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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

M ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934.

For the fiscal year ended December 31, 2007

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934.
For the transition period from to

Commission File Number: 1-14947

JEFFERIES GROUP, INC.

(Exact name of registrant as specified in its chaetr)

Delaware 95-4719745
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
520 Madison Avenue, 12" Floor 10022
New York, New York (Zip Code)
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Registrant’s telephone number, including area codeg(212) 284-2550

Securities registered pursuant to Section 12(b) dfie Act:

Title of each class Name of each exchange on which registe
Common Stock, $.0001 par valu New York Stock Exchange

Indicate by check mark if the registrant isell-known seasoned issuer, as defined in Ruleci@®e Securities Act.
Yes¥ NoO

Indicate by check mark if the registrant i$ remjuired to file reports pursuant to Section L$ection 15(d) of the Exchange Act.
YesO NoM

Indicate by check mark whether the registtaphhas filed all reports required to be filed bgcon 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastiags. Yed NoO

Indicate by check mark if disclosure of delieqt filers pursuant to Item 405 of Regulation Kot contained herein, and will not be

contained, to the best of registrant’s knowledgdsfinitive proxy or information statements incorgi@d by reference in Part Ill of this Form
10-K, or any amendment to this Form 108.

Indicate by check mark whether the registiquat large accelerated filer, an accelerated f#etpn-accelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportir@mpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filéd Accelerated filefd Non-accelerated filer[d Smaller reporting compariy
(Do not check if a smaller reporting compe

Indicate by check mark whether the registimiatshell company (as defined in Rule 12b-2 offkehange Act).
YesO NoM

State the aggregate market value of the vaimynorvoting common equity held by n-affiliates computed by reference to the pric



which the common equity was last sold, or the ayeitsid and asked price of such common equity, #seofast business day of the
registrant’s most recently completed second figoalrter. $3,038,203,420 as of June 29, 2007.

Indicate the number of shares outstanding®fegistrant’s class of common stock, as of ttestgpracticable date. 125,870,368 shares as
of the close of business February 5, 2008.

DOCUMENTS INCORPORATED BY REFERENCE

Information from the Registrant’s DefinitivedXy Statement with respect to the 2008 Annual hgedf Stockholders to be held on
May 19, 2008 to be filed with the SEC is incorperhby reference into Part Ill of this Form 10-K.

LOCATION OF EXHIBIT INDEX
The index of exhibits is contained in Part IV haren page 97.
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PART |
Item 1. Business.
Introduction

Jefferies Group, Inc. and its subsidiariesg"wr “us”) operate as a full-service global invesht bank and institutional securities firm
serving dynamic companies and their investors. W& these companies capital markets, merger aqdisition, restructuring and other
financial advisory services, and provide investarslamental research and trade execution in eqeipyity-linked, high yield and investment
grade fixed income securities, as well as commesldind derivatives. We also provide asset managesapsices and products to institutions
and other investors.

Our principal operating subsidiary, Jeffe@€ompany, Inc. (“Jefferies”was founded in 1962. Since 2000, we have pursistichegy o
continuing growth and diversification, whereby wavl sought to increase our market share in eattteaharkets we serve and the products
and services we offer, while at the same time edipanthe breadth of our activities in an efformdigate the cyclical nature of the financial
markets in which we operate. Our growth plan hankaehieved through internal growth supported kyothgoing addition of experienced
personnel in targeted areas, as well as the atigunigiom time to time of complementary businessésre recently, we have increased our
global focus on serving companies and investoEuirope, the Middle East, Latin America and Asia.

As of December 31, 2007, we had 2,568 emplaya& maintain offices throughout the world andehaur executive offices located at !
Madison Avenue, New York, New York 10022. Our tdlepe number is (212) 284-2550 and our Internetesidis www.jefferies.com.

We make available free of charge on our Irdewebsite the following documents and reportduiting amendments (the reports are
available as soon as reasonably practicable aftér materials are filed with or furnished to theCSfiirsuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934):

. Code of Ethics

. Reportable waivers, if any, from our Code of Ethigsour executive officer:

. Board of Directors Corporate Governance Guideli

. Charter of the Audit Committee of the Board of Riags;

. Charter of the Corporate Governance and Nomina&imgmittee of the Board of Directol
. Charter of the Compensation Committee of the Boéi@irectors;

. Annual reports on Form -K;

. Quarterly reports on Form -Q;

. Current reports on Forn-K; and

. Beneficial ownership reports on Forms 3, 4 an

Shareholders may also obtain free of changénded copy of any of these documents or reportsdmding a request to Investor Relations,
Jefferies & Company, Inc., 520 Madison Avenue, IRtor, New York, NY 10022, by calling 203-708-59@56by sending an email to
info@jefferies.com.
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Business Segments

We currently operate in two business segmérdpijtal Markets and Asset Management. The Caldisakets reportable segment includes
our securities trading, including the results of mcently reorganized high yield secondary maniegting activities, and investment banking
activities. The Capital Markets reportable segnientanaged as a single operating segment thatdaetie research, sales, trading and
origination effort for various fixed income, equayd advisory products and services. The Capitak&ta segment comprises a number of
interrelated divisions. The Asset Management segsarimarily comprised of operating activitiedated to our asset management
businesses. Beginning in the second quarter of 20@7nternational convertible bond funds areudeld within the results of the Asset
Management segment. Previously, operations fromnte@mational convertible bond funds were includtethe Capital Markets segment.
Prior period disclosures have been adjusted tootonfo the current period’s presentation. This ¢gfeawas made in order to reflect the
manner in which these segments are currently mahage

Financial information regarding our reportabiesiness segments as of December 31, 2007, Dec@&mb2006, and December 31, 2005 is
set forth in note 19 of the Notes to Consolidatethfcial Statements, titled “Segment Reporting” enicicorporated herein by reference.
Our Businesses
Capital Markets

Our Capital Markets activity includes our séibes execution activities, including sales, tragland research in equity, equity derivatives,
convertible, high yield and investment grade fix@tbme securities, and prime brokerage, and owstment banking activities which inclt
capital markets transactions, mergers and acaprisitind other advisory transactions. In additiom,@apital Markets activities include
securities lending and our proprietary tradingwatiéis as well as commoditelated trading. We are primarily focused on seg\aarporation:
and institutional investors.

Investment Banking

Our Investment Banking Division offers ouretits, primarily growing and migized companies, a full range of financial advissewices
as well as debt, equity, and convertible capitalimg services.

Underwriting

Equity and Equity-Linked Financing — We offdirect placements, private equity, private placetsi@nitial public offerings, and follow-
on offerings of equity and equity-linked converéilslecurities.

Leveraged Finance — We offer a range of dielinting for growing and middle market companies syponsors. We focus on structuring
and distributing public and private debt in levaddinance transactions, including leveraged buts, acquisitions, growth capital financin
recapitalizations, and Chapter 11 exit financir@srt joint venture loan finance company, JefferigsmfRce LLC, has the ability to commit
capital for transactions that range between $50amiand $500 million.
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Advisory Services

Mergers & Acquisitions — We advise buyers artlers on sales, divestitures, acquisitions, mergender offers, joint ventures, strategic
alliances and takeover defenses. We can facitiadefinance acquisitions and recapitalizations ath buy-side and sell-side mandates. Our
service to our clients includes leveraging our stduknowledge, extensive relationships, and chpitakets and restructuring expertise.

Restructuring & Recapitalization — We offevabry services in connection with exchange offemsent solicitations, capital raising,
recapitalization, restructuring and distressed M&divity. We provide advice and support in the atindng, valuation and placement of
securities issued in recapitalizations and resfiriregs. We represent issuers, bondholders andtorsdas well as buyers and sellers of assets.

Fund Placement Helix Associates, our fund placement group, isse@hent agent serving private equity fund sporeogssophisticate
investors throughout North America, Europe, the diédEast, Japan and Australia.

Our 539 investment banking professionals dpdafaoughout the United States, Europe and Asidase organized into industry, product
and geographic coverage groups. Industry coveremeg include Jefferies Quarterdeck for Aerospack@efense, CleanTech, Jefferies
Randall & Dewey for Energy, Gaming and Leisure, lHeare, Industrial, Private Equity and Venture iZ&BSponsors, Retail & Consumer,
Jefferies Broadview for Technology, Oil Service @rhstructure, Media and Communications and Putbawell Investment Banking
Business for Financial Services. The division hgeéenced substantial growth over the last sixybath organically and through
acquisitions.

Equities

Our Equities Division consists of equity resa sales and trading, electronic execution sesyiequity derivatives, securities lending and
prime brokerage.

Equity Sales and Trading

Our equity research, sales and trading umities of the primary foundations of our platform. Wave an over forty-year history in equity
trading. Our equity sales representatives connaetwork of institutional investors around the giadnd provide execution with a focus on
minimal market impact. We provide listed block #adNASDAQ market making, bulletin board tradingpital markets/origination, risk
arbitrage, statistical arbitrage, special situajqrair trades, relative value, and portfolio aletteonic trading, as well as trading in American
Depository Receipts (“ADR”) and Ordinary Sharesr @lients include domestic and international ineessuch as investment advisors,
banks, mutual funds, insurance companies, hedgisfamd pension and profit sharing plans. We hasraall, but growing Private Client
Services group that focuses on serving smalleitutisins, family offices and high net worth indiudls.

Execution

Through our Jefferies Execution subsidiary previde agency-only execution services for staakd options listed on the NYSE, AMEX,
and all other major exchanges, as well as OTCO0Y 2the firm traded over 33 hillion shares utiliits execution platform which includes
floor brokerage, electronic connectivity, directass and listed options trading. In addition, wieraduantitative and algorithmic trading
solutions as well as access to liquidity in oradeatcess the global markets. We leverage our piortftanagement systems, analysis and
benchmark auto-trading strategies to deliver oeceion services to our institutional customers.

Equity Research

Encompassed within equity sales and tradimgsearch and research sales. We provide longstaortiterm investment ideas. Our analy
use a variety of quantitative and qualitative tpoitegrating field analysis, proprietary channetcks and ongoing dialogue with the
managements of the companies they cover.
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Equity Derivatives

We offer equity derivatives for investors segkto manage risk and optimize returns within e¢leities market. Our professionals have
expertise in listed and over-the-counter transastind products. We focus on serving the diversdsef our institutional, corporate and
private client base across multiple product lireéering listed options, ETFs and OTC options awdss.

Securities Lending

In connection with both trading and brokeraggvities, we borrow securities to cover shoresand to complete transactions in which
customers have failed to deliver securities byrétpiired settlement date, and lend securitieshterdirokers and dealers for similar purposes.
We have an active securities borrowed and lendiatghed book business in which we borrow securit@s one party and lend them to
another party. When we borrow securities, we gdiygueovide cash to the lender as collateral, whicheflected in our Consolidated
Statements of Financial Condition as securitiesdvaed. We earn interest revenues on this cashtela Similarly, when we lend securities
to another party, that party provides cash to uso#ateral, which is reflected in our Consolidat&@tements of Financial Condition as
securities loaned. We pay interest expense onasie collateral received from the party borrowing skecurities. A substantial portion of our
interest revenues and interest expenses resuttstfrie matched book activity. The initial collateaglvanced or received approximates or is
greater than, the fair value of the securitiesdwed or loaned. We monitor the fair value of theusities borrowed and loaned on a daily
basis and request additional collateral or retuwgess collateral, as appropriate. In 2007 and 2@@6xpanded our securities lending focus
internationally, with additional professionals inridon and New York. In addition to our securitiesding activities, we are a participant in
the U.S. and international repurchase agreemegp@”) markets, providing secured financing for olignts in those regions.

Prime Brokerage
We offer prime brokerage services to hedgedumoney managers, and registered investmentaxdvis
Fixed Income and Commodities

Our Fixed Income and Commodities activitieasist of our high yield secondary market activitiesnvertibles department, investment
grade fixed income department, research and ounwatity trading group.

High Yield Secondary Market Activities

In January 2000, we created three broker-dealdties that employed a trading and investmé&ategy substantially similar to that
historically employed by our High Yield divisionwb of these entities, the Jefferies Partners Oppdayt Fund and the Jefferies Partners
Opportunity Fund Il, were principally capitalizedtivequity contributions from institutional and higet worth investors. The third fund,
Jefferies Employees Opportunity Fund (and colletyiwith the two Jefferies Partners Opportunity #syreferred to as the “High Yield
Funds”), was principally capitalized with equitwastments from our employees and was thereforeotidated into our Consolidated
Financial Statements. The High Yield division aagdleof the funds shared gains or losses on traidgnvestment activities of the High
Yield division on the basis of a pre-establishedrsty arrangement related to the amount of capéaeh had committed.

On April 2, 2007, we reorganized JefferiestHigeld Trading, LLC (“JHYT") to conduct the secaamy market trading activities
previously performed by the High Yield division &dfferies and the High Yield Funds. The activioéSHYT are overseen by Richard
Handler, our Chief Executive Officer, and the sdamg-standing team previously responsible for themsging activities. JHYT is a registered
broker-dealer engaged in the secondary sales aditdy of high yield securities and special situasecurities, including bank debt, post-
reorganization equity, public and private equitpli¢y derivatives, credit default swaps and otlaricial instruments. JHYT makes markets
in high yield and distressed securities and pravigsearch coverage on these types of securii®d i a wholly-owned subsidiary of
Jefferies High Yield Holdings, LLC (“JHYH").
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We and Leucadia National Corporation (“Leueddéxpect to increase our respective investments WHtd $600 million each over tim
We and Leucadia each have the right to nominateofveototal of four directors to JHYH’s board ofetitors, and each respectively own 50%
of the voting securities of JHYH. JHYH provides thgportunity for additional capital investments otime from third party investors
through two funds managed by us, Jefferies Sp&gpalortunities Fund (“*JSOP”) and Jefferies Employ®pscial Opportunities Fund
(“*JESOP”). The term of the arrangement is for sang, with an option to extend.

Convertibles

Our personnel in the U.S., London, Tokyo, Zadch serve the geographically diverse global estible markets. We offer sales, trading
and analysis of U.S. domestic and international’edible bonds, convertible preferred shares, desad funds, warrants and structured
products.

Investment Grade Fixed Income

We provide fixed income transaction execufmminstitutions acting as principal through a conaltion of sales and trading coverage, and
a technology trading platform. The division tradesporate bonds, U.S. Treasury securities, U.Segoaent agency securities, mortgage-
backed securities, municipal bonds and emergindc@tsudebt.

Fixed Income Research

We have expanded our research platform owelat few years and provide long- and short-tewestment ideas. Our analysts use a
variety of quantitative and qualitative tools, igating field analysis, proprietary channel cheakd ongoing dialogue with the managements
of the companies they cover.

Commodities

Our commodities group, Jefferies Financialdewats, LLC (“JFP”), offers swaps, options and ottkerivatives typically linked to various
commodity indexes and is a significant provideligiidity in exchange-traded commodity index contsa JFP provides financial products
and commodity index knowledge to pension funds,ualuunds, sovereigns, foundations, endowmentsoémet institutional investors
seeking exposure to commodities as an asset 662805, JFP worked with Reuters to modify the lenark CRB Index, now renamed the
Reuters Jefferies CRB Index. In addition, JFP sffaoprietary commodity indexes, such as the Jeff&€ommodity Performance Index,
which are designed to outperform standard benchimdekes.

Asset Managemer

We provide investment management servicesuiows private investment funds. In the United &ainvestment management services
provided through Jefferies Asset Management, LLIAM”) and Jefferies Capital Management, Inc. (“JgMEach of JAM and JCM is
registered as an investment adviser with the SR plivate fund products consist of long-short ggaind fixed income funds, including
CLO'’s, that focus on specific strategies. Theseléuare not registered under federal or state smsulaws, are made available only to certain
sophisticated investors and are not offered or &ote general public.

Our Asset Management business is primarilyprised of operating activities related to our prévevestment funds.

In Europe, we offer investment solutions famd-only strategies in global convertible bondpeasion funds, insurance companies and
private banking clients in Switzerland, France @atmany.
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Our Sources of Revenues
Commissions

A substantial portion of our revenues is dedifrom customer commissions and commission eqrivgl We charge fees for assisting our
domestic and international clients with purchasing selling equity, debt and convertible securiiesvell as ADRs, options, preferred
stocks, financial futures and other similar product

Principal Transactions

In the regular course of our business, we s&cirities positions as a market maker to fatélicaistomer transactions and for proprietary
risk trading. Trading profits or losses and charigenarket prices of our proprietary positions als recorded as principal transactions
revenues.

Investment Banking

Investment banking revenues are generatedds/ffom capital markets activities which inclueébtl equity, and convertible underwriting
and placement services, and fees from financiakady activities including M&A and restructuringrsees.

Interest

We derive a substantial portion of our interegenues in connection with our securities boedwsecurities lending and repo activity.
also earn interest on our securities portfoliopanoperating and segregated balances, on our miargding activity and on certain of our
investments, including our investment in short-téaond funds.

Competition

As a global investment bank and securitien,fall aspects of our business are intensely cdtiygetWe compete directly with numerous
domestic and international competitors, includimm$ included on the AMEX Securities Broker/Dedledex and with other brokers and
dealers, investment banking firms, investment adsgismutual funds, hedge funds and commercial baviaay of our competitors have
substantially greater capital and resources thadonend offer a broader range of financial productaddition to competition from firms
currently in the securities business, there has begeasing competition from others offering finah services. These developments and
others have resulted, and may continue to resuiginificant additional competition for us. We ibgk that the principal factors affecting
competition involve market focus, reputation, thdites of professional personnel, the relativeegrof the service and products being offe
and the quality of service.

Regulation

The securities industry in the United Statesubject to extensive regulation under both fddard state laws. The Securities and Exch:
Commission is the federal agency responsible ®m=ttministration of federal securities laws. Iniidd, self-regulatory organizations,
principally Financial Industry Regulatory Authori(§FINRA”), are actively involved in the regulatiosf broker-dealers. These self-regulatory
organizations conduct periodic examinations of menfilvoker-dealers in accordance with rules theetalopted and amended from time to
time, subject to approval by the SEC. Securitieadiare also subject to regulation by foreign ratul bodies, state securities commissions
and state attorneys general in those jurisdictiomgsstates in which they do business.
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Broker-dealers are subject to regulations wicimver all aspects of the securities businesijdimg sales methods, trade practices among
broker-dealers, use and safekeeping of customamngi'sfand securities, capital structure of secsritiens, anti-money laundering, record-
keeping and the conduct of directors, officers amgloyees. Additional legislation, changes in rygesmulgated by the SEC and self-
regulatory organizations, or changes in the intggtion or enforcement of existing laws and rufeay directly affect the mode of operation
and profitability of broker-dealers. Broker-deal#rat engage in commodities and futures transastoe also subject to regulation by the
Commodity Futures Trading Commission (“CFTC") ahd National Futures Association (“NFA”). The SEE€lfsegulatory organizations,
state securities commissions, state attorneys gkniee CFTC and the NFA may conduct administrapikeceedings which can result in
censure, fine, suspension, expulsion of a brokeafedgits officers or employees, or revocation afker-dealer licenses. The principal purpt
of regulation and discipline of broker-dealershis protection of customers and the securities nisrkather than protection of creditors and
stockholders of broker-dealers.

As registered broker-dealers, Jefferies, Jtvidl Jefferies Execution are required by law totgho the Securities Investor Protection
Corporation (“SIPC"). In the event of a member'satvency, the SIPC fund provides protection fortemser accounts up to $500,000 per
customer, with a limitation of $100,000 on clairs €ash balances. We carry an excess policy tlo&ides additional protection for securi
of up to $24.5 million per customer with an aggtedanit of $100 million.

Net Capital Requirementsl.S. registered broker-dealers doing businessthé@tpublic are subject to the SEC’s Uniform Net i@diRule
(the “Rule”), which specifies minimum net capitabuirements. Jefferies Group is not a registerelldvdealer and is therefore not subjec
the Rule; however, its United States broker-desidsidiaries are registered and are subject tRtife

The Rule provides that a broker-dealer doingjriess with the public shall not permit its aggtegndebtedness to exceed 15 times its
adjusted net capital (the “basic method”) or, alé¢ively, that it not permit its adjusted net capid be less than the greater of 2% of its
aggregate debit balances (primarily receivables fcastomers and broker-dealers) or $250,000 cordpataccordance with such Rule (the
“alternative method”). Jefferies, Jefferies Exeontand JHYT use the alternative method of calcutati

Compliance with applicable net capital rulesld limit operations of Jefferies, such as undé@mg and trading activities, that require the
use of significant amounts of capital, and may aéstrict loans, advances, dividends and other paysrby Jefferies, Jefferies Execution, or
JHYT to us.

As of December 31, 2007, Jefferies, Jeffdfescution and JHYT’s net capital and excess netalapere as follows (in thousands of
dollars):

Net Capital Excess Net Capiti
Jefferies $505,08( $483,10¢
Jefferies Executio $ 30,297 $ 30,047
JHYT $558,08° $557,83

NYSE Regulation®©ur common stock is listed on the New York Stockliange (“NYSE”). As a listed company, we are reeglito
comply with the NYSE'’s rules and regulations, imtihg rules pertaining to corporate governance meat#es required by the NYSE on an
annual basis, in 2007 our Chief Executive Offi¢ichard Handler, certified to the NYSE that he wasaware of any violation by us of the
NYSE's corporate governance listing standards.

Regulation Outside the United Statége are an active participant in the internationad income and equity markets and also provide
investment banking services outside of the UnitedeS. Many of our principal subsidiaries that jpgrate in these markets and provide these
services are subject to comprehensive regulatiottsei United States and elsewhere that include $ormeof capital adequacy rules, other
customer protection rules and compliance with o#fpgalicable regulations. We provide investmentises/in and from the United Kingdom
under the regulation of the Financial Services Auitii (“FSA”).
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Business Risks

As a global investment bank and securities fiisk is an inherent part of our businesses. {@hpmiarkets, by their nature, are prone to
uncertainty and subject participants to a variésisks. We have developed policies and proceddesigned to identify, measure and mon
each of the risks involved in our trading, brokeramd investment banking activities on a globaldh&3ur principal risks are market, credit,
operational, legal and compliance, new busine&s.rRisk management is considered to be of paratioyrortance to our day-to-day
operations. Consequently, we devote significardueses (including investments in personnel andreldyy) to the measurement, analysis
and management of risk.

We seek to reduce risk through the diverdificeof our businesses, counterparties and a@s:itiVe accomplish this objective by
monitoring the usage of capital to each of our hesses, establishing trading limits and settindithenits for individual counterparties. We
seek to achieve adequate returns from each ofiginésses commensurate with the risks assumedtiddess, the effectiveness of our
policies and procedures for managing risk exposarenever be completely or accurately predictefdlbr assured. For example,
unexpectedly large or rapid movements or disrugtiarone or more markets or other unforeseen dpuedats can have an adverse effect on
our results of operations and financial conditibhe consequences of these developments can indsskes due to adverse changes in
inventory values, decreases in the liquidity ofling positions, higher volatility in our earnings¢reases in our credit exposure to customers
and counterparties and increases in general systeski If any of our strategies used to hedgetbevise mitigate exposures to the various
types of risks described above are not effectivecowuld incur losses. Additionally, business caritinplans have been developed and are
periodically tested for critical processes andays, and controls have been implemented to prawdesight of the activities.

Margin Risk

Customers’ transactions are executed on egtlvash or margin basis. In a margin transacti@nextend credit to the customer,
collateralized by securities and cash in the cust&raccount, for a portion of the purchase pracel receive income from interest charged on
such extensions of credit. In permitting a custotogyurchase securities on margin, we are subpetbiet risk that a market decline could
reduce the value of its collateral below the amaidrihe customes indebtedness and that the customer might othetva@sunable to repay t
indebtedness.

In addition to monitoring the creditworthinessour customers, we also consider the tradingjdity and volatility of the securities we
accept as collateral for margin loans. Tradingitigy and volatility may be dependent, in part, aghe market in which the security is trac
the number of outstanding shares of the issuents\adfecting the issuer and/or securities markegeneral, and whether or not there are any
legal restrictions on the sale of the securitiesrt&in types of securities have historical tradiatferns, which may assist us in making this
evaluation. Historical trading patterns, howeveaymot be good indicators over relatively shortetiperiods or in markets which are affected
by unusual or unexpected developments. We conaltlef these factors at the time we agree to exteadit to customers and continue to
review extensions of credit on an ongoing basis.

The majority of our margin loans are made titédl States citizens or to corporations whichdmeiciled in the United States. We may
extend credit to investors or corporations whocitizens of foreign countries or who may residesaig the United States. We believe that
should such foreign investors default upon theankband should the collateral for those loans dwffiicient to satisfy the investors’
obligations, it may be more difficult to collectcduinvestors’ outstanding indebtedness than woelthb case if investors were citizens or
residents of the United States.

Although we attempt to minimize the risk asated with the extension of credit in margin acdsuthere is no assurance that the
assumptions on which we base our decisions witldseect or that we are in a position to predictdes or events which will have an adverse
impact on any individual customer or issuer, orgbeurities markets in general.
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Underwriting Risk

Investment banking activity involves both egonic and regulatory risks. An underwriter may inmsses if it is unable to sell the
securities it is committed to purchase or if ifdsced to liquidate its commitments at less thanabreed upon purchase price. In addition,
under the federal securities laws and other lawdscairt decisions with respect to underwriterdility and limitations on indemnification of
underwriters by issuers, an underwriter is sulfigsubstantial potential liability for material ratatements or omissions in prospectuses and
other communications with respect to underwrittéfarongs. Further, underwriting commitments conggta charge against net capital anc
underwriting commitments may be limited by the riegment that our brokedealers must, at all times, be in compliance withWniform Ne
Capital Rule 15c3-1 of the Securities Exchanged®di934. We intend to continue to pursue opportesitor our corporate customers, which
may require us to finance and/or underwrite theasse of securities. Under circumstances wherereveegjuired to act as an underwriter ¢
take a position in the securities of our customeesmay assume greater risk than would normallgdseimed in our normal trading activity.

Item 1A. Risk Factors.
Factors Affecting Our Business

The following factors describe some of thauagstions, risks, uncertainties and other factoas ¢ould adversely affect our business or
could otherwise result in changes that differ maligrfrom our expectations. In addition to the tiars mentioned in this report, we may also
be affected by changes in general economic anaéssiconditions, acts of war, terrorism and natliszsters.

Changing conditions in financial markets and thereamy could result in decreased revenues.

Our net revenues are directly related to tmlver and size of the transactions in which weigpdte and therefore were adversely
affected in the second half of 2007 by the equity eredit market turmoil, and may be further impddbdy continued or further credit market
dislocations or sustained market downturns. Anigadtment banking and securities firm, changebkerfinancial markets or economic
conditions in the United States and elsewhereenitbrld could adversely affect our business in maays, including the following:

* A market downturn could lead to a decline intb&ime of transactions executed for customers thadefore, to a decline in the revenues
we receive from commissions and sprei

» Unfavorable financial or economic conditions ablikely reduce the number and size of transactinnghich we provide underwriting,
financial advisory and other services. Our investini@nking revenues, in the form of financial adwsand underwriting or placement
fees, are directly related to the number and dizbeotransactions in which we participate and ddabkerefore be adversely affected by
unfavorable financial or economic conditio

» Adverse changes in the market could lead to a teduim revenues from principal transactions anchgossions

» Adverse changes in the market could also leadréalaction in revenues from asset management febgaestment income from manag
funds and losses from managed funds. Continuedasess in our asset management business, espawadigises in the amount of our
investments in managed funds, would make us maeeptible to adverse changes in the market. Evéreiabsence of a market
downturn, below-market investment performance hbyfonds and portfolio managers could reduce asssiagement revenues and assets
under management and result in reputational danmegenight make it more difficult to attract neweéstors.

* Increases in interest rates or credit spreadseliss limitations on the availability of cred#tuich as occurred in the second half of 2007,
can affect our ability to borrow on a secured seagured basis, which may adversely affect ourdityiand results of operatior
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Our principal trading and investments expose ussio of loss.

A considerable portion of our revenues is\atifrom trading in which we act as principal. Altigh a significant portion of our principal
trading is “riskless principal” in nature, we maycur trading losses relating to the purchase,@adort sale of high yield, international,
convertible, and equity securities and futures @rdmodities for our own account and from other pragor principal trading. Additionally,
we have made substantial investments of our capitd¢bt securities, equity securities and comniegliincluding investments managed b
and investments managed by third parties. In anpgewe may experience losses as a result of piéctines, lack of trading volume, and
illiquidity. From time to time, we may engage itaage block trade in a single security or mainfange position concentrations in a single
security, securities of a single issuer, or seimsrivf issuers engaged in a specific industry eimegal, because our inventory is marked to
market on a daily basis, any downward price moverimethese securities could result in a reductibouw revenues and profits. In addition,
we may engage in hedging transactions that if notessful, could result in losses.

Increased competition may adversely affect ourmaes and profitability

All aspects of our business are intensely agtitipe. We compete directly with numerous otheskars and dealers, investment banking
firms and banks. In addition to competition frommfs currently in the securities business, therebleas increasing competition from others
offering financial services, including automatealing and other services based on technologicalations. We believe that the principal
factors affecting competition involve market focteputation, the abilities of professional persdntie ability to execute the transaction,
relative price of the service and products beirfgrefl and the quality of service. Increased cortipatdr an adverse change in our
competitive position could lead to a reduction o$iness and therefore a reduction of revenues ifiisp Competition also extends to the
hiring and retention of highly skilled employeescémpetitor may be successful in hiring away anleyge or group of employees, which
may result in our losing business formerly servibgduch employee or employees. Competition camraise our costs of hiring and
retaining the key employees we need to effectieglycute our business plan.

Operational risks may disrupt our business, resutegulatory action against us or limit our growth

Our businesses are highly dependent on olityatoi process, on a daily basis, a large numlbéramsactions across numerous and diverse
markets in many currencies, and the transactiongragess have become increasingly complex. If dmpofinancial, accounting or other
data processing systems do not operate propedyeadisabled or if there are other shortcomingsitures in our internal processes, peopl
systems, we could suffer an impairment to our iyi financial loss, a disruption of our businesd@bility to clients, regulatory interventi
or reputational damage. These systems may fajppéoate properly or become disabled as a resulterite that are wholly or partially beyond
our control, including a disruption of electrical@mmunications services or our inability to ocgame or more of our buildings. The
inability of our systems to accommodate an increasblume of transactions could also constrainatnility to expand our businesses.

We also face the risk of operational failureaesmination of any of the clearing agents, excfes clearing houses or other financial
intermediaries we use to facilitate our securitiaasactions. Any such failure or termination coattyersely affect our ability to effect
transactions and manage our exposure to risk.

In addition, despite the contingency planshaee in place, our ability to conduct business tapdversely impacted by a disruption in
infrastructure that supports our businesses anddimenunities in which they are located. This magjude a disruption involving electrical,
communications, transportation or other serviceslusy us or third parties with which we conductibess.
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Our operations rely on the secure processiagage and transmission of confidential and aitifermation in our computer systems and
networks. Although we take protective measuresaamtbavor to modify them as circumstances warramtcomputer systems, software and
networks may be vulnerable to unauthorized acaessputer viruses or other malicious code, and alhients that could have a security
impact. If one or more of such events occur, tlieptially could jeopardize our or our clients’anunterparties’ confidential and other
information processed and stored in, and transdhitisough, our computer systems and networks,heratise cause interruptions or
malfunctions in our, our clients’, our counterpastior third partiesbperations. We may be required to expend signifiadditional resource
to modify our protective measures or to investigatd remediate vulnerabilities or other exposuaed,we may be subject to litigation and
financial losses that are either not insured againsot fully covered through any insurance mairgd by us.

Asset management revenue is subject to variabidised on market and economic factors and the anaflagsets under manageme

Asset management revenue includes revenuesog&ve from management, administrative and perdioca fees from funds managed by
us, revenues from asset management and perforrfeeseve receive from third-party managed funds,iamelstment income from our
investments in these funds. These revenues aredepeupon the amount of assets under managemetih@performance of the funds. If
these funds do not perform as well as our asseageamnent clients expect, our clients may withdraswtassets from these funds, which
would reduce our revenues. Some of our revenuegaasineed from our own investments in these funds.&Xperience significant fluctuations
in our quarterly operating results due to the reatifrour asset management business and therefgréaihto meet revenue expectations. E
in the absence of a market downturn, below-marketstment performance by our funds and portfolioagers could reduce asset
management revenues and assets under managemeesalhih reputational damage that might makedterdifficult to attract new
investors.

We face numerous risks and uncertainties as wenekpar business.

We expect the growth of our business to cormagrily from internal expansion and through acdigas and strategic partnering. As we
expand our business, there can be no assuranaauthiidancial controls, the level and knowledgeof personnel, our operational abilities,
our legal and compliance controls and our othepa@te support systems will be adequate to managkusiness and our growth. The
ineffectiveness of any of these controls or systemsd adversely affect our business and prospkresidition, as we acquire new
businesses, we face numerous risks and uncergintegrating their controls and systems into oimduding financial controls, accounting
and data processing systems, management contoblstlagr operations. A failure to integrate thessteays and controls, and even an
inefficient integration of these systems and cdatroould adversely affect our business and prdspec

Our business depends on our ability to maintainqadee levels of personnel.

We have made substantial increases in persdhaesignificant number of our key personneMeaor if our business volume increases
significantly over current volume, we could be caitgd to hire additional personnel. At that timeere could be a shortage of qualified and,
in some cases, licensed personnel whom we cowdd hiiis could hinder our ability to expand or caassacklog in our ability to conduct our
business, including the handling of investment lramnkransactions and the processing of brokeradersy all of which could harm our
business, financial condition and operating results
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Extensive regulation of our business limits ountiés, and, if we violate these regulations, wayrbe subject to significant penaltis

The securities industry in the United Stagesubject to extensive regulation under both fdderd state laws. The SEC is the federal
agency responsible for the administration of feldesaurities laws. In addition, self-regulatory anizations, principally FINRA and the
securities exchanges, are actively involved inrdmilation of broker-dealers. Securities firmsals® subject to regulation by regulatory
bodies, state securities commissions and statmaite general in those foreign jurisdictions aradest in which they do business. Broker-
dealers are subject to regulations which covessdicts of the securities business, including sa&thods, trade practices among broker-
dealers, use and safekeeping of customers’ furdisecurities, capital structure of securities firargti-money laundering, recokieping an
the conduct of directors, officers and employeaskBr-dealers that engage in commodities and fatiesmsactions are also subject to
regulation by the CFTC and the NFA. The SEC, ssjfulatory organizations, state securities commmissistate attorneys general, the CFTC
and the NFA may conduct administrative proceedimgieh can result in censure, fine, suspension, lsigruof a broker-dealer or its officers
or employees, or revocation of brolkdgaler licenses. Additional legislation, changesilas or changes in the interpretation or enfornoi
existing laws and rules, may directly affect ourda@f operation and our profitability. Continuefbetfs by market regulators to increase
transparency and reduce the transaction costayesiors, such as decimalization and FINRA’s Tiadporting and Compliance Engine, or
TRACE, has affected and could continue to affecttading revenue.

Our business is substantially dependent on our fExecutive Officer.

Our future success depends to a significagtedeon the skills, experience and efforts of Ridhtdandler, our Chief Executive Officer. We
do not have an employment agreement with Mr. Hanalkéch provides for his continued employment. T¢ws of his services could
compromise our ability to effectively operate ousimess. In addition, in the event that Mr. Handksses to actively manage the high yield
fund, investors would have the right to withdraanfrthe fund. Although we have substantial key niferinsurance covering Mr. Handler,
the proceeds from the policy may not be suffictentffset any loss in business.

Legal liability may harm our busines

Many aspects of our business involve substhngks of liability, and in the normal courselafsiness, we have been named as a defenda
or codefendant in lawsuits involving primarily claims fdamages. The risks associated with potential legalities often may be difficult t
assess or quantify and their existence and magnittdn remain unknown for substantial periodsroét Private Client Services involves an
aspect of the business that has historically hagkmsk of litigation than our institutional bussee Additionally, the expansion of our
business, including increases in the number ardafimvestment banking transactions and our exparisto new areas, imposes greater
risks of liability. In addition, unauthorized otagal acts of our employees could result in sultisthliability to us. Substantial legal liability
could have a material adverse financial effectaarse us significant reputational harm, which imtecould seriously harm our business and
our prospects.

Our business is subject to significant credit risk.

In the normal course of our businesses, wénamved in the execution, settlement and finagadh various customer and principal
securities and derivative transactions. TheseitieBvare transacted on a cash, margin or delivergus-payment basis and are subject to the
risk of counterparty or customer nonperformancéh@igh transactions are generally collateralizethieyunderlying security or other
securities, we still face the risks associated wftanges in the market value of the collateralubhosettlement date or during the time when
margin is extended. We may also incur credit niskur derivative transactions to the extent sughdactions result in uncollateralized credit
exposure to our counterparties.
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We seek to control the risk associated widséhtransactions by establishing and monitorinditlienits and by monitoring collateral and
transaction levels daily. We may require countdipsito deposit additional collateral or returniat@ral pledged. In the case of aged secu
failed to receive, we may, under industry regulaigourchase the underlying securities in the manké seek reimbursement for any losses
from the counterparty.

Derivative transactions may expose us to unexpeckdnd potential losse

We are party to a large number of derivatramsactions that require us to deliver to the cenpatrty the underlying security, loan or other
obligation in order to receive payment. In a numiferases, we do not hold the underlying seculdign or other obligation and may have
difficulty obtaining, or be unable to obtain, thederlying security, loan or other obligation thrbude physical settlement of other
transactions. As a result, we are subject to silethat we may not be able to obtain the secudsn or other obligation within the required
contractual time frame for delivery, particularydiefault rates increase as we have seen for tendehalf of 2007 and through the beginning
of 2008. This could cause us to forfeit the paymelie to us under these contracts or result itesetht delays with the attendant credit and
operational risk as well as increased costs tditime

Item 1B. Unresolved Staff Comments.
None.

Item 2. Properties.

Our executive offices and principal adminigtra offices are located at 520 Madison Avenue, N&sk, New York under an operating
lease arrangement. We maintain offices throughwitmorld including New York, Stamford, Jersey Cltpndon, Los Angeles, and Zurich.
addition, we maintain back-up facilities with rediamt technologies in Dallas. We lease all of oficefspace which management believes is
adequate for our business. For information conogrfgasehold improvements and rental expense,aes b, 6 and 14 of the Notes to
Consolidated Financial Statements.

Item 3. Legal Proceedings.

Many aspects of our business involve substhngks of legal liability. In the normal coursEhusiness, we have been named as defer
or co-defendants in lawsuits involving primarilaichs for damages. We are also involved in a nurabgrdicial and regulatory matters
arising out of the conduct of our business. Our agament, based on currently available informatimes not believe that any matter will
have a material adverse effect on our financiabldtam, although, depending on our results for gipalar period, an adverse determination
could be material for a particular period.

Item 4. Submission of Matters to a Vote of Securitydolders.
None.
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PART Il
Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.

Our common stock trades on the NYSE undesyiebol JEF. On April 18, 2006, we declared a 2¥a@plit of all outstanding shares of
our common stock, payable May 15, 2006 to stocldrsldf record as of April 28, 2006. The stock sphis effected as a stock dividend of
one share for each one share outstanding on thedrdate. All prior period share, share price aadghare information has been restated to
retroactively reflect the effect of the 2-for-1 cltasplit.

The following table sets forth for the periaddicated the range of high and low sales pri@¥sspare of our common stock as reported by
the NYSE, adjusted for the 2-for-1 stock split pprapriate.

High Low

2007

Fourth Quarte $29.61 $22.1¢

Third Quartel 30.9¢ 22.4(

Second Quarte 33.8( 25.92

First Quarte 30.42 23.9(C
2006

Fourth Quarte $31.7¢ $26.41

Third Quartel 30.5( 21.4%

Second Quarte 34.8( 24.7%

First Quarte! 29.5¢ 22.3¢

There were approximately 900 holders of re@jrdur common stock at February 7, 2008.

In 1988, we instituted a policy of paying rigguguarterly cash dividends. The only restrictionsour present ability to pay dividends on
our common stock are the dividend preference t@fnosir Series A convertible preferred stock andgbeerning provisions of the Delaware
General Corporation Law.

In the second quarter of 2006, we annound&tla increase in our quarterly dividend to $0.126gbare.

Dividends per share of common stock (declarei paid):

First Second Third Fourth

Quarter Quarter Quarter Quarter

2007 $0.12¢ $0.12¢ $0.12¢ $0.12¢
2006 $0.07¢ $0.12¢ $0.12¢ $0.12¢
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Issuer Purchases of Equity Securities

(c) Total Number o

(a) Total (b) Shares Purchased (d) Maximum Number o
Number of Average Part of Publicly Shares that May Yet E
Shares Price Paic Announced Plans ¢ Purchased Under tt
Period Purchased (:  per Share Programs (2)(3 Plans or Program
October 1- October 31, 200 1,753,43 24.9( 1,704,70! 2,752,57!
November - November 30, 200 1,739,491 23.5¢ 1,671,201 1,081,37:
December - December 31, 20C 58,41¢ 24.01 0 1,081,37:
Total 3,551,34. 24.2:¢ 3,375,901

(1) We repurchased an aggregate of 175,444 shdrestban as part of a publicly announced planrogram. We repurchased these secu
in connection with our stock compensation plansciallow participants to use shares to pay theotseprice of options exercised and to
use shares to satisfy tax liabilities arising friiva exercise of options or the vesting of restdatock. The number above does not include
unvested shares forfeited back to us pursuantttettms of our stock compensation plans.

(2) On July 26, 2005, we issued a press releasguacimg the authorization by our Board of Directiarsepurchase, from time to time, up to
an aggregate of 3,000,000 shares of our commok.sAdier giving effect to the 2-for-1 stock splitfected as a stock dividend on May 15,
2006, this authorization increased to 6,000,000esha

(3) On January 23, 2008, we issued a press retgasmincing the authorization by our Board of Divexto repurchase, from time to time, up
to an additional 15,000,000 shares of our commaockst

Shareholder Return Performance Presentation

Set forth below is a line graph comparingybarly change in the cumulative total shareholdarrn on our common stock, after
consideration of all relevant stock splits durihg period, against the cumulative total returrheffinancial Service Analytics Brokerage
(“FSA Composite”) and Standard & Poor’s 500 Indifamsthe period of five fiscal years, commencinguay 1, 2003 (based on prices at
December 31, 2002), and ending December 31, 2G@¥Wn@alized so that the value of our common stockeath index was $100 on
December 31, 2002).
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2002 2003 2004 2005 2006 2007
2002 2003 2004 2005 2006 2007
Jefferies Group Inc 10C 15¢ 19t 221 26¢ 23t
FSA Composite 10C 144 15€ 18¢ 247 20C
S&P 500 10C 12¢ 143 15C 173 183
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Item 6. Selected Financial Data.

The selected data presented below as of arehfih of the years in the five-year period endeddiber 31, 2007, are derived from the
Consolidated Financial Statements of Jefferies @rinc. and its subsidiaries. The data should bd e connection with the Consolidated
Financial Statements including the related notedgatned on pages 43 through 95. On July 14, 20@3jeclared a 2-for-1 split of all
outstanding shares of common stock, payable Aubfus?003 to stockholders of record as of July 303 On April 18, 2006, we declared a
2-for-1 split of all outstanding shares of comméack, payable May 15, 2006 to stockholders of ré@w of April 28, 2006. The stock splits
were effected as a stock dividend of one sharedoh one share outstanding on the record datshAtke, share price and per share
information has been restated to retroactivelyertfthe effect of the two-for-one stock splits. taer reclassifications have been made to the
prior period amounts to conform to the current@#s presentation.

Year Ended December 31
2007 2006 2005 2004 2003
(In Thousands, Except Per Share Amounts

Earnings Statement Data

Revenues
Commission: $ 355,600 $ 28068. $ 24694 $ 25883t $ 250,19:
Principal transaction 390,37 468,00: 349,48¢ 358,21: 301,29¢
Investment bankin 750,19: 540,59t 495,01« 352,80 229,60t
Asset management fees and investment income
managed fund 23,53¢ 109,55( 82,05: 81,18¢ 32,76¢
Interest 1,174,88: 528,88: 304,05: 134,45( 102,40:
Other 24,31 35,49° 20,32 13,15( 10,44¢
Total revenue 2,718,89! 1,963,20:i 1,497,87. 1,198,63' 926,71t
Interest expens 1,150,80! 505,60¢ 293,17: 140,39 97,10:
Revenues, net of interest expe 1,568,09! 1,457,60; 1,204,70! 1,058,24! 829,61«
Non-interest expense
Compensation and benef 946,30 791,25! 669,95 595,88 474,70¢
Floor brokerage and clearing fe 71,85: 62,56¢ 46,64+ 52,92: 48,21°
Technology and communicatio 103,76: 80,84( 67,66¢ 64,55¢ 58,58
Occupancy and equipment rer 76,76: 59,79: 47,04( 39,55 32,53¢
Business developme 56,59« 48,63 42,51 35,00¢ 26,48:
Other 67,07 65,86 62,47 43,33: 44,55¢
Total nor-interest expense 1,322,35 1,108,94 936,29: 831,25¢ 685,08:
Earnings before income taxes, minority interest, an
cumulative effect of change in accounting princ 245,73: 348,65: 268,40° 226,98¢ 144,53:
Income taxe: 93,17¢ 137,54: 104,08¢ 83,95¢ 52,85
Earnings before minority interest and cumulativieef
of change in accounting princig 152,55t 211,118 164,31¢ 143,03« 91,68:
Minority interest in earnings of consolidated
subsidiaries, ne 7,891 6,96¢ 6,87¢ 11,66¢ 7,631
Earnings before cumulative effect of change in
accounting principle, ne 144.,66! 204,14. 157,44: 131,36t 84,05:
Cumulative effect of change in accounting principle
net — 1,60¢ — — —
Net earningt $ 144,66 $ 205,75 $ 157,44 $ 131,36t $ 84,05
Earnings per share of Common Sta
Basic-
Earnings before cumulative effect of change in
accounting principle, ne $ 1.0z % 152 % 1.27 % 112 % 0.7¢
Cumulative effect of change in accounting principle
net — 0.01 — — —
Net earning: $ 1.02 $ 1.54 $ 1.27 $ 1.14 $ 0.7¢
Diluted-
Earnings before cumulative effect of change in
accounting principle, ne $ 0.97 $ 1.41 $ 1.1€ $ 1.0¢ $ 0.71
Cumulative effect of change in accounting principle
net — 0.01 — — —
Net earningt $ 0.97 $ 1.42 $ 1.1€ $ 1.0¢ $ 0.71
Weighted average shares of Common St
Basic 141,51! 133,89¢ 123,64¢ 114,90t 106,17¢
Diluted 153,80 147,53: 135,56 127,81! 118,53:
Cash dividends per common sh $ 0.5C $ 0.4z $ 0.2¢ $ 0.1¢ $ 0.11

Selected Balance Sheet Data



Total asset $29,793,81 $17,825,45 $12,780,93 $13,824,62 $10,992,28

Long-term deb $1,764,06 $1,16856. $ 779,87. $ 789,060 $ 443,14t
Mandatorily redeemable convertible preferred si $ 125,00( $ 125,00( — — —
Total stockholder equity $ 1,761,54. $ 1,581,08 $ 1,286,85 $ 1,039,13 $ 838,37:
Shares outstandir 124,45; 119,54 116,22( 114,57¢ 113,40:
Other Data (Unaudited)

Book value per share of Common St $ 14.1F % 13.28 % 11.00 % 9.07 $ 7.4C
Fixed charge coverage ratio | 3.0X 4.5X 5.5X 5.6X 5.6X

(1) The ratio of earnings to fixed charges is pated by dividing (a) income from continuing op@as before income taxes plus fixed
charges by (b) fixed charges. Fixed charges cookiaterest expense on all long-term indebtedaesisthe portion of operating lease
rental expense that is representative of the istéaetor (deemed to be c-third of operating lease rental
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Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

This report contains or incorporates by rafees"forward-looking statements” within the meanafghe safe harbor provisions of
Section 27A of the Securities Act of 1933 and $#cf1E of the Securities Exchange Act of 1934. Fodalooking statements include
statements about our future and statements thatodutgstorical facts. These forward-looking stagens are usually preceded by the words
“believe,” “intend,” “may,” “will,” or similar expessions. Forward-looking statements may contaie@spions regarding revenues, earnings,
operations and other financial projections, and malude statements of future performance, plankdaojectives. Forwartboking statemen
also include statements pertaining to our strasefgiefuture development of our business and prisdi®rward-looking statements represent
only our belief regarding future events, many ofchiby their nature are inherently uncertain antsiole of our control. It is possible that the
actual results may differ, possibly materially,nfréhe anticipated results indicated in these fodalaoking statements. Information regarding
important factors that could cause actual resaltifter, perhaps materially, from those in ounfard-looking statements is contained in this

report and other documents we file. You should eadiinterpret any forward-looking statement togethith these documents, including the
following:

. the description of our business contained in t@ort under the captic*Busines”;
. the risk factors contained in this report underaaption“ Risk Factor”;

. the discussion of our analysis of financial cdiodi and results of operations contained in thgoreunder the caption
“Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatio”;

. the discussion of our risk management policies¢cgdures and methodologies contained in this tepater the caption “Risk
Managemer” included within Manageme’s Discussion and Analysis of Financial Conditiod &esults of Operation

. the notes to the Consolidated Financial Statenmemttained in this report; ar
. cautionary statements we make in our public docusyeeports and announcemel

Any forward-looking statement speaks only e date on which that statement is made. Wenwillupdate any forward-looking
statement to reflect events or circumstances tt@atreafter the date on which the statement is made.

Critical Accounting Policies

The Consolidated Financial Statements aregpegpin conformity with U.S. generally acceptedaagting principles, which require
management to make estimates and assumptiondfinztttae amounts reported in the Consolidated éizd Statements and related notes.
Actual results can and will differ from estimat@hese differences could be material to the findratatements.

We believe our application of accounting pekcand the estimates required therein are realndiese accounting policies and estim
are constantly re-evaluated, and adjustments ade mvhen facts and circumstances dictate a charigeridally, we have found our

application of accounting policies to be approgsiaind actual results have not differed materfadign those determined using necessary
estimates.

Our management believes our critical accogmnpiolicies (policies that are both material to financial condition and results of operations
and require management’s most difficult, subjectiveomplex judgments) are our valuation of finahaistruments, impairment of goodwill
assessment and our use of estimates related toec@aon and benefits during the year.
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Valuation of Financial Instruments

Definition of Fair Value- Our financial instruments are primarily recordedaét value. The fair value of a financial instrunhés the amount
that would be received to sell an asset or patthtesfer a liability in an orderly transaction beem market participants at the measurement
date (the exit price). The use of fair value to suea financial instruments is fundamental to onafiicial statements and is a critical
accounting policy. Unrealized gains or losses armeglly recognized in principal transactions im Gonsolidated Statements of Earnings.
Financial instruments are valued at quoted markiegs, if available. For financial instruments thatnot have readily determinable fair
values through quoted market prices, the determimaif fair value is based upon consideration @ikable information, including types of
financial instruments, current financial informatjaestrictions on dispositions, fair values of erging financial instruments and quotations
for similar instruments. Certain financial instrumtehave bid and ask prices that can be observib@ imarketplace. Bid prices reflect the
highest price that we and others are willing to fmmyan asset. Ask prices represent the lowese fihiat we and others are willing to accept
an asset. For financial instruments whose inpased on bid-ask prices, the Company does noirecthat fair value always be a
predetermined point in the bid-ask range. Our gaido allow for mid-market pricing and adjustitggthe point within the bid-ask range that
meets our best estimate of fair value. For offsgtpositions in the same financial instrument,game price within the bid-ask spread is used
to measure both the long and short positions.

Fair Value Hierarchy We adopted FASB 15Fair Value Measurement$FASB 157”), as of the beginning of 2007. FASB 1défines fair
value, establishes a framework for measuring faiue, establishes a fair value hierarchy basett@imputs used to measure fair value and
enhances disclosure requirements for fair valuesoreanents. FASB 157 establishes a hierarchy farténpsed in measuring fair value that
maximizes the use of observable inputs and minisnize use of unobservable inputs by requiringttibbservable inputs be used when
available. Observable inputs are inputs that markeicipants would use in pricing the asset diility developed based on market data
obtained from sources independent of us. Unobs&rmputs are inputs that reflect our assumptidrmiaithe assumptions market particip:
would use in pricing the asset or liability deveddbased on the best information available in tftemstances. The hierarchy is broken di
into three levels based on the reliability of irgpas follows:

Level 1 Quoted prices are available in active marketsdentical assets or liabilities as of the reportatedThe type of financial
instruments included in Level 1 are highly liquakt instruments with quoted prices such as G-7rgowvent, agency
securities, listed equities and money market sgesyias well as listed derivative instrume

Level 2 Pricing inputs are other than quoted prices invaatnarkets, which are either directly or indireailyservable as of the repor
date. The nature of these financial instrumentldecash instruments for which quoted prices aadlable but traded less
frequently, derivative instruments whose fair vahaee been derived using a model where inputsetortbdel are directly
observable in the market, or can be derived prailyigrom or corroborated by observable market gatal instruments that
are fair valued using other financial instrumettis, parameters of which can be directly observestruments which are
generally included in this category are corporateds, convertible bonds, municipal bonds and OTi&/atves;

Level 3 Instruments that have little to no pricing obsergbas of the reported date. These financialrimstents do not have two-way
markets and are measured using management’s hiesatesof fair value, where the inputs into theedetination of fair value
require significant management judgment or estimmatinstruments that are included in this categmnyerally include certain
illiquid equity securities, commercial loans andriaccommitments, investments, distressed debt, hsisveertain highly
structured OTC derivative contrac
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Valuation Process for Financial Instrumentche overall valuation process for financial instents may include adjustments to valuations
derived from pricing models. These adjustments beaynade when, in management’s judgment, eithesiieeof the position in the financial
instrument or other features of the financial iastent such as its complexity, or the market in Whie financial instrument is traded (sucl
counterparty, credit, concentration or liquiditgpuire that an adjustment be made to the valugetefrom the pricing models. An adjustm
may be made if a trade of a financial instrumesuisject to sales restrictions that would result jgrice less than the computed fair value
measurement from a quoted market price. Additignalh adjustment from the price derived from a nhoggcally reflects management’s
judgment that other participants in the marketti@rfinancial instrument being measured at faiugabould also consider such an adjustn
in pricing that same financial instrument.

Valuation Models Used to Determine Fair Vatugon-derivative financial assets and liabilitiesgmeted at fair value and categorized as
Level 3 are generally those that are based onsesasient of each underlying investment, incorpagataluations that consider the
evaluation of financing and sale transactions wittd parties, expected cash flows models, markset information, including comparable
company transactions, performance multiples andgdsin market outlook, among other factors. Dékedinancial instruments are
generally those that are marked-to-model usingagleempirical data to estimate fair value. The eigdnputs reflect assumptions that
market participants would use in pricing the instent in a current period transaction and outcomma the models represent an exit price
and expected future cash flows. Our valuation n®édet calibrated to the market on a frequent b&kis parameters and inputs are adjusted
for assumptions about risk and current market ¢amdi. Changes to inputs in valuation models atechanges to valuation methodologies;
rather, the inputs are modified to reflect direcinalirect impacts on asset classes from changemiket conditions. Accordingly, results fr
valuation models in one period may not be indi@t¥ future period measurements.

Controls Over Valuation of Financial InstrumentsOur Risk Management Department, independenteofrdding function, plays an
important role in asserting that our financial ingtents are appropriately valued and that faireahe@asurements are reliable. This is
particularly important where prices or valuatiohattrequire inputs are less observable. In thetahahobservable inputs are not available,
the control processes are designed to assurenthabatuation approach utilized is appropriate amsistently applied and that the assumpt
are reasonable. These control processes inclugwgwef the pricing model’s theoretical soundneass appropriateness by risk management
personnel with relevant expertise who are indepeinilem the trading desks. Where a pricing modeisisd to determine fair value, recently
executed comparable transactions and other obdematyket data are considered for purposes of atiitig assumptions underlying the
model.

Compensation and Benefits

The use of estimates is important in detemgiriompensation and benefits expenses for intemonyaar end periods. A substantial port
of our compensation and benefits represents disnay bonuses, which are finalized at year encdadition to the level of net revenues, our
overall compensation expense in any given yeanfisénced by prevailing labor markets, revenue amg our use of equity-based
compensation programs. We believe the most ap@tepriay to allocate estimated annual discretiobanuses among interim periods is in
proportion to projected net revenues earned. Caresgly, we have generally accrued interim compémsand benefits based on annual
targeted compensation ratios, taking into accdumguidance contained in FASB 123R regarding thentj of expense recognition for non-
retirement-eligible and retirement-eligible emplegeOur fourth quarter reflects the difference leetwthe compensation and benefits we
determine at year end and the accruals recordedghrthe end of the third quarter.

Goodwill Impairment

At least annually, we are required to assdsstier goodwill has been impaired by comparingetemated fair value, calculated based on
earnings and book value multiples, of each busisegment with its estimated net book value, byresing the amount of stockholders’
equity required to support each reporting unitidtcally estimating the fair value of a reportingit requires significant judgment and often
involves the use of significant estimates and aggioms. These estimates and assumptions couldaaigmificant effect on whether or not
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impairment charge is recorded and the magnitudeicii a charge. We completed our last impairmehbtegoodwill as of September 30,
2007, and no impairment was identified.

However, our Jefferies Execution subsidiagorded a goodwill impairment charge of $26 millduring the fourth quarter of 2007.
Jefferies Execution is a registered broker-dedleerefore, goodwill relating to the acquisitionJeffferies Execution in 2001, formerly
Helfant Group, Inc., was “pushed down” from us éffdries Execution in accordance with Emerging ésstiask Force Issue No. D-sh
Down Accounting.

We have two reporting units, Capital Markatd &sset Management, as defined by FASB Btdwill and Other Intangible Assets
Jefferies Execution is not a reporting unit of cainsl we have not recorded this $26 million goodimitbairment charge to our Consolidated
Financial Statements.

Revenues by Source

The Capital Markets reportable segment indumlg securities trading, including the resultewf recently reorganized high yield
secondary market trading activities, and investrbanking activities. The Capital Markets reportad#gment is managed as a single
operating segment that provides the sales, traatidgorigination effort for various fixed income uityy and advisory products and services.
The Capital Markets segment comprises many divssiasith interactions among each. In addition, wease to voluntarily disclose the Asset
Management segment even though it is currentlyimmaterial non-reportable” segment as defined b$pBA 31, Disclosures about
Segments of an Enterprise and Related Information

For presentation purposes, the remainder of “ResfilOperations” is presented on a detailed prodndtexpense basis rather than on a
business segment basis because the Asset Managssgement is immaterial as compared to the condetid@esults of Operations.

Our earnings are subject to wide fluctuatisinee many factors over which we have little orcoatrol, particularly the overall volume of

trading, the volatility and general level of markeices, and the number and size of investmentibgrtkansactions may significantly affect
our operations.
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The following provides a summary of revenugsaurce for the past three years:

Year Ended December 31

2007 2006 2005
% of % of % of
Net Net Net
Amount Revenue Amount Revenue Amount Revenue
(Dollars in Thousands)
Equity $ 597,16: 38% $ 538,89: 37% $ 438,08( 36%
Fixed income and commoditie
Fixed income (excluding high yiel
and commodities (1 139,27: 9 165,17( 11 116,80: 10
High yield (2) 33,84¢ 2 80,11¢ 6 61,87 5
Total 173,12 11 245,28¢ 17 178,67- 15
Investment bankin 750,19. 48 540,59¢ 37 495,01« 41
Asset management fees and investt
income from managed funds (.
Asset management fe 28,53 2 55,46: 4 50,94: 4
Investment income (loss) from
managed fund (4,999 (1) 54,08¢ 4 31,10¢ 3
Total 23,53¢ 1 109,55( 8 82,05 7
Interest 1,174,88; 75 528,88 36 304,05: 25
Total revenue $2,718,89 17%% $1,963,20: 135% $1,497,87. 124%
Interest expens (1,150,80) (73 (505,606 (35) (293,179 (29)
Net revenue $ 1,568,09i 10C% $1,457,60: 10C% $1,204,70! 10C%

(1) Fixed income and commodities revenue is prilpmaomprised of investment grade fixed incomenwertible and commodities product
revenue

(2) High yield revenue is comprised of revenueegated by our reorganized high yield secondarnketdrading activities during the
second, third, and fourth quarter of 2007 and reeegenerated by our pari passu share of high yeésieinue during the first quarter of
2007 and the full year of 2006. For the prior yee,recorded 100% of the revenue related to ourmaasu share of our high yield
revenue

(3) First quarter 2007 and prior period amountdude asset management revenue from high yieldsfugffective April 2, 2007, with the
commencement of our reorganized high yield secgnalarket trading activities, we do not record assahagement revenue associt
with these activities

Consolidated Results of Operations
2007 Compared to 2006
Net Revenues

Net revenues increased $110.5 million, or 8941,568.1 million, compared to $1,457.6 milliar 2006. The increase was primarily due
to a $209.6 million, or 39%, increase in investmeaniking revenues and a $58.3 million, or 11%,dase in equity product revenues;
partially offset by a $25.9 million, or 16%, decsean fixed income (excluding high yield) and condfities revenues, a $46.3 million, or
58%, decrease in high yield revenues and a $86l@mior 79%, decrease in asset management febmaastment income (loss) from
managed funds.

Equity Product Revenue

Equity product revenue is comprised of eq(iftgluding principal transactions and commissioveraie), correspondent clearing and pr
brokerage, and execution product revenues. Equityiyzt revenue was $597.2 million, up 11% from 2pffarily attributable to strong
contributions from our U.S. and international ageoash equity and derivative products offset bygipal trading losses from certain
derivative and cash proprietary equity trading\aiigis for the later half of the year. These prpaditrading losses were caused by illiquidity
and volatility in the U.S. equity marketplace.
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Fixed Income and Commodities Revenue

Fixed income and commodities revenue is priljnaomprised of high yield secondary market tradactivities, investment grade fixed
income, convertible and commaodities product revefideed income and commodities revenue was $178libm down 29% over 2006. The
decrease was driven by (1) extremely challengirthifiquid U.S. high yield credit markets for thatter half characterized by wider spreads
and reduced levels of liquidity, and (2) strongprperiod performance in high yield secondary mattealing; offset by (1) consistent
contributions throughout 2007 from our investmenatdg fixed income products despite a severe deiclifieed income liquidity and (2) a
strong fourth quarter 2007 performance from JFPtdumlatility in energy related commodities masket

Investment Banking Product Revenue

Year Endec
December 3: December 3: Percentac
2007 2006 Change
(Dollars in Thousands
Capital market: $ 388,67 $ 231,26: 68%
Advisory 361,51° 309,33! 17%
Total $ 750,19: $ 540,59¢ 39%

Capital markets revenues, which consists pilynaf debt, equity and convertible financing siees, were $388.7 million, an increase of
68% from 2006. The increase in capital marketsmregs was a result of increased U.S. and interradtaebt underwritings and increased
activity from our leverage finance group.

Revenues from advisory activities were $36iilion, an increase of 17% from 2006. The increiasadvisory revenues was led by
services rendered on assignments in the technalodystrial, energy, maritime and shipping, healtiecand aerospace and defense sectors.

Asset Management Fees and Investment Income fromnisiged Funds

Asset management revenue includes revenuesnranagement, administrative and performance fees funds managed by us, revenues
from asset management and performance fees fradihrty managed funds, and investment revenue fnaninvestments in these funds.
Asset management revenues were $23.5 million, dg8&0 million over 2006. The decrease in asset gemant revenue was a result of a
strong prior period performance from our High Yi€ldnds, which are no longer included in asset mameagt effective April 2, 2007 and
weaker operating performance from our equity fuainid managed CLO'’s offset by strong operating perémce and increased assets under
managements from our international global conviertibnds.
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Changes in Assets under Management

Year Ended Year Ended
December December Percent
Dollars In millions 31, 2007 31, 2006 Change
Balance, beginning of peric $ 5,287 $ 4,031 31%
Net cash flow ir 26¢ 792
Net market appreciatic 224 45¢
492 1,251
Balance, end of peric $ 577 $ 5,287 9%

The net cash inflow during 2007 is primarilyecto the commencement of the Clear Lake CLO andagties River CLO, Ltd., partially
offset by the liquidation of our managed high yigldds due to the commencement of our reorganiigdylield secondary market trading
activities (which are no longer included in assgtder management) and the liquidation of the JedParagon Fund in June 2007.

Net Interest

Interest income increased $646.0 million prilgas a result of increased stock borrowing, siéies purchased under agreements to resell
activities and increases in interest rates; aretést expense increased by $645.2 million primaslya result of increased stock lending and
securities sold under agreements to repurchasstisj increases in interest rates and the issuahour $600 million of senior unsecured
debentures in June 2007.

Compensation and Benefits

Compensation and benefits increased $155lbmibr 20%, while net revenues increased 8%. FBfie of compensation to net revenues
was approximately 60.3% for 2007 as compared t8%4or 2006. Average employee headcount increageeftom 2,140 during 2006 to
2,394 during 2007. Employee headcount increasedft@¥2,275 as of December 31, 2006 to 2,568 &@eckmber 31, 2007.

Cash Compensation

Cash compensation and benefits increased $8i8i@n, or 14%, while net revenues increased 8¥%e ratio of cash compensation to net
revenues was approximately 51% for 2007 as comparé8% for 2006. The ratio of cash compensatioavierage employee headcount was
approximately $334 thousand for 2007 as compar&328 thousand for 2006. The increase in cash cosgpen is primarily due to
increased business activities and growth initigjyeth domestically and internationally. Specificaluring 2007 we hired numerous senior
level employees as part of our growth initiativeguiring us to incur significant upfront cash comgegion outflows including sign-on and
guaranteed bonuses.

Issuance of Stock-Based Compensation to Employees

Restricted stock and restricted stock uni®&SJ’s”) are an important component of employee cemsption. We believe they motivate
employees and encourage long-term commitment tRestricted stock and RSU’s are awarded to emptogebject to risk of forfeiture
and/or vesting conditions. Typically the vestingars over a prescribed period of time and requicedinued service and employment by the
recipient. Restricted stock and RSU'’s are valudti@tlate of grant and are amortized over the ségquiervice period which is typically five
years.
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The following table summarizes selected finaln@tios related to the issuance of stock-basadpensation to our employees (dollars in
thousands):

2007 2006
Stock based compensation $ 145,83 $ 86,19(
Net revenue $1,568,09 $1,457,60.
Compensation and benef $ 946,30¢ $ 791,25
Stock based compensation / net rever 9% 6%
Stock based compensation / compensation and be 15% 11%

(1) Stock based compensation is the pre-tax esgpassociated with all of our employee stock-basetpensation plans, including the
discount on DCP deferred shares, restricted stoaktization, discounts on employee stock purchésespand ESOP contributior

The increase in stock-based compensationédwenues and stodkased compensation/total compensation is primdrtig/to the increase
the amortization of stock-based awards from prearg. The increase in stock-based compensatiamgstent with our change in
compensation policies initiated during 2005 wherelgyissue greater amounts of stock-based compengatsenior level employees as
compared to cash compensation.

The following table summarizes estimated feitamortization expense related to the issuanc®ok-sased awards to our employees prior
to January 1, 2008. This table does not reflecptitential impact of future grants, modificatioiisany, or actual forfeitures (in millions):

2008 $104.¢
2009 81.t
2010 63.1
2011 35.1
2012 13.2
Total 297.%

On January 22, 2008 we granted $180 millioR8fJ)’s and restricted stock to our employees. Thasek-based awards will generally be
amortized into compensation and benefits expensestraight-line basis over their five year vestimgiod.

Additional information relating to issuancagguant to our employee stock-based compensations [ contained in Consolidated
Statements of Changes in Stockholders’ Equity ameh@ehensive Income (Loss) on page 50, Stock-Ba@setpensation included in note 1
of the Notes to the Consolidated Financial Statémjemd Defined Benefit Plan included in note 1thefNotes to the Consolidated Financial
Statements.

Non-Personnel Expenses

Non-personnel expense was $376.0 million @72versus $317.7 million for 2006 or 24.0% of r@tenues for 2007 versus 21.8% of net
revenues for 2006. The increase in non-personmereses is consistent with our revenue growth aimaapily attributable to increased
compliance, technology and communications costeedlsas increased occupancy related to the expamgiour London and New York
offices.
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Earnings before Income Taxes, Minority Interest, drCumulative Effect of Change in Accounting Prindig, Net

Earnings before income taxes, minority inteegsl cumulative effect of change in accountinggple, net, were down $102.9 million, or
29.5%, to $245.7 million, compared to $348.7 millfor 2006. The effective tax rates were approxatyad7.9% for 2007 and 39.4% for
2006. The lower effective tax rate is due to (B thinority interest holdings in JHYH which are mated at the Jefferies Group level (2) a
decrease in state and local income taxes andt(@nre provision adjustments for amounts previgpugemed to be non-deductible.

Minority Interest

Minority interest consists of third party intets in JHYH (effective April 2, 2007) and our sofidated asset management funds. Minority
interest was $7.9 million compared to $7.0 millfon 2006. The increase is due to the commencenfeli ¥H. We now consolidate 100%
the operations of JHYH for financial reporting poses beginning with the second quarter of 2007.

Earnings per Share

Diluted net earnings per share were $0.926@&7 on 153,807,000 shares compared to $1.42 fi§ 806 147,531,000 shares. The diluted
earnings per share calculation for 2007 and 206iGidkes an addition of $4.1 and $3.5 million, resiwety, to net earnings for preferred
dividends.

Basic net earnings per share were $1.02 fov 20 141,515,000 shares compared to $1.54 for 80063,898,000 shares.

2006 Compared to 2005
Net Revenues

Net revenues increased $252.9 million, or 2tt941,457.6 million, compared to $1,204.7 millimn 2005. The increase was primarily due
to a $167.4 million, or 27%, increase in equity firdd income and commodities revenues, a $27.bamjlor 34%, increase in asset
management fees and investment income from marfagdd and a $45.6 million, or 9%, increase in itwest banking revenue. The 2006
results included an after-tax gain of $1.6 million$0.01 per diluted common share, as a cumulaffest of change in accounting principle
associated with our adoption of FASB 123R on JanliaR006.

Equity Product Revenue

Equity product revenue is comprised of eq(iftgluding principal transactions and commissioveraie), correspondent clearing and pr
brokerage, and execution product revenues. Equityyzt revenue was $538.9 million, up 23% from 28€fecting higher revenues across
most of our core equity businesses. The increasquity product revenue was due to moderate vitjaitil the market, several large block
proprietary trading opportunities generated fromiauestment banking relationships and the continexpansion of our secondary trading
activity generated off of our capital markets parth.

Fixed Income and Commodities Revenue

Fixed income and commodities revenue is cosaprdf high yield, investment grade fixed incomawertible and commaodities product
revenue. Fixed income and commodities revenue ®45.8 million, up 37% over last year driven by gmsed activity in the high yield,
investment grade corporate bond and commodity nerkiigh Yield revenues increased primarily duertiergy related proprietary trading.
Investment grade fixed income revenues increasethpty as a result of increased activity in theding of corporate bonds. The increase in
commodities revenue was due to the overall expardidFP, as well as, increased activity in mostimmdities, including energy related
commodities markets.
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Investment Banking Product Revenue

Year Endec
December 3: December 3: Percentac
2006 2005 Change
(Dollars in Thousands
Capital market: $ 231,26: $ 221,47 4%
Advisory 309,33! 273,53! 13%
Total $ 540,59¢ $ 495,01« 9%

Capital markets revenues, which consist prilsnaf debt, equity and convertible financing sees were $231.3 million, an increase of 4%
from 2005. The increase in capital markets revempamarily attributable to increases in reveifmaen equity and convertible underwriting
offset by the decrease in revenue generated frgmyield underwritings.

Revenues from advisory activities were $308ilion, an increase of 13% from 2005. The increiaggrimarily attributable to services
rendered on assignments in the technology, aerespat defense, industrial and energy sectors.

Asset Management Fees and Investment Income fromnisiged Funds

Asset management revenue includes revenuesnranagement, administrative and performance fees funds managed by us, revenues
from asset management and performance fees fradihirty managed funds, and investment revenue fnaninvestments in these funds.
Asset management revenues were $109.6 million4&p @ver 2005. The increase in asset managementueweas a result of solid
performance and expansion of the JAM platform abeith strong 2006 results from our High Yield FunBsiring 2006, we formed a total of
four new funds, one focused on distressed debtiakdrbitrage, two technology-oriented long-sheaytiity funds, and one financial services
long-short equity fund. In addition, we launched Bummit Lake CLO and Diamond Lake CLO.

Changes in Assets under Management (1)

Year Ended Year Ended
December December Percent
Dollars In millions 31, 200€ 31, 200& Change
Balance, beginning of peric $ 4,031 $ 3,281 23%
Net cash flow ir 79z 55€
Net market appreciatic 45¢ 18¢
1,251 744
Balance, end of peric $ 5,28C $ 4,031 31%

(1) Excludes certain third party managed funds thaharnger considered assets under manage!
Net Interest

Interest income increased $224.8 million prifgas a result of increased stock borrowing astiand increases in interest rates, and
interest expense increased by $212.4 million prilgnas a result of increased stock lending actjvitgreases in interest rates, the issuance of
our $500 million of senior unsecured debenturesamds125 million in Series A Mandatorily ConvetélPreferred Stock.
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Compensation and Benefits

Compensation and benefits, including the airetion of previously awarded equity awards, insegh$121.3 million, or 18%, versus the
21% increase in net revenues. The increase wasstemswith our increase in headcount and changeteevenue mix offset by changes to
FASB 123R guidance regarding the timing of expersegnition for non-retirement-eligible employedsder FASB 123 we defined the
service period (over which compensation costs shbelrecognized) to generally include the yearrgddhe grant and the subsequent ves
periods. With the adoption of FASB 123R, our poliegarding the timing of expense recognition fon netirement-eligible employees
changed to recognize compensation cost over thedofeom the service inception date which is themgdate through the date the employee
is no longer required to provide service to eamatvard.

Average employee headcount increased 10% 1,887 during 2005 to 2,140 during 2006. The ratioampensation to net revenues was
approximately 54.3% for 2006 as compared to 55.622005.

Non-Personnel Expenses

Non-personnel expense was $317.7 million o8%lof net revenues for 2006 versus $266.3 or 22 flAet revenues for 2005. The
increase in non-personnel expenses is consistémiowr revenue growth and primarily attributablértereased technology and
communications, occupancy, legal and complianceadimer costs associated with higher levels of lssiractivity.

Earnings before Income Taxes, Minority Interest, drCumulative Effect of Change in Accounting Prindig, Net

Earnings before income taxes, minority inteegsl cumulative effect of change in accountinggple, net, were up $80.2 million, or 3C
to $348.7 million, compared to $268.4 million f@@05. The effective tax rates were approximately®dfor 2006 and 38.8% for 2005. The
2006 basic and diluted calculations included antexiél $0.01 per share related to the cumulatffece of the change in accounting
principle, net.

Minority Interest
Minority interest was $7.0 million compared®6.9 million for 2005.
Earnings per Share

Diluted net earnings per share were $1.420@6 on 147,531,000 shares compared to $1.16 i @00.35,569,000 shares. The diluted
earnings per share calculation for 2006 includeadalition of $3.5 million to net earnings for preéa dividends.

Basic net earnings per share were $1.54 06 20 133,898,000 shares compared to $1.27 in 800%23,646,000 shares.

Both the 2006 basic and diluted calculatiorcduded an additional $0.01 per share relatedectimulative effect of the change in
accounting principle, net.
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Liquidity, Financial Condition and Capital Resources

Our Chief Financial Officer and Treasurer @gponsible for developing and implementing ownitiity, funding and capital management
strategies. These policies are determined by theeaf our day-to-day business operations, busigeswth possibilities, regulatory
obligations, and liquidity requirements.

Our actual level of capital, total assets, financial leverage are a function of a numberaatdrs, including, asset composition, business
initiatives, regulatory requirements and cost aldlity of both long-term and short-term fundingeWave historically maintained a highly
liquid balance sheet, with a substantial portioowf total assets consisting of cash, highly liquirketable securities and short-term
receivables, arising principally from traditionaicsirities brokerage activity. The highly liquid ne of these assets provides us with flexik
in financing and managing our business.

Liquidity
The following are financial instruments thet aash and cash equivalents or are deemed by eraeagto be generally readily convertible
into cash, marginable or accessible for liquiditypgmses within a relatively short period of time {fhousands of dollars):

December 31, 20( December 31, 20(

Cash and cash equivaler

Cash in bank $ 248,17 $ 107,48t
Money market investmen 649,69¢ 405,55:
Total cash and cash equivale 897,87 513,04:
Cash and securities segregatec 659,21¢ 508,30:
Other (2) O 71,16(

$ 1557,090 $ 1,092,50.

(1) Inaccordance with Rule 15c3-3 of the SemgiExchange Act of 1934, Jefferies, as a brokatedearrying client accounts, is subject
to requirements related to maintaining cash orifjedlsecurities in a segregated reserve accourthéexclusive benefit of its client

(2) Items are financial instruments utilized ur @verall cash management activities and are Ieadnvertible to cash in normal market
conditions.

Bank loans represent short-term borrowingsdhapayable on demand and generally bear intat@esspread over the federal funds rate.
We had no outstanding secured bank loans as ofrfiere31, 2007 and 2006. Unsecured bank loans pieatly overnight loans used to
finance financial instruments owned or clearingtedl balances. We had $280.4 million and $0 oftanting unsecured bank loans as of
December 31, 2007 and 2006, respectively. Averagg bank loans for the years ended December 317 20id 2006 were $267.1 million
and $12.4 million, respectively.

A substantial portion of our assets are liguaihsisting of cash or assets readily convertitite cash. The majority of securities positions
(both long and short) in our trading accounts asslily marketable and actively traded. In additi@eeivables from brokers and dealers are
primarily current open transactions or securitiegdwved transactions, which are typically settled¢losed out within a few days. Receivable
from customers includes margin balances and amalug®n transactions in the process of settlenhdodt of our receivables are secured by
marketable securities.
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Our assets are funded by equity capital, sefebt, mandatorily redeemable convertible pretesteck, securities loaned, securities sold
under agreements to repurchase, customer fred baddnces, bank loans and other payables. Banmis lepresent temporary (usually
overnight) secured and unsecured short-term bongsyiwhich are generally payable on demand. We Aaaeagements with banks for
unsecured financing of up to $877.0 million. Sedurank loans are collateralized by a combinatiocustomer, non-customer and firm
securities. We have always been able to obtainssacg shorterm borrowings in the past and believe that wé eaihtinue to be able to do
in the future. Additionally, we have $308.0 millianletters of credit outstanding as of December28D7, which are used in the normal
course of business mostly to satisfy various cetldtrequirements in lieu of depositing cash ousées.

Excess Liquidity

Our policy is to maintain excess liquiditydover all expected cash outflows for one year stressed liquidity environment. Liquid
resources consist of unrestricted cash and unerenamlassets that are readily convertible into oash secured basis on short notice. Certain
investments are also readily convertible to castaddition, we have $1,185.0 million of unsecurgtbommitted lines of credit with various
banks.

Management believes these resources provifleisnt excess liquidity to cover all expected lcamitflows for one year during a stressed
liquidity environment. Expected cash outflows irdgu

» The payment of interest expense (including dividemd our mandatorily redeemable convertible pretestock) on our lor-term debt;
» The anticipated funding of outstanding investmemhmitments
» The anticipated fixed costs over the next 12 mar
» Potential stock repurchases; ¢
» Certain accrued expenses and other liabili
Analysis of Financial Condition and Capital Resoures
Financial Condition

As previously discussed, we have historicaibintained a highly liquid balance sheet, with lastantial portion of our total assets
consisting of cash, highly liquid marketable setbesiand short-term receivables, arising principibm traditional securities brokerage
activity. Total assets increased $11,968.4 millmm§7%, from $17,825.5 million at December 31,209$29,793.8 million at December 31,
2007 primarily due to increased repo activity. @ancial instruments owned, including securitiésriged to creditors, increased
$1,092.5 million, while our financial instrumentdld;, not yet purchased decreased $266.2 milliom.g@aurities borrowed and securities
purchased under agreements to resell increasef659,Brillion, while our securities loaned and sé&s sold under agreements to repurc
increased $10,119.6 million.

Level 3 assets, as defined by FASB 157, decreasagproximately 6.1% of total financial instrumeatsned as of December 31, 2007,
compared to approximately 7.4% in the trailing ¢qeiarThe decrease in Level 3 assets resulted lafigwh the repayment of $148.1 million
bridge loans from investment-banking clients inusitjon-finance transactions.
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The following table sets forth book value, fwama book value, tangible book value and pro fatangible book value per share (dollar
thousands, except per share data):

December 31, 20( December 31, 20(

Stockholder equity $ 176154 $ 1,581,08
Less: Goodwill (344,062 (257,32)
Tangible stockholde’ equity $ 1,417,48 $  1,323,76!
Stockholder equity $ 176154 $ 1,581,08
Add: Projected tax benefit on vested portion ofrieted stock 84,72¢ 130,70(
Pro forma stockholde’ equity $ 1,846,27. $ 1,711,78
Tangible stockholde’ equity $ 141748 $  1,323,76!
Add: Projected tax benefit on vested portion ofrieted stock 84,72¢ 130,70(
Pro forma tangible stockhold’ equity $ 1502211 $ 1,454,46
Shares outstandir 124,453,17 119,546,91
Add: Shares not issued, to the extent of relat@elese amortizatio 22,577,00 24,139,90
Less: Shares issued, to the extent related expesseot been amortize (4,439,79) (1,813,42)
Adjusted shares outstandi 142,590,39 141,873,39
Book value per share ( $ 1415 $ 13.2:
Pro forma book value per share $ 12.9t $ 12.0%
Tangible book value per share $ 11.3¢ $ 11.0%
Pro forma tangible book value per share $ 10.5¢ $ 10.2¢

(1) Book value per share equals stockhol’ equity divided by common shares outstand

(2) Proforma book value per share equals stddiehsl equity plus the projected deferred tax bitref the amortized portion of restricted
stock and RSUs divided by common shares outstaratipgsted for shares not yet issued to the exfetiearelated expense amortizal
and shares issued to the extent the related expasseot been amortize

(3) Tangible book value per share equals tangible swdere equity divided by common shares outstand

(4) Proforma tangible book value per share eqtaaigible stockholders’ equity plus the projeaieterred tax benefit on the amortized
portion of restricted stock and RSUs divided by nwn shares outstanding adjusted for shares nagsietd to the extent of the related
expense amortization and shares issued to thetékterelated expense has not been amort

Tangible stockholders’ equity, pro forma baakue per share, tangible book value per shargemébrma tangible book value per share
are “non-GAAP financial measures.” A “non-GAAP firdal measure” is a numerical measure of finarméaformance that includes
adjustments to the most directly comparable measalorilated and presented in accordance with GARyr which there is no specific
GAAP guidance. We calculate tangible stockholdecglity as stockholders’ equity less intangible &s3&'e calculate pro forma book value
per share as stockholders’ equity plus the projedederred tax benefit on the vested portion dfrieted stock and RSUs divided by common
shares outstanding adjusted for shares not yetdssuthe extent of the related expense amortizatinm shares issued to the extent the relatec
expense has not been amortized. We calculate fartgilok value per share by dividing tangible stat#tbrs’ equity by common stock
outstanding. We calculate pro forma tangible boalki® per share by dividing tangible stockholdecglity plus the projected deferred tax
benefit on the vested portion of restricted staatt RSUs by common shares outstanding adjustedéoes not yet issued to the extent of the
related expense amortization and shares issué textent the related expense has not been ambii#e consider these ratios as meanir
measurements of our financial condition and belitey provide investors with additional metricctomparatively assess the fair value of
stock.
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Capital Resources

We had total long-term capital of $3.7 billiand $2.9 billion resulting in a longrm debt to total capital ratio of 48% and 41%yesr en
2007 and 2006, respectively. Our total capital lzesef December 31, 2007 and 2006 was as follawh@usands):

December 3: December 3:

2007 2006
Long-Term Debt $1,764,06 $1,168,56:
Mandatorily Redeemable Convertible Preferred S 125,00( 125,00(
Total Stockholder Equity 1,761,54. 1,581,08
Total Capital $3,650,61. $2,874,64

Our ability to support increases in total ésslargely a function of our ability to obtaihast-term secured and unsecured funding,
primarily through securities lending, and through $1,185.0 million of uncommitted unsecured bankd. Our ability is further enhanced
the cash proceeds from the $500 million senior cunssl bonds and $125 million in series A prefestdk, both issued in the first quarter of
2006; as well as cash proceeds from our $600 mifiEnior unsecured debt issuance in June 2007.

At December 31, 2007, our senior long-termtdeét of unamortized discount, consisted of canttral principal payments (adjusted for
amortization) of $492.3 million, $346.2 million, 43.5 million, $248.4 million and $328.6 million dire2036, 2027, 2016, 2014 and 2012,
respectively.

We rely upon our cash holdings and externataas to finance a significant portion of our dayday operations. Access to these external
sources, as well as the cost of that financindejgendent upon various factors, including our datiigs. Our current debt ratings are
dependent upon many factors, including operatisgltg, operating margins, earnings trend and \ityatbalance sheet composition, liquid
and liquidity management, our capital structure, @eerall risk management, business diversificatind our market share and competitive
position in the markets in which we operate.

Our long-term debt ratings are as follows:

Rating
Moody's Investors Service Baal
Standard and Pc’s BBB+
Fitch Ratings BBB+

Net Capital

Jefferies, Jefferies Execution and JefferigghtYield Trading are subject to the net capitajuieements of the SEC and other regulators,
which are designed to measure the general finascialdness and liquidity of broker-dealers. Jefferdefferies Execution and Jefferies High
Yield Trading use the alternative method of caltiala

31




Table of Contents

As of December 31, 2007, Jefferies, Jeffderscution and Jefferies High Yield Trading’s nepital and excess net capital were as
follows (in thousands of dollars):

Net Capital Excess Net Capiti
Jefferies $505,08( $483,10¢
Jefferies Executio $ 30,297 $ 30,047
Jefferies High Yield Tradin $558,08° $557,83

Guarantees

As of December 31, 2007, we had outstandiragantees of $20.0 million relating to an undrawnkberedit obligation of an associated
investment fund in which we have an interest. Iditah, we guarantee up to an aggregate of apprabely $36.0 million in bank loans
committed to an employee parallel fund of JeffeGapital Partners IV L.P. (“Fund IV”).

We have guaranteed the performance of JILJ&Rdto their trading counterparties and varioukdamd other entities, which provide
clearing and credit services to JIL and JFP. Alg®have provided a guarantee to a third-party lcknnection with the ban&’extension ¢
500 million Japanese yen (approximately $4.5 milito Jefferies (Japan) Limited. In addition, abetember 31, 2007, we had
commitments to invest up to $500.1 million in varlsanvestments, including $195.0 million in JefésriFinance LLC, $18.0 million in
Babson-Jefferies Loan Opportunity CLO, $25.9 millio Fund 1V, $250.0 million in JHYH and $11.2 nolh in other investments.

Leverage Ratios

The following table presents total assetsstdd assets, total stockholders’ equity and témgitockholders’ equity with the resulting
leverage ratios as of December 31, 2007 and Deaesih@006:

December 31, 20( December 31, 20(

Total asset $ 29,79381 $ 17,825,45
Deduct: Securities borrowe (16,422,13) (9,711,89
Securities purchased under agreements to | (3,372,29) (226,17¢)
Add:  Financial instruments sold, not yet pasdc 3,334,67! 3,600,86!
Less derivative liabilitie: (331,789 (240,23))
Subtotal 3,002,891 3,360,63!
Deduct: Cash and securities segregated and onitl&graggulatory purposes or deposited with clegu
and depository organizatio (659,219 (508,307
Goodwill (344,06)) (257,32)
Adjusted assetl 11,999,00 10,482,40
Total stockholder equity $ 1,761,54. $ 1,581,008
Deduct: Goodwill (344,069 (257,32)
Tangible stockholde’ equity 1,417,48 1,323,76!
Leverage ratio (1 16.€ 11.5
Adjusted leverage ratio (. 8.5 7.8

(1) Leverage ratio equals total assets divided by sitalkholder equity.
(2) Adjusted leverage ratio equals adjusted assetdativby tangible stockhold¢ equity.
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Commitments

The tables below provide information about commitments related to debt obligations, leasearantees, letters of credit and
investments as of December 31, 2007. For debtatidigs, leases and investments, the table prepantipal cash flows with expected
maturity dates. For guarantees and letters of pribdi table presents notional amounts with exgectaturity dates.

Expected Maturity Date
2008 2009 2010 2011 2012 After 2012 Total
(Dollars in Millions)

Debt obligations

Senior note: — — — — $ 325.0 $1,450.( $1,775.(
Mandatorily redeemable

convertible preferred stoc — — — — — $ 125.C $ 125.C
Leases
Gross lease commitmer $ 47.F $ 48.C $ 45.¢ $ 43¢ $ 37t $ 149.€ $ 372.:
Sut-leases 10.€ 10.7 10.4 10.C 6.7 14.7 63.1
Net lease commitmen $ 36.¢€ 37.2 $ 354 $ 33.¢ $ 30.€ $ 135.2 $ 309.2
Guarantees $ 20.C — — — $ 36.C $ 45 $ 60.t
Letters of credit $ 307.% $ 01 $ 0.2 — — — $ 308.C
Commitments to invest — $ 01 — $ 0¢ $ 04 $ 498.7 $ 500.1
High yield loan commitment — — $ 5.C — — — $ 5C
Derivative contracts $ 392t — — — $ 5C — $ 397t

Off Balance Sheet Arrangements

Information concerning our off balance sheedragements are included in note 18 of the Noté&atasolidated Financial Statements. Such
information is hereby incorporated by reference.

Effects of Changes in Foreign Currency Rates

We maintain a foreign securities businesauinforeign offices (London, Paris, Tokyo and Zujiels well as in some of our domestic
offices. Most of these activities are hedged bgtesl foreign currency liabilities or by forward &ange contracts. However, we are still
subject to some foreign currency risk. A changthaforeign currency rates could create either@ido currency transaction gain/loss
(recorded in our Consolidated Statements of Eag)inga foreign currency translation adjustmenhtostockholders’ equity section of our
Consolidated Statements of Financial Condition.

Effects of Inflation

Based on today’s modest inflationary ratesla@xhuse our assets are primarily monetary in @atonsisting of cash and cash equivalents,
financial instruments and receivables, we beliéa dur assets are not significantly affected liaiion. The rate of inflation, however, can
affect various expenses, including employee conmgi@nrs communications and technology and occupamhbich may not be readily
recoverable in charges for services provided by us.
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Risk Management

Risk is an inherent part of our business atiyities. The extent to which we properly and effeely identify, assess, monitor and manage
each of the various types of risk involved in octiwaties is critical to our financial soundnessigrofitability. We seek to identify, assess,
monitor and manage the following principal riskgdlved in our business activities: market, cregiigerational, legal and compliance, new
business, reputational and other. Risk managementriulti-faceted process that requires commumwicafiidgment and knowledge of
financial products and markets. Senior managenadmstan active role in the risk management pramedsequires specific administrative
and business functions to assist in the identiboaassessment and control of various risks. @irmanagement policies, procedures and
methodologies are fluid in nature and are subjgchigoing review and modification.

Market RiskThe potential for changes in the value of finantiatruments is referred to as market risk. Ourketarisk generally
represents the risk of loss that may result frathange in the value of a financial instrument assalt of fluctuations in interest rates, credit
spreads, equity prices, commodity prices and fareirhange rates, along with the level of volatilihterest rate risks result primarily from
exposure to changes in the yield curve, the valatff interest rates, and credit spreads. Equityeprisks result from exposure to changes in
prices and volatilities of individual equities, égubaskets and equity indices. Commaodity pricksisesult from exposure to the changes in
prices and volatilities of individual commaoditiemmmodity baskets and commodity indices. We malkdedenarkets in equity securities,
debt securities and commaodities. We attempt to @éedy exposure to market risk by managing ourarag br short positions. Due to
imperfections in correlations, gains and lossesozaur even for positions that are hedged. Posiiioits in trading and inventory accounts
are established and monitored on an ongoing Haah day, consolidated position and exposure repoet prepared and distributed to
various levels of management, which enable managetmenonitor inventory levels and results of tredtng groups.

Credit Risk. Credit risk represents the loss that we wouldiiriica client, counterparty or issuer of finandi@truments, such as securities
and derivatives, held by us fails to perform itattactual obligations. We follow industry practidesreduce credit risk related to various
trading, investing and financing activities by abtag and maintaining collateral. We adjust mangiquirements if we believe the risk
exposure is not appropriate based on market conditiLiabilities to other brokers and dealers egldb unsettled transactions (i.e., securities
failed-to-receive) are recorded at the amount foictv the securities were purchased, and are paid tgreipt of the securities from other
brokers or dealers. In the case of aged secufdilesi-to-receive, we may purchase the underlygrpysty in the market and seek
reimbursement for losses from the counterpartyceoedance with standard industry practices.

Operational Risk Operational risk generally refers to the riskasfs resulting from our operations, including, bat limited to, improper
or unauthorized execution and processing of trditses; deficiencies in our operating systems, essrdisruptions and inadequacies or
breaches in our internal control processes. Ounbases are highly dependent on our ability togsecon a daily basis, a large number of
transactions across numerous and diverse marketany currencies. In addition, the transactiongpreess have become increasingly
complex. If any of our financial, accounting or etldata processing systems do not operate propedse disabled or if there are other
shortcomings or failures in our internal procespesple or systems, we could suffer an impairmeout liquidity, financial loss, a disruptis
of our businesses, liability to clients, regulatortervention or reputational damage. These systamsfail to operate properly or become
disabled as a result of events that are whollyaotigdly beyond our control, including a disruptiohelectrical or communications services or
our inability to occupy one or more of our building he inability of our systems to accommodatenareiasing volume of transactions could
also constrain our ability to expand our businesses

We also face the risk of operational failureaezmination of any of the clearing agents, excfees clearing houses or other financial
intermediaries we use to facilitate our securitiaasactions. Any such failure or termination coattyersely affect our ability to effect
transactions and manage our exposure to risk.
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In addition, despite the contingency planshaee in place, our ability to conduct business mmadversely impacted by a disruption in
infrastructure that supports our businesses anddimenunities in which they are located. This magjude a disruption involving electrical,
communications, transportation or other servicesiusy us or third parties with which we conductibess.

Our operations rely on the secure processiiogage and transmission of confidential and aififermation in our computer systems and
networks. Although we take protective measureseaamtbavor to modify them as circumstances warramtcomputer systems, software and
networks may be vulnerable to unauthorized acoessputer viruses or other malicious code, and atkients that could have a security
impact. If one or more of such events occur, tlieptially could jeopardize our or our clients’anunterparties’ confidential and other
information processed and stored in, and transdiitieough, our computer systems and networks,l@ratise cause interruptions or
malfunctions in our, our clients’, our counterpastior third partiesbperations. We may be required to expend signifiadditional resource
to modify our protective measures or to investigatd remediate vulnerabilities or other exposuaad,we may be subject to litigation and
financial losses that are either not insured aganeot fully covered through any insurance mairgd by us.

Legal and Compliance Risk egal and compliance risk includes the risk afittompliance with applicable legal and regulatory
requirements. We are subject to extensive regulatidhe different jurisdictions in which we condwair business. We have various
procedures addressing issues such as regulatdtglagguirements, sales and trading practicesplised safekeeping of customer funds,
credit granting, collection activities, anti-monayndering and record keeping. We also maintaiaramymous hotline for employees or
others to report suspected inappropriate actionsskgyr by our employees or agents.

New Business RisNew business risk refers to the risks of enteiting a new line of business or offering a new picddBy entering a
new line of business or offering a new product,may face risks that we are unaccustomed to dewalithgand may increase the magnitude
the risks we currently face. We review proposatsifew businesses and new products to determine ére/ prepared to handle the additional
or increased risks associated with entering inth ctivities.

Reputational RiskWe recognize that maintaining our reputation amdients, investors, regulators and the generalipidobhn important
aspect of minimizing legal and operational riskgilMaining our reputation depends on a large nurabfactors, including the selection of
our clients and the conduct of our business aw#/itWe seek to maintain our reputation by scregpotential clients and by conducting our
business activities in accordance with high ethétahdards.

Other Risk Other risks encountered by us include politivedulatory and tax risks. These risks reflect theptial impact that changes
local and international laws and tax statutes lawvthe economics and viability of current or futtn@nsactions. In an effort to mitigate these
risks, we continuously review new and pending ratjoihs and legislation and participate in variowdusstry interest groups.
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Accounting and Regulatory Developments

FASB Interpretation No. 48 In July 2006, the FASB issued Interpretation B®.Accounting for Uncertainty in Income TaxgsIN
48"). FIN 48 clarifies the accounting for incomeea by prescribing the minimum recognition thredretax position is required to meet
before being recognized in the financial statemdtitd 48 also provides guidance on derecognitioeasarement, classification, interest and
penalties, accounting in interim periods, disclesamd transition. FIN 48 is effective for fiscabye beginning after December 15, 2006. We
adopted FIN 48 as of the beginning of 2007. Thesitaon adjustment to beginning retained earnings wreduction of approximately
$0.4 million.

FASB 157. In September 2006, the FASB issued FASB Failt, Value Measurement$FASB 1577). FASB 157 clarifies that fair value
is the amount that would be exchanged to sell aatas transfer a liability, in an orderly transactbetween market participants. FASB 157
reverses the consensus reached in EITF Issue N® p@&hibiting the recognition of day one gain @sd on derivative contracts where we
cannot verify all of the significant model inputsdbservable market data and verify the model trketdransactions. However, FASB 157
requires that a fair value measurement techniqeleade an adjustment for risks inherent in a paldicualuation technique (such as a pricing
model) and/or the risks inherent in the inputshhodel, if market participants would also inclsdeh an adjustment. In addition, FASB
157 prohibits the recognition of “block discounfst large holdings of unrestricted financial instrents where quoted prices are readily and
regularly available in an active market. The prinris of FASB 157 are to be applied prospectivetgept for changes in fair value
measurements that result from the initial applaratf FASB 157 to existing derivative financialtinsnents measured under EITF Issue No.
02-3 and block discounts, which are to be recoatedn adjustment to opening retained earningsigehr of adoption. FASB 157 is
effective for fiscal years beginning after Novemby 2007. We adopted FASB 157 as of the beginoir&@p07. To determine the transition
adjustment to opening retained earnings, we peddramn analysis of existing derivative instrumenéasured under EITF Issue 02-3 and
block discounts, and determined that there wasamsition adjustment to opening retained earnisgsfdanuary 1, 2007.

FASB 158.In September 2006, the FASB issued Statement N&y.Aceounting for Uncertainty in Employers’ Accountiieg Defined
Benefit Pension and Other Postretirement P—an amendment of FASB Statements No. 87, 88, 104,22 (R)Y“FASB 158"). FASB 158
improves financial reporting by requiring an emm@oyo recognize the overfunded or underfunded stafta defined benefit postretirement
plan (other than a multiemployer plan) as an asskability in its statement of financial positi@nd to recognize changes in that funded
status in the year in which the changes occur tiirmomprehensive income. This Statement also ingsrfimancial reporting by requiring an
employer to measure the funded status of a plarfi the date of its year-end statement of finangtaition, with limited exceptions. An
employer with publicly traded equity securitiesagjuired to initially recognize the funded statfis defined benefit postretirement plan and
to provide the required disclosures as of the drideofiscal year ending after December 15, 200 fequirement to measure plan assets anc
benefit obligations as of the date of the emplayéiscal year-end statement of financial positeeffective for fiscal years ending after
December 15, 2008. On December 31, 2006, we adtipe@cognition and disclosure provisions of FAEB. FASB 158 required us to
recognize the funded status (i.e., the differereteben the fair value of plan assets and the prajdaenefit obligations) of our benefit plan
our December 31, 2006 Consolidated Statement @in€inl Condition, with a corresponding adjustmerditcumulated other comprehensive
income, net of tax. As a result of the pension ffleimg frozen, the projected benefit obligation wgsal to the accumulated benefit
obligation. Consequently, no additional adjustnterdccumulated other comprehensive income was sa&geas of December 31, 2006.

FASB 159.In February 2007, the FASB issued FASB 1B8¢ Fair Value Option for Financial Assets and Fioal Liabilities —
Including an Amendment of FASB Statement No (“FASB 159”). This standard permits an entity toasere financial instruments and
certain other items at estimated fair value. Mdshe provisions of FASB 159 are elective; howetlke, amendment to FASB 115,
Accounting for Certain Investments in Debt and BgSkecurities, applies to all entities that own trading and klde-for-sale securities. The
fair value option created by FASB 159 permits atityeto measure eligible items at fair value aspécified election dates. The fair value
option (a) may generally be applied instrumentrstrument, (b) is irrevocable unless a new eledlmie occurs, and (c) must be applied to
the entire instrument and not to only a portiorthaf instrument. FASB 159
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allows for a ondime election for existing positions upon adoptiaith the transition adjustment recorded to opemetgined earnings. FAS
159 is effective as of the beginning of the fiistél year that begins after November 15, 2007lyEatoption is permitted as of the beginning
of the previous fiscal year provided that the gr(iit makes that choice in the first 120 days @fttyear, (ii) has not yet issued financial
statements for any interim period of such year, @ncdelects to apply the provisions of FASB 1%¥e adopted FASB 159 as of the beginning
of 2007. We elected to apply the fair value optarioans and loan commitments made in connectitim auir investment banking activities
(“loans and loan commitments”). Loans and loan céments are included in financial instruments owpnadhe Consolidated Statement of
Financial Condition. At the time of adoption, wel diot have such loans and loan commitments outistgnitherefore there was no transition
adjustment recorded to opening retained earnimgaddlition, we elected to apply the fair value @ptbn certain investments held by
subsidiaries that are not registered broker-dealeidefined in the AICPA Audit and Accounting GuiBeokers and Dealers in Securities
These investments had been accounted for by asr atdue prior to the adoption of FASB 159; theref there was no transition adjustment
recorded to opening retained earnings relatedesetinvestments. The fair value option was elefttelbans and loan commitments and
investments held by subsidiaries that are not rexgid broker-dealers because they are risk martages on a fair value basis.

FSP FIN 39-1. In April 2007, the FASB issued a Staff Positi6RgP”) FIN No. 39-1 Amendment of FASB Interpretation No..F35P
FIN No. 39-1 defines “right of setoff” and specffizhat conditions must be met for a derivative @oitto qualify for this right of setoff. It
also addresses the applicability of a right of 8etoderivative instruments and clarifies the aimtstances in which it is appropriate to offset
amounts recognized for those instruments in thtersiant of financial position. In addition, this FB&mits offsetting of fair value amounts
recognized for multiple derivative instruments axed with the same counterparty under a mastengeitrangement and fair value amounts
recognized for the right to reclaim cash collat¢saleceivable) or the obligation to return caslateral (a payable) arising from the same
master netting arrangement as the derivative imsnis. The provisions of this FSP are consistetfit @tr current accounting practice. This
interpretation is effective for fiscal years bedgmmafter November 15, 2007, with early applicatmrmitted. The adoption of FSP FIN 39-1
on January 1, 2008 did not have a material impacuw Consolidated Financial Statements.

EITF Issue No. 06-11 In June 2007, the FASB ratified the consensusheh by the Emerging Issues Task Force on Issuel06-
Accounting for Income Tax Benefits of DividendsSbar«-Based Payment Awar@®EITF 06-11"). EITF 06-11 requires that the taxneét
related to dividends or dividend equivalents thhatcharged to retained earnings and are paid tdogegs for equity classified nonvested
equity shares, nonvested equity share units, atsfamaing equity share options be recorded asaaase in additional paid-in capital. We
currently account for this tax benefit as a redurcto income tax expense. EITF 06-11 is to be agpdrospectively for tax benefits on
dividends declared in fiscal years beginning aftecember 15, 2007. We intend to adopt EITF 06-lthénfirst quarter of 2008. We are
currently evaluating the impact of EITF 06-11 om esults of operations for the first quarter 0620

SOP No. 07-1 and FSP FIN No. 46R-7n June 2007, the American Institute of Certiffeublic Accountants issued Statement of Pos
No. 071, Clarification of the Scope of the Audit and AccangiGuide ‘Audits of Investment Companies’ and Aotimg by Parent
Companies and Equity Method Investors for Investsiannvestment Compani€¢SOP 07-1"). SOP 07-1 clarifies the scope of whan
entity may apply the provisions of the AICPA Auditd Accounting Guide Investment Companies (“thed@&)i SOP 07-1 also provides
guidance for determining whether the specializeligtry accounting principles of the Guide shoulddiained in the financial statements «
parent company of an investment company or aneqethod investor in an investment company, antlides certain disclosure
requirements. In May 2007, the FASB issued FSP4dR-7,Application of FIN 46R to Investment Compan(i#¢ssP FIN 46R-7"). FSP FIN
46R-7 amends FIN 46R to make permanent the tempdederral of the application of FIN 46R to entti@ithin the scope of the revised
Guide under SOP 07-1. FSP FIN 46R-7 is effectivenupe adoption of SOP 07-1. In November 2007 #A8B issued a proposed FSP SOP
No. 0%-1-a, The Effective Date of AICPA Statement of Positibid Gvhich proposes to indefinitely defer the effectilate for SOP 07-1 and,
consequently, FSP FIN 46R-7. We are currently eataig the potential impact of adopting SOP 07-1 BS& FIN 46R-7 in light of the
proposed FSP SOP No. 07-1-a.

FASB 141(R).In December 2007, the FASB issued FASB 141 (revi¥),Business CombinatiorfsFASB 141R"). Under FASB
141R, an entity is required to recognize the assmisired, liabilities assumed, contractual
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contingencies and contingent consideration meastréeir fair value at the acquisition date foy &nisiness combination consummated ¢
the effective date. It further requires that acifjois-related costs are to be recognized separéiathy the acquisition and expensed as
incurred. This statement is effective for finanatdtements issued for fiscal years beginning &ftsrember 15, 2008. Accordingly, we will
adopt FASB 141R effective January 1, 2009.

FASB 160.In December 2007, the FASB issued FASB 1%6ncontrolling Interests in Consolidated Financ&thtements — an
amendment of ARB No. $FASB 160”). FASB 160 requires an entity to clgaidentify and present ownership interests in slibsies held
by parties other than the entity in the Consolid&tmancial Statements within the equity sectiondmparate from the entity’s equity. It also
requires the amount of consolidated net incoméatable to the parent and to the noncontrollirtgriest be clearly identified and presented
on the face of the consolidated statement of incama&nges in ownership interest be accounted fioitaly, as equity transactions; and when
a subsidiary is deconsolidated, any retained nanaiting equity investment in the former subsidianyd the gain or loss on the
deconsolidation of the subsidiary be measurediav@tue. This statement is effective for finanathtements issued for fiscal years begini
after December 15, 2008. Accordingly, we will adBptSB 160 effective January 1, 2009. We are culyentaluating the impact of FASB
160 on our Consolidated Financial Statements.
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ltem 7A. Quantitative and Qualitative Disclosures About Market Risk.
We use a number of quantitative tools to marag exposure to market risk. These tools include:
. inventory position and exposure limits, on a graisd net basis

. scenario analyses, stress tests and other ar@ligols that measure the potential effects ontraagiing net revenues of various
market events, including, but not limited to, aylawidening of credit spreads, a substantial dedtirequities markets and
significant moves in selected emerging markets;

. risk limits based on a summary measure of risk sxporeferred to as Val-ai-Risk (*VaR").

Value-at-Risk

In general, VaR measures potential loss dlifigarevenues at a given confidence level overegifipd time horizon. We calculate VaR
over a one day holding period measured at a 95%dsmte level which implies the potential loss afld trading revenue is expected to be at
least as large as the VaR amount on one out of éwenty trading days.

VaR is one measurement of potential lossaditig revenues that may result from adverse mankeements over a specified period of
time with a selected likelihood of occurrence. Aghwall measures of VaR, our estimate has substditiitations due to our reliance on
historical performance, which is not necessarifyedictor of the future. Consequently, this VaRneate is only one of a number of tools we
use in our daily risk management activities.

The VaR numbers below are shown separatelinferest rate, equity, currency and commodity potsl, as well as for our overall trading
positions, excluding corporate investments in asggtagement positions, using a historical simutagipproach. The aggregated VaR
presented here is less than the sum of the indiVichmponents (i.e., interest rate risk, foreigohemge rate risk, equity risk and commodity
price risk) due to the benefit of diversificatiomang the risk categories. Diversification benedjtials the difference between aggregated VaR
and the sum of VaRs for the four risk categorid®e following table illustrates the VaR for each gament of market risk:

Daily VaR (1)
(in millions)
Value-at-Risk in trading portfolios
VaR at Year Ended 12/31/200° Year Ended 12/31/200t

Risk Categories 12/31/07 12/31/06 Average High Low Average High Low
Interest Rate $ 1.7¢ $ 1.3¢ $ 1.6C $ 2.24 $0.97 $0.81 $ 1.5C $0.41
Equity Prices $16.7: $6.37 $ 8.42 $17.01 $4.94 $4.3¢ $13.3( $1.1C
Currency Rate $ 0.47 $0.34 $0.41 $ 1.0¢€ $0.13 $0.37 $ 0.5 $0.24
Commaodity Price: $ 2.07 $0.8C $1.22 $ 2.3€ $0.27 $1.9¢ $ 4.87 $0.61
Diversification Effect (2 $(7.29) $(3.36) $(3.5%) $(2.7€)
Firmwide $13.7: $ 5.54 $8.12 $14.02 $5.31 $4.7¢ $13.9( $1.9¢

(1) VaRis the potential loss in value of oudirgy positions due to adverse market movements adefined time horizon with a specific
confidence level. For the VaR numbers reported abawn-day time horizon and 95% confidence level were u

(2) Equals the difference between firmwide Vaf #re sum of the VaRs by risk categories. Thisc¢ffedue to the market categories not
being perfectly correlate:
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Average firmwide VaR of $8.12 million durin@@7 increased from the $4.75 million average dufi©@6 primarily due to an increase in
exposure to equity prices, and interest rates.

The following table presents our daily VaR otree last four quarters:

1800
1500
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1200
10000
800
00
4.00
200

Daily VaR

VaR Back-Testing

The comparison of daily actual revenue flutires with the daily VaR estimate is the primarythoel used to test the efficacy of the VaR
model. A back-testing exception occurs when théydass exceeds the daily VaR estimate. Resulth@process at the aggregate level
demonstrated nineteen outliers when comparing $8& 8ne-day VaR with the back-testing profit andlws2007. Ten of the outliers
occurred during the third quarter as result oféased market volatility. A 95% confidence one-daR\model should not have more than
twelve (1 out of 20 days) back-testing exceptiomso annual basis under normal market conditioaskBesting profit and loss is a subset of
actual trading revenue and includes the profitlasd effects relevant to the VaR model, excludegsf commissions and certain provisions.
We compare the trading revenue with VaR for baskittg purposes because VaR assesses only theipbtéinge in position value due to
overnight movements in financial market variableshsas prices, interest rates and volatilities umdemal market conditions. The graph

Daily VaR Trend
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below illustrates the relationship between dailgktesting profit and loss and daily VaR for u2007.
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VaR is a model that estimates the future beked on historical data. We could incur losseatgrehan the reported VaR because the
historical market prices and rates changes map@&ain accurate measure of future market eventsanditions. In addition, the VaR model
measures the risk of a current static position avene-day horizon and might not predict the fuposition. When comparing our VaR
numbers to those of other firms, it is importantémember that different methodologies could predsignificantly different results.

Daily Trading Net Revenue
('$ in millions)

2007 vs. 2006
Distribution of Daily Trading Revenue

80+

#of Days

<2 (2}(1) (1)0 01 12 23 34 >4

Daily Trading Net Revenue in $ Millions

| m Frequency 2007 M Frequency 2006 |

Trading revenue used in the histogram belaotitled “2007 vs. 2006 Distribution of Daily Tradirigevenue” is the actual daily trading
revenue which is excluding fees, commissions amiiceprovisions. The histogram below shows thérithigtion of daily trading revenue for

our trading activities:
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Maturity Data

At December 31, 2007, we had $1,775.0 milaggregate principal amount of senior notes outstgnavith fixed interest rates. We
previously entered into a fair value hedge withmeffectiveness using interest rate swaps in ai@eonvert $200 million aggregate principal
amount of unsecured 7 3/4% senior notes due Ma&cRA12 into floating rates based upon LIBOR. Dgittine third quarter of 2007, we
terminated these interest rate swaps and receasgtansideration less accrued interest of $8.fiomilThe $8.5 million basis difference
related to the fair value of the interest rate ssvapthe time of the termination is being amortiaed reduction in interest expense of

approximately $1.9 million per year over the rentagrlife of the notes through March 2012.

The table below provides information about @TIC derivative financial instruments and otheafinial instruments that are sensitive to
changes in interest rates, exchange rates andrpaeements. For debt obligations and mandatorigeeable convertible preferred stock,
the table presents principal cash flows with expgchaturity dates. For OTC derivative financiatinments, the table presents fair value

amounts with expected maturity dates.

Debt obligations
7.75% Senior note
5.875% Senior note
5.5% Senior note
6.45% Senior note
6.25% Senior note

Mandatorily redeemable
convertible preferred stoc

OTC derivatives
Commodity swap
Commodity option:
Equity options
Credit default swap
Total return swap
Forward contract

Expected Maturity Date

After Fair
2008 2009 2010 2011 2012 2012 Total Value
(Dollars in Millions)

— — — — $325.( — $ 325.( $ 352.¢

— — — — — $250.( $ 250.( $ 251t

— — — — — $350.( $ 350.( $ 333.¢

— — — — — $350.( $ 350.( $324.2

— — — — — $500.( $ 500.( $ 446.¢

— — — — — $125.( $ 125.( $ 113.¢
$(405.7) $ (0.9) $(0.€) — $ (0.1 — $(407.2) $(407.2)
$ (20.1) $(29.7) $(6.7) $(28.6) $ (1.2 — $ (86.9) $ (86.9)
$ (10.6) $ (0.9 — — — $(22.9 $ (33.9 $ (33.9
$ (0.9 — — — $ 23 $ 01 $ 2.C $ 2C
$ (9.9 — — — — = $ (9.4 $ (9.4
$ (0.9 — — $ 0t — — $ 02 $ 0.2
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Management’s Report on Internal Control over Finandal Reporting

Our management is responsible for establishimymaintaining adequate internal control ovearftial reporting. Internal control over
financial reporting is a process designed to preva&hsonable assurance regarding the reliabilifynafcial reporting and the preparation of
financial statements for external purposes in ataoce with generally accepted accounting princigdesompany’s internal control over
financial reporting includes those policies andogaures that pertain to the maintenance of redbatsin reasonable detail, accurately and
fairly reflect the transactions and dispositionstaf assets of the company; provide reasonableasagsithat transactions are recorded as
necessary to permit preparation of financial stateisiin accordance with generally accepted acamyiptinciples, and that receipts and
expenditures of the company are being made ordg@ordance with authorizations of management anedtdirs of the company; and provide
reasonable assurance regarding prevention or tidetiction of unauthorized acquisition, use, opatition of the company’s assets that
could have a material effect on the financial stegsts.

Because of its inherent limitations, interoahtrol over financial reporting may not preventdetect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdenaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

Management evaluated our internal control divancial reporting as of December 31, 2007. Irkimg this assessment, management used
the criteria set forth by the Committee of Sponsg®rganizations of the Treadway Commissioimiernal Control — Integrated
Framework. As a result of this assessment and based onithdaeain this framework, management has conclutiat, as of December 31,
2007, our internal control over financial reportings effective.
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
JEFFERIESGROUP, INC .:

We have audited the accompanying consolidatednséaits of financial condition of Jefferies Groups.land subsidiaries (the Company) &
December 31, 2007 and 2006, and the related cdasedl statements of earnings, changes in stockisdklguity and comprehensive income,
and cash flows for each of the years in the thess-period ended December 31, 2007. These Contliéinancial Statements are the
responsibility of the Company’s management. Oupaesibility is to express an opinion on these Chdated Financial Statements based on
our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the Consolidated Financial Statetmeeferred to above present fairly, in all mategspects, the financial position of Jeffel
Group, Inc. and subsidiaries as of December 317 20@ 2006, and the results of their operationstlagid cash flows for each of the years in
the three-year period ended December 31, 200gnifoonity with U.S. generally accepted accountiniggiples.

As more fully described in note 1 to the ConsokdaFinancial Statements, in 2006 the company clihitgenethod of accounting for share
based payments.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), Jefferies Group,
Inc.’s internal control over financial reporting @sDecember 31, 2007, based on criteria estaldighkternal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO), and our regated February 28,
2008 expressed an unqualified opinion on the affesess of the Company’s internal control overfiicial reporting.

/sl KPMG LLP
KPMG LLP

New York, New York
February 28, 2008
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Report of Independent Registered Public Accounfiinm

The Board of Directors and Stockholders
JEFFERIESGROUP, INC.:

We have audited Jefferies Group, Inc. and subsidigthe Company) internal control over financeaorting as of December 31, 2007, based
on criteria established imternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatifriee Treadway
Commission (COSO). The Company’s management ionssple for maintaining effective internal contoser financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in the accomyiag Management’s Report on Internal
Control over Financial ReportingOur responsibility is to express an opinion om @ompanys internal control over financial reporting ba:

on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting Oversighti8dé@/nited States). Those stande
require that we plan and perform the audit to ebtaasonable assurance about whether effectivenalteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordv@r financial reporting, assessing the
that a material weakness exists, and testing aald@ing the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestave believe that our audit provides
a reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegenerally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financékstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@iizé statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, Jefferies Group, Inc. and subsié@maintained, in all material respects, effeciinternal control over financial reporting as
December 31, 2007, based on criteria establishédémal Control — Integrated Framewoiksued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the stasdi the Public Company Accounting Oversight Bo@/nited States), the consolidated
statements of financial condition of Jefferies Grouc. and subsidiaries as of December 31, 20872806, and the related consolidated
statements of earnings, changes in stockholdetstyegnd comprehensive income, and cash flowsdohef the years in the three-year
period ended December 31, 2007, and our reportldagbruary 28, 2008 expressed an unqualified opioiothose Consolidated Financial
Statements

/sl KPMG LLP
KPMG LLP

New York, New York
February 28, 2008
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JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Consolidated Statements of Financial Condition
December 31, 2007 and 2006
(Dollars in thousands, except per share amounts)

ASSETS
Cash and cash equivalel
Cash and securities segregated and on deposédalatory purposes or deposited with clearing and
depository organizatior
Financial instruments owned, including securitiesiged to creditors of $1,087,906 and $1,481,098 in
2007 and 2006, respective
Corporate equity securiti¢
Corporate debt securiti
U.S. Government and agency obligati
Mortgage-backed securitie
Asse-backed securitie
Derivatives
Investments at fair vall
Other
Total financial instruments owne
Investments in managed fun
Other investment
Securities borrowe
Securities purchased under agreements to |
Receivable from brokers, dealers and clearing drgtions
Receivable from custome
Premises and equipme
Goodwill
Other asset
Total Assets

See accompanying notes to Consolidated Financaéti®ents.
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December 31

2007 2006
$ 897,87. $ 513,04
659,21 508,30
2,266,67! 1,737,17.
2,162,89: 1,918,82
730,92: 592,37
26,89 85,04(
0 28,00
501,50 234,64
104,19 97,28
2,88¢ 10,15
5,795,97: 4,703,51.
293,52 372,86
78,71 28,24
16,422,13 9,711,89.
3,372,29. 226,17t
508,92 254,58
764,83 663,55:
141,47 91,37
344,06 257,32
514,79 494,59
$29,793,81  $17,825,45
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JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Consolidated Statements of Financial Condition — (Gntinued)
December 31, 2007 and 2006
(Dollars in thousands, except per share amounts)

LIABILITIES AND STOCKHOLDERS ' EQUITY
Bank loans and current portion of lc-term debt
Financial instruments sold, not yet purcha:

Corporate equity securitit
Corporate debt securitit

U.S. Government and agency obligatit

Derivatives

Other
Total financial instruments sold, not yet purcha
Securities loane
Securities sold under agreements to repurc
Payable to brokers, dealers and clearing organizs

Payable to custome

Accrued expenses and other liabilit

Long-term deb
Mandatorily redeemable convertible preferred si
Minority interest
Total Liabilities

STOCKHOLDERS' EQUITY
Common stock, $.0001 par value. Authorized 500@@Wshares; issued 155,375,808 shares in 20
and 145,628,024 shares in 2(
Additional paic-in capital
Retained earning

Less:

Treasury stock, at cost, 30,922,634 shares in 208726,081,110 shares in 2(
Accumulated other comprehensive g:

Currency translation adjustmel

Additional minimum pension liabilit

Total accumulated other comprehensive ¢

Total stockholder equity

Total Liabilities and Stockholde’ Equity

See accompanying notes to Consolidated Financaéti®ents.
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December 31

2007 2006
$ 280,37t $ 99,98
1,389,09! 1,835,041
1,407,38 1,185,40
206,00 339,89:
331,78¢ 240,23
314 301
3,334,67 3,600,86!
7,681,46. 6,794,55.
11,325,56 2,092,83
874,02t 669,19
1,415,80: 1,010,48
627,59° 650,97
25,539,51  14,918,89
1,764,06 1,168,56:
125,00 125,00
603,69 31,91(
28,032,27 16,244,37
16 14
1,115,01. 876,39:
1,031,76 952,26:
(394,400) (254,43)
10,98¢ 9,76¢
(1,827) (2,910
9,15¢ 6,85¢
1,761,54 1,581,08
$29,793,81  $17,825,45
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JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Consolidated Statements of Earnings
For each of the years in the three-year period endeDecember 31, 2007
(In thousands, except per share amounts)

2007 2006 2005
Revenues:
Commission: $ 355,60: $ 280,68: $ 246,94
Principal transaction 390,37 468,00: 349,48¢
Investment bankin 750,19: 540,59t 495,01«
Asset management fees and investment income fronagea fund: 23,53¢ 109,55( 82,05:
Interest 1,174,88: 528,88: 304,05:
Other 24,311 35,49’ 20,32:
Total revenue 2,718,89! 1,963,20: 1,497,87.
Interest expens 1,150,80! 505,60t 293,17.
Revenues, net of interest expe 1,568,09I 1,457,60. 1,204,70
Non-interest expenses:
Compensation and benef 946,30¢ 791,25! 669,95
Floor brokerage and clearing fe 71,851 62,56¢ 46,64+
Technology and communicatio 103,76: 80,84( 67,66¢
Occupancy and equipment rer 76,76 59,79: 47,04(
Business developme 56,59 48,63 42,51
Other 67,074 65,861 62,47+
Total nor-interest expense 1,322,35I 1,108,94 936,29
Earnings before income taxes, minority interest @andulative effect of change in
accounting principlt 245,73: 348,65 268,40
Income taxe: 93,17¢ 137,54: 104,08
Earnings before minority interest and cumulatife&fof change in accounting princiy 152,55¢ 211,112 164,31¢
Minority interest in earnings of consolidated sdlmiies, ne 7,891 6,96¢ 6,87t
Earnings before cumulative effect of change in antiog principle, ne 144,66! 204,14 157,44
Cumulative effect of change in accounting principlet — 1,60¢ —
Net earnings $ 144,66 $ 205,75( $ 157,44:
Earnings per share:
Basic-
Earnings before cumulative effect of change in anotiog principle, ne $ 1.0z $ 1.5¢ $ 1.27
Cumulative effect of change in accounting principlet — 0.01 —
Net earning: $ 1.0Z $ 1.5¢ $ 1.27
Diluted-
Earnings before cumulative effect of change in antiag principle, ne $ 0.97 $ 1.41 $ 1.1¢€
Cumulative effect of change in accounting principlet — 0.01 —
Net earning: $ 0.97 $ 1.4z $ 1.1€
Weighted average shares of common stoc
Basic 141,51 133,89¢ 123,64t
Diluted 153,80’ 147,53: 135,56

See accompanying notes to Consolidated FinancaatiBents.
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JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Consolidated Statements of Changes in StockholderEquity and Comprehensive Income
For each of the years in the three-year period endeDecember 31, 2007
(Dollars in thousands, except per share amounts)

Common stock, par value $0.0001 per shal
Balance, beginning of ye.
Issued / stock dividen
Balance, end of yei

Additional paid in capital
Balance, beginning of ye
Benefit plan share activity (:
Shar+-based amortization expen
Proceeds from exercise of stock opti
Acquisitions and contingent considerat
Tax benefits for issuance of st-based award

Balance, end of yei

Retained earnings
Balance, beginning of ye
Cumulative effect of adjustment from adoption o8
Net earning:
Dividends

Balance, end of yei

Treasury stock, at cost
Balance, beginning of ye
Purchase
Returns / forfeiture
Issuec

Balance, end of yei

Accumulated other comprehensive income (loss)
Balance, beginning of ye.
Currency adjustment, net of t
Pension adjustment, net of t

Balance, end of yei

Total stockholders’ equity

Comprehensive income
Net earning:
Other comprehensive income (loss), net of
Total comprehensive incon

Year Ended December 31

2007 2006 2005
14 7 7
2 7 —
16 14 7
876,39 709,44 508,22
38,05: 33,36( 13,43:
144,38; 83,13 100,21
5,23: 17,54: 33,661
9,24( — 26,99¢
41,71 32,90¢ 26,91¢
1,115,01 876,39 709,44
952,26 803,26 677,46
(410) — —
144,66! 205,75 157,44:
(64,75 (56,749 (31,645
1,031,76. 952,26: 803,26.
(254,43 (220,702 (149,03
(147,809 (23,977) (76,297)
(7,785) (9,762) (6,717)
15,62¢ — 11,34«
(394,401 (254,43) (220,70
6,85¢ (5,162 2,48(
1,227 8,80- (8,386)
1,08° 3,21¢ 747
9,15¢ 6,85/ (5,169
1,761,54. 1,581,08 1,286,85!
144,66 205,75( 157,44:
2,30¢ 12,01 (7,649
146,97 217,76 149,80(

(1) Includes grants related to the Incentive Plan, BeteCompensation Plan, and Director P

See accompanying notes to Consolidated Financaati®ents.
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JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Consolidated Statements of Cash Flows
Three years ended December 31, 2007
(Dollars in thousands)

2007 2006 2005
Cash flows from operating activitie
Net earning: $ 144,66! $ 205,75( $ 157,44
Adjustments to reconcile net earnings to net caskd in) provided by operating
activities:
Cumulative effect of accounting change, — (1,606 —
Depreciation and amortizatic 27,86 19,891 15,55¢
Accruals related to various benefit plans, stoskiasces, net of forfeitur 174,65. 109,50! 118,27t
Deferred income taxe (6,269) (37,987 (23,47Y)
Minority interest 7,891 6,96¢ 6,87t
(Increase) decrease in cash and securities segdegiadl on deposit for regulatory
purposes or deposited with clearing and deposaaygnization (150,88 120,86 (75,640
(Increase) decrease in receivab
Securities borrowe (6,710,15) (1,568,41,) 2,089,411
Brokers, dealers and clearing organizati (296,599 149,02¢ (92,267)
Customers (101,26 (186,65)) (105,119
Increase in financial instruments owr (788,71Y (2,777,977 (579,779
Increase in other investmet (35,959 (16,089 (22,160
Decrease (increase) in investments in managed 20,65 (94,757 (82,139
Increase in securities purchased under agreentergsell (3,146,11) (226,17¢) —
Increase in other asst¢ (21,559 (65,03) (34,020
Increase (decrease) in payab
Securities loane 920,29( (934,99() (1,601,43))
Brokers, dealers and clearing organizati 282,11 347,79 (58,85¢)
Customers 405,36¢ 183,26 127,95¢
(Decrease) increase in financial instruments sadtiyet purchase (336,499 2,300,55! 180,14
Increase in securities sold under agreements tochpse 9,232,72. 2,092,833 —
(Decrease) increase in accrued expenses and izbiditiés (51,785 103,63t 182,27!
Net cash (used in) provided by operating activi (429,57) (269,566 213,07(
Cash flows from investing activitie
Decrease (increase) in st-term bond fund: — 7,037 (7€)
Purchase of premises and equipr (76,897 (39,349 (27,18¢)
Business acquisitions, net of cash rece (33,43)) — (53,030
Cash paid for contingent considerat (25,720) (19,949 (8,925
Net cash flows used in investing activit (136,05() (52,249 (89,317

Continued on next page.
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JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Consolidated Statements of Cash Flows — (Continued)

Three years ended December 31, 2007
(Dollars in thousands)

Cash flows from financing activitie
Tax benefits from the issuance of st-based award
Proceeds from reorganization of high yield secondaarket trading
Redemptions and distributions related to our remiggdion of high yield secondary
market trading
Repayment of lor-term debi
Net proceeds from (payments o
Bank loans
Issuance of senior not
Termination of interest rate swa
Issuance of mandatorily redeemable convertiblegpredl stoc}
Minority interest holders of consolidated subsiiarelated to asset management
activities
Repurchase of treasury stc
Dividends
Exercise of stock options, not including tax bets
Net cash provided by (used in) financing activi
Effect of foreign currency translation on cash aagh equivalent
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

Supplemental disclosures of cash flow informat
Cash paid during the year fc
Interest
Income taxe:

Acquisitions:
Fair value of assets acquired, including good
Liabilities assume:
Stock issuel
Cash paid for acquisitic
Cash acquired in acquisitic
Net cash paid for acquisitic

Supplemental disclosure of r-cash financing activities

Non-cash proceeds from reorganization of high yieldedary market tradin

2007

41,71(
361,73!

(31,85%)
(100,00()

280,38t
593,17t
8,452

3,84¢
(147,809

(64,759
5,23:

950,12(

33€
384,83:
513,04

$1,133,86.
69,97

$  61,99¢
(6,150)

(22,41)
33,43

33,437

230,16

2006 2005

32,90¢ —
— (70,000)
492,15 —
125,00 —
(11,559 (5,467)
(23,97%) (76,297
(56,74¢) (31,64%)
17,54: 33,66
575,33( (149,743
3,59: (2,189
257,10t (28,17%)
255,93 284,11
$513,04: $ 255,93
$492,17¢ $ 283,31t
198,29« 87,01
$ 95,11¢
(13,859
(26,999

54,26¢

1,43¢

52,83

In 2005, the additional minimum pension liabilitycluded in stockholders’ equity of $6,125 resuliedn a decrease of $743 to accrued
expenses and other liabilities and an offsettimgdase in stockholders’ equity. In 2006, the addal minimum pension liability included in
stockholders’ equity of $2,910 resulted from a dase of $3,215 to accrued expenses and otheitleadnd an offsetting increase in
stockholders’ equity. In 2007, the additional minim pension liability included in stockholders’ eiyudf $1,827 resulted from a decrease of
$1,083 to accrued expenses and other liabilitigissanoffsetting increase in stockholders’ equity.

See accompanying notes to Consolidated Financaati®ents.
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Notes to Consolidated Financial Statements — (Comtiied)
December 31, 2007 and 2006

(1) Organization and Summary of Significant Accounihg Policies
Organization

The accompanying audited Consolidated FinaSst&ements include the accounts of Jefferies @rime. and all its subsidiaries (togett
“we” or “us”), including Jefferies & Company, In¢'Jefferies”), Jefferies Execution Services, In{tlefferies Execution”), Jefferies
International Limited, Jefferies Asset Managemeht;, Jefferies Financial Products, LLC and all atkatities in which we have a
controlling financial interest or are the “primargneficiary”, including Jefferies High Yield Holdjs, LLC (“*JHYH"), Jefferies Special
Opportunities Partners, LLC (“JSOP”) and Jeffek@sployees Special Opportunities Partners, LLC (OBY. The accompanying
Consolidated Financial Statements have been préjrasecordance with U.S. generally accepted adauyprinciples for financial
information and with the instructions to Form 10-K.

Reclassifications

Starting in the third quarter of 2007, we ud#® investments and investments in managed fundsasponent of cash flows from
operating activities rather than cash flows fromesting activities and accordingly have reclasbedarior period to be consistent with the
current presentation. We believe that a chang&ssification of a cash flow item represents aassification of information and not a change
in accounting principle. The amounts involved aneniaterial to the Consolidated Financial Statemiksn as a whole. In addition, the
change only affects the presentation within thegdtdated Statements of Cash Flows and does natdtiipe Consolidated Statements of
Financial Condition or the Consolidated Statemehtsarnings, debt balances or compliance with delsenants.

Certain other reclassifications have been nbagheeviously reported balances to conform tociineent presentation.

Common Stock

On April 18, 2006, we declared a 2-for-1 spfiall outstanding shares of our common stockapbyMay 15, 2006 to stockholders of
record as of April 28, 2006. The stock split waleetied as a stock dividend of one share for eaelsbare outstanding on the record date. All
share, share price and per share information irecluidl this annual report, including the ConsolidaéEancial Statements and the notes
thereto, have been restated to retroactively reflexeffect of the 2-for-1 stock split.
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Summary of Significant Accounting Policies

Principles of Consolidatior

Our policy is to consolidate all entities iish we own more than 50% of the outstanding vositogk and have control. In addition, in
accordance with Financial Accounting Standards 8¢dfASB”) Interpretation No. 46(R);onsolidation of Variable Interest Entiti€$-IN
46(R)"), as revised, we consolidate entities whaatk characteristics of an operating entity or bass for which we are the primary
beneficiary. Under FIN 46(R), the primary benefigigs the party that absorbs a majority of thetgigtiexpected losses, receives a majority of
its expected residual returns, or both, as a re$tiblding variable interests, direct or implidad situations where we have significant
influence but not control of an entity that does aualify as a variable interest entity, we applyg €quity method of accounting or fair value
accounting. We also have formed nonconsolidatedsimrent vehicles with third-party investors that gypically organized as limited
partnerships. We act as general partner for the&siment vehicles and have generally providedhing-party investors with termination or
“kick-out” rights as defined by Emerging Issues K&srce (“EITF") EITF 04-5Determining Whether a General Partner, or the Gaher
Partners as a Group, Controls a Limited PartnersbigSimilar Entity When the Limited Partners Haverdin Rights.

All material intercompany accounts and tratieas are eliminated in consolidation.

Revenue Recognition Policie

CommissionsAll customer securities transactions are reportethe Consolidated Statement of Financial Conditiora settlement date
basis with related income reported on a trade-oases. Under clearing agreements, we clear tradamfffiliated correspondent brokers and
retain a portion of commissions as a fee for owises. Correspondent clearing revenues are indlid®ther revenue. We permit
institutional customers to allocate a portion @itlgross commissions to pay for research prodamdisother services provided by third par
The amounts allocated for those purposes are cofgmefierred to as soft dollar arrangements. Soltad@xpenses amounted to
$39.3 million, $32.1 million and $37.7 million f@007, 2006 and 2005 respectively. We are accoufdinthe cost of these arrangements on
an accrual basis. Our accounting for commissioemaes includes the guidance contained in EITF QR&porting Revenues Gross versus
Net, because we are not the primary obligor of suclingements, and accordingly, expenses relatingftalsllars are netted against the
commission revenues.

Principal TransactionsFinancial instruments owned, securities pledgedfawathcial instruments sold, but not yet purcha@dof which
are recorded on a trade-date basis) are carrif@it aalue with unrealized gains and losses rediédh principal transactions in the
Consolidated Statement of Earnings on a trade s,

Investment BankingJnderwriting revenues and fees from mergers andisitipns, restructuring and other investment baglkidvisory
assignments are recorded when the services ratathd underlying transaction are completed ungetérms of the assignment or
engagement. Expenses associated with such tramsaetie deferred until reimbursed by the clierg,r#ated revenue is recognized or the
engagement is otherwise concluded. Expenses avedegtnet of client reimbursements. Revenues asepted net of related unreimbursed
expenses. Unreimbursed expenses with no relatetiueg are included in business development indhsatidated statement of earnings.
Reimbursed expenses totaled approximately $111mi$17.9 million and $16.3 million for the yearaded December 31, 2007, 2006 and
2005 respectively.
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Asset Management Fees and Investment Income Fraradgédd FundsAsset management fees and investment income fromageal
funds include revenues we receive from manageradnijnistrative and performance fees from funds meaddy us, revenues from
management and performance fees we receive frothiphrty managed funds, and investment income fsaninvestments in these funds.
We receive fees in connection with management mavgsiment advisory services performed for variaugl$ and managed accounts. These
fees are based on the value of assets under maaagand may include performance fees based upgpettiermance of the funds.
Management and administrative fees are generallygrized over the period that the related senggeavided based upon the beginning or
ending Net Asset Value of the relevant period. Galhg performance fees are earned when the retmrassets under management exceeds
certain benchmark returns, “high-water marks”, threo performance targets. Performance fees areedan a monthly basis and are not
subject to adjustment once the measurement penidel @nnually) and performance fees have beerzeehli

Interest Revenue and Expens@le recognize contractual interest on financialrinsents owned and financial instruments sold, it n
yet purchased, on an accrual basis as a compohenéest revenue and expense. Interest flowsenivative trading transactions a
dividends are included as part of the mark-to-miaviéuation of these contracts in principal traniges in the Consolidated Statements of
Earnings and are not recognized as a componenteyest revenue or expense. We account for out-gérom, long-term borrowings and our
mandatorily redeemable convertible preferred stotlan accrual basis with related interest recoedeititerest expense. In addition, we
recognize interest revenue related to our secsititigrowed activities and interest expense relmedir securities loaned activities. See
accounting policies related to securities borrowed securities loaned for further explanation.

Cash Equivalents
Cash equivalents include highly liquid investits not held for resale with original maturitiéslboee months or less.
Cash and Securities Segregated and on Deposit fegiRatory Purposes or Deposited With Clearing andpgasitory Organizations

In accordance with Rule 15¢3-3 of the Seasittxchange Act of 1934, Jefferies & Company, las.a broker-dealer carrying client
accounts, is subject to requirements related totai@ing cash or qualified securities in a segregagserve account for the exclusive benefit
of its clients. In addition, certain financial ingnents used for initial and variation margin pup®with clearing and depository organizati
are recorded in this caption.

Foreign Currency Translation

Assets and liabilities of foreign subsidiaries/ing non-U.S. dollar functional currencies aemslated at exchange rates at the end of a
period. Revenues and expenses are translatedragavexchange rates during the period. The gailasses resulting from translating fore
currency financial statements into U.S. dollarg,ofdhedging gains or losses and taxes, if anyiredleded in other comprehensive income.
Gains or losses resulting from foreign currencypdextions are included in the principal transastiorthe Consolidated Statements of
Earnings.

Financial Instruments Owned and Financial Instrumes Sold, not yet Purchased and Fair Value

Our financial instruments owned and finangiatruments sold, not yet purchased are record&dratalue, either through the fair value
option election or as required by other accoungir@nouncements. A description of our policies rdgay fair value measurement and its
application to these financial instruments followhese instruments primarily represent our tradiciyities and include both cash and
derivative products. Gains and losses on all cdgéhiestruments carried at fair value are refleatgatincipal transactions.
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Definition of Fair Value

The fair value of a financial instrument ie tamount that would be received to sell an assgaidrto transfer a liability in an orderly
transaction between market participants at the ureasent date (the exit price). The use of fair galumeasure financial instruments is
fundamental to our financial statements and istecal accounting policy. Unrealized gains or lassge generally recognized in principal
transactions in our Consolidated Statements ofiggsnFinancial instruments are valued at quoterketaorices, if available. For financial
instruments that do not have readily determinailevialues through quoted market prices, the detetion of fair value is based upon
consideration of available information, includirygés of financial instruments, current financidbimation, restrictions on dispositions, fair
values of underlying financial instruments and atiohs for similar instruments. Certain financiatruments have bid and ask prices that
be observed in the marketplace. Bid prices refleethighest price that we and others are willingag for an asset. Ask prices represent the
lowest price that we and others are willing to atder an asset. For financial instruments whopeis are based on bid-ask prices, we do not
require that fair value always be a predetermir@dtpn the bid-ask range. Our policy is to allogv mid-market pricing and adjusting to the
point within the bid-ask range that meets our lstitnate of fair value. For offsetting positiongtie same financial instrument, the same
price within the bid-ask spread is used to meabatle the long and short positions.

Fair Value Hierarchy

We adopted FASB 15Fair Value Measuremen(8FASB 157”), as of the beginning of 2007. FASB 1d#fines fair value, establishes a
framework for measuring fair value, establisheaiavfalue hierarchy based on the inputs used tesuredair value and enhances disclosure
requirements for fair value measurements. FASBedi&@blishes a hierarchy for inputs used in meagdaiin value that maximizes the use of
observable inputs and minimizes the use of unobdéevinputs by requiring that the observable inppaetsised when available. Observable
inputs are inputs that market participants woulel inspricing the asset or liability developed basadnarket data obtained from sources
independent of us. Unobservable inputs are inpatisreflect our assumptions about the assumpti@rkehparticipants would use in pricing
the asset or liability developed based on the inémtmation available in the circumstances. Theadmehy is broken down into three levels
based on the reliability of inputs as follows:

Level 1 Quoted prices are available in active marketsdentical assets or liabilities as of the reportatedThe type of financial
instruments included in Level 1 are highly liquakb instruments with quoted prices such as G-7rgovent, agency
securities, listed equities and money market stesrias well as listed derivative instrumel

Level 2 Pricing inputs are other than quoted prices irvaatiarkets, which are either directly or indirecilyservable as of the
reported date. The nature of these financial ins#mits include cash instruments for which quotedasrare available but
traded less frequently, derivative instruments wehfag value have been derived using a model wimgnats to the model are
directly observable in the market, or can be derimencipally from or corroborated by observablerkes data, and
instruments that are fair valued using other finanastruments, the parameters of which can bectly observed.
Instruments which are generally included in thiegary are corporate bonds, convertible bonds, aipalibonds and OTC
derivatives;

Level 3 Instruments that have little to no pricing obseiligbas of the reported date. These financialrmstents do not have two-
way markets and are measured using management’sdigsate of fair value, where the inputs into de¢ermination of fair
value require significant management judgment tmagion. Instruments that are included in thisegatry generally include
certain illiquid equity securities, commercial Isaand loan commitments, investments, distresset] delwell as certain
highly structured OTC derivative contrac

Valuation Process for Financial Instruments
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The overall valuation process for financiatimmments may include adjustments to valuationseeéifrom pricing models. These
adjustments may be made when, in management’s jeidligmither the size of the position in the finah@istrument or other features of the
financial instrument such as its complexity, or tharket in which the financial instrument is tradedch as counterparty, credit,
concentration or liquidity) require that an adjustrnbe made to the value derived from the pricimglefs. An adjustment may be made if a
trade of a financial instrument is subject to saéedrictions that would result in a price lesathtize computed fair value measurement from a
guoted market price. Additionally, an adjustmentirthe price derived from a model typically refeotanagement’s judgment that other
participants in the market for the financial instient being measured at fair value would also censidch an adjustment in pricing that same
financial instrument.

Valuation Models Used to Determine Fair Value

Non-derivative financial assets and liabitggresented at fair value and categorized as l3gaet generally those that are based on an
assessment of each underlying investment, incotipgraaluations that consider the evaluation officing and sale transactions with third
parties, expected cash flows models, market-bagedhation, including comparable company transastigperformance multiples and
changes in market outlook, among other factorsiviative financial instruments are generally thdsa are marked-to-model using relevant
empirical data to estimate fair value. The modigiguts reflect assumptions that market participardald use in pricing the instrument in a
current period transaction and outcomes from thdeisorepresent an assumed exit price and expadae fcash flows. Our valuation mod
are calibrated to the market on a frequent basis.pirameters and inputs are adjusted for assumsgtmout risk and current market
conditions. Changes to inputs in valuation modedsrat necessarily changes to valuation methodedpgather, the inputs are modified to
reflect direct or indirect impacts on asset clagsma changes in market conditions. Accordinghgulés from valuation models in one period
may not be indicative of future period measurements

Derivatives

We have derivative financial instrument pasiti in exchange traded and over-the-counter optiotracts, credit default swaps, foreign
exchange forward contracts, index futures contracisimodities swap and option contracts and comtiesdutures contracts, which are
measured at fair value with gains and losses razedrin principal transactions. The gross contiatenotional amount of these contracts is
not reflected in the Consolidated Statements cdiiiéral Condition. We follow FIN 33ffsetting Amounts Related to Certain ContrgtEN
39") and offset assets and liabilities in the Cdidsded Statements of Financial Condition provitleat the legal right of offset exists under a
master netting agreement and that other requirenodriiIN 39 are met. We also offset payables ogiv@bles relating to the fair value of ¢
collateral received or paid associated with ouivdgive inventory, on a counterparty basis provitteat all FIN 39 criteria are met.

Prior to the adoption of FASB 157air Value Measurement$FASB 157”), we followed Emerging Issues Task Fo&tatement No. 02;
Issues Involved in Accounting for Derivative ContsaHeld for Trading Purposes and Contracts InvdlireEnergy Trading and Ris
Management Activitie(“"EITF 02-3"). This guidance generally prohibiteztpgnizing profit at the inception of a derivata@ntract unless the
fair value of the derivative was obtained from atga market price in an active market or was otisevidenced by comparison to other
observable current market transactions or basedvauation technique that incorporates observasigket data. Subsequent to the
transaction date, we recognized trading profitedetl at inception of the derivative transactiothia period in which the valuation of an
instrument became observable. With the adoptidrA8B 157, we are no longer applying the revenuegmition criteria of EITF 02-3.
However, FASB 157 requires that a fair value mearment reflect the assumptions market participatsidvuse in pricing an asset or
liability based on the best information availadjch includes the transaction exit price, andefame this change did not have a significant
impact on our results of operations.

Investments in Managed Fund

58




Table of Contents

JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements — (Comtiied)
December 31, 2007 and 2006

Investments in managed funds includes oursimrents in funds managed by us and our investnrethérd-party managed funds in which
we are entitled to a portion of the managementarm#rformance fees. Investments in managed furedaaounted for on the equity meth
Gains or losses on our investments in managed faredgicluded in asset management fees and investin@me from managed funds in-
Consolidated Statements of Earnings.

Other Investments

Other investments includes investments entietedvhere we exercise significant influence ooperating and capital decisions in private
equity and other operating entities in connectidgtih wur capital market activities. Other investngeate accounted for on the equity method.

Receivable from, and Payable to, Custom

Receivable from, and payable to, customeisides amounts receivable and payable on cash argimiensactions. Securities owned by
customers and held as collateral for these reclsigatye not reflected in the accompanying Cons@al&inancial Statements. Receivable
from officers and directors represents balancessngyifrom their individual security transactionfi€Be transactions are subject to the same
regulations as customer transactions and are @dwd substantially the same terms.
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Securities Borrowed and Securities Loan

Due to their short-term nature, securities®med and securities loaned are carried at costwdgpproximates fair value. In connection
with both trading and brokerage activities, we barisecurities to cover short sales and to complatesactions in which customers have
failed to deliver securities by the required setéat date, and lend securities to other brokersdaaters for similar purposes. We have an
active securities borrowed and lending matched lm@iness in which we borrow securities from ongypand lend them to another party.
When we borrow securities, we generally providéndashe lender as collateral, which is reflectedur Consolidated Statements of
Financial Condition as securities borrowed. We éaterest revenues on this cash collateral. Sitgilarhen we lend securities to another
party, that party provides cash to us as collaterhich is reflected in our Consolidated StatementSinancial Condition as securities loaned.
We pay interest expense on the cash collateraivetérom the party borrowing the securities. A stalmtial portion of our interest revenues
and interest expenses results from this matchel activity. The initial collateral advanced or rees approximates or is greater than, the
fair value of the securities borrowed or loaned. Mamitor the fair value of the securities borrovegd loaned on a daily basis and request
additional collateral or return excess collateaalappropriate.

Securities Purchased Under Agreements to Resell Sedurities Sold Under Agreements to Repurch

Due to their short-term nature, Securitieschased under agreements to resell and securitisisder agreements to repurchase (“repos”)
are carried at cost which approximates fair vaRepos are treated as collateralized financing éietiens and are recorded at their contracted
repurchase amount which approximates fair value eéfa net interest revenues from this activity Wwhgreflected in our Consolidated
Statements of Operations.

We monitor the fair value of the repos daiéysus the related receivable or payable balantesil&the fair value of the repos decline or
increase, additional collateral is requested oesscollateral is returned, as appropriate.

We carry repos on a net basis when permitteliuthe provisions of FASB Interpretation No. @ffsetting of Amounts Related to Certain
Repurchase and Reverse Repurchase Agreel(“FIN 41").

Premises and Equipmer

Premises and equipment are depreciated usingttaight-line method over the estimated uséefatlof the related assets (generally three
to ten years). Leasehold improvements are amortizegw the straight-line method over the term efridlated leases or the estimated useful
lives of the assets, whichever is shorter.

Goodwill

At least annually, we assess whether goodhaidl been impaired by comparing the estimated &irey calculated based on earnings and
book value multiples, of each business segmentitgithstimated net book value, by estimating thewmhof stockholders’ equity required to
support each business segment. Periodically estightite fair value of a reporting unit requiresnsfigant judgment and often involves the
use of significant estimates and assumptions. Testimates and assumptions could have a signifeféedt on whether or not an impairment
charge is recorded and the magnitude of such @eh#e completed our last impairment test on gobbésiof September 30, 2007, and no
impairment was identified.

Our Jefferies Execution subsidiary recordggadwill impairment charge of $26 million duringetfourth quarter of 2007. Jefferies
Execution is a registered broker-dealer. Therefgoedwill relating to the acquisition of Jefferiézecution in 2001, formerly Helfant Group,
Inc., was “pushed down” from us to Jefferies Exexuin accordance with Emerging Issues Task Fased No. D-97Push Down
Accounting.
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We have two reporting units, Capital Marketd &sset Management, as defined by FASB Gihdwill and Other Intangible Assets
Jefferies Execution is not a reporting unit of oamsl we have not recorded this $26 million goodimihairment charge to our Consolidated
Financial Statements.

Income Taxes

We file a consolidated U.S. Federal incomer&durn, which includes all of our qualifying sudlisiries. We also are subject to income t¢
various states and municipalities and those forpigadictions in which we operate. Amounts prowder income taxes are based on income
reported for financial statement purposes and dmecessarily represent amounts currently pay&tdéerred tax assets and liabilities are
recognized for the future tax consequences ataiilatto differences between the financial stateroanying amounts of existing assets and
liabilities and their respective tax bases. Defétex assets and liabilities are measured usingtetidax rates expected to apply to taxable
income in the years in which those temporary diffices are expected to be recovered or settledeffdet on deferred tax assets and
liabilities of a change in tax rates is recognirethcome in the period that includes the enactndate¢. Deferred income taxes are provided
for temporary differences in reporting certain iggmrincipally deferred compensation, unrealizeédgand losses on investments, and tax
amortization on intangible assets. The realizatibdeferred tax assets is assessed and a valaditierance is recorded to the extent that it is
more likely than not that any portion of the dedeirtax asset will not be realized. Tax creditsraoerded as a reduction of income taxes v
realized.

Legal Reserve

We recognize a liability for a contingency wihieis probable that a liability has been incuraedl when the amount of loss can be
reasonably estimated. When a range of probablectrse estimated, we accrue the most likely amolusiich loss, and if such amount is
determinable, then we accrue the minimum of thgeaf probable loss.

We record reserves related to legal procesdimgccrued expenses and other liabilities. Sasarves are established and maintained in
accordance with FASB B\ccounting for Contingenciesand FASB Interpretation No. 1Regasonable Estimation of the Amount of a Loss an
Interpretation of FASB Statement Nc. The determination of these reserve amounts reggignificant judgment on the part of management.
Our management considers many factors includingnbulimited to: the amount of the claim; the Isasind validity of the claim; previous
results in similar cases; and legal precedentxanrd law. Each legal proceeding is reviewed witineel in each accounting period and the
reserve is adjusted as deemed appropriate by maeage

Stoclk-based Compensation

Under FASB 123Accounting for Stock-Based Compensatiare defined the service period (over which compéaa cost should be
recognized) to generally include the year priothi grant and the subsequent vesting period. Wétatoption of FASB 123R on January 1,
2006, our policy regarding the timing of expenssogmition for non-retirement eligible employeesmiad to recognize compensation cost
over the period from the service inception dateictvlis the grant date, through the date the emplay®@o longer required to provide service
to earn the award.

In addition, with the adoption of FASB 123R &amuary 1, 2006, the awards granted to retiregiggible employees where the award d
not contain future service requirements must beeeiéxpensed on the date of grant or, in certaguiistances, may be accrued in the periods
prior to the grant date. Subsequent to the adopti¢ttASB 123R, we made certain changes to the tefrnertain new grants which
effectively eliminated accelerated expense recagniipon retirement and/or increased the retirerabgibility age and years of service from
those generally provided for in prior grants. Dgrthe fourth quarter of 2007, we undertook a comgnsive review of the retirement
eligibility requirements of certain share-based msaexamining the impact to both us and our emgdeyUpon completion of this review
during the fourth quarter of 2007, we determineat thture share-based grants should contain mongent provisions that include increased
length of service requirements for
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certain senior level employees to be eligible toe@eand retain the award. As a result of this caghpnsive review, we reversed $8.2 million
of previously accrued compensation and benefitees@ during the fourth quarter of 2007. The $8I#anireversal will be amortized over
the subsequent three year period.

Earnings per Common Shar

Basic earnings per share of common stock @mgated by dividing net earnings by the averagebrrmof shares outstanding and certain
other shares committed to be, but not yet issuadicBearnings per share include restricted stodkr8IUs for which no future service is
required. Diluted earnings per share of commonksaéme computed by dividing net earnings plus dinakeon mandatorily redeemable
convertible preferred stock divided by the avenageber of shares outstanding of common stock drdilalive common stock equivalents
outstanding during the period. Diluted earningsgtere include the dilutive effects of restricteatk and RSUs for which future service is
required.

Accounting and Regulatory Developmer

FASB Interpretation No. 48 In July 2006, the FASB issued Interpretation B®,.Accounting for Uncertainty in Income TaxgsIN
48"). FIN 48 clarifies the accounting for incomeéa by prescribing the minimum recognition thredretax position is required to meet
before being recognized in the financial statemdtits 48 also provides guidance on derecognitiogasarement, classification, interest and
penalties, accounting in interim periods, disclesamd transition. FIN 48 is effective for fiscabye beginning after December 15, 2006. We
adopted FIN 48 as of the beginning of 2007. Thesitaon adjustment to beginning retained earnings wreduction of approximately
$0.4 million.

FASB 157. In September 2006, the FASB issued FASB Faift, Value Measurement$FASB 1577). FASB 157 clarifies that fair value
is the amount that would be exchanged to sell aatas transfer a liability, in an orderly transantbetween market participants. FASB 157
reverses the consensus reached in EITF Issue N® pB&hibiting the recognition of day one gain @sd on derivative contracts where we
cannot verify all of the significant model inputsdbservable market data and verify the model tcketdransactions. However, FASB 157
requires that a fair value measurement techniqelede an adjustment for risks inherent in a paldicualuation technique (such as a pricing
model) and/or the risks inherent in the inputshhodel, if market participants would also inclgdeh an adjustment. In addition, FASB
157 prohibits the recognition of “block discountet large holdings of unrestricted financial instrents where quoted prices are readily and
regularly available in an active market. The prinris of FASB 157 are to be applied prospectivetgept for changes in fair value
measurements that result from the initial applaratf FASB 157 to existing derivative financialtinsnents measured under EITF Issue No.
02-3 and block discounts, which are to be recoetedn adjustment to opening retained earningsigdhr of adoption. FASB 157 is
effective for fiscal years beginning after Novembsr 2007. We adopted FASB 157 as of the beginofr&P07. To determine the transition
adjustment to opening retained earnings, we peddram analysis of existing derivative instrumenéasured under EITF Issue 02-3 and
block discounts, and determined that there wasamsition adjustment to opening retained earnisgsf danuary 1, 2007.

FASB 158.In September 2006, the FASB issued Statement N&) Aceounting for Uncertainty in Employers’ Accountiieg Defined
Benefit Pension and Other Postretirement P—an amendment of FASB Statements No. 87, 88, 106,32 (R)Y“FASB 158"). FASB 158
improves financial reporting by requiring an empoyo recognize the overfunded or underfunded stata defined benefit postretirement
plan (other than a multiemployer plan) as an amshability in its statement of financial positi@nd to recognize changes in that funded
status in the year in which the changes occur tiiramomprehensive income. This Statement also ingsrfimancial reporting by requiring an
employer to measure the funded status of a plarfi the date of its year-end statement of finangtaition, with limited exceptions. An
employer with publicly traded equity securitieségjuired to initially recognize the funded statfis alefined benefit postretirement plan and
to provide the required disclosures as of the drbefiscal year ending after December 15, 200 fequirement to measure plan assets anc
benefit obligations as of the date of the emplayéiscal year-end statement of financial posit®effective for fiscal
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years ending after December 15, 2008. On Decenthe2®6, we adopted the recognition and discloptoeisions of FASB 158. FASB 1t
required us to recognize the funded status (he.difference between the fair value of plan assetisthe projected benefit obligations) of our
benefit plan on our December 31, 2006 Consolid&tatement of Financial Condition, with a correspogadjustment to accumulated other
comprehensive income, net of tax. As a result efgbnsion plan being frozen, the projected benbfigation was equal to the accumulated
benefit obligation. Consequently, no additionalatinent to accumulated other comprehensive incoagengcessary as of December 31,
2006.

FASB 159.In February 2007, the FASB issued FASB 1B8¢ Fair Value Option for Financial Assets and Fioal Liabilities —
Including an Amendment of FASB Statement No (“FASB 159”). This standard permits an entity toasere financial instruments and
certain other items at estimated fair value. Mdshe provisions of FASB 159 are elective; howetlke, amendment to FASB 115,
Accounting for Certain Investments in Debt and BgSkecurities, applies to all entities that own trading and klde-for-sale securities. The
fair value option created by FASB 159 permits atityeto measure eligible items at fair value aspécified election dates. The fair value
option (a) may generally be applied instrumentristrument, (b) is irrevocable unless a new eledite occurs, and (c) must be applied to
the entire instrument and not to only a portiothaf instrument. FASB 159 allows for a one-time &becfor existing positions upon adoption,
with the transition adjustment recorded to opematgined earnings. FASB 159 is effective as oftthginning of the first fiscal year that
begins after November 15, 2007. Early adoptioreisnitted as of the beginning of the previous fisesdr provided that the entity (i) makes
that choice in the first 120 days of that yea),l{@as not yet issued financial statements for aterim period of such year, and (iii) elects to
apply the provisions of FASB 157. We adopted FASB as of the beginning of 2007. We elected to afipyfair value option on loans and
loan commitments made in connection with our inwestt banking activities (“loans and loan commitns&nt_oans and loan commitments
are included in financial instruments owned onGoasolidated Statement of Financial Condition. & time of adoption, we did not have
such loans and loan commitments outstanding, theré¢fiere was no transition adjustment recordexgpéming retained earnings. In addition,
we elected to apply the fair value option on certavestments held by subsidiaries that are nastegd broker-dealers as defined in the
AICPA Audit and Accounting Guidddrokers and Dealers in Securitie$hese investments had been accounted for byfag &alue prior to
the adoption of FASB 159; therefore, there wasrandition adjustment recorded to opening retairsediags related to these investments.
The fair value option was elected for loans and lcammitments and investments held by subsidi&higisare not registered broker-dealers
because they are risk managed by us on a fair asis.

FSP FIN 39-1. In April 2007, the FASB issued a Staff Positi6RgP”) FIN 39-1,Amendment of FASB Interpretation No..35P FIN
No. 3¢-1 defines “right of setoff” and specifies what diions must be met for a derivative contract talify for this right of setoff. It also
addresses the applicability of a right of setofflemivative instruments and clarifies the circumsts in which it is appropriate to offset
amounts recognized for those instruments in thersiant of financial position. In addition, this FB&mits offsetting of fair value amounts
recognized for multiple derivative instruments axed with the same counterparty under a mastengeitrangement and fair value amounts
recognized for the right to reclaim cash collat¢saleceivable) or the obligation to return caslateral (a payable) arising from the same
master netting arrangement as the derivative imsnis. The provisions of this FSP are consistetfit @tr current accounting practice. This
interpretation is effective for fiscal years bedgmmafter November 15, 2007, with early applicatmrmitted. The adoption of FSP FIN
No. 3¢-1 on January 1, 2008 did not have a material impao®ur Consolidated Financial Statements.
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EITF Issue No. 06-11 In June 2007, the FASB ratified the consensushex by the Emerging Issues Task Force on Issuel 06-
Accounting for Income Tax Benefits of DividendsSbar«-Based Payment Awar@®EITF 06-11"). EITF 06-11 requires that the taxneét
related to dividends or dividend equivalents thhatcharged to retained earnings and are paid tdogegs for equity classified nonvested
equity shares, nonvested equity share units, atsfamaing equity share options be recorded asaaase in additional paid-in capital. We
currently account for this tax benefit as a redaurcto income tax expense. EITF 06-11 is to be agprospectively for tax benefits on
dividends declared in fiscal years beginning aftecember 15, 2007. We intend to adopt EITF 06-lthénfirst quarter of 2008. We are
currently evaluating the impact of EITF 06-11 om esults of operations for the first quarter 0620

SOP No. 07-1 and FSP FIN No. 46R-7n June 2007, the American Institute of Certiffeablic Accountants issued Statement of Pos
No. 071, Clarification of the Scope of the Audit and AccangiGuide ‘Audits of Investment Companies’ and Aotimg by Parent
Companies and Equity Method Investors for Investsiannvestment Compani€¢SOP 07-1"). SOP 07-1 clarifies the scope of whan
entity may apply the provisions of the AICPA Auditd Accounting Guide Investment Companies (“thed€)i SOP 07-1 also provides
guidance for determining whether the specializeltiatry accounting principles of the Guide shoulddtained in the financial statements «
parent company of an investment company or anyeqethod investor in an investment company, antlides certain disclosure
requirements. In May 2007, the FASB issued FSPNdN46R-7 Application of FIN 46R to Investment Compar(i#sSP FIN 46R-7"). FSP
FIN 46R-7 amends FIN 46R to make permanent the aeanp deferral of the application of FIN 46R toitas within the scope of the revised
Guide under SOP 07-1. FSP FIN 46R-7 is effectivenuppe adoption of SOP 07-1. In November, the FASSBed a proposed FSP SOP No.
07-1-a,The Effective Date of AICPA Statement of Positiorl hich proposes to indefinitely defer the effectidate for SOP 07-1 and,
consequently, FSP FIN 46R-7. We are currently eatalg the potential impact of adopting SOP 07-1 BS€ FIN 46R-7 in light of the
proposed FSP SOP No. 07-1-a.

FASB 141(R).In December 2007, the FASB issued FASB 141 (revi¥),Business CombinatiorfsFASB 141R"). Under FASB
141R, an entity is required to recognize the assmisired, liabilities assumed, contractual corgirgies and contingent consideration
measured at their fair value at the acquisitior dat any business combination consummated afeeetiective date. It further requires that
acquisition-related costs are to be recognizedragglg from the acquisition and expensed as induiTais statement is effective for financial
statements issued for fiscal years beginning &fsrember 15, 2008. Accordingly, we will adopt FASBLR effective January 1, 2009.

FASB 160.In December 2007, the FASB issued FASB 1¥6ncontrolling Interests in Consolidated Financ&thtements — an
amendment of ARB No. $FASB 160”). FASB 160 requires an entity to clgaidentify and present ownership interests in alibsies held
by parties other than the entity in the Consolid&tmancial Statements within the equity sectiondmparate from the entity’s equity. It also
requires the amount of consolidated net incoméatable to the parent and to the noncontrollirtgriest be clearly identified and presented
on the face of the consolidated statement of incama&nges in ownership interest be accounted fioitaly, as equity transactions; and when
a subsidiary is deconsolidated, any retained nanaiting equity investment in the former subsidianyd the gain or loss on the
deconsolidation of the subsidiary be measurediav@tue. This statement is effective for finanathtements issued for fiscal years begini
after December 15, 2008. Accordingly, we will adBptSB 160 effective January 1, 2009. We are culyentaluating the impact of FASB
160 on our Consolidated Financial Statements.

Use of Estimates

Our management has made a number of estimatkassumptions relating to the reporting of asssddiabilities and the disclosure of
contingent assets and liabilities to prepare tffiesacial statements in conformity with U.S. gerligraccepted accounting principles. The
most important of these estimates and assumpt@aterto fair value measurements and compensatibmenefits. Although these and other
estimates and assumptions are based on the béabsiformation, actual results could be matéyridifferent from these estimates.
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(2) Asset Management Fees and Investment Income FnoManaged Funds

Period end assets under management by predot@sset strategy were as follows (in millionslaifars):

December 31 December 31
2007 2006
Assets under manageme

Fixed Income (1 $ 1,802 $ 1,43¢
Equities 29t 47F
Convertibles 2,872 2,48¢
4,96¢ 4,40(

Assets under management by third parties
Equities, Convertibles and Fixed Incol 20¢€ 282
Private Equity 60C 60C
80¢€ 882
Total $ 577 $ 5,28¢

(1) With the reorganization of our high yield eadary market trading activities, we no longer i high yield assets as assets under
management as of April 2, 2007. Prior period ameimtlude $447 million in assets under managenrent bur high yield funds

(2) Third party managed funds in which we hau®%b or less interest in the entities that managselassets or otherwise receive a portion
of the management fee

The following summarizes revenues from assetagement fees and investment income from managels felating to funds managed by
us and funds managed by third parties for the yeaded December 31, 2007, 2006 and 2005 (in thdssafrdollars):

2007 2006 2005

Asset management fee
Fixed Income (1 $12,12¢ $ 24,60 $19,55¢
Equities 4,14C 16,36¢ 15,41t
Convertibles 12,26¢ 12,25¢ 7,51¢
Real Asset: O 2,23€ 8,45¢€
28,53t 55,46: 50,94:
Investment income (loss) from managed fund (4,999 54,08¢ 31,10¢
Total $23,53¢ $109,55( $82,05:

(1) With the reorganization of our high yield eadary market trading activities, we no longer rdcasset management fees and investmen
income from managed funds related to these aesvas of April 2, 2007. For the years ended Dece®be?007, 2006 and 2005, asset
management fees and investment income from marfaged related to our high yield funds amounted3®$nillion, $37.5 million an
$31.1 million, respectively
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The following tables detail our average inugstt in managed funds, investment income from meshégnds, investment income from
managed funds minority interest portion and net investment incdinoen managed funds relating to funds managed lyndsfunds manage
by third parties for the years ended December 3Q7 2and 2006 (in millions of dollars):

Year Ended December 31, 2007

Net
Investmen Investmen Investmen
Income (Loss Income from Income (Loss
from Managed Fund- from
Average Managec Minority Interes Managec
Investment (2 Funds Portion Funds
Fixed Income (1 $ 2411 $ (10.0 % 0.4 $ (10.9
Equities 172.¢ 3.6 0.9 2.9
Convertibles 34.c 1.2 O 1.2
Total $ 44871 % 50 $ 1.3 3 (6.9

(1) Excludes high yield secondary market trading aitigifor the nine month period ended December 8Q7:

(2) Includes our average investment in consadid@sset management entities of $112.3 milliomfuch we are not recognizing asset
management fees. Because these entities are aatedli the financial instruments are reflectedriarfcial instruments owned or
financial instruments sold, not yet purchased,un®@onsolidated Financial Statemel

Year Ended December 31, 2006

Investmen Net
Investmen Income from Investmen
Income fron Managed Fund- Income fron
Average Managec Minority Interes Managec
Investment (& Funds Portion Funds
Fixed Income $ 198.¢ $ 414 $ 6.8 $ 34t
Equities 89.¢ 10.t 0.2 10.:
Convertibles 12.¢ 1.5 O 1.t
Real Asset: 3.t 0.7 0 0.7
Total $ 304.7 $ 54.1 $ 7.1 $ 47.C

(3) Includes our average investment in consatidasset management entities of $59.5 million amdaonsolidated high yield funds of
$52.5 million for which we are not recognizing ass@nagement fees. Because these entities arelickated, the financial instruments
are reflected in financial instruments owned oafigial instruments sold, not yet purchased, in@Gamsolidated Financial Statemer
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(3) Cash, Cash Equivalents, and Short-Term Investnms

We generally invest our excess cash in monanket funds and other short-term investments. @gsiivalents include highly liquid
investments not held for resale with original méies of three months or less. The following areficial instruments that are cash and cash
equivalents or are deemed by our management tererally readily convertible into cash as of Decengi, 2007 and 2006 (in thousand:
dollars):

December 31, 20( December 31, 20(

Cash and cash equivaler

Cash in bank $ 248,17: $ 107,48t
Money market investmen 649,69¢ 405,55:
Total cash and cash equivale 897,87 513,04:
Cash and securities segregatec 659,21¢ 508,30:
Other (2) 0 71,16(

$ 1557,090 $ 1,092,550

(1) In accordance with Rule 15c3-3 of the SeimgiExchange Act of 1934, Jefferies, as a brokafetlearrying client accounts, is subject
to requirements related to maintaining cash orifiedlsecurities in a segregated reserve accourthéexclusive benefit of its clien

(2) Items are financial instruments utilized ur overall cash management activities and are Iyeednvertible to cash, marginable or
accessible for liquidity purposes and are incluitefihancial instruments owne
(4) Receivable from, and Payable to, Customers

The following is a summary of the major catiég® of receivables from customers as of DecembgRB07 and 2006 (in thousands of
dollars):

2007 2006
Customers (net of allowance for uncollectible actswf $1,493 in 2007 and $1,402 in 20 $754,47. $650,59(
Officers and director 10,36: 12,96:

Receivable from officers and directors repnésstandard margin loan balances arising front thdividual security transactions. These
transactions are subject to the same terms andtimorsdas customer transactions.
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(5) Financial Instruments Owned and Financial Instuments Sold, Not Yet Purchased

The following is a summary of the fair valuenwajor categories of financial instruments ownad &nancial instruments sold, not yet
purchased, as of December 31, 2007 and 2006 (usémals of dollars):

December 31, 200 December 31, 20C

Financial Financial

Instruments Instruments
Financial Sold, Financial Sold,

Instruments Not Yet Instruments Not Yet

Owned Purchasel Owned Purchasel
Corporate equity securitit $2,266,67! $1,389,09 $1,737,17. $1,835,04
Corporate debt securiti 2,162,89: 1,407,38 1,918,82! 1,185,401
U.S. Government and agency obligati 730,92: 206,09( 592,37: 339,89:
Mortgage-backed securitie 26,89t O 85,04( O
Asse-backed securitie O O 28,00¢ 0
Derivatives 501,50: 331,78t 234,64t 240,23
Investments at fair valu 104,19¢ O 97,28¢ 0
Other 2,88¢ 314 10,15! 301

$5,795,97: $3,334,67: $4,703,51. $3,600,86!

Financial instruments owned includes securipledged to creditors. The following is a summarthe fair value of major categories of
securities pledged to creditors as of DecembeB3Q7 and 2006 (in thousands of dollars):

December 31, 20( December 31, 20(
Corporate equity securiti¢ $ 985,78 $  1,068,49
Corporate debt securiti 102,12: 412,60(
$ 1,087,900 $ 1,481,09

At December 31, 2007 and 2006, the approxirfateralue of collateral received by us that maysbld or repledged by us was
$19.8 billion and $9.8 billion, respectively. Thisllateral was received in connection with resaileeaments and securities borrowings. At
December 31, 2007 and 2006, a substantial porfitiscollateral received by us had been solceptadged.
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The following is a summary of our financiakats and liabilities that are accounted for atJ¥alue as of December 31, 2007 by level

within the fair value hierarchy (in thousands ofiais):

Counterpart
and Cast
Collateral
Level 1 Level 2 Level 3 Netting Total
Assets:
Financial instruments owne
Securities $2,122,641 $2,819,241 $248,39° $ O $5,190,27
Derivative instrument 763,52¢ 118,90! O (380,93) 501,50:
Investments at fair vall O O 104,19¢ O 104,19¢
Total financial instruments owne¢ 2,886,16' 2,938,14! 352,59¢ (380,93) 5,795,97!
Level 3 assets for which the firm does not beanendc exposure (. (106,101)
Level 3 assets for which the firm bears econommosure 246,49(
Liabilities:
Financial instruments sold, not yet purcha:
Securities 1,425,78  1,568,39 8,70: 0 3,002,89
Derivative instrument 532,89! 642,50° 12,92¢ (856,547 331,78t
Total financial instruments sold, not yet purcha 1,958,68.  2,210,90! 21,63: (856,549 3,334,67

(1) Consists of level 3 assets which are attributablinority investors or attributable to employetemsts in certain consolidated fun

The following is a summary of changes in fatue of our financial assets and liabilities thate been classified as Level 3 for year ended

December 31, 2007 (in thousands of dollars):

Non-derivative Non-derivative Derivative
instruments- instruments instrument
Assets Liabilities — Liabilities Investment
Balance, December 31, 20 $ 205,27¢ $ 0 $ O $ 97,28¢
Total gains/ (losses) (realized and unrealized (6,139 (46) (22,967) 23,49¢
Purchases, sales, settlements, and Issui (13,499 (9,159 26,38t (16,589
Net transfers in and/or out of Leve 62,75( 497 (16,35:) O
Balance, December 31, 20 $ 248,39 $ (8,709 $ (12,929 $104,19¢
Change in unrealized gains/ (losses) relatingstruments still held at
December 31, 2007 (. $ (7,86¢) $ 0 $ (7,389 $ 23,47

(1) Realized and unrealized gains/ losses are repuorfadncipal transactions in the Consolidated Stegets of Earnings
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(6) Premises and Equipment
The following is a summary of premises andigaent as of December 31, 2007 and 2006 (in thaissahdollars):

2007 2006

Furniture, fixtures and equipme $189,37¢ $147,86¢
Leasehold improvemen 109,89! 81,92:
Total 299,27: 229,79:
Less accumulated depreciation and amortize 157,79¢ 138,41t
$141,47. $ 91,37¢

Depreciation and amortization expense amouiot&@7,047,000, $18,902,000 and $14,705,000 foy#ars ended December 31, 2007,
2006 and 2005, respectively.

(7) Short-Term Borrowings

Bank loans represent short-term borrowingsdhapayable on demand and generally bear intat@esspread over the federal funds rate.
We had no outstanding secured bank loans as ofrfiere31, 2007 and 2006. Unsecured bank loans pieatly overnight loans used to
finance securities owned or clearing related balan@/e had $280.4 million and $0 of outstandingeaneed bank loans as of December 31,
2007 and 2006, respectively. Average daily bankddar the years ended December 31, 2007 and 2886 $267.1 million and
$12.4 million, respectively.

(8) Long-Term Debt
The following summarizes long-term debt outdiag at December 31, 2007 and 2006 (in thousahdsliars):

2007 2006
7.75% Senior Notes, due 2012, net of unamortizecodint of $3,933 (200° 328,59: 328,00:
5.875% Senior Notes, due 2014, net of unamortizezbdnt of $1,598 (2007 248,40: O
5.5% Senior Notes, due 2016, net of unamortizecbdist of $1,499 (2007 348,50: 348,32(
6.45% Senior Debentures, due 2027, net of unanedrtiiscount of $3,764 (200 346,23t O
6.25% Senior Debentures, due 2036, net of unanedrtiiscount of $7,666 (200 492,33 492,23

$1,764,06 $1,168,56:

We previously entered into a fair value hedg@ no ineffectiveness using interest rate swaparder to convert $200 million aggregate
principal amount of unsecured 7.75% senior notesMarch 15, 2012 into floating rates based uponQRB During the third quarter of 2007
we terminated these interest rate swaps and reteash consideration less accrued interest of §8l®n. The $8.5 million basis difference
related to the fair value of the interest rate ssvaipthe time of the termination is being amortiasch reduction in interest expense of
$1.9 million per year over the remaining life oéthotes through March 2012.

In January 2006, we sold in a registered putffiering $500.0 million aggregate principal ambahour unsecured 6.25% 30-year senior
debentures due January 15, 2036.

In June 2007, we sold in a registered pulffiermmg $600.0 million aggregate principal amoufibar senior debt, consisting of
$250.0 million of 5.875% senior notes due Juned842and $350.0 million of 6.45% senior debentures tline 8, 2027.

(9) Mandatorily Redeemable Convertible Preferred Stck
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In February 2006, Massachusetts Mutual Lisuiance Company (“MassMutual”) purchased in a peipdacement $125.0 million of our
Series A convertible preferred stock. Our SerieAvertible preferred stock has a 3.25% annualutatime cash dividend and is currently
convertible into 4,082,538 shares of our commonkstt an effective conversion price of approxima®&30.62 per share. The preferred stock
is callable beginning in 2016 and will mature iBB0As of December 31, 2007, 10,000,000 sharesedéped stock were authorized and
125,000 shares of preferred stock were issued atstmding. The dividend is recorded as a compaofeinterest expense as the Series A
convertible preferred stock is treated as debafmounting purposes. The dividend is not deducfidrléax purposes because the Series A
convertible preferred stock is considered “equfty”tax purposes.

(10) Income Taxes

Total income taxes for the years ended DeceRbe?007, 2006 and 2005 were allocated as follgmvthousands of dollars):

2007 2006 2005
Earnings $93,17¢ $137,54: $104,08¢
Stockholders’ equity, for compensation expensddripurposes in excess of amounts
recognized for financial reporting purpos (41,710 (32,906) (26,919
$ 51,46¢ $104,63! $ 77,17

Income taxes (benefits) for the years endeckBber 31, 2007, 2006 and 2005 consist of theviihig (in thousands of dollars):

2007 2006 2005
Current:

Federal $ 78,71t $129,64¢ $ 95,34
State and cit 9,37¢ 31,557 24,77
Foreign 11,35: 14,31¢ 7,452
99,44’ 175,52: 127,56«

Deferred:
Federal (23,030 (29,41 (14,25))
State and cit 4,21¢ (6,939 (6,344
Foreign 2,54: (1,630 (2,88()
(6,269 (37,987 (23,47
$ 93,17¢ $137,54: $104,08!

Income taxes differed from the amounts comgpbieapplying the Federal income tax rate of 35¢@fa07, 2006 and 2005 as a result of

the following (in thousands of dollars):

2007
Amount %
Computed expected income ta; $86,001 35.(%
Increase (decrease) in income taxes
resulting from:
State and city income taxes, net o
Federal income tax bene 8,83¢ 3.€
Limited deductibility of meals and
entertainmen 1,801 0.7
Minority interest, not subject to te (2,762) (1.2
Foreign income 2,59: 11
Other, ne (3,299 (1.9
Total income taxe $93,17¢ 37.%

2006
Amount %

$122,02¢ 35.(%

16,00: 4.€

1,972 0.5

(2,439 (0.7)

(14%) (0.2)

12C 0.1
$137,54: 39.4%

2005
Amount %

$ 93,94 35.(%

11,971 4.5

1,63¢ 0.€

(2,887) (1.2)

(1,08¢6) (0.4)

507 0.2
$104,08¢ 38.£%
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The following table presents a reconciliatafrgross unrecognized tax benefits between Jariydé2907 and December 31, 2007 (in
thousands of dollars):

Balance at January 1, 20 $ 5,114
Additions for tax positions related to currenty 2,167
Additions for tax positions related to prior ye 2,83¢
Reductions for tax positions related to prior y (159
Settlement: (1,147
Balance at December 31, 2C $ 8,82F

The total amount of unrecognized benefits, iiaecognized, would affect the effective taxeratas $5.7 million (net of federal benefit of
state issues) at December 31, 2007. We recogrizegt accrued related to unrecognized tax benefitderest expense. Penalties, if any, are
recognized in other general and administrative Bges. During the years ended December 31, 2002Q0&] we recognized approximately
$1.0 million and $0.3 million, respectively, in@nest. We had approximately $1.4 million and $1iion for the payment of interest and
penalties accrued at December 31, 2007, and 268pectively.

We are subject to U.S. federal income tax @l as income tax in multiple state and foreigngdictions. We have concluded all U.S
federal income tax matters for the years througdD28ubstantially all material state and local, Bordign income tax matters have been
concluded for the years through 1999. New Yorkesgatd New York City income tax returns for the we2001 through 2004 and 2000
through 2003, respectively, are currently undeng@ration. The final outcome of these examinatiasat yet determinable. We do not
expect that unrecognized tax benefits for tax pmssttaken with respect to 2007 and prior yearksighificantly change in 2008.

The cumulative tax effects of temporary difeces that give rise to significant portions of deferred tax assets and liabilities at
December 31, 2007 and 2006 are presented belawdirsands of dollars):

2007 2006
Deferred tax asset
Long-term compensatio $225,80: $195,07¢
State income taxe 652 6,35¢
Pensior 1,241 2,10z
Net operating los 5,32¢ 1,48
Other 2,417 5,41¢F
Sut-total 235,43¢ 210,43t
Valuation allowanct (2,299 (1,489
Total deferred tax asse $233,14! $208,95!
Deferred tax liabilities
Premises and equipme 2,46 2,781
Goodwill amortizatior 18,48( 13,917
Investments 11,60( 5,10¢
Other 4,041 2,90¢
Total deferred tax liabilitie $ 36,58¢ $ 24,71¢
Net deferred tax asset, included in other as $196,55 $184,23°

A valuation allowance of $2.3 million and $Ifllion was recorded at December 31, 2007 and 2@8fpectively, and represents the
portion of our deferred tax assets for which inigre likely than not that the benefit of such itemils not be realized. Such valuation
allowance increased by approximately $0.8 milliod 1.5 million for the years ended December 30,728nd 2006, respectively. We
believe it is more likely than not that we will fiz@ our other deferred tax assets through futareiags.
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As of December 31, 2007 we have net operddisges in certain foreign jurisdictions totalingpegximately $16.2 million. These losses
begin to expire in the year 2013.

The current tax receivable, included in othesets, was $37,267,000 and $28,044,000 as of bec&h, 2007 and 2006, respectively.

Withholding and U.S. taxes have not been pleion approximately $66.0 million of unremittedreiags of certain non-U.S. subsidiaries
because we reinvested these earnings permanemiligimoperations. Such earnings would become taxgian the sale or liquidation of
these non- U.S. subsidiaries or upon the remittafickvidends; however, management does not betieweelated tax on such taxable
amounts would be material.

73




Table of Contents

JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements — (Comtiied)
December 31, 2007 and 2006

(11) Defined Benefit Plan
Pension Plan

We have a defined benefit pension plan whimbrecs certain of our employees. The plan is subbgettie provisions of the Employee
Retirement Income Security Act of 1974. Benefits based on years of service and the employee’srcaverage pay. Our funding policy is
to contribute to the plan at least the minimum antahbat can be deducted for Federal income taxqaeg Differences in each year, if any,
between expected and actual returns in excesd@¥@acorridor (as defined in FASB 8&mployers’ Accounting for Pensiohare amortized
in net periodic pension calculations. Effective Bedber 31, 2005, benefits under the pension plaa haen frozen. Accordingly, there will
no further benefit accruals for future service mBecember 31, 2005.

On December 31, 2006, we adopted the recogréind disclosure provisions of FASB 158. FASB fiég@uired us to recognize the funded
status (i.e., the difference between the fair valuglan assets and the projected benefit obligajiof our benefit plan in the December 31,
2006 Consolidated Statement of Financial Conditigth a corresponding adjustment to accumulatedratbmprehensive income, net of tax.
As a result of the pension plan being frozen, tligegted benefit obligation was equal to the acdated benefit obligation. Consequently, no
additional adjustment to accumulated other comprgilre income was necessary.

The following tables set forth the plan’s feddstatus and amounts recognized in our accompgeginsolidated statements of financial
condition and consolidated statements of earniimggousands of dollars):

December 31

2007 2006
Accumulated benefit obligatic $40,82¢ $42,89:
Projected benefit obligation for service renderedate $40,82¢ $42,89:
Plan assets, at fair vall 41,63¢ 39,48¢
Funded statu $ 80€ $ (3,409
Unrecognized net los 3,06¢ 5,013
Prepaid benefit co: $ 3,87¢ $ 1,60¢
Adjustment to recognize minimum asset (liabili (3,069 (5,019
Pension asset (liability $ 80€ $ (3,409

Year ended December 3.
2007 2006 2005
Net pension cost included the following compone

Service cos— benefits earned during the peri $ 27% $ 27% $ 2,077
Interest cost on projected benefit obligat 2,37¢ 2,361 2,551
Expected return on plan ass (2,929 (2,519 (2,23¢
Net amortizatior O 562 1,00¢
Net periodic pension (income) cc $ (270 $ 684 $ 3,39i
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Year ended December 3.

2007 2006
Fair value of assets, beginning of y $39,48¢ $33,06:
Employer contribution 2,00¢ 2,00C
Benefit payments mac (2,399 (2,067
Administrative expenses pa (174) (267)
Total investment retur 2,71¢ 5,75C
Fair value of assets, end of y $41,63¢ $39,48¢

Year ended December 3.

2007 2006
Projected benefit obligation, beginning of y: $42,89: $43,281
Service cos 27¢ 27¢
Interest cos 2,37¢ 2,361
Actuarial gains and loss: (2,14¢ (1,709
Administrative expenses pa (1749 (267)
Benefits paic (2,399 (1,067
Projected benefit obligation, end of yt $40,82¢ $42,89:

The plan assets consist of approximately S5#ities, 41% fixed income and 3% other securitie®007 versus approximately 60%
equities and 40% fixed income in 2006. The tar¢jetation of plan assets for 2008 is approxima&d$o equities and 40% fixed income
securities.

The weighted average discount rate and tleeafahcrease in future compensation levels usetbfarmining the actuarial present value of
the projected benefit obligation were 6.25% an@®%0respectively, in 2007, 5.90% and 0.00%, respaygt in 2006, and 5.55% and 4.00%,
respectively, in 2005. The expected long-term odteturn on assets was 7.5% in 2007, 2006 and.2005

The expected long-term rate of return asswnpé based on an analysis of historical experiefidbe portfolio and the summation of
prospective returns for each asset class in prigpotd the fund’s current asset allocation. Thgeaasset allocation was determined based on
the risk tolerance characteristics of the plan abtimes, may be adjusted to achieve the planasiment objective and to minimize any
concentration of investment risk.

We have contributed $2.0 million to our pensdan during 2007. Effective December 31, 2005¢fits under the pension plan have been
frozen. There will be no further benefit accruas$ervice after December 31, 2005. The amourdgséomulated other comprehensive
income that have not yet been recognized as comp®oénet periodic benefit cost include $3,068,860 $5,013,000 as of December 31,
2007 and 2006, respectively.

During 2008, we do not expect to recognizamortization of net loss as a component of neppéribenefit cost.

Expected benefit payments through Decembe@17 are as follows (in thousands of dollars):

2008 $ 1,967
2009 2,13(
2010 3,12¢
2011 1,38¢
2012 2,971
2013 through 201 12,09:
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(12) Minority Interest

Under FASB 150Accounting for Certain Financial Instruments with&acteristics of both Liabilities and Equi¢§FASB 150”), certain
minority interests in consolidated entities may triihe standard’s definition of a mandatorily redaéte financial instrument and thus require
reclassification as liabilities and remeasuremetheestimated amount of cash that would be ddepagable to settle such minority interests
under the applicable entity’s organization agreetmassuming an orderly liquidation of the entitgt of estimated liquidation costs. Our
Consolidated Financial Statements include certanority interests that meet the standard’s defimitof mandatorily redeemable financial
instruments. These mandatorily redeemable minortgrests represent interests held by third pantidefferies High Yield Holdings, LLC
(“JHYH"). The mandatorily redeemable minority intsts are entitled to a pro rata share of the tgrofiJHYH, as set forth in JHYH’s
organization agreements, and are scheduled tortatenin 2013, with an option to extend up to ttadditional oneyear periods. The carryir
amount of these mandatorily redeemable minoritgragts are approximately $607.6 million at Decen®ie2007, which represents the
initial capital and the pro rata share of the psofif JHYH assigned to the holder of the mandata@etieemable minority interests. A certain
portion of these mandatorily redeemable minoritgiiests represents investments from Jefferies 8p@pportunities Partners (“*JSOP”) and
Jefferies Employees Special Opportunities Part(fdEsSSOP”), and are eliminated in consolidation. Therying amount of these mandatorily
redeemable minority interests eliminated in comklon is approximately $253.3 million at DecemBg&r 2007, resulting in minority interest
related to JHYH on a consolidated basis of appraséty $354.3 million at December 31, 2007.

Minority interest also includes the minorityugty holders’ proportionate share of the equityy8OP and JESOP. At December 31, 2007,
minority interest related to JSOP and JESOP wasappately $212.1 million and $26.5 million, resgigely.

At December 31, 2007, we had other minoritgriests of approximately $10.8 million primarilyfaked to our start-up asset management
funds.
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(13) Earnings per Share

The following is a reconciliation of the nuratars and denominators of the basic and diluteximgs per share computations for the years
2007, 2006 and 2005 (in thousands, except per simapents):

Year Ended December 31

2007 2006 2005
Earnings:
Earnings before cumulative effect of change in antiag principle, ne $144,66! $204,14- $157,44:
Cumulative effect of change in accounting principlet O 1,60¢ O
Net earnings $144,66! $205,75( $157,44:
Add: Convertible preferred stock divider 4,06: 3,54 O
Net earnings for diluted earnings per st $148,72¢ $209,29: $157,44:
Shares:
Average shares used in basic compute 141 51! 133,89¢ 123,64t
Stock options 38¢ 1,251 2,74
Mandatorily redeemable convertible preferred si 4,06¢ 3,521 O
Unvested restricted stock / restricted stock L 7,83¢€ 8,861 9,17¢
Average shares used in diluted computa 153,80° 147,53: 135,56¢
Earnings per share:
Basic-
Earnings before cumulative effect of change in antiog principle, ne $ 1.0z $ 1.5% $ 127
Cumulative effect of change in accounting principiet O 0.01 O
Net earning: $ 1.0z $ 1.5/ $ 1.27
Diluted-
Earnings before cumulative effect of change in antiag principle, ne $ 0.9 $ 1.4 $ 1.1€
Cumulative effect of change in accounting principlet O 0.01 O
Net earnings $ 0.97 $ 1.4: $ 1.1¢€

We had no anti-dilutive securities for purppséthe annual earnings per share computatio60i, 2006 and 2005.
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(14) Leases

As lessee, we lease certain premises andmguipunder noncancelable agreements expiring etusdates through 2022 which are
operating leases . Future minimum lease paymentlfooncancelable operating leases at Decemhe&2@I7 are as follows (in thousands of
dollars):

Gross Sub-leases Net
2008 $ 47,49: $10,60¢ $ 36,88t
2009 48,04: 10,66" 37,37¢
2010 45,84 10,42 35,41+
2011 43,56. 10,00: 33,55¢
2012 37,50( 6,71¢ 30,78¢
Thereaftel 149,94 14,70¢ 135,24

Rental expense amounted to $50,443,000, $83@0 and $34,959,000, in 2007, 2006 and 2005ectisely.

(15) Derivative Financial Instruments
Off-Balance Sheet Risk

We have contractual commitments arising indfténary course of business for securities loamegpurchased under agreements to sell,
financial instruments sold but not yet purchasegurchase agreements, future purchases and sdteeigh currencies, securities
transactions on a when-issued basis, options aisjrfaitures index contracts, commodities futu@sm@cts and underwriting. Each of these
financial instruments and activities contains vagyilegrees of off-balance sheet risk whereby tihe/édues of the securities underlying the
financial instruments may be in excess of, or thag, the contract amount. The settlement of th@ssactions is not expected to have a
material effect upon our Consolidated FinanciateSteents.

Derivative Financial Instruments

Our derivative activities are recorded at failue in the Consolidated Statements of Finar@ialdition. Acting in a trading capacity, we
may enter into derivative transactions to satieB/ieeds of our clients and to manage our own expde market and credit risks resulting
from our trading activities.

Derivatives are subject to various risks samib other financial instruments, including markeedit and operational risk. In addition, we
may be exposed to legal risks related to derivatotévities. The risks of derivatives should not@wved in isolation, but rather should be
considered on an aggregate basis along with oer tthding-related activities. We manage the radsociated with derivatives on an
aggregate basis along with the risks associatédpraprietary trading as part of our firmwide rislaRnagement policies.

We record trading derivative contracts at ¥ailue with realized and unrealized gains and ksseognized in principal transactions in the
Consolidated Statements of Earnings on a tradebdsis and as a component of cash flows from dpgracttivities in the Consolidated
Statements of Cash Flows.

We previously entered into a fair value hedg@ no ineffectiveness using interest rate swapsrder to convert $200 million aggregate
principal amount of unsecured 7 3/4% senior notesMarch 15, 2012 into floating rates based up@QR. During the third quarter of 2007
we terminated these interest rate swaps and reteash consideration less accrued interest of 8l®n. The $8.5 million basis difference
related to the fair value of the interest rate ssvaipthe time of the termination is being amortiaed reduction in interest expense of
approximately $1.9 million per year over the renvairiife of the notes through March 2012.
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The following table presents the fair valuelefivatives at December 31, 2007 and 2006. Thes#ile of assets/liabilities related to
derivative contracts at December 31, 2007 and 280@sent our receivable/payable for derivativaritial instruments, gross of related
collateral received and pledged:

December 31, 200 December 31, 200!

(in thousands Assets Liabilities Assets Liabilities
Derivative instruments included in financial instrents owned and

financial instruments sold, not yet purchas

Exchange traded futur $162,72! $ 4,712 $ 19,72« $ 2,11¢

Swaps (1 2,424 417,02( 173,82: 20,25!

Option contracts (1 355,11¢ 404,52! 152,36: 238,11!

Forward contract 3,34¢ 3,254 82C —
Total $523,61- $829,51: $346,72¢ $260,48:.
Derivative instruments included in other ass

Interest rate sway — — 7,69( O

(1) Option and swap contracts in the table alaveggross of collateral received and/ or collatpladlged. Option and swap contracts are
recorded net of collateral received and/ or cofidtpledged on the Consolidated Statement of Fiah@ondition. At December 31,
2007, collateral received and collateral pledgecev22.1 million and $497.7 million, respective\t. December 31, 2006, collateral
received and collateral pledged were $112.1 miliad $20.3 million, respectivel

The following table set forth the fair value®@TC derivative assets and liabilities by contrigpe as of December 31, 2007:

0-12 1-5 5-10
(in millions) Months Years Years Total
Commodity swap $ (405.7) $ @15 $ — $ (407.29)
Commodity option: (20.7 (66.2) — (86.9)
Equity options (10.6) (23.9) — (33.€
Credit default swap (0.9 2.4 — 2.C
Total return swap (9.9 — — (9.9
Forward contract 0.9 0.5 — 0.2
Total $ (446.5 $ (88.0) $ — $ (534.9
At December 31, 2007, the counterparty crgddlity with respect to the fair value of our OTé€rigatives was as follows:
December 3:
(in millions) 2007
Counterparty credit quality
A or higher $ (4919
B to BBB (22.9
Lower than B —
Unrated (20.9
Total $ (534.9
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Jefferies Financial Products, LLC

Jefferies Financial Products, LLC (“JFP”), holly-owned subsidiary of ours, was formed as atédhliability company in
November 2003. JFP is a market maker in commoddgx products and a trader in commodities futunesaptions. JFP offers custom:
exposure to over-the-counter commodity indices@hdr commodity baskets in the form of fixed-faveting swaps (“swaps”) and options,
where the return is based on a specific commodityasket of commaodities (e.g., Jefferies CommoBiyformance Index (“JCPI")). The
primary end users in this market are highly ratesifutional investors, such as pension funds, aldtinds, foundations, endowments, and
insurance companies. These investors generallyesgesure to commodities in order to diversify theiisting stock and bond portfolios.
Generally, JFP will enter into swaps whereby Jrieikes a stream of fixed cash flows against pathegeturn of a given commodity or
index plus a spread or fee (“fee”). The fee is méawwompensate JFP for the costs of replicatiegctimmodity or index exposure in the
underlying exchange traded futures markets. Thatifig return can be either the total return onitldex (inclusive of implied collateral yiel
or the excess return. JFP also enters into swapafd and option transactions on foreign exchaimgityidual commodities and commaodity
indices.

Generally, the swap and option contract teramge from 1 month to 2 years, and in some traizsecboth parties may settle the changes
in the mark-to-market value of the transaction enamthly basis. Where appropriate, JFP utilizegouarcredit enhancements, including
guarantees, collateral and margin agreements tgataétthe credit exposure relating to these swagoations. JFP establishes credit limits
based on, among other things, the creditworthinéfise counterparties, the transaction’s size andrt and estimated potential exposure. In
addition, swap and option transactions are geryedaltumented under International Swaps and DevieatAssociation Master Agreements.
We believe that such agreements provide for legaifprceable set-off and close-out netting of expes to specific counterparties. Under
such agreements, in connection with an early teation of a transaction, JFP is permitted toaféits receivables from a counterparty aga
its payables to the same counterparty arising ball mcluded transactions. As a result, the falue represents the net sum of estimated fair
values after the application of such netting. J&® deetermined that the fair value of its swapsaptobns approximated $(407.2) million and
$(84.0) million, respectively at December 31, 2@0d $156.1 million and $(125.4) million, respeciyvat December 31, 2006.

The following table sets forth the fair valieJFP’s outstanding OTC positions and exchanggettdutures and options by remaining
contractual maturity as of December 31, 2007:

0-12 1-5 5-10
(in millions) Months Years Years Total
Swaps $ (405.%) $ (1.5 $ — $ (407.9)
Options (16.3 (67.7) — (84.0
FX forwards 0.€ 0.5 — 1.1
Exchang-traded future: 296.4 (133.9) — 162.F
Total $ (125.0 $ (202.6) $ = $ (327.9

In July 2004, JFP entered into a credit inetiation facility with an AA-rated European bankgt‘Bank”). This facility allows JFP
customers that require a counterparty with a higlit rating for commodity index transactions @nsact with the Bank. The Bank
simultaneously enters into a back-to-back transaatiith JFP and receives a fee from JFP for pragidiredit support. Subject to the terms of
the agreement between JFP and the Bank, JFP isaffgmesponsible to the Bank for the performant@rP’s customers. We guarantee the
performance of JFP to the Bank under the creditimediation facility. JFP also provides commoditgiéx pricing to the Bank’s customers
and JFP earns revenue from the Bank’s hedging alistomer transactions with JFP.
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At December 31, 2007 and 2006, the countermaedit quality with respect to the fair valuecafmmodities and foreign exchange futures,
options and swap portfolios were as follows:

Fair Value
December 3: December 3:
(in millions) 2007 2006
Counterparty credit quality
A or higher $ (4949 $ 37.t
Exchang-traded futures and options ( 166.¢ 13.4
Total $ (327.9 $ 50.¢

(1) Exchange-traded commodities and foreign emghdutures and options are not deemed to havdisat credit exposures as the
exchanges guarantee that every contract will bpgstp settled on a daily bas

At December 31, 2007 and 2006 the counterpgmegkdown by industry with respect to the fairneabf JFP’s commodities and foreign
exchange futures, options and swap portfolio waslaswvs:

Fair Value

December 3: December 3:

(in millions) 2007 2006
Foundations, trusts and endowme $ (479 $ (6.4)
Financial service (223.9) 4.7
Sovereign entity (32.5) —

Collective investment vehicles (including pensidang, mutual funds and other institutional

counterparties (190.9 39.2
Exchanges (1 166.¢ 13.4
Total $ (327.9 $ 50.¢

(1) Exchange-traded commodities and foreign exghdutures and options are not deemed to havéisagrt credit exposures as the
exchanges guarantee that every contract will bpgstp settled on a daily bas
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(16) Other Comprehensive Income (Loss)

The following summarizes other comprehensia®ime and accumulated other comprehensive incarss) (ht December 31, 2007 and for
the year then ended (in thousands of dollars):

Before-Tax Income Tax Net-of-Tax
Amount or Benefit Amount

Currency translation adjustmel $ 1,22% $ = $ 1,22%
Minimum pension liability adjustmel 1,94t (862) 1,08
Other comprehensive incor $ 3,161 $ (862 $ 2,30t
Minimum Accumulated

Currency Pension Other
Translation Liability Comprehensive
Adjustments Adjustment Income (Loss)
Beginning balanc $ 9,764 $ (2,910 $ 6,85¢
Change in 200 1,222 1,082 2,30t
Ending balanc: $ 10,98¢ $ (1,82) $ 9,15¢

The following summarizes other comprehensia®ine and accumulated other comprehensive incarss) (it December 31, 2006 and for
the year then ended (in thousands of dollars):

Before-Tax Income Tax Net-of-Tax

Amount or Benefit Amount

Currency translation adjustmel $ 8,802 $ = $ 8,80:
Minimum pension liability adjustmel 5,50z (2,289 3,21t
Other comprehensive incor $ 14,30 $ (2,289 $ 12,01°

Minimum Accumulated

Currency Pension Other

Translation Liability Comprehensive

Adjustments Adjustment Income (Loss)
Beginning balanc $ 962 $ (6,125 $ (5,169)
Change in 200 8,80z 3,21°F 12,017
Ending balanc: $ 9,764 $ (2,910 $ 6,854

The following summarizes other comprehensdgs land accumulated other comprehensive incons gb®ecember 31, 2005 and for the
year then ended (in thousands of dolla

Before-Tax Income Tax Net-of-Tax

Amount or Benefit Amount
Currency translation adjustmet $ (8,386 $ — $ (8,38¢)
Minimum pension liability adjustmel 1,27¢ (539 743
Other comprehensive lo $ (7,110 $ (539 $ (7,649
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Minimum Accumulated
Currency Pension Other
Translation Liability Comprehensive
Adjustments Adjustment Income (Loss)
Beginning balanc $ 9,34¢ $ (6,86%) $ 2,48(
Change in 200 (8,386 743 (7,649
Ending balanc: $ 962 $ (6,125 $ (5,16%)

(17) Net Capital Requirements

As registered broker-dealers, Jefferies, defeExecution and Jefferies High Yield Trading subject to the Securities and Exchange
Commission Uniform Net Capital Rule (Rule 15c3udich requires the maintenance of minimum net ehpiefferies, Jefferies Execution
and Jefferies High Yield Trading have elected te tie alternative method permitted by the Rule.

As of December 31, 2007, Jefferies, Jeffdeescution and Jefferies High Yield Trading’s nepital and excess net capital were as
follows (in thousands of dollars):

Net Capital Excess Net Capiti
Jefferies $505,08( $483,10¢
Jefferies Executio $ 30,297 $ 30,047
Jefferies High Yield Tradin $558,08° $557,83

(18) Commitments and Guarantees

The following table summarizes other committseand guarantees at December 31, 2007:

Maturity Date

Notional / 2010 2012 2014

Maximum and and and

Payout 2008 2009 2011 2013 Later

(Dollars in Millions)

Standby letters of crec $308.( $307.7 $0.1 $0.2 — —
Bank credit $ 60.5 $ 20.C — — $36.C $ 4t
Equity commitment: $500.1 — $0.1 $0.¢ $ 21 $497.(
High yield loan commitmer $ 5C — — $5.C — —
Derivative contract $397.5 $392.5 — — $ 5.C —

Standby Letters of Creditn the normal course of business, we had lettecsemfit outstanding aggregating $308.0 million at
December 31, 2007, mostly to satisfy various cettdtrequirements in lieu of depositing cash ousées. These letters of credit have a
minimal carrying amount. As of December 31, 200@ér¢ were no draw downs on these letters of credit.

Bank Credit. As of December 31, 2007, we had outstanding gieea of $56.0 million relating to bank credit ghlions ($33.2 million
of which is undrawn) of associated investment viesiin which we have an interest. Also, we haveviger a guarantee to a third-party bank
in connection with the bank’s extension of 500 imillJapanese yen (approximately $4.5 million) fedies (Japan) Limited.
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Equity CommitmentsOn October 7, 2004, we entered into an agreemehtBeibson Capital and MassMutual to form JeffeFieance
LLC, a joint venture entity created for the purpo$effering senior loans to middle market and gitosompanies. In February 2006, we and
MassMutual reached an agreement to double ouryegaibhmitments to Jefferies Finance LLC. With arré@meental $125 million from each
partner, the total committed equity capitalizattdriefferies Finance LLC is $500 million as of Dedzer 31, 2007. Loans are originated
primarily through the investment banking effortslefferies & Company, Inc. with Babson Capital pding primary credit analytics and
portfolio management services. As of December B072we have funded $55.0 million of our aggreg280.0 million commitment leaving
$195.0 million unfunded.

As of December 31, 2007, we have an aggregggiital commitment to invest in Babson-Jefferieah @pportunity CLO, Ltd. of
approximately $18.0 million (see note 21 of theééoo Consolidated Financial Statements for mdmernmation related to our commitment
invest in Babson-Jefferies Loan Opportunity CLQJ.).t

As of December 31, 2007, we have an aggregatenitment to invest in Jefferies Capital Partigr.P. and its related parallel fund of
approximately $25.9 million, a private equity fuménaged by a team led by Messrs. Friedman and ttuika

As of December 31, 2007, we have funded apprately $350.0 million of our aggregate commitmeniHYH leaving approximately
$250.0 million unfunded (see note 22 of the Note€dnsolidated Financial Statements for more infdiom related to our commitment to
invest in JHYH).

As of December 31, 2007, we had other equitgroitments to invest up to $11.2 million in variatber investments.

Derivative Contracts. In accordance with FASB Interpretation No. @arantor’'s Accounting and Disclosure Requireméots
Guarantees, Including Indirect Guarantees of Inéeless of Othei8FIN 45”), we disclose certain derivative contrsiateeting the FIN 45
definition of a guarantee. Such derivative consaatlude credit default swaps (whereby a defauttignificant change in the credit quality
the underlying financial instrument may obligatetaisnake a payment) and written equity put optidiidDecember 31, 2007, the maximum
payout value of derivative contracts deemed to riteeEIN 45 definition of a guarantee was approxatya$397.5 million. For purposes of
determining maximum payout, notional values arelusewever, we believe the fair value of these i@mt$ is a more relevant measure of
these obligations because we believe the notianaliats greatly overstate our expected payout. Aebwer 31, 2007, the fair value of such
derivative contracts approximated $13.6 millionatidition, the derivative contracts deemed to rtfee=FIN 45 definition of a guarantee are
before consideration of hedging transactions. Wistsuntially mitigate our risk on these contractstigh hedges, such as other derivative
contracts and/or cash instruments. We manage sshcated with derivative guarantees consistettit @it risk management policies.

High Yield Loan Commitmentsi-rom time to time we make commitments to extenditte investment-banking clients in loan
syndication and acquisition-finance transactioese commitments and any related drawdowns of faegities typically have fixed
maturity dates and are contingent on certain reptesions, warranties and contractual conditiordiegble to the borrower. We define high
yield (nor-investment grade) as debt securities or loan camernits to companies rated BB+ or lower or equivtaiatings by recognized
credit rating agencies, as well as non-rated siéesior loans that, in management’s opinion, areingestment grade. As of December 31,
2007 we had $5.0 million of high yield loan commétnts outstanding.

Jefferies Financial Products, LLCIn July 2004, JFP entered into a credit interméatiafacility with an “AA”-rated European bank (the
“Bank”). This facility allows JFP customers thafiuére a counterparty with a high credit rating fommodity index transactions to transact
with the Bank. The Bank simultaneously enters atmack-to-back transaction with JFP and receivies &#om JFP for providing credit
support. Subject to the terms of the agreementdetwFP and the Bank, JFP is responsible to thie lBathe performance of JFP’s
customers.
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We guarantee the performance of JFP to the Ban&ruhd credit intermediation facility. JFP will alprovide commodity index pricing to t
Bank’s customers and JFP will earn revenue fronBrek’'s hedging of its customer transactions wiR JAlso, we guarantee the
performance of JFP to its trading counterparties\arious banks and other entities, which providaring and credit services to JFP.

Other Guarantees In the normal course of business we provide guaes to securities clearinghouses and exchanpeseTuarantees
generally are required under the standard memheagiieements, such that members are required targaa the performance of other
members. To mitigate these performance risks, xbhbanges and clearinghouses often require memb@st collateral. Our obligations
under such guarantees could exceed the collatm@lats posted; however, the potential for us toeliired to make payments under such
guarantees is deemed remote. Also, we have guarhal#igations of Jefferies International Limit¢dI(") to various banks which provide
clearing and credit services to JIL and to couragigs of JIL.

(19) Segment Reporting

Beginning in the second quarter of 2007, aternational convertible bond funds are includethimithe results of the Asset Management
segment. Previously, operations from our intermati@¢onvertible bond funds were included in thei@GhMarkets segment. Prior period
disclosures have been adjusted to conform to thremuquarter’s presentation. The above changemweate in order to reflect the manner in
which these segments are currently managed.

The Capital Markets reportable segment indunlg traditional securities brokerage, includinhg tesults of our recently reorganized high
yield secondary market trading activities and itwe=snt banking activities. The Capital Markets regble segment is managed as a si
operating segment that provides the sales, traatidgorigination effort for various fixed income ity and advisory products and services.
The Capital Markets segment comprises a numbenteifrelated divisions. In addition, we choose ttumtarily disclose the Asset
Management segment even though it is currentlyimmaterial non-reportable” segment as defined b$pBA 31, Disclosures about
Segments of an Enterprise and Related Information

Our reportable business segment informatigmepared using the following methodologies:
. Net revenues and expenses directly associatedeadth reportable business segment are includedeémdiaing earnings before taxe

. Net revenues and expenses not directly associatedpecific reportable business segments areatocbased on the most relev
measures applicable, including each reportablenbasisegme’s net revenues, headcount and other fac

. Reportable business segment assets includecaatidin of indirect corporate assets that have fdnallocated to our reportable
business segments, generally based on each repdstatiness segme s capital utilization
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Our net revenues, expenses, income beforenataxes and total assets by segment are summasiad (amounts in millions):

Capital Asset

Markets Managemen Eliminating Items Total
Twelve months ended December 31, 20l
Net revenue: $ 1,547." $ 20.¢€ $ — $ 1,568.:
Expense! 1,301.°(1) 46.7 (26.0)(1) 1,322..
Income before taxe $ 245:¢ $ (260 3 26.C $ 245,
Segment asse $29,417.. $ 3506 % 26.((1) $29,793.
Twelve months ended December 31, 20!
Net revenue: $ 1,389.! $ 68.1 $ — $ 1,457.¢
Expense! 1,059.¢ 49.% — 1,108.¢
Income before taxe $ 329.¢ $ 18.¢ $ — $ 348.7
Segment asse $17,676.! $ 148¢ $ — $17,825.!
Twelve months ended December 31, 2005
Net revenue $ 1,156.: $ 48.¢ $ — $ 1,204.
Expense! 904.< 31.€ = 936.<
Income before taxe $ 251.% $ 16.7 $ — $ 268«
Segment asse $12,762.. $ 187  $ = $12,780.!

1)

Our Jefferies Execution subsidiary recordggadwill impairment charge of $26 million durinigetfourth quarter of 2007. Jefferies
Execution is a registered broker-dealer. Therefgoedwill relating to the acquisition of Jefferiggecution in 2001, formerly Helfant
Group, Inc., was “pushed down” from us to JeffeB@gcution in accordance with Emerging Issues Faske Issue No. D-9Rush

Down Accounting.

Jefferies Execution is not one of our “repagtimits” as defined by FASB 14&0odwill and Other Intangible Assedad therefore we

have not recorded this $26 million goodwill impaént charge to our Consolidated Financial Statem
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Net Revenues by Geographic Region

Net revenues are recorded in the geograpgiomén which the senior coverage banker is locaidtie case of investment banking, or
where the position was risk-managed within Capitatkets or the location of the investment advisothie case of Asset Management. In
addition, certain revenues associated with U.@uniomal instruments and services that result frdaticnships with non-U.S. clients have been
classified as non-U.S. revenues using an allocatmsistent with our internal reporting. The foliag table presents net revenues by
geographic region for the years ended Decembe2@®17, 2006 and 2005 (amounts in thousands):

2007 2006 2005
Americas (1, $1,357,99: $1,333,74! $1,140,99.
Europe 194,03: 117,52: 51,53(
Asia (including Middle East 16,06¢ 6,33: 12,17¢
Net Revenue $1,568,09 $1,457,60. $1,204,701

(1) Substantially all relates to U.S. resu

(20) Goodwill

We acquired LongAcre Partners Limited in M&P2. The LongAcre Partners Limited acquisition eimgd a five-year contingency for
additional consideration to the selling owners golasn future revenues.

We acquired Putnam Lovell Investment bankingitess (“Putnam”) in July 2007. The purchase pfdle Putnam acquisition was
$14.7 million in cash and the acquisition did noh&@in any contingencies related to additional weration.

The following is a summary of goodwill activitor the year ended December 31, 2007 (in thousahdollars):

Year Endec
December 31, 20(
Balance, at December 31, 2C $ 257,32:
Add: Acquisition(s) 44,23
Add: Accrued contingent considerati 42,50"
Balance, at December 31, 2C $ 344,06:

The acquisitions of LongAcre Partners Limitei@lix Associates, Randall & Dewey, and Quarterdesiestment Partners, LLC (expired
December 31, 2007) all contained a five-year cgatiity for additional consideration to the sellingners, based on future revenues. This
additional consideration is paid in cash annudllyere is no contractual dollar limit to the potahtif additional consideration. During the
quarter ended June 30, 2007, the Broadview IntemetLLC contingency for additional consideratioas modified and all remaining
contingencies have been accrued for as of Jun2080,. During the year ended December 31, 2007 aikgpproximately $25.7 million in
cash related to contingent consideration that tegeh learned during the current year or prior periods

None of the acquisitions listed above weres@ared material based on the small percentagerepoisents of our total assets, equity,
revenues and net earnings.
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(21) Quarterly Dividends

The only restrictions on our present abil@ypay dividends on our common stock are the divddeneference terms of our Series A
convertible preferred stock and the governing pgiovis of the Delaware General Corporation Law.

Dividends per Common Share (declared and paid)

1stQuarter 2 ndQuarter 3 rdQuarter 4thQuarter
2007 $0.12¢ $0.12¢ $0.12¢ $0.12¢
2006 $0.07¢ $0.12¢ $0.12¢ $0.12¢

On April 18, 2006, we declared a 2-for-1 stepkt of all outstanding shares of common stodke $tock split was paid May 15, 2006 to
stockholders of record as of April 28, 2006 and effscted as a stock dividend of one share of comstock for each one share outstanding
on the record date. We also announced an increas& uarterly dividend to $0.125 per peptit share, which at the time represented a
increase from the previous dividend of $0.075 pest gplit share.

(22) Variable Interest Entities (“VIES")
Jefferies High Yield Holdings

Under the provisions of FIN 46(R) we deternditieat Jefferies High Yield Holdings and Jeffefiaployees Special Opportunities
Partners meet the definition of a VIE. We are thimary beneficiary of JHYH, and we and our emplayéelated parties) are the primary
beneficiaries of JESOP. Therefore, we consolidate BHYH and JESOP.

Managed CLO'’s

We also own significant variable interestgamious managed CLO’s and for which are we arghmprimary beneficiary and therefore do
not consolidate these entities. In aggregate, thasable interest entities have assets approxmgail.4 billion as of December 31, 2007. Our
exposure to loss is limited to our capital conttitiis. The carrying value of our aggregate investrethese variable interest entities is
$16.7 million at December 31, 2007 and is incluskebhvestments in Managed Funds on our Consolid&tatements of Financial Condition.

Third Party Managed Warehouse/Special Purpose ¥ntit

We own a significant variable interest in Babgefferies Loan Opportunity CLO, Ltd., a thirdtfgamanaged warehouse/special purpose
entity, in which we have a 33% direct economicries¢ and a 17% indirect economic interest via Jiefe=inance LLC which we are not the
primary beneficiary and therefore do not consobidats entity. This variable interest entity haseds of approximately $461.9 million as of
December 31, 2007. The fair value of our direct imaiérect interest in this variable interest ent#&y$49.2 million ($32.8 million direct intere
and $16.4 million indirect interest) at December 3107. The investment in this entity is accourftedat fair value in accordance with FASB
157.
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(23) High Yield Secondary Market Trading

In January 2000, we created three broker-dealdties that employed a trading and investmé&ategy substantially similar to that
historically employed by our High Yield divisionwb of these entities, the Jefferies Partners Oppdayt Fund and the Jefferies Partners
Opportunity Fund I, were principally capitalizedtiwvequity contributions from institutional and higet worth investors. The third fund,
Jefferies Employees Opportunity Fund (and colletyiwith the two Jefferies Partners Opportunity #syreferred to as the “High Yield
Funds”), was principally capitalized with equitwastments from our employees and was thereforeotidated into our Consolidated
Financial Statements. The High Yield division aadleof the funds shared gains or losses on tratidgnvestment activities of the High
Yield division on the basis of a pre-establishedriiyg arrangement related to the amount of capéah had committed.

On April 2, 2007 we reorganized Jefferies Hijald Trading, LLC (“JHYT")to conduct the secondary market trading activipieviously
performed by the High Yield division of Jefferiesdathe High Yield Funds. The activities of JHYT aneerseen by Richard Handler, our
Chief Executive Officer, and the same long-standé@am previously responsible for these tradingvdies. JHYT is a registered brokdeale
engaged in the secondary sales and trading ofytédgth securities and special situation securitiesluding bank debt, post-reorganization
equity, public and private equity, equity derivasy credit default swaps and other financial imsants. JHYT makes markets in high yield
and distressed securities and provides researarage on these types of securities. JHYT is a whmdlined subsidiary of Jefferies High
Yield Holdings, LLC (“JHYH?").

We and Leucadia National Corporation (“Leuadpéxpect to increase our respective investments ¥Htd $600 million each over tim
We and Leucadia each have the right to nominateofveototal of four directors to JHYH’s board ofetlitors, and each respectively own 50%
of the voting securities of JHYH. JHYH provides thgportunity for additional capital investments otime from third party investors
through two funds managed by us, Jefferies Sp@gpalortunities Fund (“JSOP”) and Jefferies Employ®gscial Opportunities Fund
(“*JESOP"). The term of the arrangement is for &ang, with an option to extend.

Under the provisions of FASB Interpretation. M6(R),Consolidation of Variable Interest Entitiesve determined that JHYH meets the
definition of a variable interest entity. We are tirimary beneficiary and consolidate JHYH.

Assets of JHYH were $1.2 billion as of Decentb, 2007. JHYH'’s net revenue and formula-deteedinoninterest expenses for the n
month period ended December 31, 2007 (April 2, 20@Te of commencement, to December 31, 2007) armdua $44.7 million and
$30.3 million, respectively. These formula-deteretimon-interest expenses do not necessarily réflecctual expenses of operating JHYH.

(24) Jefferies Finance LLC

On October 7, 2004, we entered into an agraemi¢h Babson Capital and MassMutual to form JédfeFinance LLC (“JFIN"), a joint
venture entity created for the purpose of offesegior loans to middle market and growth compadieBN is a commercial finance company
that provides a broad array of financial produectsrhall and medium-sized businesses. J&Mimary focus is the origination and syndica
of senior secured debt in the form of term and Ikgrg loans. JFIN can also originate various ofthelt products such as second lien term,
bridge and mezzanine loans as well as relatedyeqoitnvestments. JFIN also purchases syndicatuslan the secondary market, including
loans that are performing, stressed and distrdes@dobligations.

In February 2006, we and MassMutual reachealga@ement to double our equity commitments to J®ith an incremental $125 million
from each partner, the new total committed equétgitalization of JFIN is $500 million. Loans areégbnated primarily through the investme
banking efforts of Jefferies & Company, Inc. witaliBon Capital providing primary credit analyticsl qortfolio management services. As of
December 31, 2007, we have funded $55.0 millioawfaggregate $250.0 million commitment leavingZ%@9nillion unfunded. Our
investment
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in JFIN is accounted for under the equity methodamounting and is included in other investmenthé&Consolidated Statements of
Financial Condition. Equity method gains and lossedFIN are included in principal transactionghie Consolidated Statements of Earni

The following is a summary of selected finah@nformation for JFIN as of and for each of theays in the three-year period ended
December 31, 2007 (in millions):

2007 2006 2005

Balance Shec
Total asset $1,007.t $309.¢ $139.%
Total liabilities 884.1 253.¢ 115.¢
Total equity 123.¢ 56.t 24.¢
Jefferies share of total equi 61.7 28.2 12.1

(25) Stock-based Compensation
We sponsor the following non-share based epeglancentive plans:

Employee Stock Ownership Plalle have an Employee Stock Ownership Plan (“ESORiiEivwas established in 1988. We had no
contributions and no compensation cost relatetiéd®SOP in 2007, 2006 and 2005.

Profit Sharing PlanWe have a profit sharing plan, covering substdmgtal employees, which includes a salary reducfeature designe
to qualify under Section 401(k) of the Internal Beve Code. The compensation cost related to thrsyés $8,876,000, $3,774,000, and
$3,230,000 in 2007, 2006 and 2005, respectively.

We sponsor the following share based employee tiveeplans:

Incentive Compensation PlawWe have an Incentive Compensation Plan (“IncerRilam”) which allows awards in the form of incentive
stock options (within the meaning of Section 422haf Internal Revenue Code), nonqualified stockoogt stock appreciation rights,
restricted stock, unrestricted stock, performaneards, dividend equivalents or other stock-baseardsv The plan imposes a limit on the
number of shares of our common stock that may bsuto awards. An award relating to shares magrbhated if the aggregate number of
shares subject to then-outstanding awards plusuher of shares subject to the award being graddatt exceed 30% of the number of
shares issued and outstanding immediately pritdred@rant.

The Incentive Plan allows for grants of resa@l stock awards, whereby employees are gransticted shares of common stock subje:
forfeiture until the requisite service has beervited. Grants of restricted stock are generallyjextlio annual ratable vesting over a five year
period (i.e., 20% of the number of shares grantsdsveach year for a five year award) with prowisicelated to retirement eligibility. In
addition, vested shares are subject to transfégakéktrictions that lapse at the end of the awarth. With certain exceptions, the employee
must remain with us for several years after the dagrant to receive the full number of sharesiggd. The Incentive Plan also allows for
grants of restricted stock units. Restricted statiks give a participant the right to receive fullysted shares at the end of a specified deferral
period. Restricted stock units are generally suligeorfeiture conditions similar to those of aestricted stock awards. One advantage of
restricted stock units, as compared to restrictecks is that the period during which the awardéserred as to settlement can be extendec
the date the award becomes non-forfeitable, allgwiparticipant to hold an interest tied to comratatk on a tax deferred basis. Prior to
settlement, restricted stock units carry no votinglividend rights associated with the stock ownigx,sbut dividend equivalents are paid or
accrued.

Director Plan. We also have a Directors’ Stock Compensation Plamectors’ Plan”) which provides for an annuahgt to each non-
employee director of $100,000 of restricted stockeferred shares (which are similar to restrictiettk units). These grants are made
automatically on the date directors are electe@elected at our
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annual shareholders’ meeting. These grants vess tfears after the date of grant and are expensgdtee requisite service period.

Additionally, the Directors’ Plan permits eawtn-employee director to elect to be paid annef@imer fees, meeting fees and fees for
service as chairman of a Board committee in thefof cash, deferred cash or deferred shares. déirdef cash is elected, interest is credite
such deferred cash at the prime interest rateféctedit the date of each annual meeting of stocldrel If deferred shares are elected, dividend
equivalents equal to dividends declared and paidusrtommon stock are credited to a Director’'s ant@nd reinvested as additional
deferred shares.

A total of 2,000,000 shares of our commonlsisaeserved under the Directors’ Plan.

Employee Stock Purchase Plade also have an Employee Stock Purchase Plan (“BSPIich we consider non-compensatory effective
January 1, 2007. All regular full-time employeesl @mployees who work part-time over 20 hours pezknage eligible for the ESPP. Annual
employee contributions are limited to $21,250,\areintary and are made via payroll deduction. Tim@leyee contributions are used to
purchase our common stock. The stock price us@8%s of the closing price of our common stock onlést day of the applicable session
(monthly).

The compensation cost related to these plass$f, $1,604,000 and $1,800,000 in 2007, 200@6a68, respectively.

Deferred Compensation PlaWe also have a Deferred Compensation Plan whichest@blished in 2001. In 2007, 2006 and 2005,
employees with annual compensation of $200,000aremwere eligible to defer compensation by investirin the Company common stoc
(“DCP shares”), stock options (prior to 2004) dnetalternatives on a ptax basis. The compensation deferred by our empkigexpense
in the period earned. The Company’s common stonkbesinvested in at a 10% discount through the iedeCompensation Plan. The
Company recognizes additional compensation costaelto this discount. This compensation cost wa45F,000, $1,449,000 and
$1,329,000 for the years ended December 31, 2@W6 a@nd 2005, respectively. A total of 16,000,008rss of our common stock is reser
under the Deferred Compensation Plan. As of DeceBibe2007, there were 6,011,000 DCP shares odlisannder the Plan.

The following table details the activity of PGhares:
Year Ended December 31

2007 2006 2005
(Shares in 000

DCP deferred shares

Balance, beginning of ye. 6,73( 7,35¢€ 6,81(
Credits 67 717 552
Withdrawals (1,399 (1,349 (6)
Balance, end of yei 6,011 6,73( 7,35¢€

Adoption of FASB 123F

We adopted the fair value recognition provisidor share based awards pursuant to FASB 12&Rtefé January 1, 2006. See Note 1
“Summary of Significant Accounting Policies” forfarther discussion. The following disclosures demdeing provided pursuant to the
requirements of FASB 123R.

Prior to the adoption of FASB 123R, we presdrdll tax benefits resulting from share based eoragtion as cash flows from operating
activities in the consolidated statements of cémhd. FASB 123R requires cash flows
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resulting from tax deductions in excess of the goate fair value of share based awards to be indlideash flows from financing activitie
Accordingly, we reflected the excess tax benefs4f.7 million and $32.9 million related to shaeséd compensation in cash flows from
financing activities in the years ended December2807 and 2006, respectively.

In accordance with FASB 123R, the fair valfisttare based awards is estimated on the dateof gased on the market price of our
common stock less the impact of selling restrictisnbsequent to vesting, if any, and is amortizecbanpensation expense on a straight-line
basis over the related requisite service periotig;tware generally five years. As of December 8072 there was $313.3 million of total
unrecognized compensation cost related to nonvesta@ based awards, which is expected to be re@mbaver a remaining weighted-
average vesting period of approximately 3.7 yeBing. unrecognized compensation cost related to rsbedeshare based awards was recorded
as unearned compensation in stockholders’ equiDeaember 31, 2005. As part of the adoption of FASBR, the additional paid-in capital
was reduced by the amount of unrecognized compensatst related to nonvested share based awaadsegrprior to January 1, 2006.

The total compensation cost of all share baseatds, including awards under the Deferred Corsgtion Plan, was $145.8 million,
$86.2 million and $82.9 million for the years end@gcember 31, 2007, 2006 and 2005, respectively.

We have historically and generally expecssue new shares of common stock when satisfyingssuance obligations pursuant to share
based awards, as opposed to reissuing common fstomskreasury.

During the year ended December 31, 2007, wetgd stock-based awards with a fair value of #8lon, which was accrued in the year
prior to the grant date.
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Restricted Stock and Restricted Stock Uni'Share Based Awards”)

The following tables detail the activity oftected stock and restricted stock units:

Restricted stock
Balance, beginning of ye.
Grants
Forfeited
RSU conversiol
Vested

Balance, end of yei

Restricted stock units (RSU;}
Balance, beginning of ye
Grants, includes dividenc
Restricted stock conversic
Deferral expiratior
Forfeited
Deferral of option gain

Balance, end of yei

Restricted stock
Balance, beginning of ye.
Grants
Forfeited
Vested

Balance, end of peric

93

Year Ended December 31,

2007 2006 2005
(Shares in 000¢
4,33¢ 7,35¢ 10,54
5,41 39¢ 2,59
(47€) (83€) (620)
= = (3,117
(1,960 (2,58)) (2,049
7,310 4,33¢ 7,35¢
28,71¢ 24,66 12,05¢
5,72% 4,40: 9,471
— — 3,112
(2,060) (66S) (536)
(862) (365) (11€)
60€ 687 66¢
32,12¢ 28,71¢ 24,66
Weighted
Year Ended Average Grant

December 31, 200°

Date Fair Value

(Shares in 000¢

4,33¢
5,415
(47¢€)
(1,960

7,31i

$18.5¢
$28.0¢
$25.0:
$18.0¢

$25.3¢




Table of Contents

JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements — (Comtiied)
December 31, 2007 and 2006

Weighted
Year Ended Average Grant
December 31, 2007 Date Fair Value
(Shares in 000s

Future No Future Future No Future
Service Service Service Service
Requirec Required (2 Requirec Requirec
Restricted stock units
Balance, beginning of ye. 14,81: 13,90¢ $19.1¢ $ 8.3¢
Grants, includes dividenc 5,19¢ 52E(1) $24.12 $ —(1)
Deferral expiratior — (2,060 $ — $12.7¢
Forfeited (503 (359 $21.1C $18.57
Vested (4,629 4,62¢ $18.22 $18.2
Grants related to stock option exerci — 60€ $ — $11.3¢
Balance, end of peric 14,87¢ 17,24¢ $21.1¢ $10.1¢

(1) Represents dividend equivalents on restricted stodils declared during the twelve month period Bgddecember 31, 200
(2) Represents fully vested restricted stock units tvhie still subject to transferability restrictio

The compensation cost associated with resttistock and restricted stock units amounted te@ 8B2,000, $83,137,000, and $79,762,000
in 2007, 2006, and 2005, respectively. The avefaigealue of the vested awards during 2007 was@pmately $27.25 per share. The
conversion of restricted stock into restricted ktogits in 2005 did not impact compensation expsimeause such conversation is a result of
employee deferral elections under Section 409Aefihternal Revenue Code.

Stock Options

The fair value of all option grants are estiegioon the date of grant using the Black-Scholg®ogpricing model with the following
weighted-average assumptions used for all fixetbomgrants in 2004: dividend yield of 0.9%; expéect®latility of 32.6%; risk-free interest
rates of 3.0%; and expected lives of 4.8 yearsrétv@re no option grants during 2007, 2006 or 2@05ummary of our stock option activity
for the years ended December 31, 2007, 2006 ansl i2Qfresented below (shares in thousands):

2007 2006 2005

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise
Price Shares Price Shares Price
Outstanding at beginning of ye $11.02 4,53 $ 9.7F 9,782 $8.87
Granted — — — — —
Exercisec 11.1¢ (2,826 8.9¢ (4,98¢) 8.2t
Cancelec — (19 11.5: (260 5.9¢
Outstanding at end of ye 9.87 1,68¢ 11.0Z 4,53: 9.7t
Options exercisable at ye-end 204 9.87 1,68¢ 11.0Z 4,53: 9.7t

The total intrinsic value of stock options mised during 2007, 2006 and 2005 was $8.2 millgF1,.9 million and $46.2 million,
respectively. Cash received from the exercisearfksbptions during 2007, 2006 and 2005 totaled #&l2on, $17.5 million and
$33.7 million, respectively, and the tax benefilized from stock options exercised during 2000&8nd 2005 was $3.3 million,
$18.1 million and $18.3 million, respectively.
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JEFFERIES GROUP, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements — (Comtiied)
December 31, 2007 and 2006

The table below provides additional informatielated to stock options outstanding at DecerBbheP007:

Dollars and shares in thousands, except @eestata

Outstanding

Net of Expected Options
December 31, 2007 Forfeitures Exercisable
Number of option: 204 204
Weightec-average exercise pri $ 9.87 $ 9.87
Aggregate intrinsic valu $2,68 $2,681
Weightec-average remaining contractual term, in ye 2.4t 2.4t

At December 31, 2007, the intrinsic value e$ted options was approximately $2.7 million forichitax benefits expected to be
recognized in equity upon exercise are approximaiell million.
(26) Selected Quarterly Financial Data (Unaudited)

The following is a summary of unaudited qudytsetatements of earnings for the years ended mbee 31, 2007 and 2006 (in thousand
dollars, except per share amounts):

March June Septembel December Year

2007
Revenue! $623,28: $766,34! $666,96: $662,30: $2,718,89!
Earnings/(loss) before income taxes, minority iesgr

and cumulative effect of change in accounting

principle 103,49: 128,39: 55,32 (41,477 245,73:
Net earnings/ (loss 62,25¢ 67,83t 38,77: (24,207) 144,66!
Net earnings/ (loss) per sha
Basic $ 0.4« $ 0.4¢ $ 027 $ (0.19) $ 1.0Z
Diluted $ 04Z $ 04f $ 0.2¢ $ (0.19) $ 0.97
2006
Revenue: $524,07 $457,11¢ $468,66: $513,34¢ $1,963,20:
Earnings before income taxes, minority interest, an

cumulative effect of change in accounting princ 97,40" 80,71¢ 76,337 94,19¢ 348,65:
Net earning: 58,44 45,58( 45,94( 55,78: 205,75(
Net earnings per shat
Basic $ 0.4f $ 034 $ 034 $ 041 $ 1.54
Diluted $ 041 $ 0.3z $ 0.3z $ 03¢ $ 1.4z
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Item 9. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure.

None

Item 9A. Controls and Procedures.

Our management, with the participation of Ghief Executive Officer and Chief Financial Officevaluated the effectiveness of our
disclosure controls and procedures as of Decembe2@®7. Based on that evaluation, our Chief Exeeufficer and Chief Financial Offici
concluded that our disclosure controls and proesias of December 31, 2007 are functioning effelstito provide reasonable assurance
the information required to be disclosed by useiports filed under the Securities Exchange Acta#4lis (i) recorded, processed,
summarized and reported within the time periodsi§ipe in the SEC’s rules and forms and (ii) acclated and communicated to our
management, including our Chief Executive Officed £hief Financial Officer, as appropriate to allimely decisions regarding disclosure.
A controls system cannot provide absolute assurdimmeever, that the objectives of the controlsesysare met, and no evaluation of controls
can provide absolute assurance that all controksand instances of fraud, if any, within a conydaawve been detected.

No change in our internal control over finahceporting occurred during the fourth quarteR@07 that has materially affected, or is
reasonably likely to materially affect, our intekantrol over financial reporting.

Management's annual report on internal cordv@r financial reporting is contained in Partiiém 8 of this report.

Our Chief Executive Officer and Chief Finan¢ficer filed with the SEC as exhibits to our Fod 0-K for the year ended December 31,
2007 and are filing as exhibits to this report, ¢teetifications required by Section 302 of the Saks-Oxley Act of 2002 and Rule 13a-14
(a)/15d-14(a) of the Securities Exchange Act of4193
Item 9B. Other Information.

None

PART IlI

Item 10. Directors, Executive Officers and Corpora¢ Governance.

Information with respect to this item will bentained in the Proxy Statement for the 2008 AhMeseting of Stockholders, which is
incorporated herein by reference.
Item 11. Executive Compensation.

Information with respect to this item will lbentained in the Proxy Statement for the 2008 AhMegeting of Stockholders, which is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial @vners and Management and Related Stockholder Matter.

Information with respect to this item will bentained in the Proxy Statement for the 2008 AhMeseting of Stockholders, which is
incorporated herein by reference.
Item 13. Certain Relationships and Related Transa@ns, and Director Independence.

Information with respect to this item will bentained in the Proxy Statement for the 2008 AhMegeting of Stockholders, which is
incorporated herein by reference.
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Item 14. Principal Accountant Fees and Services.

Information with respect to this item will bentained in the Proxy Statement for the 2008 AhMegeting of Stockholders, which is
incorporated herein by reference.

PART IV
Item 15. Exhibits and Financial Statement Schedules
Pages
(a)1.Financial Statements
Included in Part Il of this repor
Report of Independent Registered Public Accognfiimm 46
Consolidated Statements of Financial Condi 47
Consolidated Statements of Earnil 49
Consolidated Statements of Changes in Stockls’ Equity and Comprehensive Incor 50
Consolidated Statements of Cash Fli 51
Notes to Consolidated Financial Statem 53

(a)2. Financial Statement Schedules

All Schedules are omitted because they arapplicable or because the required informatish®wyn in the Consolidated Financial
Statements or notes thereto.

(a)3.Exhibits

2* Amendment No. 1 dated as of November 1, 2007 t&tiae and Membership Interest Purchase Agreenaged ds of July 18, 20C
among Brian P. Friedman, James L. Luikart, 20551@eas L.P., Jefferies Capital Partners IV LLC, JER.LC, and Jefferies Group,
Inc.

3.1 Registrant’s Amended and Restated Certificate offporation is incorporated by reference to Ext8bif Registrant’s Form 8-K
filed on May 26, 2004

3.2 Registrant’s Certificate of Designations of 3.25&6i8s A Cumulative Convertible Preferred Stockisorporated by reference to
Exhibit 3.1 of Registrars Form &K filed on February 21, 200

3.3 Registrant’s By-Laws as amended and restated oerbiger 3, 2007 are incorporated by reference toli®iof Registrant’s Form
8-K filed on December 4, 200

4 Instruments defining the rights of holders of ladegn debt securities of the Registrant and itsislidrses are omitted pursuant to
Item 601(b)(4)(iii) of Regulation-K. Registrant hereby agrees to furnish copies esahinstruments to the Commission upon req

10.1  Jefferies Group, Inc. Deferred Compensation Plafiraended and Restated as of January 1, 2003dmimi@ted by reference to
Exhibit 4.1 of Registra’'s Form ¢-8 filed on July 14, 200:

10.2 Amendment No. 1, dated as of December 1, 200hedefferies Group, Inc. Deferred Compensation,Rlaimended and Restated
as of January 1, 2003 is incorporated by referém&xhibit 10.2 of Registra’s Form 1-K filed on March 1, 200€

10.3  Jefferies Group, Inc. 2003 Incentive Compensatiam B incorporated by reference to Appendix 4 efiRtrant’s Proxy Statement
filed on April 4, 2003

10.4  Jefferies Group, Inc. Stock Option Gain and StoekaAd Deferral Program effective as of January P032s incorporated by
reference to Exhibit 10.1 of Registr's Form 1+Q filed on May 9, 200<

10.5 Jefferies Group, Inc. 1999 Directors’ Stock Compios Plan is incorporated by reference to ExHibi2 of Registrant’s Form 10
filed on April 20, 1999

10.6* Form of Restricted Stock Agreement pursuant taJ#féeries Group, Inc. 2003 Incentive Compensatian.|

10.7* Form of Restricted Stock Units Agreement pursuaithe Jefferies Group, Inc. 2003 Incentive Compgmisdlan.
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10.8  Summary of Non-Employee Director Compensation (asraded on January 17, 2006) pursuant to the Jesf&toup, Inc. 1999
Directors Stock Compensation Plan is incorporated by referén&xhibit 10 of Registra’s Form K filed on January 18, 200

10.9 Summary of the 2007 and 2008 Executive CompensédioMessrs. Handler and Friedman is incorporatedefierence to Exhibit 10
of Registrar’s Form K filed on August 25, 200¢

10.10 Summary of the 2007 Executive Compensation for ke&chenk and Feller and Ms. Syrjamaki is incaapeat herein by reference
to Exhibit 10.2 of the Registre’s Form 1-Q filed on May 9, 2007

10.11 Deferred Compensation Agreement, as amended atade@ss of December 29, 2005, between Jefferi€s@pany, Inc. and
Richard B. Handler is incorporated by referencExhibit 10.15 of Registra’s Form 1-K filed on March 1, 200¢

10.12* Letter Agreement dated October 8, 2007between Bre=G. Broadbent and Jefferies Group, |

10.13 Letter agreement dated June 1, 2007 between Jésefthenk and Jefferies Group, Inc. is incorporédteckin by reference to
Exhibit 10.3 of the Registrg’s Form 1-Q filed on August 9, 200"

10.14 Letter agreement dated April 16, 2007 between Magrjamaki and Jefferies Group, Inc. is incorpaddierein by reference to
Exhibit 10.4 of the Registra’s Form 1-Q filed on August 9, 200°

10.15 Consulting Agreement dated August 1, 2007 betwearih Syrjamaki and Jefferies Group, Inc. is incogped herein by reference
to Exhibit 10.5 of the Registre’s Form 1-Q filed on August 9, 200:

10.16 Letter agreement dated April 19, 2006 between @kall Hendrickson and Jefferies Group, Inc. isrpm@ted herein by reference to
Exhibit 10.6 of the Registrg’s Form 1-Q filed on August 9, 200"

10.17 Purchase Agreement dated June 4, 2007 among ésfteroup, Inc., Jefferies & Company, Inc., Citigrgslobal Markets Inc.,
Merrill Lynch, Pierce, Fenner & Smith Incorporat&NP Paribas Securities Corp., BNY Capital Mark#ts,, Goldman, Sachs &
Co., HSBC Securities (USA) Inc., J.P. Morgan Semsilnc., Greenwich Capital Markets, Inc., Ban@aiferica Securities LLC,
Fox-Pitt, Kelton Incorporated, Keefe, Bruyette & @ds, Inc., and SG Americas Securities, LLC is ipooated by reference to
Exhibit 10.1 of Registra’s Form {-K filed on June 5, 200"

10.18 Master Agreement for the Formation of a Limitedhiidy Company, dated as of February 28, 2007 amieftgries Group, Inc.,
Jefferies & Company, Inc. and Leucadia Nationalg@oation is incorporated by reference to Exhibit316f Registrant’s Form 10-Q
filed on May 9, 2007

12.1* Computation of Ratio of Earnings to Fixed Char¢

21* List of Subsidiaries

23* Consent of KPMG LLP

31.1* Rule 13i-14(a)/15¢-14(a) Certification by Chief Financial Office

31.2* Rule 13i-14(a)/15¢14(a) Certification by Chief Executive Office

32* Rule 13a-14(b)/15d-14(b) and Section 1350 of TidJ.S.C. Certification by the Chief Executive ©i and Chief Financial
Officer.

* Filed herewith

Exhibits 10.1, 10.2, 10.3, 10.4, 10.5, 106,110.8, 10.9, 10.10, 10.11, 10.12, 10.13, 1QL045 and 10.16 are management contracts or
compensatory plans or arrangements.
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SIGNATURES

Pursuant to the requirements of Section 1B5¢dl) of the Securities Exchange Act of 1934, tlgiRrant has duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

JEFFERIES GROUP, INC.

By /s/ RICHARD B. HANDLER
Richard B. Handle
Chairman of the Board of Directors,
Chief Executive Officel

Dated: February 28, 2008

Pursuant to the requirements of the Secuiitiehange Act of 1934, this report has been sidnolv by the following persons on behalf
of the Registrant and in the capacities and ord#tes indicated.

Name Title Date

/s/ RICHARD B. HANDLER Chairman of the Board of Directol February 28, 200
Richard B. Handle Chief Executive Officer

/s PEREGRINE C. BROADBEN Executive Vice President al February 28, 200
Peregrine C. Broadbe Chief Financial Officer

/s/ BRIAN P. FRIEDMAN Director anc February 28, 200

Brian P. Friedmai Chairman, Executive Committee
/sl W. PATRICK CAMPBELL Director February 22, 200

W. Patrick Campbe

/s/ RICHARD G. DOOLEY Director February 28, 200
Richard G. Doole

/s ROBERT E. JOYAL Director February 26, 200
Robert E. Joye

/s/ FRANK J. MACCHIAROLA Director February 24, 200
Frank J. Macchiarol

/sl MICHAEL T. C KANE Director February 28, 200
Michael T. CKane
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AMENDMENT NO. 1
TO
SHARE AND MEMBERSHIP INTEREST PURCHASE AGREEMENT
among
BRIAN P. FRIEDMAN
2055 PARTNERS L.P.
JAMES L. LUIKART
and
JEFFERIES GROUP, INC.
Dated as of November 1, 2007

EXHIBIT 2




LIST OF EXHIBITS

Exhibit A — Share and Membership Interest Purchase Agreemtatd da of July 18, 20C

Exhibit B — Amended and Restated Limited Liability AgreemendGP IV LLC dated as of July 16, 20
Exhibit B-1 — Member Register of JCP IV LLC with Respect to FiidAs of July 16, 2007

Exhibit B-2 — Pro Forma Member Register of JCP IV LLC with Resped-und IV, as of November 1, 20
Exhibit C — Schedule 1.— Jefferies Share

Exhibit D Cash Paymer

Exhibit E — Previously Funded Capital Contributic




AMENDMENT NO. 1
TO
SHARE AND MEMBERSHIP INTEREST PURCHASE AGREEMENT

THIS AMENDMENT NO. 1 to SHARE AND MEMBERSHIMNTEREST PURCHASE AGREEMENT (this “Agreement”) is desas of
November 1, 2007, by and among Brian P. Friedmamdividual, James L. Luikart, an individual (MessFriedman and Luikart are eac
“Managing Member” and together are the “Managingmbers”), 2055 Partners L.P., a Delaware limitedrmaship (“2055 Partners” and,
together with the Managing Members, the “Sellingnbers”), Jefferies Capital Partners IV LLC (the ‘Maer”),a Delaware limited liabilit
company, JCP IV LLC (the “GP” and, together witlke #ilanager, the “Companies”), a Delaware limitetilisy company, and Jefferies
Group Inc. (“Jefferies”) a Delaware corporation. Capitalized terms usedbtibtherwise defined herein shall have the respeoteanings
set forth in the Share and Membership Interestise Agreement by and among the Selling MemberCtimpanies and Jefferies, dated as
of July 18, 2005, a copy of which is attached akiltikA (the “Purchase Agreement”).

RECITALS
WHEREAS, the Selling Members, the Companiab Jeiferies desire to amend the Purchase Agreemesttain respects;

WHEREAS, the Limited Liability Company Agreemef the GP was amended and restated pursuam thrhended and Restated
Limited Liability Company Agreement of JCP IV LLGtkd as of July 16, 2007;

WHEREAS, the aggregate amount of Committedit@apommitted to Fund IV at the time of the FuniHinal Closing was $600 million;

WHEREAS, Jefferies is a limited partner in thstitutional Fund, with a capital commitment ke tinstitutional Fund in the amount of
$49 million;

WHEREAS, the parties desire to hold the Clgsinder the Purchase Agreement concurrently wihettecution of this Agreement;

NOW, THEREFORE, in consideration of the agrerta and obligations set forth herein and for otfoerd and valuable consideration, the
receipt and sufficiency of which are hereby ackremgled, the parties hereby agree as follows:




TERMS
1. Amendment of Certain Exhibits and Scheslule

(a) Exhibit Bo the Purchase Agreement (i.e., the GP Operatgrgément) is hereby replaced in its entirety byAheended and
Restated Limited Liability Company Agreement of J&R.LC dated as of July 16, 2007, a copy of whishattached hereto as Exhibit B

(b)_Exhibit B1 to the Purchase Agreement is hereby replaced éntisety with_Exhibit B1 hereto.
(c)_Exhibit B2 to the Purchase Agreement is hereby replaced entisety with_Exhibit B2 hereto.

(d)_Schedule 114 the Purchase Agreement is hereby replaced éntisety with_Exhibit Chereto, which revised Scheduleteflects
that a 2 for 1 stock split with respect to Grou@®is occurred after June 30, 2005 as well as thhé @ime of the Fund IV Final Closing,
Committed Capital to Fund IV was $600 million.

2. Jefferies Shares; Earnout Shaiedieu of the adjustment to the number of JééieShares contemplated by the second sentence of
Section 1.4 of the Purchase Agreement (but naeindf the adjustment for the 2 for 1 stock splitich adjustment is effected in Section 1(d)
above), at the Closing under the Purchase Agreerdetifieries shall pay to each Managing Member theumt set forth on Exhibit Dereto
opposite the name of such Managing Member. Seétibof the Purchase Agreement is hereby amendedding at the end thereof a new
paragraph as follows:

“(f) If any Earnout Shares are forfeited pursuanthis Section 6.1, each Managing Member shalltpalefferies an amount equal to
$0.15 for each Earnout Share so forfeited by suahdding Member (i.e., $65,000 if all Earnout Sharesforfeited) (such a per share
amount to be adjusted for any stock split, stoekdeind or similar transaction with respect to Gr@lares after November 1, 2007).”

3. Closing Date; Previously Funded Capitahf@ibutions. The parties hereto agree that the Closing utdePtirchase Agreement shall
take place on November 1, 2007, concurrently withexecution hereof. As of November 1, 2007:

(a) The Managing Members have funded tlesipective Working Capital Commitments in the ante set forth on Exhibit Bereto;

(b) The Selling Members have funded Gd@ommitments (net of distributions) to the GRHa amounts set forth on Exhibitiereto;
and
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(c) Jefferies has funded Capital Committaénet of distributions) to the Institutional FELim the amount set forth on Exhibithereto.

Accordingly, and in accordance with Sectiod df. the Purchase Agreement, at the Closing, Jeffahall pay to the Managing Members
and Selling Members the amounts set forth on EkEibiereto, and the Selling Members shall pay to Jefgahe amounts set forth on
Exhibit E hereto, it being understood that as a matter ofeoience, such amounts shall be set off againét @her as appropriate with only
the net amounts paid to the appropriate partygsafiet forth and calculated_in Exhibih&reto.

4. Successors and Assigrisxcept as otherwise provided herein or in the &ggm Operating Agreement or the GP Operating Agee¢m
the terms and conditions of this Agreement shaiftérto the benefit of and be binding upon the retspe successors and assigns of the parties
(including transferees of any Purchased Intereséec¢ordance with the Manager Operating AgreemethteoGP Operating Agreement).
Nothing in this Agreement, express or implied niended to confer upon any party, other than thegsshereto or their respective succes
and assigns, any rights, remedies, obligation&bilities under or by reason of this Agreementeapt as expressly provided in this
Agreement.

5. _Governing Law This Agreement shall be governed by and constunelér the laws of the State of New York as appitedgreements
among New York residents entered into and to biopaed entirely within New York.

6. Amendments and Waiver8ny term of this Agreement may be amended anakliservance of any term of this Agreement may be
waived (either generally or in a particular instaand either retroactively or prospectively) onfighvihe written consent of each of the parties
hereto. Any amendment or waiver affected in acawrdawith this paragraph shall be binding upon exche parties.

7. Entire AgreementThis Agreement, the Purchase Agreement, the Mar@gerating Agreement, the GP Operating Agreermedthe
documents referred to herein constitute the eatireement among the parties with respect to thiecumatter hereof and supersedes all |
and contemporaneous agreements and understandihggsgpect to the subject matter hereof. No psingll be liable or bound to any other
party in any manner by any warranties, represemstbr covenants except as specifically set fogtieih or in the Manager Operating
Agreement or the GP Operating Agreement, as afipdickach party acknowledges that there are noitasdot relying upon any,
representations or warranties by or on behalf gfaher party hereto other than those expressliostt herein. Except as expressly amended
herein, the Purchase Agreement shall remain irffdutle and effect.

8. CounterpartsThis Agreement may be executed in two or morentaparts, each of which shall be deemed an otidiné all of which
together shall constitute one and the same instiime
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IN WITNESS WHEREOF, the parties have exectitésiAgreement as of the date first above written.
JEFFERIES GROUP, INC.

By: /s/ Joseph A. Schenl

Name: Joseph A. Schen!
Title: Chief Financial Officer

JEFFERIES CAPITAL PARTNERS IV LLC

By: /s/ Brian P. Friedman

Name:
Title:

JCP IV LLC

By: JEFFERIES CAPITAL PARTNERS IV LLC,
its Managing Member

By: /s/ Brian P. Friedman

Name:
Title: Managing Membel

/s/ Brian P. Friedman

Brian P. Friedmar

/s/ James L. Luikart

James L. Luikart




2055 PARTNERS, L.P.

By: /s/ Brian P. Friedman

its general partne
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EXHIBIT 10.6

JEFFERIES GROUP, INC.
2003 INCENTIVE COMPENSATION PLAN

RESTRICTED STOCK AGREEMENT

AGREEMENT dated as of [insert grant date] (iGeant Date”), between JEFFERIES GROUP, INC., taldare corporation (the
“Company”), and [insert employee name] (“Employee”)

WHEREAS, the Compensation Committee of therBad Directors (the “Committee”) has determinedttthe Company shall make a
grant of Restricted Stock to Employee under the gamg’s 2003 Incentive Compensation Plan (the “2BR®"), in furtherance of the
purposes of the 2003 Plan and in recognition of [Byge’s service as an employee of the Company aitd/subsidiaries; and

WHEREAS, the Company desires to confirm trengof Restricted Stock, and to set forth the teanm conditions of such grant, and
Employee desires to accept such grant and agtee terms and conditions thereof, as set forthim Restricted Stock Agreement (the
“Agreement”).

NOW, THEREFORE, in consideration of the mutt@lenants contained herein, the parties hereteaas follows:

1. Grant of Restricted Stock.The Company hereby confirms the grant, under tif¥8 Zan, to Employee on the Grant Date set forth
above of [insert number of shares] shares of R#striStock (the “Restricted Stock”). The Restricitdck is subject to all of the terms and
conditions set forth in this Agreement, includihg restrictions set forth in Section 3. The Compstmll issue in the name of Employee, as
promptly as practicable, one or more certificagggesenting the shares of Common Stock, $.000¢ghae (“Common Stock”), granted as
Restricted Stock or shall instruct its transferrdde issue Restricted Stock which shall be mairg@diin “book entry’form on the books of th
transfer agent. The Restricted Stock shall beardstgictive legend and be subject to the othenseset forth in Section 3. For purposes of
Agreement, each tranche of shares of Common Stdckemain Restricted Stock until the expirationtbé Restrictions (as defined in
Section 3) on such tranche or the forfeiture ofRlestricted Stock, without regard to extraordinaaysactions which may affect the Common
Stock except as may be otherwise provided unde2@B8 Plan and determinations of the Committeestiveter.

2. Incorporation of 2003 Plan by Reference The Restricted Stock has been granted to Emplogder the 2003 Plan. The 2003 Plan
and information regarding the 2003 Plan, includiioguments that constitute the “Prospectus” for20@3 Plan under the Securities Act of
1933, can be viewed and printed out from the Corylgasecure Intranet website, www.corp.jefferies.dgm to People Services, then to Plan
Documents). All of the terms, conditions, and othkvisions of the 2003 Plan are hereby incorpdraiereference into this Agreement.
Capitalized terms used in this Agreement but nfindd herein shall have the same meanings as i8d88 Plan. If there is any conflict
between the provisions of this Agreement and tlogipions of the 2003 Plan, the provisions of the2Plan shall govern. Employee hereby
acknowledges that the 2003 Plan and informatioandigg the 2003 Plan has been made readily avaitaltiim and agrees to be bound b
the terms and provisions thereof (as presentlyfece




or hereafter amended), rules and regulations addpien time to time thereunder, and by all decisiand determinations of the Committee
made from time to time thereunder.

3. Restrictions on Restricted Stock and Related Terms.

(a) Restrictions GenerallyJntil they expire in accordance with Section 3¢h¥ following restrictions (the “Restrictionshall apply to
the Restricted Stock: (1) the Restricted Stockldieabubject to a risk of forfeiture as set foritSeection 3(b) (the “Risk of Forfeiture”), and
(2) Employee shall not sell, transfer, assign, gésanargin, or otherwise encumber or dispose oRib&ricted Stock (except for transfers and
forfeitures to the Company). Upon issuance of fieaties or the transfer agent making the apprapeatry on its books representing the
Restricted Stock in the name of Employee, whicHl sltaur as promptly as practicable after the Giaate, Employee shall be entitled to
receive dividends on the Restricted Stock as peaid Section 3(e), shall be entitled to vote Retstd Stock on any matter submitted to a
vote of holders of Common Stock, and shall havetalér rights in connection with such RestricteocBtas would a holder of Common St¢
except as otherwise expressly provided under thisi& 3, and subject to the Commiteauthority (including authority to make adjustn
to Awards) under the 2003 Plan.

(b) Risk of Forfeiture and Expiration Theredfnless otherwise determined by the Committefarifiny reason Employee’s employment
by the Company or a subsidiary terminates pridh#oexpiration of the Restrictions, and immediatblreafter Employee is not employed by
the Company or any direct or indirect subsidiarCompany (“Termination”), except as set forth belai Restricted Stock as to which the
Restrictions have not expired at or before the tinguch Termination (and any related property ltagufrom Section 3(e)(iii)) shall be
forfeited at the time of such Termination. Excepotherwise specifically set forth herein, the Retons shall expire as to [insert percentage
to vest]% of the shares of Restricted Stock (arydratated property) on each of [insert vesting slafeach being a “Vesting Date,” at which
date such Restricted Stock is deemed “vested”).

(i) Death or Disability.If Employee dies or if such Termination is by reasd Employee’s Disability (as defined below), therch
forfeiture shall not occur, and the Restrictiongaaall of the shares of Restricted Stock shall gdiately expire upon such death or
Termination.

(i) Retirement or Involuntary Termination by the Compaant for Cause (and not subject to Sect3(b)(iii) ) . In the event of
Employee’s Retirement or an involuntary TerminatidiEmployment by the Company not for Cause (othan a Termination not
for Cause following a Change in Control), providedt the Employee executes a settlement agreemdneease in such form as
may be requested by the Company within 21 daysyoh longer period as may be required by law) (aogided further that any
period of revocation required by law has expirethait Employee exercising his right to revoke fjse@ment to the settlement
agreement and release), Restricted Stock not thprewiously vested shall not then be forfeited, thereafter shall be forfeited if
there occurs a Forfeiture Event prior to the eadfehe Vesting Date for such Restricted StocEmployee’s death. A “Forfeiture
Even” shall be deemed to occur if, followil
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(iii)

(iv)

Employee’s Retirement or Termination by tr@rpany not for Cause, Employee renders servicegrfpiorganization or engages
(either as owner, investor, partner, stockholdepleyer, employee, consultant, advisor, or dirdadinectly or indirectly, in any
business which is or becomes competitive with them@any, its subsidiaries or affiliates, or otheemgaged in conduct violating
Section 7.4(a), 7.4(b) or 7.4(c) of the Plan. Hogretollowing Employees Retirement or Termination by the Company notfause

it shall not constitute a Forfeiture Event if Emy#e purchases stock or other securities of an argiéon or business so long as the
stock or other securities are listed upon a reaeghsecurities exchange or traded over-the-coangisuch investment does not
represent a greater than five percent equity isténethe organization or business. If Employeesduat sign a settlement agreement
and release within the time period requested byCimapany (or signs and then timely revokes hiseagent to the settlement
agreement and release), all Restricted Stock wkinbt vested at the date of Termination will bedied.

Termination not for Cause Following a Change in €oh. If, following a Change in Control, Employee’s dioyment is terminated
not for Cause by the Company or its successoryiReshs on all of the then-outstanding RestricBtdck not vested at the date of
Termination will immediately expire and such Redtd Stock will immediately vest. If a Change inn@ol occurs followed by
Termination of Employment by the Company not fou§aand a determination is made by the Companyants$o Sections 280G
and 4999 of the Code that a “golden parachutesextE@x will be payable in connection with compeioseato Employee hereunder,
Employee’s right to accelerated vesting of the ebapon the Change in Control, to the extent sigth results in “parachute
payments” (as such term is defined in Code Se@88G), shall be limited to the extent just necestmavoid the excise tax. This
limitation shall be applied in a manner that maxiesi the number of shares as to which acceleratghgean apply (or, stated
conversely, any limitation on acceleration of vegtshall apply first to those shares with the laregt remaining vesting period,
which shares would result in the high*parachute paymer”).

Termination by Employee for any reason or Termovatly the Company for Caustn the event of Employee’s Termination of
Employment by Employee for any reason (other thastd Retirement, death or Disability) or by thex@pany for Cause, the portit
of the thel-outstanding Restricted Stock not vested at the afarmination will be forfeitec

(c) Certain Definitions. The following defifahs apply for purposes of this Agreement:

(i)

“Caus” means Employe's:

Neglect, failure or refusal to timely perform thaties of Employe’s employment (other than by reason of a physicatamtal illnes:
or impairment), or Employ(s gross negligence in the performance of his odbées;
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(ii)

Material breach of any agreements, coveramisrepresentations made in any employment agréamether agreement with the
Company or any of its subsidiaries or affiliatesimlation of internal policies or procedures as ir effect as of the date such action
is taken, including but not limited to the Comp’s Code of Ethics, as amended from time to ti

Violation of any law, rule, regulation or lgw of any governmental authority (state, federdboeign), any securities exchange or
association or other regulatory or self-regulatoogy or agency applicable to Employee, the Compidsigubsidiaries or affiliates or
any material general policy or directive of the Qmy, its subsidiaries or affiliate

Conviction of, or plea of guilty or nolo cemdere to, a crime involving moral turpitude, disésty, fraud or unethical business
conduct, or any felony of any nature whatsoe

Failure to obtain or maintain any registratiticense or other authorization or approval thaiployee is required to maintain or that
the Company, its subsidiaries or affiliates reabbnbelieves is required in order for Employee &vfprm his or her duties, provided,
however, that Employee shall be given written reot€ any such registration, license or other aughdon or approval that he or she
is required to obtain and a reasonable periodheé to obtain such registration, license, or otheharization or approval; ¢

Willful failure to execute a directive of theard of directors of the Company or any of itsssdiaries or affiliates, the Executive
Committee of any of the Company’s subsidiariesffilisies, or Employee’s supervisor (unless suaective would result in the
commission of an act which is illegal or unethiga)}commission of an act against the directiveuzhsBoard, such Executive
Committee or Employ¢'s supervisor

A “Change in Control” shall be deemed tavie occurred if any of the following conditions Bl@ve been satisfied after the Grant
Date:

Any person (as defined in section 3(a)(9hef Securities Exchange Act of 1934, as such tetmadified in Section 13(d)), other
than (i) an employee plan established by the Company of its subsidiaries or (ii) any group adr@pany employees holding
shares subject to agreements relating to the vofisgch shares, becomes a beneficial owner, Hirectndirectly, of more than 51
of the voting stock of the Compar

The consummation of a merger or consolidatiothe Company with any other corporation or atheo entity, or the issuance of
voting securities in connection with a merger ansmlidation of the Company, if the holders of ttenany’s voting securities
immediately prior to such transaction hold in tiggreegate less than a majority of the then outstanddting securities of the
Company (or any success

-




company or entity) entitled to vote generatlyhe election of the directors of the Companysiach other company or entity) after
such transactior

The sale or disposition by the Company obakubstantially all of its assets in which onespa or more than one person acting as a
group acquires assets from the Company that hé@legross fair market value equal to more tha¥h 50 the total gross fair market
value of all of the assets of the Company immedigigor to such acquisition; ¢

A change in the composition of the Board akbBtors of the Company such that individuals wdmpf the date of this agreement,
constitute the Board of Directors of the Compalme (incumbent Board”) cease for any reason to d¢onstat least a majority of the
Board of Directors of the Company; provided, howetlgat any individual becoming a member of the f8azf Directors of the
Company subsequent to the date of this agreemesgendlection, or nomination for election by thershalders of the Company,
was approved by a vote of at least a majority efdhectors then constituting the Incumbent Bo#allde considered as if that
individual were a member of the Incumbent Boi

(i) “Disability” means that Employee has commencexeim of long-term disability benefits under thenGmany’s long-term disability
policy as in effect at the date of Emplo’s termination of employmer

(iv) “Retirement” means retirement after atiainthe age at which an Employee’s age plus hissyebservice equals age [60] [62],
provided, however, that (a) Employee has providedramum of 7.5 years of service to the Compargysitbsidiaries or affiliates
[and (b) such retirement is more than 36 montter difie Grant Date]. For this purpose, years ofisershall be credited for each
twelve month period beginning on the date of Emp#y commencement of employment with the Companyocsineach anniversary
thereof during which the Employee was in active yipent with the Company. [For the avoidance oflitpEmployee’s retirement
within 36 months of the Grant Date, shall not dyadis a Retirement hereunde

(v) “Termination” or “Termination of Employméehieans the event by which Employee ceases to Ipdoged by the Company, its
subsidiaries and affiliates and immediately thesraé not employed by any other entity includethim the Company

(d)_Evidence of Restricted Stoékestricted Stock shall be evidenced either (ijssyance of one or more certificates in the nah
Employee or (ii) by an entry on the books of ther(any’s transfer agent. The Restricted Stock $feall an appropriate legend referring to
the terms, conditions, and Restrictions applicaleleeunder in substantially the following form:

The shares of Common Stock represented by thidicate (the “Shares”) have been granted by Jeffe€ompany, Inc. (the “Company”)
as Restricted Stock under the Company’s 2003 Inee@ompensation Plan (the “2003 Plan”) and thetifidsd Stock Agreement (the
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“Agreement”), dated as of [insert date of agreeieetween the registered owner named hereon (“Eyepl) and the Company. Under
the 2003 Plan and the Agreement, copies of which lmeeexamined at the office of the Secretary of@benpany, until [insert last vesting
date] (subject to acceleration in certain circumstés), Employee shall not sell, transfer, assitedge, margin, or otherwise encumber or
dispose of the Shares (except for transfers aridifares to the Company), and Employee shall fotfed Shares upon termination of
Employee’s employment with the Company and its slidnses in certain circumstances. The Sharesugst to certain other terms and
conditions set forth in the Agreement.

Unless otherwise determined by the Company, ceatifis representing Restricted Stock shall remaineiphysical custody of the General
Counsel of the Company or his designee until sineh &s Restrictions on such Restricted Stock hapiesl. In addition, Restricted Stock
shall be subject to such stop-transfer orders #mer @estrictive measures as the General Coungeedfompany shall deem advisable under
federal or state securities laws, rules and reiguiathereunder, and the rules of the New York ISEchange (the “NYSE”) or any national
securities exchange or automated quotation systewhich Common Stock is then listed or quoted odntplement the Restrictions.

(e) Dividends and Distributions; Stock SpliEmployee shall be entitled to receive dividenad distributions payable with respect to
Restricted Stock if and to the extent that he erishihe record owner of such Restricted Stockmynracord date for such a dividend or
distribution and he or she has not forfeited suebtRcted Stock on or before the payment dateuoh slividend or distribution, and Restric
Stock shall be subject to any stock split, subjethe following terms and conditions:

(i) Inthe event of a cash dividend or disttibn on Common Stock which is not a large, spemml non-recurring dividend or
distribution (as determined by the Board of Dires}psuch dividend or distribution shall be paictash to Employet

(i) In the event of a large, special and nenurring cash dividend payable on Common StockCinapany shall retain the amount of
such cash dividend and, in lieu of delivery theysbgll grant to Employee additional shares of ieetl Stock having a fair market
value (as determined by the Committee) at the payuiete of the dividend or distribution equal te #fimount of cash paid as a
dividend or distribution on each share of Commarckimultiplied by the number of shares of EmplogdaRéstricted Stock. Such
additional Restricted Stock will be subject to Hzene Restrictions and to such other terms and tonslias applied to the Restricted
Stock;

(i) In the event of any non-cash dividend or distiidouin the form of property other than Common &tpayable on Common Stock
(including shares of a subsidiary of the Compaisyritiuted in a spin-off) (unless the Committee datees to make equitable
adjustments under Section 5.3 of the 2003 Plaieindf the procedure specified in this Section @{B) the Company shall retain in
its custody the property so distributed in respé&mploye(s Restricted Stock, which prope
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will be subject to the same Restrictions smsguch other terms and conditions of the 2003 Bfahthis Agreement as apply to the
Restricted Stock with respect to which such propemss distributed, until such time as the Restiitdiexpire or the Restricted Stock
(together with such property) are forfeited. To ¢ineatest extent practicable, such property willrbated the same as such Restricted
Stock with respect to which the property was distieed, including in the event of any dividends stributions paid in respect of

such property or with respect to the placemenngflagend on certificate(s) or documents represgrgiich property

(iv) Inthe event of a dividend or distributionthe form of Common Stock or split-up of shatég, Common Stock issued or delivered as
such dividend or distribution or resulting from Buplit-up will be deemed to be additional RestricStock and will be subject to the
same Restrictions and to such other terms and tomgliof the 2003 Plan and this Agreement as appliehe Restricted Stock with
respect to which such dividend or distribution ypagl or which was subject to such s-up.

() Delivery of Certificates Upon expiration of Restrictions on any Restricgtdck, the shares previously issued in the nanigmgfloyee
as such Restricted Stock shall no longer be dedmled Restricted Stock, and the Company shall estilbp the satisfactory payment of any
federal, state or foreign taxes or other amouriesned to in Section 4, below, cause any legenekrieig to the Restrictions to be removed
from the certificate(s) representing such sharesshiall deliver such certificate(s) (together wétiy property resulting from Section 3(e)(iii))
to Employee.

(9) _Stock PowersEmployee shall deliver to the General Couns¢hefCompany, at the time of execution of this Agreat and/or at
such other time or times as the General Counselratayest, one or more executed stock powers, ifothe attached hereto as Exhibit A or
such other form as may be specified by the Gel@sahsel, authorizing the transfer of the RestriGtatk to the Company upon forfeiture,
and Employee shall take such other steps or perfoich other actions as may be requested by ther@ePwunsel to effect the transfer of
forfeited Restricted Stock (together with any pmbpeesulting from Section 3(e)(iii)) to the Compan

4. Tax Withholding . Employee understands and acknowledges that memabunts must be withheld to satisfy federalgstatal, or
foreign tax obligations associated with the grdrthe Restricted Stock or the expiration of the tRetsons applicable to the Restricted Stock
(and any property resulting from Section 3(e)(i{f{pVithholdings”). Employee shall make arrangemesatisfactory to the Company, in
advance of any event triggering a Withholding odign on the part of the Company or any affiliat¢he Company that employs Employee,
to provide for payment of all applicable Withholgs If Employee has failed to make such arrangesnamfior any reason full payment of
Withholdings is not made by Employee under sucargyements, Employee expressly authorizes the Con(pad any such affiliated
employer) to (1) withhold the applicable amountgithholdings from any payment to Employee, inclgdany payment relating to an Award
or any payroll or other payment, and/or (2) wittthehares deliverable upon lapse of the Restrictiorthe Restricted Stock having a fair
market value (as determined by the Committee) eigule amount of such tax liability required tovaighheld as Withholdings in connection
with the event triggering Withholding. If the Comnmya(or such affiliated employer) elects to withhslthres to satisfy any Withholding
obligation, the value of shares withheld shall exteed the
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minimum applicable withholding tax rate for fedefialcluding FICA), state and local tax liabiliti@@terpreted in a manner consistent with
applicable accounting rules). This provision doesabligate the Company or any affiliate to withthehares to satisfy Withholding
obligations. The Company may specify a reasonaddeliche (for example, 90 days before lapse of Réisins) by which Employee must
make separate arrangements for the payment of Wliimys. In the event that Employee files, undesti®a 83(b) of the Code, an election to
be taxed as having received ordinary income atl#iie of grant of the Restricted Stock, Employed sihdhe time of such filing notify the
Company of the making of such election and furristopy of the notice to the Company, and shall nieebther obligations under this
Section 4 with respect to Withholding.

5. Legal Compliance.Employee agrees to take any action the Compangmah$y deems necessary in order to comply withriddend
state laws, or the rules and regulations of the E¥tBe Financial Industry Regulatory Authority,aoty other stock exchange or self-
regulatory organization, or any other obligatiortted Company or Employee relating to the Restri@gmtk or this Agreement.

6. Governing Law. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUEEN ACCORDANCE WITH THE LAWS Ol
THE STATE OF NEW YORK, WITHOUT GIVING EFFECT TO CANLICTS OF LAWS PRINCIPLES.

7. Restricted Stock Agreement — Grantee’s AcceptanceThe Employee hereby accepts the Restricted Stes&ribed in this
Agreement, and agrees to be bound by the termadmcéhistrative provisions as set forth in the Rlad this Agreement. The Employee
hereby further agrees that all the decisions aterohinations of the Committee shall be final anading.

8. Miscellaneous.This Agreement shall be binding upon the heirscatas, administrators, and successors of thegsaffihis Agreemel
and the 2003 Plan constitute the entire agreenednigen the parties with respect to the RestrictedkSand supersede any prior agreements
or documents with respect thereto. No amendmeetation, suspension, discontinuation, or termaratf this Agreement which may impc
any additional obligation upon the Company or nialigrimpair the rights of Employee with respecthe Restricted Stock shall be valid
unless in each instance such amendment, alteratispension, discontinuation, or termination isregped in a written instrument duly
executed in the name and on behalf of the CompadyifEmployee’s rights are being materially immeal, by Employee. Neither the
Restricted Stock nor the granting thereof shalktitute or be evidence of any agreement or undeistg, express or implied, that Employee
has a right to continue as an officer or employieth® Company or any subsidiary for any periodimit or at any particular rate of
compensation. Any waiver by the Company of a bredamny provision of this Agreement shall not operar be construed as a waiver of
subsequent breach of such provision or any othmrigion hereof.

The Employee hereby acknowledges that the @ygeperiods of restriction imposed in the provisiof this Agreement are fair and
reasonable. The Employee hereby further acknowtettg# the provisions of this Agreement shall biemed to the fullest extent permissi
under the laws and public policies applied in gacisdiction in which enforcement is sought. Acdogly, the Employee agrees that if any
particular provision of this Agreement shall beuatigated to be
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invalid or unenforceable, such provision shall berded amended to delete therefrom the portionatijuslicated to be invalid or
unenforceable, such deletion to apply only witlpees to the operation of such provision in theipalar jurisdiction in which such
adjudication is made. In addition, if any one omrenof the provisions contained in this Agreemeialidior any reason be held to be
excessively broad as to duration, geographicalescaqtivity or subject, it shall be construed byiting and reducing it, so as to be
enforceable to the extent compatible with the ajaplie law as it shall then appear. Any provisiothig Agreement which is prohibited or
unenforceable in any jurisdiction shall, as to sjelsdiction, be ineffective to the extent of symohibition or unenforceability without
invalidating the remaining provisions hereof, angt auch prohibition or unenforceability in any gdiction shall not invalidate or render
unenforceable such provision in any other jurisdict

IN WITNESS WHEREOF, the parties hereto havecered this Agreement as of the date first abovienr
Employee: JEFFERIES GROUP, INC
By:

[Insert employee name] Judith O. Kester
Assistant Secretal

Social Sec. Nc
Address:

[Insert employee addres




EXHIBIT A
STOCK POWER

FOR VALUE RECEIVED, the undersigned herebysselssigns and transfers unto Jefferies Group/ilmert number of shares] shares of
Common Stock, $0.0001 par value per share, ofrie$f&roup, Inc., a Delaware corporation (the “@ogpion”), registered in the name of 1
undersigned on the books and records of the Cdiporand does hereby irrevocably constitute argbay Lloyd H. Feller and Judith O.

Kester, and each of them, attorneys, to transteCiimmon Stock on the books of the Corporatior) wll power of substitution in the
premises.

(Signature should be in exact form as on Stockfwate)

Date
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EXHIBIT 10.7

JEFFERIES GROUP, INC.

2003 Incentive Compensation Plan
Restricted Stock Units Agreement

This Restricted Stock Units Agreement (the “Agreattjeconfirms the grant on (the “Grant Date”) by Jefferies
Group, Inc., a Delaware corporation (the “Compantg) (“Employee”) of Restricted Stock Units (the “Uni}s”
including rights to Dividend Equivalents as spexifherein, as follows:

Number granted Units

How Units Ves: % of the Units, if not previously forfeited, Wilest on each ¢ , provided that Employee continues to

be employed by the Company or a subsidiary on gesting date (each, a “Stated Vesting Date”). lditazh, if not
previously forfeited, the Units will become veststlier upon the occurrence of certain eventsinglab Termination
of Employment to the extent provided in Sectiorf the Terms and Conditions of Restricted Stock &/attached
hereto (the “Terms and Conditions”). The terms tvasd “vesting” mean that the Units have become-fwfeitable,
except for forfeitures specified under Sectiondf.the Plan. If Employee has a Termination of Emgpient prior to
the Stated Vesting Date and the Units are not wikerdeemed vested by that date, the Units wilhiraediately
forfeited except as otherwise provided in Sectiaf the Terms and Condition

Settlement Settlement of vested Units will occur on , or as promptly as possible upon the death or Fetion of
Employment due to the Disability of Employee ormeration of Employment by the Company not for Cause
following a Change in Control, except settlemeralisbe deferred in certain cases in accordance Séittion 8(a) of
the Terms and Conditions (the “Settlement Datefit&Jgranted hereunder will be settled by delivefrgne Share for
each Unit being settled (together with any casS8lares resulting from Dividend Equivalents). Anitlsment require
to be made “promptly” under this Agreement shakilincases be made not later than 60 days aftervbiet that
triggers such settlemer

The Units are subject to the terms and coomlitiof the 2003 Incentive Compensation Plan (than', and this Agreement, including the
Terms and Conditions attached hereto. The numbéenit$, the kind of shares deliverable in settlehwrunits, and other terms relating to
the Units are subject to adjustment in accordaritte Section 5 of the Terms and Conditions and 8adii.3 of the Plan.

Employee acknowledges and agrees that (i)slmé nontransferable, except as provided in Sestif the Terms and Conditions and
Section 9.2 of the Plan, (ii) Units, and certainoamts of gain realized upon settlement of Unite,sarbject to forfeiture, whether during
employment or following a Termination of Employmgintthe event Employee fails to meet applicabtpineements relating to non-
solicitation, confidentiality, and related matterish respect to the Company and its subsidiariesadfiliates (together, “Group,” and each
entity included in Group being a “Group Entity”y set forth in Section 7.4 of the Plan and (iilesaf shares delivered in settlement of Units
will be subject to the Company’s policies regulgttrading by employees if the recipient is therearployee of the Company.

Employee hereby accepts the Units describéaisnrAgreement, and agrees to be bound by thestand administrative provisions set fc
in the Plan and this Agreement. Employee




hereby further agrees that all the decisions aterohinations of the Committee shall be final anading.

IN WITNESS WHEREOF, JEFFERIES GROUP, INC. bassed this Agreement to be executed by its offleereunto duly authorized,
and Employee has duly executed this Agreement,lighneach has agreed to the terms of this Agreement

Employee JEFFERIES GROUP, INC.

By:

[Employee Name]




TERMS AND CONDITIONS OF RESTRICTED STOCK UNITS

The following Terms and Conditions apply te ttnits granted to Employee by JEFFERIES GROUP.,, If{tf@ “Company”), and Units (if
any) resulting from Dividend Equivalents, as spedifin the Restricted Stock Units Agreement to \utittese Terms and Conditions are
attached (and of which these Terms and Conditioms & part). Certain terms of the Units, includihg number of Units granted, vesting
date(s) and Settlement Date, are set forth onrénegeding pages, referred to as the Cover Pagese therms and Conditions. The Cover Page
and these Terms and Conditions are collectivelgrrefl to as the “Agreement.”

1. General. The Units are granted to Employee under the Coyip2003 Incentive Compensation Plan (the “PlaA"opy of the Plan
and information regarding the Plan, including doeuts that constitute the “Prospectus” for the Riader the Securities Act of 1933, can be
viewed and printed out from the Company’s secuteiet website, www.corp.jefferies.com (go to Pedpérvices, then to Plan Documents).
All of the applicable terms, conditions and othewisions of the Plan are incorporated by referdrerein. Capitalized terms used in this
Agreement but not defined herein shall have theesas@anings as in the Plan. If there is any cortfisttveen the provisions of this document
and mandatory provisions of the Plan, the provsioithe Plan govern, otherwise, the terms ofdbisument shall prevail. By accepting the
grant of the Units, Employee agrees to be bounallbyf the terms and provisions of the Plan (as@ndly in effect or later amended), the
rules and regulations under the Plan adopted fimm to time, and the decisions and determinatidniseoCompany’s Compensation
Committee (the “Committee”) made from time to tirpegvided that no such Plan amendment, rule orlagign or Committee decision or
determination shall materially and adversely affbetrights of the Employee with respect to thet&ini

2. Account for Employee The Company shall maintain a bookkeeping accourEfoployee (the “Account”) reflecting the number of
Units then credited to Employee hereunder as dtressuch grant of Units and any crediting of dahaial Units to Employee pursuant to
payments equivalent to dividends paid on CommogkStmder Section 5 hereof (“Dividend Equivalents”).

3. Nontransferability . Until Units are settled in accordance with thente of this Agreement, Employee may not sell, fiemassign,
pledge, margin or otherwise encumber or dispoddnits or any rights hereunder to any third partyeotthan by will or the laws of descent
and distribution, except for transfers to a Benaficor as otherwise permitted and subject to threditions under Section 9.2 of the Plan.

4. Termination Provisions. The following provisions will govern the vestiagd forfeiture of the Units in the event of Empleise
Termination of Employment and/or occurrence of astfiermination Forfeiture Event (as defined belowv)less otherwise determined by the
Committee (subject to Section 9(a) hereof):

(a)Death or Disability. In the event of Employee’s death or TerminatibEmployment due to Disability (as defined beloal),Units
then outstanding, if not previously vested, wilhmediately vest, and all Units (if not previouslytkesl) will be settled in accordance with
the settlement terms set out on the Cover Pagmgpéffect to any valid deferral election of Empdgythen in effect. The foregoing
notwithstanding, any distribution resulting fronDaability will be subject to the sirionth delay rule in Section 8(a)(i), if applicabléith
respect to any RSUs which do not constitute a dafef compensation for purposes of Section 409#efinternal Revenue Code (the
“Code"), only a termination elected by the Comparily be deemed a Termination of Employment due isability.

(b)Retirement or Involuntary Termination by the Compaant for Cause (and not subject to Section 4(dh)he event of Employee’s
Retirement or Termination of Employment




by the Company not for Cause (other than a Ternonatot for Cause following a Change in Controlhitd not previously vested shall 1
then be forfeited provided that Employee executestdement agreement and release in such formagdmrequested by the Company
within 21 days or such longer period as may beiredy law (and provided further that any periédevocation required by law has
expired without Employee exercising his right taake his agreement to the settlement agreementedeaise), but thereafter all unvested
Units shall be forfeited if there occurs a ForfegtiEvent prior to the Settlement Date which woldstdhapplied in the absence of such
Retirement or Termination of Employment. Upon sadRetirement or Termination of Employment, the tbhatstanding Units that are
vested at the date of Termination (if not alreaelyled) and that become vested thereafter willdiesl in accordance with the settlement
terms set out on the Cover Page, giving effechiovalid deferral election of Employee then in effeA “Forfeiture Event” shall be
deemed to occur if, following Employee’s Retiremenfermination by the Company not for Cause, Erygdorenders services for any
organization or engages (either as owner, inveptotper, stockholder, employer, employee, consyladvisor, or director) directly or
indirectly, in any business which is or becomes getitive with the Company, its subsidiaries orl&ffes, or otherwise engaged in conc
violating Section 7.4(a), 7.4(b) or 7.4(c) of tHarR However, following Employee’s Retirement orffénation by the Company not for
Cause, Employee shall be free to purchase stoother securities of an organization or businedsisg as it is listed upon a recognized
securities exchange or traded over-the-countesanl investment does not represent a greater iv@pdrcent equity interest in the
organization or business. If Employee does not aigattlement agreement and release within thegaried requested by the Company
signs and then timely revokes his agreement teetitement agreement and release), all Units wdriemot vested at the date of
Termination will be forfeited.

(c) Termination Following a Change in Controlf, following a Change in Control, Employee’s doyment is terminated not for Cause
by the Company or its successor, all of the theistanding Units not vested at the date of Termiamawill immediately vest and will be
settled promptly thereafter, subject to the six-thatelay rule in Section 8(a)(i), if applicablealfChange in Control occurs followed by
Termination of Employment by the Company not fou€aand a determination is made by the Companyants$o Sections 280G and
4999 of the Code that a “golden parachute” ex@sentll be payable in connection with compensatimfEmployee hereunder, Employse’
right to accelerated vesting of the Units upon@mange in Control, to the extent such right resualtparachute paymentsa¢ such term |
defined in Code Section 280G), shall be limitethi® extent just necessary to avoid the exciseTtiais. limitation shall be applied in a
manner that maximizes the number of Units as tewhtcelerated vesting can apply (or, stated caelyerany limitation on acceleration
of vesting shall apply first to those Units witletlengthiest remaining vesting period, which Unitauld result in the highest “parachute
payments”).

(d) Termination by Employee for any Reason or by thegamy for Causdn the event of a Termination of Employment by the
Employee for any reason (other than due to Retinenaeath or Disability) or by the Company for Gaube portion of the then-
outstanding Units not vested at the date of Tertignawill be forfeited, and the portion of the thentstanding Units that is vested at the
date of Termination (if not already settled) widl bettled on the Settlement Date specified on theeCPage unless forfeited pursuant tc
provisions of Section 7.4 of the Plan, except #mt valid deferral election of Employee shall beegi effect.

(e)Certain Definitions The following definitions apply for purposes bf¢ Agreement, whether or not Employee has an gmpdat
agreement or other agreement with the Companynyoaits subsidiaries or affiliates (the Compamg any subsidiary or affiliate each
being a “Group Entity”) containing the same or $amdefined terms:
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(i) “Cause” means Employee’s:

Neglect, failure or refusal to timely perform thatids of Employee’s employment (other than by raasfca physical or mental
illness or impairment), or Employee’s gross negiligein the performance of his or her duties;

Material breach of any agreements, covenants grdsentations made in any employment agreemenher agreement with the
Company or any of its subsidiaries or affiliatesimlation of internal policies or procedures as ir effect as of the date such
action is taken, including but not limited to theripany’s Code of Ethics, as amended from timene i

Violation of any law, rule, regulation or by-law afiy governmental authority (state, federal orifprg any securities exchange or
association or other regulatory or self-regulatoogy or agency applicable to Employee, the Compiésgubsidiaries or affiliates
or any material general policy or directive of ttempany, its subsidiaries or affiliates;

Conviction of, or plea of guilty or nolo contendéoe a crime involving moral turpitude, dishonedgtgud or unethical business
conduct, or any felony of any nature whatsoever;

Failure to obtain or maintain any registrationefise or other authorization or approval that Emgxog required to maintain or
that the Company, its subsidiaries or affiliatemsmably believes is required in order for Emplageperform his or her duties,
provided, however, that Employee shall be givertaminotice of any such registration, license deotauthorization or approval
that he or she is required to obtain and a reasempaiod of time to obtain such registration, tise, or other authorization or
approval; or

Willful failure to execute a directive of the boavfidirectors of the Company or any of its subgsidmor affiliates, the Executive
Committee of any of the Company’s subsidiariesffilisies, or Employee’s supervisor (unless suaiective would result in the
commission of an act which is illegal or unethigad)commission of an act against the directiveuzhsBoard, such Executive
Committee or Employee’s supervisor.

(i) A “Change in Control” shall be deemedhitave occurred if any of the following conditionsalilinave been satisfied after the
Grant Date:

Any person (as defined in section 3(a)(9) of theusiies Exchange Act of 1934, as such term is fiedlin Section 13(d)), other
than (i) an employee plan established by the Compaany of its subsidiaries or (ii) any group afr@pany employees holding
shares subject to agreements relating to the vofisgch shares, becomes a beneficial owner, direcindirectly, of more than
51% of the voting stock of the Company;




The consummation of a merger or consolidation efGempany with any other corporation or any otimitye or the issuance of
voting securities in connection with a merger ansmlidation of the Company, if the holders of ttenany’s voting securities
immediately prior to such transaction hold in tiggreegate less than a majority of the then outstendoting securities of the
Company (or any successor company or entity) edtith vote generally in the election of the direstof the Company (or such
other company or entity) after such transaction;

The sale or disposition by the Company of all drssantially all of its assets in which one persomore than one person acting
a group acquires assets from the Company thatdéstal gross fair market value equal to more @b of the total gross fair
market value of all of the assets of the Companyédiately prior to such acquisition; or

A change in the composition of the Board of Direstof the Company such that individuals who, athefdate of this agreement,
constitute the Board of Directors of the Compalme (incumbent Board”) cease for any reason to d¢onstat least a majority of
the Board of Directors of the Company; providedybeer, that any individual becoming a member ofBlbard of Directors of tt
Company subsequent to the date of this agreemesgendlection, or nomination for election by thershalders of the Company,
was approved by a vote of at least a majority efdhectors then constituting the Incumbent Bo#allde considered as if that
individual were a member of the Incumbent Board.

(i) “Disability” means that Employee has coranced receipt of long-term disability benefits @nthe Company’s long-term
disability policy as in effect at the date of Emy#e’s termination of employment.

(iv) “Retirement” means retirement after attag the age at which an Employee’s age plus hassyef service equals age [60] [62],
provided, however, that (a) Employee has providedramum of 7.5 years of service to the Comparsgysitbsidiaries or affiliates and
[(b) such retirement is more than 36 months afterGrant Date]. For this purpose, years of sersfizd! be credited for each twelve
month period beginning on the date of Employeemmm@ncement of employment with the Company and ch aaniversary thereof
during which the Employee was in active employnwithh the Company. [For the avoidance of doubt, Eapeg’s retirement within
36 months of the Grant Date shall not qualify &etirement hereunder.]

(v) “Termination” or “Termination of Employmé&nmeans the event by which Employee ceases toripgoyed by a Group Entity
and immediately thereafter is not employed by agioGroup Entity.

5. Dividend Equivalents and Adjustments

(a)Dividend Equivalents Subject to Section 5(d), Dividend Equivalentd Wé credited on Units (other than Units that hat televant
record date, previously have been settled or fimdiand deemed reinvested in additional Unitshéoextent and in the manner as follows:
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(i) Cash Dividends If the Company declares and pays a dividendsiridution on Shares in the form of cash, thenmalmer of
additional Units shall be credited to Employee’séuant as of the last day of the calendar quarteriich such dividend or distribution
was paid equal to the number of Units creditedhtoAccount as of the record date for such dividendistribution multiplied by cash
amount of the dividend or distribution paid on eadistanding share of Common Stock at such paydeet divided by the Fair
Market Value of a share of Common Stock at the dasech crediting; provided, however, that in ti¥se of an extraordinary cash
dividend or distribution the Company may provide $ach crediting at the dividend or distributiorypeent date instead of the last day
of the calendar quarter.

(ii) Non-Common Stock DividendHl the Company declares and pays a dividendsiridution on Common Stock in the form of
property other than shares of Common Stock, thewmaber of additional Units shall be credited to Ewgpe’'s Account as of the
payment date for such dividend or distribution éqodhe number of Units credited to the Accounbathe record date for such
dividend or distribution multiplied by the Fair Maat Value of such property actually paid as a diwid or distribution on each
outstanding share of Common Stock at such payneat divided by the Fair Market Value of a shar€ofmmon Stock at such
payment date.

(i) Common Stock Dividends and Splitsthe Company declares and pays a dividendsitridution on Common Stock in the form
of additional shares of Common Stock, or there mxauforward split of Common Stock, then a numbexdalitional Units shall be
credited to Employee’s Account as of the paymei# f& such dividend or distribution or forwardisglqual to the number of Units
credited to the Account as of the record date dehgdividend or distribution or split multiplied ltje number of additional shares of
Common Stock actually paid as a dividend or distidn or issued in such split in respect of eacistanding share of Common Stock.

(b)Adjustments The number of Units credited to Employee’s Acdairall be appropriately adjusted, in order to prendilution or
enlargement of Employee’s rights with respect tatdJor to reflect any changes in the number oftamiding shares of Common Stock
resulting from any event referred to in Sectiond&.ge Plan, taking into account any Units credlti® Employee in connection with such
event under Section 5(a) hereof, and any performanaditions relating to the Units may be likewasusted in the discretion of the
Committee.

(c)Risk of Forfeiture and Settlement of Units Resglfiom Dividend Equivalents and Adjustmefutrits which directly or indirectly
result from Dividend Equivalents on or adjustmenta Unit granted hereunder and which do not résuit a dividend or distribution on
Shares in the form of cash shall be subject ts#mee risk of forfeiture (including Section 7.4 bétPlan) as applies to the granted Unit
and, if not forfeited, will be settled at the satimee as the granted Unit. Units which directly mdirectly result from Dividend Equivalents
on or adjustments to a Unit granted hereunder dndharesult from an ordinary dividend or distrilmrtion Shares in the form of cash shall
not be subject to forfeiture and will be settledhat same time as the granted Unit (or if the grdhtnit is forfeited, then at the time the
granted Unit would have been settled if it werefodieited). Units which directly or indirectly rel from Dividend Equivalents on or
adjustments to a Unit granted hereunder and wigistlt from an extraordinary dividend or distribution Shares in the form of cash shall,
unless otherwise determined by the Company aire df such extraordinary dividend or distributitye, subject to the same risk of
forfeiture (including additional forfeiture term$ $ection 7.4 of the Plan) as applies to the gahbkeit and, if not forfeited, will be settled
at the same time as the granted Unit.




(d)Changes to Manner of Crediting Dividend Equivalenthe provisions of Section 5(a) notwithstandimg, €ompany may vary the
manner and timing of crediting dividend equivaleiotsadministrative convenience, including, for eyae, by crediting cash dividend
equivalents rather than additional Units.

6. Additional Forfeiture ProvisionsEmployee agrees that, by signing this Agreementaacdpting the grant of the Units, the forfeiture
conditions set forth in Section 7.4 of the Planlisigply to all Units hereunder and to gains readizipon the settlement of the Units.

7. Employee Representations and Warranties and Releasga condition to any non-forfeiture of the Unitoa after Termination of
Employment and to any settlement of the Units,Gbenpany may require Employee (i) to make any regmadion or warranty to the
Company as may be required under any applicabl®tawgulation, to make a representation and wiyitiiat no Forfeiture Event has
occurred or is contemplated, and that otherwisedhairements of Section 7.4(d) of the Plan andi&ed@ above have been met, and (ii) to
execute a release of claims against the Compasinaidefore the date of such release, in such &mmay be specified by the Company.

8. Other Terms Relating to Units

(a)Deferral of Settlement; Compliance with Code Seclio9A. Settlement of any Unit, which otherwise would arcat the Settlement
Date, will be deferred in certain cases if anch® éxtent Employee is permitted to participatéhan $tock Option Gain and Stock Award
Deferral Program or otherwise permitted to deferlhnits and Employee makes a valid deferral eleaitating to the Units. Deferrals,
whether elective or mandatory under the termsisfalgreement, shall comply with requirements urfdede Section 409A. Deferrals will
be subject to such other restrictions and terrmasbe specified by the Company prior to defeitas. understood that Code Section 4(
and regulations thereunder may require any eledferral to comply with Section 409A(a)(4)(C). @tiprovisions of this Agreement
notwithstanding, under U.S. federal income tax lawd Treasury Regulations (including proposed i@&gris) as presently in effect or
hereafter implemented, with respect to Units othan those which are excluded from being deemeerdd$ of compensation under 409A
(i) a distribution in settlement of Units to Empé®ytriggered by a Termination of Employment wiltoconly if the Termination
constitutes a “separation from service” within theaning of Code Section 409A(a)(2)(A)(i) and, ifta time of such separation from
service Employee is a “specified employee” undedeC8ection 409A(a)(2)(B)(i) and a delay in disttiba is required in order that
Employee will not be subject to a tax penalty undede Section 409A, such distribution in settlenegrignits will occur at the date six
months after Termination of Employment; and (iiy aights of Employee or retained authority of thentpany with respect to Units
hereunder shall be automatically modified and kahito the extent necessary so that Employee wilbaaleemed to be in constructive
receipt of income relating to the Units prior te ttistribution and so that Employee shall not Hgesti to any penalty under Code Section
409A. Other provisions of this Agreement notwitingtimg, if a separation from service occurs witleisd than six months before the fixed
date specified as the Settlement Date and thesixth delay rule would apply to a settlement triggeby such separation from service,
settlement will not be made based on the separftiom service, but instead the settlement shathade based on the fixed date specified
as the Settlement Date.

(b)Fractional Units and SharesThe number of Units credited to Employee’s Acdahall include fractional Units calculated to at
least three decimal places, unless otherwise detedy the Committee. Unless settlement is eftetiteough a broker or agent that can
accommodate fractional shares (without requirisgasce of a fractional share by the Company),
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upon settlement of the Units Employee shall be ,gaidash, an amount equal to the value of anytibmaal share that would have otherw
been deliverable in settlement of such Units.

(c) Tax Withholding Employee understands and acknowledges that mentadunts must be withheld to satisfy federalestatal, or
foreign tax obligations associated with the lapisthe risk of forfeiture and/or settlement of thaits (“Withholdings”). Employee shall
make arrangements satisfactory to the Companyvarae of any event triggering a Withholding obtiga on the part of the Company or
a Group Entity that employs Employee, to providegayment of all applicable Withholdings. If Empémyhas failed to make such
arrangements or for any reason full payment of Wéttiings is not made by Employee under such arrargés, Employee expressly
authorizes the Company and any such Group Entit¥)taithhold the applicable amount of Withholdifgsm any payment to Employee,
including any payment relating to an Award or aaympll or other payment, and/or (2) withhold shadeBverable in settlement of the
Units having a fair market value (as determinedh®yCommittee) equal to the amount of such talliglbequired to be withheld as
Withholdings in connection with the event triggeriwithholding. If the Company or such Group Engtgcts to withhold shares to satisfy
any Withholding obligation, the value of shareshhiéld shall not exceed the minimum applicable witdimg tax rate for federal
(including FICA), state and local tax liabilitiesierpreted in a manner consistent with applicaloieounting rules). This provision does
obligate the Company or any Group Entity to witlthshares to satisfy Withholding obligations. Ther(any may specify a reasonable
deadline (for example, 90 days before lapse ofriRéishs) by which Employee must make separatengements for the payment of
Withholdings.

(d)StatementsAn individual statement of Employee’s Accounthié issued to Employee at such times as may leerdeted by the
Company. Such a statement shall reflect the numibgnits credited to Employeg’Account, transactions therein during the perimeecec
by the statement, and other information deemedaalby the Committee. Such a statement may be ic@ahbvith or include information
regarding other plans and compensatory arrangerfamgsployees. Employee’s statements shall be ddexpart of this Agreement, and
shall evidence the Company’s obligations in respéttnits, including the number of Units creditexlaaresult of Dividend Equivalents (if
any). Any statement containing an error shall hotyever, represent a binding obligation to the mix¢é such error, notwithstanding the
inclusion of such statement as part of this Agregme

9.Miscellaneous.

(a)Binding Agreement; Written Amendmentsis Agreement shall be binding upon the heixecators, administrators, and successors
of the parties. This Agreement and the Plan, ayddaferral election separately filed with the Compaelating to this Award, constitute
the entire agreement between the parties with ot$pehe Units, and supersede any prior agreentgrdiecuments with respect thereto.
No amendment, alteration, suspension, discontionatir termination of this Agreement which may irep@ny additional obligation upon
the Company or materially impair the rights of Eoyale with respect to the Units shall be valid usiieseach instance such amendment,
alteration, suspension, discontinuation, or termdmais expressed in a written instrument duly exed in the name and on behalf of the
Company and, if Employee’s rights are being mallgrimpaired, by Employee.

(b)No Promise of Employmerithe Units and the granting thereof shall not coutgtior be evidence of any agreement or understgy
express or implied, that Employee has a right tttinae as an officer or employee of the Companyafor period of time, or at any
particular rate of compensation.




(c)Unfunded Plan Any provision for distribution in settlement ofrfployee’s Account hereunder shall be by means okkeeping
entries on the books of the Company and shall reatte in Employee or any Beneficiary any rightaioclaim against any, specific assets
of the Company, nor result in the creation of amgttor escrow account for Employee. With respeetrty entitlement of Employee or any
Beneficiary to any distribution hereunder, Emplogesuch Beneficiary shall be a general creditahefCompany.

(d)Governing Law THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUEIN ACCORDANCE WITH THE LAWS
OF THE STATE OF NEW YORK WITHOUT GIVING EFFECT TO@NFLICTS OF LAWS PRINCIPLES.

(e)Legal ComplianceEmployee agrees to take any action the Compangmaeh$y deems necessary in order to comply withréddand
state laws, or the rules and regulations of the Nevk Stock Exchange, the Financial Industry RetpriaAuthority, or any other stock
exchange or self-regulatory organization, or amgpbbligation of the Company or Employee relatmghe Units or this Agreement.

(f) Notices. Any notice to be given the Company under thise®gnent shall be addressed to the Company at 52&Meaélvenue, 12th
Floor, New York, NY 10022, attention: Corporate @dary, and any notice to the Employee shall beesdetd to the Employee at
Employee’s address as then appearing in the reobitie Company.
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EXHIBIT 10.12
October 8, 2007

Peregrine C. Broadbent
40 E. 94th Street, #17C
New York, New York 1012!

Dear Peg:

On behalf of our Board of Directors, | am pgled to offer you the position of Executive Vice $tdent and Chief Financial Officer of
Jefferies Group, Inc. and Jefferies & Company, (hiefferies”). The terms of our offer are conditéal only on you commencing your
employment with us not later than January 7, 20@Byour successfully passing our normal backgrdnwestigation and drug-screening test.
This agreement will govern the terms of our relaginip for the period from the commencement of yauployment through December 31,
2008 (the “Term”) and, where specifically providegkein, governs certain terms of our relationsblfp¥ving the Term.

I. EMPLOYEE'S REPRESENTATIONS AND WARRANTIE:
You represent and warrant to Jefferies that:
A. As of the date you sign this agreement, lyave resigned as an employee of Morgan Stanlepidiah Stanley”).
B. You have not breached any contract or cdlgeeement relating to your employment with Mor&aanley.
C. You made your decision to resign from Mar@anley prior to receiving this offer of employmhe

D. You are not the subject of any investigatiwhether by any prior employer, any governmeotakgulatory authority or any self-
regulatory organization.

E. You are not subject to any agreement withadicy of any previous employer that would pretvenrestrict you from engaging in
activities competitive with the activities of yoprevious employers or from directly or indirectiylisiting employees to leave the employ of
such previous employers, or from directly or indthe soliciting any clients or customers of such

1




previous employers to transfer its business away fsuch previous employers or, if you are subjesiich an agreement or policy, you have
complied and will comply with it.

F. To the best of your current knowledge aelieh, your performance of all the terms of thisrégment and as an employee of Jefferies
does not and will not breach any agreement to keepnfidence proprietary information, knowledgedata acquired by you in confidence or
in trust prior to your employment hereunder, arat §rou will not disclose to Jefferies or inducefdeés or any of its affiliates to use any
confidential or proprietary information or materislonging to any previous employer or others.

G. You have not requested, solicited or eraged, and you will not request, solicit or encoeramy employees, customers or clients of
your previous employers to join Jefferies or tos/kegour previous employers in violation of any coamtaw duties or other obligations
your previous employer

H. You are not subject to any employment agesg with or policy of your previous employer thatuld require you to give notice to st
previous employer of your resignation in ordergach resignation to become effective, unless yae lgaven, or will give, such notice, and
any period of time required to elapse before sesignation becomes effective will have elapsedreefou commence your employment v
Jefferies.

I. You have not taken or retained (and wilt teke or retain) any documents or files, whethdrard copy or electronic form, which were
created, collected or received by you in conneat¥h your previous employment, except for docurseanid files relating solely to your
compensation and benefits.

II. COMPENSATION

A. During the Term of this Agreement, you wikceive a salary at the rate of $83,333.32 per mdotbe paid in equal installments on
approximately the 15th and 30th day of each mc

B. For calendar year 2007, you will receiveaattbonus in the amount of $1,300,000. The 200i@swiill be paid on the later of
(i) December 15, 2007 or (ii) five business dayerahe commencement of your employment. Subje8ettion IV below, in order
for the bonus described herein to be earned amiviet by you, you must be employed and in gooddstgnon the date the bonus
payments are to be paid by Jeffer

C. For calendar year 200

As an executive officer of Jefferies, youlwlso be eligible to receive performance baseduib@ompensation upon achievement of
objective established by the compensation committélee Board of Directors. The Compensation Corteaihas agreed that your
target compensation for achievement of the tarpetsthe Compensation Committee will establishG8&will be $2,000,000 for
2008,




comprised of $1,300,000 in cash and $700i008stricted stock units in 2008, with a rang&0fto $2,750,000 possible depending
on whether the actual results are above or belewaltgets for 2008, with the composition of suchumin 2008 between the cash
and stock components possible depending on whetbexctual results are above or below the target®F08 being 65% in cash and
35% in restricted stock units. The performancesdatfor you in 2008 will be based on the same tivad will be used for the other
executive officers of the company that are sulijetihe provisions of Section 162(m) of the InterRalenue Code. The restricted
stock units granted pursuant to this Section dieblubject to the same vesting as the restrictett sinits described in Section 1lI
below (i.e., 20% vesting each anniversary datéefyrant), with the distribution to be made promfallowing the final vesting dat:
or earlier upon death, termination due to Disab(lits defined in the agreement governing the grhtite restricted stock units) or
termination not for Cause following a Change of €oinas such terms are defined in this agreemn(snbject to the six-month delay
rule under Section 409A of the Internal RevenueeCtalthe extent applicable) and terms other thasd relating to distribution
being substantially the same as the terms of awardsstricted stock units granted to other exeeutifficers at the time). The terms
will be substantially in the form of Exhibit B heoe

Notwithstanding the foregoing, your bonus for 20@B be not less than $2,000,000, with the cashrstricted stock units in tt
percentages set forth abo

Subject to Section IV below, in order for asfythe bonuses described above to be earned aeded by you, you must be employed
and in good standing on the date the bonus payraeat® be paid by Jefferie

Other than the bonuses described in Sectidhsind 11.C above, any other bonus during tineetiyou are an employee of Jefferies,
whether for calendar year 2007 or 2008 or any gtkeiod during which you are an employee of Jeffervill be determined by
Jefferies in its sole and absolute discretion, litierms of amount and payment. In order for dumhus to be earned and receiver
you, you must be employed and in good standindnerdate the bonus payments are to be paid by idsfi

RESTRICTED STOCK UNIT¢

In addition, to replace unvested stock that wll forfeit and to replace other long term compation opportunities that you had at your
former employer, the Compensation Committee ofed&f$ has agreed that you will be granted $6,3B0i®@estricted stock units (“RSUs")
when you commence your employment at Jefferies.rilimber of RSUs granted will be based on the ofppiice of Jefferies stock on the
New York Stock Exchange on your first date of emplent. The RSUs granted to you pursuant to thiagraph shall be granted on the s
terms on which restricted stock units are geneginted to other executive officers of Jefferie2007.
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Provided that you remain in the employ of deéfs on the grant date and each of the vestiresdtite RSUs will vest as to 20% of the
RSUs on each anniversary of the date of grant. Mewehe shares of common stock will not be disitieddl to you until approximately sixty
(60) days following the last vesting date or suttieolater date as you may specify within the fingtty (30) days of your grant or such other
period as may be permitted by applicable provisimfithe Internal Revenue Code. The grant of the KBdubject to the execution of an
agreement governing the grant, in such form asgaested by Jefferies

IV. TERMINATION

During the period you are employed by Jeffe(ighether during or after the Term), you agre¢ yba shall give Jefferies six months’
notice of your intent to terminate your employméhe “Notice Period”). During the Notice Period,wwill continue to be entitled to receive
your salary (but not any bonus) at the regular gagates except in cases in which the-month delay applies under Section 409A of the
Internal Revenue Code (“409A8s provided below in this Section IV, your fidugiatluties and your obligations to Jefferies as apleyee o
Jefferies will continue, and you will cooperatethie transition of your responsibilities. Jeffergmll have the right, in its sole discretion, to
direct that you no longer come in to the officeidgrthe Notice Period or to shorten the Notice &krin determining whether to exercise this
right, Jefferies will act solely in its own besténests, and under no circumstances will it take donsideration any request by you that
Jefferies direct you to cease coming into the effic shorten the Notice Period.

This agreement may also be terminated by rle$féor Cause without further obligation hereund€ause” shall mean your:

A. Material neglect, failure or refusal to tilp@erform the duties of your employment (othenthwy reason of a physical or mental
illness or impairment), or your gross negligencéhim performance of your duties; provided, howetleat you shall be given written
notice of any such neglect, failure or refusal éofprm you duties and no Cause shall exist if yavehcorrected such neglect, failure
or refusal to perform your duties within thirty (3@ays of such notice

B. Material breach of any agreements, covenants eeseptations made in any employment agreementher agreement with Jefferi
or any subsidiary or affiliate of Jefferies or nrékviolation of Jefferies internal policies orqmedures as are in effect as of the date
such action is taken or violation of Gr¢s Code of Ethics, as amended from time to ti

C. Conviction of, or plea of guilty or nolo dendere to, a crime involving moral turpitude, disasty, fraud or unethical business
conduct, or any felony of any nature whatsoeve

D. Failure to obtain or maintain any registatilicense or other authorization or approval tltat are required to maintain or that
Jefferies or any affiliate of Jefferi




reasonably believes is required in orderyfar to perform your duties; provided, however, thefferies shall give you at least ninety
(90) days written notice of any such registrati@ense or other authorization or approval that goeirequired to obtail

You agree that if Jefferies terminates youplelyment for Cause or you voluntarily leave JeH#stiemploy prior to the date any payment
which is due hereunder is made, Jefferies shak Imavobligation whatsoever to make any further paytsito you hereunder.

You acknowledge and agree that Jefferiesilitglunder this Agreement for any alleged termioatof your employment without Cause or
for any alleged wrongful termination of your empiognt if you terminate your employment for Good Reashall be limited to the followin
(i) if such termination is without Cause by Jefésror by you for Good Reason, (a) Jefferies wiyl yau the salary described in Section 1l.A
through the end of the Term to the extent suchng&las not been paid to you, the 2007 bonus for 2&3cribed in Section 11.B and the
$2,000,000 bonus described in Section II.C , toetktent, and only to the extent, that such bonbage not been paid to you, and (b) the
RSUs described in Section Il which have not yetted as of the time of such termination without $€2ashall be vested and (ii) if such
termination is without Cause by Jefferies or by jmuGood Reason after the expiration of the Tedima,RSUs described in Section IIl which
have not yet vested as of the time of such teriginatithout Cause shall be vested. The paymentsridbes! in this paragraph and the vesting
of the RSUs described in Section Il are continggrin your execution within 21 days (or such longgniod as may be required by law) of a
settlement agreement and release substantialheiform attached as Exhibit C hereto (provided #émgtperiod of revocation required by law
has expired without you exercising your right tealee your agreement to the settlement agreementedealse). Such amounts shall be paid
ten days after your release has become irrevocamtesuch shares in settlement of such RSUs shdlistributed within 30 days after your
release has become irrevocable except to the ekimnthe six-month delay applies under 409A asiged below in this Section IV. The
settlement agreement and release will be substigritighe form attached hereto as Exhibit C.

For purposes of this Agreement, “Good Reasneans (i) a material diminution in your authoriyties or responsibilities, (ii) without
your consent, you no longer report directly to de&’ Chief Executive Officer, Chairman, Executive Coittee or President or (iii) without
your consent, relocation outside the greater Nevk Yioetropolitan area, it being understood thahmnormal course of your activities, y
may be require to travel and to spend periodshoé taway from your office in New York City, providgabwever, that (a) you must give
notice of the existence of the Good Reason comditithin 90 days of its initial existence, by prdivig written notice to the General Counsel
of Jefferies, (b) Jefferies shall have 60 daysmdyvihich it may remedy or “cure” the circumstangasng rise to Good Reason and no Good
Reason shall exist if Jefferies has remedied agdttire Good Reason during such time period, You reusinate your employment for Go
Reason within one year of the initial existencéhef Good Reason.

Each amount or benefit payable under thisi@etV shall be deemed a separate payment for pagpof 409A, and such amounts or
benefits shall be paid at the times specified aliovkis




Section IV to the maximum extent permissible untl@A without resulting in tax penalties to you. Bois purpose, howeveif,all three of
the following conditions are metthose portions of such amounts and benefits itotisy a “deferral of compensation” as specifieddw
will be paid on the first business day of the sélveralendar month after your “separation from s¥as defined in Treasury Regulation §
1.409A-1(h) (this is referred to as the “six-modtiay” below):

(i) Atthe time of your separation from servigau were a “specified employee” as defined und&Ad(including Treasury Regulation §
1.4094-1(i))

(i) At the time of your separation from semjc¢he stock of the Company was publicly trade@womstablished securities market or
otherwise

(iii) A portion of the payments or benefits constitut“deferral of compensati” subject to 409A. For this purpos

Any portion of the payments or benefits deemeghpke solely due to involuntary separation fronveer that qualifies as a
“short-term deferral” under Treasury Regulation.40DA-1(b)(4) will not be deemed a “deferral of qmnsation” and will be
paid without the si-month delay

Any portion of the payments or benefits deemeghpke solely due to involuntary separation fronvisr up to the limit
specified in Treasury Regulation § 1.409A-1(b)(®)ill not be deemed a “deferral of compensatianit will be paid without
the si>-month delay

Any portion of the payments or benefits, whetbienot separation from service is involuntary, aphe limit specified in
Treasury Regulation § 1.409Kb)(9)(v)(D) (if this limited exclusion is not aligd to payments apart from this Agreement)
not be deemed“deferral of compensati” and will be paid without the s-month delay

Any portion of the payments or benefits that rhayexcluded from being deemed a “deferral of coragton” under any other
applicable Treasury Regulation or Internal Revelerrice guidance will be paid without the-month delay

If the six-month delay is applicable to anympant, the payment shall be accelerated upon yeathdduring the sixaonth delay period bi
not for any other reason (except that accelerasigermitted under Treasury Regulation § 1.409A¢8(ii), (iii) and (iv)). For purposes of
this Agreement, any payment that is not excludethfbeing deemed a “deferral of compensation” ud@8A and is payable upon a
“termination of employment” shall be payable onfyon a “separation from service” as defined in Tuea&Regulation § 1.409A4h) or, if the
above rules apply, the specified date at leastngirths after such separation from service. Anyrgplagments or benefits under this
Agreement shall be paid at the times specifiedihere

You understand and agree that the Companymititesake any representations and is not providimgadvice regarding the taxation of
payments hereunder, including but not limited tet interest and penalties under 409A and sitidhilities under state tax laws. No
indemnification or gross-up is payable under thigeement with respect to any such tax, interestalpgor similar liability, and no interest is
payable on any payment or benefit which is sulijeet six-month delay hereunder.
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The terms of this Agreement relating to a defeof compensation or compensation excluded fo@ng a deferral under 409A, including
any authority of the Company and your rights wéhpect thereto, shall be limited to those termmjigzd under 409A, and any terms not
permitted under 409A shall be modified and limitedhe extent necessary to conform with 409A biy émthe extent that such modification
or limitation is permitted under 409A and the redigns and guidance issued thereunder.

V. ADDITIONAL OBLIGATIONS

A. Confidential Information During and after your employment by Jefferieg) yall not, directly or indirectly in one or a ses of
transactions, disclose to any person, or use @nathe exploit for your own benefit or for the béhef anyone other than Jefferies, any
Confidential Information of Jefferies (as such tasndefined in Exhibit A hereto), whether or notlueed to writing or physical embodiment
and whether prepared by you or not. The termsisf3kction V.A shall survive the termination of yamployment with Jefferies, regardless
of who terminates your employment, or the reasbhassfor.

B. NonCompetition. While you are an employee of Jefferies, you shatlengage in Competitive Activity (as such tesndéfined in
Exhibit A hereto).

C. _NonSaolicitation. (i) While you are an employee of Jefferies andafperiod of one year following any terminationyotur
employment, you shall not, directly or indirectiglicit any employees, contractors, or other pessoimo have rendered services to Jefferies
and (ii) while you are an employee of Jefferies forch period of three months following any terntioa of your employment, you shall not,
directly or indirectly, solicit any customers oretits of Jefferies, all as more fully set forthExhibit A hereto.

D. If you breach your obligations in any métkrespect under this Section V, Jefferies, inithmitito pursuing all available remedies, at
law or otherwise, and without limiting its right pursue the same, shall cease all payments toryder this Agreement.

VI. MISCELLANEOUS

You will be entitled to a benefits package coemsurate with that received by all other similaitpated executive officers of Jefferies
during your employment, including four weeks of atien. The amounts referred to above are gross araaund will be subject to all
statutory and any voluntary deductions.

Jefferies will cooperate with you if any infeation or documentation is required by any lodaltesor federal agency to maintain your
immigration status or to support your applicationd.S. citizenship.




This agreement, together with Exhibits A, Bl &hereto (it being understood that Exhibits B @male subject to modification), constitt
the entire agreement of you and Jefferies witheess the subject matters referred to herein,sapersedes all prior or contemporaneous
negotiations, promises, covenants, agreementsegmdsentations of every kind or nature with resgiesteto, all of which have become
merged and finally integrated into this agreement.

This agreement shall be governed by, and ngedsin accordance with, the laws of the State@# ¥ ork, without giving effect to its
principles or rules of conflicts of laws, to thetemt that such principles or rules would requirgpemit the application of the law of another
jurisdiction. You hereby consent that any arbitratproceeding brought by you with respect to mattelated to your employment or t
agreement shall be brought before FINRA in the Bghoof Manhattan in the State of New York, or ifijare permitted to bring such action
in a state or federal court, then you hereby carsetie personal jurisdiction of the state andefaticourts sitting in the City and State of I

York with respect to matters related to your empieyt or this agreement, and agree that any actithnrespect thereto shall be brought in
such courts.

If the above terms are acceptable to youguest that you signify your acceptance of the teshihis letter by signing and dating the copy
enclosed and returning it to me.

Sincerely,
/s/ Brian P. Friedman

Brian P. Friedmar
Chairman, Executive Committe

AGREED TO AND ACCEPTED BY:

/sl Peregrine C. Broadber Dated: 8 October, 2007
Peregrine C. Broadber




EXHIBIT A
1. CONFIDENTIAL INFORMATION

“Confidential Information” means research, ggsses, procedures, marketing techniques, marlaihdpusiness development plans, client
data and financial information. Confidential Infation may be disclosed in good faith by you in @gtion with the performance of your
duties under this Agreement. You shall have nogalbibn hereunder to keep any Confidential Infororationfidential if and to the extent
disclosure of any thereof is specifically requibgdlaw; provided, however, that in the event disale is required by law, you shall provide
Jefferies with prompt notice of such requiremenigipto making the disclosure, so that Jefferiey iseek an appropriate protective order.
term “Confidential Information” shall not be deemtednclude information publicly known in the tradethe time you first learn of the
information or which later becomes commonly knowrhe trade (other than as a result of a disclosungou); nor shall the term include
general knowledge or general trade information tiyiou independently learn nor information alreadydur possession prior to your
employment by Jefferies.

2. COMPETITIVE ACTIVITY
“Competitive Activity” means that you, whetheeting alone or in conjunction with others, dihear indirectly

A. Are rendering services for any organizatiwrengaging (either as owner, investor, partnegkstolder, employer, employee,
consultant, advisor, or director) directly or ireditly, in any business which is or becomes conipetitith the business of Jefferies,
its subsidiaries or affiliates;

B. Are inducing any customer or client of Jaffs, its subsidiaries or affiliates with whom yloave had contacts or relationships,
directly or indirectly, during and within the scopkeyour employment with Jefferies or any of itbsidiaries or affiliates, to curtail,
limit, or cancel their business with Jefferies stdsidiaries or affiliate:

Notwithstanding the foregoing, following thermination of your employment with Jefferies, ydals be free to purchase stock or other
securities of an organization or business so lanigjia listed upon a recognized securities exchargraded over-the-counter and such
investment does not represent a greater than éveept equity interest in the organization or besin

3. NON-SOLICITATION

A. While you are an employee of Jefferies amdaf period of one year following any terminatidryour employment, you shall not,
directly or indirectly:

i. Solicit, induce, or attempt to influence, any enygle of Jefferies, its subsidiaries or affiliate¢eiominate their employment w
Jefferies, its subsidiaries or affiliates;

ii.  Solicit, hire or retain as an employeemiépendent contractor, or assist any third partiiénsolicitation, hiring, or retention as
an employee or independent contractor, any persanduring the previous 12 months was an employ:
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Jefferies, or any of its subsidiaries or affilial

B. While you are an employee of Jefferies amdafperiod of three months following any termioatdf your employment, you shall not,
directly or indirectly, solicit any customer oredfit of Jefferies, its subsidiaries or affiliateshwivhom you have had contacts or
relationships, directly or indirectly, during andtlin the scope of your employment with Jefferiesoy of its subsidiaries or
affiliates, for the purpose or with the intent afceuraging or inducing such customer or clientudadl, limit, or cancel their busine
with Jefferies, its subsidiaries or affiliatt

4. ACKNOWLEDGMENTS AND REPRESENTATION:

You acknowledge and agree that the time penietérred to in the paragraphs above are reasmaablvalid in duration and scope and in
all other respects. You also represent that yoanitial resources, experience and capabilitieswrie that the enforcement of the foregoing
covenants will not prevent you from earning a livebd, and acknowledge that it would cause Jefesexious and irreparable injury and cost
if you were to use your ability and knowledge imgetition with Jefferies or to otherwise breach abégations contained in this Agreement.
If the scope of any of the restrictions set foftloze are deemed by any arbitration panel, coustteer tribunal to be too broad to permit
enforcement of such restriction to its full extehgen such restriction shall be enforced to theimam extent permitted by law, and you
hereby consent and agree that such scope may ib&jlydmodified accordingly in any proceeding bght to enforce such restriction.

5. WORKS FOR HIRE

You acknowledge and agree that all copyrigktataterial and other intellectual property develbpr prepared for Jefferies by you during
your employment by Jefferies, including withoutiliation (a) all computer software and all elemeahtseof and (b) all invention
improvements, discoveries, designs, documentsptret data (whether or not patentable or copyrigh)anade, developed, or first reduced
to practice by you for Jefferies, whether solelyaantly with others, during the period of your elmpment by Jefferies, are deemed to be
developed and prepared for the sole and exclusnefl of Jefferies, and all copyrightable matesiadll constitute works for hire. Jefferies
shall have all right, title, and interest in suchtearial and shall be the author thereof for allppges under the copyright laws. In the event that
any copyrightable material is deemed not to be wdok hire, you hereby assign such works to Jeféeaind agree, without further
compensation or consideration, to immediately &keh actions to effect such assignment as maydueséed by Jefferies.
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EXHIBIT B

JEFFERIES GROUP, INC.
2003 Incentive Compensation Plan
Restricted Stock Units Agreement

This Restricted Stock Units Agreement (the “Agreattjeconfirms the grant on (the “Grant Date”) by Jefferies Group, Inc., a
Delaware corporation (the “Company”), to (“Employee”) of Restricted Stock Units (the “Unijsthcluding rights to Dividend
Equivalents as specified herein, as follows:

Number granted

How Units Ves:

Settlement

Units

____% of the Units, if not previously forfeited, Wilest on each ¢ , provided that Employee continue:
be employed by the Company or a subsidiary on easting date (each, a “Stated Vesting Date”). lditémh, if not
previously forfeited, the Units will become veststlier upon the occurrence of certain eventsingdo
Termination of Employment to the extent providedbirction 4 of the Terms and Conditions of RestliG®ck
Units attached hereto (the “Terms and ConditioriBRe terms “vest” and “vestinghean that the Units have becc
non-forfeitable, except for forfeitures specifienter Section 7.4 of the Plan. If Employee has anireation of
Employment prior to the Stated Vesting Date anduhis are not otherwise deemed vested by that tedJnits
will be immediately forfeited except as otherwiseypded in Section 4 of the Terms and Conditic

Settlement of vested Units will occur on , or as promptly as possible upon the death or Fextion of
Employment due to the Disability of Employee or meration of Employment by the Company not for Cause
following a Change in Control, except settlemeratlisbe deferred in certain cases in accordance Séittion 8(a) of
the Terms and Conditions (the “Settlement DatebitéJgranted hereunder will be settled by delivafrpne Share
for each Unit being settled (together with any casBhares resulting from Dividend Equivalents)y/Aettlement
required to be made “promptly” under this Agreensll in all cases be made not later than 60 dtgs the event
that triggers such settleme

The Units are subject to the terms and coomitiof the 2003 Incentive Compensation Plan (then', and this Agreement, including the
Terms and Conditions attached hereto. The numbenit$, the kind of shares deliverable in settletdrunits, and other terms relating to
the Units are subject to adjustment in accordaritte Section 5 of the Terms and Conditions and 8adii.3 of the Plan.

Employee acknowledges and agrees that (i)slmé nontransferable, except as provided in Sestif the Terms and Conditions and
Section 9.2 of the Plan, (ii) Units, and certainoamts of gain realized upon settlement of Units,sarbject to forfeiture, whether during
employment or following a Termination of Employmegintthe event Employee fails to meet applicabtpineements relating to non-
solicitation, confidentiality, and related matterish respect to the Company and its subsidiariesadfiliates (together, “Group,” and each
entity included in Group being a “Group Entity”y set forth in Section 7.4 of the Plan
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and (iii) sales of shares delivered in settleméntrits will be subject to the Company’s policiegulating trading by employees if the
recipient is then an employee of the Company.
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IN WITNESS WHEREOF, JEFFERIES GROUP, INC. bassed this Agreement to be executed by its offleeneunto duly authorized,
and Employee has duly executed this Agreement,lighneach has agreed to the terms of this Agreement

Employee JEFFERIES GROUP, INC.

By:

[Employee Name]
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TERMS AND CONDITIONS OF RESTRICTED STOCK UNITS

The following Terms and Conditions apply te ttnits granted to Employee by JEFFERIES GROUP.,, If{tf@ “Company”), and Units (if
any) resulting from Dividend Equivalents, as spedifin the Restricted Stock Units Agreement to \utittese Terms and Conditions are
attached (and of which these Terms and Conditioms & part). Certain terms of the Units, includihg number of Units granted, vesting
date(s) and Settlement Date, are set forth onrénegeding pages, referred to as the Cover Pagese therms and Conditions. The Cover Page
and these Terms and Conditions are collectivelgrrefl to as the “Agreement.”

1. General. The Units are granted to Employee under the Coyip2003 Incentive Compensation Plan (the “PlaA"opy of the Plan
and information regarding the Plan, including doeuts that constitute the “Prospectus” for the Riader the Securities Act of 1933, can be
viewed and printed out from the Company’s secuteiet website, www.corp.jefferies.com (go to Pedpérvices, then to Plan Documents).
All of the applicable terms, conditions and othewisions of the Plan are incorporated by referdrerein. Capitalized terms used in this
Agreement but not defined herein shall have theesas@anings as in the Plan. If there is any cortfisttveen the provisions of this document
and mandatory provisions of the Plan, the provsioithe Plan govern, otherwise, the terms ofdbisument shall prevail. By accepting the
grant of the Units, Employee agrees to be bounallbyf the terms and provisions of the Plan (as@ndly in effect or later amended), the
rules and regulations under the Plan adopted fimm to time, and the decisions and determinatidniseoCompany’s Compensation
Committee (the “Committee”) made from time to tirpegvided that no such Plan amendment, rule orlagign or Committee decision or
determination shall materially and adversely affbetrights of the Employee with respect to thet&ini

2. Account for Employee The Company shall maintain a bookkeeping accourEfoployee (the “Account”) reflecting the number of
Units then credited to Employee hereunder as dtressuch grant of Units and any crediting of dahaial Units to Employee pursuant to
payments equivalent to dividends paid on CommogkStmder Section 5 hereof (“Dividend Equivalents”).

3. Nontransferability . Until Units are settled in accordance with thente of this Agreement, Employee may not sell, fiemassign,
pledge, margin or otherwise encumber or dispoddnits or any rights hereunder to any third partyeotthan by will or the laws of descent
and distribution, except for transfers to a Benaficor as otherwise permitted and subject to threditions under Section 9.2 of the Plan.

4. Termination Provisions. The following provisions will govern the vestiagd forfeiture of the Units in the event of Empleise
Termination of Employment and/or occurrence of astfiermination Forfeiture Event (as defined belowv)less otherwise determined by the
Committee (subject to Section 9(a) hereof):

(a)Death or Disability. In the event of Employee’s death or TerminatibEmployment due to Disability (as defined beloal),Units
then outstanding, if not previously vested, wilhmediately vest, and all Units (if not previouslytkesl) will be settled in accordance with
the settlement terms set out on the Cover Pagmgpéffect to any valid deferral election of Empdgythen in effect. The foregoing
notwithstanding, any distribution resulting fronDaability will be subject to the sirionth delay rule in Section 8(a)(i), if applicabléith
respect to any RSUs which do not constitute a dafef compensation for purposes of Section 409#efinternal Revenue Code (the
“Code"), only a termination elected by the Comparily be deemed a Termination of Employment due isability.
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(b)Retirement or Involuntary Termination by the Compaat for Cause (and not subject to Section 4(dh)he event of Employee’s
Retirement or Termination of Employment by the Camypnot for Cause (other than a Termination noCfause following a Change in
Control), Units not previously vested shall notrthe forfeited provided that Employee executestiesgent agreement and release in ¢
form as may be requested by the Company (and prdviigither that any period of revocation requirgdaw has expired without
Employee exercising his right to revoke his agregrmethe settlement agreement and release), braafier all unvested Units shall be
forfeited if there occurs a Forfeiture Event ptioithe Settlement Date which would have appliethéabsence of such Retirement or
Termination of Employment. Upon such a Retirementermination of Employment, the then-outstandingtt/that are vested at the date
of Termination (if not already settled) and thatdmme vested thereafter will be settled in accordamith the settlement terms set out or
Cover Page, giving effect to any valid deferratétan of Employee then in effect. A “Forfeiture Exéshall be deemed to occur if,
following Employee’s Retirement or Termination etCompany not for Cause, Employee renders serfocesy organization or
engages (either as owner, investor, partner, stddkh employer, employee, consultant, advisodictor) directly or indirectly, in any
business which is or becomes competitive with them@any, its subsidiaries or affiliates, or otheevgaged in conduct violating
Section 7.4(a), 7.4(b) or 7.4(c) of the Plan. Hogretollowing Employee’s Retirement or Terminatimnthe Company not for Cause,
Employee shall be free to purchase stock or otheurties of an organization or business so lonigiadisted upon a recognized securities
exchange or traded over-the-counter and such imezgtdoes not represent a greater than five peecuity interest in the organization or
business.

(c) Termination Following a Change in Controlf, following a Change in Control, Employee’s doyment is terminated not for Cause
by the Company or its successor, all of the theistanding Units not vested at the date of Termamawill immediately vest and will be
settled promptly thereafter, subject to the six-thatelay rule in Section 8(a)(i), if applicablealfChange in Control occurs followed by
Termination of Employment by the Company not fou€aand a determination is made by the Companyants$o Sections 280G and
4999 of the Code that a “golden parachute” ex@sentll be payable in connection with compensatimfEmployee hereunder, Employse’
right to accelerated vesting of the Units upon@hange in Control, to the extent such right resultparachute paymentsag such term |
defined in Code Section 280G), shall be limitethi® extent just necessary to avoid the exciseTtiais. limitation shall be applied in a
manner that maximizes the number of Units as tewhtcelerated vesting can apply (or, stated ceelyerany limitation on acceleration
of vesting shall apply first to those Units witletlengthiest remaining vesting period, which Unitauld result in the highest “parachute
payments”).

(d) Termination by Employee for any Reason or by thegamy for Causdn the event of a Termination of Employment by the
Employee for any reason (other than due to Retinenaeath or Disability) or by the Company for Gaube portion of the then-
outstanding Units not vested at the date of Tertiunawill be forfeited, and the portion of the thentstanding Units that is vested at the
date of Termination (if not already settled) widl bettled on the Settlement Date specified on theeCPage unless forfeited pursuant tc
provisions of Section 7.4 of the Plan, except #mt valid deferral election of Employee shall beegi effect.

(e)Certain Definitions The following definitions apply for purposes bf¢ Agreement, whether or not Employee has an gmpdat
agreement or other agreement with the Companynyoaits subsidiaries or affiliates (the Compamg any subsidiary or affiliate each
being a “Group
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Entity”) containing the same or similar definednest
(i) “Cause” means Employee’s:

Neglect, failure or refusal to timely perform thatids of Employee’s employment (other than by raasfca physical or mental
illness or impairment), or Employee’s gross negiigein the performance of his or her duties;

Material breach of any agreements, covenants grdsentations made in any employment agreemenher agreement with the
Company or any of its subsidiaries or affiliatesimlation of internal policies or procedures as ir effect as of the date such
action is taken, including but not limited to theripany’s Code of Ethics, as amended from timente i

Violation of any law, rule, regulation or by-law afiy governmental authority (state, federal orifprg any securities exchange or
association or other regulatory or self-regulatoogy or agency applicable to Employee, the Compisigubsidiaries or affiliates
or any material general policy or directive of tbtempany, its subsidiaries or affiliates;

Conviction of, or plea of guilty or nolo contendéoe a crime involving moral turpitude, dishonedgtgud or unethical business
conduct, or any felony of any nature whatsoever;

Failure to obtain or maintain any registrationelise or other authorization or approval that Emgeag required to maintain or
that the Company, its subsidiaries or affiliatemsmably believes is required in order for Emplageperform his or her duties,
provided, however, that Employee shall be givertaminotice of any such registration, license deotauthorization or approval
that he or she is required to obtain and a reasempaiod of time to obtain such registration, tise, or other authorization or
approval; or

Willful failure to execute a directive of the boavfidirectors of the Company or any of its subgsidmor affiliates, the Executive
Committee of any of the Company’s subsidiariesffilisies, or Employee’s supervisor (unless suaiective would result in the
commission of an act which is illegal or unethiga)}commission of an act against the directiveuzhsBoard, such Executive
Committee or Employee’s supervisor.

(i) A “Change in Control” shall be deemedhtave occurred if any of the following conditionsabilinave been satisfied after the
Grant Date:

Any person (as defined in section 3(a)(9) of theuiies Exchange Act of 1934, as such term is fiemtlin Section 13(d)), other
than (i) an employee plan established by the Compaany of its subsidiaries or (ii) any group afr@pany employees holding
shares subject to agreements relating to the

16




voting of such shares, becomes a beneficial oveiegtly or indirectly, of more than 51% of the wj stock of the Company;

The consummation of a merger or consolidation ef@ompany with any other corporation or any otmitye or the issuance of
voting securities in connection with a merger ansmlidation of the Company, if the holders of ttenany’s voting securities
immediately prior to such transaction hold in tiggreegate less than a majority of the then outstanddting securities of the
Company (or any successor company or entity) edtith vote generally in the election of the direstof the Company (or such
other company or entity) after such transaction;

The sale or disposition by the Company of all drssantially all of its assets in which one persomore than one person acting
a group acquires assets from the Company thatdéotal gross fair market value equal to more t@¥b of the total gross fair
market value of all of the assets of the Companyédiately prior to such acquisition; or

A change in the composition of the Board of Direstof the Company such that individuals who, athefdate of this agreement,
constitute the Board of Directors of the Compaime (incumbent Board”) cease for any reason to d¢onstat least a majority of
the Board of Directors of the Company; providedybeer, that any individual becoming a member ofBlard of Directors of tt
Company subsequent to the date of this agreemesgendection, or nomination for election by thershalders of the Company,
was approved by a vote of at least a majority efdhectors then constituting the Incumbent Bo#allde considered as if that
individual were a member of the Incumbent Board.

(iii) “Disability” means that Employee has coranced receipt of long-term disability benefits @nthe Company’s long-term
disability policy as in effect at the date of Emy#e’s termination of employment.

(iv) “Retirement” means retirement after attag the age at which an Employee’s age plus hassyef service equals age 62,
provided, however, that (a) Employee has providedramum of 7.5 years of service to the Comparsgysitbsidiaries or affiliates and
(b) such retirement is more than 12 months fromG@hent Date. For this purpose, years of servicH beacredited for each twelve
month period beginning on the date of Employeemmm@ncement of employment with the Company and ch aaniversary thereof
during which the Employee was in active employnwithh the Company. For the avoidance of doubt, Eygdds retirement within
12 months of the Grant Date shall not qualify &esirement hereunder.

(v) “Termination” or “Termination of Employmé&nmeans the event by which Employee ceases toripgoyed by a Group Entity
and immediately thereafter is not employed by agioGroup Entity.

5. Dividend Equivalents and Adjustments
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(a)Dividend Equivalents Subject to Section 5(d), Dividend Equivalentd Wé credited on Units (other than Units that hat televant
record date, previously have been settled or fiadi¢iand deemed reinvested in additional Unitshéoextent and in the manner as follows:

(i) Cash Dividends If the Company declares and pays a dividendgiridution on Shares in the form of cash, thenmalmer of
additional Units shall be credited to Employee’séuant as of the last day of the calendar quarterhich such dividend or distribution
was paid equal to the number of Units creditedhtoAccount as of the record date for such dividendistribution multiplied by cash
amount of the dividend or distribution paid on eacistanding share of Common Stock at such paydast divided by the Fair
Market Value of a share of Common Stock at the dateich crediting; provided, however, that in tase of an extraordinary cash
dividend or distribution the Company may provide $ach crediting at the dividend or distributiorypeent date instead of the last day
of the calendar quarter.

(i) Non-Common Stock Dividendl the Company declares and pays a dividendsiridution on Common Stock in the form of
property other than shares of Common Stock, thewmaber of additional Units shall be credited to Eogpe’'s Account as of the
payment date for such dividend or distribution éqodhe number of Units credited to the Accounbathe record date for such
dividend or distribution multiplied by the Fair Maat Value of such property actually paid as a diwidi or distribution on each
outstanding share of Common Stock at such payreat divided by the Fair Market Value of a shar€ofmmon Stock at such
payment date.

(iif) Common Stock Dividends and Splitsthe Company declares and pays a dividendgiridution on Common Stock in the form
of additional shares of Common Stock, or there rcauforward split of Common Stock, then a numbexdalitional Units shall be
credited to Employee’s Account as of the paymei# & such dividend or distribution or forwardisglqual to the number of Units
credited to the Account as of the record date dchgdividend or distribution or split multiplied ltje number of additional shares of
Common Stock actually paid as a dividend or distrdn or issued in such split in respect of eacistamding share of Common Stock.

(b)Adjustments The number of Units credited to Employee’s Acdairall be appropriately adjusted, in order to predilution or
enlargement of Employee’s rights with respect tatdJor to reflect any changes in the number oftamiding shares of Common Stock
resulting from any event referred to in Section&.8he Plan, taking into account any Units cretlii®@ Employee in connection with such
event under Section 5(a) hereof, and any performanaditions relating to the Units may be likewasfusted in the discretion of the
Committee.

(c)Risk of Forfeiture and Settlement of Units Resglfiom Dividend Equivalents and Adjustmefutrits which directly or indirectly
result from Dividend Equivalents on or adjustmenta Unit granted hereunder and which do not rdeut a dividend or distribution on
Shares in the form of cash shall be subject ts#me risk of forfeiture (including Section 7.4 bétPlan) as applies to the granted Unit
and, if not forfeited, will be settled at the satimee as the granted Unit. Units which directly mdirectly result from Dividend Equivalents
on or adjustments to a Unit granted hereunder dridharesult from an ordinary dividend or distrilmrtion Shares in the form of cash shall
not be subject to forfeiture and will be settledhet same time as the granted Unit (or if the
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granted Unit is forfeited, then at the time thengea Unit would have been settled if it were nafdited). Units which directly or indirectly
result from Dividend Equivalents on or adjustmenta Unit granted hereunder and which result fronextraordinary dividend or
distribution on Shares in the form of cash shalless otherwise determined by the Company at the ¢f such extraordinary dividend or
distribution, be subject to the same risk of fdtfeg (including additional forfeiture terms of Secot7.4 of the Plan) as applies to the
granted Unit and, if not forfeited, will be settlatithe same time as the granted Unit.

(d)Changes to Manner of Crediting Dividend Equivalenthe provisions of Section 5(a) notwithstandimg, €ompany may vary the
manner and timing of crediting dividend equivaleiotsadministrative convenience, including, for eyae, by crediting cash dividend
equivalents rather than additional Units.

6. Additional Forfeiture ProvisionsEmployee agrees that, by signing this Agreementaacdpting the grant of the Units, the forfeiture
conditions set forth in Section 7.4 of the Planlisigply to all Units hereunder and to gains readizipon the settlement of the Units.

7. Employee Representations and Warranties and Releasga condition to any non-forfeiture of the Unita after Termination of
Employment and to any settlement of the Units,Gbenpany may require Employee (i) to make any repradion or warranty to the
Company as may be required under any applicabl@tawgulation, to make a representation and wiyitiiat no Forfeiture Event has
occurred or is contemplated, and that otherwiseghairements of Section 7.4(d) of the Plan andi®ed@ above have been met, and (ii) to
execute a release of claims against the Compasinaiefore the date of such release, in such &mmay be specified by the Company.

8. Other Terms Relating to Units

(a)Deferral of Settlement; Compliance with Code Sectio9A. Settlement of any Unit, which otherwise would arcat the Settlement
Date, will be deferred in certain cases if anch® éxtent Employee is permitted to participatéhan $tock Option Gain and Stock Award
Deferral Program or otherwise permitted to deferlmits and Employee makes a valid deferral elaatdating to the Units. Deferrals,
whether elective or mandatory under the termsisfalgreement, shall comply with requirements urfdede Section 409A. Deferrals will
be subject to such other restrictions and terrmasbe specified by the Company prior to defettas. understood that Code Section 4(
and regulations thereunder may require any eledgferral to comply with Section 409A(a)(4)(C). @tlprovisions of this Agreement
notwithstanding, under U.S. federal income tax lawd Treasury Regulations (including proposed i@gris) as presently in effect or
hereafter implemented, with respect to Units othan those which are excluded from being deemeerdd$ of compensation under 409A
( note: in some cases the final tranche may quadifisfich an exclusioh(i) a distribution in settlement of Units to Erogke triggered by
Termination of Employment will occur only if the eination constitutes a “separation from servicéhim the meaning of Code
Section 409A(a)(2)(A)(i) and, if at the time of suseparation from service Employee is a “specifieghloyee” under Code Section 409A
()(2)(B)(i) and a delay in distribution is requdr order that Employee will not be subject t@a penalty under Code Section 409A, such
distribution in settlement of Units will occur diet date six months after Termination of Employmand (ii) any rights of Employee or
retained authority of the Company with respect totéJhereunder shall be automatically modified Bméted to the extent necessary so
that Employee will not be deemed to be in consivaateceipt of income relating to the Units priorthe distribution and so that Employee
shall not be subject to any penalty under Codei@edD9A. Other provisions of this
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Agreement notwithstanding, if a separation fronvieeroccurs within less than six months beforefiked date specified as the Settlement
Date and the six-month delay rule would apply se@lement triggered by such separation from sertie settlement will not be made
based on the separation from service, but insteadettlement shall be made based on the fixedsgatgfied as the Settlement Date.

(b)Fractional Units and SharesThe number of Units credited to Employee’s Acdahall include fractional Units calculated to at
least three decimal places, unless otherwise detedy the Committee. Unless settlement is eftetiteough a broker or agent that can
accommodate fractional shares (without requirisgasce of a fractional share by the Company), setittement of the Units Employee
shall be paid, in cash, an amount equal to theevafany fractional share that would have othernbisen deliverable in settlement of such
Units.

(c) Tax Withholding Employee shall make arrangements satisfactottyet@Company, or, in the absence of such arrangeme@roup
Entity may deduct from any payment to be made tpleyee any amount necessary, to satisfy requiresrarfederal, state, local, or
foreign tax law to withhold taxes or other amounith respect to the lapse of the risk of forfeit(irecluding FICA due upon such lapse) or
the settlement of the Units. Unless Employee hadensaparate arrangements satisfactory to the ComffenCompany may elect to
withhold shares deliverable in settlement of thét$Jnaving a fair market value (as determined leyGommittee) equal to the amount of
such tax liability required to be withheld in cortien with the settlement of the Units, but the Qamy shall not be obligated to withhold
such Shares. The Company may specify a reasonasttige (for example, 90 days before the Settledait) by which separate
arrangements must be made for payment of withhglt#ires other than through withholding of shares.

(d)StatementsAn individual statement of Employee’s Accounthaié issued to Employee at such times as may leerdeted by the
Company. Such a statement shall reflect the numibgnits credited to Employeg’Account, transactions therein during the perimeecec
by the statement, and other information deemedaalby the Committee. Such a statement may be ic@ahbvith or include information
regarding other plans and compensatory arrangerfmmgsployees. Employee’s statements shall be ddexpart of this Agreement, and
shall evidence the Company'’s obligations in respéttnits, including the number of Units creditexlaaresult of Dividend Equivalents (if
any). Any statement containing an error shall hotyever, represent a binding obligation to the mixéé such error, notwithstanding the
inclusion of such statement as part of this Agregme

9. Miscellaneous.

(a)Binding Agreement; Written Amendmentsis Agreement shall be binding upon the heixecators, administrators, and successors
of the parties. This Agreement and the Plan, ayddaferral election separately filed with the Compaelating to this Award, constitute
the entire agreement between the parties with ot$pehe Units, and supersede any prior agreentgrdiecuments with respect thereto.
No amendment, alteration, suspension, discontionatir termination of this Agreement which may irep@ny additional obligation upon
the Company or materially impair the rights of Eoyale with respect to the Units shall be valid usiieseach instance such amendment,
alteration, suspension, discontinuation, or termdmais expressed in a written instrument duly exed in the name and on behalf of the
Company and, if Employee’s rights are being mallgrimpaired, by Employee.
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(b)No Promise of Employmerithe Units and the granting thereof shall not caouistior be evidence of any agreement or understgy
express or implied, that Employee has a right tttinae as an officer or employee of the Companyafor period of time, or at any
particular rate of compensation.

(c)Unfunded Plan Any provision for distribution in settlement ofrfployee’s Account hereunder shall be by means oklk&eping
entries on the books of the Company and shall reatte in Employee or any Beneficiary any rightaioclaim against any, specific assets
of the Company, nor result in the creation of amgttor escrow account for Employee. With respeetrty entittement of Employee or any
Beneficiary to any distribution hereunder, Emplopesuch Beneficiary shall be a general creditahefCompany.

(d)Governing Law THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUEIN ACCORDANCE WITH THE LAWS
OF THE STATE OF NEW YORK WITHOUT GIVING EFFECT TO@NFLICTS OF LAWS PRINCIPLES.

(e)Legal ComplianceEmployee agrees to take any action the Companypmabaly deems necessary in order to comply withriddend
state laws, or the rules and regulations of the Mevk Stock Exchange, FINRA, or any other stockrettge, or any other obligation of
Company or Employee relating to the Units or thigeement.

(f) Notices. Any notice to be given the Company under thise®gnent shall be addressed to the Company at 52&Meadvenue, 12th
Floor, New York, NY 10022, attention: Corporate f&¢ary, and any notice to the Employee shall beesied to the Employee at
Employee’s address as then appearing in the recottie Company.
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[Name]
[Address]

Dear[Name]:

EXHIBIT C
[Date]

This letter agreement and release (the “Agreemewotijirms our understanding and agreement withrcetgathe termination of your
employment with Jefferies & Company, Inc. (the “Gmamy”):

1. Your employment with the Company was teated effectivgTermination Date] .

2. Your total and final payment and benefitsf the Company shall be as follows:

(a) Regardless of whether you sign tlase&ment:

(i)
(ii)

(iii)

(iv)

v)

You have received your regular salary on a norraglgeriod cycle through and ur[Termination Date] .

Your comprehensive life, accidental deattd dismemberment and long and short term disabiturance benefits and all
other benefits ceased as[6érmination Date] . You may have conversion privileges under sombede benefits progran
Please contact People Services for det

Except as provided in Section 2(b)(ii), your cage under the Company’s group medical and deméarance programs will
cease as dDate] . You may be eligible for continued coverage urtiese programs pursuant to COBRA at your own
expense. Specific information regarding COBRA ammdition will be sent to you separate

You ceased participating in the Compam04.(k), profit-sharing, pension, ESOP, stock pusehalan, restricted stock award
plan, deferred compensation plan and all similanglin which you participated or for which you weligible as of
[Termination Date] . You retain your right to vested benefits you haaened and are entitled to, if any, through
[Termination Date] . Specific information concerning those plans iriclihyou participated will be forwarded to you
separately

You will be reimbursed for all approved asathorized out-of-pocket expenses incurred thrahgtdate of termination of
your
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employment provided that you submit appropriateudoentation by no later than X da

(b) Provided that you execute this Agreatby[Termination Date + 21 days]and do not revoke it as provided in paragraph t8,ia
consideration for your waiver and release in paplyrd(a) below,

()

(ii)

(iii)

(iv)

The Company will provide you with a lumprsypayment of $___ .00 (the “Separation Payment8g Eatutory deductions
for all applicable federal and state taxes andhuaitting. The Separation Payment includes, but {dimited to, any
severance payment to which you might otherwise lh@es entitled pursuant to Company policy, anddisgretionary
bonuses awarded to you through the effective dateeaermination of your employment. The Separaffayment shall be
made at the times specified in Section 2(c) be

You will be covered under the Company’sgp medical and dental insurance thro{lgate] . Thereafter, you may be
covered under COBRA. This continued coverage §ifiate] shall be available at your own expense. This coetin
coverage shall be subject to and in accordancethdthierms of the documents governing the prog

The [insert number] of restricted stock unitsngeal to you on [insert commencement date of empémthwhich remained
unvested as of the date of termination of your eyplkent are vested as of the effective date ofAljikement and shall be
distributed to you in accordance with the Restdc®ock Units Agreement executed by you on [indaté].

The following grants of restricted stockdarestricted stock units (“RSUs”) of Jefferies @uolnc. will not be forfeited upon
the termination of your employment, but will conteto vest in accordance with the terms and canditset forth in the
Restricted Stock Agreement and the Restricted StiekAgreements governing those grants subjetiiedollowing. The
restricted stock and the RSUs will continue to yeevided (a) there is no breach of the terms amdlitions of the
Restricted Stock Agreement or the Restricted Stk Agreements and (b) the conditions set fordéréin for the continued
vesting of the restricted stock and the RSUs ameptied with through the respective vesting datethefrestricted stock and
the RSUs. For the avoidance of doubt, if therek®deiture Event as defined in the Restricted Stdgreement or the Terr
and Conditions of Restricted Stock Units (includmg not limited to your going t
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work for a competitor of the Company) priorthe time the restricted stock and the RSUs dasdrerein have fully vested,
all restricted stock and RSUs which have not ysteet as of the date of such Forfeiture Event velfdrfeited. You
acknowledge and agree that you are responsibkaégpayment of all taxes and withholding on the RSblares which have
vested and/or are distributed to you. Provided ttiatonditions set forth herein are complied wiitle, restricted stock and
RSUs which are eligible to continue to vest aréodews:

[Insert details of additional RSU/restricted starhnts that allow for continued vesting upon a teation of employment n
for Cause

(c) Each element of the Separation Paynireciuding any portion representing severancehah you would have been entitled under
any Company policy, any bonus payment, and anyr gibition of the Separation Payment, shall be deeangeparate payment for purposes
of Section 409A of the Internal Revenue Code (“499A&hese portions comprising the Separation Paynterthe maximum extent
permissible under 409A without resulting in tax akies to you, will be paid ten days after this Agiment becomes effective in accordance
with paragraph 19. [For this purpose, howebeGause the following three conditions are méhose portions of the Separation Payment
constituting a “deferral of compensation” as spedibelow will be paid on the first business dayhaf seventh calendar month after your
“separation from service” as defined in Treasurgitation § 1.409A-1(h) (this is referred to as thi&-month delay” below):

(i) Atthe time of your separation from servigau were a “specified employee” as defined und&Ad(including Treasury Regulation §

1.409A-1(i))

(i)  Atthe time of your separation from semj¢he stock of the Company was publicly trade@omstablished securities market or
otherwise

(iii) A portion of the Separation Payment, in the ama@fi$___, constitutes a “deferral of compensatismbject to 409A. For this
purpose

. Any portion of the Separation Payment deemedlgaysolely due to involuntary separation from segwthat qualifies as a
“short-term deferral” under Treasury Regulation.£0BA-1(b)(4) will not be deemed a “deferral of quensation” and shall be

paid without the si-month delay

. Any portion of the Separation Payment deemedlgaysolely due to involuntary separation from seguiip to the limit
specified in Treasury Regulation § 1.409A-1(b)(9)will not be deemed a “deferral of compensatiamt shall be paid witho
the si>-month delay

. Any portion of the Separation Payment, whetherairseparation from service is involuntary, uphe limit specified in

Treasury Regulation § 1.409Kb)(9)(v)(D) (if this limited exclusion is not alipd to payments apart from this Agreement)
not be deemed*“deferral of compensati” and may be paid without the -month delay
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. Any portion of the Separation Payment that magxhsuded from being deemed a “deferral of compgmsaunder any other
applicable Treasury Regulation or Internal ReveBersice guidance may be paid without themonth delay

If the six-month delay is applicable to any payméme payment shall be accelerated upon the yathdhiring the six-month delay period
but not for any other reason. For purposes ofAgieement, any payment that is not excluded fromdgodeemed a “deferral of
compensation” under 409A shall be payable only uptseparation from service” as defined in Treadiegulation § 1.409A-1(h) or, if the
six-month delay applies, the specified date attls@smonths after such separation from servicey éither payments or benefits under this
Agreement shall be paid at the times specifiedihgexcept that the rules set forth above shallyafipsuch payments and benefits (in
addition to their application to Separation Payragab that such payments and benefits will notrbgiged during the six months following
separation from service to the extent necessargnmply with applicable requirements under Treafegulation § 1.409A-1(i)(2) (without
affecting the timing of payments and benefits tpb®mvided after such six-month delay period).]

(d) You understand and agree that the fi2my does not make any representations and isoeiding any advice regarding the
taxation of the payments hereunder, including lmtiftimited to taxes, interest and penalties und&Adand similar liabilities under state tax
laws. No indemnification or gross-up is payableenttiis Agreement with respect to any such taxrest, penalty or similar liability, and no
interest is payable on any payment or benefit wiidubject to a six-month delay hereunder. Yoelwerelease the Company from any and
all claims related to the imposition of taxes oa &mounts payable hereunder and hold the Compamjdss in the event of any claims made
against you related to taxes due upon the amouaytshe hereunder.

(e) The terms of this Agreement relato@ deferral of compensation or compensation eedurom being a deferral under 409A,
including any authority of the Company and youhtgwith respect thereto, shall be limited to thiesens permitted under 409A, and any
terms not permitted under 409A shall be modified Bmited to the extent necessary to conform wil84 but only to the extent that such
modification or limitation is permitted under 40@Ad the regulations and guidance issued thereunder.

3. You understand and agree that you areviegetompensation, payments and/or benefits urdertgreement which are in excess of
those to which you are now or in the future magbttled from the Company or Releasees (as defmedragraph 4(c) below). You further
understand and agree that the foregoing considerptovided to you under the terms of this Agreenein addition to anything of value to
which you are otherwise entitled. You representrarg and acknowledge that the Company or Reledasedefined in paragraph 4(c) belc
owe you no wages, commissions, bonuses, sick gagopal leave pay, severance pay, vacation pagther compensation or payments or
form of remuneration of any kind or nature, othert that specifically provided for in this Agreerhen
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4. In exchange for the compensation, payméeisefits and other consideration provided to yortspant to this Agreement, you agree as
follows:

(a) To the fullest extent permitted by Jgou waive, release and forever discharge thefamy and Releasees (as defined in paragrapt
4(c) below) from any and all legally waivable claingrievances, injuries, controversies, agreemeats&gnants, promises, debts, accounts,
actions, causes of action, suits, arbitrations,ssafimoney, wages, attorneys’ fees, costs, damagesy right to any monetary recovery or
any other personal relief, whether known or unknowiaw or in equity, by contract, tort, law ofit or pursuant to federal, state or local
statute, regulation, ordinance or common law, wigich now have, ever have had, or may hereafter, teszd upon or arising from any fact
or set of facts, whether known or unknown to yeoant the beginning of time until the date of exesntof this Agreement, arising out of or
relating in any way to your employment relationsiith the Company and Releasees or other assatgatidh the Company and Releasees
or any termination thereof. Without limiting thergality of the foregoing, this waiver, released discharge includes any claim or right
based upon or arising under any federal, stateaa fair employment practices or equal opportuldtys, including, but not limited to, the
Age Discrimination in Employment Act (29 U.S.C. 8en 621, et seq.) (“ADEA"), the Older Workers’ Befits Protection Act, the
Rehabilitation Act of 1973, the Worker AdjustmentaRetraining Notification Act, 42 U.S.C. Sectio®8l, Title VII of the Civil Rights Act
of 1964, the Equal Pay Act, the Employee Retireneciame Security Act (“ERISA”) (including, but nbmited to, claims for breach of
fiduciary duty under ERISA), the Americans With Bliglities Act, the Sarbanes-Oxley Act, the New Y&tlate Human Rights Law, the New
York State Constitution, the New York Labor Lawe thew York Civil Rights Law, the New York City Huma&ights Law, the New York
Executive Law]add any other relevant state laws] including all amendments to any of the foregoing.

(b) Notwithstanding the generality of foeegoing, nothing herein constitutes a releasgaiver by you of: (i) any claim or right you
may have under COBRA,; (ii) any claim or right yoayrhave for unemployment insurance benefits or \WierkCompensation benefits;
(iii) any claim or right that may arise after theseution of this Agreement; (iv) any claim or rigltu may have under this Agreement; or
(v) any vested benefits under the written terma qgtialified employee pension benefit plan.

(c) For purposes of this Agreement, grent“the Company and Releasees” includes the Coyngiath the Company’s parents,
subsidiaries, related companies, partnershipsa@nthjentures, predecessors, and successors, &hdegpect to each such entity, all of its
past and present employees, officers, directoesesiolders, owners, representatives, agents, ay®rassigns, insurers, employee benefits
plans and such plans’ administrators, fiduciatiestees, record keepers and service providerseaci of its and their respective successors
and assigns, each and all of them in their persaméirepresentative capacities, and any other pei@oentities acting on behalf of any of
these persons or entities.

5. Nothing contained in this Agreement shalldeemed to constitute an admission or evidenaeyfvrongdoing or liability on the part of
you or the Company or Releasees,
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of any violation of any federal, state or municipttute, regulation or principle of common lawequity. The Company expressly denies any
wrongdoing of any kind in regard to your employmenyour termination.

6. Subject to paragraph 10 below:

(a) You agree to maintain in confidennd aot publish, release or in any manner disclbseAgreement and all attachments hereto
terms of this Agreement, or any communicationstirgdato the execution of this Agreement; howeveu ynay discuss the terms of this
Agreement with your attorney, your financial advssand your immediate family members, provided yoat shall be responsible for any
breach of confidentiality by any such individuals.

(b) Unless you shall first secure the @any’s written consent, you shall not directly mdirectly publish, disclose, market or use, or
authorize, advise, hire, counsel or otherwise pmeamy other person or entity, directly or indilgcto publish, disclose, market or use, any
trade secrets, proprietary computer software angrpms, and other confidential and proprietaryrimation and materials of or about the
Company and Releasees and their operations ansho®ist, including any confidential and proprietarfprmation and materials of which y
became aware or informed during your employmertt thie Company (“Company Proprietary Informatior8uch Company Proprietary
Information is and shall continue to be the exslegiroprietary property of the Company and Releasee

7. You represent that you have returned tadCbapany any and all original and duplicate copieall your work product and of files,
calendars, books, records, notes, notebooks, cestists and proposals to customers, manuals, ctangisks, diskettes and any other
magnetic and other media materials you have in possession or under your control belonging tadbmpany or Releasees or containing
confidential or proprietary information concernitigg Company or Releasees or their customers oatipes (“Company Information”).

8. You acknowledge and agree that, by virtfula® various positions that you have held with@wempany and Releasees, your assistance
may be required, whether in connection with forerainformal investigations, court proceedings, ations and other forms of actions, and
whether by the Company and Releasees or any thitg.rherefore, you agree to provide such asgistémthe Company or Releasees in
connection with such investigations, proceedingsifrations and actions as may be requested ofrgon time to time.

9. You agree to perform all acts and execantedeliver any documents that may be reasonablgssacy to carry out the provisions of this
Agreement.

10. Notwithstanding the foregoing, you undamstthat nothing in this Agreement shall prohibitestrict any party or such party’s
attorneys from their rights to: (i) make any distlce of relevant and necessary information or desumin any action, investigation, or
proceeding relating to this Agreement, or as regliby law or legal process; or (ii) participatepperate, or testify in any action,
investigation, or proceeding with, or provide infation to,
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any governmental agency or legislative body, atfyregulatory organization, or the Company’s LeB&partment; providethat, to the
extent permitted by law, upon receipt of any sulmoeourt order or other legal process compellirgdisclosure of any such information or
documents, the disclosing party gives prompt writietice to the other party so as to permit sublergparty to protect such party’s interests
in confidentiality to the fullest extent possib¥ou acknowledge and agree, however, that shouldy@uny person, organization, or entity
file, charge, claim, sue, or cause or permit tdiled any action, investigation, or proceeding iaigsout of or related to your employment or
termination of employment with the Company, purguamparagraph 4(a), you waive any right to anyspeal or monetary relief in any such
action, investigation, or legal proceeding.

11. This Agreement may not be changed oralig, no modification, amendment or waiver of anghefprovisions contained in this
Agreement, nor any future representation, promisndition in connection with the subject mattéthis Agreement shall be binding upon
any party hereto unless made in writing and signesluch party.

12. In the event you breach any of the prowvisiof paragraphs 6 through 9 of this Agreementi,agree that the Company will be entitled
to all appropriate remedies and damages, incluidirignot limited to seeking the return of all comgation, payments and benefits provided
for in this Agreement. You recognize that money dges will not be adequate to compensate the Comgraiyprotect and preserve the
status quo. Therefore, you expressly consent tisluance of a temporary restraining order andfmebminary injunction, by any court or
arbitral forum of competent jurisdiction to protibie breach of those provisions of this Agreement.

13. Except as provided in paragraph 12 of Agigeement, any controversy or claim arising oubiofelating to your employment or this
Agreement will be settled by arbitration before RINin accordance with its rules. The award rendémeatbitration shall be final and
binding, and judgment upon the award entered byath#rator(s) may be entered in any court of campigjurisdiction. In addition, you agree
to stipulate, upon request by the Company, to expetiearing procedures for such arbitration. Yoknawledge that a court or an arbitration
panel can issue an injunction to maintain the stgtio pending the outcome of any arbitration prdicggthat may be initiated, and further,
that the propriety of temporary and preliminaryimjtive relief will be decided by a court and ngtam arbitration panel should the Company
in its sole discretion elect to seek such reliefonrt. This arbitration agreement applies (butdslimited) to statutory discrimination,
harassment, retaliation and whistleblower claimngenTitle VII of the Civil Rights Act of 1964, theDEA, the Americans with Disabilities
Act, or any other federal, state or local discriation, wage payment, whistleblower or fair employtygractices law, statute or regulation, or
common law rules. You understand and agree thantsring into this agreement, you are waiving aglgtrto file a lawsuit or to have a jury
trial over any claim covered by this agreement, régiyt to bring or litigate any such claim as asslar collective action, and any right to ac
a class representative or to participate as a medilzeclass of claimants with respect to any stlahm.
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14. This Agreement shall be subject to ancegoed by and interpreted in accordance with the lefithe State of New York without
regard to conflicts of laws principles. This Agresmhcontains the entire agreement between us gradsmdes and terminates any and all
previous agreements between us, whether writtemadr All prior and contemporaneous discussionsragbtiations have been and are
merged and integrated into, and are superseddatibyAgreement.

15. In the event that, any one or more prowisi(or portion thereof) of this Agreement is hildbe invalid, illegal or unenforceable for any
reason, you and the Company agree that the relgvawision (or portion thereof) shall be constraednodified so as to provide the
Company with the maximum protection that is lawdnot enforceable, consistent with the intent ofGloenpany and you in entering into this
Agreement. If the relevant provision (or portioerof) cannot be construed or modified to rendiemful and enforceable, the unlawful or
unenforceable provision shall be construed as ndyras possible and shall be severed from the nedesiof the relevant provision(s) and the
remainder of this Agreement shall be given fulckoand effect. Notwithstanding the foregoing, & thaiver and release of claims set forth in
paragraph 4 is held to be invalid, illegal or urenéable, the Company shall be relieved of itsgattions under paragraph 2(b).

16. This Agreement shall inure to the berefiind shall be binding upon (a) the Company,utessors and assigns, and any company
with which the Company may merge or consolidatmavhich the Company may sell all or substantiallyof its assets and (b) you and your
executors, administrators, heirs and legal reptatigas. You may not sell or otherwise assign yghts, obligations, or benefits under this
Agreement and any attempt to do so shall be void.

17. All notices in connection with or provides under this Agreement shall be validly givemuaide only if made in writing and delivel
personally or mailed by registered or certified Inr&iturn receipt requested, postage prepaid,g@@énty entitled or required to receive the
same, as follows:

If to you, addressed to:
[Name/Address]
If to the Company, addressed to:

Judith Kester

Jefferies & Company, Inc.

11100 Santa Monica Blvd, 11th Floor
Los Angeles, CA 90025

or at such other address as either party may detsigo the other by notice similarly given. Notit®ll be deemed to have been given upon
receipt in the case of personal delivery and uperdate of mailing in the case of mail.

18. You acknowledge and agree that:
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(a) The Company advises you to constit an attorney before signing this Agreement.

(b) You have obtained independent ledalce from an attorney of your own choice with resipto this Agreement, or you have
knowingly and voluntarily chosen not to do so.

(c) You have entered into this Agreemerdwingly and voluntarily.
(d) You have read and understand thiseeAgreement.

(e) Changes to the Company’s offer comtdiin this Agreement whether material or immatevifi not restart the twenty-one (21) day
consideration period provided for in paragraph 2@pw.

(f) In exchange for your waivers, releaaad commitments set forth herein, including ywaiver and release of all claims arising ur
the ADEA, the payments, benefits and other conatters that you are receiving pursuant to this &grent exceed any payment, benefit or
other thing of value to which you would otherwisedntitled, and are just and sufficient considerator the waivers, releases and
commitments set forth herein

19. You further acknowledge and agree:

(a) You have been afforded at least tywemie (21) days in which to consider this Agreem¥ou acknowledge that, if you electto s
this Agreement, the executed Agreement must beneduto the Company by U.S. mail postmarked orefore the twenty-first day after you
receive this Agreement to Judith Kester, at theesklindicated above. If the twenty-first day refeed above falls on a Saturday, Sunday, or
holiday, the 21-day time limit shall be extendedtte next business day.

(b) Once you have signed the Agreement,will then be permitted to revoke this Agreematnny time during the period of seven
(7) days following its execution by delivering todith Kester at the address indicated above aemriibtice of revocation. If you wish to
revoke this Agreement, the notice of revocationtesreceived by the Company no later than thetleigay following your execution of this
Agreement. If the seventh day referenced above falla Saturday, Sunday, or holiday, the 7-day kimié shall be extended to the next
business day. This Agreement will not be effectivenforceable and no benefits shall be providedureler unless and until the seven-day
revocation period has expired without your havirgreised your right of revocation.

(c) In the event that you fail to execatel return this Agreement on a timely basis, ar gwecute and then elect to revoke this
Agreement, this Agreement will be of no force deef, and neither you nor the Company will have aglyts or obligations hereunder.

If this Agreement conforms to your understandind snacceptable to you, please indicate your ageeeiy signing and dating the enclosed
copy of this Agreement in the space provided
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below and returning the executed Agreement to thmgany as provided in paragraph 19 above. You sigstthis Agreement before a
notary. If you cannot locate a notary, please adntee and | will arrange either to have a notagspnt in my office when you wish to sign
will give you an address at another Company locatibere notaries are available.

Sincerely,

JEFFERIES & COMPANY, INC.

By:
Company Representative
Title
ACCEPTED AND AGREED:
[Name] Date
State of
County of
On this ___ day of , before me persoraipelName] to me known and known to me to be the person desttin and who

executed the foregoing Agreement, §ine/she]duly acknowledged to me thiite/she]executed the same.

Notary Public

My commission expires:
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EXHIBIT 12.1

JEFFERIES GROUP, INC. AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Amounts in thousands, except for per share amounys

Year Ended December 3

2007 2006 2005 2004 2003
Fixed Charges
Interest expense on lo-term indebtednes $105,22: $ 84,04« $ 47,66¢ $ 40,25¢ $ 23,98°
Interest portion of rent expen 16,81« 14,46¢ 11,65! 9,43 7,63¢€
Total fixed charge $122,03! $ 98,51 $ 59,32: $ 49,69: $ 31,62
Earnings:
Earnings before income taxes, minority interest, an
cumulative effect of change in accounting princ $245,73: $348,65- $268,40° $226,98¢ $144,53:
Total fixed charge 122,03! 98,51 59,32: 49,69: 31,62:
Total earning: $367,76¢ $447,16° $327,72¢ $276,68. $176,15¢
Ratio of Earnings to Fixed Charges 3.C 4.t B3 5.€ 5.€

(1) The ratio of earnings to fixed charges is pated by dividing (a) income from continuing op@as before income taxes plus fixed
charges by (b) fixed charges. Fixed charges cookiaterest expense on all long-term indebtedaesisthe portion of operating lease
rental expense that is representative of the istéaetor (deemed to be c-third of operating lease rental






Subsidiaries of Jefferies Group, Inc.

(excludes certain subsidiaries pursuant to ltemd®egulation S-K)

Name

Jefferies & Company, In

Jefferies Asset Management, LI
Jefferies Asset Management (Zurit
Jefferies Asset Management Japan Lin
Jefferies Execution Services, It
Jefferies Finance, LLt

Jefferies Financial Products, LL
Jefferies High Yield Holdings, LL(
Jefferies High Yield Trading, LL(
Jefferies International Limite

Jefferies International (Holdings) Limite

Jefferies Investment Management Limi

Place of Formation / Incorporatio
Delaware
Delaware
Switzerland
England & Wale:
California
Delaware
Delaware
Delaware
Delaware
England & Wale:
England & Wale:

England & Wale:
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Exhibit 23

Consent of Independent Registered Public Accouriinm

The Board of Directors and Stockholders
JEFFERIES GROUP, INC.:

We consent to the incorporation by reference inRbgistration Statements No. 333-84079 dated July 299, and No. 333-107014 dated
July 14, 2003, on Form S-8, No. 333-74723 on Forh) No. 333-81354 dated January 24, 2002, and B®-187032 dated July 15, 2003 ¢
August 22, 2003, on Form S-3, No. 333-130325 dBtecember 14, 2005 on Form S-3ASR, and No. 001-1daded April 20, 1999 on
Form 10 of Jefferies Group, Inc. of our reportsedaEebruary 28, 2008, with respect to the consigdiatatements of financial condition of
Jefferies Group, Inc. and subsidiaries as of Deegr8lh, 2007 and 2006, and the related consolidd&#dments of earnings, changes in
stockholders’ equity, cash flows and comprehenisigeme for each of the years in the three-yeaiopeznded December 31, 2007, and the
effectiveness of internal control over financighogting as of December 31, 2007, which reports appethe December 31, 2007 annual
report on Form 10-K of Jefferies Group, Inc. Oyyae with respect to the Consolidated Financiate3teents refers to a change in 2006 in
accounting for share-based payments.

/s KPMG LLP

KPMG LLP

New York, New York
February 28, 2008






Exhibit 31.1

RULE 13a-14(a)/15d-14(a)
CERTIFICATION BY CHIEF FINANCIAL OFFICER

I, Peregrine C. Broadbent, certify that:
1. | have reviewed this annual report on Form 16fKefferies Group, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and prresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b)  Designed such internal control over finahm@gorting, or caused such internal control ovweariicial reporting to be designed under
our supervision, to provide reasonable assuram@ding the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presentad report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internaratsnover financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Date: February 28, 2008 By: /s/ Peregrine C. Broadber
Peregrine C. Broadber
Chief Financial Officer







Exhibit 31.2

RULE 13a-14(a)/15d-14(a)
CERTIFICATION BY CHIEF EXECUTIVE OFFICER

I, Richard B. Handler, certify that:
1. | have reviewed this annual report on Form 16fKefferies Group, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and prresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b)  Designed such internal control over finahm@gorting, or caused such internal control ovweariicial reporting to be designed under
our supervision, to provide reasonable assuram@ding the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presentad report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors persons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internaratsnover financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Date: February 28, 2008 By: /s/ Richard B. Handler
Richard B. Handler
Chief Executive Officer







Exhibit 32

Rule 13a-14(b)/15d-14(b) and Section 1350 of Title8 U.S.C.
CERTIFICATION BY THE CHIEF EXECUTIVE OFFICER AND CH IEF FINANCIAL OFFICER

I, Richard B. Handler, Chief Executive Officand |, Peregrine C. Broadbent, Chief Financidid®f, of Jefferies Group, Inc, a Delaware
corporation (the “Company”), each hereby certifas;suant to 18 U.S.C. section 1350, as adoptezslpat to section 906 of the Sarbanes-
Oxley Act of 2002, that to my knowledge:

(1) The Company'’s periodic report on Form 1@Kthe year ended December 31, 2007 (the “ForsK)Gully complies with the
requirements of Section 13(a) or 15(d) of the S&esrExchange Act of 1934; and

(2) The information contained in the Form 10aily presents, in all material respects, thaficial condition and results of operations of
the Company.

x ok %
CHIEF EXECUTIVE OFFICEF CHIEF FINANCIAL OFFICER
/s/ Richard B. Handle /sl Peregrine C. Broadbe
Richard B. Handle Peregrine C. Broadbe
Date: February 28, 20( Date: February 28, 20(

A signed original of this written statemenqueed by Section 906 has been provided to Jeff&Bimup, Inc. and will be retained by
Jefferies Group, Inc. and furnished to the Seasitind Exchange Commission or its staff upon reques



