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Moody's changes Lehman's rating outlook to negative 
 
 
 
 
New York, June 09, 2008 -- Moody's Investors Service lowered the rating 
outlook on Lehman Brothers Holdings Inc. ("LBHI", senior at A1) to 
negative from stable and affirmed the rating on the senior long-term 
debt of the company and its principal rated operating and guaranteed 
subsidiaries (all referred to collectively as "Lehman"). Today's rating 
action follows Lehman's reporting of a $2.8 billion net loss in Q2-08 
that resulted from a combination of asset valuation marks and a sharp 
decline in hedge effectiveness, which had previously buffered Lehman's 
bottom line from material losses. Moody's notes, however, that the firm 
would have been just above breakeven in the first quarter of the year if 
gains on its structured notes were excluded from income. 
 
Concurrent with its earnings announcement, Lehman will seek to offset 
the negative capital impact of the loss by issuing $4 billion of new 
common shares and $2 billion of 3-year mandatory convertible preferred 
stock. 
Moody's views the capital raise, in conjunction with balance sheet 
de-leveraging/de-risking, as a positive step in bolstering both the 
balance sheet and investor confidence. 
 
The rating action also reflects Moody's concerns over risk management 
decisions that resulted in elevated real estate exposures and the
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subsequent ineffectiveness of hedges to mitigate these exposures in the 
recent quarter. However, the significant (albeit declining) residential 
and commercial real estate concentrations remain a risk management 
challenge and continue to pose down-side risk to the firm. Any 
additional net valuation marks that result in firm-wide losses in coming 
quarters would raise serious concerns about the effectiveness of 
Lehman's risk management and may create additional market unease about 
the firm, potentially weakening its franchise. As such, additional 
firm-wide losses would likely result in a downward rating action. 
Stabilization of the rating outlook would require a return to consistent 
profitability and continued reduction in Lehman's currently outsized 
commercial and residential mortgage exposures. 
 
Lehman's rating also reflects the firm's product and geographic earnings 
diversification, which has improved materially over the past five years 
on steady growth in primary equities, global advisory, and investment 
banking. The firm has built strong franchises in investment banking and 
equity capital markets, including increasing its penetration in prime 
brokerage and secondary cash equities and derivatives, in both the U.S. 
and abroad. The rating agency said that despite tough market conditions, 
Lehman's core customer-flow franchises continue to produce solid 
revenues, with profits generated from outside of fixed income helping to 
counter current weakness in residential and commercial real estate and 
leveraged lending. Lehman's investment management business has also 
become an important earnings contributor to the firm. 
 
Moody's noted that Lehman's liquidity management and stand-alone 
liquidity position remain robust and are underpinned by a funding 
framework that is scaled to the firm's expectations for reliable secured 
funding, which is vetted by counterparty and asset type. The contingency 
funding plan also assumes stress-level valuation haircuts, and 
anticipates a substantial reduction in the availability of secured 
funding in a stress scenario. The use of prime brokerage free credit 
balances to fund customer assets is minimal, with Lehman assuming 100% 
flight of free credits in a stress scenario. Lehman ended Q2-08 with a 
record $45 billion of liquidity available to the holding company, and an 
additional $150 billion of unencumbered assets, with substantial loan 
value. 
 
The rating agency noted that the recent collapse of Bear Stearns 
highlights the vulnerability of the secured funding model of 
broker-dealers on overall market liquidity. When market liquidity dries 
up, collateral becomes harder to value, margin disputes arise and 
liquidity pressure increases on broker-dealers. The supportive actions 
of the Federal Reserve, including the temporary introduction of the 
Primary Dealer Credit Facility ("PDCF") and the Term Securities Lending 
Facility ("TSLF"), have played a critical role in helping to stabilize 
funding markets in the wake of the Bear Stearns collapse. These actions 
have provided at least an interim solution to industry-wide structural 
liquidity challenges. However, neither facility is permanent in nature. 
The negative outlook also reflects the risk that a more permanent 
solution to the inherent confidence sensitivity of the securities 
industry funding model may not be forthcoming. In the absence of a more 
permanent solution, Moody's believes the newly revealed vulnerability of 
the secured funding model may warrant negative rating action on Lehman 
and on other independent investment banks. 
 
Moody's last rating action on Lehman was on March 17, 2008 when the 
ratings were affirmed and the outlook was revised to stable from 
positive. 
 

Page 2 of 4FW: (BMP) Moody's changes Lehman's rating outlook to negative

FOIA CONFIDENTIAL TREATMENT REQUESTED
BY LEHMAN BROTHERS HOLDINGS INC. LBEX-DOCID 017840



Lehman Brothers Holdings Inc. is an international investment bank and 
financial services firm headquartered in New York, NY with total 
stockholders equity of approximately $31.3 billion and $160 billion of 
long-term capital at May 31, 2008. 
 
The rating outlooks on the following Lehman Brothers entities have been 
changed to negative from stable: 
 
Lehman Brothers Holdings Inc. 
 
Lehman Brothers, Inc. 
 
Lehman Brothers Bank, FSB 
 
Lehman Brothers Bankhaus AG 
 
Lehman Brothers Commercial Bank 
 
Lehman Brothers Holdings Plc 
 
Lehman Brothers International (Europe) 
 
Lehman Brothers OTC Derivatives Inc. 
 
Lehman Brothers Special Financing Inc. 
 
Lehman Brothers Treasury Co. B.V. 
 
Lehman Brothers Holdings Capital Trust I 
 
Lehman Brothers Holdings Capital Trust II 
 
Lehman Brothers Holdings Capital Trust III 
 
Lehman Brothers Holdings Capital Trust IV 
 
Lehman Brothers Holdings Capital Trust V 
 
Lehman Brothers Holdings Capital Trust VI 
 
Lehman Brothers Holdings E-Capital Trust I 
 
Lehman Brothers UK Capital Funding LP 
 
Lehman Brothers UK Cap.Fund. II 
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obtained by MOODY'S from sources believed by it to be accurate and 
reliable. Because of the possibility of human or mechanical error as 
well as other factors, however, such information is provided "as is" 
without warranty of any kind and MOODY'S, in particular, makes no 
representation or warranty, express or implied, as to the accuracy, 
timeliness, completeness, merchantability or fitness for any particular 
purpose of any such information. Under no circumstances shall MOODY'S 
have any liability to any person or entity for (a) any loss or damage in 
whole or in part caused by, resulting from, or relating to, any error 
(negligent or 
otherwise) or other circumstance or contingency within or outside the 
control of MOODY'S or any of its directors, officers, employees or 
agents in connection with the procurement, collection, compilation, 
analysis, interpretation, communication, publication or delivery of any 
such information, or (b) any direct, indirect, special, consequential, 
compensatory or incidental damages whatsoever (including without 
limitation, lost profits), even if MOODY'S is advised in advance of the 
possibility of such damages, resulting from the use of or inability to 
use, any such information. The credit ratings and financial reporting 
analysis observations, if any, constituting part of the information 
contained herein are, and must be construed solely as, statements of 
opinion and not statements of fact or recommendations to purchase, sell 
or hold any securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE 
ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS 
GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating 
or other opinion must be weighed solely as one factor in any investment 
decision made by or on behalf of any user of the information contained 
herein, and each such user must accordingly make its own study and 
evaluation of each security and of each issuer and guarantor of, and 
each provider of credit support for, each security that it may consider 
purchasing, holding or selling. MOODY'S hereby discloses that most 
issuers of debt securities (including corporate and municipal bonds, 
debentures, notes and commercial 
paper) and preferred stock rated by MOODY'S have, prior to assignment of 
any rating, agreed to pay to MOODY'S for appraisal and rating services 
rendered by it fees ranging from $1,500 to $2,400,000. Moody's 
Corporation (MCO) and its wholly-owned credit rating agency subsidiary, 
Moody's Investors Service (MIS), also maintain policies and procedures 
to address the independence of MIS's ratings and rating processes. 
Information regarding certain affiliations that may exist between 
directors of MCO and rated entities, and between entities who hold 
ratings from MIS and have also publicly reported to the SEC an ownership 
interest in MCO of more than 5%, is posted annually on Moody's website 
at www.moodys.com under the heading "Shareholder Relations - Corporate 
Governance - Director and Shareholder Affiliation Policy." 
Moody's Investors Service Pty Limited does not hold an Australian 
financial services licence under the Corporations Act. This credit 
rating opinion has been prepared without taking into account any of your 
objectives, financial situation or needs. You should, before acting on 
the opinion, consider the appropriateness of the opinion having regard 
to your own objectives, financial situation and needs. 
                            end 
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