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Fellow Shareholders,

2008 was the most challenging year in the financial
services industry since the Great Depression. While
Jefferies recorded the poorest performance in our
47-year history, we managed to endure this difficult
period and enable our firm to enter 2009 with a strong
financial position and a unique long-term potential to
capitalize on the carnage that is ravaging our industry.

First, we are in our best competitive position ever due to
both our own aggressive efforts to respond to the new
reality and the severe pain inflicted on many of our
competitors. Second, we enter 2009 with our best
opening balance sheet ever in terms of both capital and
liquidity. Third, we made meaningful changes to our cost
structure which should increase our flexibility going
forward. Fourth, our firm has never been better
diversified as we added several important new business
lines that leverage our core platform. Finally, Jefferies
has never waivered from our roots as a client-focused
Wall Street firm, and the opportunity to serve our
customers and clients remains immense.

We survived the extreme events of 2008 because we
enhanced our already-strong capital and liquidity
positions. We avoided assets we did not understand,
operated with modest leverage built on the foundation
of a solid long-term capital base, did not shift our focus
to a balance sheet-driven or proprietary trading-driven
model, and relied on the quality and capabilities of our
people. Nobody knows what 2009 will bring, but we are
cautiously optimistic as we believe our full-service Wall
Street model remains extremely viable and is
appreciated and needed by our customers and clients.
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SURVIVING AN UNPRECEDENTED YEAR

The economic and financial turmoil of 2008 has
dramatically changed our world and forever reshaped our
industry through events that were unbelievable in so
many ways. Our competitors and, to a degree, Jefferies,
experienced developments and circumstances that are
unprecedented and epic in their scope, severity and
consequence. However, the resulting new landscape
of Wall Street is presenting meaningful opportunities
for our firm.

We have devoted the bulk of this decade to transforming
Jefferies from a largely equity-oriented execution
brokerage model to a full-service, customer-focused
trading and investment banking firm. We were careful to
maintain low leverage throughout this period and we
raised fixed cost, long-term capital to support our growth.
This ongoing diversification and conservative approach
to managing our balance sheet, along with our historic
and continuing client-first orientation, have served to
distinguish our model in the face of incredible turbulence.

In early 2008, we recognized that our world was
changing and aggressively raised significant incremental
common equity through our $430 million transaction with
Leucadia National Corporation in April. This additional
equity reinforced our capital base and provided
increased liquidity. In the eleven months since that
transaction, the financial world has deteriorated
considerably and we feel fortunate to be in a position of
relative strength. An equally important benefit of the
Leucadia investment was the addition of lan Cumming
and Joe Steinberg to our Board of Directors.



We also acted early and decisively to pay down all bank
lines and stop paying dividends as we quickly came to
the conclusion that liquidity and independent survival
must be our overriding priorities. We hope that a stable
environment and our own improved results will support
dividends in the future.

During the balance of 2008, we undertook an action plan
to address the new reality and redirect Jefferies toward
sustainable profitability. These changes included a
material reduction in our risk levels, a substantial
reduction in our headcount, operating expense
reductions and an adjustment of our compensation
methodology for 2009 and forward. At the same time
and contrary to the trend in our industry, we took
advantage of the dislocation and added to our team
significant new talent in mortgage- and asset-backed
securities and international equities, as well as selected
hires throughout our firm. Without consideration for this
strategic and accretive hiring in incremental new
businesses, which we will address later, we effectively
reduced our headcount nearly 20% year-over-year to
approximately 2,150 employees.

We have taken wide-ranging steps to reduce our
operating costs including eliminating certain employee
perks, adjusting our marketing spending to the
opportunities of the current environment and better
controlling all discretionary spending.

We have also made a number of significant changes to
our compensation methodology going forward including
modifications to our sales commission schedules. In the
fourth quarter, we took a significant write-off in respect
of historic unamortized compensation costs and
changed the structure of our future annual stock grants
to expense 100% of their cost in the year of grant. In
addition, we adjusted the compensation methodology of
our individual business units to promote the greater
teamwork necessary today at Jefferies to serve our
clients. Our goal for 2009 is a level of compensation

expense that we believe is fair to our valued employee-
partners and at the same time affords a reasonable
return on equity for our shareholders.

These changes to headcount, operating expenses and
compensation costs should collectively provide Jefferies
with greater flexibility and competitiveness going forward.

STRENGTHENING OUR FINANCIAL POSITION

Clearly, the extraordinarily difficult conditions of 2008
took their toll on the performance of our platform.
Jefferies’ net revenues for 2008 were $1.02 billion, a
significant decline from $1.57 billion in 2007, reflecting
extremely challenging business conditions. On an
operating basis, we lost $133 million in 2008, or $0.80
per share. When you add certain unusual items,
including primarily the non-cash charge for expensing
historical equity compensation awards, we lost $536
million, or $3.23 per share.

Despite these poor results, Jefferies’ shareholders’
equity was $2.12 billion as of the beginning of 2009, our
highest ever at the start of a new year and up more than
20% compared to $1.76 billion a year earlier. On top of
that foundation, we have $1.9 billion of long-term
debt and preferred stock with an average duration of
14 years. At year-end, we had ample liquidity with over
$1 billion in cash and zero drawn bank lines.

Our 2008 year-end gross leverage ratio decreased to
9.4x from 16.9x a year earlier, and on an adjusted basis,
decreased to 6.1x versus 8.5x the prior year. These
ratios compare very favorably to the average leverage
ratios among our main competitors which have tended
to be a multiple of ours.

We have emerged from the carnage of 2008 as one of
the strongest, independent firms operating in the global
securities industry.



SEIZING THE OPPORTUNITY AHEAD

As the dust settles from 2008, the fundamental shift in
the hierarchy of Wall Street firms presents a huge
opportunity for Jefferies particularly in our sales and
trading activities across various markets. Our goal is to
fill the void created by the disappearance and weakening
of several of our key competitors and leverage every
relationship throughout our firm in an effort to deliver all
appropriate products to each and every client.

Jefferies is well-positioned to capitalize on our enhanced
position in the sales and trading of all securities. With a
reduced risk profile, an expanded client base and an
increased share of the market, we see significant
potential for both our equity and fixed income sales and
trading platforms in 2009.

Equities

After several years of investment in people and systems
to broaden and deepen our equity product offering, we
are now focused on gaining market share by establishing
firm-level relationships and strategic importance with our
top clients. In fact, many valuable clients that heretofore
were balancing a range of choices of available broker-
dealers now affirmatively want Jefferies as one of their
top trading counterparties.

The areas of our business that specifically benefitted
from the changes to our competitive landscape in 2008
included the enhancement of our equities derivatives
capabilities and the continued growth of our relatively
new prime brokerage business. We are pleased to report
that we begin 2009 with more than 200 prime brokerage
clients, double the number from a year earlier.

With our more than 40 experienced equity sales, trading
and research professionals in London, we have
significantly enhanced our global equity capital markets
capabilities, and international equities are now a
meaningful opportunity for Jefferies in both Europe and
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the US. To leverage the growth of our equities effort, we
have worked to train and familiarize our sales and trading
teams throughout the firm with our expanded capabilities.

High Yield, Distressed and Convertible Securities, Loans

The collapse of the credit markets in 2008 resulted in
the most challenging operating environment in decades
for Jefferies High Yield Trading. In 2009, we are seeking
to expand our market share in high yield, distressed and
convertible securities through strategic hires in sales,
trading and research. We are also establishing a material
presence in the secondary trading of bank loans.

Through years of hard work, key hiring and a disciplined,
long-term approach, Jefferies is now one of the pre-
eminent traders of cash high yield and distressed
securities. Both asset classes are trading at historic
lows, and with plans to add bank loans to our capabilities
the upside for Jefferies is substantial. We successfully
executed a number of corporate buybacks in 2008 and
hope to increase this business, as well as take
advantage of any new issue windows that may appear
for high yield and convertible securities.

Our London-based global convertible securities effort is
working to evolve its client base toward more long-only
investors, as many convertible arbitrage hedge funds
contract or disappear. We are also increasing the focus
of this business on corporate buy-backs, grasping the
European new issue opportunity and identifying prudent
opportunities to deploy capital intelligently to facilitate
client liquidity.

Fixed Income

We expect our fixed income effort to be a consistent
major contributor to firm results going forward. Through
strategic, controlled hiring, offset by some painful
right-sizing, Jefferies accomplished a meaningful upgrade
of talent and expansion of capabilities throughout our
firm. This transformation is most evident in our Fixed
Income division.



Following some key additions in the first half of 2008,
our investment-grade corporate bond and emerging
markets efforts grew considerably and gained solid
market share. Similarly, with the addition of an
experienced team of sales, trading and structuring
professionals, our mortgage- and asset-backed securities
(MBS and ABS) effort expanded meaningfully and
delivered strong financial results in 2008. With more than
50 professionals dedicated to MBS and ABS, Jefferies
now offers a full range of capabilities in these markets.

At the beginning of 2009, we hired two highly experienced
professionals to lead our expansion in government and
agency securities. Similarly, we also recently acquired a
municipal bond sales, trading and origination team of
more than 70 people to expand dramatically our efforts
in this class of fixed income securities.

In sum, our firm, which was born in equities, expanded
into convertible and high yield securities, and then built
an outstanding investment bank, will now be a similarly
first-tier competitor across the fixed income spectrum.

Research

Jefferies’ research effort continues to be a leading
resource for trading ideas and information for investors.
With the upheaval at many of our competitors, we were
able to further enhance this franchise during 2008,
especially in Europe. Our firm now has nearly 150 equity
and high yield research professionals in the US
and Europe, covering nearly 1,200 companies in
aerospace & defense, consumer, financial & IT services,
clean technology, energy, gaming & lodging, healthcare,
industrial, media & entertainment, maritime shipping
& logistics, technology and telecommunications. Through
company-specific research, sector reports, semi-annual
strategy pieces and industry-oriented investor conferences,
our research effort demonstrates Jefferies’ leadership in

our industries of coverage and offers our clients many
ways to identify value and opportunity.

Investment Banking

Despite a very challenging 2008, with the capital markets
mired somewhere between subdued and totally shut,
the Jefferies Investment Bank remains strong and
competitively positioned for the recovering market. Our
investment bankers are focused on the opportunity to gain
significant market share and establish new client
relationships by concentrating our efforts on the
recapitalization, restructuring and consolidation that the
corporate world must undergo as it de-levers and recovers.
These developments play to Jefferies’ strengths in capital
markets, sector knowledge and sage advice.

Asset Management and Commodities

Perceiving an evolution in institutional needs in the
commodity space, Jefferies made a number of key hires
in 2008. Our commodities team has developed a series
of new commodity asset management products which we
are now aggressively marketing under the Jefferies
Commodity Program name. We continue to offer
commodity index derivatives within Jefferies Financial
Products and hope to continue to expand our profitability
in this business.

In 2008 we further reduced our firm’s investment in our
US hedge fund platform, which at year-end 2008 stood
at $135 million. We remain committed to this portion of
our asset management business, which now includes a
handful of funds, some of which recorded strong
performance in 2008. Our London-based global
convertible asset management business outperformed
the bulk of its peer group in 2008 and is marketing its
product across Europe as investors seek long-only
opportunities to participate in this asset class.



CONTINUED GLOBAL OPPORTUNITY

While we have already mentioned our firm’'s
developments outside the US multiple times, the efforts
made during 2008 to build Jefferies’ non-US business
have been substantial across sales and trading,
research and investment banking. Our firm has now
developed a global business such that virtually every
division is operating in our international head office in
London, with many also in one or more of our other
seven non-US offices. With a combination of new and
existing leadership, we have the right team to execute
Jefferies' business on a global basis in 2009, leverage
our One Firm approach, establish our brand, and deliver
results consistent with our capabilities and aspirations.

REALIZING OUR POTENTIAL

We have effectively taken advantage of the consolidation
and changes in our industry to strengthen our trading
platforms within all of our product offerings: equities,
convertible and corporate bonds, high yield and
distressed securities, bank loans, mortgage- and asset-
backed securities, government and agency bonds,
emerging market securities and municipal bonds. Our
investment bank's advisory business has held up well,
and our capital markets capability is intact, competitively
well-positioned, and designed to participate strongly
when the broader recapitalizing cycle eventually emerges.

With the relative progress we made during 2008,
Jefferies has demonstrated a new level of industry
leadership on Wall Street and in the City of London. As
a result, we believe we can gain market share in the
many business lines in which Jefferies now operates.
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We have identified three priorities for Jefferies to reach its
potential. First, we are focused on gaining market share
in our trading businesses, where we believe Jefferies has
the most motivated, experienced, client-focused sales
and trading professionals on Wall Street. Second, we
intend to grow our share of capital markets transactions
by focusing on the recapitalization, restructuring and
consolidation that should begin soon. Third, we intend to
build our brand by delivering excellent advice and
execution to our clients and communicating these
successes in a consistent and cost-effective manner.

As we start 2009, Jefferies is committed to the goals of
assisting our loyal clients and making money for our
valued shareholders, while continuing to do our very best
to protect our platform from whatever market turbulence
we may face. We have the tools necessary to create
value for all our constituencies and look forward to
executing our plan in 2009 and thereafter.

While we do not know what the future holds regarding
the health of the global financial system and the world
economy, we have always been well-positioned in terms
of the quality of our human capital and the diversity of
our products and services. Now, we also have an
improved cost structure, as well as the best competitive
position we have ever experienced.

At Jefferies, the needs of our clients always come first.
We will work tirelessly to protect our firm, serve our
entire client base, and do our absolute best for our
employees and shareholders.

Thank you for your continued support,

Richard B. Handler
Chairman and CEO

Brian P. Friedman
Chairman,
Executive Committee
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FORWARD-LOOKING STATEMENTS

JEFFERIES GROUP, INC.

This summary annual report contains statements that may constitute “forward-looking statements” within the meaning of the safe harbor provisions of Section 27A of the Securities Act
of 1933, and Section 21E of the Securities Exchange Act of 1934. These forward-looking statements may contain expectations regarding revenues, earnings, operations and other financial
projections, and may include statements of future performance, positioning, plans and objectives. These forward-looking statements usually include the words “become,” “continue,”
“intend,” “may,” “plan,” “will” and other similar expressions. These forward-looking statements represent only our belief regarding future events, many of which, by their nature, are
inherently uncertain and outside of our control. Actual results could differ materially from those projected in these forward-looking statements. Please refer to our most recent Annual Report
on Form 10-K filed with the Securities and Exchange Commission and other filings we make with the Securities and Exchange Commission for a discussion of important factors that could
cause actual results to differ materially from those projected in these forward-looking statements. We do not assume any obligation to update any forward-looking statement we make.



At Jefferies, the needs of our clients always come first.
We will work tirelessly to protect our firm, serve our
entire client base, and do our absolute best for

our employees and shareholders.
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PART I

Item 1. Business.
Introduction

Jefferies Group, Inc. and its subsidiaries (“we” or “us”) operate as an independent, full-service global
securities and investment banking firm serving companies and their investors. We offer companies capital markets,
merger and acquisition, restructuring and other financial advisory services. We provide investors fundamental
research and trade execution in equity, equity-linked, and fixed income securities, including corporate bonds, US
government and agency securities, repo finance, mortgage- and asset-backed securities, municipal bonds, whole
loans and emerging markets debt, as well as commodities and derivatives. We also provide asset management
services and products to institutions and other investors.

Our principal operating subsidiary, Jefferies & Company, Inc. (“Jefferies”), was founded in 1962. Since 2000,
we have pursued a strategy of continued growth and diversification, whereby we have sought to increase our share
of the business in each of the markets we serve, while at the same time expanding the breadth of our activities in an
effort to mitigate the cyclical nature of the financial markets in which we operate. Our growth plan has been
achieved through internal growth supported by the ongoing addition of experienced personnel in targeted areas, as
well as the acquisition from time to time of complementary businesses.

As of December 31, 2008, we had 2,270 employees. We maintain offices in more than 25 cities throughout the
world and have our executive offices located at 520 Madison Avenue, New York, New York 10022. Our telephone
number is (212) 284-2550 and our Internet address is www.jefferies.com.

We make available free of charge on our Internet website the following documents and reports:
¢ Code of Ethics;

* Reportable waivers, if any, from our Code of Ethics by our executive officers;

* Board of Directors Corporate Governance Guidelines;

e Charter of the Audit Committee of the Board of Directors;

* Charter of the Corporate Governance and Nominating Committee of the Board of Directors;
* Charter of the Compensation Committee of the Board of Directors;

* Annual reports on Form 10-K;

* Quarterly reports on Form 10-Q;

 Current reports on Form 8-K; and

* Beneficial ownership reports on Forms 3, 4 and 5.

Shareholders may also obtain free of charge a printed copy of any of these documents or reports by sending a
request to Investor Relations, Jefferies & Company, Inc., 520 Madison Avenue, New York, NY 10022, by calling
203-708-5975 or by sending an email to info@jefferies.com.

Business Segments

We currently operate in two business segments, Capital Markets and Asset Management. The Capital Markets
reportable segment includes our securities trading (including the results of our partially-owned subsidiary, Jefferies
High Yield Trading, LLC) and investment banking activities. The Capital Markets reportable segment is managed
as a single operating segment that provides the research, sales, trading and origination effort for various equity, fixed
income and advisory products and services. The Capital Markets segment comprises a number of interrelated
divisions. The Asset Management segment is primarily comprised of operating activities related to our asset
management businesses. Since the second quarter of 2007, we have included the results of our international
convertible bond funds within the results of the Asset Management segment. Previously, operations from our
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international convertible bond funds were included in the Capital Markets segment. Prior period disclosures have
been adjusted to conform to the current period’s presentation. This change was made in order to reflect the manner
in which these segments are currently managed.

Financial information regarding our reportable business segments as of December 31, 2008, 2007 and 2006 is
set forth in note 17 of the Notes to Consolidated Financial Statements, titled “Segment Reporting” and is
incorporated herein by reference.

Our Businesses
Capital Markets

Our Capital Markets activity includes our securities execution activities, including sales, trading and research
in equities, equity derivatives, convertible securities, and fixed income securities, including corporate bonds, US
government and agency securities, repo finance, mortgage- and asset-backed securities, municipal bonds, loans and
emerging markets debt, and prime brokerage, and our investment banking activities, which include capital markets
transactions, mergers and acquisitions and other advisory transactions. In addition, our Capital Markets activities
include securities lending and our proprietary trading activities, as well as commodity-related trading. We are
primarily focused on serving corporations and institutional investors.

Equities

Our Equities Division consists of equity research, cash sales and trading, electronic execution services, equity
derivatives, securities lending and prime brokerage.

Equity Sales and Trading

Our equity research, sales and trading unit is one of the primary foundations of our platform. We have more
than 45 years of experience in equity trading. Our equity sales representatives serve institutional investors around
the globe and provide execution with a focus on minimal market impact. We provide listed block trades, NASDAQ
market making, bulletin board trading, capital markets/origination, risk arbitrage, statistical arbitrage, special
situations, pair trades, relative value, and portfolio and electronic trading, as well as trading in American Depository
Receipts (“ADR”) and Ordinary Shares. In the second half of 2008, we expanded considerably our international
equities sales, trading and research team in Europe. Our clients include domestic and international investors such as
investment advisors, banks, mutual funds, insurance companies, hedge funds, and pension and profit sharing plans.
We have a Private Client Services group that focuses on serving smaller institutions, family offices and high net
worth individuals.

Execution
Through our Jefferies Execution subsidiary, we provide to our institutional customers agency-only execution
services for stocks and options listed on the NYSE, AMEX, and all other major exchanges, as well as OTC.

Equity Research

Encompassed within equity sales and trading is research and research sales. We provide long- and short-term
investment ideas. Our analysts use a variety of quantitative and qualitative tools, integrating field analysis,
proprietary channel checks and ongoing dialogue with the managements of the companies they cover.

Equity Derivatives

We offer equity derivatives for investors seeking to manage risk and optimize returns within the equities
market. Our professionals have expertise in listed and over-the-counter transactions and products. We focus on
serving the diverse needs of our institutional, corporate and private client base across multiple product lines,
offering listed options, ETFs, and OTC options and swaps.
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Securities Lending

In connection with both trading and brokerage activities, we borrow securities to cover short sales and to
complete transactions in which customers have failed to deliver securities by the required settlement date, and lend
securities to other brokers and dealers for similar purposes. We have an active securities borrowed and lending
matched book business in which we borrow securities from one party and lend them to another party. When we
borrow securities, we generally provide cash to the lender as collateral, which is reflected in our Consolidated
Statements of Financial Condition as securities borrowed. We earn interest revenues on this cash collateral.
Similarly, when we lend securities to another party, that party provides cash to us as collateral, which is reflected in
our Consolidated Statements of Financial Condition as securities loaned. We pay interest expense on the cash
collateral received from the party borrowing the securities. A substantial portion of our interest revenues and
interest expenses results from this matched book activity. The initial collateral advanced or received approximates
or is greater than the fair value of the securities borrowed or loaned. We monitor the fair value of the securities
borrowed and loaned on a daily basis and request additional collateral or return excess collateral, as appropriate.

Prime Brokerage

We offer prime brokerage services to hedge funds, money managers, and registered investment advisors.

Fixed Income and Commodities

Fixed Income and Commodities consist of Jefferies High Yield Trading, LLC, convertibles trading in both the
U.S. and Europe, investment grade fixed income, research and commodity trading.

Investment Grade Fixed Income

We provide fixed income transaction execution for institutions. In 2008, we further strengthened our fixed
income sales and trading platform. Our fixed income effort now includes more than 150 professionals focused on
the sales and trading of corporate bonds, US government and agency securities, repo finance, mortgage- and asset-
backed securities, municipal bonds, whole loans and emerging markets debt.

High Yield Secondary Market Activities

Jefferies High Yield Trading, LLC (“JHYT”) conducts our secondary market trading activities in high yield
and distressed securities, as well as bank loans. JHYT is a registered broker-dealer and is a wholly-owned subsidiary
of Jefferies High Yield Holdings, LLC (“JHYH”).

JHYH had total capital of $854 million at December 31, 2008, of which $280.9 million represents our capital
interest in JHYH. We and Leucadia National Corporation each have the right to nominate two of a total of four
directors to JHYH’s board of directors, and each respectively own 50% of the voting securities of JHYH. JHYH
provides the opportunity for additional capital investments over time from third party investors through two funds
managed by us, Jefferies Special Opportunities Partners, LLC and Jefferies Employees Special Opportunities
Partners, LLC. The term of the arrangement is for six years, with an option to extend.

Fixed Income Research

We have expanded our research platform over the last few years and provide long- and short-term investment
ideas. Our analysts use a variety of quantitative and qualitative tools, integrating field analysis, proprietary channel
checks and ongoing dialogue with the managements of the companies they cover.

Convertibles

Our personnel in the U.S., London, and Zurich serve the global convertible markets. We offer sales, trading and
analysis of U.S. domestic and international convertible bonds, convertible preferred shares, closed-end funds,
warrants, and equity-linked products.



Commodities

Our commodities group, Jefferies Financial Products, LLC (“JFP”), offers swaps, options and other derivatives
typically linked to various commodity indexes and is a significant provider of liquidity in exchange-traded
commodity index contracts. JFP provides financial products and commodity index knowledge to pension funds,
mutual funds, sovereigns, foundations, endowments and other institutional investors seeking exposure to com-
modities as an asset class. In 2005, JFP worked with Reuters to modify the benchmark CRB Index, now renamed the
Reuters/Jefferies CRB Index. In addition, JFP offers proprietary commodity indexes, such as the Jefferies
Commodity Performance Index, which are designed to outperform standard benchmark indexes.

Investment Banking

Our Investment Banking Division offers our clients a full range of financial advisory services, as well as equity,
debt, and equity-linked capital raising services.

Underwriting

Equity and Equity-Linked Financing — We offer direct placements, private equity, private placements, initial
public offerings, and follow-on offerings of equity and equity-linked convertible securities.

Debt Capital Markets — We offer a range of debt financing for companies and financial sponsors. We focus on
structuring and distributing public and private debt in leveraged finance transactions, including leveraged buy-outs,
acquisitions, growth capital financings, recapitalizations, and Chapter 11 exit financings. Our joint venture loan
finance company, Jefferies Finance LLC, has the ability to commit capital for transactions that range between
$50 million and $500 million.

Adbvisory Services

Mergers & Acquisitions — We advise buyers and sellers on sales, divestitures, acquisitions, mergers, tender
offers, joint ventures, strategic alliances and takeover defenses. We can facilitate and finance acquisitions and
recapitalizations on both buy-side and sell-side mandates. Our service to our clients includes leveraging our
industry knowledge, extensive relationships, and capital markets and restructuring expertise.

Recapitalization & Restructuring — We offer advisory services in connection with exchange offers, consent
solicitations, capital raising, recapitalization, restructuring and distressed M&A activity. We provide advice and
support in the structuring, valuation and placement of securities issued in recapitalizations and restructurings. We
represent issuers, bondholders and creditors, as well as buyers and sellers of assets.

Fund Placement — We act as a placement agent for private equity fund sponsors, arranging investments from
sophisticated investors throughout North America, Europe, the Middle East, Japan and Australia.

Our approximately 400 investment banking professionals operate in the United States, Europe and Asia, and
are organized into industry, product and geographic coverage groups. Industry coverage groups include Aerospace
and Defense, CleanTech, Consumer & Retail, Energy, Financial Services, Gaming & Leisure, Healthcare,
Industrial, Maritime & Oil Service, Media, Private Equity Sponsor Coverage, Technology, and
Telecommunications.

Asset Management

We provide investment management services to various private investment funds. In the United States,
investment management services are provided through Jefferies Asset Management, LLC (“JAM”) and Jefferies
Capital Management, Inc. (“JCM”). Each of JAM and JCM is registered as an investment adviser with the SEC. Our
private fund products consist of long-short equity and fixed income funds, including CLOs, that focus on specific
strategies. These funds are not registered under federal or state securities laws, are made available only to certain
sophisticated investors and are not offered or sold to the general public. In Europe, we offer long-only investment
solutions in global convertible bonds to pension funds, insurance companies and private banking clients.
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Our Sources of Revenues
Commissions

We derive a portion of our revenues from customer commissions and commission equivalents. We charge fees
for assisting our domestic and international clients with purchasing and selling securities and other similar products.

Principal Transactions

In the regular course of our business, we take securities positions as a market maker to facilitate customer
transactions and for proprietary risk trading. Trading profits or losses and changes in market prices of our
proprietary positions are recorded as principal transactions revenues.

Investment Banking

Investment banking revenues are generated by fees from capital markets activities, which include debt, equity,
and convertible underwriting and placement services, and fees from financial advisory activities including M&A
and restructuring services.

Interest

We derive a substantial portion of our interest revenues in connection with our securities borrowed / securities
lending and repo activity. We also earn interest on our securities portfolio, on our operating and segregated balances,
on our margin lending activity and on certain of our investments, including our investment in short-term bond funds.

Competition

As a global securities firm and investment bank, all aspects of our business are intensely competitive. We
compete directly with numerous domestic and international competitors, including firms included on the AMEX
Securities Broker/Dealer Index and with other brokers and dealers, investment banking firms, investment advisors,
mutual funds, hedge funds, commercial banks and bank holding companies. Many of our competitors have
substantially greater capital and resources than we do. In addition, some of our competitors who traditionally
operated as broker-dealers have recently transformed from traditional securities firms to bank holding companies,
received capital from the government pursuant to the Emergency Economic Stabilization Act of 2008, and/or
received other guarantees or assistance from the government. These developments and others may result in
significant additional competition for us. We believe that the principal factors affecting competition involve market
focus, reputation, the abilities of professional personnel, the ability to execute the transaction, the relative price of
the service and products being offered, bundling of products and services and the quality of service.

Regulation

The securities industry in the United States is subject to extensive regulation under both federal and state laws.
The Securities and Exchange Commission is the federal agency responsible for the administration of federal
securities laws. In addition, self-regulatory organizations, principally Financial Industry Regulatory Authority
(“FINRA”), are actively involved in the regulation of broker-dealers. These self-regulatory organizations conduct
periodic examinations of member broker-dealers in accordance with rules they have adopted and amended from
time to time, subject to approval by the SEC. Securities firms are also subject to regulation by foreign regulatory
bodies, state securities commissions and state attorneys general in those foreign jurisdictions and states in which
they do business.

Broker-dealers are subject to regulations which cover all aspects of the securities business, including sales and
trading methods, trade practices among broker-dealers, use and safekeeping of customers’ funds and securities,
capital structure of securities firms, anti-money laundering, record-keeping and the conduct of directors, officers
and employees. Additional legislation, changes in rules promulgated by the SEC and self-regulatory organizations,
or changes in the interpretation or enforcement of existing laws and rules, may directly affect the mode of operation
and profitability of broker-dealers. Broker-dealers that engage in commodities and futures transactions are also
subject to regulation by the Commodity Futures Trading Commission (“CFTC”) and the National Futures
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Association (“NFA”). The SEC, self-regulatory organizations, state securities commissions, state attorneys general,
the CFTC and the NFA may conduct administrative proceedings which can result in censure, fine, suspension,
expulsion of a broker-dealer, its officers or employees, or revocation of broker-dealer licenses. The principal
purpose of regulation and discipline of broker-dealers is the protection of customers and the securities markets,
rather than protection of creditors and stockholders of broker-dealers.

As registered broker-dealers, Jefferies, JHYT and Jefferies Execution are required by law to belong to the
Securities Investor Protection Corporation (“SIPC”). In the event of a member’s insolvency, the SIPC fund provides
protection for customer accounts up to $500,000 per customer, with a limitation of $100,000 on claims for cash
balances. We carry an excess policy that provides additional protection for securities of up to $24.5 million per
customer with an aggregate limit of $100 million for all accounts.

The events of 2007 and 2008 have led to various suggestions for an overhaul in financial regulation. We have
no meaningful insight into the likelihood or nature of any changes in the manner in which we are regulated, and
cannot assess the potential impact of any changes on our business, results or prospects.

Net Capital Requirements. U.S. registered broker-dealers are subject to the SEC’s Uniform Net Capital Rule
(the “Rule”), which specifies minimum net capital requirements. Jefferies Group is not a registered broker-dealer
and is therefore not subject to the Rule; however, its United States broker-dealer subsidiaries are registered and are
subject to the Rule.

The Rule provides that a broker-dealer shall not permit its aggregate indebtedness to exceed 15 times its net
capital (the “basic method”) or, alternatively, that it not permit its net capital to be less than the greater of 2% of its
aggregate debit balances (primarily receivables from customers and broker-dealers) or $250,000 ($1.5 million for
prime brokers) computed in accordance with such Rule (the “alternative method”). Jefferies, Jefferies Execution
and JHYT use the alternative method of calculation.

Compliance with applicable net capital rules could limit operations of our broker-dealers, such as underwriting
and trading activities, that require the use of significant amounts of capital, and may also restrict loans, advances,
dividends and other payments by Jefferies, Jefferies Execution, or JHYT to us.

As of December 31, 2008, Jefferies, Jefferies Execution and JHYT’s net capital and excess net capital were as
follows (in thousands of dollars):

Net Capital Excess Net Capital

Jefferies . .. ..o $710,906 $691,478
Jefferies BXECULION . . . o v v v v e e e e e e e $ 9,120 $ 8,870
Jefferies High Yield Trading. . . ....... ... ... ... ... ...... $545,522 $545,272

NYSE Regulations. Our common stock is listed on the New York Stock Exchange (“NYSE”). As a listed
company, we are required to comply with the NYSE’s rules and regulations, including rules pertaining to corporate
governance matters. As required by the NYSE on an annual basis, in 2008 our Chief Executive Officer, Richard
Handler, certified to the NYSE that he was not aware of any violation by us of the NYSE’s corporate governance
listing standards.

Regulation Outside the United States. We are an active participant in the international fixed income and
equity markets and also provide investment banking services outside of the United States. Many of our principal
subsidiaries that participate in these markets and provide these services are subject to comprehensive regulations in
the United States, the United Kingdom and elsewhere that include some form of capital adequacy rules, other
customer protection rules and compliance with other applicable regulations. We provide investment services in and
from the United Kingdom under the regulation of the Financial Services Authority.
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Item 1A. Risk Factors.
Factors Affecting Our Business

The following factors describe some of the assumptions, risks, uncertainties and other factors that could
adversely affect our business or that could otherwise result in changes that differ materially from our expectations.
In addition to the factors mentioned in this report, we may also be affected by changes in general economic and
business conditions, acts of war, terrorism and natural disasters.

Changing conditions in financial markets and the economy could result in decreased revenues, continued
losses, increased losses or other adverse consequences.

Our net revenues and profits were adversely affected in 2008 by the equity and credit market turmoil, and may
be further impacted by continued or further credit market dislocations or sustained market downturns. As an
investment banking and securities firm, changes in the financial markets or economic conditions in the United States
and elsewhere in the world could adversely affect our business in many ways, including the following:

¢ A market downturn could lead to a further decline in the volume of transactions executed for customers and,
therefore, to a decline in the revenues we receive from commissions and spreads.

 Continued unfavorable financial or economic conditions could reduce the number and size of transactions in
which we provide underwriting, financial advisory and other services. Our investment banking revenues, in
the form of financial advisory and underwriting or placement fees, are directly related to the number and size
of the transactions in which we participate and could therefore be adversely affected by unfavorable
financial or economic conditions.

* Adverse changes in the market could lead to losses from principal transactions.

» Adverse changes in the market could also lead to a reduction in revenues from asset management fees and
investment income from managed funds and losses on our own capital invested in managed funds. Even in
the absence of a market downturn, below-market investment performance by our funds and portfolio
managers could reduce asset management revenues and assets under management and result in reputational
damage that might make it more difficult to attract new investors.

* Increases in credit spreads, as well as limitations on the availability of credit, such as occurred during 2008,
can affect our ability to borrow on a secured or unsecured basis, which may adversely affect our liquidity and
results of operations.

Our principal trading and investments expose us to risk of loss.

A considerable portion of our revenues is derived from trading in which we act as principal. Although a
significant portion of our principal trading is “riskless principal” in nature, we may incur trading losses relating to
the purchase, sale or short sale of high yield, international, convertible, and equity securities and futures and
commodities for our own account. In any period, we may experience losses as a result of price declines, lack of
trading volume, and illiquidity. From time to time, we may engage in a large block trade in a single security or
maintain large position concentrations in a single security, securities of a single issuer, or securities of issuers
engaged in a specific industry. In general, because our inventory is marked to market on a daily basis, any downward
price movement in these securities could result in a reduction of our revenues and profits. In addition, we may
engage in hedging transactions that if not successful, could result in losses.

Increased competition may adversely affect our revenues and profitability.

All aspects of our business are intensely competitive. We compete directly with numerous other brokers and
dealers, investment banking firms and commercial banks. In addition to competition from firms currently in the
securities business, there has been increasing competition from others offering financial services, including
automated trading and other services based on technological innovations. Recent changes, such as financial
institution consolidations and the government’s involvement with financial institutions through the Emergency
Economic Stabilization Act of 2008 and other transactions, may provide a competitive advantage for some of our
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competitors. We believe that the principal factors affecting competition involve market focus, reputation, the
abilities of professional personnel, the ability to execute the transaction, relative price of the service and products
being offered, bundling of products and services and the quality of service. Increased competition or an adverse
change in our competitive position could lead to a reduction of business and therefore a reduction of revenues and
profits. Competition also extends to the hiring and retention of highly skilled employees. A competitor may be
successful in hiring away an employee or group of employees, which may result in our losing business formerly
serviced by such employee or employees. Competition can also raise our costs of hiring and retaining the key
employees we need to effectively execute our business plan.

Operational risks may disrupt our business, result in regulatory action against us or limit our growth.

Our businesses are highly dependent on our ability to process, on a daily basis, a large number of transactions
across numerous and diverse markets in many currencies, and the transactions we process have become increasingly
complex. If any of our financial, accounting or other data processing systems do not operate properly or are disabled
or if there are other shortcomings or failures in our internal processes, people or systems, we could suffer an
impairment to our liquidity, financial loss, a disruption of our businesses, liability to clients, regulatory intervention
or reputational damage. These systems may fail to operate properly or become disabled as a result of events that are
wholly or partially beyond our control, including a disruption of electrical or communications services or our
inability to occupy one or more of our buildings. The inability of our systems to accommodate an increasing volume
of transactions could also constrain our ability to expand our businesses.

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

In addition, despite the contingency plans we have in place, our ability to conduct business may be adversely
impacted by a disruption in the infrastructure that supports our businesses and the communities in which they are
located. This may include a disruption involving electrical, communications, transportation or other services used
by us or third parties with which we conduct business.

Our operations rely on the secure processing, storage and transmission of confidential and other information in
our computer systems and networks. Although we take protective measures and endeavor to modify them as
circumstances warrant, our computer systems, software and networks may be vulnerable to unauthorized access,
computer viruses or other malicious code, and other events that could have a security impact. If one or more of such
events occur, this potentially could jeopardize our or our clients’ or counterparties’ confidential and other
information processed and stored in, and transmitted through, our computer systems and networks, or otherwise
cause interruptions or malfunctions in our, our clients’, our counterparties’ or third parties’ operations. We may be
required to expend significant additional resources to modify our protective measures or to investigate and
remediate vulnerabilities or other exposures, and we may be subject to litigation and financial losses that are either
not insured against or not fully covered through any insurance maintained by us.

Asset management revenue is subject to variability based on market and economic factors and the amount
of assets under management.

Asset management revenue includes revenues we receive from management, administrative and performance
fees from funds managed by us, revenues from asset management and performance fees we receive from third-party
managed funds, and investment income from our investments in these funds. These revenues are dependent upon
the amount of assets under management and the performance of the funds. If these funds do not perform as well as
our asset management clients expect, our clients may withdraw their assets from these funds, which would reduce
our revenues. Some of our revenues are derived from our own investments in these funds. We experience significant
fluctuations in our quarterly operating results due to the nature of our asset management business and therefore may
fail to meet revenue expectations. Even in the absence of a market downturn, below-market investment performance
by our funds and portfolio managers could reduce asset management revenues and assets under management and
result in reputational damage that might make it more difficult to attract new investors.
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We face numerous risks and uncertainties as we expand our business.

We expect the growth of our business to come primarily from internal expansion and through acquisitions and
strategic partnering. For example, we recently announced that we have entered into an agreement to acquire Depfa
First Albany Securities LLC, a municipal securities firm. As we expand our business, there can be no assurance that
our financial controls, the level and knowledge of our personnel, our operational abilities, our legal and compliance
controls and our other corporate support systems will be adequate to manage our business and our growth. The
ineffectiveness of any of these controls or systems could adversely affect our business and prospects. In addition, as
we acquire new businesses, we face numerous risks and uncertainties integrating their controls and systems into
ours, including financial controls, accounting and data processing systems, management controls and other
operations. A failure to integrate these systems and controls, and even an inefficient integration of these systems
and controls, could adversely affect our business and prospects.

Extensive regulation of our business limits our activities, and, if we violate these regulations, we may be
subject to significant penalties.

The securities industry in the United States is subject to extensive regulation under both federal and state laws.
The SEC is the federal agency responsible for the administration of federal securities laws. In addition, self-
regulatory organizations, principally FINRA and the securities exchanges, are actively involved in the regulation of
broker-dealers. Securities firms are also subject to regulation by regulatory bodies, state securities commissions and
state attorneys general in those foreign jurisdictions and states in which they do business. Broker-dealers are subject
to regulations which cover all aspects of the securities business, including sales and trading methods, trade practices
among broker-dealers, use and safekeeping of customers’ funds and securities, capital structure of securities firms,
anti-money laundering, record-keeping and the conduct of directors, officers and employees. Broker-dealers that
engage in commodities and futures transactions are also subject to regulation by the CFTC and the NFA. The SEC,
self-regulatory organizations, state securities commissions, state attorneys general, the CFTC and the NFA may
conduct administrative proceedings which can result in censure, fine, suspension, expulsion of a broker-dealer or its
officers or employees, or revocation of broker-dealer licenses. The events of 2007 and 2008 have led to various
suggestions of an overhaul in financial regulation. Additional legislation, changes in rules, changes in the
interpretation or enforcement of existing laws and rules, or the entering into businesses that subject us to new
rules and regulations may directly affect our mode of operation and our profitability. Continued efforts by market
regulators to increase transparency and reduce the transaction costs for investors, such as decimalization and
FINRA’s Trade Reporting and Compliance Engine, or TRACE, has affected and could continue to affect our trading
revenue.

Our business is substantially dependent on our Chief Executive Officer.

Our future success depends to a significant degree on the skills, experience and efforts of Richard Handler, our
Chief Executive Officer. We do not have an employment agreement with Mr. Handler which provides for his
continued employment. The loss of his services could compromise our ability to effectively operate our business. In
addition, in the event that Mr. Handler ceases to actively manage JHYT, investors would have the right to withdraw
from the fund. Although we have substantial key man life insurance covering Mr. Handler, the proceeds from the
policy may not be sufficient to offset any loss in business.

Legal liability may harm our business.

Many aspects of our business involve substantial risks of liability, and in the normal course of business, we
have been named as a defendant or co-defendant in lawsuits involving primarily claims for damages. The risks
associated with potential legal liabilities often may be difficult to assess or quantify and their existence and
magnitude often remain unknown for substantial periods of time. Private Client Services involves an aspect of the
business that has historically had more risk of litigation than our institutional business. Additionally, the expansion
of our business, including increases in the number and size of investment banking transactions and our expansion
into new areas, such as the municipal securities business, imposes greater risks of liability. In addition, unauthorized
or illegal acts of our employees could result in substantial liability to us. Substantial legal liability could have a
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material adverse financial effect or cause us significant reputational harm, which in turn could seriously harm our
business and our prospects.

Our business is subject to significant credit risk.

In the normal course of our businesses, we are involved in the execution, settlement and financing of various
customer and principal securities and derivative transactions. These activities are transacted on a cash, margin or
delivery-versus-payment basis and are subject to the risk of counterparty or customer nonperformance. Although
transactions are generally collateralized by the underlying security or other securities, we still face the risks
associated with changes in the market value of the collateral through settlement date or during the time when margin
is extended and the risk of counterparty nonperformance to the extent collateral has not been secured or the
counterparty defaults before collateral or margin can be adjusted. We may also incur credit risk in our derivative
transactions to the extent such transactions result in uncollateralized credit exposure to our counterparties.

We seek to control the risk associated with these transactions by establishing and monitoring credit limits and
by monitoring collateral and transaction levels daily. We may require counterparties to deposit additional collateral
or return collateral pledged. In the case of aged securities failed to receive, we may, under industry regulations,
purchase the underlying securities in the market and seek reimbursement for any losses from the counterparty.

Derivative transactions may expose us to unexpected risk and potential losses.

We are party to a large number of derivative transactions that require us to deliver to the counterparty the
underlying security, loan or other obligation in order to receive payment. In a number of cases, we do not hold the
underlying security, loan or other obligation and may have difficulty obtaining, or be unable to obtain, the
underlying security, loan or other obligation through the physical settlement of other transactions. As a result, we
are subject to the risk that we may not be able to obtain the security, loan or other obligation within the required
contractual time frame for delivery, particularly if default rates increase as we have seen through 2008. This could
cause us to forfeit the payments due to us under these contracts or result in settlement delays with the attendant
credit and operational risk as well as increased costs to the firm.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

Our executive offices and principal administrative offices are located at 520 Madison Avenue, New York,
New York under an operating lease arrangement. We maintain offices throughout the world including New York,
Stamford, Jersey City, London, and Los Angeles. In addition, we maintain back-up facilities with redundant
technologies in Dallas. We lease all of our office space, which management believes is adequate for our business.
For information concerning leasehold improvements and rental expense, see notes 1, 5 and 13 of the Notes to
Consolidated Financial Statements.

Item 3. Legal Proceedings.

Many aspects of our business involve substantial risks of legal liability. In the normal course of business, we
have been named as defendants or co-defendants in lawsuits involving primarily claims for damages. We are also
involved in a number of judicial and regulatory matters arising out of the conduct of our business. Our management,
based on currently available information, does not believe that any matter will have a material adverse effect on our
financial condition, although, depending on our results for a particular period, an adverse determination could be
material for a particular period.

Prior to February 2008, we bought and sold auction rate securities (“ARS”) for PCS clients and institutional
customers that used our cash management desk. We did not underwrite or act as an auction agent for any issuer of
auction rate securities. A number of firms that underwrote ARS have entere