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Company Description

Jefferies is one of the largest independent
investment banks in the U.S.

November 23, 2011 FINANCIAL INSTITUTIONS/COMMERCIAL & INVESTMENT BANKING

Stock Rating:

PERFORM
12-18 mo. Price Target NA

JEF - NYSE $10.06

3-5 Yr. EPS Gr. Rate NA

52-Wk Range $27.12-$9.50

Shares Outstanding 199.7M

Float 148.3M

Market Capitalization $2,009.2M

Avg. Daily Trading Volume 5,454,349

Dividend/Div Yield $0.30/2.98%

Fiscal Year Ends Nov

Book Value $14.90

2011E ROE 9.8%

LT Debt $3,779.0M

Preferred $125.0M

Common Equity $3,175M

Convertible Available Yes

Book Value Per Share: Pro forma book value per

share adjusted for outstanding restricted stock units.

EPS Diluted Q1 Q2 Q3 Q4 Year Mult.

2008A (0.43) (0.03) (0.18) (2.39) (3.23) NM

2009A 0.19 0.30 0.42 0.47 1.38 7.3x

2010A 0.35 0.41 0.22 0.31 1.28 7.9x

2011E 0.42A 0.36A 0.30A 0.24 1.30 7.7x

2012E -- -- -- -- 1.40 7.2x

Jefferies Group
Another Hack Attack

SUMMARY

Every analyst is entitled to his or her opinion, but one would think that one aspiring

to become a significant rating agency would do a minimum of proof reading and fact

checking before launching a highly controversial report. In a report yesterday from

Egan-Jones we read: "JEF has seen a decline of approximately 37.8% per annum

over the last couple of years which is disappointing." Well aside from the absurdity

of saying "approximately" when one drills down to a tenth of a percent, while at the

same time leaving "last couple of years" totally vague, the number is just flat out

wrong by a country mile.

KEY POINTS

■ JEF had record net revenues of $2.1B in 2009, up 36% from the prior record in

2007; in the 11-month year ended Nov. 2010 revenues were $2.2B (i.e., so

about $2.4B annualized); and for the first three quarters of 2011, revenues are

running at a $2.7B annual rate.

■ The Egan-Jones report shows total revenues of $524M for full-year 2010 and

$897M for 2011. Now that's what we call a miss. The $524M incidentally is the

exact same number as 3Q11. Another peculiar aspect of the analysis is that

Egan-Jones' downgrade note from 11/2 showed 2010 revenue of $680M.

■ Try as we might, we could not reverse engineer a 37.8% decline rate to figure

out what the "couple of years" time-frame was. The report also claimed that

"operating margin fell to 0.0% for the fiscal year ended 2010. In fact JEF earned

$397M on $2.2B of revs which we calculate to be 18.1%.

■ The report also bizarrely projects JEF's assets to increase from $45B today to

$67B by fiscal year-end, to $102B in 2012 and to $153B in 2013. All analysts

make an occasional numerical mistake, but these numbers are so grotesquely

wrong they should immediately jump off the page to anyone remotely familiar

with the numbers.

■ The report's main contention is that JEF needs to reduce its assets by $5B and

raise $1B of equity or face a downgrade from them. Every analyst is entitled to

his or her opinion, but we doubt that the market will pay much heed given the

gross miscalculations we see in this report.
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One would think that anyone so keenly attuned to the needs of Jeffries' balance sheet as Egan-Jones

would intuitively grasp the folly of grossing up the company's balance sheet assets by nearly 50% by

year-end, and then compound the folly by basing a "liquidation analysis" based on this assumption. In

the "base case" scenario the balance sheet is first grossed up by "approximately" 50% and then a 10%

haircut is applied to marketable securities and short-term investments, a 20% haircut to loans, and

15% to other long-term investments and fixed assets. The resulting analysis shows a 10.6% haircut on

Total Assets or $7.1B in absolute terms. Where these numbers come from is anyone's guess. It is

interesting to juxtapose this with the company's own disclosure earlier in the week that 77% of its long

inventory is readily financeable at a haircut of 10% or less. Lenders would want a margin of safety, and

thus clearly the market is giving these assets a higher value than Egan-Jones.

Indeed, we find the whole liquidation analysis confusing and at odds with what the firm published on

November 2nd. In that report the assets were $45B and the haircut on the marketable securities was

20%. Now the assets are 50% higher and the haircuts are 10% less, and all the while the report offers

no rationale for the change in assumptions. Interestingly, the "conclusion" curiously comes to roughly a

similar recovery rate in the '70s. Could this be a case of reverse engineering?

Jefferies Group



3

Investment Thesis

We continue to view JEF as one of the few good mid-cap growth stories in the financial services industry. Unlike most

investment banks, it has created value for its shareholders over the past decade and in general we are favorably disposed

to how it used the financial crisis to build its franchise in a non-dilutive manner. All that said, for the time being we would

prefer getting our financial exposure from the plain vanilla banks and remain on the sidelines with respect to JEF.

Important Disclosures and Certifications
Analyst Certification - The author certifies that this research report accurately states his/her personal views about the

subject securities, which are reflected in the ratings as well as in the substance of this report.The author certifies that no

part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views

contained in this research report.

Potential Conflicts of Interest:

Equity research analysts employed by Oppenheimer & Co. Inc. are compensated from revenues generated by the firm

including the Oppenheimer & Co. Inc. Investment Banking Department. Research analysts do not receive compensation

based upon revenues from specific investment banking transactions. Oppenheimer & Co. Inc. generally prohibits any

research analyst and any member of his or her household from executing trades in the securities of a company that such

research analyst covers. Additionally, Oppenheimer & Co. Inc. generally prohibits any research analyst from serving as an

officer, director or advisory board member of a company that such analyst covers. In addition to 1% ownership positions in

covered companies that are required to be specifically disclosed in this report, Oppenheimer & Co. Inc. may have a long

position of less than 1% or a short position or deal as principal in the securities discussed herein, related securities or in

options, futures or other derivative instruments based thereon. Recipients of this report are advised that any or all of the

foregoing arrangements, as well as more specific disclosures set forth below, may at times give rise to potential conflicts of

interest.
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All price targets displayed in the chart above are for a 12- to- 18-month period. Prior to March 30, 2004, Oppenheimer &

Co. Inc. used 6-, 12-, 12- to 18-, and 12- to 24-month price targets and ranges. For more information about target price

histories, please write to Oppenheimer & Co. Inc., 300 Madison Avenue, New York, NY 10017, Attention: Equity Research

Department, Business Manager.
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Oppenheimer & Co. Inc. Rating System as of January 14th, 2008:

Outperform(O) - Stock expected to outperform the S&P 500 within the next 12-18 months.

Perform (P) - Stock expected to perform in line with the S&P 500 within the next 12-18 months.

Underperform (U) - Stock expected to underperform the S&P 500 within the next 12-18 months.

Not Rated (NR) - Oppenheimer & Co. Inc. does not maintain coverage of the stock or is restricted from doing so due to a potential

conflict of interest.

Oppenheimer & Co. Inc. Rating System prior to January 14th, 2008:

Buy - anticipates appreciation of 10% or more within the next 12 months, and/or a total return of 10% including dividend payments,

and/or the ability of the shares to perform better than the leading stock market averages or stocks within its particular industry sector.

Neutral - anticipates that the shares will trade at or near their current price and generally in line with the leading market averages due to

a perceived absence of strong dynamics that would cause volatility either to the upside or downside, and/or will perform less well than

higher rated companies within its peer group. Our readers should be aware that when a rating change occurs to Neutral from Buy,

aggressive trading accounts might decide to liquidate their positions to employ the funds elsewhere.

Sell - anticipates that the shares will depreciate 10% or more in price within the next 12 months, due to fundamental weakness

perceived in the company or for valuation reasons, or are expected to perform significantly worse than equities within the peer group.

Distribution of Ratings/IB Services Firmwide

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

OUTPERFORM [O] 330 55.60 145 43.94

PERFORM [P] 257 43.30 84 32.68

UNDERPERFORM [U] 7 1.20 3 42.86

Although the investment recommendations within the three-tiered, relative stock rating system utilized by Oppenheimer & Co. Inc. do not

correlate to buy, hold and sell recommendations, for the purposes of complying with FINRA rules, Oppenheimer & Co. Inc. has assigned

buy ratings to securities rated Outperform, hold ratings to securities rated Perform, and sell ratings to securities rated Underperform.

Company Specific Disclosures
In the past 12 months Oppenheimer & Co. Inc. has provided investment banking services for JEF.

Oppenheimer & Co. Inc. expects to receive or intends to seek compensation for investment banking services in the next 3

months from JEF.

In the past 12 months Oppenheimer & Co. Inc. has managed or co-managed a public offering of securities for JEF.

In the past 12 months Oppenheimer & Co. Inc. has received compensation for investment banking services from JEF.

Jefferies Group
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Additional Information Available

Please log on to http://www.opco.com or write to Oppenheimer & Co. Inc., 300 Madison Avenue, New York, NY 10017,

Attention: Equity Research Department, Business Manager.

Other Disclosures
This report is issued and approved for distribution by Oppenheimer & Co. Inc. Oppenheimer & Co. Inc transacts Business on all Principal

Exchanges and Member SIPC. This report is provided, for informational purposes only, to institutional and retail investor clients of

Oppenheimer & Co. Inc. and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction

where such offer or solicitation would be prohibited. The securities mentioned in this report may not be suitable for all types of investors.

This report does not take into account the investment objectives, financial situation or specific needs of any particular client of

Oppenheimer & Co. Inc. Recipients should consider this report as only a single factor in making an investment decision and should not

rely solely on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the

merits and risks of investments. The analyst writing the report is not a person or company with actual, implied or apparent authority to

act on behalf of any issuer mentioned in the report. Before making an investment decision with respect to any security recommended in

this report, the recipient should consider whether such recommendation is appropriate given the recipient's particular investment needs,

objectives and financial circumstances. We recommend that investors independently evaluate particular investments and strategies, and

encourage investors to seek the advice of a financial advisor.Oppenheimer & Co. Inc. will not treat non-client recipients as its clients

solely by virtue of their receiving this report.Past performance is not a guarantee of future results, and no representation or warranty,

express or implied, is made regarding future performance of any security mentioned in this report. The price of the securities mentioned

in this report and the income they produce may fluctuate and/or be adversely affected by exchange rates, and investors may realize

losses on investments in such securities, including the loss of investment principal. Oppenheimer & Co. Inc. accepts no liability for any

loss arising from the use of information contained in this report, except to the extent that liability may arise under specific statutes or

regulations applicable to Oppenheimer & Co. Inc.All information, opinions and statistical data contained in this report were obtained or

derived from public sources believed to be reliable, but Oppenheimer & Co. Inc. does not represent that any such information, opinion or

statistical data is accurate or complete (with the exception of information contained in the Important Disclosures section of this report

provided by Oppenheimer & Co. Inc. or individual research analysts), and they should not be relied upon as such. All estimates, opinions

and recommendations expressed herein constitute judgments as of the date of this report and are subject to change without

notice.Nothing in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any reference

in this report to the impact of taxation should not be construed as offering tax advice on the tax consequences of investments. As with

any investment having potential tax implications, clients should consult with their own independent tax adviser.This report may provide

addresses of, or contain hyperlinks to, Internet web sites. Oppenheimer & Co. Inc. has not reviewed the linked Internet web site of any

third party and takes no responsibility for the contents thereof. Each such address or hyperlink is provided solely for the recipient's

convenience and information, and the content of linked third party web sites is not in any way incorporated into this document.

Recipients who choose to access such third-party web sites or follow such hyperlinks do so at their own risk.

This report or any portion hereof may not be reprinted, sold, or redistributed without the written consent of Oppenheimer & Co. Inc.

Copyright © Oppenheimer & Co. Inc. 2011.
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