, noting thtJt the Firm manages 
refinancing risk by limiting usage of short-tcnn debt and strictly monitoring the maturity 
profile of long-term Jebt. He then revie\Wd- the Firm's.debt issuance activity ycm·-to-datc 
and <:>vcr the past fot1r years and 1iored th<\t suc.h debt. had in pric>r years been issued at 
l~xlrerncly attractive kvels on a historical basis and in comparison to ()Ur peers, reducing 
the cost of debt outst::mdinu. However Mr. Tonucci noted that debt issuance costs have 
increased in 2007 in light of recent market conditions. fie stated that the Firm had 
cliversi tied its clcbi holder base by issuing debt in currencies other than the US Dollar and 
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by issuing structured notes. Mr. Tonucci then wenton to review the Firm's cash capital 
usage. He also described the Finn's three banking entities, Lehman Brothers Bank, 
Lehman Brothers Comm.ercial Bank and Lehman Brothers Bankhaus and their role in the 
Firm's liquidity risk management Mr. TonucCi then reviewed the Firm's contingent 
liquidity risks, including the sources of sudnisk and the funding sources that have been 
established by the Firm. 

Mr. Tonucci rcvi'(!wed .the Firm's capital management. He dcscri(Jed tJ1e Q.bjectives 
of the Fim1's capital plan as ensuring that assets a,rc sufficient lb .. suppOrt i·evenue Uii'gets, 
equity capital is sufticient to support that mix of assets and the risk they generate and that 
ROE does not tall below acceptable levels. He also ·provided an overview of various 
equity adequacy metrics, including the recent equity adequacy fi"an1cwork 111odel. Mr. 
·ronucci also reviewed the Firm's net leverage ratio. Mr. Tonueci noted that the net 
leverage ratio could increase based on tht~ increased accuracy of the Firm's equity 
adequacy measures and discussions with rhe applicable regulatory bodies and rating 
agencies. .Mr. Tonucci then reviewed the Finn's credit ratings, including the June 2007 
ratings upgrade arid recent anirmation from Fitch and affirmations of credit ratin,gs by 
bpth Standard & Poor's and Moody's in August 2007. He then reviewed the Firm's share 
repmchase program, including the gro~s and net costs, and noted that 2007 repurchases 
are substantially lower than projected due to a reduction in option exercises rqsulting in a 
corresponding redue;tion in repurchases. He o:ilso noted that the net costs ofthc share 
repurchases are expected to be lower than forecasrpd costs in light of the reduced 
repurchases and average lower repurchase prices. 

]'he Committee directed questions to management regarding the Finn's credit 
portfolio, credit ratings, hedge fund exposure and risk, fair value determinations, 
mortgage loan exposme, leverage finance commitments, liquidity pool, funding activities 
and debt spreads, comme.rcial paper exposure, exposure to SIVs (structured investment 
vehicles), and other matters. 

PRIVATE SESSION 

Managcmeni was excused, and the Committee then met in private session. 

There being no further business to come before the meeting, the meeting was, 
upon motion duly made and seconded, adjourned. 

Respectfully submitted, 

"J~~t A .. W&J~ 
Jeffrey A. Wclikson 
Secretary of the Meeting 
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