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Dealing with the Problem

COMPANY & MARKET DATA

Rating Status Buy
Price $15.50
Price Target, Excl Dividends YE0O8 $20.00
52 Week Range $12.00 - $67.73
Market Capitalization (mm) $8,866
Assets (mm) $639,432

Fully Diluted Shares Outstanding (mm) 572

Average Daily Trading Volume (000) 44,810
Book Value per Share $34.48
Tangible Book Value per Share $27.14
Dividend (FYO8E)/Yield $0.68 4.4%
ESTIMATES
FY2007A FY2008E FY2009E FY2010E

Revenue/Share $33.82 $12.21 $23.76 $26.24
February EPS $1.96 $0.81 $0.44 $0.65
May EPS $2.21  ($5.14) $0.50  $0.65
August EPS $1.54  ($2.32) $0.46  $0.58
November EPS $1.54 $0.31 $0.54 $0.72
EPS $7.26  ($6.33) $1.93  $2.60
Prior EPS $7.26  ($6.33) $1.93  $2.60
Consensus EPS ($6.09)  $3.29 $4.05
RATIOS

P/R 0.46x 1.27x 0.65x 0.59x
P/E 2.13x N.M. 8.0x 6.0x
Price/Book 0.45x
Price/Tangible Book 0.57x
Projected Growth Rate N.M.
P.E./Growth N.M.
Annualized Current ROE N.M.
Annualized Current ROA N.M.
Common Equity/Assets 3.73%
Tangible Common Equity/Assets 3.08%
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Highlights

Lehman Brothers reputedly is about to lay off 1,500 sales
people and traders. This announcement is expected to be the
first in a series that may be made in the next 10 days as
Lehman comes to grip with its problems.

The company is facing a large number of very unhappy
investors and employees. The reason for the upset is that the
company may have been too slow to recognize the problems
on its balance sheet. Management may have believed that by
simply waiting and “"toughing it out” it would be able to deal
with its current challenges.

The sharp decline in its stock price and, what | believe is, the
real likelihood of a hostile takeover may now be forcing
management to deal with its problems. These problems are
three fold in nature.

First, it is believed that Lehman must more aggressively write
down its commercial real estate holdings; its residual holdings
in residential real estate offerings; and its hedge fund
investments.

Second, the firm must bring in capital to offset the write downs
no matter how dilutive.  Third, it must re-establish its
relationship with key employees who feel that their incomes
have been hurt because they were willing to take Lehman stock
rather than cash for their bonuses.

This requires decisive action. The presumed layoff is believed
to be the first step toward addressing these issues. More
announcements are expected soon.

| repeat, that if Lehman does not take these actions it is likely
that an outsider will do this for the firm through a hostile
takeover. There are at least three types of firms who could buy
and restructure Lehmann: private equity funds, banks, and
investment banking firms.

This saga is not likely to continue much longer. Since | believe
the result will be a positive one, the stock is being
recommended for purchase despite its dismal third fiscal
quarter (ends August 31) expectations. Lehman continues to
be one of the most attractive firms in the business.

Disclosures and Analyst Certifications can be found in Appendix A.

NEW YORK, NY HOUSTON, TX COLUMBUS, OH MELVILLE, NY

PRINCETON, NJ

LOS ANGELES, CA MIAMI, FL LUTZ, FL LINCOLNSHIRE, IL BOCA RATON, FL

17108 Tiffany Lake Place, Lutz, FL 33549 ¢ Telephone: 813-948-9404

Member New York Stock Exchange, American Stock Exchange, FINRA, and SIPC



Lehman Brothers (LEH)

APPENDIX A:
IMPORTANT RESEARCH DISCLOSURES

ANALYST CERTIFICATION: I, Richard X. Bove, attest that the views expressed in this research report accurately reflect my
personal views about the subject security and issuer. Furthermore, no part of my compensation was, is, or will be directly or
indirectly related to the specific recommendation or views expressed in this research report.

The research analyst(s) primarily responsible for the preparation of this research report have received compensation based upon
various factors, including the firm’s total revenues, a portion of which is generated by investment banking activities.

VALUATION METHODOLOGY: The price targets on the financial stocks are calculated using a discounted cash flow model.
Subjective assumptions are input for the secular growth rates of the companies involved and for the assumed terminal price
earnings multiples.

RISKS : Companies in the financial industry do not control the macro economic factors that have the greatest impact on their
earnings performances and their stock prices. These include changes in the level of interest rates and the shape of the yield curve,
as well as changes in economic direction which may slow or accelerate unit growth and loan losses. These companies do not
provide adequate data concerning their holdings of loans and securities. In this sense they are blind pools and investors only
become aware of problems after they have occurred. Managements are also prone to errors in decision making in positioning their
balance sheets and in the general operation of their businesses which may impact the profits of the company. The analyst preparing
this report may also make incorrect judgments concerning interest rates and economic direction and this could cause his estimates
to deviate meaningfully from actual results. Further, his assumptions concerning PE multiples may be faulty leading to faulty price
targets.

STOCK RATING DEFINITIONS

Buy: The stock’s return is expected to exceed 15% over the next twelve months.
Neutral: The stock’s return is expected to be plus or minus 15% over the next twelve months.
Sell: The stock’s return is expected to be negative 15% or more over the next twelve months.

Investment Ratings are determined by the ranges described above at the time of initiation of coverage, a change in risk, or a

change in target price. At other times, the expected returns may fall outside of these ranges because of price movement and/or
volatility. Such interim deviations from specified ranges will be permitted but will become subject to review.

RATINGS DISPERSION AND BANKING RELATIONSHIPS

Buy 68% (12% are banking clients)
Neutral 30% ( 3% are banking clients)
Sell 2% ( 0% are banking clients)

UNIVERSE OF FINANCIAL SECTOR STOCKS UNDER RESEARCH COVERAGE: Goldman Sachs Group (GS), Lehman Bros
(LEH) , Merrill Lynch (MER), Morgan Stanley (MS), BB&T (BBT), Comerica Inc. (CMA), Fifth Third Bancorp (FITB), First Horizon
National Corp (FHN), Keycorp (KEY), Marshall & lIsley Corp (MI), National City Corp (NCC), PNC Financial Services Group (PNC),
Regions Financial Corp (RF), SunTrust Banks (STI), UnionBanCal Corp (UB), US Bancorp (USB), Washington Mutual (WM), Wells
Fargo & Co (WFC), Zions Bancorp (ZION), Bank of America (BAC), Citigroup (C), JPMorgan Chase (JPM), Wachovia Corporation
(WB), Bank of New York Mellon Corporation (BK), Northern Trust Corp (NTRS), State Street Corp (STT).

COMPANY SPECIFIC DISCLOSURES: MARKET MAKING, INVESTMENT BANKING, ANALYST OWNERSHIP

Of the Universe of Financial Sector Stocks Under Research Coverage, Ladenburg Thalmann & Co. Inc. makes a market only in the
common stock of FifthThird Bank (FITB), Zions Bancorp (ZION), Northern Trust (NTRS). Ladenburg Thalmann & Co. Inc. has
neither had an investment banking relationship, nor received any investment banking fees, with either the subject company, or any
Financial Sector Stock under Research Coverage in the past 12 months. A member of the Analyst's family owns shares of the
common stock of: Bank of America (BAC - Buy Rated), Citigroup (C-Buy Rated), National City (NCC- Neutral Rated). Ladenburg
Thalmann & Co. Inc. has received compensation for services other than for investment banking in the past 12 months from
JPMorgan Chase (JPM), Goldman Sachs Group (GS), Bank of New York Mellon Corp (BK), and Lehman Bros (LEH). Of the
Universe of Financial Sector Stocks under Research Coverage, neither the Analyst, nor members of the Analyst’'s household own
any financial interest in any covered stock.

Ladenburg Thalmann & Co. Inc.
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GENERAL DISCLAIMERS

Information and opinions presented in this report have been obtained or derived from sources believed by Ladenburg Thalmann &
Co. Inc. believe to be reliable. The opinions, estimates and projections contained in this report are those of Ladenburg Thalmann as
of the date of this report and are subject to change without notice.

Ladenburg Thalmann & Co. Inc. accepts no liability for loss arising from the use of the material presented in this report, except that
this exclusion of liability does not apply to the extent that such liability arises under specific statutes or regulations applicable to
Ladenburg Thalmann & Co. Inc. This report is not to be relied upon in substitution for the exercise of independent judgment.
Ladenburg Thalmann & Co. Inc. may have issued, and may in the future issue, other reports that are inconsistent with, and reach
different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and
analytical methods of the analysts who prepared them and Ladenburg Thalmann & Co. Inc. is under no obligation to ensure that
such other reports are brought to the attention of any recipient of this report.

Some companies that Ladenburg Thalmann & Co. Inc. follows are emerging growth companies whose securities typically involve a
higher degree of risk and more volatility than the securities of more established companies. The securities discussed in Ladenburg
Thalmann & Co. Inc. research reports may not be suitable for some investors. Investors must make their own determination as to
the appropriateness of an investment in any securities referred to herein, based on their specific investment objectives, financial
status and risk tolerance.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty,
express or implied, is made regarding future performance. The price, value of and income from any of the securities mentioned in
this report can fall as well as rise. The value of securities is subject to exchange rate fluctuation that may have a positive or adverse
effect on the price or income of such securities. Investors in securities such as ADRs, the values of which are influenced by
currency volatility, effectively assume this risk. Securities recommended, offered or sold by Ladenburg Thalmann & Co. Inc. (1) are
not insured by the Federal Deposit Insurance Company; (2) are not deposits or other obligations of any insured depository
institution; and (2) are subject to investment risks, including the possible loss of some or all of principal invested. Indeed, in the case
of some investments, the potential losses may exceed the amount of initial investment and, in such circumstances; you may be
required to pay more money to support these losses.

The information and material presented in this report are provided to you for information purposes only and are not to be used or
considered as an offer or the solicitation of an offer to sell or to buy any securities mentioned herein. This publication is confidential
for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed to another
party, without the prior written consent of Ladenburg Thalmann & Co. Inc.
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