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To Inquire.  To Achieve.  To Learn.

Research Report

Goldman Sachs
Prepared by Sarah Deming
Presented on April 15, 2008
Company Information

The Goldman Sachs Group, Inc. is a global investment banking, securities and investment management firm that provides a range of services worldwide to a client base that includes corporations, financial institutions, governments and high-net-worth individuals. Its activities are divided into three segments: Investment Banking, Trading and Principal Investments, and Asset Management and Securities Services. Investment Banking represented 16% of the Company's net revenues during the 2007 fiscal year. Trading and Principal Investments represented 68% of net revenues in fiscal 2007. Asset Management and Securities Services represented 16% of net revenues in fiscal 2007.  

The Investment Banking segment provides financial advisory services, including advisory assignments with respect to mergers and acquisitions, divestitures, corporate defense activities, restructurings, and spin-offs; and underwriting services, and real estate-related securities, such as mortgage-related securities and the securities of real estate investment trusts.  The Trading and Principal Investments segment engages in market making in, trading of, and investing in fixed income and equity products, currencies, commodities, and derivatives on these products. It also involves in specialist and market-making activities on equities and options exchanges; clearing client transactions on stock, options, and futures exchanges; and making principal investments directly and through funds that the company raises and manages.  The Asset Management and Securities Services segment provides investment advisory and financial planning services, as well as offers investment products. This segment also provides prime brokerage services, financing services, and securities lending services.
After raising $6.5 billion in 2006 for its debut infrastructure fund, Goldman Sachs Group is hoping to rake in $7.5 billion of capital commitments for GS Infrastructure Partners II LP, according to the offering's marketing materials.  Fund II will focus on core infrastructure sectors, particularly transport infrastructure and utilities, in developed markets - predominantly North America and Europe - with established legal, political and regulatory frameworks.  Infrastructure also has the benefit of being backed by stable, monopolistic asset bases. For instance, even in a downturn, commuters still drive on toll roads to get to where they are going.
Industry Information

Goldman Sachs is in the financial sector and more specifically the investment services industry.  Financials include banks, insurance, real estate, and investment brokerage.  The leading competitors for Goldman Sachs are Morgan Stanley, Merrill Lynch, Lehman Brothers Holdings, Charles Schwab Corp. Goldman Sachs has the largest market capitalization of its competitors currently at $65.5 billion.  Recently the financials have been facing losses mostly because of the sub prime mortgage and credit crisis.  Housing market weakness has intensified, along with the losses facing related financial sectors.  Some financial companies, such as Bear Stearns have suffered from the market leading to bankruptcy.  But historically, the financial industry has been very strong especially during prosperous economies.
Security Information

Ticker Symbol: GS
Exchange: NYSE
52-Week Range: 140.27-250.70
3-Month Average Trading Volume: 14,008,300
Beta: 2.15
Financial Information

Earnings per Share: 21.301
Price/Earnings: 7.68
Price/Sales: 1.82
Dividend Rate: .8%

Current Yield: 1.40
Company Analysis

Earnings Growth: -52.70%
Revenue Growth: -34.50%
Profit Margin:  23.83%
Return on Equity: 25.08%
Return on Assets: 0.83%
Peer Analysis
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Goldman Sachs vs NASDAQ, Morgan Stanley
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Goldman Sachs vs S&P 500, Merrill Lynch

Goldman Sachs is one of the only financial companies that avoided significant losses during the subprime fallout.  Goldman Sachs is the industry leader in market capitalization.  Yahoo! Finance ranks Goldman Sachs 15/24 for PE Ratio and Long-Term Growth Rate (5 years).  Goldman Sachs is ranked 17/24 for Revenue Growth and 12/24 for EPS Growth.  
Analyst Information

Wall Street Journal: 2.52 (1- Strong Buy, 5- Strong Sell)
Yahoo! Finance: 2.5

The Street: Hold
Even though the chief executive of Goldman Sachs Lloyd Blankfein, said there is 'light at the end of the tunnel' for investors and financial firms hit by the credit crunch, many do not believe the credit crisis is over.  Citigroup along with Goldman boosted yield premiums to price at least $1.6 billion in commercial mortgage-backed securities on Friday, signaling continued stress in U.S. credit markets.
An article in the Wall Street Journal, suggest that this is not the time to buy stocks in the financial industry as it is still facing an era of lower earnings power. The current crisis has forced brokerages to reduce the amount of debt they employ, carry extra capital and retain the kind of assets they had become accustomed to offloading.  That means lower returns on equity, a measure of banking profitability, as a result, the multiples at which brokerage shares can be expected to trade relative to their book values, or assets minus liabilities, also should drop.
With the demise/merge of Bear Sterns, Morningstar.com has increased risk to all investment banks.  The range of potential outcomes from the capital market conditions appears much broader for investment firms.  Investment banks remain heavily reliant on increasingly unstable private short-term financing.  However, because of this investment banks stock prices have fallen sharply which may lead to handsome rewards in the long-term.  Morningstar.com still believes in the potential of higher-performing firms in the financial services sector.  
Evaluation

Financials are greatly underrepresented in our portfolio.  Adding financials to our portfolio with give us more diversification and long-term growth.  In the past few years, financials had double digit annual returns.  However, the financial industry has considerably slowed its growth and is not doing well in the current recessionary economy.  However, many are confident that when the economy recovers financials will recover as well.  There is some risk entering the financial market especially as the credit crisis is not yet over.  It could be a while before the problems in the financial system allow Goldman to enjoy rapid profit growth.  However, Goldman Sachs has been outperforming its main competitors and stands as one of the strongest financial companies in its industry.  Goldman Sachs is trading $153.59, just $10 above its 52-Week low that was reached March 17th, 2008.  I see this company as a long-term hold with target sell price around $205. 
Motion

I motion to buy 100 shares of Goldman Sachs.  
