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The Hispanization of the United States. Hispanics/
Latinos are 13% of the US population, increasing at a rate 3X the
national average, and could have a 20% share within 25 years.
Six areas — Media, Consumer, Housing, Financial Services,
Utilities, and Health Care — would benefit most from this change.

Hispanization: One of the fastest growing sub-economies within the US
On present trends, the Hispanic population in the United States will grow three times faster
than the US average, become wealthier at a faster rate, and change its spending patterns.

Concentrated population, differentiated consumers, increasing wealth

e States with high Hispanic population should grow faster than average
Firms focused on Hispanic customers with California, Texas and Florida would benefit.

e Demand for products preferred by Hispanics should grow above average
Beneficiaries would be companies exposed to CURRENT patterns of Hispanic/Latino spending.

e Hispanic/Latino spending power should grow faster than the US average
Beneficiaries would be companies exposed to FUTURE patterns of Hispanic/Latino spending

How to profit from this trend?
We identify specific stocks that would be prime beneficiaries — see page 3.

Census Bureau forecasts Hispanic/Latinos will reach 20% of total US population by 2030

2000 | 2010 2020 | 2030 | CAGR
Total US (millions) 282 309 336| 364 1.07\o
Hispanic/Latino (millions) 36 48 60 73 2.977
[Hispanic/Latino % of US Total 13%| 15% 18%| 20% \j

[ Hispanic/Latinos forecasted to grow 3x faster than the US average. ]

Source: US Census Bureau.
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How to profit from the Hispanization of the United States: selected companies

| Large-cap | | Small-cap |
GS Market GS Market
Company Ticker Rating Cap ($bn) Company Ticker Rating Cap ($bn)
Univision UVN NC $9.8 Entravision Communications EVC NC $0.7
Avon Products AVP OP/N 18.5 99 Cents Only Stores NDN NC 1.2
D.R. Horton DHI NC 8.1 KB Home KBH NC 4.1
Bank of America BAC OP/N  189.5 Jackson Hewitt JTX OP/N 0.9
Lilly (Eli) & Co. LLY IL/N 63.2 PacifiCare Health PHS IL/N 4.0
Sempra Energy SRE OP/N 8.5 PNM Resources PNM NC 1.5

Source: Goldman Sachs Research.

The prices in this report are based on the market close of November 17, 2004.
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Hispanization of the United States and economic convergence

We believe the Hispanic/Latino population in the United States will have a dramatic
increase in its economic significance in the coming years. Key reasons for this
belief include: (1) absolute population growth, (2) growth in income, and (3) new
spending patterns. The primary beneficiaries of these trends would be companies
in the following sectors and sub-sectors: Consumer Discretionary (Media, Home
Building, Home Improvement Retail), Consumer Staples (Consumer Products),
Financials (Banks, Consumer Finance, Thrifts & Mortgage Finance), Health Care
(Pharmacy Benefit Managers, Pharmaceuticals, Medical Devices), and Utilities
(Electric Utilities, Gas Utilities). See Exhibits 1-2.

Driver 1: Population growth — immigration, high fertility, and younger demographic

The 36 million Hispanic/Latinos in the United States currently comprise 13% of the
population. The US Census Bureau forecasts this share will reach 20% by 2030 given a
projected growth rate 3 times the national average. On present trends, and as estimated by
the Census Bureau, this population growth will be driven by three factors: (1)
Hispanic/Latino immigrants are likely to continue to arrive in the United States at a rate
of 700,000 per year (0.25% of the US population), (2) there are far higher fertility rates
among Hispanic/Latino population (2.9 children per female versus 1.8 among white, non-
Hispanics), and (3) the Hispanic/Latino population is unusually young, with a median age
of 25.9 years, versus 35.3 years for the broader US population.

Driver 2: Wealth — Higher Hispanic/Latino incomes would magnify economic impact

Hispanic/Latinos currently have the among the lowest average income levels of any
ethnic group within the United States. However, as this population surges, income levels
would also rise and converge toward the US average. We believe increasing wealth will
have three drivers: (1) the “generation effect:”” second-generation immigrants will have
higher incomes than new immigrants; (2) current economic momentum: Hispanic/Latinos
have already begun to close the income gap over the past several years; and (3) low base:
Hispanic/Latinos have the lowest — therefore easiest — base from which to grow.

Driver 3: Shifting consumption patterns — Hispanic/Latinos will spend in new areas

Hispanic/Latinos spend 93% of their pre-tax income (versus the US average of 82%) and
follow buying patterns characteristic of lower-income groups. As Hispanic/Latinos
advance economically, we expect more spending on health care, insurance, and housing.

Best positioned: Consumer Discretionary, Staples, Financials, Health Care & Utilities

+ Population growth As the Hispanic/Latino population grows in absolute terms and income rises, new

+ Income growth spending patterns should positively affect firms in the Media and Consumer Products

+ New spending patterns areas. Higher wealth would lead to greater home ownership, benefiting Home Building

= Market impact. and Home Improvement Retail. Within Financials, higher bank account ownership rates
would be positive for Banks, and Consumer Finance firms in regions with high
Hispanic/Latino concentration. Thrifts & Mortgage Finance companies should benefit
from housing purchases. Utilities positioned in high housing growth areas should benefit.
Health insurance coverage rates should increase, benefiting Managed Care, Pharmacy
Benefit Managers, Pharmaceuticals, and Health Care Equipment companies.

Goldman Sachs Global Investment Research - November 22, 2004 1



Where to Invest Now ¢ Hispanization of the United States Sector Strategy

Exhibit 1: Hispanic/Latino population growth, income growth, and changing spending patterns impact economy
outcome of Hispanic/Latino population growth, income growth, and spending patterns on economic activity

High Population
Growth
(3x US average)

Changing

Demographic Trends:
Spending Patterns

HISPANIZATION
of the United States

Theme:

Advancing economically
faster than the US average

Consume different goods
and services

High population
concentration

Why important:

States with high
Hispanic/Latino
concentration
(California, Texas, Florida)
will grow faster
than US average

! ! !

Hispanic/Latino CURRENT patterns of FUTURE patterns of

Beneficiaries: pOpngtl$; c:lr_lters Hispanic/Latino spending | |Hispanic/Latino spending

Demand for products
preferred by Hispanic/
Latinos will grow faster
than US average

Hispanic/Latino spending
power will grow faster than
US average

Why meaningful:

THE ‘RIGHT’ STATES THE ‘RIGHT’ CUSTOMERS | | THE ‘RIGHT’ PRODUCTS

Source: Goldman Sachs Research estimates.
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Exhibit 2: Hispanic/Latino population growth and income growth should drive stock performance over the long term
impact of Hispanic/Latino population growth, income growth, and changing spending patterns on companies and sub-sectors

Companies with disproportionately high exposure to:

THE 'RIGHT' STATES THE 'RIGHT' CUSTOMERS THE 'RIGHT' PRODUCTS
Hispanic/Latino
p . CURRENT patterns of FUTURE patterns of
population centers: Hispanic/Latino spending Hispanic/Latino spending
Sectors: CA, TX, FL
Belo BLC NC Univision UVN NC
. Tribune TRB U/C Spanish Broadcasting System SBSA NC
Media Entravision Communications EVC NG
Clear Channel CCU NC
(see p. 30) Viacom VIAbL IUN
General Electric GE OP/N
99 Cents Only Stores NDN NC Avon Products AVP  OP/N | Procter & Gamble Co PG OP/N
Consu mer CSK Auto Corp. CAO IWN Sears Roebuck & Co S IL/C
(see p. 33) Pepsico Inc PEP IL/N
P: General Motors Corp GM NC
H D.R. Horton DHI NC The Home Depot HD OP/N
Hous'“g KB Home KBH NC The Lowe's Companies LOW ILU/N
(see p. 36) Ryland Group RYL NC
F- H I City National CYN IL/N Accredited Home Lenders LEND NC Bank of America BAC OP/N
Inancia Colonial Bancgroup CNB NC First Cash Financial Services | FCFS NC Wells Fargo WFC OP/N
S H Compass Bancshares CBSS NC Jackson Hewitt JTX  OP/N | Washington Mutual WM NC
ervices Cullen/Frost Bankers CFR NC First Data FDC IL/A
(see p. 39) Prosperity Bancshare PRSP NC
Caremark CMX OP/N | Amerigroup Corp AGP NC Eli Lilly LLY IUN
Health Care Health Net HNT IL/N Pfizer PFE OP/N
(see p. 44) PacifiCare Health PHS IL/N Boston Scientific BSX OP/N
I PG&E Corporation PCG NC
Ut|||t|es PNM Resources PNM NC
(see p. 49) Reliant Resources RRI  NC
P Sempra Energy SRE OP/N
Potential Regional Provide liquidity to
Bank M&A targets lower-income consumers

Companies in BOLD each spent more
than $50 million on Spanish language
television ads in 2003.

Source: Goldman Sachs Research estimates.
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Exhibit 3: Valuation table for selected stocks likely to benefit from the Hispanization of the United States
as of November 17, 2004

EPS Estimates

52 Week Total Return YTD Beta FY1
GS S&P 500 Price Low - High Abs.  Rel. vs GS Cons.
Company Tkr Rating Sub-Sector Wght  11/17/2004  ($) ($) (%) (pp) SP500 ($) ($)
MEDIA
Clear Channel Communications CCU Broadcasting & Cable TV 0.19 34.55 30- 48 (26) (29) 1.3 - 1.39
Univision Communications UVN Broadcasting & Cable TV 0.09 30.37 28- 40 (23) (27) 1.3 - 0.73
Entravision Communications EVC Broadcasting & Cable TV - $8.35 7- 12 (25) (28) 1.2 - (0.10)
Spanish Broadcasting Sys Inc SBSA Broadcasting & Cable TV - 10.94 8- 12 4 1 1.0 - (0.14)
General Electric GE OP /A Industrial Conglomerates 3.50 36.35 27- 37 19 16 1.0 157 1.58
Viacom Inc. VIA.B Movies & Entertainment 0.57 35.84 30- 45 (19) (22) 1.2 1.44 154
Tribune Co. TRB U/C Publishing 0.13 43.89 39- 53 (14) 17) 0.9 2.24 2.23
Belo Corp -Ser A Com BLC Publishing - 2450 18- 30 (12) (15 09 - 132
CONSUMER
General Motors GM Automobile Manufacturers 0.21 39.77 37- 56 (22) (25) 1.1 - 6.42
Sears, Roebuck & Co. S IL/C Department Stores 0.10 52.99 31- 56 18 15 1.2 1.55 1.51
99 Cents Only Stores NDN General Merchandise Stores - 16.06 12- 30 (41) (44) 1.7 - 0.44
Procter & Gamble PG OP /N Household Products 1.26 54.49 48- 57 11 8 0.7 249 246
Avon Products AVP OP /N Personal Products 0.17 39.08 31- 47 17 14 0.9 1.76 1.77
PepsiCo Inc. PEP IL/N Soft Drinks 0.79 51.29 45- 56 1 8 0.7 2.32 2.31
CSK Auto CAO  IL/N Specialty Stores - 1586  11- 20 (16) (199 NM 112 1.14
HOUSING
Home Depot HD OP /N Home Improvement Retail 0.85 42.28 32- 44 20 17 1.0 227 222
Lowe's Cos. LOW  IL/N Home Improvement Retalil 0.41 57.67 46- 61 4 1 1.1 270 2.68
D R Horton DHI Homebuilding - 35.01 25- 37 23 20 NM - 4.21
KB Home KBH Homebuilding 0.04 89.03 60- 91 25 21 1.1 - 1129
Ryland Group RYL Homebuilding - 103.09 69- 106 17 14 NM - 1253
FINANCIALS
First Cash Financial Services Inc FCFS Consumer Finance - 24.68 15- 25 44 41 0.7 - 1.22
First Data FDC IL/A Data Processing & Outsourced Services 0.34 42.94 36- 47 5 2 1.0 216 2.14
Bank of America Corp. BAC OP /N Diversified Banks 1.73 46.59 37- 47 19 16 0.9 3.71 3.70
Wells Fargo WFC  OP/N Diversified Banks 0.96 62.46 54- 63 10 6 0.8 410 412
Jackson Hewitt JTX OP /N Diversified Commercial Services - 23.35 16- 23 NM - -
Compass Bancshares Inc CBSS Regional Banks - 47.00 38- 48 22 19 0.7 - 2.93
City National CYN IL/N Regional Banks - 68.78 57- 70 13 10 NM 450 4.13
Colonial Bancgroup CNB Regional Banks - 22.23 16- 23 32 29 0.7 - 1.32
Cullen/Frost Bankers Inc CFR Regional Banks - 48.60 39- 49 22 19 0.7 - 2.66
Prosperity Bancshares Inc PRSP Regional Banks - 28.20 21- 29 26 23 0.6 - 1.58
Washington Mutual WM Thrifts & Mortgage Finance 0.32 40.60 37- 47 6 3 0.9 - 3.24
Accredited Home Lenders Hidg LEND Thrifts & Mortgage Finance - 39.76 25- 43 30 27 1.1 - 6.00
HEALTH CARE
Boston Scientific BSX OP /N Health Care Equipment 0.26 33.95 31- 46 (8) (11) 1.0 163 1.62
Caremark Rx CMX  OP/N Health Care Services 0.15 36.20 24- 37 43 40 0.9 143 143
PacifiCare Health PHS IL/N Managed Health Care - 46.56 28- 47 38 35 NM 322 3.18
Health Net HNT IL/N Managed Health Care - 26.77 22- 34 (18) 21) NM 195 1.97
Amerigroup Corp AGP Managed Health Care - 66.74 36- 67 56 53 0.7 - 3.28
Pfizer, Inc. PFE OP /N Pharmaceuticals 1.93 27.99 27- 39 (19) (22) 0.9 212 2.13
Lilly (Eli) & Co. LLY IL/N Pharmaceuticals 0.58 55.86 50- 77 (19) (22) 0.8 2.80 2.81
UTILITIES
PG&E Corp. PCG Electric Utilities 0.12 33.92 23- 34 22 19 0.6 - 2.09
PNM Resources PNM Electric Utilities - 24.93 18- 25 37 34 NM - 1.44
Sempra Energy SRE OP /N Multi-Utilities & Unregulated Power 0.08 36.65 26- 37 25 22 0.5 320 3.14
Reliant Energy, Inc. RRI Multi-Utilities & Unregulated Power - 11.35 5- 12 54 51 1.2 - 0.26

Note: companies sorted by market capitalization within sub-sector.

Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Exhibit 3 cont’d: Valuation table for selected stocks likely to benefit from the Hispanization of the United States
as of November 17, 2004

EPS Esti EPS Growth Long Equity
FY2 2003 - 2004E- Term P/E P/Eto Div L™ EV/ Price/ Mkt Debt /
GS GS Cons. 2004E  2005E Growth Mult. LT Yid Profit ROE EBITDA Book Cap EV
Company Tkr Rating ($) ($) (%) (%) Rate NTM Growth % Margin LTM LTM  Value ($ bil) (%)
MEDIA
Clear Channel Communications CCU - 1.57 18.6 12.8 14.0 229 1.6 1.4 8.7 5.5 1.5 1.4 20 27
Univision Communications UVN - 0.88 33.5 204  20.0 37.3 1.9 0.0 14.3 4.8 18.8 1.9 10 12
Entravision Communications EVC - 0.05 NM NM 30.0 NM NM 0.0 NM NM 15.9 0.7 1 30
Spanish Broadcasting Sys Inc SBSA - 0.08 NM NM  20.0 243.1 12.2 0.0 NM NM - 221 3.1 1 37
General Electric GE OP/A 1.80 1.79 0.6 14.6 10.0 20.8 21 22 10.9 18.1 17.6 4.4 384 46
Viacom Inc. VIA.B 1.73 1.76 3.6 20.1 13.3 21.7 1.6 0.8 6.8 2.8 11.4 1.0 62 14
Tribune Co. TRB u/C 240 243 7.2 71 10.1 18.4 1.8 1.1 11.6 10.2 9.9 241 14 16
Belo Corp -Ser A Com BLC - 1.32 19.2 (0.1) 13.0 17.5 1.3 1.6 8.1 7.9 10.2 1.8 3 36
CONSUMER
General Motors GM - 5.28 14.2 17.7) 5.0 10.7 21 5.0 1.6 15.9 17.4 1.2 22 108
Sears, Roebuck & Co. S IL/C 250 225 (64.4) 61.3 7.0 27.7 4.0 1.7 7.3 49.9 9.6 21 1 59
99 Cents Only Stores NDN - 0.55 (436) 242 170 30.9 1.8 0.0 3.3 6.7 12.3 25 1 0
Procter & Gamble PG OP/N 272 273 14.2 9.2 11.0 20.7 1.9 1.8 124 37.4 12.6 7.9 139 13
Avon Products AVP OP/N 1.97 1.98 26.6 11.9 13.5 20.9 1.5 1.4 10.8 NM 14.2 41.3 18 6
PepsiCo Inc. PEP IL/N 2.56 2.56 13.2 10.3 11.0 20.4 1.9 1.8 145 34.9 10.2 7.3 87 3
CSK Auto CAO IL/N 1.38 1.34 5.9 23.2 13.5 12.9 1.0 0.0 1.2 5.8 7.9 2.2 1 42
HOUSING
Home Depot HD OP/N 255 254 225 123  13.0 16.8 1.3 0.8 6.6 20.6 9.9 4.0 93 2
Lowe's Cos. LOW IL/N 3.30 3.29 18.4 22.2 17.5 18.1 1.0 0.3 5.7 19.2 10.7 4.3 45 8
D R Horton DHI - 4.66 36.8 106 15.0 7.6 05 0.9 9.0 27.9 6.0 23 8 30
KB Home KBH - 13.57 25.6 20.2 12.1 71 0.6 11 6.6 26.6 7.0 25 4 31
Ryland Group RYL - 13.92 37.5 1.1 11.5 7.5 0.7 0.4 7.9 34.4 5.1 29 3 20
FINANCIALS
First Cash Financial Services Inc FCFS - 1.51 25.3 23.8 20.0 17.3 0.9 0.0 11.6 16.2 NM 3.1 0 2
First Data FDC IL/A 240 244 13.1 111 15.0 18.3 1.2 0.2 18.8 26.3 12.3 5.4 37 9
Bank of America Corp. BAC OP/N 4.05 4.04 4.1 9.2 10.0 11.9 1.2 3.9 21.9 17.6 NM 2.6 190 79
Wells Fargo WFC OP/N 455 461 12.3 11.0 12.0 14.0 1.2 3.1 20.9 19.9 NM 3.1 105 51
Jackson Hewitt JTX OP/N - 1.31 NM NM 17.5 21.3 1.2 1.2 20.5 NM NM NM 1 NM
Compass Bancshares Inc CBSS - 3.21 8.9 9.4 100 15.0 15 2.7 19.3 18.4 NM 2.9 6 64
City National CYN IL/N - 4.57 21.0 10.7 11.0 15.6 1.4 1.9 25.9 16.1 NM 27 3 24
Colonial Bancgroup CNB - 1.45 10.2 10.0 9.0 15.5 1.7 2.6 176 13.3 NM 23 3 70
Cullen/Frost Bankers Inc CFR - 3.02 71 13.8 11.5 16.6 1.4 22 22.6 171 NM 3.2 3 48
Prosperity Bancshares Inc PRSP - 1.76 16.3 114 12,0 16.6 14 1.2 25.4 14.9 NM 27 1 16
Washington Mutual WM - 3.63 (23.1) 12.2 11.0 12.0 1.1 4.4 16.3 12.8 NM 1.7 35 75
Accredited Home Lenders Hidg LEND - 6.56 20.4 9.3 15.0 6.2 0.4 0.0 20.7 49.9 NM 3.3 1 83

HEALTH CARE

Boston Scientific BSX OP/N 224 220 162.9 37.4 20.0 16.2 0.8 0.0 18.2 27.4 19.4 8.7 29 7
Caremark Rx CMX OP/N 1.90 1.90 28.8 32.9 21.3 19.9 0.9 0.0 2.4 12.0 17.5 4.2 17 4
PacifiCare Health PHS IL/N 3.75 3.69 1.8 16.5 13.5 12.9 1.0 0.0 2.2 144 4.2 2.2 4 29
Health Net HNT IL/N 230 244 (27.8) 17.9 10.5 1.2 11 0.0 1.9 16.9 3.8 2.4 3 23
Amerigroup Corp AGP - 3.71 1.3 13.1 15.0 18.6 1.2 0.0 4.6 19.3 8.6 3.9 2 3
Pfizer, Inc. PFE OP/N 227 233 211 71 11.0 12.3 1.1 2.4 17.5 13.3 10.1 3.1 21 8
Lilly (Eli) & Co. LLY IL/N 3.10 3.1 8.5 10.7 12.5 18.0 14 2.5 18.7 246 14.6 6.1 63 9
UTILITIES
PG&E Corp. PCG - 2.24 37.7 7.2 6.0 16.2 27 0.0 345 60.9 5.0 23 14 45
PNM Resources PNM - 1.56 10.8 8.2 5.0 17.2 34 2.6 5.4 7.6 9.2 1.4 2 41
Sempra Energy SRE OP/N 3.20 3.14 9.2 0.0 7.0 12.1 1.7 2.7 9.7 21.9 6.8 22 8 39
Reliant Energy, Inc. RRI - 0.35 (53.6) 36.3 8.0 44.5 5.6 0.0 NM NM 106 0.7 3 69

Note: companies sorted by market capitalization within sub-sector.

Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Economic implications of the Hispanization trend

The rapid growth of the Hispanic/Latino population represents one of the most
important demographic trends taking place in the United States that is expected to
have dramatic social, political, economic, and market influences on the country
during the next 25 years.

High levels of immigration, above-average fertility rates, and a younger demographic
community are driving dramatic population growth among Hispanic/Latinos relative to
the US average. Hispanic/Latinos continue to advance economically, magnifying the
effects of the increase in absolute population. Spending patterns are likely to change as
incomes rise in this population segment.

US businesses across all industries have begun to focus on of the rapidly growing
Hispanic/Latino market through targeted advertising spending and customized products.
We believe this trend will continue. Companies taking the lead in these initiatives and in
areas likely to benefit from the emerging economic power of Hispanic/Latinos in the
United States are likely to see their revenues grow faster than those of their competitors
over the long term. Our highlight companies appear in Exhibit 4.

This report focuses on what we believe are some of the best investment
opportunities for portfolio managers to participate in the trend we refer to as the
“Hispanization of the United States.” Although we do not directly address other
important aspects of this theme (such as the increased political influence of Latinos or the
societal consequences of the shift in demographics), several recently published books
highlight these issues.! These studies put the emerging demographic shift into context.

Exhibit 4: How to profit from Hispanization of the United States: selected large-cap and small-cap companies

Large-cap | | Small-cap |
GS Market GS Market

Sector Ticker Rating Cap ($bn) Company Ticker Rating Cap ($bn)
Media Univision UVN NC $9.8 Entravision Communications EVC NC $0.7
Consumer Avon Products AVP OP/N 18.5 99 Cents Only Stores NDN NC 1.2
Housing D.R. Horton DHI NC 8.1 KB Home KBH NC 41
Financial Services Bank of America BAC OP /N 189.5 Jackson Hewitt JTX OP/N 0.9
Health Care Lilly (Eli) & Co. LLY IL/N 63.2 PacifiCare Health PHS IL/N 4.0
Utilities Sempra Energy SRE OP/N 8.5 PNM Resources PNM NC 1.5

Source: Goldman Sachs Research.

! See, for example, The Latino Wave: How Hispanics Will Elect the Next American President,
Jorge Ramos, HarperCollins, 2004; Who We Are Now: The Changing Face of America in the
Twenty-First Century, Sam Roberts, Henry Holt & Co., 2004; Who Are We? The Challenges
to America’s National Identity, Samuel P. Huntington, Simon & Schuster, 2004; and National
Survey of Latinos, Pew Hispanic Center, 2002.

Goldman Sachs Global Investment Research - November 22, 2004
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What defines a Hispanic or Latino?

Nearly 13% of the US population — 36 million individuals counted in the 2000 Census —
classified themselves as Hispanic or Latino. Specifically, question five on the survey
form asked “Is this person Spanish/Hispanic/Latino?” Possible answers included “(a) No,
not Spanish/Hispanic/Latino, (b) Yes, Mexican, Mexican American, Chicano, (c) Yes,
Puerto Rican, (d) Yes, Cuban, or (e) Yes, other Spanish/Hispanic/Latino (print group).”

The Census Bureau considers people of Hispanic origin to be those who indicated
that their origin was Mexican, Puerto Rican, Cuban, Central or South American, or
some other Hispanic origin. People of Hispanic origin may be of any race.

¢ From an official perspective, the terms “Hispanic” and “Latino” may be used
interchangeably to reflect the new terminology in the standards issued by the Office
of Management and Budget in 1997 and implemented on January 1, 2003.

¢ From a practical perspective, consider how veteran Univision anchorman and
author Jorge Ramos describes a Hispanic/Latino person:

I use the terms “Hispanic” and “Latino” interchangeably. In
California and Chicago, people generally prefer “Latino”. In Florida
and Texas, “Hispanic” usually takes priority. But when it comes
down to it, most of the people I know don’t use either of these terms
to describe themselves. They say, “I’'m Mexican,” “I’m Cuban,”
“I’m Puerto Rican,” “I’m Columbian,” or “Mexican American.”
What they don’t say is “I’m Latino” or “I’m Hispanic.”...

...while a small percentage of the population does prefer to define
themselves as such, the terms “Hispanic” or “Latino” have been
invaluable in their ability to quantify a growing segment of the
population and give it a single categorization. By grouping together
under one name (or two), we can present a united front, on both
political and economic matters as well as in defense of our civil
rights and education. If an official, unifying category did not exist,
our incipient political power would be much more diluted.?

Spanish language is the common thread among the diverse Latino population

The National Survey of Latinos conducted and published in 2002 by the Pew Hispanic
Center notes that Latinos come from many different countries of origin and have different
degrees of language assimilation. The Latino population is comprised of recent
immigrants, children of immigrants, and those whose families have been in the United
States for multiple generations.

In 2000, for the first time, the majority of Americans born abroad were from Latin
America. Mexicans alone accounted for 25% of all foreign-born residents. Language
skills varied greatly based on birthplace. Foreign-born Latinos in the Pew Survey were
found to be much more likely than native-born Latinos to be Spanish-dominant in their

? See The Latino Wave, Jorge Ramos, page 97.

Goldman Sachs Global Investment Research - November 22, 2004 7
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primary language (72% versus 4%). In contrast, native-born Latinos were English
dominant (61% versus 4%) or bilingual (35% versus 24%).

As Sam Roberts notes in Who Are We Now: The Changing Face of America in the
Twenty-First Century, “In California, for the first time since the late 1850s, shortly
after the territory was seized from Mexico, the majority of babies born in the state
are Hispanic. Non-Hispanic whites now constitute a minority of the population in
California and New Mexico — again — and are close to becoming a minority in Texas, too.
In the late 1990s, Hispanics, propelled by both immigration and higher birth rates,
achieved numerical parity with blacks or African Americans (the Census uses the terms
interchangeably).”

Mexican Immigration and the Hispanization of America

Harvard University professor Samuel Huntington points out many ways in which the
contemporary Mexican immigration trend is unique in American history. We note four of
these observations below and highlight implications of the Hispanic/Latino immigration
wave on US society.4

1. Linguistic concentration

Previous immigration surges included a diversity of foreign-born locations and mother
tongues. Such variety facilitated assimilation. However, almost half of the immigrants
arriving in the United States over the past 40 years speak a single non-English language:
Spanish. The domination of the immigrant flow by a single language is unprecedented.
Such concentration reduces the need for assimilation.

2. Regional concentration

More than 69% of the US Hispanic/Latinos population is concentrated in the Southwest:
California, Nevada, New Mexico, as well as Texas, Florida, and New York. This
concentration allows language usage and traditional culture to persist for long
periods, even indefinitely.

3. Immigrant volume

Hispanic/Latinos comprise 52% of annual immigrants into the United States. Each year
over 700,000 thousand Hispanic/Latinos enter the United States, with roughly 40%
entering illegally. The constant supply of first-generation immigrants will ensure
the Hispanic/Latino population retains culture, language, and behavioral patterns
longer than other immigrant groups.

? See Who We Are Now: The Changing Face of America in the Twenty-First Century, Sam
Roberts, page 122. Our boldface.

* See Who Are We? The Challenges of America’s National Identity, Samuel P. Huntington,
pages 221-256. Our boldface.
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4. Contiguous border

The United States is unique among developed world nations in that it shares a long,
contiguous border with an economically emerging nation. Japan, Australia and New
Zealand are islands. Canada is bordered only by the United States. The closest European
countries come to the emerging world is across the Strait of Gibraltar between Spain and
Morocco and the Straits of Otranto between Italy and Albania. This US-Mexico border
will likely continue to serve as a unique gateway from the emerging world to the
developed world — a gateway that has been and will be impossible to fully control. This
all but ensures the massive immigrant inflow will continue until the economic gap
between the United States and Central and South American countries closes
significantly.

A supply-side view of the labor market

The growth in the US labor force is slowing. During the past four years, the growth
rate of the US labor force has slowed by half, falling to 0.8% per year from about 1.6% in
the late 1990s, as the Goldman Sachs Economics Group noted in a report published
earlier this year. > Three basic factors affect the supply of labor: (1) natural population
growth, (2) immigrants and temporary workers, and (3) labor force participation. The
flow of foreign labor, including temporary workers, permanent legal immigrants,
and undocumented immigrants, has become increasingly important to the US labor
supply. Official data show that immigration has added nearly half a percentage point to
annual labor force growth in the United States over the past 40 years (roughly 20% of the
total labor force growth over this period).

The New Colossus: Why immigration is good for America

Although immigrants no longer arrive via Ellis Island, in a sense things have never
changed. The stirring lines of Emma Lazarus’ poem still ring true: “Give me your tired,
your poor, your huddled masses yearning to breathe free . . . I lift my lamp beside the
golden door!” Immigrants typically arrive poorer and less educated than native-born
Americans. But the sense of economic opportunity that attracted them here in the first
place serves as a powerful inspiration for each wave of immigrants to pursue upward
economic mobility.

Do immigrants cost Americans money or contribute to the nation’s economy? Sam
Roberts answers the question by citing a 1997 study by the National Research Council.
“Age and education are the variables that appear most likely to determine the difference
between how much an immigrant costs society in services provided over his lifetime and
what the government gains in taxes. An adult arriving with less than a high school
education costs about $89,000 (in 1996 dollars) over his lifetime. An adult who graduated
from high school would cost $31,000. An adult with more than a high school degree
would contribute $105,000.”°

> See A Supply-Side View of the Labor Market, US Economics Analyst, Goldman Sachs
Research, April 23, 2004.

® Who Are We Now? The Changing Face of America in the Twenty-First Century, Sam
Roberts, page 130.
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Purchasing patterns: Will Hispanics start buying Starbucks coffee?

Hispanic/Latinos spend 93% of their current discretionary income versus the US average
of 82%. In addition, they follow buying patterns characteristic of lower-income groups
and direct a greater share of income directed towards: (1) rental expense, (2) food, and
(3) transportation. As Hispanic/Latinos advance economically, we anticipate a higher
savings rate and an “upmarket” spending shift towards areas such as health care and
insurance.

Immigration would blur the shift in spending patterns. Continued high immigration
volumes are expected to have the same effect on spending patterns as on income levels
for Hispanic/Latinos. As second-generation immigrants advance economically, they are
likely to shift spending towards health care and insurance. However, while this is
happening first-generation immigrants, with lower incomes, would continue to spend
according to necessity, favoring food, housing, and transportation.

Over the long term the generation effect will rule the day. As second-generation and
above immigrants make up a greater share of the population, the “upmarket” spending
shift becomes more profound. Currently Hispanic/Latinos have the lowest: (1) health
care insurance coverage rates, and (2) home ownership rates and (3) savings rates of the
large ethnic groups in the United States. Higher incomes will likely lead to higher
insurance coverage, home ownership, and savings rates.

10

Goldman Sachs Global Investment Research - November 22, 2004



Sector Strategy

Where to Invest Now ¢ Hispanization of the United States

Three drivers of Hispanic/Latino population growth

The US Census Bureau estimates 36 million Hispanic/Latinos lived in the United
States in 2000, comprising 13% of the total population. The Census Bureau
forecasts the Hispanic population will grow three times faster than the national
average and its share will reach 20% by 2030 and 24% by 2050 (see Exhibit 5).

Predicted growth would be driven by three factors:

e Hispanic/Latino immigration trends that appear likely to continue.

o Higher fertility rates among the Hispanic/Latina population, currently 2.9

children versus the US average of 2.0.

e The Hispanic/Latino population is very young, with a median age of 26 years

versus 35 years for the broader US population.

Hispanic/Latinos comprised more than half of all immigrants (legal and illegal)
between 1990 and 2000. We expect historical average trend levels of 700,000
Hispanic/Latino immigrants per year (400,000 legal and 300,000 illegal) for the

foreseeable future, or 50% of total annual immigration.

Hispanic/Latino population projected to reach 20% of US total by 2030

The US Census Bureau estimates the Hispanic/Latino population will have the highest
growth rate of any ethnic group over the next 25 years — three times faster than the
national average — reaching 20% of the total US population by 2030 and 24% by 2050

(see Exhibit 5).

Exhibit 5: The Hispanic population is forecasted to grow faster than the overall population over the next 50 years
US population growth projections by ethnicity

500 1{' The Census Bureau forecasts the US Hispanic population h
450 1|  will reach 103 million or 24% of total US population by
2050, up from 13% in 2000, and 10% in 1995.
400
) / 24%
£ 350
: I .
E 300 1 — .
c )
§ 250 F13%
]
2 200 -
c 1 .
8 150 50%
> 69%
100
0 ‘ ‘ ‘ ‘
2000 2010 2020 2030 2040 2050
B White, not Hispanic Black/African American Asian B Other DOHispanic/Latino (any race)

Hispanic/Latinos may also be included in other ethnic categories.

Source: US Census Bureau.
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Driver 1: Hispanic/Latino Immigration will continue to boost population

The most important driver of Hispanic/Latino population growth will be
immigration. In 2002, 440,000 Hispanic/Latinos immigrated to the United States
through legal channels and approximately 300,000 immigrated illegally, based on
estimates from the Statistical Yearbook of the US Immigration and Naturalization
Service’ (see Exhibits 6-7). Hispanic/Latinos accounted for an overwhelming 53% of the
nation’s 1.4 million total immigrants in 2002. Of the 1.4 million total, 35% were from
Mexico, or 66% of the 740,000 Hispanic/Latino total (see Exhibit 8).

Exhibit 6: Immigration has been a critical driver of Hispanic/Latino population growth
Hispanic/Latino population growth breakdown — 1990 to 2000

o P -
Hispanic/Latino Population (millions) Growth Immigration (o]
1990 Population 22.4 accounted for 63% 8

4 Domestic Population Growth 4.8 37 % of Hispanic/Latino ]
4 Legal Immigrants 5.0 39 pOPUIation growth N
<+ lllegal Immigrants 3.1 24 from 1990 - 2000. ()
= 2000 Population 35.3 100 % O
10 year CAGR (1990-2000) 4.7% o

Source: Statistical Yearbook of the US Immigration and Naturalization Service, US Census Bureau, and
Goldman Sachs Research.

Exhibit 7: Immigration continues to drive growth
Hispanic/Latino population growth breakdown — 2000 to 2050E

2000- Percent
2050E of Immigration should N
Hispanic/Latino Population (millions) Growth account for 8
2000 Population 35.3 nearly 50% of o
4 Domestic Population Growth 35.8 53 % Hispanic/Latino :
4 Legal Immigrants 18.0 27 popu|ation growth N
+ lllegal Immigrants 13.5 20 from 2000 - 2050. (]
= 2050E Population 102.6 100 % 01
20 year estimated CAGR (2000-2050) 2.4% o

Source: Statistical Yearbook of the US Immigration and Naturalization Service, US Census Bureau, and
Goldman Sachs Research.

" Now the US Citizenship and Immigration Services (USCIS), part of the US Department of
Homeland Security.
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Exhibit 8: Hispanic/Latinos comprise a majority of US immigrants — Mexicans dominate Hispanic immigration
Hispanic/Latino immigrant breakdown, 2002

Total Legal Immigrants Total lllegal Immigrants Total Immigrants
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1% . 8% Oceana 0::/” 2002: 1.4m
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6%
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Asia o
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Hispanic Legal Immigrants Hispanic lllegal Immigrants Total Hispanic Immigrants
Ecuador Other Guatemala P EC::dor Other peru Ecuador Other
o 13% 2002: 440k o eru 2% 1o | 2002: 300k o e 8% 2002: 740k
Colombia °

Guatemala
3%

Colombia

4%

Haiti

2.8%

Dominican

— Republic

4%

Peru 3%
3%
Guatemala
4%
Colombia
4%

Mexico

Haiti
66%

Mexico 0.3%
51%

Mexico

91%

Dominican
Republic

+ 1%

Haiti
5%
Cuba

4%

Dominican
Republic
5%

El Salvador
4%

Cuba
6%

4 N Y4 )

Hispanic/Latinos comprise Hispanic/Latinos comprise
roughly 40% of total roughly 90% of total Hispanic/Latinos comprise
legal immigrants. illegal immigrants. 54% of total immigrants.
Approximately 50% are of The overwhelming majority 66% are of Mexican origin.
Mexican origin. are of Mexican origin.

- N N\ J

Source: Statistical Yearbook of the US Immigration and Naturalization Service, US Census Bureau, and Goldman Sachs Research.

The dramatic income differential between the United States and Latin America is
set to drive immigration for years to come. The Goldman Sachs Economics group
estimates 2004 per-capita GDP for the United States of $40,000, six times Mexico’s
$5,700 and 20 times Colombia’s $2,000 (see Exhibit 9).

Class mobility and the opportunity for economic advancement have characterized
the United States for more than three centuries and continue to serve as powerful
magnets for foreign nationals seeking an improved lot in life. The vast gulf in
economic prosperity between the United States and Latin America is unlikely to shrink in
the immediate future. Despite the more stringent barriers to naturalization imposed after
September 11, 2001, the high immigration rates of recent years are likely to persist for
some time.
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Exhibit 9: Economic disparity and contiguous borders will likely ensure high immigration levels for years to come
nominal GDP per capita for selected countries contributing high levels of Hispanic/Latino immigrants to the United States

2004E nominal GDP per capita

$45,000
$39,968
$40,000 1 [——--------------- \
$35,000 - Stark income disparity and wide,
contiguous borders will contribute to
$30,000 | high immigration levels from Mexico
to the US for the foreseeable future.
$25,000 -
$20,000 -
Other Central and South American
$15,000 countries have even lower incomes.
$10,000 - / / l \ \
$5,656 j
35,000 ¢ $2,391 $2,309 $2,264 $1,965 $1,617
$0 T T T
us Mexico Peru El Salvador Ecuador Colombia Dominican

Republic

Source: US Federal Reserve, Goldman Sachs Economics Research.
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Driver 2: the Hispanic/Latino population is far more fertile than the US average

Another important driver of population growth will be the high fertility rates among
Hispanic/Latinas. Hispanic/Latinas in the United States currently have an average of 2.9
children, 45% above the US average of roughly 2.0 children per woman (see Exhibit 10).
High fertility is partly a result of relative poverty, and Hispanic/Latinos have among the
lowest incomes on average of any ethnic group in the United States.

We expect Hispanic/Latino incomes to increase and fertility rates to decrease over time,
especially among second, and third generation immigrants. However, a constant influx of
relatively poor immigrants would boost absolute population levels, but act as a drag on
average income levels and contribute to above-average fertility rates within the
Hispanic/Latino community.

Exhibit 10: Hispanics have the highest fertility rate of any large ethnic group in the United States
fertility rates for United States women by ethnicity

[ . . . -
< Hispanics have the highest fertility rate of
3.0 29 & .
any large US ethnic group: 45% above the
o US average. This is a critical driver of high
g . 04 Hispanic population growth projections.
u . | -
3
2 2.2 s \
5 ) 2.0
£ 20 1
cé 1.8
<
5
&
> 151
:%
1.0
Hispanic/Latino American Asian Black/ US Average White
Indian/ African
Alaska Native American

Source: US Census Bureau.
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Driver 3: Hispanic population is much younger than the US average

The final driver of population growth is the relative youth of the Hispanic/Latino
population. The median age of Hispanic/Latinos in the US is 25.9 years, versus the US
average of 35.3 years (see Exhibit 11). Only 7% of Hispanic/Latinos are over 60 years
old, compared with 19% for the US average.

The overall US population is projected to begin to decline by the middle of the
century. However, relative youth implies that, even without assuming higher fertility or
immigration, the Hispanic/Latino population will make up a larger share as other ethnic
groups lose more of their population to old age.

Exhibit 11: The Hispanic population is younger than the other ethnicities within the Unites States
Hispanic and non-Hispanic population age demographics

Over 85
80 to 84
75t0 79
70 to 74
65 to 69
60 to 64
55 to 59
50 to 54
45 to 49
40 to 44
35 to 39
30to 34
25 to 29
20to 24
15t0 19
10to 14
5t09
Under 5

All non-Hispanic ?;;// Hispanic/Latino
Ethnicities 2.6% 0.9%
(" _ 3.1% 1.4% Hispanic/Latino
US median age: 3};3:/4°/o 1.72°/:cy median age:
L 35-3 years. i 25_9 years_
6.2%
7.1%
8.0%
8.1%
7.3%
6.9%
6.7%
7.2%
7.3%
7.3%
6.8%
12% 10% 8% 6% 4% 2% 0% 2% 4% 6% 8% 10% 12%

Source: US Census Bureau.
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Geography is destiny: The United States Hispanic/Latino composition in 2030
Within 25 years, the Hispanic/Latino population is forecast to surge from 13% of the
population to 20%. Four states currently have a Hispanic/Latino population above 24%:
New Mexico (42%), California (32%), Texas (31%), and Arizona (25%). See Exhibits
12-15.

Exhibit 12: The US Hispanic/Latino population will grow to 20% of the population by 2030
US ethnic composition 2000, 2030

Total US: 2000 Total US: 2030 Projected
Black/ Asian Other . Other
A
African 4% | 3% ;:" 4%
American Black/
12% African

Hispanic/
Latino

12%

White American
69% 14%

White
56%
Hispanic/
Latino
20%

Hispanic/Latino and Asian
populations have highest growth
rate projections through 2030.

Source: US Census Bureau.

Exhibit 13: The majority of Hispanic/Latinos live in four states: California, Texas, New York, and Florida
2000 Hispanic population by state
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Source: US Census Bureau.
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Exhibit 14: The majority of Hispanic/Latino growth within the past decade occurred in four states
1990-2000 Hispanic population growth by state

35 4
—_ 1990-2000:
[7) . .
S California, Texas, =l
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o accounted for 57% of o
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) population growth N
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§ for 77% of Hispanic ()
S s population growth from ()
(=] =
c 1990 - 2000.
s G
g 1.0 - —
o
g @)
8 i
[7]
I 0.0 - :
California Texas Florida New York lllinois Arizona New Jersey Georgia Colorado North Carolina Nevada
Source: US Census Bureau.
Exhibit 15: Hispanic/Latinos accounted for 40% of all US population growth over the past decade
1990- 2000 Hispanic population growth by state; in thousands
Total
New North United
California Texas Florida New York lllinois Arizona Jersey Georgia Colorado Carolina| States
Rank: 1 2 3 4 5 6 7 8 9 10
Hispanic/Latino Population
1990 Population 7,688 4,340 1,574 2,214 904 688 740 109 424 77 22,354
2000 Population 10.967 6.670 2,683 2.868 1.530 1.296 1,117 435 736 379 35,306
IAbsqute Population Growth 3,279 2,330 1,109 654 626 607 377 326 311 302 12,952
% Population Growth 43% 54% 70% 30% 69% 88% 51% 300% 73% 394% 58%
State Population
1990 Population 29,760 16,987 12,938 17,990 11,431 3,665 7,730 6,478 3,294 6,629 248,710
2000 Population 33.872 20.852 15,982 18.976 12,419 5,131 8.414 8.186 4,301 8.049 281,422
Absolute Population Growth 4,112 3,865 3,044 986 989 1,465 684 1,708 1,007 1,421 32,712
% Population Growth 14% 23% 24% 5% 9% 40% 9% 26% 31% 21% 13%
Hispanic/Latino Share of:
2000 Population 32% 32% 17% 15% 12% 25% 13% 5% 17% 5% 13%)
I
1 3 3
|1990-2000 Absolute Growth 80% \ 60% \ 36% 66% 63% 41% 55% 19% 31% 21% 40%
Hispanic/Latinos comprise 32% of the population in both 81% of the
California and Texas. However, between 1990 and 2000 US Hispanic/Latino
Hispanic/Latinos accounted for 80% of the total population population live in
growth in California, and 60% of the growth in Texas. these 10 states.

Source: US Census Bureau.
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Three drivers of Hispanic/Latino income growth

Hispanic/Latinos currently have among the lowest median income levels of any

population group in the United States. Hispanic/Latino median income was $33,000 in
2003, nearly 25% below the overall US median of $43,300. However, we expect the
Hispanic/Latino population and average income levels will rise concurrently, and

eventually converge toward the US average. Hispanic/Latino income growth benefits

from three drivers:

e Native-born Hispanic/Latinos have significantly higher income levels than
foreign-born Hispanic/Latinos;

o Hispanic/Latinos have started to close the economic gap with the US average
over the past several years; and

o Hispanic/Latinos have among the lowest income levels of any large minority

group and therefore the lowest (easiest) base from which to grow.

The income gap has begun to decline in the face of expanding population

Despite absorbing an average of 800,000 immigrants annually since or between 1990 and

2000 and growing population in absolute numbers much faster, the income gap between

Hispanic/Latinos and Non-Hispanic Americans has begun to close (see Exhibit 16).
While it will fluctuate, we expect this trend to continue in the future.

Exhibit 16: Hispanic/Latino income disparity with US average is showing signs of declining
income gap trend: US average income per person less Hispanic/Latino average income per person
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Source: US Census Bureau.

Goldman Sachs Global Investment Research - November 22, 2004

19



Where to Invest Now ¢ Hispanization of the United States Sector Strategy

Income driver 1: The 2"%-generation effect: being born in the US is half the battle

The most important driver of income advancement among Hispanic/Latinos is as
simple and as profound as having children in the United States. Second-generation
immigrants have significantly higher levels of English proficiency, educational
attainment, employment, and income (see Exhibits 17-18).

Offsetting the positive second-generation effects on income are continued high
immigration levels. High immigration supply the Hispanic/Latino population with
lower-income first-generation immigrants, who serve as a drag on average income
advancement for the broader group. However, the first-generation Hispanic/Latino
immigrant pool shrinks as a share of the total as the Hispanic/Latino population increases.
In general, the positive income effect of second-, third-, and greater generation
immigrants overwhelms the first-generation immigrant income drag.

Exhibit 17: Native (US) born incomes are above those for foreign born Hispanic/Latinos
distribution of household income by ethnic group

First vs. Second Generation Hispanic/Latino Income Distribution
100%
\

12% [ Don't Know
80% 2nd generation has
% | reater share of 0,
{m:: X&Z2 More than $50,000
60% -|
$30,000 to $50,000
40% -|
2nd generation
a0 has smaller
o share of low SN | ess than $30,000
income
0% -
White, FIRST SECOND
not Hispanic Generation Generation
Hispanic/Latino Hispanic/Latino

Source: National Survey of Latinos, Pew Hispanic Center.
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Exhibit 18: Being born in the United States is half the battle
first and second generation Hispanic/Latino economic statistics

Hispanic/
Latino Adults
First Second Native (U.S.) born
Primary Language Generation | Generation Total ; ; ;
1' Language Spanish Dominant 72 "/{ 4 % 47 % Hlspanlc/Latlno aqUItS
Bilingual 20 T~ ® 28 speak more English.
English Dominant 4 61 25
Education
Less than high school 55 % 23 [% 43 % (~ . . N
2 Education High school graduate 29 \\ 35 31 Natives have hlgher
: Some college 9 29 16 educational attainment.
College graduate or more 7 13 9 N J
Occupation
Blue collar 65 % 28 [% 51 % ( . . )
3. Job Other 3 \\ 3 3 Natives have higher
- JObs White collar 31 69 45 paying jobs_
\ J
Household Income
Less than $30,000 57 "/i 37 |% 50 % ([~ Nati h N
Between $30,000 and 50,000 20 \ 28 23 atives nhave
4' Income Greater than $50,000 1 27 17 hlgher |ncomes
Don’t Know 12 8 11 _ J

Source: National Survey of Latinos, Pew Hispanic Center.

Income driver 2: Momentum — economic convergence is already underway

Hispanic/Latinos have already begun to close the income gap with Non-Hispanic
White Americans over the past several years. Since the mid-1990s, in the areas of

unemployment, poverty, home ownership, and income, Hispanic/Latinos have
dramatically closed the economic gap versus the US average.

The strong economic performance of Hispanic/Latinos during the past decade is even

more impressive considering that between 1990 and 2000 the Hispanic/Latino population

absorbed five million first-generation legal immigrants and approximately three million
illegal immigrants. Most likely, the majority of the three million total immigrants had

income levels below the Hispanic/Latino average.

We believe the Hispanic/Latino demographic will continue to narrow the gap versus

White, non-Hispanics across all economic metrics over the coming decades and

converge with the overall US average over the long term. This trend will not follow

a linear pattern. See Exhibits 19-21.
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Exhibit 19: Hispanic/Latinos have begun to close the poverty gap versus Non-Hispanic Americans in recent years

poverty rates of Hispanic/Latinos and White, non-Hispanic Americans

Poverty rate (%)
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Poverty reached if a family’s total income is less than that family’s poverty threshold, which varies by family size. The official poverty thresholds do not vary
geographically, but are updated annually for inflation using CPI. The official poverty definition uses money income before taxes and does not include capital gains

or non-cash benefits (such as public housing, Medicaid, and food stamps).

Source: US Census Bureau.

Exhibit 20: Hispanic/Latino unemployment rates have been converging with the US average since the early 1990s

spread between Hispanic/Latino and US average unemployment rate
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Source: US Bureau of Labor Statistics.
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Exhibit 21: Hispanic/Latinos have begun to close the gap in home ownership rates
US Hispanic/Latino average home ownership rates

70 1 US Average Home Ownership Rate o 69.2%
2001 spread: 2004 spread:
60 1 1995 spread: 19 22
—_ 24 percentage percentage
g\o, percentage points points
50 - .
[} points
"é 47.4%
-_g' 40 -
g Hispanic/Latino Home Ownership Rate
€ 30
2 Dec-95 Hi ic/ Latino h
o Home Ownership Rate Jul-04 'sParflc atino on?e
g 20 Dec-95 Dec-01 Jul-04 Change ownership rates have risen
u Hispanic/Latino 41.1% 48.8% 47.4% 6.3% FASTER than the US average
US Average 65.1 68.0 69.2 41 . . .
10 | [Spread (pp) (24.0) _(19.2) _ (21.8) 2.2 since the mid-1990's.
0
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Source: US Census Bureau.

Income driver 3: The widest gap implies the easiest base from which to grow

Despite recent progress, Hispanic/Latinos have the longest way to go to reach the
US average across most metrics of economic development. The Hispanic/Latino
population lags most other ethnic groups on a variety of economic measures. But they
have the lowest — and therefore easiest — base from which to grow. Over the long term

other groups, starting from higher levels, should continue to advance in the areas of

educational attainment, home ownership, and income. However, a population cannot
achieve greater than 100% college graduation rates, or 100% home ownership rates. By
starting much further away from the maximum, Hispanic/Latinos can expect to make the

most dramatic progress over the longer term.

Hispanic/Latinos currently have the lowest levels of educational attainment of any large
ethnic group in the United States with only 52.4% graduating from high school, versus
the US average of 80.4%. In the areas of home ownership (47.4% versus 66.2%),

poverty (22.5% versus the US average of 12.5%), health insurance coverage (67.3%

versus the US average of 84.4%), and income ($33,000 versus the US median of
$43,300) they rank at or near the bottom versus each of the other major ethnic groups
within the United States (see Exhibits 22-23). The huge immigrant inflow —
Hispanic/Latinos represent roughly half of all immigrants — presents the
Hispanic/Latino community with a unique challenge, as most immigrants are

uninsured, poorly educated, and have very low incomes.

Goldman Sachs Global Investment Research - November 22, 2004
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Exhibit 22: Hispanics have a higher high school dropout rate than the US average
High school dropout rate by race/ethnicity — 2000 census data

P
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25% T 22.9% Hispanics have among the highest
21.1% high school dropout rates of any ethnic group,
o 20% | more than 2x the US average.
®
o
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8
& 5% 4.0%
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Some Hispanic/ American Black/ Two or Hawaiian/ us White Asian
Other Latino Indian/ African More Pacific Average
Race (anyrace) Alaska American Races Islander
Native
Source: US Census Bureau.
Exhibit 23: Hispanics have a higher unemployment rate than the US average
US civilian unemployment rate by race/ethnicity, September 2004
14% | Hispanic/Latinos have a 1.7
[ percentage point higher
€ 109, unemployment rate than the US
- . [+) [+)
g 10.3% average: 7.1% vs. 5.4%.
€ 10% -
o
] /
o 8% 7.1%
=)
S 6% 5.4%
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American

*Asian unemployment rate not seasonally adjusted.

Source: US Bureau of Labor Statistics.
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Changing Hispanic/Latino spending patterns

Hispanic/Latinos spend 93% of their pre-tax income versus 82% for the US average.
They follow buying patterns characteristic of lower-income groups, with a greater
share of income directed towards: (1) rental expense, (2) food, and (3)
transportation. As Hispanic/Latinos advance economically, we anticipate a higher
savings rate and an “upmarket” spending shift towards areas that include health
care and insurance.

Hispanic/Latinos spend a higher percentage of their pre-tax income vs. US average

Immigration will blur the shift in spending patterns. Continued high immigration
affects both the income levels and the spending patterns of Hispanic/Latinos. As second-
generation immigrants advance economically, they are likely to shift spending towards
health care and insurance. However, while this is happening, first-generation
immigrants, with lower incomes, will continue to spend according to necessity, favoring
food, housing, and transportation.

Over the long term the generation effect should rule the day. As second-generation
and above immigrants make up a greater share of the population, the “upmarket”
spending shift becomes more profound. Currently Hispanic/Latinos have the lowest
health care insurance coverage statistics, home ownership rates, and savings rates of the
large ethnic groups in the United States. Higher incomes will likely lead to higher
insurance coverage, greater home ownership, and increased savings rates benefiting
Health Care, Consumer Discretionary, and Financials sectors (see Exhibits 24-25).

Exhibit 24: As Hispanic/Latinos gain wealth they will likely spend a smaller percentage of pre-tax income
consumption of pre-tax income by ethnicity

100% 1 Hispanic/ Latinos currently spend 93% of pre-tax

income, far more than Non-Hispanic/ Latinos. \
J

95% - ~

We believe that as Hispanic/Latinos GAIN
income they will spend LESS
90% 1 and will approach the US average.

85% - \

82.3% -
81.4% <«

_/

80% -

75% -
All non-Hispanic/Latino US Average Hispanic/Latino

Source: US Bureau of Labor Statistics.
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Sector Strategy

Exhibit 25: Hispanic/Latinos will spend more on Health Care & Insurance as their wealth increases
percentage of annual pre-tax income expenditures: Hispanic/Latino versus Non-Hispanic/Latino

Percent of Pre-tax Income

difference
Hispanic/ | Allnon- (percentage
Latino Hispanic points)
Average annual expenditures 93.0% 81.4% 11.6
Rented dwellings 31.7 26.5 5.2 / : . \
Housing 19.7 15.5 42 First generation
E Food 18.1 15.5 26 Hispanic/Latinos
o Shelter 15.2 10.5 46 will likely continue to spend a
s |Food at home 9.8 4.0 58 higher proportion of income on:
Transportation 9.8 6.0 3.7
'g Apparel and services 8.4 7.3 1.0 Housing RENTAL,
Meats, poultry, fish, and eggs 6.5 5.3 1.1
g Utilities, fuels, and public services 5.6 3.4 2.2 FOOd’ am.i
) | Vehicle purchases (net outlay) 5.5 5.0 0.6 Transportation.
7)) Gasoline and motor oil 5.4 4.5 0.9 \ /
© |Food away from home 3.4 2.4 0.9
€ |Fruits and vegetables 3.2 3.1 0.1
%= |Other food at home 2.8 1.5 1.3
3 Other vehicle expenses 2.6 1.9 0.7
S~ [Cereals and bakery products 1.9 11 0.9
«== |Dairy products 1.7 1.6 0.1
C |Personal care products & services 1.3 0.9 0.5
g Housekeeping supplies 1.3 1.0 0.3 ( \
) n(.)use”hold furnishings & equipment 13 (1); 8‘21 As Hispanic/Latinos GAIN wealth
iscellaneous . . . T .
L Public transportation 0.8 0.8 0.1 they will likely SPend more in
Alcoholic beverages 0.8 0.8 0.1 underemphazised areas:
Owned dwellings 95 10.5 (1.0) Home OWNERSHIP,
2 Personal insurance & pensions 7.6 7.9 (0.3) Health Care,
I‘ﬁ Pensior)s and Social Security 7.0 71 (0.0) and Insurance.
- Entertainment 3.8 4.2 (0.5) \ j
Health care 3.7 4.8 (1.2)
-g Cash contributions 1.6 2.7 (1.0)
@ |Education 1.3 1.5 (0.2)
Q. (Household operations 1.1 1.5 (0.4)
O |Life & other personal insurance 0.5 0.8 (0.3)
d Tobacco products & supplies 0.5 0.7 (0.2)
T Other lodging 0.4 1.1 (0.6)
Reading 0.2 0.3 (0.1)

Source: US Department of Labor - Bureau of Labor Statistics.
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Investment ideas for the Hispanization of the United States

We believe the primary beneficiaries of the growing economic power of the
Hispanic/Latino population segment will be companies in the following sectors and
sub-sectors (see Exhibit 26):

¢ Media (Broadcasting and Cable TV, Publishing),

e Consumer (Consumer Products),

¢ Housing (Homebuilding, Home Improvement Retail),

¢ Financials (Banks, Consumer Finance, Thrifts & Mortgage Finance),

e Health Care (Managed Care, PBMs, Pharmaceuticals, Medical Devices), and

o Utilities (Electric Utilities, Gas Utilities, Multi-Utilities & Unregulated Power).

Exhibit 26: Hispanic/Latino population growth and income growth should drive stock performance over the long term
impact of Hispanic/Latino population growth and income growth on companies and sub-sectors

Companies with disproportionately high exposure to:

THE 'RIGHT' STATES THE 'RIGHT' CUSTOMERS THE 'RIGHT' PRODUCTS

Hispanic/Latino

. CURRENT patterns of FUTURE patterns of
population centers: Hispanic/Latino spending Hispanic/Latino spending
Sectors: CA, TX, FL
Belo BLC NC Univision UVN NC
. Tribune TRB U/C Spanish Broadcasting System SBSA NC
Medla Entravision Communications EVC NC
(see p. 30) Clear Channel CCU NC
P- Viacom VIAb ILN
General Electric GE OP/N
99 Cents Only Stores NDN NC Avon Products AVP  OP/N | Procter & Gamble Co PG OP/N
Consu mer CSK Auto Corp. CAO IUN Sears Roebuck & Co S IL/C
(see p. 33) Pepsico Inc PEP IL/N
P General Motors Corp GM NC
= D.R. Horton DHI NC The Home Depot HD OP/N
Hous' ng KB Home KBH NC The Lowe's Companies LOW IL/N
(see p. 36) Ryland Group RYL NC
F- = I City National CYN IUN Accredited Home Lenders LEND NC Bank of America BAC OP/N
Inancia Colonial Bancgroup CNB NC First Cash Financial Services | FCFS NC Wells Fargo WFC OP/N
S H Compass Bancshares CBSS NC Jackson Hewitt JTX  OP/N | Washington Mutual WM NC
ervices Cullen/Frost Bankers CFR NC First Data FDC IL/A
(see p. 39) Prosperity Bancshare: PRSP NC
Caremark CMX OP/N | Amerigroup Corp AGP NC Eli Lilly LLY ILUN
Health Care Health Net HNT IUN Pfizer PFE OP/N
(see p. 44) PacifiCare Health PHS IUN Boston Scientific BSX OP/N
A PG&E Corporation PCG NC
Utilities PNM Resources PNM NC
(see p. 49) Reliant Resources RRI  NC
P Sempra Energy SRE OP/N
Potential Regional Provide liquidity to
Bank M&A targets lower-income consumers

Companies in BOLD each spent more than $50 million on Spanish language television ads in 2003.

Source: Goldman Sachs Research.
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Media — advertising spending on Hispanic/Latinos increasing

Certain companies have increased their advertising programs targeting the US
Hispanic/Latino population. For example, Proctor & Gamble (PG, OP/N) increased its
Spanish language TV advertising budget by 24% last year to $146 million. Sears (S,
U/C), Pepsico (PEP, IL/N), McDonalds (MCD, NC), Johnson & Johnson (JNJ, IL/N),
Time Warner (TWX, IL/N), Home Depot (HD, OP/A) and Ford (F, NC) each boosted its
ad spending for Spanish language TV by more than 20%. On the other hand, Coca-Cola
(KO, OP/N) slashed its Spanish language ad spending by almost 50% last year. We
believe more companies will increase spending directed towards the Hispanic/Latino end-
market. The beneficiaries of this heightened Hispanic/Latino marketing trend are
companies in the Advertising, Broadcasting & Cable TV, and Publishing sub-sectors.

Spanish language television: duopoly consisting of Univision and Telemundo

Maximum exposure:
Univision (UVN)
Spanish Broadcasting
(SBSA)

Entravision (EVC)

Medium exposure:
Belo (BLC)

Tribune (TRB)

Gaining exposure:
General Electric (GE)

Viacom (VIA.b)
Clear Channel (CCU)

Univision Communications (UVN, NC): With an equity capitalization of $10 billion,
UVN dominates Spanish-language television in the United States with 35 Spanish
language television stations, the dominant Spanish-language cable network, and 72
Spanish-language radio stations. Univision controls an 82% share of the US Spanish-
language network television prime time audience.

General Electric (GE, OP/N) subsidiary Telemundo captures the remaining share of
Spanish-language television programming in the United States not dominated by
Univision. Although Telemundo has grown revenues at a 14% annual rate since being
acquired in 2002, versus 11% for the total company, it only represents 0.3% of total
General Electric annual revenues (including GE Capital) and 0.5% of operating profits.
General Electric has identified Spanish-language TV as one of seven strategic growth
areas for the conglomerate, along with industrial water treatment, security, sensors,
healthcare information technology, oil & gas services, and wind power technology.

Entravision Communications (EVC, NC): The $720 million equity capitalization
Entravision owns 45 television stations and 57 radio stations located primarily in the
southwestern United States, Texas and Florida.

Radio: several companies in the fray, others expanding exposure

Spanish Broadcasting Systems (SBSA, NC): The $700 million equity capitalization
SBSA owns 24 radio stations that reach 45% of the US Hispanic population. SBSA’s
stations are located in Los Angeles, Chicago, Miami, New York, and Puerto Rico.

Viacom (VIA.B, NC) recently announced it will merge FM radio station 93.3 FM serving
the San Francisco market into SBSA in exchange for an approximate 10% equity interest
in SBSA, and warrants that will allow it to increase its equity stake in SBSA by another
5%. SBSA will reformat the station and launch what will be the most powerful Spanish-
language radio station in the Bay Area.

Clear Channel Communications (CCU, NC) recently announced plans to convert 20 to
25 stations to Spanish-language programming in the next 12 to 18 months. The $20
billion equity capitalization Clear Channel already broadcasts Spanish-language
programming on 18 stations, and owns roughly 1,182 radio stations in the United States.
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Print media: less direct language exposure, more regional concentration

Belo (BLC, NC): The $2.8 billion equity capitalization Belo owns four daily newspapers
and 19 television stations with a high concentration in Texas and Arizona. Three of the
company’s newspapers, including the Dallas Morning News, are based in Texas. Nine of
the company’s TV stations are located in regions of high Hispanic/Latino population
concentration, including Dallas/Fort Worth, Houston, Austin, and San Antonio in Texas,
and Phoenix and Tucson in Arizona.

Tribune (TRB, IL/C): The $14 billion equity capitalization Tribune has a strong presence
in California and Florida markets with the Los Angeles Times, South Florida Sun-
Sentinel, and Orlando Sentinel daily papers with combined daily circulation of 1.5
million. TRB also has two Spanish language newspapers: Hoy, New York and Hoy,
Chicago.

See Exhibits 27-29 for details of the Hispanic/Latino presence in the US Media sector.

Exhibit 27: Ad spending for Spanish language TV is up — blue chip companies exposure to Hispanic/Latinos
top 30 companies in Spanish language TV advertising spending in 2003; US $ millions

2003 2002 Yr/Yr% % of 2003 Total
Advertiser Ticker Rating mil mil Change Univision Telemundo
1 Public Service Ann $328 $351 (7)% 97 % 3%
2 Lexicon Marketing Corp 216 124 74 58 42
3 Procter & Gamble Co PG OP/N 146 117 24 48 52
4 Sears Roebuck & Co S u/cC 120 98 23 58 42
5 Pepsico Inc PEP IL/N 76 55 38 78 22
6 General Motors Corp GM NC 68 61 12 60 40
7 World Vision Org 66 43 53 25 75
8 Univision Communications UVN NC 54 53 3 100 0
9 McDonalds Corp MCD NC 54 45 21 60 40
10 Toyota Motor Corp ™ OP/A 46 42 8 61 39
11 Johnson & Johnson JNJ IL/N 44 34 29 78 22
12 Worldcom Inc MCIP NC 41 37 10 64 36
13 Cosmeticos Elicina Ltd 39 12 223 0 100
14 At&T Corp T U/N 39 57 (31) 74 26
15 Bally Total Fitness Holdings BFT NC 38 28 35 100 0
16 Americatel Corp 37 37 (1) 69 31
17 Sabmiller Plc SAB.L OP/A 36 34 4 71 29
18 US Govt 36 27 35 59 41
19 Time Warner Inc TWX IL/N 33 27 22 60 40 [ \
20 Clorox Co CLX OP/N 30 16 88 81 19
21 Sony Corp SNE IL/N 29 7 290 41 59 We believe ad
22 Wal-Mart Stores Inc WMT OP/C 28 24 19 79 21 =
23 Home Depot Inc HD OP/C 28 19 45 73 27 spendlng
24 Altria Group Inc MO IL/N 26 26 0 66 34 on the
25 Ford Motor Co F u/C 26 16 68 64 36 Hispanic/Latino
26 Castalian Music Llc 26 2 1412 1 99 .
27 Daimlerchrysler Ag DCX IL/C 25 19 51 49 demographic
28 Hyundai Corp 005380.KS IL/N 24 24 68 32 will continue
29 Verizon Communications vz OP/N 22 25 77 23
30 Coca-Cola Co KO OP/N 21 40 75 25 to grow.
Top 30 Total $1,803 | $1,501 79 % 21 % /
Total Spanish Language $2,727 | $2,367

Source: CMR, a Taylor Nelson Sofres company.
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Exhibit 28: Hispanic/Latinos are consuming increasing amounts of Spanish language media
hours per week of media consumed by media type — Hispanic/Latinos and Non-Hispanic/Latinos

Media Channel Radio Television Internet Books Newspapers Magazines Total Media
Hispanic/ Hispanic/ Hispanic/ Hispanic/ Hispanic/ Hispanic/ Hispanic/ Non-
Latino Latino Latino Latino Latino Latino Latino  Hispanic
Media hours consumed:

English 5.4 4.9 6.5 3.1 2.5 2.1 24.4 51.6
|Spanish/0ther 7.6 7.7 1.7 2.6 1.6 1.9 23.1 0.7
Total 18.0 12.6 8.3 5.7 4.1 3.9 47.6 52.3
[Spanish/Other as % of total ( 59% ) ( 61% ) 21% 46% ( 39%) 47% 49% 1%
Hispanic/Latinos consume MORE Spanish Hispanic/Latinos consume LESS Spanish language

language radio and television media than print media than English language media.

English language media. . .
9 guag BLC owns BOTH Spanish language AND English
UVN, SBSA, and EVC are leaders in Spanish language newspapers in markets of high
language television and radio media. Hispanic/Latino concentration.

Source: Hispanic Opinion Tracker survey.

Exhibit 29: Valuation table for selected media companies and sub-sectors

EPS Growth Long Equity
Beta 2003- 2004E- Term P/E P/Eto Div Return on Equity (LTM) EV/ Price/ Mkt Debt /
GS S&P 500 Price vs _2004E  2005E_ Growth __ Mult. LT Yid _ Profit X Asset X Equity = ROE  EBITDA Book __ Cap EV
Rating Wght 11/17/2004 SP500 (%) (%) Rate NTM Growth % _ Margin _Turnover _Multiplier LTM LTM__ Value ($ bil) (%)
CONSUMER DISCRETIONARY 11.48 1.1 245 146 143 19.8 14 0.9 4.3 0.7 3.7 12.4 11.2 26 1251 39
Advertising 0.19 1.1 844 2288 113 51.3 4.5 0.8 (0.1) 0.6 4.8 6.4 11.8 4.0 21 20
IPG Interpublic Group 0.05 $12.16 1.4 NM NM 10.0 NM NM 0.0 NM 0.5 6.3 NM 9.9 2.9 5 36
omMC Omnicom Group 0.14 8352 1.0 7.3 12.4 11.8 19.7 1.7 11 7.5 0.7 4.0 20.9 12.8 4.6 16 15
& Cable TV 0.88 11 139.1 42.9 16.7 41.6 2.5 0.3 6.5 0.2 2.4 3.0 11.8 1.6 96 29
ccu Clear Channel Communications 0.19 3455 1.3 18.6 128 140 229 1.6 14 8.7 0.3 1.9 5.5 1.5 1.4 20 27
CMCSA Comcast Corp. 0.61 29.72 11 NM 80.1 17.0 57.2 3.4 0.0 4.7 0.2 2.6 2.3 11.5 1.6 66 31
UVN Univision Communications 0.09 30.37 1.3 33.5 204  20.0 37.3 1.9 0.0 14.3 0.2 1.6 4.8 18.8 1.9 10 12
Movies & Entertainment 1.80 1.2 21.0 209 13.2 23.1 1.7 0.5 7.3 0.4 1.8 5.1 9.7 1.3 196 21
DIS Walt Disney Co. OP/N 0.0 26.56 1.0 32.9 21.8 13.5 22.0 1.6 0.8 7.4 0.6 21 9.1 12.1 2.2 55 21
TWX Time Warner Inc. IL/N 0.72 1734 14 31.9 21.0 13.0 241 1.9 0.0 7.6 0.3 21 5.6 7.9 1.4 79 25
VIA.B Viacom Inc. 0.57 35.84 1.2 3.6 20.1 133 217 1.6 0.8 6.8 0.3 14 2.8 11.4 1.0 62 14
Publishi 0.64 0.8 10.0 8.3 10.9 18.7 1.7 1.4 13.2 0.6 2.2 17.4 10.7 3.4 70 13
DJ Dow Jones & Co. u/Cc 0.03 44.00 09 30.2 32.8 22.0 30.4 1.4 2.3 6.5 1.2 12.8 NM 14.3 34.4 4 5
GClI Gannett Co. OP/C 0.20 81.10 08 11.0 6.1 9.6 15.6 1.6 1.3 17.9 0.5 1.9 16.6 11.0 2.8 22 17
KRI Knight-Ridder Inc. IL/C 0.05 69.36 0.8 5.0 8.9 8.0 17.2 21 2.0 10.4 0.7 2.8 21.9 10.4 3.7 5 22
MDP Meredith Corp. 0.02 5252 0.7 213 16.9 12.0 22.0 1.8 0.9 9.9 0.8 27 21.2 10.5 4.8 3 1"
MHP McGraw-Hill IL/C 0.15 8598 0.8 13.4 8.9 12.0 21.4 1.8 1.4 15.5 0.9 2.0 29.1 10.6 6.1 16 1
NYT New York Times CI. A IL/C 0.06 4115 08 1.0 71 9.6 20.3 241 1.5 8.9 0.9 2.9 23.0 10.3 4.7 6 14
TRB Tribune Co. u/c 0.13 4389 09 7.2 71 10.1 18.4 1.8 11 11.6 0.4 22 10.2 9.9 21 14 16
INDUSTRIALS 11.90 0.9 19.7 17.0 11.8 19.2 1.6 1.6 6.7 0.6 4.2 171 12.7 3.7 1296 31
Industrial Conglomerates 4.79 1.0 8.7 122 10.7 20.0 1.9 1.9 10.2 0.3 6.0 18.9 16.2 4.1 522 40
GE General Electric OP/A 350 36.35 1.0 0.6 146 10.0 20.8 21 22 10.9 0.2 7.6 18.1 17.6 4.4 384 46
MMM 3M Company OP/A 059 8223 09 214 10.7 12.3 20.3 1.7 1.8 147 1.1 22 35.7 12.0 7.9 64 4
TXT Textron Inc. IL/A 0.09 7209 0.8 18.3 227 12.0 18.7 1.6 1.9 3.2 0.7 4.3 8.9 NM 2.7 10 41
TYC Tyco International OP/A 063 3417 13 441 18.3 13.0 175 1.3 0.1 7.3 0.6 22 10.6 10.7 2.4 69 23
SELECTED NON-S&P 500 MEDIA
BLC Belo Corp -Ser A Com 2450 0.9 19.2 (0.1) 13.0 175 13 1.6 8.1 0.4 23 7.9 10.2 1.8 3 36
EVC Entravision Communications 835 1.2 NM NM 30.0 NM NM 0.0 NM 0.2 1.6 NM 15.9 0.7 1 30
SBSA  Spanish Broadcasting Sys Inc 10.94 1.0 NM NM  20.0 2431 12.2 0.0 NM 0.2 33 NM 221 3.1 1 37
PUB Publicis Group 32.20 NM 49.0 5.3 14.0 14.1 1.0 0.8 3.8 0.4 10.1 15.2 9.2 4.7 6 46

Shaded companies best positioned to benefit from Hispanization trend, see Exhibit 26.

Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Consumer products — Hispanic/Latinos outspend US average

Currently, Hispanic/Latinos spend 93% of pre-tax discretionary income. We believe
this will converge toward the 82% average of the United States. We recommend
investors focus on consumer oriented companies with the following three
characteristics:

e companies exposed to current Hispanic/Latino spending patterns,
e companies exposed to Hispanic/Latino population centers, and

e companies that have begun aggressively pursuing market share gains among
Hispanic/Latinos to benefit from future spending pattern changes as incomes
rise.

Avon Products (AVP): well positioned to benefit from current spending patterns

Hispanic/Latina women consume cosmetics in unique ways, and tend to use them
more frequently than non-Hispanic/Latina women (see Exhibit 30). Nearly 30% of
Hispanic/Latina women buy cosmetics through direct home sales. We believe Avon
(AVP, OP/N) will benefit as the Hispanic/Latina population continues to gain purchasing
power (see Exhibit 31).

Avon has identified the Hispanic population as one of its key growth drivers during
the next three years. Hispanic sales grew to $330 million in 2002 from $240 million in
1999, representing annualized growth of 11%. Hispanic representatives also generated
12% higher receipts on average, producing $210 per sale versus $187 per sale for the
overall company.

Exhibit 30: Hispanic/Latina women consume more cosmetics than the broader market average
consumption of various cosmetic products: Hispanic/Latina women versus Non-Hispanic/Latina women

90% ( . . . B Hispanic/Latina F
Hispanic/Latina women consume more o
80% | cosmetics than non-Hispanic women. CINon- Hispanic/Latina
70% - \
60% - 56% 56%
48%
50% - °
O,
40% - 38% 36%
30% -
1 O, 1 O,
20% - 8% 14% 8%
10% -
0% -
Use Sunscreen Makeup Wear Lipstick Daily Own at least Three Visit Nail Salon at least Once
Fragrances per Month

Source: Hispanic Opinion Tracker survey.
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Avon’s success among the Hispanic population in the United States can be traced
to cultural roots in Latin America. The region has an affinity for direct-selling and
Avon has #1 market share across Latin America in Cosmetics (22.7% of market),
Fragrances (22.5%) and Skincare (19.5%). The Hispanic Opinion Tracker survey
indicates that 28% of Hispanic/Latinas cosmetic purchases are made through direct home
sales compared with only 21% for non-Hispanic women. Non-Hispanic women are much
more likely to purchase cosmetics through traditional retail channels such as drugstores,
discount stores or grocery stores.

Exhibit 31: Hispanic/Latina women tend to buy more cosmetics from direct home sales
source of purchase of cosmetic products: Hispanic/Latina women versus Non-Hispanic/Latina women
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26% ’ would benefit most.
21% 22%
12%
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O,
. 6% 7%
4% 5%
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Department Direct home Drugstore Grocery store  Specialty store Other
store sales

Source: Hispanic Opinion Tracker survey.

Hispanic/Latino population centers: California, Texas and Florida

We identify two companies with strong West Coast presence and exposure to the
lower-income segment: 99 Cent Only Stores (NDN, NC) and CSK Auto (CAO, IL/N).

99 Cent Only Stores (NDN, NC) is a deep-discount retailer of primarily name-brand,
consumable general merchandise. The company operates 194 retail stores with 150 in
California, 19 in Texas, 15 in Arizona and 10 in Nevada and targets 25% annual square
footage growth. The company believes these states have the potential for more than 425
stores; 48 store openings are scheduled for 2004. The $1.2 billion equity capitalization
company plans additional store expansion in California, Texas, Nevada and Arizona.

CSK Auto (CAO, IL/N) is the largest specialty retailer of automotive parts and accessories
in the western United States based on store count. The $730 million equity capitalization
company operates 1,114 stores in 19 states with 477 stores (43%) in California. CSK
Auto’s advertising efforts include Spanish language television and radio as well as
bilingual store signage. The company has implemented a specific Hispanic marketing
initiative in 17 of its key markets.
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Early-mover companies = aggressive Spanish language ad spenders

The 30 companies with the largest Spanish language television advertising budgets
last year collectively spend $1.8 billion, up 20% versus the previous year. These
companies accounted for 67% of all Spanish language TV ad spending in 2003 (see
Exhibit 27, page 3).

Certain companies have aggressively increased their advertising and promotional
programs targeting the US Hispanic/Latino population including Proctor & Gamble
(PG, OP/N) up 24%, Sears (S, U/C) up 23%, Pepsico (PEP, IL/N) up 38%, and
McDonalds (MCD, NC) up 21%. We believe these companies will benefit as
Hispanic/Latino incomes rise and spending patterns evolve towards main-stream United
States brands and products.

Only three publicly traded companies among the 30 largest advertisers on Spanish
language TV actually REDUCED their spending for this demographic in 2003: AT&T
(U/N) was down 31%, and Verizon Communications (VZ, OP/N) was down 13%. Most
notably, Coca-Cola (KO, OP/N) slashed its 2003 Spanish language TV advertising

spending budget by 48% to $21 million from $40 million in 2002. Coke recently
announced its intention to boost overall company ad spending by $350-$400 million in
2005.

Exhibit 32: Valuation table for selected Consumer Discretionary and Consumer Staples companies and sub-sectors

EPS Growth Long Equity
Beta 2003- 2004E- Term P/E P/Eto Div Return on Equity (LTM) EV/ Price/ Mkt Debt/
GS S&P500  Price vs _2004E__ 2005E_ Growth __ Mult. LT _Yid Profit X Asset X Equity= ROE EBITDA Book _ Cap EV
Rating Wght _11/17/2004 SP500__ (%) (%) _ Rate _ NTM__ Growth % _ Margin _Turnover _Multiplier _ LTM LTM _Value ($bi) (%)
CONSUMER DISCRETIONARY 11.48 1.1 245 146 143 19.8 1.4 0.9 4.3 0.7 3.7 12.4 11.2 26 1251 39
Automobile Manufacturers 0.44 1.1 420 (12.4) 5.3 113 21 38 1.7 0.5 25.0 24.6 15.9 16 48 108
F Ford Motor 0.24 $14.31 14 843  (75) 55 119 22 28 17 0.6 27.7 26.9 14.0 24 26 108
GM General Motors 0.21 3077 14 142 (17.7) 5.0 107 21 50 1.6 0.4 23.5 15.9 174 12 22 108
Department Stores 0.60 1.2 2.9 24.7 11.7 16.8 1.4 1.2 6.0 0.9 3.4 11.9 8.8 2.3 65 37
DDS  Dillard Inc. u/c 002 2665 1.1  236.0 9.9 50 204 81 06 0.8 12 2.8 2.8 8.4 1.0 2 55
FD Federated Dept. Stores IL/C 0.09 56.68 1.1 10.8 19.2 9.5 13.0 1.4 1.0 4.5 1.1 2.6 12.8 6.4 1.8 10 29
JCP Penney (J.C.) L/c o011 4068 1.2 733 382 105 150 14 12 NM NM 2.9 8.9 26 2.1 12 42
JWN Nordstrom IL/C 0.06 45.58 12 57.7 13.0 12.0 14.9 12 1.1 4.6 16 2.8 19.6 10.8 3.9 6 16
KSS Kohl's Corp. OP/N 0.16 4970 1.2 235 192 19.4 207 11 00 5.7 1.4 1.8 14.8 13.0 3.9 17 8
MAY  May Dept. Stores u/c 008 3075 1.0 52 130 7.0 142 20 32 4.3 1.0 35 14.8 7.5 2.2 9 38
s Sears, Roebuck &Co.  IL/C  0.10 5299 1.2  (644) 613 7.0 2727 40 17 7.3 1.0 6.6 49.9 9.6 2.1 1 59
CONSUMER STAPLES 10.78 0.8 9.6 9.9 11.0 18.3 1.7 2.0 5.8 1.5 3.1 28.9 106 56 1174 15
Brewers 0.40 0.7 10.1 9.1 10.0 170 17 19 125 1.0 4.9 59.3 9.8 108 43 17
BUD Anheuser-Busch IL/N__ 037 50.95 0.7 10.9 91 100 173 17 19 149 1.0 5.7 NM 103 1562 41 16
RKY Coors (Adolph) IL/N 0.03 73.66 0.9 17 8.6 9.5 13.9 15 1.1 4.2 1.0 3.3 13.3 6.4 21 3 31
Household Products 1.90 0.7 9.9 9.3 10.5 19.7 1.9 2.0 12.5 1.0 3.1 37.5 11.9 7.8 207 12
CL Colgate-Palmolive U/N 024 4874 1.0 (200 58 100 198 20 20 134 13 8.7 NM 118 282 26 12
CLX Clorox Co. NR/N 0.1 57.58 0.7 5.0 223 9.1 19.3 21 19 12.3 12 2.6 38.5 17 8.8 12 7
KMB Kimberly-Clark IL/N 028 62.75 0.7 6.5 83 90 163 18 25 120 0.9 25 27.7 10.1 47 31 10
PG Procter & Gamble OP/N 1.26 5449 0.7 14.2 92 110 207 19 18 124 1.0 3.1 37.4 126 7.9 139 13
Personal Products 0.61 0.8 25,0 127 124 225 18 14 125 1.3 4.0 67.4 147 165 66 7
ACV Alberto-Culver IL/N 0.04 46.29 0.8 16.3 12.3 12.0 19.3 16 0.9 4.4 1.6 1.7 11.9 145 3.5 4 5
AVP Avon Products OP/N 0.17 39.08 0.9 26.6 11.9 13.5 20.9 15 14 10.8 21 8.0 NM 14.2 M3 18 6
G Gillette Co. IL/N 0.40 43.83 0.8 25.4 13.1 12.0 23.8 2.0 15 16.4 1.0 4.3 68.4 14.9 18.4 44 8
Soft Drinks 1.85 0.8 6.8 6.4 10.1 19.7 2.0 2.0 12.4 0.9 2.8 30.2 10.8 6.2 202 1
CCE Coca-Cola Enterprises IL/N 0.09 21.32 08 0.0 10.0 9.0 15.1 1.7 0.8 3.6 0.7 5.6 141 8.4 22 10 54
KO Coca Cola Co. OP/N 0.89 4028 08 26 25 90 20.1 22 25 209 0.8 2.0 32.1 12.9 6.9 %8 6
PBG Pepsi Bottling Group U/N 0.07 28.79 0.8 10.9 9.2 10.0 15.4 15 0.7 4.2 1.0 57 24.2 7.5 3.9 7 41
PEP PepsiCo Inc. IL/N 0.79 51.29 0.7 13.2 10.3 11.0 20.4 1.9 1.8 145 1.1 2.2 349 10.2 7.3 87 3
SELECTED NON-S&P 500 CONSUMER
CAO CSK Auto IL/N NM 15.86 NM 5.9 23.2 13.5 12.9 1.0 0.0 1.2 1.4 3.5 5.8 7.9 2.2 1 42
NDN 99 Cents Only Stores NM 16.06 1.7  (436) 242 17.0 309 18 00 3.3 1.8 1.1 6.7 123 25 1 0
Shaded companies best positioned to benefit from Hispanization trend, see Exhibit 26.
Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Housing — Hispanic/Latino home ownership rates to increase

We believe higher Hispanic/Latino housing demand will be driven by two factors: rapid
Hispanic/Latino population growth, and rising Hispanic/Latino incomes leading to higher
home ownership rates.

The US Census Bureau projection of Hispanic/Latino population growth implies 8.5
million additional housing units are needed over the next 25 years, assuming NO
INCREASE in home ownership rates. This represents 8% of the total current owned
and rented housing stock in the United States. However, higher Hispanic/Latino incomes
should lead to higher home ownership rates which would further boost housing demand
going forward. We believe the home building stocks KB Home (KBH, NC), Ryland
(RYL, NC) and D R Horton (DHI, NC) will benefit most from increased Hispanic/Latino
housing demand given their concentration in the West and Southwest regions

(see Exhibit 34).

Higher Hispanic/Latino incomes should lead to higher home ownership rates. The
current Hispanic/Latino home ownership rate is 47%, versus the US average of 69% (see
Exhibit 21). However, among Hispanic/Latinos born in the United States, home
ownership rates are significantly higher (see Exhibit 35). We believe home ownership
rates among Hispanic/Latinos will continue to rise. Home Depot (HD, OP/C) and Lowes
(LOW, IL/C) would also benefit from increased home building and home improvement
activity.

Exhibit 33: High population growth = highest housing demand from Hispanic/Latinos relative to any other ethnicities
annual new demand for housing unites by ethnicity
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Source: US Census Bureau and Goldman Sachs Research estimates.
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Exhibit 34: We list home builders with high exposure to Southeast/West Hispanic/Latino population centers

percentage of US housing unit deliveries by region

Total Region
Deliveries | Southwest/ Northeast/ Central/
2003 West Mid-Atlantic Midwest Southeast
Ticker Rating units percent percent percent percent

Large-cap
KB Home KBH NC 23,407 52% 0% 33% 15%
Centex CTX NC 30,358 45 17 19 18
Pulte Home PHM NC 32,693 35 8 31 25
Sub-Total 63,051 40% 13% 25% 22%
Small-cap
D R Horton DHI NC 8,552 77% 8% 6% 9%
Hovnanian Enterprises HOV  NC 11,522 56 21 0 24
Ryland RYL NC 14,724 48 30 0 22
Lennar Corp LENB NC 32,180 37 32 31 0
Toll Brothers TOL NC 4,911 27 52 8 13
Sub-Total 71,889 46% 28% 15% 10%
[Total (8 companies) 134,940 43% 21% 20% 16%|

We highlight companies with high exposure to the Southwest/West region:

KB Home (KBH) among large-caps,
D R Horton (DHI) among small-caps.

Source: Company reports.

Exhibit 35: US-born Hispanic/Latinos have higher home ownership rates

home ownership rates by ethnic group

Black/
African Hispanic/
White American Latino

Own a home with Foreign Native
Annual income of: Total Total Born Born Total
Less than $30,000 51 % NA % 25 % 36 |% 28 %
Between $30,000 and 50,000 70 NA 46 48 47
Greater than $50,000 82 NA 65 74 71
[Total 70 % " % 34 % 52 [% 40 %]|

Pew Hispanic Center data may differ slightly from US Census Bureau and Bureau of Labor Statistics data.

/

/

Among the Hispanic/Latino population, home
ownership rates are significantly higher among
native born vs. foreign born.

Source: National Survey of Latinos, Pew Hispanic Center.

Goldman Sachs Global Investment Research - November 22, 2004

37



Where to Invest Now ¢ Hispanization of the United States Sector Strategy

Exhibit 36: Valuation table for selected Homebuilding and Home Improvement companies and sub-sectors

EPS Growth Long Equity
Beta 2003- 2004E- Term P/E P/Eto Div Return on Equity (LTM) EV/ Price/ Mkt Debt/
GS S&P 500 Price vs _2004E  2005E  Growth Mult. LT Yid Profit X Asset X Equity = ROE EBITDA Book Cap EV
Rating Wght 11/17/2004 SP500 (%) (%) Rate NTM Growth % Margin _Turnover _ Multiplier LTM LTM _ Value (8 bil) (%)
CONSUMER DISCRETIONARY 11.48 1.1 245 146 143 19.8 1.4 09 4.3 0.7 3.7 12.4 11.2 26 1251 39
Home Furnishings 0.05 0.9 39.7 14.3 15.5 18.5 1.2 2.0 5.6 1.2 1.9 13.2 9.9 2.7 6 17
LEG Leggett & Platt 0.05 $29.47 0.9 39.7 14.3 15.5 18.5 12 2.0 5.6 12 1.9 13.0 9.9 2.6 6 17
Home Improvement Retail 1.34 1.0 21.0 15.2 14.3 17.4 1.2 0.7 6.3 1.8 1.7 21.3 10.3 4.2 146 4
HD Home Depot OP/N 0.85 4228 1.0 225 123 13.0 16.8 13 0.8 6.6 1.9 1.6 20.6 9.9 4.0 93 2
Low Lowe's Cos. IL/N 0.41 5767 1.1 18.4 222 17.5 18.1 1.0 0.3 5.7 1.8 1.9 19.2 10.7 4.3 45 8
SHW Sherwin-Williams 0.06 4510 0.9 175 14.2 10.0 15.3 15 15 6.5 15 2.7 25.4 9.1 4.3 6 10
I ildi 0.17 1.1 34.6 16.7 14.3 7.0 0.5 0.5 7.3 1.0 3.5 27.6 8.0 2.2 18 47
CTX Centex Corp. 0.06 55.53 1.1 24.2 16.0 15.0 71 0.5 0.3 7.3 0.7 5.1 26.4 9.5 2.1 7 63
KBH KB Home 0.04 89.03 1.1 25.6 20.2 121 71 0.6 11 6.6 1.4 2.9 26.6 7.0 25 4 31
PHM Pulte Homes, Inc. 0.07 57.74 14 52.1 15.4 15.0 7.0 0.5 0.3 7.8 1.2 25 22.8 6.7 20 7 31
Household Appli 0.17 1.1 6.1 12.5 10.2 14.0 14 2.1 4.1 1.4 4.7 28.9 7.0 4.3 18 21
BDK Black & Decker Corp. 0.06 8417 1.2 329 12.7 10.0 14.3 1.4 1.0 8.1 1.2 4.5 415 9.7 6.9 7 13
MYG Maytag Corp. 0.01 2059 1.4 (56.1) 55.3 10.5 17.4 17 35 0.5 1.6 38.3 30.2 6.8 20.7 2 39
SNA Snap-On Inc. 0.02 30.60 1.0 9.6 25.0 12.0 19.5 1.6 3.3 3.1 11 22 7.8 9.5 1.8 2 17
SWK Stanley Works 0.04 4820 1.0 30.2 11.6 13.0 15.4 12 2.3 6.9 12 2.8 22.6 8.9 41 4 17
WHR Whirlpool Corp. 0.04 66.43 1.1 (0.3) 1.7 7.0 1.2 1.6 26 3.3 17 6.0 34.6 4.5 3.5 4 27
Housewares & Specialties 0.16 0.7 8.8 9.6 11.1 15.8 14 24 2.4 1.0 3.1 22.2 9.5 3.8 18 21
FO Fortune Brands, Inc. 0.10 7792 06 21.3 9.7 12.0 15.8 13 17 10.2 1.0 2.6 25.7 9.2 4.2 11 13
NWL Newell Rubbermaid Co. 0.06 2375 0.9 (7.9) 9.6 9.5 16.4 17 3.5 NM 1.0 3.7 NM 10.2 3.3 7 31
SELECTED NON-S&P 500 HOUSING
DHI D R Horton NM 35.01 NM 36.8 10.6 15.0 7.6 0.5 0.9 9.0 1.3 23 27.9 6.0 23 8 30
HOV Hovnanian Enterprises NM 4154 NM 31.9 16.1 26.8 6.6 0.2 0.0 8.1 1.5 29 34.3 5.8 2.8 2 32
LEN Lennar Corp NM 47.76 NM 21.3 12.2 14.1 7.7 0.5 12 8.6 1.4 2.1 25.4 6.0 2.3 8 25
RYL Ryland Group NM 103.09 NM 37.5 111 1.5 7.5 0.7 0.4 7.9 1.8 2.4 34.4 5.1 2.9 3 20
TOL Toll Brothers NM 52.97 NM 35.8 25.0 15.0 9.1 0.6 0.0 9.7 0.8 2.6 213 8.1 26 4 30

Shaded companies best positioned to benefit from Hispanization trend, see Exhibit 26.

Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Banks to benefit as Hispanic/Latino population grows richer

Higher incomes and greater bank account ownership rates should be positive for
Banks and Consumer Finance companies. The overall Hispanic/Latino bank account
ownership rate is 51%, well below the rate for White and African American demographic
groups. However, among Hispanic/Latinos born in the United States, ownership rates are
significantly higher, 58% versus 47% (see Exhibit 37). We believe as Hispanic/Latino
incomes increase bank account ownership rates will also increase. In addition, we believe
companies offering short term liquidity to lower-income consumers will also benefit from
the continuing large-scale Hispanic/Latino immigrant inflow.

Exhibit 37: US-born Hispanic/Latinos have higher bank account ownership rates
bank account ownership rates by ethnic group

Black/
African
White American Hispanic/Latino
Foreign Native

Have a bank account Total Total Born Born Total
Less than $30,000 63 % NA % 43 % 44 (% 43
Between $30,000 and 50,000 78 NA 59 56 58
Greater than $50,000 88 NA 84 85 84
|Tota| 77 % 54 % 47 % 58 (% 51

/

Bank account ownership among Hispanic/Latinos is low overall.

However, native born Hispanic/Latino bank account ownership
rates are significantly higher than foreign born.

Pew Hispanic Center data may differ slightly from US Census Bureau and Bureau of Labor Statistics data.

Source: National Survey of Latinos, Pew Hispanic Center.

Large banks likely to benefit from higher incomes, higher bank account ownership

Bank of America (BAC, OP/N), Wells Fargo (WFC, OP/N), and Washington Mutual
(WM, NC) have the highest deposit market shares in California, Texas and Florida based
on SNL’s 2004 regional market share database released on November 16, 2004 (see
Exhibit 38).

Bank of America’s $239 billion of deposits in these three states represent the highest
market share, at 20.7% of all deposits. In addition, these deposits represent a 45% of
Bank of America’s total deposit base (see Exhibit 39). Therefore despite its size — Bank
of America’s market capitalization is $190 billion or 1.7% of the S&P 500 — the company
is would benefit from continued growth in Hispanic/Latino population and wealth.
Hispanic/Latinos comprise 29% of the population in these three states.

Goldman Sachs Global Investment Research - November 22, 2004 39



Where to Invest Now ¢ Hispanization of the United States Sector Strategy

Exhibit 38: Bank of America has 21% market share of deposits in California, Florida and Texas
deposit market share in California, Florida, and Texas
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Exhibit 39: Bank of America, Wells Fargo, Washington Mutual each have high market share AND high exposure
total deposits, deposit market share, and share of each bank’s total deposit base in California, Florida, and Texas
Golden California,
Bank of Wells Washington JPMorgan UnionBan SunTrust West Texas,
America Fargo Mutual Wachovia Chase Citigroup Cal Banks Comerica Financial Florida
BAC WFC WM WB JPM C uB STI CMA GDW Total
Deposits in Market ($ billions
California $140.3 $86.2 $51.9 - $35.9 $37.9 $19.1 $13.7 $585.0
Texas 36.4 23.2 4.0 2.0 55.6 27 - - 35 2.1 290.2
Florida 62.0 -- 5.3 57.0 0.4 4.3 -- 30.7 0.2 3.3 277.6
[Total $238.6 $109.4 $61.2 $58.9 $56.1 $42.9 $37.9 $30.7 $22.9 $19.1  $1,152.9
Deposit Market Share
California 24.0% 14.7% 8.9% - - 6.1% 6.5% 3.3% 2.3%
Texas 12.5 8.0 1.4 07 19.2 0.9 - - 1.2 07
Florida 22.3 - 1.9 20.5 0.1 1.6 - 11.1 0.1 1.2
[Total 20.7% 9.5% 5.3% 5.1% 4.9% 3.7% 3.3% 2.7% 2.0% 1.7%]
Percent of Bank's total deposits
California 26.7% 33.6% 62.6% - 18.4% 98.8% 44.3% 55.3%
Texas 6.9 9.1 4.9 0.7 14.8 1.4 - - 8.2 8.3
Florida 11.8 - 6.4 21.1 0.1 2.2 - 32.3 0.5 13.4
[Total 45.4% 42.7% 73.9% 21.8% 14.9% 22.0% 98.8% 32.3% 53.0% 77.0%)|
X X X Z FJ

BAC, WFC, and WM each have high deposit
market share in TX, FL, CA, AND these
states represent a significant share of each
bank's total deposit base.

WB, JPM, and C each have high deposit
market share in TX, FL, CA, BUT these
states represent a smaller share of each
bank's total deposit base.

Source: SNL, Goldman Sachs Research.
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Smaller-cap regional pure plays should also benefit, and could be M&A targets

See: Identifying the most
compelling bank M&A
targets in US bank land,
Daniel Abut, Goldman
Sachs, Nov. 9, 2004.

We highlight City National (CYN, IL/N), Colonial Bancgroup (CNB, NC), Compass
Bancshares, (CBSS, NC), Cullen/Frost Bankers, (CFR, NC), and Prosperity
Bancshares (PRSP, NC). Recently, Spain’s second-largest bank, Banco Bilbao Vizcaya
Argentaria, BBVA.MC, IL/A) paid $850 million to purchase Laredo National
Bancshares, a small US commercial bank concentrated in south Texas, for its exposure to
the rapidly-growing Hispanic/Latino population.

Texas-focused small-cap regional banks:

Compass Bancshares (CBSS, NC), with a $6 billion market cap, is the 9lh—largest by
deposits in Texas (2.2% market share), with a meaningful presence in metropolitan areas
(Houston, Dallas, Austin, and San Antonio). Compass Bancshares also has a footprint in
Florida — although its Florida branches are not located in the state’s main metropolitan
areas. Compass Bancshares’ branch network includes 140 offices in Texas, 90 in
Alabama, 72 in Arizona, 42 in Florida, 28 in Colorado, and 11 in New Mexico.

Prosperity Bancshares (PRSP, NC), with a $590 million market cap, is a 100% Texas-
based operation focused on deposit-taking activities as well as lending to small and
medium-sized enterprises and consumers — mortgages, car loans, loans for consumer
durables. The bank is the 19m-largest in Texas (measured by deposits), with 0.8% market
share. Prosperity Bancshares has a good deposit franchise with a deposit/loan ratio of
200%-plus, and 63 branches, located mainly in Texas metropolitan areas — primarily in
the Greater Houston area, Dallas/Fort Worth, and Austin.

Cullen/Frost (CFR, NC), with a $2.5 billion market cap, is a 100% Texas-based bank and
is the 6™ largest bank in the state by deposits, with 2.7% deposit market share.
Cullen/Frost’s distribution network includes 94 branches located throughout Texas,
serving attractive metropolitan areas such as Austin, Dallas, Fort Worth, Houston, San
Antonio, Corpus Christi, and McAllen, among others.

California-focused small-cap regional bank:

City National (CYN, IL/N), with a $3.4 billion market cap, has a footprint centered in
southern California and the San Francisco Bay area. City National is the IOth'largest bank
in California (measured by deposits), with a 1.7% deposit market share and 54 branches.
City National’s deposit/loan ratio is about 140%. City National has generated a strong
18% average ROE over the last five years.

Florida-focused small-cap regional bank:

Colonial BancGroup (CNB, NC), with a $2.8 billion market cap, is the IOth—largest
deposit-taking institution in Florida, with 1.8% deposit market share. In addition to
Florida (which accounts for about half of the bank’s deposits), the company has a very
strong footprint in neighboring Alabama, and some presence in Georgia, Texas, Nevada,
and Tennessee. Colonial BancGroup’s distribution network in Florida includes 120
branches and a presence in metropolitan areas such as Miami Beach, Fort Lauderdale,
and Tampa.
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Thrifts & Mortgage Finance companies should also benefit from higher financial
sophistication among the Hispanic/Latino community, as well as higher homebuilding
and home purchasing activity outlined previously. Washington Mutual (WM, NC) has
the highest deposit market share of any thrift in California, Texas, and Florida.

Lower-income liquidity providers should benefit from immigrant inflow

First Data (FDC, IL/A), Jackson Hewitt (JTX, OP/N), Accredited Home Lenders,
(LEND, NC), World Acceptance Corp (WRLD, NC), First Cash Financial Services
(FCFS, NC), and Ocwen Financial (OCN, NC) should benefit from a consistent
inflow of lower-income first-generation immigrants.

First Data (FDC, IL/A) is the largest third-party processor of credit cards, merchant
acquirer, processor of consumer money transfers, and has the leading position in the
ATM/debit point-of-sale (POS) network market. The $9 billion equity capitalization
company should continue to benefit as this lower-income population segment continues
to use First Data’s Western Union money transfer service. Transfers to Mexico alone
account for 6% of Western Union revenues, representing 2% of total First Data revenue.

Jackson Hewitt (JTX, OP/N) has 4,935 offices and is the number-two tax preparer in the
United States with a roughly 4.2% share of the paid preparer market and a 2.6% share of
overall US tax returns. More than 73% of Jackson Hewitt’s revenues stem from
customers with incomes below $30,000. Nearly all of Jackson Hewitt’s customers are
eligible for a tax refund, largely because of the Earned Income Tax Credit (EITC)
program. The EITC is a refundable Federal tax credit for eligible individuals and families
whose earned income is less than $11,230 if they have no qualifying children, or $29,666
if they have one qualifying child, or $33,692 if they have more than one child. Jackson
Hewitt completed its TPO in June 2004 at $17.00 per share.

Accredited Home Lenders, (LEND, NC) originates, finances, sells, securitizes and
services non-prime mortgage loans secured by residential real estate predominantly in
California and other western states. During 2003, Accredited Home Lenders originated
approximately $8.0 billion of mortgage loans, 89% sourced through wholesale channels.
All underwriting is performed by employees of the company. The $820 million equity
capitalization company focuses on borrowers who may not meet conforming
underwriting guidelines because of higher loan-to-value ratios, the nature or absence of
income documentation, limited credit histories, high levels of consumer debt or past
credit difficulties.

First Cash Financial Services (FCFS, NC) operates 190 pawn and 83 check
cashing/short-term advance stores that lend money on collateral of pledged personal
property, sell previously-owned merchandise acquired through loan forfeitures, and
provide short-term cash advances, check cashing, and small consumer loans. The
company has 274 locations in 11 states and Mexico. First Cash is also a 50/50 JV partner
in Cash & Go. Ltd. which owns and operates 40 financial services kiosks located inside
convenience stores in Texas. Many of the First Cash pawn stores offer short-term,
unsecured advances, which are also known as “payday loans.” The $380 million equity
capitalization company plans to continue its expansion in existing markets, with Texas
and Mexico as its primary focus. Approximately 60 stores are scheduled to open in 2005.
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Exhibit 40: Valuation table for Financials companies and sub-sectors

EPS Growth Long Equity
Beta 2003- 2004E- Term P/E P/Eto Div Return on Equity (LTM) EV/ Price/ Mkt Debt /
GS S&P 500 Price vs 2004E  2005E Growth _ Mult. LT Yid Profit X Asset X Equity = ROE EBITDA Book Ca EV
Rating Wght 11/17/2004 SP500_ (%) (%)  Rate ~_ NTM _ Growth % _ Margin _Turnover ipli LTM LTM_ Value  ($bil) (%)
FINANCIALS 20.47 0.9 109 108 115 12.4 11 25 144 0.1 13.3 17.2 NM 23 2230 84
Consumer Finance 1.38 1.0 20.3 12.4 13.8 15.7 1.1 1.0 16.1 0.2 9.3 23.1 NM 3.9 151 50
AXP American Express IL/N 0.65 $56.04 1.0 17.7 121 135 18.7 1.4 0.9 11.6 0.2 1.2 221 NM 4.6 71 37
COF Capital One Financial IL/N 0.17 $78.78 1.1 30.9 8.7 15.0 12.4 0.8 0.1 15.4 0.2 7.0 23.8 NM 28 19 45
KRB MBNA Corp. OP/N 0.31 $26.68 1.0 145 13.2 13.0 12.0 0.9 1.8 212 0.2 5.3 227 NM 3.0 34 34
PVN Providian Financial Corp. IL/N 0.04 $16.12 1.2 776 9.2 13.0 12.6 1.0 0.0 13.0 0.2 6.0 14.2 NM 1.9 5 44
SLM SLM Corporation 0.20 $51.39 0.8 16.6 185 15.0 20.8 1.4 15 36.5 0.1 25.1 58.1 NM 8.6 22 76
Diversified Banks 4.10 0.8 9.5 9.4 10.4 12.7 1.2 3.5 21.6 0.1 11.9 19.9 NM 2.7 446 67
BAC Bank of America Corp. OP/N 173 $46.59 0.9 41 9.2 10.0 11.9 1.2 3.9 219 0.1 123 17.6 NM 26 190 79
CMA Comerica Inc. OP/N 0.10 $63.12 0.8 18.3 8.2 8.0 141 1.8 3.3 23.0 0.1 10.6 14.0 NM 21 1 54
USB U.S. Bancorp OP/N 0.52 $30.03 0.9 14.6 11.4 10.0 12.8 13 3.2 28.2 0.1 9.8 209 NM 29 56 47
wB Wachovia Corp. (New) IL/N 0.77 $52.69 0.8 17.0 6.9 10.0 12.9 13 3.5 18.2 0.1 12.4 14.6 NM 25 85 72
WFC Wells Fargo OP/N 0.96 $62.46 0.8 123 11.0 12.0 14.0 1.2 31 20.9 0.1 1.8 19.9 NM 3.1 105 51
Other Diversified Financial Services 3.56 1.0 8.2 94 117 11.4 1.0 3.4 13.3 0.1 133 18.0 NM 2.2 388 71
C Citigroup Inc. 2.18 $46.18 1.0 17.9 8.7 12.0 10.9 0.9 3.5 15.8 0.1 135 16.7 NM 24 239 55
JPM JPMorgan Chase & Co. 1.24 $38.27 1.0 (6.4) 10.4 11.0 121 1.1 3.6 9.2 0.1 13.0 6.2 NM 1.8 136 101
PFG Principal Financial Group IL/N 0.11 $38.75 0.9 35 13.4 13.0 14.8 1.1 1.4 8.0 0.1 141 9.0 NM 1.6 12 23
Regional Banks 1.90 0.8 6.9 6.0 9.5 13.9 1.5 3.0 21.3 0.1 11.1 17.0 NM 24 207 56
ASO AmSouth Bancorporation NR/N 0.08 $26.22 0.8 1.7 14.9 8.0 13.2 16 3.8 20.6 0.1 14.2 18.3 NM 28 9 57
BBT BB&T Corporation IL/N 0.22 $42.61 0.7 25 9.2 10.0 13.7 1.4 3.3 220 0.1 9.0 13.8 NM 22 24 44
FITB Fifth Third Bancorp IL/N 0.27 $52.23 0.9 10.4 1.3 12.0 15.4 13 25 27.4 0.1 10.7 201 NM 3.4 30 49
FHN First Horizon National U/N 0.05 $4365 0.7 (0.6) 1.4 10.0 1.7 1.2 3.9 18.8 0.1 14.0 245 NM 28 5 54
HBAN Huntington Bancshares U/N 0.05 $24.40 0.7 14.4 5.7 8.0 13.6 17 3.3 18.2 0.1 13.2 1741 NM 24 6 65
KEY KeyCorp IL/N 0.13 $34.00 0.7 13.2 6.3 8.0 13.6 17 3.6 176 0.1 12.4 14.0 NM 2.0 14 71
MI Marshall & lisley Corp. 0.09 $42.76 0.7 13.1 10.6 10.0 147 15 2.0 20.5 0.1 10.5 17.2 NM 28 10 49
MTB M&T Bank Corp. 0.11 $106.18 0.7 13.0 12.0 10.0 16.3 16 15 220 0.1 9.1 12.4 NM 22 12 52
NCC National City Corp. IL/N 0.23 $38.26 0.7 35 (11.3) 8.0 12.3 15 3.7 242 0.1 11.9 21.9 NM 23 25 65
NFB North Fork Bancorporation U/N 0.05 $29.70 0.9 8.8 2387 10.0 13.3 13 3.0 325 0.1 12.3 222 NM 26 5 50
PNC PNC Bank Corp. IL/N 0.14 $55.00 0.7 8.8 3.2 8.5 12.9 15 3.6 19.4 0.1 10.7 1741 NM 22 16 56
RF Regions Financial Corp. (New) 0.15 $35.51 0.7 0.5 11.4 75 14.0 19 3.8 18.2 0.1 8.8 10.0 NM 22 16 47
SNV Synovus Financial 0.08 $27.56 0.8 10.0 14.3 125 17.9 1.4 25 16.3 0.1 9.6 17.7 NM 3.6 9 29
STI SunTrust Banks NR/N 0.19 $72.10 0.7 9.7 6.9 9.0 13.4 15 2.8 19.3 0.1 13.1 14.4 NM 21 20 66
ZION Zions Bancorp OP/N 0.05 $67.25 0.7 10.3 122 11.0 14.0 13 1.9 213 0.1 1.2 15.2 NM 23 6 49
Thrifts & Mortgage Finance 1.83 0.9 (3.9 3.7 11.5 10.6 0.9 2.4 15.2 0.1 25.7 21.6 NM 23 200 96
CFC Countrywide Financial Corp. 0.17 $33.03 1.2 (5.2) (39) 125 9.2 0.7 15 19.9 0.1 1.2 28.9 NM 21 19 103
FNM Fannie Mae 0.61 $69.17 1.0 5.0 1.5 11.0 9.4 0.9 3.0 14.4 0.1 53.9 42.4 NM 38 67 95
FRE Federal Home Loan Mtg. 0.43 $68.77 0.8 (9.5) (0.0) 11.0 1.2 1.0 17 121 0.0 29.0 17.4 NM 1.8 47 103
GDW Golden West Financial 0.17 $120.97 0.8 15.0 1.3 12.0 13.8 12 0.4 295 0.0 141 19.7 NM 3.0 18 64
MTG MGIC Investment 0.06 $68.22 1.0 15.0 13.3 13.0 115 0.9 0.4 32.1 0.3 15 13.4 NM 17 7 9
Sov Sovereign Bancorp 0.07 $22.30 1.0 147 14.0 12.0 12.2 1.0 0.5 16.6 0.1 121 10.7 NM 1.9 8 67
WM Washington Mutual 0.32 $40.60 0.9 (23.1) 122 11.0 12.0 11 4.4 16.3 0.1 13.9 128 NM 17 35 75
INFORMATION TECHNOLOGY 16.28 1.5 404 10.9 14.6 23.1 16 0.6 8.9 0.8 1.9 17.3 129 43 1773 6
Data Processing & Outsourced Services 1.14 1.0 8.2 18.2 13.6 20.7 1.5 0.6 6.7 0.7 2.9 14.6 11.2 3.4 125 11
ACS Affiliated Computer OP/A 0.07 $59.72 1.1 18.3 18.9 19.0 18.4 1.0 0.0 13.1 1.1 1.5 20.7 9.9 29 8 5
ADP Automatic Data Processing Inc. OP/A 0.24 $45.32 1.0 4.3 101 10.5 251 2.4 1.4 12.0 0.4 3.9 17.6 135 4.9 26 0
Ccsc Computer Sciences Corp. IL/A 0.09 $5459 1.0 10.8 8.2 11.0 16.5 15 0.0 3.7 13 22 10.4 6.1 1.9 10 20
CVG Convergys Corp. IL/A 0.02 $15.00 1.2 (26.1) 13.6 8.4 15.3 1.8 0.0 5.8 13 1.6 121 6.3 1.8 2 8
EDS Electronic Data Systems IL/A 0.11 $22.80 1.2 (51.0) 2875 10.0 31.4 3.1 0.9 NM 1.1 28 NM NM 1.8 12 41
FDC First Data IL/A 0.34 $42.94 1.0 131 1.1 15.0 18.3 1.2 0.2 18.8 0.3 43 26.3 123 5.4 37 9
FISV Flserv Inc. U/A 0.07 $37.15 1.0 19.9 155 16.2 175 11 0.0 9.9 0.5 3.3 15.7 9.4 3.1 7 10
PAYX Paychex Inc. OP/A 0.12 $33.34 1.0 6.5 15.9 17.0 34.4 2.0 16 233 0.4 32 26.2 18.0 10.7 13 0
SDS SunGard Data Systems 0.07 $26.36 1.1 1.7 126 14.0 17.2 1.2 0.0 13.2 0.8 15 16.0 7.4 27 8 5
TSG Sabre Holding Corp. U/A 0.03 $2269 1.3 747 8.3 12.0 15.2 13 13 7.4 0.7 1.8 9.1 7.4 1.8 3 22
SELECTED NON-S&P 500 FINANCIALS
CBSS Compass Bancshares Inc $47.00 0.7 8.9 9.4 10.0 15.0 1.5 27 193 0.1 13.8 18.4 NM 29 6 64
CFR Cullen/Frost Bankers Inc $48.60 0.7 71 13.8 11.5 16.6 14 2.2 226 0.1 123 171 NM 3.2 3 48
CNB Colonial Bancgroup $22.223 0.7 10.2 10.0 9.0 15.5 1.7 2.6 17.6 0.1 13.7 133 NM 23 3 70
CYN City National IL/N $68.78 NM 21.0 10.7 11.0 15.6 14 1.9 25.9 0.1 10.7 16.1 NM 27 3 24
FCFS First Cash Financial Services Inc $24.68 0.7 25.3 23.8 20.0 17.3 0.9 0.0 11.6 1.2 1.2 16.2 NM 3.1 0 2
JTX Jackson Hewitt OP/N $23.35 NM NM NM 175 213 1.2 1.2 20.5 NM NM NM NM NM 1 NM
LEND Accredited Home Lenders Hidg $39.76 1.1 20.4 93 15.0 6.2 0.4 0.0 20.7 0.1 18.7 49.9 NM 3.3 1 83
PRSP Prosperity Bancshares Inc $28.20 0.6 16.3 1.4 120 16.6 14 1.2 254 0.1 10.9 14.9 NM 27 1 16

Shaded companies best positioned to benefit from Hispanization trend, see Exhibit 26.

Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Heath care benefits as insurance coverage rates increase

Increased insurance coverage should lead to higher consumption of health care
products and services by Hispanic/Latinos. Currently 33% of Hispanic/Latinos are
not covered by health insurance, triple the White, non-Hispanic average of 11% (see
Exhibit 41). Second-generation Hispanic/Latinos fare better, with only 25% being non-
insured. Currently, Hispanic/Latinos allocate a smaller share of income toward health
insurance and health care (see Exhibit 25, page 26). As incomes rise, we believe
health insurance coverage will get higher priority among Hispanic/Latino spending.

Managed care: likely to benefit from higher Hispanic/Latino insurance coverage
Higher health insurance coverage translates into higher enroliment growth for
Managed Care companies. We highlight Health Net (HNT, IL/N) and PacifiCare (PHS,
IL/N). Both companies have high exposure to Hispanic/Latino population centers and the
lower income population demographic.

Exhibit 41: Hispanic/Latino insurance coverage rates have begun to decline
non-insured rate among Hispanic/Latinos

Health insurance: percentage population NOT covered.

35% 1 Hispanic/Latino % not covered
T 2003:
1998:

30% - 33%
35%

5% | 4 Non-Insured Rate
Hispanic/Latino non-insured rates have fallen, 1998 2003 Change
but remain high. This represents an opportunity Hispanic/Latino 35.3% 32.7% (26)%
20% 1 for companies within Health Care. White, not Hispanic 1.9 111 (0.8)
Spread 23.5 21.7 (1.8)
159 | 1998:

12%
e
10% - 11%

White, not Hispanic % not covered

5%

1987
1988
1989
1990
1992
1993
1994
1995
1996
1997
1998
1999
1999
2000
2002
2003
2004
2005
2006

2001

>

Source: US Census Bureau.

Health Net (HNT, IL/N), with a $3 billion market cap, provides health benefits through
health maintenance organizations (HMOs), insured preferred provider organizations
(PPOs) and point-of-service (POS) plans to 5.3 million individuals in 14 states through
group, individual, Medicare, Medicaid and TRICARE programs. Health Net has a strong
presence in California and Arizona and among lower-income individuals.

PacifiCare Health (PHS, IL/N), with a $3.9 billion market cap, offers managed care and
other health insurance products to employer groups and Medicare beneficiaries primarily
in eight Western states. These programs include HMOs, PPOs, and Medicare Supplement
products. The company has over 2.9 million HMO and other commercial and senior
product members and 9.4 million members in the company’s PBM, dental and behavioral
plans, including both members covered by commercial or senior HMOs, and members
who are unaffiliated with the company’s HMOs.
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PBM's likely to benefit from higher Hispanic/Latino enrollment in health plans

Pharmacy Benefit Managers (PBMs) would benefit from an increased enroliment in
health plans. Along with the introduction of the new Medicare coverage law for the
elderly, a rapidly expanding Hispanic/Latino population represents a significant growth
opportunity for PBMs. We highlight Caremark Rx (CMX, OP/N).

Caremark Rx, with a market cap of $17 billion, manages over 114 million prescriptions
for individuals from over 1,200 organizations. Caremark Rx dispenses prescription drugs
to individuals who participate in benefit plans maintained by PBM customers. PBM
customers generally enter into integrated pharmacy benefit management contracts with
us. These integrated contracts require us to provide plan participants the option of having
their prescriptions filled at either retail or mail service pharmacies.

Currently, Hispanic/Latino health insurance coverage rates are among the lowest of
any ethnic group (see Exhibit 42). However, coverage rates are significantly higher for
Hispanic/Latinos born in the United States than for their foreign-born counterparts.

Exhibit 42: US-born Hispanic/Latinos have higher health insurance coverage rates
health insurance coverage rates by ethnic group

Black/
African Hispanic/
White American Latino
Foreign Native
Health Insurance Total Total Born Born Total
Insured 86 % 79 % 58 % 75 |% 65
Uninsured 14 21 42 25 35

/)

Health insurance rates are significantly higher
among native born Hispanic/Latinos compared
with the foreign born population.

Pew Hispanic Center data may differ slightly from US Census Bureau and Bureau of Labor Statistics data.

Source: National Survey of Latinos, Pew Hispanic Center.

Pharma & Medical devices companies likely to benefit: heart, diabetes treatments

More insurance allows Hispanic/Latinos access to expensive treatments

Companies specializing in cardiovascular products are likely to benefit as
Hispanic/Latinos increase health insurance coverage. Treatments for cardiovascular
disease are among the largest and fastest-growing areas in health care. Improved health
insurance coverage allows Hispanic/Latinos greater access to complicated and expensive
treatments in this area. We highlight Pfizer (PFE, OP/N), which is a leader for the
treatment of high cholesterol and high blood pressure. Boston Scientific (BSX, OP/N)
derives 80% of its revenue from health care equipment designed to treat cardiovascular
problems.
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Diabetes disproportionately affects Hispanic/Latinos in the United States

A recent report from the federal government’s Centers for Disease Control and
Prevention (CDC) indicates that diabetes is significantly more prevalent among
Hispanic/Latinos than within the broader US population. Among the major
pharmaceutical companies, Eli Lilly (LLY, IL/N) has the most exposure to diabetes
treatments (see Exhibit 43).8

Hispanic/Latinos have low incomes, and are more likely to smoke and be overweight
compared with the US average. Most major health problems are more closely linked
to income levels and age than to race.

We expect Hispanic/Latino income levels to rise, moderating adverse “low income”
health effects. However, as discussed above, we also expect relatively low-income
immigration to continue at an annual rate of 700,000. This pool of lower-income
Hispanic/Latinos is likely to continue to a high prevalence of diabetes.

Exhibit 43: Diabetes is more prevalent among Hispanic/Latinos than the broader US population
diabetes prevalence among Hispanic/Latinos

Age Group Adults Overall
age
adjusted
18-44 45-54 55-64 >65 >18 >18
California
Hispanic/Latino 32%  11.7%  246%  25.6% 7.8%| (10.9% / \
White, non-Hispanic 1.3 5.0 9.2 11.7 5.1 4.6 -
Florida Hispanic/Latinos
Hispanic/Latino 2.2% 6.1% 12.8% 20.6% 6.6% 7.2% had a higher
i -Hi i . . . . . 2 —
White, non-Hispanic 1.4 6.2 11.0 12.2 6.6 5 prevalence of
lllinois .

Hispanic/Latino 20%  159%  19.8%  258% 6.2%| [105% dlabetes- than.the
White, non-Hispanic 15 4.6 11.3 15.0 6.0 5.5 non-Hispanic
New York/New Jersey white population

Hispanic/Latino 2.4% 10.5% 15.9% 17.7% 6.2% 8.0% .
<+
White, non-Hispanic 1.4 4.4 9.8 12.9 5.6 4.9 in each of the
Texas surveyed states.
Hispanic/Latino 2.8% 13.0% 20.8% 25.4% 71% 10.5% & \ /
White, non-Hispanic 1.4 6.6 10.5 11.8 5.7 5.1

Source: Centers for Disease Control and Prevention.

¥ “Prevalence of Diabetes Among Hispanics — Selected Areas, 1998-2002”, October 15, 2004,
Centers for Disease Control and Prevention.
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Exhibit 44: Eli Lilly best positioned for an increase in diabetes treatment
diabetes treatments expected revenues by company; US$ millions

Total
Company 2003-
Revenues Diabetes Product Revenues ($millions) 2008
Company Ticker Rating Diab Product 2003 2003 2004E 2005E 2006E 2007E 2008E Total
Amylin AMLN OP/N  Symlin $86 $63 $128 $189 $242 $622
AstraZeneca AZN OP/A  Galida 18,849 100 300 400
Bristol-Myers Squibb BMY IL/N Glucophage 395 57 30 15 8 5 509
Glucovance 424 174 85 43 22 12 760
Glucovance XR 118 58 30 30 30 30 296
MetaGlip 11 37 100 50 25 25 248
Muraglitazar (PPAR)' 150 375 575 1,100
BMY Subtotal 20,894 948 326 245 288 460 646 2,913
Eli Lilly LLY IL/N Humulin (insulin) 1,060 1,031 959 892 829 771 5,542
Humalog (short-acting insulin) 1,021 1,091 1,146 1,203 1,263 1,326 7,051
Ruboxistaurin (diabetic complications) 150 300 400 850
Actos Revenues 431 453 276 0 0 0 1,160
Exenatide® 70 150 225 275 720
Other diabetes 56 57 51 46 42 38 290
LLY Subtotal 12,583 2,569 2,632 2,502 2,441 2,659 2,810 15,614
GlaxoSmithKline GSK IL/A Avandia 1,309 1,294 1,279 1,264 1,250 1,235 7,63
AvendaMet 214 541 869 1,032 1,196 1,359 5211
GSK Subtotal 35,077 1,523 1,835 2,148 2,296 2,446 2,594 12,842
Novartis NOVN.VX OP/A  LAF-237 (DDP-IV inhibitor) 24,864 100 500 600
Pfizer PFE OP/N  Glucotrol XL 331 133 82 84 87 90 807
Exubera (inhaled insulin) 25 100 150 200
PFE Subtotal 45,188 331 133 107 184 237 290 1,282
Subtotal $157,540 $5,371 $4,927 $5,064 $5,338 $6,191 $7,382 $34,273
Other $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $6,000
Total Global Market $6,371 $5,927 $6,064 $6,338 $7,191 $8,382 $40,273

Growth Rate

(1) Muraglitazar developed with Merck (MRK, IL/N).
(2) Exenatide co-marketed with Amylin.

(7%)

2%

5%

13%

17%

6%

Eli Lilly (LLY)'s expected 2003-2008 revenues from various Diabetes

treatments represent 124% of 2003 total company revenues.

Source: Company Reports, Goldman Sachs Research.

Lower income and/or 1%-generation Hispanic/Latinos still require health care

We believe Amerigroup (AGP, NC) will benefit form demand for health care services
among lower income or first-generation Hispanic/Latinos. Amerigroup, with a $1.6
billion market cap, focuses exclusively on serving people who receive health care
benefits through publicly sponsored programs, including Medicaid, State Children's

Health Insurance Program, or SCHIP and FamilyCare.

Compared with commercial or Medicare populations, Amerigroup’s target population is
younger, accesses health care in an inefficient manner, and has higher medical expenses
related to obstetrics, diabetes, circulatory and respiratory conditions. Amerigroup
provides an array of products and services to 857,000 members in Texas, Florida,
Maryland, New Jersey, the District of Columbia and Illinois.

See Exhibit 45 for our valuations of Health Care companies.
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Exhibit 45: Valuation table for Health Care companies and sub-sectors

EPS Growth Long Equity
Beta 2003- 2004E- Term P/E P/Eto Div Return on Equity (LTM) EV/ Price/ Mkt Debt/
GS S&P500  Price vs _2004E_ 2005E  Growth _ Mult. LT _Yid Profit X Asset X Equity= ROE EBITDA Book _ Cap EV
Rating Wght _11/17/2004 SP500 (%) (%) _ Rate _ NTM__ Growth % _ Margin _Turnover _Multiplier _ LTM LTM_ Value ~ (Sbil) (%) _

HEALTH CARE 12.58 0.8 11.8 103 13.2 171 1.3 1.5 8.2 0.9 2.4 22.9 11.5 4.2 1370 9
Health Care Equipment 2.20 0.8 240 182 15.6 228 15 05 132 0.8 1.9 25.4 18.3 6.5 239 6
BAX Baxter International Inc.  OP/N__ 0.18 $31.83 08 86) 124 100 171 17 18 6.9 0.7 3.8 183 111 55 20 20
BCR Bard (C.R.) Inc. 0.06 59.46 0.7 244 145 130 229 18 08 157 0.9 15 222 14.4 5.5 6 3
BDX Becton, Dickinson IL/N 012 54.64 06 16.8 49 110 204 19 11 118 0.9 1.9 19.6 15.6 46 14 9
BMET  Biomet, Inc. 0.1 4735 07 191 164 155 28.9 19 04 184 0.9 1.4 23.2 20.5 9.0 12 2
BSX Boston Scientific OP/N 0.6 3395 1.0 1629 374 200 162 08 00 182 0.8 2.0 27.4 19.4 8.7 20 7
FSH Fisher Scientific OP/N 0.6 53.49 038 203 303 150 157 10 00 25 0.8 2.5 5.0 15.4 2.8 6 26
GDT Guidant Corp. OP/N 0.19 64.86 0.9 0.0 78 140 25.0 18 06 173 0.8 1.6 21.4 NM 6.7 20 3

HSP Hospira Inc. 0.05 31.99 08 74 (08 6.0 195 33 00 118 NM NM NM 130 NM 5 NM
MDT Meditronic Inc. OP/N 058 5232 07 178 148 150 257 17 06 212 0.7 1.5 224 18.5 6.9 63 4
PKI PerkinElmer 0.03 2179 1.2 524 215 175 21.1 12 13 5.3 0.6 1.9 6.5 13.4 2.1 3 17
STJ St Jude Medical IL/N 012 7649 0.8 257 191 17.0 28.9 17 00 172 0.8 15 215 21.2 77 14 3
SYK Stryker Corp. IL/N  0.16 4400 08 283 203 20.0 27.0 13 02 106 1.3 15 19.6 16.6 7.9 18 1
T™O Thermo Electron 0.04 30.06 0.9 155 160 150 20.9 14 00 8.4 0.7 1.4 7.8 14.0 2.1 5 5
WAT  Waters Corporation 0.05 46.01 1.0 240 176 155 22.9 15 00 200 0.9 2.0 35.2 17.3 9.1 5 5
ZMH Zimmer Holdings 0.18 79.65 0.8 206 215 200 20.6 15 00 1341 0.9 1.5 17.3 20.3 8.9 20 2
Health Care Services 0.50 0.8 203 175 17.0 178 14 04 2.9 2.6 2.0 17.8 11.0 3.6 549
CMX  Caremark Rx OP/N 0.15 36.20 0.9 288 329 213 199 09 00 2.4 2.8 1.8 12.0 175 4.2 17 4
DGX Quest Diagnostics 0.08 91.04 06 176 128 150 17.1 11 07 9.5 1.2 1.8 19.8 9.6 3.8 9 11
ESRX  Express Scripts IL/N  0.05 7415 0.7 141 151 195 166 09 00 1.8 4.3 2.8 216 10.7 47 6 7
LH Laboratory Corp. of America 0.06 47.02 06 162 100 135 17.0 13 00 117 0.9 1.8 18.9 9.4 35 7 12
MHS Medco Health Solutions Inc. IL/N  0.10 3896 0.9 233 118 150 16.9 11 00 1.3 3.4 2.0 8.9 8.6 2.0 1113
RX IMS Health Inc. IL/N  0.05 2261 0.9 124 127 125 177 14 04 185 0.9 9.6 NM 108 318 5 11
Managed Health Care 1.06 0.8 280 135 155 150 1.0 0.0 5.8 0.7 5.4 20.3 6.6 3.3 116 12
AET Aetna Inc. (New) OP/N 0.15 109.34 0.8 357 195 154 135 09 00 6.0 0.5 4.9 13.9 0.1 2.0 17 661
ATH Anthem, Inc. NR/N 0.12 96.65 0.8 252 152 150 132 09 00 5.4 1.3 22 15.6 5.0 2.1 13 25
cl CIGNA Corp. U/N  0.09 69.18 1.0 204  (10.9) 10.0 114 11 o041 7.4 0.2 20.3 30.4 3.8 22 10 18
HUM Humana Inc. IL/N  0.03 2348 08 122 170 130 13.9 11 00 2.3 2.6 27 15.8 35 2.0 4 40
UNH United Health Group Inc. ~ OP /N 0.49 8129 07 331 206 17.0 177 10 00 6.9 16 2.7 298 13.1 6.8 54 5
WLP  WellPoint Health Networks NR/N  0.17 119.10 0.7 235 9.7 150 14.5 10 00 5.2 15 2.6 20.6 5.7 3.3 19 10
Phar i 6.85 0.8 8.9 54 10.6 154 15 25  17.8 0.6 2.0 26.7 10.3 4.3 746 8
ABT Abbott Labs IL/N  0.62 4365 0.6 107 123 120 17.8 15 24 161 0.7 22 25.3 11.8 5.5 68 9
AGN Allergan, Inc. OP/N 0.09 7839 08 177 199 183 247 14 05 8.8 1.0 22 18.8 176 112 10 6
BMY Bristol-Myers Squibb IL/N 043 2429 0.7 (30) (123) (1.0 173 NM 46 127 0.8 2.7 26.6 8.2 46 47 19
FRX Forest Laboratories U/N 014 4068 1.0 39.0 08 186 168 09 00 293 0.8 1.2 27.7 11.4 47 15 0
INJ Johnson & Johnson IL/N 165 60.90 0.7 15.8 88 120 187 16 19 199 0.9 1.7 31.9 1.9 6.3 181 2
KG King Pharmaceuticals 0.03 11.34 14  (580) 682 95 11.1 12 00 0.3 0.4 1.6 0.2 7.0 14 3 12
LLY Lilly (Eli) & Co. IL/N 058 55.86 0.8 85 107 125 180 14 25 187 0.6 2.2 24.6 146 6.1 63 9
MRK Merck & Co. IL/N 055 27.34 12 (10.3) (69 30 108 36 56 262 0.5 2.6 37.4 5.6 3.7 61 13

MYL Mylan Laboratories 0.04 1720 1.3 (13.8) 122 143 19.8 14 07 218 0.7 1.1 175 8.7 28 5 NM
PFE Pfizer, Inc. OP/N 193 27.99 0.9 211 71 110 123 11 24 175 0.4 1.8 13.3 10.1 3.1 211 8

SGP Schering-Plough U/N 024 18.18 0.9 (96.4) NA 213 101.0 48 12 NM 0.5 2.0 NM 31.4 37 27 NM
WPI Watson Pharmaceuticals 0.03 2855 1.2 (1.9 95 107 143 13 00 9.2 0.5 15 7. 6.5 15 3 21
WYE  Wyeth IL/N  0.49 4043 08 9.4 75 9.0 14.5 16 23 196 0.6 3.0 33.7 10.5 5.4 54 14
SELECTED NON-S&P 500 HEALTH CARE

AGP Amerigroup Corp NM 66.74 0.7 11.3 131 150 186 1.2 0.0 4.6 2.3 1.8 19.3 8.6 3.9 2 3
HNT Health Net IL/N  NM 2677 NM  (27.8) 179 105 12 11 00 1.9 3.3 2.7 16.9 3.8 24 3 23
PHS PacifiCare Health IL/N NM 46.56 NM 118 165 135 129 10 00 2.2 2.8 2.3 14.4 4.2 2.2 4 29

Shaded companies best positioned to benefit from Hispanization trend, see Exhibit 26.

Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Utilities benefit — companies based in high-growth regions

More than 65% of the US Hispanic/Latinos population is concentrated in California,
Texas, Florida and New York. These regions produced 57% of the growth in the
Hispanic/Latino population from 1990 to 2000. As the Hispanic/Latino population
continues to grow in population and wealth, the housing stock in California, Texas,
Florida and New York is expected to continue to expand.

Utilities companies concentrated in these markets would benefit most from this growth.
Examples include: PG&E Corporation (PCG, NC), Sempra Energy (SRE, OP/N), and
Reliant Energy (RRI, NC). See Exhibits 46-47.

Exhibit 46: Utilities companies in California, Florida, New York, & Texas should benefit from Hispanic/Latinos
Utilities companies by geographic concentration

Market
11/17/04 Cap Dividend |Key

Ticker Rating Price Sector Sub-Sector ($ mil) Yield |Market
California
PG&E Corporation PCG NC $33.92 Utilities Electric Utilities $13,534 0.0%]|San Francisco
Edison International EIX NC 31.65 Utilities Electric Utilities 10,318 2.5 |Rosemead
Sempra Energy SRE OP/N 36.65 Utilities Multi-Utilities & Unregulated Power 8,407 2.7 |San Diego
PMN Resources PNM NC 24.93 Utilities Electric Utilities 1,506 2.6 |San Jose
Calpine Corporation CPN NC 3.04 Utilities Multi-Utilities & Unregulated Power 1,351 0.0 |San Jose
Florida
FPL Group, Inc. FPL NC $71.83 Utilities Electric Utilities $12,901 3.8%|Juno Beach
TECO Energy, Inc. TE NC 14.96 Utilities Electric Utilities 2,904 5.1 |Tampa
Florida Public Utilites Company  FPU NC 18.75 Utilities Multi-Utilities & Unregulated Power 74 3.2 |West Palm Beach
New York
Consolidated Edison, Inc. ED NC $44.69 Utilities Electric Utilities $10,793 5.1%|New York
KeySpan Corporation KSE IL/N 40.16 Utilities Gas Utilities 6,440 4.4 |Brooklyn
Energy East Corporation EAS NC 25.33 Utilities Multi-Utilities & Unregulated Power 3,708 4.3 |Albany
National Fuel Gas Company NFG IL/N 27.56 Utilities Multi-Utilities & Unregulated Power 2,277 4.1 |Williamsville
CH Energy Group, Inc. CHG NC 45.69 Utilities Electric Utilities 720 4.7 |Poughkeepsie
U.S. Energy Systems, Inc. USEY NC 0.74 Utilities Multi-Utilities & Unregulated Power 9 0.0 |White Plains
Texas
TXU Corp. TXU NC $64.44 Utilities Electric Utilities $19,010 3.5%|Dallas
Texas Genco Holdings Inc. TGN NC 46.92 Utilities Electric Utilities 3,754 2.1 |Houston
CenterPoint Energy, Inc. CNP NC 11.34 Utilities Electric Utilities 3,488 3.5 |Houston
Reliant Energy, Inc. RRI NC 11.35 Utilities Multi-Utilities & Unregulated Power 3,387 0.0 |Houston
Dynegy Inc. DYN U/N 5.10 Utilities Multi-Utilities & Unregulated Power 1,933 0.0 |Houston
Atmos Energy Corporation ATO NC 26.44 Utilities Gas Utilities 1,599 4.7 |Dallas
El Paso Electric Company EE NC 17.66 Utilities Electric Utilities 838 0.0 |El Paso
Cap Rock Energy Corporation RKE NC 29.60 Utilities Electric Utilities 46 0.0 |Midland

Source: North American Electric Reliability Council (NERC), Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.
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Exhibit 47: Valuation table for Uti

ies companies and sub-sectors

EPS Growth Long Equity
Beta 2003 - 2004E- Term PIE P/Eto  Div Return on Equity (LTM) EV/ Price/ Mkt Debt /
GS S&P 500 Price vs 2004E 2005E Growth  Mult. LT Yid Profit X Asset X Equity = ROE EBITDA Book Cap EV
Rating Wght 11/17/2004 SP500” (%) (%)  Rate ~ NTM _ Growth % _ Margin _Turnover ipli LT™M LTM Value " (8bil) (%) _
UTILITIES 3.03 0.5 0.7 129 5.2 15.3 29 3.6 6.6 0.4 4.5 11.7 8.5 1.9 330 50
Electric Utilities 2.10 0.5 1.4 16.6 5.0 15.4 3.1 3.7 8.8 0.4 4.2 12.2 8.4 2.0 228 46
AEE Ameren Corporation 0.09 $48.49 0.3 (6.2) 10.4 3.0 175 5.8 5.2 10.2 0.3 3.1 9.5 9.4 1.9 9 37
AEP American Electric Power 0.12 3420 05 5.4 3.1 3.0 14.7 4.9 4.1 5.2 0.4 4.2 8.1 7.0 1.6 14 53
AYE Allegheny Energy 0.02 19.71 0.9 NM 165.0 35 20.7 5.9 0.0 1.2 0.3 7.0 26 9.5 2.0 3 72
CIN CINergy Corp. 0.07 4146 04 (1.5) 14.9 4.0 15.3 3.8 45 7.9 0.3 3.7 9.7 9.9 2.0 7 43
CNP CenterPoint Energy 0.03 1134 08 (79.4) 72.8 3.3 25.8 7.8 3.5 1.4 0.4 176 10.2 9.5 3.1 3 78
DTE DTE Energy Co. 0.07 4440 04 (12.8) 28.0 5.0 129 2.6 4.6 8.1 0.3 3.9 10.5 10.2 15 8 55
ED Consolidated Edison 0.10 4469 04 (6.1) 6.1 2.0 16.4 8.2 5.1 5.4 0.5 3.1 7.9 8.8 1.6 11 39
EIX Edison Intl 0.09 3165 06 (38.6) 229 5.0 18.0 3.6 25 15 0.3 6.4 28 6.4 19 10 64
ETR Entergy Corp. 0.14 65.83 04 (11.0) 23.8 5.0 14.6 29 3.3 7.4 0.3 3.3 8.2 8.5 1.7 15 36
EXC Exelon Corp. 0.25 4111 05 79 6.2 5.0 13.9 28 3.9 1.9 04 45 19.6 8.8 3.0 27 36
FE FirstEnergy Corp. 0.13 4250 04 50.0 71 4.0 14.4 3.6 35 6.5 0.4 3.9 9.8 75 1.7 14 45
FPL FPL Group 0.12 7183 04 13 3.9 5.0 14.0 2.8 3.8 8.3 0.4 3.7 12.0 8.0 1.9 13 44
PCG PG&E Corp. 0.12 33.92 06 37.7 7.2 6.0 16.2 27 0.0 345 0.3 5.2 60.9 5.0 23 14 45
PGN Progress Energy, Inc. 0.10 4223 04 (16.0) 20.9 4.0 11.9 3.0 5.4 7.2 0.4 3.3 9.2 8.3 1.4 10 50
PNW Pinnacle West Capital 0.04 4473 04 (2.9) 26.9 4.0 14.4 3.6 4.2 8.7 0.3 3.3 8.7 75 1.4 4 47
PPL PPL Corp. 0.09 5247 05 0.7) 10.4 5.0 13.8 2.8 3.1 13.8 0.3 4.7 21.8 8.1 2.8 10 46
SO Southern Co. 0.22 3268 04 1.8 3.6 4.8 15.7 33 4.4 12.4 0.3 35 14.6 10.0 2.4 24 36
TE TECO Energy 0.03 1496 07 (0.3) 25.2 4.0 19.2 4.8 5.1 0.8 0.2 4.9 0.9 1.7 1.4 3 68
TXU TXU Corp. 0.17 6444 0.8 35.2 100.7 12.0 18.6 1.6 3.5 4.9 0.3 5.8 9.6 12.0 3.9 19 41
XEL Xcel Energy Inc 0.07 18.02 05 (3.6) 25 35 145 41 4.6 5.4 04 3.9 8.8 75 15 7 50
0.14 0.5 (06) (45 43 14.6 34 45 5.5 0.5 3.7 10.8 7.5 1.6 15 48
GAS NICOR Inc. U/N 0.02 3782 05 (2.0) (15.4) 2.6 17.0 6.7 4.9 2.4 0.8 4.7 8.5 8.1 23 2 38
KSE Keyspan Energy IL/N 0.06 40.16 05 0.0 (5.6) 5.0 15.4 3.1 4.4 6.3 0.5 3.5 11.8 6.9 1.8 6 46
NI NiSource Inc. IL/N 0.05 2130 06 (0.6) (3.1) 4.0 13.1 33 4.3 6.5 04 37 9.5 8.0 13 6 54
PGL Peoples Energy U/N 0.02 4395 04 (1.6) 3.6 4.0 15.6 3.9 4.9 3.8 0.8 35 10.0 8.1 1.9 2 38
Multi-Utilities & L Power 0.79 0.6 (0.9) 6.7 6.0 15.3 2.6 3.3 2.8 0.4 5.1 10.8 8.9 1.8 86 59
AES AES Corp. 0.07 1229 09 30.9 1.7 15.0 17.7 1.2 0.0 3.0 0.3 28.5 26.3 9.6 7.5 8 76
CEG Constellation Energy Group 0.07 4277 05 121 5.1 8.0 12.6 1.6 2.7 4.9 0.7 3.7 13.1 7.7 1.7 8 42
CMS CMS Energy 0.02 9.98 038 10.6 (5.8) 3.0 122 41 0.0 NM 0.4 8.9 NM 8.1 1.2 2 85
CPN Calpine Corp. 0.01 3.04 241 NM NM 8.0 NM NM 0.0 NM 0.3 6.0 NM 15.6 0.4 2 101
D Dominion Resources 0.20 66.49 0.4 4.9 8.9 6.0 13.1 22 4.0 122 0.3 4.1 15.0 8.4 2.0 22 44
DUK Duke Energy 0.21 25.08 0.6 4.3 8.9 3.2 171 5.3 4.4 NM 0.4 3.7 NM 9.5 1.5 24 51
DYN Dynegy Inc. (New) Class A U/N 0.02 510 1.2 NM NM 1.0 NM NM 0.0 NM 0.4 6.0 NM 6.0 0.9 2 78
PEG Public Serv. Enterprise Inc. 0.10 44.01 0.5 (13.3) 4.1 4.0 13.8 3.5 5.0 7.3 0.4 5.3 15.3 8.5 2.0 10 59
SRE Sempra Energy OP/N 0.08 36.65 0.5 9.2 0.0 7.0 121 17 27 9.7 0.4 5.3 219 6.8 22 8 39
SELECTED NON-S&P 500 UTILITIES
ATO Atmos Energy Corporation 26.44 05 6.5 25 36 15.7 44 47 3.0 1.1 27 8.7 7.6 1.4 1 42
RKE Cap Rock Energy Corporation 2960 0.0 NM NM 10.0 5.3 0.5 0.0 12.6 0.4 7.9 39.6 6.7 1.7 0 88
CHG CH Energy Group, Inc. 4569 0.2 (1.8) 1.1 2.0 16.8 8.4 4.7 5.7 0.6 25 9.1 71 15 1 35
EE El Paso Electric Company 1766 04 35.6 31.3 7.0 19.4 2.8 0.0 5.3 0.4 3.0 71 7.2 1.6 1 43
EAS Energy East Corporation 2533 04 18.5 7.7 4.0 13.9 35 4.3 4.9 0.4 4.1 8.8 71 1.4 4 54
FPU Florida Public Utilities Company 18.75 0.0 NM NM NA NA NM 3.2 2.0 0.7 3.6 5.0 9.6 1.7 0 43
NFG National Fuel Gas Company IL/N 2756 04 21 2.6 4.0 145 3.6 4.1 8.2 0.5 3.1 13.9 6.6 1.9 2 39
PNM PNM Resources 24.93 NM 10.8 8.2 5.0 17.2 3.4 2.6 5.4 0.5 29 7.6 9.2 14 2 M
RRI Reliant Energy, Inc. 1135 12  (53.6) 363 80 445 56 00 NM 0.6 3.3 NM 106 0.7 3 69
TGN Texas Genco Holdings Inc. 46.92 0.2 NM NM 0.0 NA NM 21 NM 0.5 16 NM 6.3 1.3 4 1
USEY U.S. Energy Systems, Inc. 074 13 NM NM NA NA NM 0.0 NM 0.1 4.8 NM NM 0.2 0 129

Shaded companies best positioned to benefit from Hispanization trend, see Exhibit 26.

Source: Compustat, First Call, I/B/E/S, IDC and Goldman Sachs Research estimates.

Reg AC analyst certification

I, David J. Kostin, hereby certify that all of the views expressed in this report accurately
reflect my personal views about the subject company or companies and its or their
securities. I also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed in this report.
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Company-specific regulatory disclosures

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and
companies covered by the Global Investment Research Division of Goldman Sachs and referred to in this research.
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Goldman Sachs beneficially owned 1% or more of the common equity (including derivatives exercisable or convertible within 60 days but
excluding positions managed by Goldman Sachs Asset Management) as of the month end preceding this report: Affiliated Computer Services,
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Corp., Becton Dickinson & Company, Boston Scientific Corp., Bristol-Myers Squibb Company, Capital One Financial Corp., CIGNA Corp., City
National Corp., Coca-Cola Enterprises, Inc., Colgate-Palmolive Company, Comerica, Inc., Computer Sciences Corp., Dillard Inc., Electronic
Data Systems, Eli Lilly & Company, Federated Department Stores, Fifth Third Bancorp, First Data Corp., First Horizon National Corp., Fiserv,
Inc., Fisher Scientific International Inc., Gannett Company, Inc., General Electric Co., Guidant Corp., Humana Inc., Huntington Bancshares
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Company, Tyco International Ltd., U.S. Bancorp, UnitedHealth Group, Verizon Communications, Viacom Inc., Wachovia Corp., Wal-Mart
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Goldman Sachs had an investment banking services client relationship during the past 12 months with: 3M Company, Abbott Laboratories,
Adolph Coors Co., Aetna, Inc., Affiliated Computer Services, Inc., Alberto-Culver Co., Allergan, Inc., American Express Co., AmSouth
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National Corp., Coca-Cola Enterprises, Inc., Colgate-Palmolive Company, Comerica, Inc., Computer Sciences Corp., Convergys Corporation,
CSK Auto Corp., Dillard Inc., Dow Jones & Company, Dynegy, Inc., Electronic Data Systems, Eli Lilly & Company, Express Scripts, Inc.,
Federated Department Stores, Fifth Third Bancorp, First Data Corp., First Horizon National Corp., Fiserv, Inc., Fisher Scientific International
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Huntington Bancshares Inc., Hyundai Motor, IMS HEALTH Incorporated, J.C. Penney Company, Jackson Hewitt Tax Service Inc., Johnson &
Johnson, KeyCorp, KeySpan Corporation, Kimberly-Clark Corporation, Knight Ridder, Inc., Kohl's Corp., MBNA Corp., MClI, Inc., Medco
Health Solutions, Medtronic, Inc., Merck & Co., Inc., National City Corp., National Fuel Gas Co., Nicor, Inc., NiSource Inc., Nordstrom, Inc.,
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Plough Corp., Sears, Roebuck and Company, Sempra Energy, St. Jude Medical, Inc., Stryker Corp., SunTrust Banks, Inc., Textron Inc., The
Clorox Company, The Coca-Cola Company, The Gillette Company, The Home Depot, Inc., The Lowe's Companies, Inc., The May Department
Stores, The McGraw-Hill Companies, Inc., The New York Times Co., The Walt Disney Company, Time Warner Inc., Tribune Company, Tyco
International Ltd., U.S. Bancorp, UnitedHealth Group, Verizon Communications, Viacom Inc., Wachovia Corp., Wal-Mart Stores, Inc.,
WellPoint Health Networks, Inc., Wells Fargo & Company, Wyeth and Zions Bancorporation.

Goldman Sachs had a non-investment banking securities-related services client relationship during the past 12 months with: 3M Company,
Abbott Laboratories, Adolph Coors Co., Aetna, Inc., Affiliated Computer Services, Inc., Alberto-Culver Co., Allergan, Inc., American Express
Co., AmSouth Bancorp., Anheuser-Busch Companies, Inc., Anthem, Inc., AstraZeneca plc (ADR), AT&T Corp., Automatic Data Processing
Inc., Avon Products, Inc., Bank of America Corporation, Baxter International, Inc., BB&T Corp., Becton Dickinson & Company, Boston
Scientific Corp., Bristol-Myers Squibb Company, Capital One Financial Corp., CIGNA Corp., City National Corp., Coca-Cola Enterprises, Inc.,
Colgate-Palmolive Company, Comerica, Inc., Computer Sciences Corp., Dillard Inc., Dow Jones & Company, Dynegy, Inc., Electronic Data
Systems, Eli Lilly & Company, Express Scripts, Inc., Federated Department Stores, Fifth Third Bancorp, First Data Corp., First Horizon
National Corp., Fiserv, Inc., Fisher Scientific International Inc., Gannett Company, Inc., General Electric Co., Guidant Corp., Humana Inc.,
Huntington Bancshares Inc., IMS HEALTH Incorporated, J.C. Penney Company, Johnson & Johnson, KeyCorp, KeySpan Corporation,
Kimberly-Clark Corporation, Knight Ridder, Inc., MBNA Corp., Medtronic, Inc., Merck & Co., Inc., National City Corp., National Fuel Gas Co.,
Nicor, Inc., NiSource Inc., Nordstrom, Inc., North Fork Bancorp Inc., Novartis, Paychex, Inc., Peoples Energy Corp., PepsiCo, Inc., Pfizer Inc.,
PNC Financial Services Group, Inc., Principal Financial Group, Inc., Procter & Gamble Company, Providian Financial Corp., Sabre Inc.,
Schering-Plough Corp., Sears, Roebuck and Company, Sempra Energy, St. Jude Medical, Inc., SunTrust Banks, Inc., Textron Inc., The
Clorox Company, The Coca-Cola Company, The Gillette Company, The McGraw-Hill Companies, Inc., The New York Times Co., The Pepsi
Bottling Group, The Walt Disney Company, Time Warner Inc., Tribune Company, Tyco International Ltd., U.S. Bancorp, UnitedHealth Group,
Verizon Communications, Viacom Inc., Wachovia Corp., Wal-Mart Stores, Inc., WellPoint Health Networks, Inc., Wells Fargo & Company,
Wyeth and Zions Bancorporation.

Goldman Sachs had a non-securities services client relationship during the past 12 months with: 3M Company, Abbott Laboratories, Adolph
Coors Co., Aetna, Inc., Alberto-Culver Co., Allergan, Inc., American Express Co., AmSouth Bancorp., Anheuser-Busch Companies, Inc.,
Anthem, Inc., AstraZeneca plc (ADR), AT&T Corp., Automatic Data Processing Inc., Avon Products, Inc., Bank of America Corporation, Baxter
International, Inc., BB&T Corp., Becton Dickinson & Company, Boston Scientific Corp., Bristol-Myers Squibb Company, Capital One Financial
Corp., CIGNA Corp., City National Corp., Coca-Cola Enterprises, Inc., Colgate-Palmolive Company, Comerica, Inc., Computer Sciences
Corp., Dynegy, Inc., Electronic Data Systems, Eli Lilly & Company, Fifth Third Bancorp, First Data Corp., First Horizon National Corp., Fiserv,
Inc., Fisher Scientific International Inc., Gannett Company, Inc., General Electric Co., Humana Inc., Huntington Bancshares Inc., IMS HEALTH
Incorporated, J.C. Penney Company, Johnson & Johnson, KeyCorp, KeySpan Corporation, Kimberly-Clark Corporation, Knight Ridder, Inc.,
MBNA Corp., Medco Health Solutions, Medtronic, Inc., Merck & Co., Inc., National City Corp., National Fuel Gas Co., Nicor, Inc., NiSource
Inc., North Fork Bancorp Inc., Novartis, PacifiCare Health Systems, Paychex, Inc., Peoples Energy Corp., PepsiCo, Inc., Pfizer Inc., PNC
Financial Services Group, Inc., Principal Financial Group, Inc., Procter & Gamble Company, Providian Financial Corp., Sabre Inc., Sears,
Roebuck and Company, Sempra Energy, St. Jude Medical, Inc., Stryker Corp., SunTrust Banks, Inc., Textron Inc., The Clorox Company, The
Coca-Cola Company, The Gillette Company, The Home Depot, Inc., The May Department Stores, The McGraw-Hill Companies, Inc., The
New York Times Co., The Pepsi Bottling Group, The Walt Disney Company, Time Warner Inc., Tribune Company, Tyco International Ltd.,
U.S. Bancorp, UnitedHealth Group, Verizon Communications, Viacom Inc., Wachovia Corp., Wal-Mart Stores, Inc., WellPoint Health
Networks, Inc., Wells Fargo & Company, Wyeth and Zions Bancorporation.

Goldman Sachs has managed or co-managed a public offering in the past 12 months: AmSouth Bancorp., Amylin Pharmaceuticals, Inc.,
AstraZeneca plc (ADR), Bank of America Corporation, BB&T Corp., Bristol-Myers Squibb Company, CSK Auto Corp., Fifth Third Bancorp,
Fisher Scientific International Inc., General Electric Co., Hyundai Motor, Jackson Hewitt Tax Service Inc., KeyCorp, Procter & Gamble
Company, Providian Financial Corp., Schering-Plough Corp., SunTrust Banks, Inc., UnitedHealth Group, Wachovia Corp., Wal-Mart Stores,
Inc., Wells Fargo & Company and Zions Bancorporation.

Goldman Sachs has managed or co-managed a public offering in the past 5 years: 3M Company, Abbott Laboratories, Adolph Coors Co.,
Affiliated Computer Services, Inc., Alberto-Culver Co., Anheuser-Busch Companies, Inc., Anthem, Inc., AT&T Corp., Becton Dickinson &
Company, CIGNA Corp., Coca-Cola Enterprises, Inc., Colgate-Palmolive Company, Computer Sciences Corp., Dynegy, Inc., Electronic Data
Systems, Eli Lilly & Company, Express Scripts, Inc., Huntington Bancshares Inc., Johnson & Johnson, KeySpan Corporation, Knight Ridder,
Inc., Kohl's Corp., MBNA Corp., Medco Health Solutions, Medtronic, Inc., Merck & Co., Inc., National Fuel Gas Co., Nordstrom, Inc.,
PacifiCare Health Systems, Principal Financial Group, Inc., Sabre Inc., Sempra Energy, The Coca-Cola Company, The Gillette Company, The
Lowe's Companies, Inc., The Walt Disney Company, Time Warner Inc. and Tyco International Ltd.

A director of the covered company is a director of Goldman Sachs: 3M Company, Gannett Company, Inc., Novartis, Pfizer Inc. and
UnitedHealth Group.

Goldman Sachs makes a market in the securities: Amylin Pharmaceuticals, Inc., Express Scripts, Inc., Fifth Third Bancorp, Fiserv, Inc.,
Huntington Bancshares Inc., MCI, Inc., Paychex, Inc., SABMiller and Zions Bancorporation.

Goldman Sachs is a specialist in the securities (including derivative securities): Abbott Laboratories, Aetna, Inc., Affiliated Computer Services,
Inc., Alberto-Culver Co., American Express Co., AmSouth Bancorp., Anheuser-Busch Companies, Inc., Anthem, Inc., AstraZeneca plc (ADR),
AT&T Corp., Automatic Data Processing Inc., Bank of America Corporation, Baxter International, Inc., Becton Dickinson & Company, Boston
Scientific Corp., Bristol-Myers Squibb Company, Capital One Financial Corp., Caremark RX Inc., CIGNA Corp., City National Corp., Coca-
Cola Enterprises, Inc., Colgate-Palmolive Company, Convergys Corporation, Dynegy, Inc., Electronic Data Systems, Eli Lilly & Company,
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Company, Jackson Hewitt Tax Service Inc., Johnson & Johnson, KeyCorp, Kohl's Corp., MBNA Corp., Medtronic, Inc., Merck & Co., Inc.,
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Wyeth.
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Distribution of ratings/investment banking relationships
Goldman Sachs Investment Research global coverage universe

Rating Distribution Investment Banking Relationships
OP/Buy IL/Hold U/Sell OP/Buy IL/Hold U/Sell
Global 25% 59% 16% 71% 60% 56%

As of October 1, 2004, Goldman Sachs Global Investment Research had investment ratings on 1,721 equity securities.
Goldman Sachs uses three ratings - Outperform, In-Line, and Underperform - reflecting expected stock price performance
relative to each analyst's coverage universe, on an unweighted basis with regard to market capitalization and with a
12-month time horizon. On a global basis, Goldman Sachs seeks to limit Outperform ratings to approximately 25% of ratings
and to have at least 10% of ratings Underperform; however, variations from such percentages in certain analysts' ratings
and in geographic regions may exist from time to time. Each analyst also assigns a coverage view - Attractive, Neutral, or
Cautious - representing the analyst's investment outlook on the coverage group. NASD/NYSE rules require a member to
disclose the percentage of its rated securities to which the member would assign a buy, hold, or sell rating if such a system
were used. Although relative ratings do not correlate to buy, hold, and sell ratings across all rated securities, for purposes of
the NASD/NYSE rules, Goldman Sachs has determined the indicated percentages by assigning buy ratings to securities
rated Outperform, hold ratings to securities rated In-Line, and sell ratings to securities rated Underperform, without regard to
the coverage views of analysts.
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Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific disclosures above for any of the following disclosures required as to covered companies referred to in this report: acting as a
financial advisor, manager or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client
relationships; managed/co-managed public offerings in prior periods; directorships; market making and/or specialist role.

The following are additional required disclosures:

Ownership and Material Conflicts of Interest: Goldman Sachs policy prohibits its analysts, persons reporting to analysts and members of their
households from owning securities of any company in the analyst's area of coverage.

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues.

Analyst as Officer or Director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from
serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage.

Distribution of ratings: See the distribution of ratings disclosure above.

Price Chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if with respect to multiple
companies which are the subject of this report, on the Goldman Sachs website at http://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws
and regulations.

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.

Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the extent it relates
to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the
company of travel expenses for such visits.

Germany: See company-specific disclosures above for (i) any net short position or (i) management or co-management of public offerings in the
last five years as to covered companies referred to in this report.

Hong Kong: Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman
Sachs (Asia) L.L.C.

Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities
Dealers Association or the Japanese Securities Finance Company.

Korea: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C.,
Seoul Branch.

Singapore: Further information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore)
Pte. (Company Number: 198602165W).

United Kingdom: Persons who would be categorized as private customers in the United Kingdom, as such term is defined in the rules of the Financial
Services Authority, should read this research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and
should refer to the risk warnings that have been sent to them by Goldman Sachs International. A copy of these risk warnings, and a glossary of certain
financial terms used in this report, are available from Goldman Sachs International on request.

Ratings and other definitions/identifiers

Rating system

Definition of ratings

Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months.
In-Line (IL). We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months.
Underperform (U). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.

Other definitions

Coverage view. The coverage view represents each analyst or analyst team's investment outlook on his/her/their coverage group(s). The
coverage view will consist of one of the following designations:

Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or
valuation.

Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or
valuation.

Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or
valuation.
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Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months.
We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the CIL
will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review Committee.

Other ratings/identifiers

Not Rated (NR). The investment rating and target price, if any, have been suspended temporarily. Such suspension is pursuant to Goldman Sachs
policy in circumstances when Goldman Sachs is acting in an advisory capacity in a merger or strategic transaction involving this company and in
certain other circumstances. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC).
Goldman Sachs does not cover this company. Rating Suspended (RS). Goldman Sachs Research has suspended the investment rating and
price target, if any, for this stock, because there is not a sufficient fundamental basis for determining an investment rating or target. The previous
investment rating and price target, if any, are no longer in effect for this stock and should not be relied upon.

Not Available or Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful (NM). The information is not
meaningful and is therefore excluded.

Previous rating system definition (prior to November 4, 2002)

RL = Recommended List. Expected to provide price gains of at least 10 percentage points greater than the market over the next 6-18 months.

LL = Latin America Recommended List. Expected to provide price gains at least 10 percentage points greater than the Latin America MSCI Index
over the next 6-18 months. TB = Trading Buy. Expected to provide price gains of at least 20 percentage points sometime in the next 6-9 months.

MO = Market Outperformer. Expected to provide price gains of at least 5-10 percentage points greater than the market over the next 6-18 months.
MP = Market Performer. Expected to provide price gains similar to the market over the next 6-18 months. MU = Market Underperformer. Expected to
provide price gains of at least 5 percentage points less than the market over the next 6-18 months.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and
pursuant to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity
research on industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by
Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co.
oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in Japan by Goldman Sachs (Japan) Ltd; in the Republic of Korea by Goldman Sachs (Asia)
L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of Goldman Sachs; in Singapore by Goldman Sachs
(Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has
approved this research in connection with its distribution in the United Kingdom and European Union.

General disclosures in addition to specific disclosures required by certain jurisdictions

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research
Division. We may seek investment banking or other business from the covered companies referred to in this research.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and,
if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income
from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital
may occur. Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable
for all investors. Current options disclosure documents are available from Goldman Sachs sales representatives. Fluctuations in exchange rates
could have adverse effects on the value or price of, or income derived from, certain investments.

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all
clients.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza, New York,
NY 10004.

Copyright 2004 The Goldman Sachs Group, Inc.

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior
written consent of The Goldman Sachs Group, Inc.
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