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Brokers have experienced strong revenue and earnings growth

| Total Revenue Across S Brokers ($ billion) | U
Total revenue $150 - s
has doubled
since 2003 $100 A
(excluding
markdowns in 650
2007)... T
$0 -
2003 2004 2005 2006 2007
| Net Income and Pretax Margin ($ million)
$40,000 - $33,901 - 40%
$30,569
_ ...Leading to_ $30,000 - | 30%
improved margins
. $20,403
and earnings $20,000 - $17,189 - 20%
$13,483
$10,000 - - 10%
$0 . 0%
2003 2004 2005 2006 2007
# Net Income ($million) Pretax Income/Revenue (%)
Note: excludes writedowns in 2007
. Source: SNL Financial, Company reports, Lehman Brothers Estimates
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Capital markets have grown more than investment banking

L
| Global Underwriting and Completed M&A Volume ($billion) |
adwsory_a_nd §15.000 -
underwriting $11,659
business $10,000 -
grew...
$5,000 -
$0
2003 2004 2005 2006 2007
| Revenue Split Across S Brokers ($ billion)
...But the real
driver was balance
sheet intensive
businesses such
as trading and
principal investing
2003 2004 2005 2006 2007
# Non-Balance Sheet Intensive (Advisory, Underwriting & Asset Mgmt) = Balance Sheet Intensive (Capital Markets) & Writedow ns
. Source: Dealogic, SNL Financial, Company reports, Lehman Brothers Estimates
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Revenue growth 1n capital markets was fueled by bigger balance sheets

L
| Total Assets ($ billion) |
$1,200 - $1,120
Balance sheets $1,045 $1.020
expanded to capitalize $900 -
on opportunities
pp $600 -
$300
$0 -
GS MS MER LEH BSC
= 2000 w 2007

| Balance Sheet Intensive Revenue, Assets ($ billion) |

$5,000 - - $120
Capital Markets
$4,000 - - $100
revenue
i - $80
followed...grow:ng $3.000 -
with assets - $60
$2,000 -
- $40
$1,000 L $20
$0 $0
2003 2004 2005 2006 2007
s Total Assets Balance Sheet Intensive Rewenue
. Source: SNL Financial, Company reports, Lehman Brothers Estimates
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Profitability per asset deployed did not improve

Balance Sheet Intensive Revenue / Assets (%)

3.0% -
Profitability never S 2.3% 2.5% 2.5%
really improved...
there were just more
assets to trade

2.0% -

1.5% -

1.0% -

2003 2004 2005 2006 2007

Source: SNL Financial, Company reports, Lehman Brothers Estimates
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Asset growth was not supported by more capital

| Equity, Assets ($ billion) U
Asset growth was $5,000
not supported by $4,000 -
corre.?‘pondl_ng £3,000 4
growth in capital...
$2,000 -
$1,000 -
$0 1
2003 2004 2005 2006 2007
= Equity = Total Assets
| Total Debt (8 billion) vs. Brokerage Index as % of Credit Index
. $2,500 - - 10%
...Rather, it was 61 054
fueled by more debt $2,000 + ’ - 8%
$1,500 - - 6%
$1,000 - | 4%
$500 - - 2%
$0 0%
2003 2004 2005 2006 2007
sz Total Debt Across S Brokers Brokerage Sector % Total Credit Index
. Source: SNL Financial, Company reports, Lehman Brothers Estimates
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Leverage Grew to New Records

I
| Assets / Equity (x) |
31x 1
Unadjusted leverage
increased by 50% in
five years... 204
21x A
16x -
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Assets — Matched Book Repo / Equity (x)
...As did adjusted 30x 1 26.00 x

leverage 25 -

20x -

15x

10x

5x

Ox

2003 2004 2005 2006 2007
. Source: SNL Financial, Company reports, Lehman Brothers Estimates
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Rating agencies allowed debt to grow

I
| Goldman Pre-Tax Earnings by Geography (From Moodys Report) |
| 2004 | 2005 |

Asia Other
Rating agencies Asia 3%
applauded earnings,
risk management,
and diverSity. = Eu rope >
14%
Europ
17%
¥ US
64%
Reprint from Moody s June 2006 report
| S&P Senior Debt Ratings
...Raising ratings,

while turning a blind
eye to leverage

Source: Moodys, SNL Financial, Lehman Brothers Estimates
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Debt investors were captivated by strong earnings too

| Assets — Matched Book Repo / Equity (x) vs. Average SYr Broker CDS (bps) |

25X - 50

21.6 x

19.6 x 20.1 x
The debt market did not 20x 1 40
penalize brokers for high 15x | 30
leverage...
10x - - 20
5X 1 - 10
0x 0
2003 2004 2005 2006
sz Assets - Matched Book Repo/Equity e AVg 5Yr CDS
Change in 5-yr CDS Y-O-Y (bp)
300 -

...Butitis now

GS MS LEH MER
m 3/26/2007 = 3/26/2008
. Source: SNL Financial, Company reports, Lehman Brothers Estimates
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Perception of risk has changed

The market is telling
financial institutions to

OAS of IG Financial Institutions Sector (bp) |

400 -
350 -

reduce risk... 300 -
250 -
200 -
150 -
100 { s’
50 4
0 T T T T T T T T T
1989 1991 1993 1995 1997 1999 2001 2003 2005 2007
Assets — Matched Book Repo / Equity (x)
. 30x q
...And brokers will be / 26.00 x \
forced to de-lever to 25¢ 1
maintain ratings and 20x - 17.95 x
access to low-cost debt 15x
10x 4
5x A
OX I s e I .ot

2003 2007 Proforma
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Deleveraging will have a material impact on profitability

| Total Revenue ($ billion) | L

$160 -

A return to 2003 $140 -
leverage will result |
in a 28% decline in

revenue (assuming $;:Z |
capital markets

rev/assets stable at ™

2.5%)... $40

$20 -

$0 -

2003 2004 2005 2006 2007 Estimated Revenue in
new leverage paradigm

% Advisory Underwriting & Asset Mgmt Revenue = Balance Sheet Intensive Revenue

Compensation per Employee —19%

assuming 10% headcount reduction
...As revenue
i Revenue
declines so does EPS » |Pretax profit margin down 700 bps
-28% assuming 5% fixed cost reduction
\ EPS down 40%
. Source: SNL Financial, Company reports, Lehman Brothers Estimates
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