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Brokers have experienced strong revenue and earnings growth 
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has doubled 
since 2003 
(excluding 
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Capital markets have grown more than investment banking 
Global Underwriting and Completed M&A Volume ($billion) 

Merger 
advisory and 
underwriting 

business 
grew ... 

... But the real 
driver was balance 

sheet intensive 
businesses such 

as trading and 
principal investing 
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Revenue growth in capital markets was fueled by bigger balance sheets 

Balance sheets 
expanded to capitalize 

on opportunities 

Capital Markets 
revenue 

followed ... growing 
with assets 

$1,200 

$900 

$600 

$300 

$0 

$5,000 

$4,000 

$3,000 

$2,000 

$1,000 

$0 

Total Assets ($billion) 

$1,120 

GS MS MER LEH BSC 
.•. 2000 illl2007 

Balance Sheet Intensive Revenue, Assets ($billion) 

$120 

$100 

$80 

$60 -
$40 

$20 

$0 
2003 2004 2005 2006 2007 

•·•·•·•·•·•·•·•·•·•·• Total Assets ~Balance Sheet Intensive Revenue 

Source: SNL Financial, Company reports, Lehman Brothers Estimates 

LEHMAN BRC)THERS 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
BY LEHMAN BROTHERS HOLDINGS INC. 

3 

LBH I_ SEC07940 _ 085873 



Profitability per asset deployed did not improve 
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Asset growth was not supported by more capital 

Asset growth was 
not supported by 

corresponding 
growth in capital ... 

... Rather, it was 
fueled by more debt 
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Leverage Grew to New Records 

Unadjusted leverage 
increased by 50% in 

five years ... 
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Rating agencies allowed debt to grow 

Goldman Pre-Tax Earnings by Geography (From Moodys Report) 

Rating agencies 
applauded earnings, 

risk management, 
and diversity ... 

... Raising ratings, 
while turning a blind 

eye to leverage 

LEHMAN BRC)THERS 

Europe 
14% 

Asia 
16% 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
BY LEHMAN BROTHERS HOLDINGS INC. 

2004 

70% 

Europe 
17% 

Asia 
16% 

Reprint from Moodys June 2006 report 

S&P Senior Debt Ratings 

A+ 
A+ 
A 
A 

2005 
Other 

3% 

A+ 
AA­
A+ 
A+ 

us 

Source: Moodys, SNL Financial, Lehman Brothers Estimates 

7 

LBH I_ SEC07940 _ 085877 



Debt investors were captivated by strong earnings too 
Assets- Matched Book Repo I Equity (x) vs. Average 5Yr Broker CDS (bps) 

The debt market did not 
penalize brokers for high 

leverage ... 

... But it is now 
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Perception of risk has changed 
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Deleveraging will have a material impact on profitability 
~-------------------------~_ot_a_IR_e_v_e_nu_e_(~$_b_il_Iio_n~)------------------------~~U 
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