Foreign currency exchange rate movements

The Company has operations throughout the world, with approximately 60% of its revenues
coming from outside of the U.S. in 2007. Accordingly, fluctuations in exchange rates can have a
significant impact on the Company’s results of operations.

Competition

Competition in the art market is intense, including competition both with other auctioneers and
with art dealers. See “Auction Segment—The Auction Market and Competition” under Item 1,
“Description of Business,” for a discussion of the factors that may affect the Company’s ability to
compete successfully in its business.

The amount and quality of property being consigned to art auction houses

The amount and quality of property being consigned to art auction houses is influenced by a
number of factors not within the Company’s control. Many major consignments, and specifically
single-owner sale consignments, often become available as a result of the death or financial or
marital difficulties of the owner, all of which are unpredictable. This, plus the ability of the
Company to sell such property, can cause auction and related revenues to be highly variable from
period to period.

The demand for fine arts, decorative arts, and collectibles

The demand for fine arts, decorative arts, and collectibles is influenced not only by overall
economic conditions, but also by changing trends in the art market as to which kinds of property
and the works of which artists are most sought after and by the collecting preferences of individual
collectors, all of which can be unpredictable.

Qualified personnel

The Company’s business is largely a service business in which the ability of its employees to
develop and maintain relationships with potential sellers and buyers of works of art is essential to
the Company’s success. Moreover, the Company’s business is both complex and unique, making it
important to retain key specialists and members of management. Accordingly, the Company’s
business is highly dependent upon its success in attracting and retaining qualified personnel.

Reliance on a small number of clients

The Company relies on a small number of important clients who make a significant contribution
to the Company’s business and profitability. Accordingly, the Company’s business and profitability is
highly dependent upon its ability to develop and maintain relationships with this small group of
important clients.

Demand for art-related financing

The Company’s Finance segment is dependent on the demand for art-related financing, which
can be significantly influenced by overall economic conditions and by the often unpredictable
financial requirements of owners of major art collections.

Strategic Initiatives

As discussed in more detail above within “Strategic Initiatives” under “Description of Business,”
management is undertaking certain strategic initiatives. The Company’s future operating results are
dependent in part on the success of management in implementing the Company’s strategic plans.
Implementation of the Company’s strategic plans could unfavorably impact the Company’s short-
term operating results. (See statement on Forward Looking Statements.)
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Value of artworks

The art market is not a highly liquid trading market, as a result of which the valuation of
artworks is inherently subjective and the realizable value of artworks often varies over time.
Accordingly, the Company is at risk both as to the value of art held as inventory and as to the
value of artworks pledged as collateral for Finance segment loans.

Auction guarantees

As discussed above under “Value of Artworks,” the art market is not a highly liquid trading
market and, as a result, the valuation of artworks is inherently subjective. Accordingly, the Company
is at risk with respect to its ability to estimate the likely selling prices of works of art offered under
auction guarantees. Accordingly, if management’s judgments about the likely selling prices of works
of art which are subject to auction guarantees prove to be inaccurate, there could be an adverse
impact on the Company’s results of operations, financial condition and liquidity.

U.K. Pension Plan

Future costs and obligations related to the Company’s U.K. defined benefit pension plan are
heavily influenced by changes in interest rates, investment performance in the debt and equity
markets and actuarial assumptions, each of which is unpredictable. (See “Critical Accounting
Estimates—Pension Obligations” and “Salaries and Related Costs—Employee Benefits” under
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”)

Income taxes

The Company operates in many tax jurisdictions throughout the world. Variations in taxable
income in the various jurisdictions in which the Company does business can have a significant
impact on its effective tax rate.

Similarly, the Company’s clients reside in various tax jurisdictions throughout the world. To the
extent that there are changes to tax laws in any of these jurisdictions, such changes could adversely
impact the ability and/or willingness of the Company’s clients to purchase or sell works of art.

Insurance Coverage

The Company maintains insurance coverage for the works of art it owns and for works of art
consigned to the Company by its clients, which are stored at the Company’s facilities around the
world. An inability to adequately insure such works of art due to limited capacity of the global art
insurance market in the future could have an adverse impact on the Company’s business.

ITEM 1B: UNRESOLVED STAFF COMMENTS

None.

ITEM 2: PROPERTIES

The Company’s North American Auction, Dealer and Finance operations, as well as its
corporate offices, are headquartered at 1334 York Avenue, New York, New York (the “York
Property”). The York Property is home to the Company’s sole North American auction salesroom
and its principal North American exhibition space. The Company completed the construction of a
six-story addition to and renovation of the York Property in 2001, which expanded the Company’s
auction, warehouse and office space in New York City and enabled the Company to consolidate
many of its New York City operations.

On February 7, 2003, the Company sold the York Property to an affiliate of RFR Holding
Corp. (“RFR”) and entered into an agreement to lease it back from RFR for an initial 20-year
term, with options to extend the lease for two additional 10-year terms. On January 11, 2008, the
Company entered into a contract to acquire the York Property from an affiliate of RFR for an
aggregate purchase price of $370 million. The Company also agreed to give the principals of RFR
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certain terms for future sales of works of art at Sotheby’s auctions. The Company intends to finance
the purchase price through the assumption of an existing $235 million mortgage on the York
Property, which is subject to the lenders consent, and a combination of available cash resources and
possible future borrowings. The mortgage loan matures on July 1, 2035, with an optional pre-
payment date of July 1, 2015, and bears an annual rate of interest of approximately 5.6%, which
increases subsequent to July 1, 2015. Due to the scheduled increase in the annual interest rate and
some other terms of the agreement subsequent to July 1, 2015, it would be the Company’s intention
to pre-pay the mortgage on or about July 1, 2015. The Company has made an upfront payment to
the seller of $50 million, which is refundable under certain conditions. The closing of the sale, which
is subject to certain customary closing conditions, is scheduled to take place not later than July 1,
2009, nor earlier than April 1, 2008. (See “York Property” below and Notes G and M of Notes to
Consolidated Financial Statements for more information related to the potential purchase of the
York Property.)

The Company also leases office and exhibition space in several other major cities throughout
the U.S.

The Company’s U.K. operations (primarily Auction) are centered at New Bond Street, London,
where the main salesrooms, exhibition space and administrative offices of Sotheby’s U.K. are
located. The Company owns or holds long-term leases for a majority of the New Bond Street
premises (approximately 72%) and the remaining portion is leased under short-term leases
(approximately 28% ). The lease related to a small portion of the New Bond Street complex is due
to expire in September 2008 and, as a result, the Company will lose exhibition and office space. To
partially compensate for this loss of space and to enhance existing exhibition and client
entertainment facilities, the Company is refurbishing the New Bond Street premises. This
refurbishment is expected to cost approximately $16 million, of which approximately $11 million has
been spent through December 31, 2007. The refurbishment of the New Bond Street premises is
expected to be completed in June 2008.

In the U.K., the Company also leases space at Olympia, a building located in Kensington, West
London, which previously housed a specially dedicated middle market auction salesroom. As
discussed in Item 1 above under “Strategic Initiatives,” in 2007, the Company discontinued auctions
at this location. As a result, Olympia is now used principally for office space. The Company also
leases additional office and warehouse space elsewhere in London.

The Company also leases space primarily for Auction operations in various locations throughout
Continental Europe, including salesrooms in Amsterdam, The Netherlands; Geneva and Zurich,
Switzerland; Milan, Italy; and Paris, France; in Asia, in Hong Kong; and in Australia. Additionally,
the Company owns land and a building in Maastricht, The Netherlands, which houses Noortman
Master Paintings, an art dealer acquired by the Company in June 2006.

In management’s opinion, the Company’s worldwide premises are adequate for the current
conduct of its business. However, management continually analyzes its worldwide premises for both
its current and future business needs as part of its ongoing efforts to manage infrastructure and
other overhead costs. Where appropriate, management will continue to make any necessary changes
to address the Company’s premises requirements.

ITEM 3: LEGAL PROCEEDINGS

The Company becomes involved, from time to time, in various claims and lawsuits incidental to
the ordinary course of its business. Management does not believe that the outcome of any of these
pending claims or proceedings will have a material adverse effect on the Company’s business, results
of operations, financial condition and/or liquidity. (See statement on Forward Looking Statements.)

ITEM 4: SUBMISSION TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of the Company’s shareholders during the fourth quarter
of 2007.
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PART II

ITEM 5: MARKET FOR THE REGISTRANT’S COMMON EQUITY AND RELATED
SHAREHOLDER MATTERS

Market Information

The principal U.S. market for the Company’s common stock is the NYSE (symbol: BID). The
number of holders of record of the Company’s common stock as of February 15, 2008 was 1,821.
The quarterly price ranges on the NYSE of the Company’s common stock for 2007 and 2006 were
as follows:

2007
Quarter Ended M Low
March Bl .. $44.92  $30.22
JUNE 30 o $53.25 $43.93
September 30. .. .ottt $53.99 $35.52
December 31 .. ... $61.40 $30.80

2006
Quarter Ended M Low
March 31 ... $29.30 $18.18
JUNE B0 . . $33.84 $22.78
September 30. ...ttt e $32.95 $25.08
December 31 .. ..o $38.64 $29.81

The Company’s senior secured credit agreement contains a financial covenant requiring the
Company not to exceed a maximum level of dividend payments. Dividend payments made on or
before June 30, 2007, were limited to 40% of the Company’s net income arising after June 30, 2005
and computed on a cumulative basis. In July 2007, the Company’s senior secured credit agreement
was amended so that any dividend payments made on or after that date are limited to 50% of the
Company’s net income arising after July 1, 2007 and computed on a cumulative basis. Accordingly,
the amount available for distribution as dividend payments was increased. (See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources” for more information on the Company’s senior secured credit agreement.)

In the third quarter of 2006, the Company reinstated a quarterly dividend on its common stock.
Prior to the third quarter of 2006, the Company had not paid a quarterly dividend since the fourth
quarter of 1999. The following table sets forth dividends declared and paid per share of common
stock for the periods indicated (in thousands, except per share amounts):

2007
M Per Share  Amount
March 31 .. $0.10 $ 6,631
JUNE B30 . . $0.10  $ 6,655
September 30. . ...t $0.15  $ 9,997
December 31 ... $0.15 $10,043

2006
M Per Share  Amount
March Bl ... — —
June 30 ... — —
September 30. ...t $0.10  $ 6,441
December 31 ..o $0.10 $ 6,505

On February 26, 2008, the Company’s Board of Directors declared a quarterly dividend on its
common stock of $0.15 per share (approximately $10 million), to be paid on March 15, 2008 to
shareholders of record as of March 7, 2008.
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Equity Compensation Plans

The following table provides information as of December 31, 2007 with respect to shares of the
Company’s common stock that may be issued under its existing equity compensation plans, including
the Sotheby’s 1997 Stock Option Plan (the “1997 Stock Option Plan”), the Sotheby’s Amended and
Restated Restricted Stock Plan (the “Restricted Stock Plan”) and the Sotheby’s Amended and
Restated Stock Compensation Plan for Non-Employee Directors (the “Directors Stock Plan”):

A) B) ©
Number of

Securities to be
Issued Upon

Exercise of Weighted Average Number of Securities
Outstanding Exercise Price of = Remaining Available for
Options, Outstanding Future Issuance Under
Warrants and Options, Warrants Equity Compensation
Plan Category (1) Rights (2) and Rights (3) Plans (4)

(In thousands, except per share data)
Equity compensation plans approved by

shareholders. ..., 3,248 $16.64 3,954
Equity compensation plans not approved by

shareholders............ ... .ot — — —

Total. ..o 3,248 $16.64 3,954

(1) See Note N of Notes to Consolidated Financial Statements for a description of the material
features of the Company’s equity compensation plans.

(2) Includes 2,286,016 shares of common stock awarded under the Restricted Stock Plan on which
the restrictions have not yet lapsed.

(3) The weighted-average exercise price does not take into account 2,286,016 shares of common
stock awarded under the Restricted Stock Plan, which have no exercise price.

(4) Includes 3,347,499 shares of common stock available for future issuance under the Restricted
Stock Plan, 523,000 shares available for issuance under the 1997 Stock Option Plan and 84,000
shares available for issuance under the Directors Stock Plan.
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Performance Graph

The following graph compares the Company’s cumulative total shareholder return on its
common stock for the five-year period from December 31, 2002 to December 31, 2007 with the
cumulative return of the Standard & Poor’s MidCap 400 Stock Index (“S&P MidCap 400”) and the
Company’s Peer Group (“the Peer Group”). The Peer Group consists of Nordstrom, Inc., Saks
Holdings, Inc., Tiffany & Co. and Movado, Inc.

The Company believes the members of this Peer Group to be purveyors of luxury goods
appealing to a segment of the population consistent with the Company’s own clientele as no other
auction house of comparable market share or capitalization is publicly traded.

The graph reflects an investment of $100 in the Company’s common stock, the S&P MidCap
400, which includes the Company, and the Company’s Peer Group, respectively, on December 31,
2002, and a reinvestment of dividends at the average of the closing stock prices at the beginning and
end of each quarter.

Comparison of Five-Year Cumulative Total Return Among
Sotheby’s, the Peer Group Index and the S&P MidCap 400
as of December 31, 2007

$500

$400

$300

$200

$100

$0 | | | | | |
12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07
——1—— Sotheby's — — & ——PeerGroup  ----- @ ---- S&P MidCap 400
12/31/2002  12/31/2003  12/31/2004  12/31/2005  12/31/2006  12/31/2007
Sotheby’s ... $100.00  $151.78  $201.78  $204.00 $346.94  $431.86
Peer Group...........ooooiiiiiiil $100.00 $163.58 $178.96  $182.71  $244.11  $233.75
S&P MidCap 400........c.cocvvennn.. $100.00  $13529  $157.25 $176.71  $194.94  $210.49
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ITEM 6: SELECTED FINANCIAL DATA

The following table provides selected financial data for the Company (in thousands of dollars,
except per share data).

Year ended December 31 2007 2006 2005 2004 2003

Net Auction Sales (1) ............ $4,625914  $3234526 $2,361,830  $2,334,937  $1,455,970
Income statement data:
Auction and related revenues..... $ 833,128 $ 631,344 $ 496,899 $ 439,526 $ 307,608
Finance revenues ................. 17,025 15,864 8,302 5,907 5,310
Dealer revenues .................. 62,766 12,776 5,131 3,604 1,382
License fee revenues.............. 2,960 2,922 1,404 45,745 —
Other revenues ............co.ovun.. 1,843 1,903 2,117 2,274 3,288

Total revenues ................. $ 917,722 $ 664,809 $ 513,853 $ 497,056 $ 317,588
Net interest expense.............. $ (14,166) $ (27,148) $ (27,738) $ (30,267) $ (30,333)
Income (loss) from continuing

OPETAtONS - ... eeeeeeeeneren.. $ 213,139(2) $ 107359 $ 63217 $ 62397(3) $ (26,260)(4)
Net income (108S)................. $ 213,139(2) $§ 107,049 § 61,602 $ 86,6793) § (20,848)(4)
Basic income (loss) per share

from continuing operations..... $ 3342) $ 1.78 $ 1.04  $ 1.013) $ (0.43)(4)
Basic earnings (loss) per share.... § 3.34(2) $ 177 $ 1.01 § 1.403) $  (0.34)(4)
Diluted income (loss) per share

from continuing operations..... $ 3.25(2) $ 173 § 1.02 § 1.003) §  (0.43)(4)
Diluted earnings (loss) per share . $ 3252) $ 1.72  $ 1.00 $ 1.383) $  (0.3H)(4)
Cash dividends declared per

share ... $ 050 § 020 § — — 9 —
Balance sheet data:
Working capital................... $ 490,740 § 258,636 $ 141,711 § 212318 $ 82,404
Total assets.......c..oovevvneenen.. $2,020,104  $1,477,165 $1,060,752  $1,224,812  § 903,346
Credit facility borrowings......... $ — 3 — $ 34542 $% — $ 20,000
Long-term debt (net)............. $ 99888 $ 99,791 $ 99,701 $§ 99617 $§ 99,539
York Property capital lease

obligation....................... $ 168986 $ 170,605 $ 172,044 § 172,169 § 172,282

$ 124,654

Shareholders’ equity .............. $ 604,017 $ 301,687 $ 126,276(5) $ 235,385

(1) Represents the hammer (sale) price of property sold at auction.

(2) Amounts for the year ended December 31, 2007 include (on a pre-tax basis) an impairment loss
($15 million) and an insurance recovery ($20 million) related to Noortman Master Paintings (see
Notes C, H and I of Notes to Consolidated Financial Statements), as well as a $4.8 million gain
on the sale of land and buildings (see Note G of Notes to Consolidated Financial Statements).

(3) Amounts for the year ended December 31, 2004 include (on a pre-tax basis) one-time License
Fee Revenues of $45.6 million, Retention Costs of $0.3 million, Net Restructuring Charges of
$0.1 million and antitrust related charges of $1.9 million.

(4) Amounts for the year ended December 31, 2003 include (on a pre-tax basis) Retention Costs of
$8.5 million, Net Restructuring Charges of $5 million and antitrust related charges of $3.1
million.

(5) The significant decrease in shareholders’ equity between 2004 and 2005 is principally due to the
impact of the recapitalization transaction discussed in Note V of Notes to Consolidated Financial
Statements.
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ITEM 7: MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Seasonality

The worldwide art auction market has two principal selling seasons, spring and autumn.
Accordingly, the Company’s auction business is seasonal, with peak revenues and operating income
generally occurring in the second and fourth quarters of each year. Consequently, first and third
quarter results typically reflect lower Net Auction Sales (as defined below under “Key Performance
Indicators”) when compared to the second and fourth quarters and, generally, a net loss due to the
fixed nature of many of the Company’s operating expenses. (See Note X of Notes to Consolidated
Financial Statements under Item 8, “Financial Statements and Supplementary Data,” for information
on the Company’s quarterly results for the years ended December 31, 2007 and 2006.)

Critical Accounting Estimates

The preparation of financial statements and related disclosures in conformity with GAAP (as
defined below under “Use of Non-GAAP Financial Measures”) requires management to make
judgments, assumptions and estimates that affect the amounts reported in the Consolidated Financial
Statements and accompanying notes. Actual results may ultimately differ from management’s original
estimates as future events and circumstances sometimes do not develop as expected. Note B of
Notes to Consolidated Financial Statements describes the significant accounting policies and methods
used in the preparation of the Consolidated Financial Statements. In addition, management believes
that the following are the most critical accounting estimates, which are not ranked in any particular
order, which may affect the Company’s financial condition and/or results of operations.

(1) Value of artworks—The art market is not a highly liquid trading market. As a result, the
valuation of artworks is inherently subjective and the realizable value of artworks often varies
over time. Accordingly, the Company is at risk as to the value of art held as inventory by its
Auction and Dealer segments, the value of its investment in AMA and as to the value of
artworks pledged as collateral for Finance segment loans. Additionally, the Company is at risk
with respect to its ability to estimate the likely selling prices of works of art offered under
auction guarantees.

If management determined that there was an other than temporary decline in the estimated
realizable value of the artworks held in inventory by the Company or the inventory held by
AMA, the Company would be required to evaluate whether to record losses in the Auction
and/or Dealer segments to reduce the carrying values of its inventory and/or investment in
AMA.

Additionally, to the extent that the Company is looking wholly or partially to the artworks
pledged as collateral for repayment of Finance segment loans, repayment can be adversely
impacted by a decline in the estimated realizable value of the collateral. Management
reevaluates the value of the collateral for specific loans when it becomes aware of a situation
where the estimated realizable value of the collateral may be less than the loan balance, and
with respect to which the under-collateralized amount may not be collectible from the
borrower. In the event that the estimated realizable value of the artworks pledged as collateral
declines and becomes less than the corresponding loan balances, the Company would be
required to assess whether it is necessary to record losses in the Finance segment to reduce the
carrying value of specific loans, after taking into account the ability of borrowers to repay the
loans.

Due to the inherent subjectivity involved in estimating the value of artworks, management’s
judgments about the estimated realizable value of art held by its Auction and Dealer segments,
the fair value of its auction guarantee liability, the value of its investment in AMA and the
value of artworks pledged as collateral for Finance segment loans may prove, with the benefit
of hindsight, to be inaccurate.

(See Notes B, E and Q of Notes to Consolidated Financial Statements.)

(2) Pension Obligations—The pension obligations related to the Company’s U.K. defined benefit
pension plan (the “U.K. Pension Plan”) are developed from an actuarial valuation. Inherent in
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this valuation are key assumptions and estimates, including the discount rate, expected long-
term return on plan assets, future compensation increases, mortality assumptions and other
factors, which are updated on at least an annual basis. In determining these assumptions and
estimates, management considers current market conditions, market indices and other relevant
data.

The discount rate assumption represents the approximate weighted average rate at which the
Company’s pension obligations could be effectively settled and is based on a hypothetical
portfolio of high-quality corporate bonds with maturity dates approximating the length of time
remaining until individual benefit payment dates. The discount rate used to calculate the
$11.6 million in net pension cost related to the U.K. Pension Plan for 2007 was 4.8%. A
hypothetical increase or decrease of 0.1% in this assumption (i.e., from 4.8% to 4.9% or from
4.8% to 4.7%) would result in a decrease or increase in net pension cost of approximately
$0.8 million. As of the date of the most recent plan actuarial valuation (September 30, 2007),
the discount rate used to calculate the $310.4 million benefit obligation related to the U.K.
Pension Plan was 5.7%. A hypothetical increase or decrease of 0.1% in this assumption (i.e.,
from 5.7% to 5.8% or from 5.7% to 5.6%) would result in a decrease or increase in the benefit
obligation of approximately $6.5 million.

The assumption for the expected long-term return on plan assets is based on expected future
appreciation, as well as dividend and interest yields available in equity and bond markets as of
the plan’s measurement date and weighted according to the composition of invested plan assets.
The annual long-term return on plan assets used to calculate the $11.6 million in net pension
cost related to the U.K. Pension Plan for 2007 was 7.5%. A hypothetical increase or decrease
of 0.25% in this assumption (i.e., from 7.5% to 7.75% or from 7.5% to 7.25%) would result in
a decrease or increase in net annual pension cost of approximately $0.7 million.

The mortality assumptions used in the actuarial valuation represent the approximate life
expectancies for plan members based upon standardized data tables used by actuaries in the
U.K. that include allowances for longer future life expectancies. A hypothetical 5% increase or
decrease in life expectancies would result in an increase or decrease in net pension cost of
approximately $0.5 million. Additionally, a hypothetical 5% increase or decrease in life
expectancies would result in an increase or decrease in the benefit obligation of approximately
$3 million.

The assumption for future annual compensation increases is established after considering
historical salary data for U.K. employees and current economic data for inflation, as well as
management’s expectations for future salary growth. The assumption for future annual
compensation increases used to calculate the $11.6 million in net annual pension cost related to
the U.K. Pension Plan for 2007 was 4.75%. A hypothetical increase or decrease of 0.25% in
this assumption (i.e., from 4.75% to 5% or from 4.75% to 4.5%) would result in an increase or
decrease in net pension cost of approximately $0.5 million. As of the date of the most recent
plan actuarial valuation (September 30, 2007), the assumption for future annual compensation
increases used to calculate the $310.4 million benefit obligation related to the U.K. Pension
Plan was 5.2%. A hypothetical increase or decrease of 0.25% in this assumption (i.e., from
52% to 5.45% or from 5.2% to 4.95% ) would result in an increase or decrease in the benefit
obligation of approximately $2 million. As of the September 30, 2007 and 2006 actuarial
valuations for the U.K. Pension Plan, pre-tax net actuarial losses totaled $14.2 million ($10.2
million, after tax) and $91 million ($63.7 million, after tax), respectively. These losses
accumulated over several years as a result of differences in actual experience compared to
projected experience and were specifically influenced by a general trend of lower discount rates
in the U.K. during the 4-year period from 2003 to 2006, as well as the adoption of updated
mortality tables in 2006 reflecting more recent data on longer life expectancies. However,
during 2007, the trend of lower discount rates reversed and, as a result, the discount rate used
to value the U.K. Pension Plan’s benefit obligations increased from 4.8% to 5.7% as of
September 30, 2007, significantly contributing to the decrease in net actuarial losses. These
losses, which are reflected in the Consolidated Balance Sheets on an after-tax basis within
accumulated other comprehensive income (loss), are being systematically recognized as an
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3)

4)

increase in future net pension cost in accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 87, “Employers’ Accounting for Pensions,” and SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106, and 132(R).” Such pre-tax losses in excess of
10% of the greater of the market-related value of plan assets or the plan’s projected benefit
obligation are recognized over a period of approximately 14.4 years, which represents the
average remaining service period of active employees expected to receive benefits under the
plan.

(See Note O of Notes to Consolidated Financial Statements for additional information related
to the U.K. Pension Plan, as well as the Company’s other material pension arrangements.
Additionally, see “Employee Benefit Costs” under “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” for the years ended December 31, 2007 and
2006 for disclosure of a subsequent event that will impact the future funded status and net
pension cost related to the U.K. Pension Plan.)

Settlement Liabilities—In conjunction with the settlement of certain civil litigation related to the
investigation by the Antitrust Division of the U.S. Department of Justice (the “D0OJ”), in May
2003 the Company issued to the class of plaintiffs vendor’s commission discount certificates
(“Discount Certificates”) with a face value of $62.5 million. The Discount Certificates are fully
redeemable in connection with any auction conducted by the Company or Christie’s in the U.S.
or in the U.K. and may be used to satisfy consignment charges involving vendor’s commission,
risk of loss and/or catalogue illustration. The court determined that the $62.5 million face value
of the Discount Certificates had a fair market value of not less than $50 million, which is the
amount recorded by the Company as a settlement liability for the Discount Certificates in the
third quarter of 2000. The Discount Certificates will expire on May 14, 2008 and cannot be
redeemed subsequent to that date; however, any unused Discount Certificates may be
redeemed for cash at their face value at any time between May 15, 2007 and May 14, 2008.

As of December 31, 2007, the outstanding face value of unused Discount Certificates that the
Company could be required to redeem was $22.7 million, which is reflected as a current
liability in the Consolidated Balance Sheets. Due to the unpredictability of Discount Certificate
redemption activity, it is possible that actual future redemptions could be materially less than
the current carrying value of the related liability, which would result in the reversal of any
remaining liability upon the expiration of the Discount Certificates on May 14, 2008.

(See Note R of Notes to Consolidated Financial Statements.)

Income Taxes—The provision for income taxes involves a significant amount of management
judgment regarding interpretation of relevant facts and laws in the jurisdictions in which the
Company operates. Future changes in applicable laws, projected levels of taxable income, and
tax planning could change the effective tax rate and tax balances recorded by the Company.

At December 31, 2007, the Company had net deferred tax assets of $76.3 million primarily
resulting from net operating loss and credit carryforwards and deductible temporary differences,
which will reduce taxable income in future periods over a number of years. Included in this net
deferred tax asset is a valuation allowance of $0.4 million to reduce the Company’s deferred
tax assets to the amount that is more likely than not to be realized. In assessing the need for
the valuation allowance management considers, among other things, its projections of future
taxable income and ongoing prudent and feasible tax planning strategies. If the Company’s
projections of future taxable income and other positive evidence considered in evaluating the
need for a valuation allowance prove, with the benefit of hindsight, to be inaccurate, it will be
more difficult to support the realization of these deferred tax assets. As a result, an additional
valuation allowance may be required, which would have an adverse impact on the Company’s
results. Conversely, should management determine that it would be able to realize its deferred
tax assets in the future in excess of its net recorded amount, an adjustment to the deferred tax
asset would have a favorable impact on the Company’s results in the period such determination
was made.

Additionally, liabilities are recorded to address potential exposures involving uncertain tax
positions that the Company has taken on income tax returns that could be challenged by taxing
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authorities. These potential exposures result from the varying applications of statutes, rules,
regulations and interpretations. Inherent in the Company’s liabilities for uncertain tax positions
are assumptions based on past experiences and judgments about potential actions by taxing
jurisdictions. The cost of the ultimate resolution of these matters may be greater or less than
the liability that the Company has recorded in its Consolidated Balance Sheets.

(See discussion of “Income Tax Expense” below for the years ended December 31, 2007 and
2006, as well as Notes K and L of Notes to Consolidated Financial Statements.)

(5) Goodwill and Intangible Assets—Goodwill is not amortized, but is tested for impairment at the
reporting unit level annually (October 31 for the Company) and between annual tests if
indicators of impairment exist. These indicators could include a significant change in the
outlook for the business, legal factors, lower than expected operating results, increased
competition, or the sale or disposition of a significant portion of a reporting unit. Application
of the goodwill impairment test requires judgment, including the identification of reporting
units, assignment of assets and liabilities to reporting units, assignment of goodwill to reporting
units, and determination of the fair value of each reporting unit. The fair value of each
reporting unit is estimated using a discounted cash flow methodology. This requires significant
judgments including the estimation of future cash flows, which is dependent on internal
forecasts. Changes in the estimates and assumptions used could materially affect the
determination of fair value and/or goodwill impairment for each reporting unit.

Intangible assets other than goodwill are amortized over their estimated useful lives unless such
lives are deemed indefinite. If indicators of potential impairment exist, intangible assets with
defined useful lives are tested for impairment based on undiscounted cash flows and, if
impaired, written down to fair value based on either discounted cash flows or appraised values.
Intangible assets with indefinite lives are tested annually (October 31 for the Company) for
impairment and written down to fair value as required. Changes in the estimated fair values of
the Company’s intangible assets could materially affect the determination of impairment.

(See Notes C, H and I of Notes to Consolidated Financial Statements.)

Use of Non-GAAP Financial Measures

GAAP refers to generally accepted accounting principles in the United States of America.
Included in Management’s Discussion and Analysis of Financial Condition and Results of Operations
(“MD&A”) are financial measures presented in accordance with GAAP and also on a non-GAAP
basis.

EBITDA, as presented in MD&A, is a supplemental measure of the Company’s performance
that is not required by, or presented in accordance with, GAAP. EBITDA is not a measure of the
Company’s financial performance under GAAP and should not be considered as an alternative to
net income or any other performance measure derived in accordance with GAAP or as an
alternative to cash flows from operating activities as a measure of the Company’s liquidity.

The Company defines EBITDA as net income, excluding income tax expense (benefit), net
interest expense and depreciation and amortization expense. The Company cautions users of its
financial statements that amounts presented in accordance with its definition of EBITDA may not
be comparable to similar measures disclosed by other companies, because not all companies and
analysts calculate EBITDA in the same manner. Management believes that EBITDA provides an
important supplemental measure of the Company’s performance and believes that it is a measure
frequently used by securities analysts, investors and other interested parties in the evaluation of the
Company. Management also utilizes EBITDA in analyzing the Company’s performance. A
reconciliation of EBITDA to net income in accordance with GAAP is presented in the “Overview”
sections below discussing the Company’s results of operations for the years ended December 31,
2007, 2006 and 2005.
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RESULTS OF OPERATIONS FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

Note D (“Segment Reporting”) of Notes to Consolidated Financial Statements should be read
in conjunction with this discussion.

Overview

For the year ended December 31, 2007, income from continuing operations increased $105.8
million to $213.1 million, doubling the results from the prior year. This improvement reflects the
strength of the art market during the period, as Net Auction Sales and Private Sales (both defined
below under “Key Performance Indicators”) increased significantly from the prior year. Total
revenues for the year ended December 31, 2007 increased $252.9 million, or 38%, largely as a result
of this higher level of sales activity. The increase in total revenues was partially offset by a higher
level of operating expenses, which increased $174.3 million, or 37%, when compared to the prior
year. Results for the year ended December 31, 2007 include an impairment loss ($15 million) and
insurance recovery ($20 million) related to Noortman Master Paintings (see “Impairment Loss and
Insurance Recovery” below), as well as a $4.8 million gain on the sale of land and buildings (see
“Gain on Sale of Land and Buildings” below). Management currently anticipates a continuation of
the strong international art market for the remainder of the first quarter of 2008 and is encouraged
by the Company’s sales results to date in 2008. (See statement on Forward Looking Statements.)

The Company’s results from continuing operations for the years ended December 31, 2007 and
2006 are summarized below (in thousands of dollars):

Favorable/(Unfavorable)

Year Ended December 31 2007 2006 $ Change % Change
Revenues:
Auction and related revenues .. $ 833,128 $ 631,344 $ 201,784 32.0%
Finance revenues............... 17,025 15,864 1,161 7.3%
Dealer revenues................ 62,766 12,776 49,990 *
License fee revenues ........... 2,960 2,922 38 1.3%
Other revenues................. 1,843 1,903 (60) (32%)
Total revenues............. 917,722 664,809 252,913 38.0%
Expenses **. ... ... .o 641,940 467,651 (174,289) (37.3%)
Operating income ................... 275,782 197,158 78,624 39.9%
Net interest exXpense ................ (14,166) (27,148) 12,982 47.8%
Insurance recovery.................. 20,000 — 20,000 N/A
Other income (expense)............. 1,403 (4,227) 5,630 *
Income from continuing operations
before taxes .............. it 283,019 165,783 117,236 70.7%
Income tax expense................. 72,512 60,050 (12,462) (20.8%)
Equity in earnings of investees, net
of taxesS...oov 2,632 1,626 1,006 61.9%
Income from continuing operations . $ 213,139 $ 107,359 $ 105,780 98.5%
Key performance indicators:
Aggregate Auction Sales (a)........ $5,391,628 $3,747.854 $1,643,774 43.9%
Net Auction Sales (b)............... $4,625,914 $3,234,526 $1,391,388 43.0%
Private Sales (C) .........ocvvnvnnn.. $ 729,988 $ 327,884 $ 402,104 *
Consolidated Sales (d) .............. $6,184,382 $4,088,514 $2,095,868 51.3%
Auction commission margin (e)..... 16.5% 17.0% N/A (2.9%)
Average loan portfolio (f) .......... $ 171,286 $ 158,021 $ 13,265 8.4%
EBITDA (g).:evivieeiieninnnann $ 323,606 $ 217,879 $ 105,727 48.5%
Legend:

* Represents a change in excess of 100% .

** Expenses for 2007 include an impairment loss of $15 million for goodwill and intangible
assets and a $4.8 million gain on the sale of land and buildings.
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(a) Represents the hammer (sale) price of property sold at auction plus buyer’s premium.
(b) Represents the hammer (sale) price of property sold at auction.

(c) Represents the total purchase price of property sold in private sales brokered by the
Company.

(d) Consolidated Sales is equal to the sum of Aggregate Auction Sales, Private Sales and
Dealer revenues.

(e) Represents total auction commission revenues as a percentage of Net Auction Sales.
(f) Represents the average loan portfolio of the Company’s Finance segment.
(g) See “Use of Non-GAAP Financial Measures” above and related reconciliation below.

The following is a reconciliation of net income to EBITDA for the years ended December 31,
2007 and 2006:

Year Ended December 31 2007 2006

NEE INCOMIE . vttt e e e e e $213,139  $107,049
Income tax benefit related to discontinued operations............. — (194)
Income tax expense related to continuing operations.............. 72,512 60,050
Income tax expense related to earnings from equity investees..... 1,688 1,043
Net INtErest EXPEINSE. ..t vv vttt ettt ettt e e eeaeenns 14,166 27,148
Depreciation and amortization €Xpense. ...........ceueeueenennnn.. 22,101 22783

EBI D A . . $323,606 $217,879

Impact of Foreign Currency Translations

For the year ended December 31, 2007, foreign currency translations had a net favorable impact
of approximately $12.5 million on the Company’s income from continuing operations before taxes.
The components of this favorable impact were as follows (in thousands of dollars):

Favorable/

Year Ended December 31, 2007 (Unfavorable)
Total TEVENUES . .ottt et e e e e e e $ 37,387
TOtal EXPEISES .« .. v vttt e et ettt e e e e e (25,023)
Operating INCOME . .. ...uttt ettt e e ee e 12,364
Net interest expense and other......... ... 125
Impact of foreign currency translations on income from continuing

operations before taxes ...... ..ot $ 12,489
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Revenues

For the years ended December 31, 2007 and 2006, revenues consisted of the following (in
thousands of dollars):

Favorable/(Unfavorable)

Year Ended December 31 2007 2006 $ Change % Change
Auction and related revenues:
Auction commission revenues ....... $761,181 $551,230 $209,951 38.1%
Auction expense recoveries.......... 18,269 17,467 802 4.6%
Private sale commissions ** ......... 54,821 25,790 29,031 *
Principal activities **................ (22,409) 13,640 (36,049) *
Catalogue subscription revenues..... 8,452 8,753 (301) (3.4%)
Other........ooiiiiiiiii .. 12,814 14,464 (1,650) (11.4%)
Total auction and related
TEVENUES .. oo o ee e eeeeeiiennnn 833,128 631,344 201,784 32.0%
Other revenues:
Finance revenues .................... 17,025 15,864 1,161 7.3%
Dealer revenues **.................. 62,766 12,776 49,990 *
License fee revenues ................ 2,960 2,922 38 1.3%
Other.........cooiiiiiiiii ... 1,843 1,903 (60) (32%)
Total other revenues............ 84,594 33,465 51,129 *
Total revenues. ............. $917,722 $664,809 $252,913 38.0%
Legend:

* Represents a change in excess of 100%.

** In the fourth quarter of 2006, due to the acquisition of NMP (see “Acquisition” below) and
the resulting increase in the Company’s Dealer activities, certain activities which were
previously reported as part of the Auction segment were realigned with NMP and
aggregated into a newly established Dealer segment. Such activities principally include:

e The investment in and resale of art and other collectibles directly by the Company.

e The investment in art through unsecured loans made by the Company to unaffiliated art
dealers. (See Note E of Notes to Consolidated Financial Statements.)

e The activities of certain equity investees, including Acquavella Modern Art. (See Note F
of Notes to Consolidated Financial Statements.)

e The purchase and resale of art and the brokering of private sale transactions through an
art dealer whose results are required to be consolidated with the Company’s results under
generally accepted accounting principles. The Company has no equity investment in this
entity. (See Note S of Notes to Consolidated Financial Statements.)

Auction and Related Revenues

For the year ended December 31, 2007, auction and related revenues increased $201.8 million,
or 32%, when compared to the prior year. This increase is principally due to increased auction
commission revenues, and, to a much lesser extent, a higher level of private sale commissions. The
overall increase in Auction and Related Revenues was partially offset by losses reflected in principal
activities related to certain works offered at auction under guarantees. For the year ended December
31, 2007, auction and related revenues were favorably impacted by changes in foreign currency
exchange rates, which contributed $33.3 million to the overall increase. The significant factors
impacting the increase in auction and related revenues is explained in more detail below.

Auction Commission Revenues—For the year ended December 31, 2007, auction commission
revenues increased $210 million, or 38%, when compared to the prior year, principally due to an
increase in Net Auction Sales, partially offset by a slight decrease in auction commission margin.
(See “Net Auction Sales” and “Auction Commission Margin” below for a discussion of these key
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performance indicators.) For the year ended December 31, 2007, auction commission revenues were
favorably impacted by changes in foreign currency exchange rates, which contributed $30.2 million to
the overall increase.

Net Auction Sales—For the year ended December 31, 2007, Net Auction Sales increased
$1.4 billion, or 43%, to $4.6 billion, when compared to the prior year. During the year, Net Auction
Sales were favorably impacted by changes in foreign currency exchange rates, which contributed
approximately $161.3 million to the overall increase. The remainder of the increase is primarily due
to the following factors:

e A $551 million, or 100%, improvement in results from this year’s highly successful
Contemporary Art sales in New York and Europe, which included auction records for
numerous artists. Throughout the year, individual works sold at significantly higher average
prices than in the prior year, indicative of the increased importance of the Contemporary Art
market to the Company’s results. Current period Net Auction Sales include results from the
inaugural December evening sale of Contemporary Art in Paris, which brought the highest
total ever for a sale in this collecting category at a Sotheby’s salesroom in France.

e A $162 million, or 20%, increase in Impressionist Art sales in New York and Europe,
reflecting the continued strength of this market. In 2007, Impressionist works sold at higher
average selling prices than in the prior year, despite lacking a marquee painting on the scale
of Picasso’s Dora Maar with Cat, which sold for $85 million (hammer price) in 2006.

e A $91 million increase in Antiquities sales in New York, which in 2007 included the record
sales of The Guennol Lioness for $51 million and a bronze figure of Artemis and the Stag for
$25.5 million. There were no comparably priced Antiquities offerings in the equivalent prior
year sales.

e A $90 million, or 36%, increase in sales in Asia, which includes auctions conducted in Hong
Kong, Singapore and Australia.

e A $65 million, or 32%, increase in sales of Old Master Paintings and Drawings, highlighted
by the sale of Rembrandt’s Saint James the Greater for $23 million in New York in January
2007, for which there was no comparably priced painting sold in this collecting category in the
prior year.

e A $58 million, or 56%, increase in sales of Jewelry, primarily attributable to a $34.9 million
increase in results from the Magnificent Jewels sales in Switzerland, which included the sale
of the “Chloe Diamond” for $14.4 million, the second highest price ever for a diamond sold
at auction.

e A $46 million, or 55%, increase in Asian art sales in New York, reflecting continued market
growth, especially in Chinese Contemporary Art.

e A $42 million, or 97%, increase in sales of Russian Art in London, reflecting the continued
growth of this market. Results for the current year include the inaugural Autumn sale of
Russian Art in London, which set twelve new records for Russian artists and achieved the
highest total ever for auction sales of Russian Art conducted anywhere in the world.

e A $35 million, or 81%, increase in sales of French & Continental Furniture, primarily due to
the Galerie Ariane Dandois single-owner sale in New York, for which there was no
comparable sale in this collecting category in the prior year.

Auction Commission Margin—Auction commission margin represents total auction commission
revenues as a percentage of Net Auction Sales. Typically, auction commission margins are higher for
lower value works of art or collections, while higher valued property earns lower margins. In certain
limited situations, auction commission margins are adversely impacted by arrangements whereby
auction commissions are shared with consignors or with the Company’s partners in auction
guarantees. In certain of these instances, the Company may share auction commissions with a
consignor as part of an auction guarantee, typically in exchange for a portion of the hammer (sale)
price in excess of a negotiated amount. Auction commissions are occasionally shared with auction
guarantee partners as a result of management’s decision to reduce risk through sharing arrangements
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with such partners, whereby the Company reduces its financial exposure under an auction guarantee
in exchange for sharing the auction commission.

Effective January 12, 2007, the Company increased its buyer’s premium charged on certain
auction sales. In salesrooms in the U.S., the buyer’s premium was increased to 20% on the first
$500,000 of the hammer (sale) price and 12% of any remaining amount over $500,000. In foreign
salesrooms, these U.S. dollar thresholds were generally translated into an appropriate fixed local
currency amount. Previously, for 2006 auction sales, the buyer’s premium charged on auction sales
was generally 20% of the hammer price on the first $200,000 and 12% of any remaining amount
over $200,000.

Effective September 1, 2007, the Company again increased its buyer’s premium charged on
certain auction sales. In salesrooms in the U.S., the buyer’s premium became 25% of the hammer
(sale) price on the first $20,000, 20% of the hammer (sale) price above $20,000 up to and including
$500,000 and 12% of any remaining amount over $500,000. In foreign salesrooms, with certain
exceptions, these U.S. dollar thresholds have been translated into an appropriate fixed local currency
amount.

As detailed in the chart above under “Key Performance Indicators,” for the year ended
December 31, 2007, the Company experienced a slight decrease in auction commission margin when
compared to the prior year. The comparison of auction commission margin to the prior year is
influenced by the following factors:

e A change in sales mix, as a more significant portion of Net Auction Sales in 2007 was at the
high-end of the Company’s business where auction commission margins are traditionally
lower.

e The favorable impact of the increases to the buyer’s premium rate structure discussed above
which became effective in January and September 2007, and which largely offset the impact
of the change in sales mix discussed above.

Principal Activities—Auction segment principal activities consist mainly of gains or losses related
to auction guarantees including: (i) any share of overage or shortfall recognized when the guaranteed
property is sold at auction, (ii) any writedowns of the carrying value of guaranteed property that
failed to sell at auction and (iii) any subsequent recoveries or losses on the sale of guaranteed
property that failed to sell at auction. To a much lesser extent Auction segment principal activities
includes gains or losses related to the sale of other Auction segment inventory, as well as any
writedowns in the carrying value of such inventory, which consists mainly of objects obtained
incidental to the auction process primarily as a result of defaults by purchasers after the consignor
has been paid.

As the market for high-end collecting categories has grown considerably over the last three
years, competition between the Company and Christie’s, its principal competitor, has greatly
increased. As a result of this competitive landscape, the Company’s use of auction guarantees as a
means of securing such consignments has increased significantly during this period, enabled in part
by the Company’s profitability and related improvement in liquidity and financial condition since
2004. Accordingly, for the years ended December 31, 2007, 2006 and 2005, the total amount of
auction guarantees issued by the Company, net of the impact of risk sharing arrangements with
partners, was approximately $902 million, $450 million and $131 million, respectively. When
evaluating the performance of the Company’s portfolio of auction guarantees, management takes
into consideration the overall revenues earned on guarantees, which includes auction commission
revenues, as well as any guarantee gains or losses reflected in principal activities. On this basis, the
Company has never experienced an annual net loss on its portfolio of auction guarantees. However,
management continually monitors liquidity risk associated with the use of auction guarantees.

For the year ended December 31, 2007, principal activities decreased $36 million when
compared to the prior year resulting in a principal activities loss of $22.4 million; which was largely
due to $19.1 million of net losses principally related to certain works sold or offered at auction
under auction guarantees during 2007 (approximately $14 million of which were recognized in the
third quarter of 2007). Also unfavorably impacting the comparison of principal activities for the year
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ended December 31, 2007 to the prior year is $9 million in revenue related to auction guarantees
earned in the second quarter of 2006 as a result of the Company sharing in a significant portion of
the hammer price on a guaranteed property sold at auction in that period. The comparison to the
prior period was further unfavorably impacted by a $6.3 million gain recognized in 2006 on the sale
of a guaranteed painting that had failed to sell at auction in 2004. No comparable gain was
recognized in 2007.

The impact of the overall guarantee loss in 2007 was more than offset by $76.9 million in
auction commission revenues earned from property sold under auction guarantees during the period.
Accordingly, in 2007, the Company recognized net revenues related to property sold under auction
guarantees of approximately $57.8 million. By comparison, in 2006, the Company recognized a net
guarantee gain of $15.3 million in addition to $47.5 million of auction commission revenues earned
from property sold under auction guarantees. Accordingly, in 2006, the Company recognized net
revenues related to property sold under auction guarantees of approximately $62.8 million. (Auction
commission revenues are reported in the table above within “Auction Commission Revenues” and
are not a component of “Principal Activities.”)

Private Sale Commissions—The level of private sale commissions earned by the Company can
vary significantly from period to period. For the year ended December 31, 2007, private sales
commissions increased $29 million, or 113%, when compared to the prior year. This significant
increase was largely due to management’s continued commitment to pursue private sale
opportunities in the currently strong international art market. Included in 2007 private sale
commissions is the private sale of the Rostropovich-Vishnevskaya Collection of Russian Art in
September 2007, which was originally scheduled to be sold at auction in September 2007 and for
which there was no comparable individual private sale in the prior year.

Finance Revenues

For the year ended December 31, 2007, Finance revenues increased $1.2 million, or 7%, when
compared to the prior year. This increase is principally the result of an 8% increase in the average
loan portfolio balance (from $158 million to $171.3 million) and higher interest rates earned on the
loan portfolio.

For the year ended December 31, 2007 and 2006, Finance segment results included revenues of
$3.7 million and $5.5 million, respectively, related to $58.6 million of term loans made to one
borrower during 2005 and 2006. These loans were fully repaid in the fourth quarter of 2007.

Dealer Revenues

Dealer Revenues consist of revenues earned from the sale of property held by NMP and objects
purchased for investment purposes, as well as the Company’s share of gains resulting from the sale
of property purchased by art dealers through unsecured loans from the Company.

For the year ended December 31, 2007, Dealer revenues increased $50 million when compared
to the prior year, due to $21.4 million in incremental revenues contributed by NMP, which was
acquired by the Company in June 2006 (see Note C of Notes to Consolidated Financial Statements),
and revenues associated with the sale of several significant investment properties through the
Company’s other Dealer activities for which there were no comparable sales in the prior year. For
the years ended December 31, 2007 and 2006, Dealer revenues of $62.8 million and $12.8 million,
respectively, are partially offset by Dealer cost of sales of $49.2 million and $6.1 million,
respectively, resulting in a Dealer gross profit of $13.6 million and $6.7 million, respectively.

(See “Acquisition” below and Note C of Notes to Consolidated Financial Statements for
additional information related to NMP.)
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Expenses

For the years ended December 31, 2007 and 2006, expenses consisted of the following (in
thousands of dollars):

Favorable/(Unfavorable)

Year Ended December 31 2007 2006 $ Change % Change
Direct costs of services.................. $ 80,400 $ 63,303 ($17,097) (27.0%)
Dealer cost of sales ..................... 49,161 6,060 (43,101) *
Marketing exXpenses ..................... 19,792 12,851 (6,941) (54.0%)
Salaries and related costs................ 293,720 226,410 (67,310) (29.7%)
General and administrative expenses.... 166,539 136,244 (30,295) (22.2%)
Depreciation and amortization expense . 22,101 22,783 682 3.0%
Impairment 10SS .................ooiaes. 14,979 — (14,979) N/A
Gain on sale of land and buildings...... (4,752) — 4,752 N/A
Total eXpenses. .........ooevvuenn... $641,940  $467,651 ($174,289) (37.3%)

Direct Costs of Services

Direct costs of services consists largely of sale specific marketing costs such as auction catalogue
production and distribution expenses, sale advertising and promotion expenses and traveling
exhibition costs. Also included in direct costs of services are sale-related shipping expenses. The
level of direct costs incurred in any period is generally dependent upon the volume and composition
of the Company’s auction offerings. For example, direct costs attributable to single-owner or other
high-value collections are typically higher than those associated with standard various-owner sales,
mainly due to higher promotional costs for catalogues, special events and traveling exhibitions, as
well as higher shipping expenses.

For the year ended December 31, 2007, direct costs of services increased $17.1 million, or 27%.
This increase is consistent with the level and composition of the Company’s auction offerings and
private sales during the year. In particular, there were higher catalogue and sale promotion costs, as
well as higher shipping costs for property sold in the New York and London Impressionist and
Contemporary sales during the period, in addition to increased promotional efforts in the U.K.
related to Private Sale activities. The overall increase in direct costs of services during the period is
partially offset by lower selling costs at the Company’s Olympia salesroom in London, where regular
auctions were discontinued in July 2007 (see “Strategic Initiatives” in Item 1, “Description of
Business”).

For the year ended December 31, 2007, direct costs of services were unfavorably impacted by
changes in foreign currency exchange rates, which contributed $3.6 million to the overall increase in
direct costs of services.

Marketing Expenses

Marketing expenses are costs related to the promotion of the Sotheby’s brand and consist of the
cost of corporate marketing activities (including the cost of client service initiatives) and the cost of
strategic sponsorships of important cultural institutions.

For the year ended December 31, 2007, marketing expenses increased $6.9 million, or 54%. This
increase is principally attributable to the cost of special events to promote the Sotheby’s brand in
new and expanding markets, as well the cost of a sponsorship commitment to the Tate Britain
Duveens Gallery. Also contributing to the increase in marketing expenses are costs associated with
certain strategic client service initiatives, as well as costs associated with the launch of Sotheby’s
World Elite and World MasterCard® programs and the launch of mySothebys, the Company’s new
client website portal.

For the year ended December 31, 2007, marketing expenses were unfavorably impacted by
changes in foreign currency exchange rates, which contributed $0.7 million to the overall increase in
marketing expenses.
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Salaries and Related Costs

For the year ended December 31, 2007 and 2006, salaries and related costs consisted of the
following (in thousands of dollars):

Favorable/(Unfavorable)

Year Ended December 31 2007 2006 $ Change % Change
Full-time salaries ......................... $126,737 $110,882 ($15,855) (14.3%)
Incentive bonus costS..............oeuu.n. 65,844 41,970 (23,874) (56.9%)
Stock compensation expense ............. 26,995 13,335 (13,660) &
Employee benefits........................ 36,241 25,641 (10,600) (41.3%)
Payroll taxes ...........coviiiiiiiann... 21,160 17,883 (3,277) (18.3%)
Option Exchange......................... 1,168 2,484 1,316 53.0%
Other ** ... . e 15,575 14,215 (1,360) (9.6%)
Total salaries and related costs ...... $293,720 $226,410 ($67,310) (29.7%)

Key Performance Indicator:

Salaries and related costs as a % of
total revenues................ooial. 32.0% 34.1% N/A 6.2%

Legend:

* Represents a change in excess of 100%.
** Principally includes the cost of temporary labor and overtime.

In recent years, the Company’s overall compensation strategy has shifted toward greater
variability in pay, commensurate with the Company’s financial performance. This is reflected in the
$67.3 million, or 30%, increase in salaries and related costs during 2007, as the significant drivers of
this increase include higher levels of cash incentive bonus costs and stock compensation expense due
to the significant profitability of the Company. In 2007, the level of salaries and related costs was
also impacted by strategic headcount additions in certain departments and higher employee benefits.
The comparison to the prior year is also unfavorably impacted by changes in foreign currency
exchange rates, which contributed $10.7 million to the overall increase. See discussion below for a
more detailed explanation of each of these factors.

Incentive Bonus Costs—For the year ended December 31, 2007, incentive bonus costs increased
$23.9 million, or 57%, to $65.8 million, when compared to the prior year, due to the Company’s
strong financial performance in 2007.

Full-Time Salaries—For the year ended December 31, 2007, full-time salaries increased
$15.9 million, or 14% when compared to the prior year. This increase is principally due to strategic
headcount additions, as well as limited salary increases to existing employees. Full-time salaries were
also unfavorably impacted by changes in foreign currency exchange rates, which contributed
$5.3 million to the overall increase.

Stock Compensation Expense—For the year ended December 31, 2007, stock compensation
expense (excluding costs related to the Option Exchange) increased $13.7 million when compared to
the prior year. This increase is principally attributable to incremental costs related to restricted stock
awarded in February 2007, as well as stock compensation costs resulting from employment
arrangements with certain senior executives consummated in the second and third quarters of 2006.

For the year ending December 31, 2008, stock compensation expense is expected to increase
approximately $6 million when compared to 2007 to a total of approximately $33 million, principally
due to restricted stock awarded on February 10, 2008 to a broader base of employees as part of the
Company’s new incentive compensation structure that is being initiated in 2008 to be aligned with
the Company’s client-focused strategic initiatives (see “Strategic Initiatives” under “Description of
Business” above). Under this new structure, such restricted stock grants, although at the sole
discretion of the Compensation Committee, are awarded in relation to Company profitability and
are subject to future service requirements. The chart below details the stock compensation expense
for the years ended December 31, 2007 (actual), 2008 (projected) and 2009 (projected) based only
upon approved restricted stock grants and signed employment arrangements as of February 10, 2008:
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2007 2008 2009

Type of Grant Actual Projected  Projected
2006 Executive Bonus Plan Grant *........................... $1249 $ 511 $ 38
2007 Executive Bonus Plan Grant *........................... 3,265 1,783 730
2008 Executive Bonus Plan Grant *........................... — 5,499 2,999
Initial grant under new incentive compensation structure
effective in 2008. .. ...t — 8,880 5,425
2006 Employment Arrangements .............oueiueinennanann. 8,732 7,901 4,874
All other grants and contractually committed stock
(o70) 101 017 11215 101 o A 13,454 8,652 4,487
Stock Option EXpense. .......couuiuiiiiiiiiiiiiiiininan.. 295 25 —
Total Stock Compensation Expense ** ................... $26,995 $33,251  $18,553

Legend:

* Executive Bonus Plan grants are based on the Company’s financial performance in the year
prior to the date of grant. (See Note N of Notes to Consolidated Financial Statements for
additional information on the Executive Bonus Plan.)

** The chart above does not include the potential issuance of any additional discretionary
restricted stock grants in 2008 or 2009. Any such awards of restricted stock would generate
higher total stock compensation expense than shown in the chart above. (See statement on
Forward Looking Statements.)

Employee Benefit Costs—Employee benefits include the cost of the Company’s retirement plans
and its health and welfare programs, as well as employee severance costs. The Company’s material
retirement plans include a defined benefit pension plan covering most of its U.K. employees and
defined contribution and deferred compensation plans for its U.S. employees. Generally, the level of
employee benefit costs is dependent upon movements in headcount and compensation levels, as well
as the Company’s financial performance. Additionally, expenses related to the U.K. Pension Plan are
significantly influenced by interest rates, investment performance in the debt and equity markets and
actuarial assumptions.

For the year ended December 31, 2007, employee benefit costs increased $10.6 million, or 41%,
when compared to the prior year. This increase is primarily the result of:

e Increased costs related to the Company’s U.K. Pension Plan. (See Note O of Notes to
Consolidated Financial Statements for additional information related to the U.K. Pension
Plan. Additionally, see below for disclosure of a subsequent event that will impact the future
funded status and net pension cost related to the U.K. Pension Plan.)

e An incremental cost of $1.9 million related to the Company’s new U.S. deferred compensation
plan. Such costs are the result of net gains in deemed participant investments during the
period and are more than offset by net gains resulting from the increase in the fair value of
the trust assets related to the deferred compensation plan. Such offsetting gains are recorded
within Other Income (Expense) in the Company’s Consolidated Income Statement. (See Note
O of Notes to Consolidated Financial Statements for additional information related to this
deferred compensation plan.)

e The impact of the headcount and salary increases discussed above.

e A $0.6 million increase in employee severance costs principally related to strategic initiatives
committed to in the first quarter of 2007 that have resulted in staff reductions in certain lower
end sales categories in New York, London and Amsterdam (see “Strategic Initiatives” under
“Description of Business” above).

e An increase of approximately $1.7 million as a result of movements in foreign currency
exchange rates.

In February 2008, prior to the date of this Form 10-K filing, the Company reached an
agreement in principle with the Trustees of the U.K. Pension Plan to cease advance funding of
future discretionary benefit increases to retirees. Consequently, in the first quarter of 2008, an
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updated actuarial valuation will be prepared reflecting the change in the assumption for future
discretionary benefit increases to retirees and, as a result of this agreement, the Company expects a
reduction in the benefit obligation and net pension cost related to the U.K. Pension Plan. (See Item
1A, “Risk Factors,” and statement on Forward Looking Statements.) Beginning in 2008, on an
annual basis, the Company along with the Trustees, will consider an appropriate level of funding of
discretionary benefit increase for that particular year depending on specific objective criteria related
to the financial status of the Company and the U. K. Pension Plan.

In addition to the agreement in principle with respect to future discretionary benefit increases to
retirees, management, in consultation with the Trustees, is continuing to review other options to
improve the financial status of the U.K. Pension Plan.

General and Administrative Expenses

For the year ended December 31, 2007, general and administrative expenses increased
$30.3 million, or 22%, when compared to the prior year. During the year, general and administrative
expenses increased approximately $6.2 million, as a result of movements in foreign currency
exchange rates. The remainder of the overall increase is largely attributable to the following factors:

e A $12.8 million, or 33%, increase in professional fees, due in part to $3.7 million of costs
associated with the Company’s assessment of its rights and options with respect to the York
Property, for which there were no comparable costs in the prior year. Also contributing to the
higher level of professional fees are increases of $2.7 million in tax staffing support fees and
$1.6 million in costs associated with the Company’s outsourced catalogue production
operations, as well as higher consulting and legal fees, partially in support of various strategic
initiatives.

e A $6.4 million, or 28%, increase in travel and entertainment costs principally due to the
higher level of travel for pursuing business opportunities during the year. Also contributing to
the increase in travel and entertainment costs during the year are price increases for airfares
and other travel costs.

e A $2.6 million increase in facilities and office related expenses.

e A $1.5 million increase in client goodwill gestures, authenticity claims, litigation costs and
other related charges.

e $1.1 million in incremental costs related to NMP, which was acquired in June 2006 (see
“Acquisition” below and Note C of Notes to Consolidated Financial Statements).

For the year ended December 31, 2007, the comparison of general and administrative expenses
to the prior year is also unfavorably impacted by a one-time benefit recorded in the second quarter
of 2006 associated with the recovery of $2.4 million in administrative expenses related to the
settlement of the International Antitrust Litigation, for which there was no comparable event in
2007. The unfavorable impact of this recovery on the comparison to the prior year is partially offset
by a $0.7 million expense recorded in the first half of 2006 related to the settlement of an
investigation by the Canadian Competition Bureau, as well as a decrease of $0.8 million in other
runoff professional fees related to antitrust matters. (See Note R of Notes to Consolidated Financial
Statements under Item 8, “Financial Statements and Supplementary Data”.)

The overall increase in general and administrative expenses is also partially offset by a
$1.2 million reduction in the Company’s insurance costs.

Impairment Loss and Insurance Recovery

On June 7, 2006, the Company acquired Noortman Master Paintings, B.V., a pre-eminent art
dealer. (See Note C of Notes to Consolidated Financial Statements for more detailed information
related to this acquisition.) Robert C. Noortman, who was the Managing Director of NMP, died
unexpectedly on January 14, 2007. NMP is continuing under the leadership of Mr. Noortman’s son,
William Noortman.
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As a result of Mr. Noortman’s death, in the first quarter of 2007, the Company recorded an
impairment loss of approximately $15 million in the Dealer segment related to NMP’s goodwill
($7.3 million), customer relationships ($6 million) and trade name ($0.8 million), as well as
Mr. Noortman’s non-compete agreement ($0.9 million). (See Notes H and I of Notes to
Consolidated Financial Statements.)

Also as a result of Mr. Noortman’s death, the Company became entitled to a $20 million death
benefit under a key man life insurance policy that the Company had purchased in conjunction with
the acquisition of NMP. Accordingly, in the first quarter of 2007, the Company recognized a
$20 million insurance recovery within non-operating income. The Company collected these insurance
proceeds in April 2007.

Gain on Sale of Land and Buildings

In March 2007, the Company completed the sale of land and buildings at Billingshurst, West
Sussex, which previously housed a U.K. auction salesroom. As a result of this sale, the Company
recognized a gain of $4.8 million in the first quarter of 2007, for which there was no comparable
transaction or gain in the prior period.

Net Interest Expense

Due to the substantial improvement in its operating results, the Company maintained
significantly higher average cash balances and short-term investments and a lower level of
outstanding revolving credit facility borrowings during 2007, when compared with the prior year. As
a result, for the year ended December 31, 2007, net interest expense decreased $13 million, or 48%,
when compared to the prior year. This improvement reflects an increase in interest income of
$8.6 million and a decrease in interest expense of $4.4 million. (See “Liquidity and Capital
Resources” below and Note J of Notes to Consolidated Financial Statements.)

Other Income (Expense)

For the year ended December 31, 2007, the Company’s results include other income of
$1.4 million, as compared to $4.2 million of other expense recorded in the prior year. Other income
for the current year includes net gains of $1.9 million from changes in the fair value of trust assets
related to the Sotheby’s Deferred Compensation Plan, which became effective on January 1, 2007
(see Note O of Notes to Consolidated Financial Statements). The comparison of other income
(expense) to the prior year is also favorably impacted by the recognition of net losses relating to the
revaluation and settlement of certain forward exchange contracts during 2006, for which there were
no comparable losses experienced in 2007. Such forward exchange contracts were principally used as
cash flow hedges of the Company’s exposure to foreign currency denominated future guarantee
obligations. These contracts are not designated as hedging instruments under SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” as amended, and are recorded in
the Consolidated Balance Sheets at their fair value, which is based on referenced market rates (see
Note B of Notes to Consolidated Financial Statements).

Income Tax Expense

In 2007, as part of the Company’s ongoing evaluation of the utilization of state, federal and
foreign operating losses, it was determined that it was more likely than not that its state deferred
tax assets could be utilized and hence the valuation allowance established against state operating
losses and other deferred tax assets in prior years was significantly reduced, and a net income tax
benefit of approximately $16 million was recorded in 2007. In assessing the need for the valuation
allowance, management considered, among other things, its projections of future taxable income and
ongoing, prudent and feasible tax planning strategies.

Largely as a result of the reduction in the valuation allowance discussed above, the effective tax
rate related to continuing operations decreased significantly from 36.2% in 2006 to 25.6% in 2007.
Also contributing to the decrease in the effective tax rate in 2007 was the fact that the $20 million
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in proceeds from the key man life insurance policy covering Robert C. Noortman were not subject
to tax (see “Impairment Loss and Insurance Recovery” above). The impact of these factors was
partially offset by higher income tax reserves principally for the correction of immaterial prior
period errors (totaling to $2.6 million) related to an increase in the liability for unrecorded foreign
tax benefits arising in periods prior to 2007, as well as the fact that the $15 million impairment loss
related to NMP is not tax deductible (see “Impairment Loss and Insurance Recovery” above).

The Company’s effective tax rate for 2007 was lower than the U.S. combined Federal & State
tax rate due to the impact of lower tax rates applying to operations outside the U.S., as well as the
non-taxable insurance proceeds and the valuation allowance reduction referred to above. Without
the impact of these benefits, management currently anticipates that the effective tax rate for 2008
will be higher than in 2007. (See statement on Forward Looking Statements.)

(See Item 1A, “Risk Factors” and Notes K and L of Notes to Consolidated Financial
Statements.)

Discontinued Operations

For information related to Discontinued Operations, see Note U of Notes to Consolidated
Financial Statements.
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RESULTS OF OPERATIONS FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Note D (“Segment Reporting”) of Notes to Consolidated Financial Statements should be read
in conjunction with this discussion.

Overview

The Company’s income from continuing operations before taxes for the year ended December
31, 2006 increased $74.8 million, or 82%, to $165.8 million, which reflected the continued strength of
the international art market, as Net Auction Sales and Private Sales increased significantly from the
prior year. The higher levels of sale activity resulted in an increase in auction and related revenues
of $134.4 million, or 27%. The higher level of revenues during the period was partially offset by an
increase in operating expenses of $77.1 million, or 20%.

The Company’s results from continuing operations for the years ended December 31, 2006 and
2005 are summarized below (in thousands of dollars):

Favorable/(Unfavorable)

Year Ended December 31 2006 2005 $ Change % Change
Revenues:
Auction and related revenues........ $ 631,344 $ 496,899 § 134,445 271%
Finance revenues .................... 15,864 8,302 7,562 91.1%
Dealer revenues ..................... 12,776 5,131 7,645 *
License fee revenues................. 2,922 1,404 1,518 *
Other revenues ..............ooovun.. 1,903 2,117 (214) (10.1%)
Total revenues .................. 664,809 513,853 150,956 29.4%
EXPenses ......ooveiiiiiiininiiiinian. 467,651 390,590 (77,061) (19.7%)
Operating income . .............oeeeuenn... 197,158 123,263 73,895 59.9%
Net interest eXpense ..................... (27,148) (27,738) 590 21%
Credit facility termination costs .......... — (3,069) 3,069 100.0%
Other expense...........ooovienenennnn... (4,227) (1,474) (2,753) *
Income from continuing operations
before taxes..........coviiiiiiiin.... 165,783 90,982 74,801 82.2%
Income tax eXpense ...................... 60,050 28,594 (31,456) *
Equity in earnings of investees, net of
LAXES « v ettt e 1,626 829 797 96.1%
Income from continuing operations ...... $ 107359 $ 63217 $ 44,142 69.8%
Key performance indicators:
Aggregate Auction Sales (a)......... $3,747.854  $2,752,185 $§ 995,669 36.2%
Net Auction Sales (b) ............... $3,234,526  $2,361,830 $ 872,696 36.9%
Private Sales () .......covveiininnt $ 327884 § 271,936 § 55,948 20.6%
Consolidated Sales (d)............... $4,088,514 $3,029,252  $1,059,262 35.0%
Auction commission margin (e)...... 17.0% 18.7% N/A (8.8%)
Average loan portfolio (f)........... $ 158,021 §$ 102,605 $ 55416 54.0%
EBITDA (g).evovieiiiiiiaannnnn. $ 217879 $ 139,635 § 78244 56.0%
Legend:

* Represents a change in excess of 100%.

(a) Represents the hammer (sale) price of property sold at auction plus buyer’s premium.

(b) Represents the hammer (sale) price of property sold at auction.

(c) Represents the total purchase price of property sold in private sales brokered by the
Company.

(d) Consolidated Sales is equal to the sum of Aggregate Auction Sales, Private Sales and
Dealer revenues.

(e) Represents total auction commission revenues as a percentage of Net Auction Sales.

(f) Represents the average loan portfolio of the Company’s Finance segment.

(g) See “Use of Non-GAAP Financial Measures” above and related reconciliation below.
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The following is a reconciliation of net income to EBITDA for the years ended December 31,
2006 and 2005 (in thousands of dollars):

Year Ended December 31 2006 2005
NEt INCOIMIE .« .ottt et et e e e e e e $107,049 $ 61,602
Income tax benefit related to cumulative effect of a change of
accounting PrinCiple ... .....o.oueeerninii i — (457)
Income tax benefit related to discontinued operations.............. (194) (369)
Income tax expense related to continuing operations............... 60,050 28,594
Income tax expense related to earnings from equity investees...... 1,043 446
Net INTETESt EXPEISE. .. ettt ettt et et et a e 27,148 27,738
Depreciation and amortization eXpense. ...........euoeeueeuennennnn. 22783 22,081
BB D A . e $217,879  $139,635

Impact of Foreign Currency Translations

For the year ended December 31, 2006, foreign currency translations had a net favorable impact
of approximately $3.1 million on the Company’s income from continuing operations before taxes.
The components of this favorable impact were as follows (in thousands of dollars):

Favorable /

Year Ended December 31, 2006 (Unfavorable)
TOtal TEVENMUES ..o\ttt ettt ettt et e e e e e e e e e $ 7,237
TOtAl EXPEISES ..ttt ettt ettt ettt e e (4,006)
Operating INCOME ... .....iuiu e 3,231
Net interest expense and Other.......... ..., (85)
Income from continuing operations before taxes ...............c.cooiiiiiia... $ 3,146

33



Revenues
For the years ended December 31, 2006 and 2005, revenues consisted of the following (in
thousands of dollars):
Favorable/(Unfavorable)

Year Ended December 31 2006 2005 $ Change % Change
Auction and related revenues:
Auction commission revenues........... $551,230 $441,301 $109,929 24.9%
Auction expense recoveries ............. 17,467 19,312 (1,845) (9.6%)
Private sale commissions **............. 25,790 20,600 5,190 25.2%
Principal activities ** ................... 13,640 (1,305) 14,945 *
Catalogue subscription revenues ........ 8,753 9,690 (937) (9.7%)
Other ... 14,464 7,301 7,163 98.1%
Total auction and related revenues . 631,344 496,899 134,445 27.1%
Other revenues:
Finance revenues........................ 15,864 8,302 7,562 91.1%
Dealer revenues ** ..................... 12,776 5,131 7,645 *
License fee revenues.................... 2,922 1,404 1,518 *
Other ... e 1,903 2,117 (214) (10.1%)
Total other revenues ............... 33,465 16,954 16,511 97.4%
Total revenues................. $664,809 $513,853  $150,956 29.4%
Legend:

* Represents a change in excess of 100%.

** In the fourth quarter of 2006, due to the acquisition of NMP (see “Acquisition” below) and
the resulting increase in the Company’s Dealer activities, certain activities which were
previously reported as part of the Auction segment, were realigned with NMP and
aggregated into a newly established Dealer segment. Such activities principally include:

e The investment in and resale of art and other collectibles directly by the Company.

e The investment in art through unsecured loans made by the Company to unaffiliated art
dealers. (See Note E of Notes to Consolidated Financial Statements.)

e The activities of certain equity investees, including Acquavella Modern Art. (See Note F
of Notes to Consolidated Financial Statements.)

e The purchase and resale of art and the brokering of private sale transactions through an
art dealer whose results are required to be consolidated with the Company’s results
under generally accepted accounting principles. The Company has no equity investment
in this entity. (See Note S of Notes to Consolidated Financial Statements.)

Accordingly, revenues related to such activities are reported as Dealer Revenues for all
periods presented.

Auction and Related Revenues

For the year ended December 31, 2006, auction and related revenues increased $134.4 million,
or 27%, to $631.3 million, when compared to the prior year, primarily due to a $110 million, or
25%, increase in auction commission revenues. To a much lesser extent, the increase in auction and
related revenues is attributable to a higher level of principal activities and private sale commissions,
as well as a $3 million fee earned during the fourth quarter of 2006 for facilitating a private sale
transaction in which the Company was not the primary broker and for which there was no
comparable event in 2005. This fee is reflected in the table above within other auction and related
revenues. The significant factors impacting the increase in auction and related revenues for the year
ended December 31, 2006 are explained in more detail below.

Auction Commission Revenues—For the year ended December 31, 2006, the higher level of
auction commission revenues is primarily attributable to a 37% increase in Net Auction Sales,
partially offset by a 9% decrease in auction commission margin (from 18.7% to 17%). See “Net
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Auction Sales” and “Auction Commission Margin” below for a detailed discussion of these key
performance indicators.

Net Auction Sales—For the year ended December 31, 2006, Net Auction Sales increased $872.7
million, or 37%, to $3.2 billion, when compared to the prior year primarily due to a $558.6 million,
or 72%, increase in Impressionist and Contemporary art sales in the Company’s New York and
London salesrooms. These results are indicative of the continued strength of these markets, which
greatly contributed to an increase in the average selling price of lots sold. The spring sales in New
York were highlighted by the sale of Picasso’s Dora Maar with Cat for $85 million (hammer price),
for which there was no comparably priced painting sold in the prior year. Also contributing to the
improvement versus 2005 was the broad strength of the art market, which yielded increases across
several other collecting categories including:

e A $48.4 million increase in sales of 19th Century Paintings, most notably in London, with
smaller improvements in Zurich and Amsterdam.

e A $46.5 million, or 125%, increase in Asian art sales in New York, reflecting market
growth in the areas of Chinese Contemporary art and Indian and Southeast Asian art.

e A $44 million increase in Net Auction Sales attributable to Sotheby’s Asia (which
includes auction salesrooms in Hong Kong, Singapore and Australia), primarily due to a
166% improvement in sales of Chinese Contemporary art and a 37% increase in sales of
jewelry and watches in Hong Kong.

e A $41.4 million, or 47%, increase in sales of Russian art in New York and London,
reflecting the continued growth of this market.

e A $34.9 million, or 36%, increase in sales of American Paintings due, in part, to the
November 2006 sale of Edward Hopper’s Hotel Window for $26.9 million. There was no
comparable painting sold at auction in the prior year in this collecting category.

e A $28.7 million, or 17%, increase in sales of Old Master Paintings and Drawings, with
favorable sales results in New York ($43.3 million increase) and Milan ($9.8 million
increase), partially offset by lower results from sales in London ($26.4 million decrease).
In 2005, the July Old Master Paintings sale in London included the sale of Canaletto’s
Venice, The Grand Canal, Looking Northeast From Palazzo Balbi To The Rialto Bridge
for approximately $29 million. There was no comparably priced painting offered in the
July 2006 sales.

Auction Commission Margin—Auction commission margin represents total auction commission
revenues as a percentage of Net Auction Sales. Typically, auction commission margins are higher for
lower value works of art or collections, while higher valued property earns lower margins. In certain
limited situations, auction commission margins are adversely impacted by arrangements whereby
auction commissions are shared with consignors or with the Company’s partners in auction
guarantees. In certain of these instances, the Company may share auction commissions with a
consignor as part of an auction guarantee, typically in exchange for a portion of the hammer (sale)
price in excess of a negotiated amount. Auction commissions are occasionally shared with auction
guarantee partners as a result of management’s decision to reduce risk through sharing arrangements
with such partners, whereby the Company reduces its financial exposure under an auction guarantee
in exchange for sharing the auction commission.

For the year ended December 31, 2006, auction commission margin decreased 9% (from 18.7%
to 17%) primarily due to a change in sales mix as a more significant portion of Net Auction Sales
in 2006 were at the high-end of the Company’s business where auction commission margins are
traditionally lower. Also contributing to the deterioration in auction commission margin were certain
significant consignments in the second and fourth quarters of 2006 that were sold subject to
commission sharing arrangements, whereby the Company shared the auction commissions in
exchange for a portion of the hammer price in excess of a negotiated amount (see discussion of
Principal Activities below).

Principal Activities—Auction segment principal activities consist mainly of gains or losses related
to auction guarantees including: (i) any share of overage or shortfall recognized when the guaranteed
property is sold at auction, (ii) any writedowns of the carrying value of guaranteed property that
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failed to sell at auction and (iii) any subsequent recoveries or losses on the sale of guaranteed
property that failed to sell at auction. To a much lesser extent Auction segment principal activities
includes gains or losses related to the sale of other Auction segment inventory, as well as any
writedowns in the carrying value of such inventory, which consists mainly of objects obtained
incidental to the auction process primarily as a result of defaults by purchasers after the consignor
has been paid.

For the year ended December 31, 2006, principal activities increased $14.9 million when
compared to the prior year, primarily due to significantly favorable guarantee experience in the
second quarter of 2006 (see discussion of Auction Commission Margin above). As discussed above,
in certain limited situations the Company may share auction commissions with the consignor as part
of an auction guarantee in exchange for a portion of the hammer price in excess of the guaranteed
amount. As a result, in periods impacted by such arrangements, such as in 2006, auction commission
revenues are best reviewed in the aggregate with principal activities to fully understand auction and
related revenues for the period.

Also contributing to the increase in principal activities in 2006 is a $6.3 million gain recognized
on the sale of a painting that failed to sell at auction in 2004 and was acquired as a result of a
guarantee, for which there was no comparable gain in 2005. As discussed in more detail below under
“Off-Balance Sheet Arrangements,” when guaranteed property fails to sell at auction, the amount of
the auction guarantee must be paid, but the Company has the right to recover such amount through
future sale of the property. In certain instances such as the sale described above, the sale proceeds
ultimately realized by the Company exceed the amount of any prior losses previously recognized on
the auction guarantee.

Private Sale Commissions—For the year ended December 31, 2006, private sale commissions
increased $5.2 million, or 25%, when compared to the prior year. Most notably, 2006 results
included revenue associated with the private sale of the Collection of Dr. Martin Luther King, Jr.
and private sales conducted at the Chatsworth House, for which there were no comparable sales in
the prior year. The overall increase in private sale commissions reflected management’s continued
commitment to pursue private sales opportunities in the strong international art market.

Finance Revenues

For the year ended December 31, 2006, Finance revenues increased $7.6 million, or 91%, when
compared to the prior year. This substantial increase principally results from a 54% increase in the
average loan portfolio balance during the year (from $102.6 million to $158 million). Also favorably
impacting the comparison to the prior year are higher interest rates earned on the loan portfolio
primarily resulting from an increase in the Prime Rate. A significant portion of the increase in the
average loan portfolio balance is the result of three term loans issued to the same borrower in the
second and fourth quarters of 2005 and in the third quarter of 2006 totaling approximately $59
million. These loans were repaid in the second and fourth quarters of 2007. For the year ended
December 31, 2006, these three loans contributed approximately $3.4 million to the increase in
Finance revenues for the period and, in the aggregate, comprised approximately 34% of the client
loan portfolio at December 31, 2006. The growth in the Finance segment’s client loan portfolio
reflects the availability of capital to fund new loans and management’s marketing efforts in this area.

Dealer Revenues

Dealer revenues increased $7.6 million in 2006 when compared to the prior year mostly due to
incremental revenues contributed by NMP, which was acquired by the Company in June 2006. These
revenues were partially offset by $6.1 million in related cost of sales.

License Fee Revenues

For the year ended December 31, 2006, license fee revenues increased $1.5 million when
compared to the prior year. License fee revenues consist principally of fees earned in conjunction
with a license agreement with Realogy Corporation (“Realogy”), formerly Cendant Corporation.
Under this agreement, Realogy licenses the Sotheby’s International Realty trademark and certain
related trademarks in exchange for an ongoing license fee based upon a percentage of the volume of
commerce transacted under licensed trademarks.
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Expenses

For the years ended December 31, 2006 and 2005, expenses consisted of the following (in
thousands of dollars):
Favorable / (Unfavorable)

Year Ended December 31 2006 2005 $ Change % Change
Direct costs of services ............coooevnn... $ 63303 § 58,128 ($5,175) (8.9%)
Dealer cost of sales.......................... 6,060 — (6,060) *
Marketing eXpenses. ...........coeueuenennn... 12,851 8,805 (4,0406) (46.0%)
Salaries and related costs.................... 226,410 187,753 (38,657) (20.6%)
General and administrative expenses ........ 136,244 113,823 (22,421) (19.7%)
Depreciation and amortization expense...... 22,783 22,081 (702) (32%)

Total EXPENSES .. vvvvvrveeererernennnns $467,651  $390,590  ($77,061) (19.7%)
Legend:

* Represents a change in excess of 100% .

Direct Costs of Services

For the year ended December 31, 2006, direct costs of services increased $5.2 million, or 9%,
when compared to the prior year. The increase in direct costs was consistent with the volume and
type of property offered and sold at auction during 2006. In particular, the increase reflected higher
sale promotion and shipping costs related to the successful Impressionist and Contemporary art sales
in New York and London, in addition to $1 million of costs to promote a private sale exhibition at
the Chatsworth House in the U.K. Also contributing to the increase in direct costs was $0.9 million
due to the unfavorable impact of foreign currency translations and a $0.8 million increase in venue
preparation costs for sales conducted at a new location in Hong Kong.

The overall increase in direct costs for the period was partially offset by costs incurred in 2005
related to significant off-premises single-owner sales, for which there were no comparable events in
2006. Specifically, in 2005, direct costs included approximately $4.8 million in costs related to the off-
premises single-owner auction sale of property from the Royal House of Hanover in Germany in
October 2005 and $1.5 million in costs related to the sale of cars and memorabilia at Ferrari
headquarters in Maranello, Italy.

Marketing Expenses

For the year ended December 31, 2006, marketing expenses increased $4 million, or 46%, when
compared to the prior year. This increase is largely due higher spending related to client service
programs.

Salaries and Related Costs
For the years ended December 31, 2006 and 2005, salaries and related costs consisted of the
following (in thousands of dollars):
Favorable / (Unfavorable)

Year Ended December 31 2006 2005 $ Change % Change
Full-time salaries .............cooviiiiiinnn.n. $110,882 $101,287 ($9,595) (9.5%)
Incentive bonus CoStS ..........covuiiinen.... 41,970 30,479 (11,491) (37.7%)
Stock compensation expense................. 13,335 3,716 (9,619) *
Employee benefits........................... 25,641 20,929 (4,712) (22.5%)
Payroll taxes.........ooviiiiiiiiiiiinan... 17,883 14,102 (3,781) (26.8%)
Option Exchange ..................o.oiat. 2,484 4,553 2,069 45.4%
Other *#. . 14,215 12,687 (1,528) (12.0%)
Total salaries and related costs.......... $226,410 $187,753  ($38,657) (20.6%)

Key Performance Indicator:

Salaries and related costs as a % of
total revenues. ..., 34.1% 36.5% N/A 6.8%



Legend:
* Represents a change in excess of 100%.
** Principally includes the cost of temporary labor and overtime.

As discussed above in Management’s Discussion and Analysis of results of operations for the
years ended December 31, 2007 and 2006, in recent years, the Company’s overall compensation
strategy has evolved towards having greater variability in pay, dependent upon the Company’s
profitability. Also, the Company’s equity compensation strategy has evolved towards a preference for
restricted stock as opposed to stock options. These strategic shifts were reflected in the $38.7
million, or 21%, increase in salaries and related costs during 2006, as the significant drivers of this
increase included higher levels of incentive bonus costs and restricted stock compensation expense
due to the significant profitability of the Company. In 2006, the level of salaries and related costs
was also impacted by strategic headcount additions in certain departments, as discussed in more
detail below, which contributed to the 10% increase in full-time salaries. The comparison to the
prior year was also unfavorably impacted by higher employee benefits and payroll taxes. See
discussion below for a more detailed explanation of each of these factors.

Incentive Bonus Costs—For the year ended December 31, 2006, incentive bonus costs increased
$11.5 million, or 38%, when compared to the prior year, due to the Company’s strong financial
performance in 2006.

Stock Compensation Expense—For the year ended December 31, 2006, stock compensation
expense (excluding costs related to the Exchange Offer described below) increased $9.6 million when
compared to the prior year. This increase was attributable to stock compensation costs resulting
from compensation arrangements with certain senior executives consummated in 2006 totaling $5.5
million for the year ended December 31, 2006, as well as incremental costs from other restricted
stock awarded during 2006. Included in the stock compensation expense associated with these
executive compensation arrangements was $3.5 million related to shares of restricted stock granted
in 2006 that will only vest and create value for the recipients at the end of a minimum employment
period, and only if certain objective performance or market-based criteria are satisfied. Additionally,
for the year ended December 31, 2006, the Company recognized $1.4 million in stock compensation
expense for stock options resulting from the adoption of SFAS No. 123R, “Share-Based Payment,”
on January 1, 2006.

Full-Time Salaries—For the year ended December 31, 2006, full-time salaries increased $9.6
million, or 10%, when compared to the prior year. This increase was principally due to strategic
headcount additions in certain departments within the Auction segment which have experienced
market growth, including Contemporary Paintings, Impressionist Paintings, Russian Art and Asian
Art, as well as limited salary increases throughout the Company. The overall increase in full-time
salaries was partially offset by $0.8 million of savings achieved in the second half of 2006 as a result
of the outsourcing of the Company’s catalogue production operations in the U.K. in the first half of
2006.

Payroll Taxes—For the year ended December 31, 2006, payroll taxes increased $3.8 million, or
27% , when compared to the prior year, principally due to incremental taxes associated with a
significantly higher level of employee stock option exercises and the vesting of restricted stock shares
during 2006. To a lesser extent, the increase in payroll taxes is also attributable to the increases in
full-time salaries and incentive bonus costs discussed above.

Employee Benefit Costs—For the year ended December 31, 2006, employee benefit costs
increased $4.7 million, or 23%, when compared to the prior year. The higher level of employee
benefit costs was attributable to the headcount, salary and incentive bonus cost increases discussed
above in addition to the following factors:

e A $2.8 million increase in the cost of benefits for the Company’s U.K. employees. Included in
this amount is a $2.2 million, or 50%, increase in costs related to the U.K. Pension Plan (see
Note O of Notes to Consolidated Financial Statements.)

e A $0.9 million increase in severance costs, principally in Europe.
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e A $0.7 million, or 41%, increase in profit sharing costs related to the Company’s U.S. defined
contribution and deferred compensation plans as a result of the Company’s strong financial
performance.

The overall increase in employee benefit costs in 2006 is partially offset by a $0.9 million one-
time charge recognized in 2005 for retirement benefits in Germany, for which there was no
comparable expense in 2006.

Option Exchange Program—In February 2003, the Compensation Committee approved an
exchange offer of cash or restricted stock for certain stock options held by eligible employees under
the 1997 Stock Option Plan (the “Exchange Offer”). The Exchange Offer was tendered during the
first half of 2004.

For the year ended December 31, 2006, compensation expense related to the Exchange Offer
decreased $2.1 million, or 45%, when compared to the prior year as a result of lower stock
compensation expense related to the issuance of 1.1 million restricted shares in the Exchange Offer,
which is being amortized over a graded four-year vesting period.

General and Administrative Expenses

For the year ended December 31, 2006, general and administrative expenses increased
$22.4 million, or 20%, when compared to the prior year. This increase is largely attributable to the
following factors:

e A $9.8 million, or 33%, increase in professional fees, which was partially attributable to
$3.3 million in costs associated with outsourcing the Company’s catalogue production
operations in the U.K. Also contributing to the increase were approximately $2.2 million in
consulting fees related to strategic corporate initiatives, including several client service and
marketing initiatives; as well as $1.7 million in tax staffing fees.

e A $4.5 million, or 24%, increase in travel and entertainment costs principally due to the
higher level of travel for pursuing business opportunities during the period. Also contributing
to the increase in travel and entertainment costs during the period were price increases for
airfares and other travel costs.

e A $2.9 million benefit recorded in the fourth quarter of 2005 related to the reversal of certain
sales tax estimates that were no longer necessary, for which there was no comparable event in
the current period.

e A $2.3 million, or 8%, increase in premises related costs principally due to increased rental
costs in Europe ($0.9 million), moving expenses related to the refurbishment of the
Company’s New Bond Street building in London ($0.6 million) and increased cost for building
repairs and maintenance in the U.K. ($0.4 million).

e A $2.3 million increase in authenticity claims, goodwill gestures and other litigation-related
charges.

e $1.1 million in general and administrative costs related to Noortman Master Paintings, which
was acquired in June 2006 and for which there are no comparable costs in the prior year.

¢ $1 million contingency reserve recorded in the fourth quarter of 2006 related to certain state
and local tax issues. (See Note P of Notes to Consolidated Financial Statements.)

e A $0.7 million charge related to the final settlement of the Canadian Competition Bureau
investigation. (See Note R of Notes to Consolidated Financial Statements.)

e Various smaller increases in other general and administrative expenses totaling approximately
$1.1 million.

For the year ended December 31, 2006, the overall increase in general and administrative
expenses was partially offset by the one-time benefit associated with the recovery of $2.4 million in
administrative expenses related to the settlement of the International Antitrust Litigation (see Note
R of Notes to Consolidated Financial Statements) for information related to the original income
statement classification of such expenses) and a $1 million reduction in insurance costs, reflecting
management’s cost reduction efforts and lower overall premiums available in the insurance market.
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Depreciation and Amortization Expense

For the year ended December 31, 2006, depreciation and amortization expense increased $0.7
million, or 3%, to $22.8 million when compared to the prior year principally due to $1.7 million of
amortization expense related to intangible assets acquired in the acquisition of Noortman Master
Paintings B.V. (see “Acquisition” below), partially offset by lower depreciation expense as a result
of the timing and rate of capital spending on depreciable fixed assets.

Net Interest Expense

Due to funding requirements for new client loans, as well as decreased cash balances resulting
from funding the Transaction described under “Recapitalization” below, the Company had
significantly lower average cash balances and short-term investments and a higher level of average
outstanding revolving credit facility borrowings during the nine months ended September 30, 2006,
when compared to the same period in the prior year. As a result of these factors, for the nine
months ended September 30, 2006, net interest expense increased $2.3 million, when compared to
the same period in 2005. However, during the fourth quarter of 2006, average cash balances and
short-term investments increased significantly and average outstanding credit facility borrowings
decreased as a result of the strength of the Company’s auction sales, causing a $2.9 million decrease
in net interest expense for the quarter. Overall, for the year ended December 31, 2006, net interest
expense decreased $0.6 million, or 2%, when compared to the prior year. (See Note J of Notes to
Consolidated Financial Statements for additional information related to interest expense.)

Credit Facility Termination Costs

On September 7, 2005, in connection with the Transaction described under “Recapitalization”
below, the Company terminated its senior secured credit agreement with General Electric Capital
Corporation (the “GE Capital Credit Agreement”). As a result of the termination of the GE Capital
Credit Agreement, the Company incurred a $1 million termination fee and wrote off approximately
$2.1 million in arrangement fees and other direct costs related to the GE Capital Credit Agreement,
which were previously being amortized over the term of the agreement. These charges are combined
and reflected as a separate caption in the Consolidated Income Statement for the year ended
December 31, 2005. There was no comparable event or charges impacting the Company’s results for
the year ended December 31, 2006.

Other Expense

For the year ended December 31, 2006, other expense increased $2.8 million to $4.2 million
principally due to net losses relating to the revaluation and settlement of certain forward exchange
contracts during the year. Such forward exchange contracts were principally used as cash flow hedges
of the Company’s exposure to foreign currency denominated future guarantee obligations. These
contracts are not designated as hedging instruments under SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” as amended, and are recorded in the Consolidated
Balance Sheets at fair value, which is based on referenced market rates. (See Note B of Notes to
Consolidated Financial Statements.)

Income Tax Expense

The effective tax rate related to continuing operations was approximately 36.2% in 2006,
compared to approximately 31.4% in 2005. This increase is primarily the result of the benefit
recorded in 2005 related to the reversal of the valuation allowance associated with certain federal
and foreign net operating loss carryforwards, higher income tax reserves related to certain U.S. and
international issues and increased deemed income from overseas subsidiaries. These increases were
partially offset by the utilization of foreign tax credits.

On November 7, 2005, the Company’s Chief Executive Officer and Board of Directors approved
a domestic reinvestment plan to repatriate up to $72.4 million of foreign earnings under the
American Jobs Creation Act of 2004 during 2005. These foreign earnings were previously considered
to be indefinitely reinvested outside of the U.S. The Company repatriated approximately
$72.4 million during 2005 and recorded income tax expense of $3.8 million.

(See Note K of Notes to Consolidated Financial Statements.)
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FINANCIAL CONDITION AS OF DECEMBER 31, 2007

This discussion should be read in conjunction with the Company’s Consolidated Statements of
Cash Flows (see Item 8, “Financial Statements and Supplementary Data”). For the year ended
December 31, 2007, total cash and cash equivalents increased approximately $127.2 million to
$348.3 million primarily due to the factors discussed below.

Cash Used by Operating Activities—Net cash used by operating activities of $37.1 million for the
year ended December 31, 2007 was principally attributable to the following factors:

e A $243.2 million net increase in amounts owed by clients to the Company principally due to
the timing of when auction and private sales occurred and settled.

e An $84.9 million net increase in inventory principally due to the acquisition of property under
auction guarantees that did not sell at auction during the year, as well as investments in
property made by the Company’s Dealer segment in the third quarter of 2007, partially offset
by sales of Dealer inventory.

e The purchase of $30.5 million in assets held in a rabbi trust to fund the liability related to the
Sotheby’s Deferred Compensation Plan (see Note O of Notes to Consolidated Financial
Statements).

Partially offsetting these cash outflows from operations was the benefit from net income of
$213.1 million earned during 2007, an increase in accrued income taxes payable of $55.1 million and
a $22 million increase in accrued incentive compensation costs due to the Company’s strong financial
performance in 2007.

Cash Provided by Investing Activities—Net cash provided by investing activities of $163.7 million
for the year ended December 31, 2007 is principally due to a $126 million net decrease in short-term
investments, a $46.1 million net decrease in client loans, $6.2 million in proceeds received from the
sale of land and buildings in the U.K. and $7.6 million in distributions received from equity
investees. These investing cash inflows were minimally offset by $17.4 million in capital expenditures
and a $3 million increase in restricted cash.

Cash Used by Financing Activities—Net cash used by financing activities of $0.7 million for the
year ended December 31, 2007 was principally due to $33.3 million in dividend payments made in
2007, partially offset by $18.6 million in proceeds from the exercise of stock options and $15.7
million in excess tax benefits resulting from stock option exercises and the vesting of restricted stock
during 2007.

YORK PROPERTY

On February 7, 2003, the Company sold the York Property and leased it back from the buyer
for an initial 20-year term, with options for the Company to extend the lease for two additional 10-
year terms. The resulting lease is being accounted for as a capital lease. Additionally, the sale of the
York Property resulted in a deferred gain of $22.7 million, which is being amortized on a straight-
line basis against depreciation expense over the initial 20-year lease term. As of December 31, 2007,
the remaining deferred gain related to the sale-leaseback transaction was approximately $17 million.

On January 11, 2008, the Company entered into a contract to reacquire the York Property from
an affiliate of RFR for $370 million. The Company also agreed to give the principals of RFR certain
terms for future sales of works of art at Sotheby’s auctions. The Company intends to finance the
purchase price through the assumption of an existing $235 million mortgage on the York Property,
which is subject to the lenders consent, and a combination of available cash resources and possible
future borrowings. The mortgage loan matures on July 1, 2035, with an optional pre-payment date of
July 1, 2015, and bears an annual rate of interest of approximately 5.6%, which increases subsequent
to July 1, 2015. Due to the scheduled increase in the annual interest rate and some other terms of
the agreement subsequent to July 1, 2015, it would be the Company’s intention to pre-pay the
mortgage on or about July 1, 2015. The Company has made an upfront payment to the seller of $50
million, which is refundable under certain conditions. The closing of the sale, which is subject to

41



certain customary closing conditions, is scheduled to take place not later than July 1, 2009, nor
earlier than April 1, 2008.

When the transaction is closed, the existing York Property capital lease obligation of $169
million and the related $131 million net capital lease asset, as well as the $17 million deferred gain
will be derecognized in the Company’s Consolidated Balance Sheet and the net effect will be
deducted from the purchase price. As a result, the land and building acquired will be recorded on
the Company’s Consolidated Balance Sheet at an amount in the range of approximately of $320
million.

ACQUISITION

On June 7, 2006, the Company entered into a sale and purchase agreement with Arcimboldo
S.A. (“Arcimboldo”), pursuant to which the Company acquired all of the issued and outstanding
shares of capital stock of Noortman Master Paintings B.V. (“NMP”), one of the world’s leading art
dealers specializing in Dutch and Flemish Old Master Paintings, as well as French Impressionist and
Post-Impressionist paintings. NMP is based in Maastricht, The Netherlands. The acquisition of NMP
has provided the Company with the opportunity to expand its dealer activities.

Robert C. Noortman, who was the Managing Director of NMP and sole shareholder of
Arcimboldo and who also guaranteed the obligations of Arcimboldo under the Purchase Agreement,
died unexpectedly on January 14, 2007. Following Mr. Noortman’s death, his guarantee under the
Purchase Agreement remains binding on his estate. NMP is continuing under the leadership of Mr.
Noortman’s son, William Noortman. NMP’s results are included in the Company’s Consolidated
Income Statements beginning as of June 1, 2006 and were not material to the Company’s
Consolidated results in 2006.

Pursuant to the Purchase Agreement, the Company paid initial consideration (the “Initial
Consideration”) in the form of 1,946,849 shares of Sotheby’s Class A Common Stock (“Sotheby’s
Shares”), which had a fair value of approximately $41.4 million. The fair value of the Sotheby’s
Shares issued as Initial Consideration was based on the actual number of shares issued using the
closing price of the Sotheby’s Shares on the New York Stock Exchange of $25.30 per share on
June 6, 2006 reduced by $7.9 million to reflect the appraised fair value of certain restrictions on the
future transfer of the Initial Consideration, as discussed in more detail below. In addition to the
Initial Consideration, the Company acquired NMP subject to approximately $25.6 million of
indebtedness, consisting of a €12.5 million ($16.1 million) long-term non-interest bearing note
payable to Arcimboldo over a period of three years (as discussed in more detail below) and
$9.5 million of bank debt that was repaid upon the closing of the transaction, as well as the
settlement of an $11.7 million auction payable due to Sotheby’s. As of the date of acquisition, the
present value of the note payable to Arcimboldo was approximately €11.3 million ($14.6 million).
The €1.2 million ($1.5 million) discount on the note payable is being amortized to interest expense
over the note’s three-year term. The first and second installments of €2.1 million ($2.6 million) and
€2.1 million ($2.8 million) under the note payable were made on July 26, 2006 and June 7, 2007,
respectively. The remaining payments under the note payable are due according to the following
schedule: €4.2 million (approximately $6.1 million) on June 7, 2008 and €4.2 million (approximately
$6.1 million) on June 7, 2009. As of December 31, 2007, the carrying value of the note payable was
$11.7 million, representing the aggregate remaining payments of $12.2 million less the remaining
unamortized discount of $0.5 million. The current portion of the note payable ($5.7 million) is
recorded in the December 31, 2007 Consolidated Balance Sheet within Accounts Payable and
Accrued Liabilities. The non-current portion of the note payable ($6 million) is recorded in the
December 31, 2007 Consolidated Balance Sheet within Other Liabilities.

If NMP fails to achieve a minimum level of financial performance during the five years
following the closing of the transaction, up to 20% of the Initial Consideration will be transferred
back to the Company.

An additional 486,712 Sotheby’s Shares (the “Additional Consideration”) have been issued and
placed in escrow, to be released only if NMP achieves certain targeted performance and service
criteria specified in the Purchase Agreement during the five years following the closing of the
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transaction. Based on the closing price of Sotheby’s Shares on the New York Stock Exchange of
$34.09 per share on February 20, 2008, the Additional Consideration had a fair value of
approximately $16.6 million. The Additional Consideration is being held in escrow pursuant to an
escrow agreement dated June 7, 2006, among the parties to the Purchase Agreement and LaSalle
Bank N.A.

The Purchase Agreement also provides for certain restrictions on the transfer of the Sotheby’s
Shares received by Arcimboldo, as discussed above. Subject to certain limited exclusions,
Arcimboldo may not sell or otherwise transfer any of the Sotheby’s Shares that it received as Initial
Consideration for a period of two years after the closing, and may not transfer 20% of the Sotheby’s
Shares that it received as Initial Consideration for a period of five years after the closing.

The Company, Arcimboldo and Mr. Noortman also made customary warranties and covenants
in the Purchase Agreement, including certain post-closing business covenants of the Company and
certain non-competition and non-solicitation covenants of Arcimboldo and Mr. Noortman for a
period of five years following closing. Mr. Noortman also entered into a seven-year employment
agreement with NMP, which ceased upon Mr. Noortman’s death.

In conjunction with the acquisition of NMP, the Company purchased a key man life insurance
policy of $20 million covering Mr. Noortman. As a result of Mr. Noortman’s death on January 14,
2007, the Company became entitled to the $20 million death benefit under the policy and
accordingly recorded such amount as non-operating income in its Consolidated Income Statement in
the first quarter of 2007. The Company collected these insurance proceeds in April 2007.

(See Note C of Notes to Consolidated Financial Statements for additional information related to
the acquisition of NMP.)

REVIEW OF STOCK OPTION GRANTING PRACTICES

In June through November 2006, at the request of the Company’s Chief Executive Officer,
outside legal counsel conducted a review of the Company’s stock option granting practices from 1995
through 2006 to determine whether any backdating of stock options had occurred. This request was
not made because of any knowledge or belief that there were any improprieties in the Company’s
stock option granting practices, but because of the publicity that had been given to this subject in
relation to other companies. Counsel concluded and management concurred that there was no
evidence of intentional wrongdoing by any of the Company’s Named Executive Officers (as defined
by the SEC) or by any other director or employee of the Company. However, it was concluded that,
in a number of instances prior to 2003, the Company had used an incorrect measurement date under
Accounting Principles Board Opinion No. 25, “Accounting for Stock Options” (“Opinion 25”), in
accounting for certain of its stock option grants because on the date of such grants, the number of
shares that particular individuals were entitled to receive was not finalized or the number of options
allocated to certain recipients was changed after the award approval date. Based on the results of
counsel’s review, management concluded that the measurement dates for these awards should be
revised.

The Company determined that from the first quarter of 1996 through 2004, it had certain
unrecorded non-cash stock compensation charges associated with its stock option plans. The amount
of aggregate unrecorded non-cash stock compensation expense, which the Company should have
recorded in prior periods as a component of Salaries and Related Costs, was approximately
$6 million pre-tax and approximately $4 million after-tax. The Company determined, however, that
the charges from 1996 through 2004 were not material to its consolidated financial statements in any
of the periods to which such charges related.

Management, however, concluded that the aggregate amount of unrecorded stock compensation
expense related to these stock options would have been material, if recorded, to the fourth quarter
of 2006. As a result, the Company restated its financial statements in its 2006 Form 10-K filing for
prior periods and recorded an adjustment of approximately $3.8 million to Retained Earnings and
Additional Paid-in Capital as of January 1, 2004. This adjustment represented the cumulative effect
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on an after tax basis of the adjustment relating to the non-cash stock compensation charges
discussed above related to years 1999 to 2003.

RECAPITALIZATION

On September 7, 2005, the Company entered into a Transaction Agreement (the “Agreement”),
dated as of such date, with various affiliates of A. Alfred Taubman and his family (the
“Shareholders”). Prior to completion of the transactions contemplated by the Agreement, the
Shareholders were the Company’s largest shareholders, holding in the aggregate 14,034,158 shares of
the Company’s Class B Common Stock, par value $0.10 per share (the “Class B Stock”),
representing approximately 62.4% of the aggregate voting power of the Company’s capital stock.
Robert S. Taubman, A. Alfred Taubman’s son, has been a director of the Company since August
2000.

Pursuant to the Agreement, the Company agreed to exchange all 14,034,158 shares of Class B
Stock owned by the Shareholders for $168.4 million in cash and 7.1 million shares of the Company’s
Class A Limited Voting Common Stock, par value $0.10 per share (the “Class A Stock”™), (such
exchange, the “Transaction”). (See “Mechanics of Effecting the Transaction; Funding” below.)
Completion of the Transaction was not subject to any conditions and it was completed on
September 7, 2005. Because the outstanding shares of Class B Stock constituted less than fifty
percent of the aggregate voting power of the Company’s outstanding common stock following
completion of the Transaction, pursuant to the Company’s Third Amended and Restated Articles of
Incorporation (the “Articles”), following completion of the Transaction each remaining outstanding
share of Class B Stock held by shareholders not a party to the Transaction was automatically
converted into one share of Class A Stock without any action on the part of the holder thereof.
Therefore, immediately following completion of the Transaction and such conversion, the Company
had approximately 57.3 million shares of Class A Stock outstanding (of which the Shareholders
owned 7.1 million, or approximately 12.4%) and no shares of Class B Stock outstanding.

The Company’s Board of Directors appointed a Special Committee to carefully examine all
details of the Transaction. The Special Committee consisted of four disinterested Directors who,
after careful deliberation and negotiation, and based on the advice of independent legal and
financial advisors retained by the Special Committee, unanimously recommended that the Company’s
Board of Directors approve the Transaction.

As a result of the Transaction, the dual class super-voting share structure that had been in place
since the Company’s initial public offering in 1988 was eliminated, allowing for a corporate
governance structure that is more consistent with the best practices of public companies.

Mechanics of Effecting the Transaction; Funding—Under the terms of the Agreement, the
Transaction was effected by means of: (1) the Shareholders voluntarily converting, on a one-for-one
basis pursuant to the Articles, 7.1 million shares of Class B Stock into shares of Class A Stock, and
(2) the Company acquiring the remaining shares of Class B Stock owned by the Shareholders for
aggregate cash consideration of $168.4 million. The Company funded the cash portion of the
consideration plus direct transaction and financing costs with then existing cash balances and $100
million in borrowings under the BofA Credit Agreement (see “Liquidity and Capital Resources”
below and Note J of Notes to Consolidated Financial Statements under Item 8, “Financial
Statements and Supplementary Data,” for information related to the Company’s credit
arrangements).

The total cost to acquire the Class B Stock owned by the Shareholders of $177.2 million
(including $8.8 million in direct transaction costs) was accounted for as a treasury stock transaction,
with Common Stock and Additional Paid-In Capital being reduced by $177.1 million. Additionally,
the Company ascribed $100,000 of the total cost to the Standstill (as described below) and certain
restrictions on transfer based on their appraised fair values. Such amount was expensed as incurred
within Other Expense in the period of the Transaction.

Standstill—In the Agreement, each Shareholder agreed to a customary standstill lasting until the
earlier of (1) the fourth anniversary of the Transaction or (2) 30 days after the date on which
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(a) the Shareholders, together with their affiliates, own, in the aggregate, securities representing less
than ten percent of the Company’s total outstanding voting power and (b) no affiliate of any
Shareholder is a member of the Board of Directors of the Company (however, if such 30th day
would otherwise occur on or before the second anniversary of the Transaction, such 30th day would
not be deemed to occur until such second anniversary). The terms of the Standstill generally state
that, each Shareholder shall not (unless requested by the Company): (1) acquire or propose to
acquire ownership of or the ability to vote any securities or other property of the Company or any
of its subsidiaries or (2) act to seek to control or influence the management, Board of Directors,
shareholders, business, operations or policies of the Company.

Registration Rights—In the Agreement, the Company agreed that, following the second
anniversary of the Transaction and on not more than two occasions, the Shareholders would have
the right to require the Company to file a registration statement under the federal securities laws
registering the sale of all or a portion of the shares of Class A Stock owned by the Shareholders
that are not otherwise freely tradable, provided that the market value of the securities proposed to
be sold exceeds specified thresholds. The Company has the right to defer the filing of such
registration statement under certain circumstances. The Company also agreed to allow the
Shareholders to participate in any registration statement proposed to be effected by the Company
following the second anniversary of the Transaction, subject to certain restrictions. The Company
agreed to pay all expenses incurred in connection with such registration, other than any underwriting
discounts or commissions, and also agreed to indemnify each Shareholder from losses incurred as a
result of material misstatements or omissions in such registration statement (other than those that
are the responsibility of the Shareholders, losses incurred by the Company as a result of which
would be subject to indemnification from the Shareholders).

REINCORPORATION

On June 30, 2006, Sotheby’s Holdings, Inc., a Michigan corporation (“Sotheby’s Michigan”),
completed its reincorporation into the State of Delaware (the “Reincorporation”). The
Reincorporation and related proposals were approved by the shareholders of Sotheby’s Michigan at
the annual meeting of shareholders held on May 8, 2006. The Reincorporation was completed by
means of a merger of Sotheby’s Michigan with and into Sotheby’s Delaware, Inc., a Delaware
corporation (“Sotheby’s Delaware”) and a wholly-owned subsidiary of Sotheby’s Michigan
incorporated for the purpose of effecting the Reincorporation, with Sotheby’s Delaware being the
surviving corporation. Sotheby’s Delaware was renamed “Sotheby’s” upon completion of the merger.

In the merger, each outstanding share of Sotheby’s Michigan Class A Limited Voting Common
Stock (“Sotheby’s Michigan Stock”) was converted into one share of Common Stock of Sotheby’s
Delaware (“Sotheby’s Delaware Stock”). As a result, holders of Sotheby’s Michigan Stock became
holders of Sotheby’s Delaware Stock, and their rights as holders thereof are now governed by the
General Corporation Law of the State of Delaware and the Certificate of Incorporation and By-
Laws of Sotheby’s Delaware.

The Reincorporation was accounted for as a reverse merger whereby, for accounting purposes,
Sotheby’s Michigan was considered the acquiror and the surviving corporation was treated as the
successor to the historical operations of Sotheby’s Michigan. Accordingly, the historical financial
statements of Sotheby’s Michigan, which Sotheby’s Michigan previously reported to the SEC on
Forms 10-K and 10-Q, among other forms, are treated as the financial statements of the surviving
corporation.

The Reincorporation did not result in any change in the business or principal facilities of
Sotheby’s Michigan. Upon completion of the merger, the address of Sotheby’s principal executive
offices became 1334 York Avenue, New York, NY 10021. Sotheby’s Michigan’s management and
board of directors continued as the management and board of directors of Sotheby’s Delaware.
Sotheby’s Delaware Stock continues to trade on the New York Stock Exchange under the symbol
“BID.” Shareholders were not required to exchange their existing stock certificates, which now
represent an equivalent number of shares of Sotheby’s Delaware Stock.
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CONTRACTUAL OBLIGATIONS AND COMMITMENTS

The following table summarizes the Company’s material contractual obligations and

commitments as of December 31, 2007:

Payments Due by Period

Less Than
Total One Year 1to 3 Years 3to5 Years After 5 Years

(Thousands of dollars)

Long-term debt (1)

Principal payments.................. $100,000 $ —  $100,000 $  — $ —
Interest payments................... 9,740 6,875 2,865 — —
Sub-total .................. 109,740 6,875 102,865 — —
Other commitments:

York Property capital lease (2)..... 350,383 19,287 41,250 42,692 247,154
Operating lease obligations (3) ..... 91,688 17,133 23,112 12,752 38,691
Discount Certificates (4)............ 22,651 22,651 — — —
Note payable to Arcimboldo (5).... 12,256 6,128 6,128 — —
Employment arrangements (6)...... 17,663 7,078 8,770 1,815 —
Uncertain tax positions (7).......... 11,948 11,948 — — —
Sub-total ...l 506,589 84,225 79,260 57,259 285,845
Total ..........coovinin... $616,329  $91,100  $182,125 $57,259 $285,845

(1) Represents the aggregate outstanding principal and semi-annual interest payments due on the

@)

®)

4)

®)
(6)

™)

Company’s long-term debt. (See “Liquidity and Capital Resources” below and Note J of Notes
to Consolidated Financial Statements for information related to the Company’s credit
arrangements.)

Represents the rental payments due under the capital lease obligation for the York Property.
See “York Property” above for discussion of a related subsequent event.

Represents rental payments due under the Company’s operating lease obligations. (See Note M
of Notes to Consolidated Financial Statements.)

Represents the remaining outstanding face value of the Discount Certificates that were
distributed in conjunction with the settlement of certain civil antitrust litigation, which are fully
redeemable in connection with any auction that is conducted by the Company or Christie’s in
the U.S. or in the U.K. The Discount Certificates may be used to satisfy consignment charges
involving vendor’s commission, risk of loss and/or catalogue illustration. The Discount
Certificates will expire on May 14, 2008 and cannot be redeemed subsequent to that date;
however, any unused Discount Certificates may be redeemed for cash at their face value at any
time between May 15, 2007 and May 14, 2008. (See Note R of Notes to Consolidated Financial
Statements.)

See Note C of Notes to Consolidated Financial Statements.

Represents the remaining commitment for future salaries as of December 31, 2007 related to
employment arrangements with ten employees, excluding incentive bonuses, any participation in
the Company’s Executive Bonus Plan and equity grants. (See Note P of Notes to Consolidated
Financial Statements.)

The Company’s liability for uncertain tax positions that would be settled by cash payments to
the respective taxing authorities is $18.1 million, of which $11.9 million is classified as current
and $6.2 million is classified as long-term in the Consolidated Balance Sheets. The long-term
portion is excluded from the contractual obligations table above as the Company is unable to
make reliable estimates of the period of settlement with the respective taxing authorities. (See
“Uncertain Tax Positions” below for more detailed information.)
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OFF-BALANCE SHEET ARRANGEMENTS

Auction Guarantees

From time to time in the ordinary course of business, the Company will guarantee to consignors
a minimum price in connection with the sale of property at auction (an “auction guarantee”). In the
event that the property sells for less than the minimum guaranteed price, the Company must
perform under the auction guarantee by funding the difference between the sale price at auction and
the amount of the auction guarantee. If the property does not sell, the amount of the guarantee
must be paid, but the Company has the right to recover such amount through the future sale of the
property. In some cases, the sale proceeds ultimately realized by the Company exceed the amount of
any losses previously recognized on the auction guarantee. Additionally, the Company is generally
entitled to a share of excess proceeds if the property under the auction guarantee sells above a
minimum price. In addition, the Company is obligated under the terms of certain auction guarantees
to advance a portion of the guaranteed amount prior to the auction. In certain situations, the
Company reduces its financial exposure under auction guarantees through auction commission
sharing arrangements with partners. Partners may also assist the Company in valuing and marketing
the property to be sold at auction. (See Note Q of Notes to Consolidated Financial Statements.)

As of December 31, 2007, the Company had outstanding auction guarantees totaling $190.4
million, the property relating to which had a mid-estimate sales price (1) of $204.5 million. The
Company’s financial exposure under these auction guarantees is reduced by $41 million as a result of
risk sharing arrangements with unaffiliated partners. Substantially all of the property related to such
auction guarantees is being offered at auctions in February and May of 2008. As of December 31,
2007, $21.6 million of the guaranteed amount had been advanced by the Company and was recorded
within Notes Receivable and Consignor Advances in the Consolidated Balance Sheet (see Note E of
Notes to Consolidated Financial Statements). As of December 31, 2007 and 2006, the carrying
amount of the liability representing the estimated fair value of the Company’s obligation to perform
under its auction guarantees was approximately $4.3 million and $1.5 million, respectively, and was
reflected in the Consolidated Balance Sheets within Accounts Payable and Accrued Liabilities.

As of February 19, 2008, the Company had outstanding auction guarantees totaling $185.2
million, the property relating to which had a mid-estimate sales price (1) of $195.5 million. The
Company’s financial exposure under these auction guarantees is reduced by $36.6 million as a result
of risk sharing arrangements with unaffiliated partners. Substantially all of the property related to
such auction guarantees is being offered at auctions in February and May 2008. As of February 19,
2008, $58.9 million of the guaranteed amount had been advanced by the Company and will be
recorded within Notes Receivable and Consignor Advances.

(1) The mid-estimate sales price is calculated as the average of the low and high pre-sale
auction estimates for the property under the auction guarantee. Pre-sale estimates are not
always accurate predictions of auction sale results or the fair value of the guaranteed

property.

Lending Commitments

The Company enters into legally binding arrangements to lend, primarily on a collateralized
basis and subject to certain limitations and conditions, to potential consignors and other individuals
who have collections of fine art or other objects. Unfunded commitments to extend additional credit
were $4.5 million at December 31, 2007.

DERIVATIVE FINANCIAL INSTRUMENTS

The Company predominantly utilizes forward exchange contracts to hedge cash flow exposures
related to foreign currency risks, which primarily arise from short-term foreign currency
denominated intercompany balances and, to a lesser extent, foreign currency denominated client
receivable and payable balances, as well as foreign currency denominated auction guarantee
obligations. Such forward exchange contracts held by the Company are typically short-term with
settlement dates less than one year from their inception. Exposures related to foreign currency risks
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are centrally managed by the Company’s global treasury function. The Company’s objective for
holding forward exchange contracts is to minimize foreign currency risks using the most effective
methods to eliminate or reduce the impacts of these exposures. These contracts are not designated
as hedging instruments under SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities,” as amended, and are recorded in the Consolidated Balance Sheets at their fair value,
which is based on referenced market rates. Changes in the fair value of the Company’s derivative
financial instruments are recognized in the Consolidated Income Statements within Other Income
(Expense).

At December 31, 2007, the Company had $82.4 million of notional value forward exchange
contracts outstanding. Notional amounts do not quantify risk or represent assets or liabilities of the
Company, but are used in the calculation of cash settlements under such contracts. The Company is
exposed to credit-related losses in the event of nonperformance by the two counterparties to its
forward exchange contracts, but the Company does not expect any counterparties to fail to meet
their obligations given their high credit ratings.

As of December 31, 2007, the Consolidated Balance Sheets included an asset of $0.5 million
recorded within Prepaid Expenses and Other Current Assets reflecting the fair value of the
Company’s outstanding forward exchange contracts on that date. As of December 31, 2006, the
Consolidated Balance Sheets included a liability of $1.1 million recorded within Accounts Payable
and Accrued Liabilities reflecting the fair value of the Company’s outstanding forward exchange
contracts on that date.

CONTINGENCIES

For information related to Contingencies, see Note P of Notes to Consolidated Financial
Statements.

UNCERTAIN TAX POSITIONS

In July 2006, the FASB issued FIN No. 48, “Accounting for Uncertainty in Income Taxes—An
Interpretation of FASB Statement No. 109.” FIN No. 48 clarifies the accounting for uncertainty in
income taxes recognized in an entity’s financial statements in accordance with SFAS No. 109,
“Accounting for Income Taxes,” and prescribes a recognition threshold and measurement attributes
for financial statement disclosure of tax positions taken or expected to be taken on a tax return.
Under FIN No. 48, the impact of an uncertain income tax position on the income tax return must
be recognized at the largest amount that is more likely-than-not to be sustained upon audit by the
relevant taxing authority. An uncertain income tax position will not be recognized if there is less
than a 50% likelihood of its being sustained. Additionally, FIN No. 48 provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure and
transition.

The Company adopted the provisions of FIN No. 48 on January 1, 2007. The total amount of
unrecognized tax benefits as of the date of adoption was $16.8 million. Included in this balance are
$12.5 million of tax benefits that, if recognized, would impact the effective tax rate. Also included in
this balance are $1.5 million of tax benefits that, if recognized, would result in adjustments to other
tax accounts, primarily deferred taxes.

As a result of the adoption of FIN No. 48, as of January 1, 2007, the Company recognized a
$1.5 million increase in the liability for unrecognized tax benefits, which was accounted for as
follows (in thousands of dollars):

Reduction in Retained Earnings (cumulative effect)...................oo oot $1,459
Increase in Deferred Tax ASSelS. ... ...ttt $ 18
Increase in liability for unrecognized tax benefits................ ... ... $1,477

The total amount of unrecognized tax benefits as of December 31, 2007 was $32.6 million, of
which $13.3 million is recorded within Current Liabilities in Accrued Income Taxes and $19.3
million is recorded as Non-Current in Deferred Income Taxes (assets of $12.9 million) and Accrued
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Shareholder is a member of the Board of Directors of the Company (however, if such 30th day
would otherwise occur on or before the second anniversary of the Transaction, such 30th day would
not be deemed to occur until such second anniversary). The terms of the Standstill generally state
that, each Shareholder shall not (unless requested by the Company): (1) acquire or propose to
acquire ownership of or the ability to vote any securities or other property of the Company or any
of its subsidiaries or (2) act to seek to control or influence the management, Board of Directors,
shareholders, business, operations or policies of the Company.

Registration Rights—In the Agreement, the Company agreed that, following the second
anniversary of the Transaction and on not more than two occasions, the Shareholders would have
the right to require the Company to file a registration statement under the federal securities laws
registering the sale of all or a portion of the shares of Class A Stock owned by the Shareholders
that are not otherwise freely tradable, provided that the market value of the securities proposed to
be sold exceeds specified thresholds. The Company has the right to defer the filing of such
registration statement under certain circumstances. The Company also agreed to allow the
Shareholders to participate in any registration statement proposed to be effected by the Company
following the second anniversary of the Transaction, subject to certain restrictions. The Company
agreed to pay all expenses incurred in connection with such registration, other than any underwriting
discounts or commissions, and also agreed to indemnify each Shareholder from losses incurred as a
result of material misstatements or omissions in such registration statement (other than those that
are the responsibility of the Shareholders, losses incurred by the Company as a result of which
would be subject to indemnification from the Shareholders).

Note W—Reincorporation

On June 30, 2006, Sotheby’s Holdings, Inc., a Michigan corporation (“Sotheby’s Michigan”),
completed its reincorporation into the State of Delaware (the “Reincorporation”). The
Reincorporation and related proposals were approved by the shareholders of Sotheby’s Michigan at
the annual meeting of shareholders held on May 8, 2006. The Reincorporation was completed by
means of a merger of Sotheby’s Michigan with and into Sotheby’s Delaware, Inc., a Delaware
corporation (“Sotheby’s Delaware”) and a wholly-owned subsidiary of Sotheby’s Michigan
incorporated for the purpose of effecting the Reincorporation, with Sotheby’s Delaware being the
surviving corporation. Sotheby’s Delaware was renamed “Sotheby’s” upon completion of the merger.

In the merger, each outstanding share of Sotheby’s Michigan Class A Limited Voting Common
Stock (“Sotheby’s Michigan Stock”) was converted into one share of Common Stock of Sotheby’s
Delaware (“Sotheby’s Delaware Stock”). As a result, holders of Sotheby’s Michigan Stock became
holders of Sotheby’s Delaware Stock, and their rights as holders thereof are now governed by the
General Corporation Law of the State of Delaware and the Certificate of Incorporation and By-
Laws of Sotheby’s Delaware.

The Reincorporation was accounted for as a reverse merger whereby, for accounting purposes,
Sotheby’s Michigan was considered the acquiror and the surviving corporation was treated as the
successor to the historical operations of Sotheby’s Michigan. Accordingly, the historical financial
statements of Sotheby’s Michigan, which Sotheby’s Michigan previously reported to the SEC on
Forms 10-K and 10-Q, among other forms, are treated as the financial statements of the surviving
corporation.

The Reincorporation did not result in any change in the business or principal facilities of
Sotheby’s Michigan. Upon completion of the merger, the address of Sotheby’s principal executive
offices became 1334 York Avenue, New York, NY 10021. Sotheby’s Michigan’s management and
board of directors continued as the management and board of directors of Sotheby’s Delaware.
Sotheby’s Delaware Stock continues to trade on the New York Stock Exchange under the symbol
“BID.” Shareholders were not required to exchange their existing stock certificates, which now
represent an equivalent number of shares of Sotheby’s Delaware Stock.
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Note X—Quarterly Results (Unaudited)

The worldwide art auction market has two principal selling seasons, spring and autumn.
Accordingly, the auction business is seasonal, with peak revenues and operating income generally
occurring in the second and fourth quarters of each year. Consequently, first and third quarter
results typically reflect a lower volume of auction activity when compared to the second and fourth
quarters and, generally, a net loss due to the fixed nature of many of the Company’s operating
expenses.
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Year Ended December 31, 2007

Net Auction Sales () ..........covuvinin...

Revenues:

Auction and related revenues............
Finance revenues ........................
Dealer revenues .........................
License fee revenues.....................
Other revenues .............ccoovveennn...

Total revenues ......................

Income (loss) from continuing operations

Net income (10SS) ..vvvvvrvrininieeiiann.

Per Share Amounts:

Year Ended December 31, 2006

Net Auction Sales (8) .........ccovvverennn...

Revenues:

Auction and related revenues............
Finance revenues ........................
Dealer revenues .............ccceevnnn...
License fee revenues.....................
Other revenues .............ccoevveennn...

Total revenues ......................

Income (loss) from continuing operations

Net income (10SS) ...vovvrvririninniiinnn..

Per Share Amounts:

First Second Third

Fourth

(Thousands of dollars, except per share data)

(a) Net Auction Sales represents the hammer (sale) price of property sold at auction.
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$665,915 $1,808,028 §$ 276418 $1,875.553

$129.817 § 313479 $ 66359 $ 323473

4,780 4219 4,029 3,997

11,847 20,495 13,442 16,982

580 822 920 638

375 492 308 668

$147399 $ 339507 $ 85058 $ 345,758

$ 24334 § 107348  ($20,948) $ 102,405

$ 24334 § 107348  ($20,948) $ 102,405

$ 039 § 168 (80.33) 1.59

........ $ 037 § 164 (80.33) 1.55
$ 039 $§ 168 ($0.33) 1.59

........ $ 037 § 164 ($0.33) 1.55
63,152 63,750 63,974 64,255

65,078 65,561 63,974 66,024

$443,024  $1281,559 $ 195462 $1,314,481

$ 89,493 § 242877 $ 50,830 $ 248,144

3,432 3,550 4347 4,535

........ 2231 634 920 8,991
470 722 961 769

389 516 322 676

$ 96,015 § 248299 $ 57380 §$ 263,115

($3.939) § 72379  ($30.425) $ 69,344

($3977) $ 71448  ($30,27) $ 70,305

($0.07) $ 121 ($0.49) 111

($0.07) $ 117 ($0.49) 1.08

($0.07) $ 120 (80.50) 112

($0.07) $ 116 (80.50) 1.09

57,119 59,740 61,780 62,565

57,119 61,608 61,780 64,352



ITEM 9: CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicable.

ITEM 9A: CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

As of December 31, 2007, the Company has carried out an evaluation, under the supervision
and with the participation of the Company’s management, including the Company’s Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the Company’s disclosure controls and
procedures. Based upon that evaluation, the Company’s Chief Executive Officer and Chief Financial
Officer have concluded that the Company’s disclosure controls and procedures (as defined in
Exchange Act Rule 13a-15(e)) were effective as of December 31, 2007.

Management’s Report on Internal Control over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal
control over financial reporting, as such term is defined in Exchange Act Rule 13a-15(f).
Management evaluates the effectiveness of the Company’s internal control over financial reporting
using the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) in “Internal Control—Integrated Framework.” Management, under the
supervision and with the participation of the Company’s Chief Executive Officer and Chief Financial
Officer, assessed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2007 and concluded that it is effective.

The Company’s independent registered public accounting firm, Deloitte & Touche LLP, has
audited the effectiveness of the Company’s internal control over financial reporting as of December
31, 2007 and has expressed an unqualified opinion in their report which is included herein.

Changes in Internal Control over Financial Reporting

There was no change in the Company’s internal control over financial reporting that occurred
during the Company’s most recent fiscal quarter that has materially affected, or is reasonably likely
to materially affect, the Company’s internal control over financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
SOTHEBY’s
New York, New York

We have audited the internal control over financial reporting of Sotheby’s and subsidiaries (the
“Company”) as of December 31, 2007, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The
Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in the accompanying Management’s Report on Internal Control over Financial Reporting.
Our responsibility is to express an opinion on the Company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the
supervision of, the company’s principal executive and principal financial officers, or persons
performing similar functions, and effected by the company’s board of directors, management, and
other personnel to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due to
error or fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are
subject to the risk that the controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated financial statements and financial statement
schedule as of and for the year ended December 31, 2007 of the Company and our report dated
February 27, 2008 expressed an unqualified opinion and includes an explanatory paragraph referring
to the Company’s adoption of Financial Accounting Standards Board Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes—An Interpretation of FASB Statement No. 109,”
effective January 1, 2007, on those financial statements and financial statement schedule.

/s/ DELoITTE & ToucHE LLP
Deloitte & Touche LLP

New York, New York
February 27, 2008
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PART III

ITEM 10: DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information required by this item is incorporated herein by reference to the Company’s
definitive proxy statement for the annual meeting of shareholders to be held in 2008 (the “Proxy
Statement”) under the captions “Election of Directors,” “Corporate Governance” and “Section 16(a)
Beneficial Ownership Compliance.”

ITEM 11: EXECUTIVE COMPENSATION

The information required by this item is incorporated herein by reference to the material
appearing in the Proxy Statement under the captions “Compensation of Executive Officers” and
“Compensation of Directors.” Notwithstanding anything to the contrary herein, the Audit Committee
Report and the Compensation Committee Report in the Proxy Statement are not incorporated by
reference herein.

ITEM 12: SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information required by this item is incorporated herein by reference to the table and
related text and footnotes appearing in the Proxy Statement under the caption “Security Ownership
of Certain Beneficial Owners and Management.”

ITEM 13: CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE

The information required by this item is incorporated herein by reference to the material
appearing in the Proxy Statement under the captions “Certain Relationships and Related
Transactions” and “Corporate Governance.”

ITEM 14: PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is incorporated herein by reference to the material
appearing in the Proxy Statement under the caption “Ratification of the Appointment of
Independent Auditors.”
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PART IV

ITEM 15: EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

15(a)(1)—The following consolidated financial statements and the related notes thereto of

Sotheby’s Holdings, Inc. and subsidiaries are contained in Item 8, “Financial Statements
and Supplementary Data”: Consolidated Income Statements—Years ended December 31,
2007, 2006 and 2005; Consolidated Balance Sheets—December 31, 2007 and 2006;
Consolidated Statements of Cash Flows—Years ended December 31, 2007, 2006 and
2005; Consolidated Statements of Changes in Shareholders’ Equity—Years ended
December 31, 2007, 2006 and 2005.

15(a)(2)—The following is the consolidated financial statement schedule of Sotheby’s Holdings,

15(2)(3)

2.1

22

3.1

32

4.1
42

4.3

4.4

4.5

10.1%*

10.2%

Inc. and subsidiaries required by Item 15(d): Schedule II—Valuation and Qualifying
Accounts for the years ended December 31, 2007, 2006 and 2005.

—Agreement and Plan of Merger between Sotheby’s Holdings, Inc., a Michigan
corporation and Sotheby’s Delaware, Inc., a Delaware corporation, dated March 31,
2006, incorporated by reference to the Company’s First Quarter Form 10-Q for 2006.

—Agreement for the Sale and Purchase of All the Issued and Outstanding Shares in
Noortman Master Paintings B.V., dated June 7, 2006, incorporated by reference to
Exhibit 2.1 to the Company’s Second Quarter Form 10-Q for 2006.

—Certificate of Incorporation of Sotheby’s, as amended as of June 30, 2006, incorporated
by reference to Exhibit 3.1 to the Company’s current report on Form 8-K, filed on July
7, 2006.

—By-Laws of Sotheby’s adopted as of March 31, 2006, incorporated by reference to
Exhibit 3.2 to the Company’s current report on Form 8-K, filed on July 7, 2006.

—See Exhibits 3.1 and 3.2.

—Indenture, dated as of February 5, 1999, between Sotheby’s Holdings, Inc. and The
Chase Manhattan Bank as Trustee, incorporated by reference to Exhibit 4(a) to the
Company’s current report on Form 8-K, filed on February 10, 1999 with the Securities
and Exchange Commission.

—First Supplemental Indenture, dated as of June 30, 2006, between Sotheby’s and
Wilmington Trust Company, as successor trustee (Supplemental to Indenture dated as of
February 5, 1999 between Sotheby’s Holdings, Inc. and The Chase Manhattan Bank, as
trustee, as filed in the Company’s current report on Form 8-K on February 10, 1999 with
the Securities and Exchange Commission), incorporated by reference to Exhibit 4.4 to
the Company’s current report on Form 8-K, filed on July 7, 2006.

—Fixed Rate Note, dated February 5, 1999, made by Sotheby’s Holdings, Inc. in favor of
Cede & Co., incorporated by reference to Exhibit 4(b) to the Company’s current report
on Form 8-K, filed on February 10, 1999 with the Securities and Exchange Commission.

—Specimen Common Stock Certificate of Sotheby’s, incorporated by reference to Exhibit
4.1 to Post-Effective Amendment No. 1 to the Company’s Registration Statement on
Form 8-A filed on November 21, 2006.

—Sotheby’s Deferred Compensation Plan, dated December 21, 2006 and effective January
1, 2007, incorporated by reference to Exhibit 10.2 to the Company’s Annual Report on
Form 10-K for the year ended December 31, 2006.

—Sotheby’s Holdings, Inc. 1997 Stock Option Plan Composite Plan Document, effective
January 1, 2000, incorporated by reference to Exhibit 10(k) to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000.
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10.3* —Seventh Amendment to the Sotheby’s Holdings, Inc. 1997 Stock Option Plan dated
November 7, 2005, effective September 8, 2005, incorporated by reference to Exhibit
10.4 to the Company’s Annual Report on Form 10-K for the year ended December 31,
2005.

10.4* —Eighth Amendment to the Sotheby’s 1997 Stock Option Plan Composite Plan Document,
dated and effective May 8, 2006, incorporated by reference to Exhibit 10.2 to the
Company’s current report on Form 8-K dated May 12, 2006.

10.5  —Agreement of Partnership of Acquavella Modern Art, dated May 29, 1990, between
Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc., incorporated by
reference to Exhibit 10(b) to the Company’s current report on Form 8-K, filed on June
7, 1990, SEC File No. 1-9750, on file at the Washington, D.C. office of the Securities
and Exchange Commission.

10.6  —First Amendment to Agreement of Partnership, dated December 31, 2000, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10(m) to the Company’s Annual Report on Form
10-K for the year ended December 31, 2000.

10.7 —Second Amendment to Agreement of Partnership, dated December 15, 2001, of
Acquavella Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary
Art, Inc., incorporated by reference to Exhibit 10(k) to the Company’s Annual Report
on Form 10-K for the year ended December 31, 2001.

10.8 ~ —Third Amendment to Agreement of Partnership, dated February 10, 2003, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10(h) to the Company’s Annual Report on Form
10-K for the year ended December 31, 2002.

10.9  —Fourth Amendment to Agreement of Partnership, dated January 13, 2004, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10 to the Company’s Annual Report on Form 10-K
for the year ended December 31, 2003.

10.10 —Fifth Amendment to Agreement of Partnership, dated December 8, 2004, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10.9 to the Company’s Annual Report on Form 10-
K for the year ended December 31, 2004.

10.11 —Sixth Amendment to Agreement of Partnership, dated March 1, 2006, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.
incorporated by reference to Exhibit 10.11 to the Company’s Annual Report on Form
10-K for the year ended December 31, 2005.

10.12 —Seventh Amendment to the Agreement of Partnership, dated January 12, 2007, of
Acquavella Modern Art, between Sotheby’s Nevada, Inc and Acquavella Contemporary
Art., Inc., incorporated by reference to Exhibit 10.4 to the Company’s First Quarter
Form 10-Q for 2007.

10.13* —Sotheby’s 1998 Stock Compensation Plan for Non-Employee Directors, as amended and
restated on April 9, 2007, effective May 7, 2007 (the “Directors Plan”), incorporated by
reference to Exhibit 10.2 to the Company’s current report on Form 8-K, filed on May
11, 2007.

10.14* —First Amendment to the Directors Plan, dated November 6, 2007.
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10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23*

10.24%*

10.25%

10.26%*

10.27*

10.28%*

—Amended and Restated Credit Agreement dated as of November 14, 2005, among
Sotheby’s Inc., as the Company, Sotheby’s Holdings, Inc., as Holdings, Certain U.K.
Subsidiaries of Holdings, Bank of America, N.A., as Administrative Agent, Swing Line
Lender and L/C Issuer, LaSalle Bank N.A., as Syndication Agent and the Other Lenders
Party Hereto, Banc of America Securities, LLLC and LaSalle Bank N.A., as Joint Lead
Arrangers and Joint Book Managers, incorporated by reference to the Company’s
Annual Report on Form 10-K for the year ended December 31, 2005.

— Amendment No. 2 to the Amended and Restated Credit Agreement among Sotheby’s
Holdings, Inc., Sotheby’s, Inc., Oatshare Limited, Sotheby’s, and Bank of America, N.A.
dated May 18, 2006, incorporated by reference to Exhibit 10.1 to the Company’s current
report on Form 8-K, filed on May 23, 2006.

—Amendment No. 3 to the Amended and Restated Credit Agreement among Sotheby’s (a
Delaware corporation), Sotheby’s Inc., Oatshare and Sotheby’s (a company registered in
England and Wales) and Bank of America, N.A., dated January 2, 2007, incorporated by
reference to Exhibit 10.3 to the Company’s First Quarter Form 10-Q for 2007.

—Amendment No. 4 to the Amended and Restated Credit Agreement among Sotheby’s (a
Delaware corporation), Sotheby’s Inc., Oatshare and Sotheby’s (a company registered in
England and Wales) and Bank of America, N.A., dated July 25, 2007, incorporated by
reference to Exhibit 10.1 to the Company’s Third Quarter Form 10-Q for 2007.

—Amendment No. 5 to the Amended and Restated Credit Agreement among Sotheby’s (a
Delaware corporation), Sotheby’s Inc., Oatshare and Sotheby’s (a company registered in
England and Wales) and Bank of America, N.A., dated December 17, 2007.

—Purchase and Sale Agreement between SIBS, LLC, as Seller and RFR Holding Corp., as
Purchaser; Dated: As of December 16, 2002; Property: 1334 York Avenue, New York,
New York 10021, incorporated by reference to Exhibit 10(a) to the Company’s First
Quarter Form 10-Q for 2003.

—Lease between 1334 York Avenue L.P., “Landlord,” and Sotheby’s, Inc., “Tenant,”
February 7, 2003; Premises: 1334 York Avenue, New York, New York, incorporated by
reference to Exhibit 10(b) to the Company’s First Quarter Form 10-Q for 2003.

— Guaranty of Lease, made by Sotheby’s in favor of 1334 York Avenue L.P., dated as of
June 30, 2006 incorporated by reference to Exhibit 10.29 to the Company’s current
report on Form 8-K, filed on July 7, 2006.

—Letter Agreement between Sotheby’s Holdings, Inc. and William F. Ruprecht, with
related Terms of Employment, dated March 31, 2006

—Severance Agreement between Sotheby’s and William S. Sheridan, dated August 3, 2006,
incorporated by reference to Exhibit 10.1 to the Company’s Third Quarter Form 10-Q
for 2006.

—Service Agreement between Sotheby’s and Robin Woodhead, with related Terms of
Employment, dated August 15, 2006, incorporated by reference to Exhibit 10.2 to the
Company’s Third Quarter Form 10-Q for 2006.

—Severance Agreement between Sotheby’s and Bruno Vinciguerra, dated January 25,
2007, effective January 22, 2007, incorporated by reference to Exhibit 10.1 to the
Company’s First Quarter Form 10-Q for 2007.

—Severance Agreement between Sotheby’s and Ann Jackson, dated March 5, 2007,
effective February 22, 2007, incorporated by reference to Exhibit 10.2 to the Company’s
First Quarter Form 10-Q for 2007.

—Severance Agreement between Sotheby’s and Gilbert Klemann, dated October 9, 2007,
effective February 1, 2008.
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10.29* —Sotheby’s Holdings, Inc. Amended and Restated Restricted Stock Plan, incorporated by
reference to Exhibit 10.1 to the Company’s Registration Statement on Form S-8 filed on
May 9, 2006.

10.30* —First Amendment to Sotheby’s Amended and Restated Restricted Stock Plan, dated July
28, 2006, incorporated by reference to Exhibit 10.1 to the Company’s Second Quarter
Form 10-Q for 2007.

10.31* —Form of Sotheby’s Amended and Restated Restricted Stock Plan Restricted Stock
Agreement, incorporated by reference to Exhibit 10.2 to the Company’s Second Quarter
Form 10-Q for 2007.

10.32* —Form of Sotheby’s Amended and Restated Restricted Stock Plan Restricted Stock
Entitlement Agreement, incorporated by reference to Exhibit 10.3 to the Company’s
Second Quarter Form 10-Q for 2007.

10.33* —Second Amendment to Sotheby’s Amended and Restated Restricted Stock Plan, dated
September 7, 2007, incorporated by reference to Exhibit 10.2 to the Company’s Third
Quarter Form 10-Q for 2007.

10.34 —Stock Purchase Agreement, dated as of February 17, 2004, by and among NRT
Incorporated as the Purchaser, Sotheby’s Holdings, Inc., as the Seller, and Cendant
Corporation as the Purchaser Guarantor, incorporated by reference to Exhibit 99.1 to
the Company’s current report on Form 8-K, filed on March 2, 2004.

10.35 —Trademark License Agreement, dated as of February 17, 2004, among SPTC, Inc., as
Licensor, Sotheby’s Holdings, Inc. as Guarantor, Monticello Licensee Corporation, as
Licensee, and Cendant Corporation, as Guarantor, incorporated by reference to Exhibit
99.2 to the Company’s current report on Form 8-K, filed on March 2, 2004.

10.36 — Amendment No. 1 to Trademark License Agreement, dated as of May 2, 2005, among
SPTC Delaware, LLC (as an assignee of SPTC, Inc) and Sotheby’s Holdings, Inc. and
Cendant Corporation and Sotheby’s International Realty Licensee Corporation (formerly
known as Monticello Licensee Corporation), incorporated by reference to Exhibit 10.1 to
the Company’s Second Quarter Form 10-Q for 2005.

10.37 —Amendment No. 2 to Trademark License Agreement, dated as of May 2, 2005, among
SPTC Delaware, LLC (as an assignee of SPTC, Inc) and Sotheby’s Holdings, Inc. and
Cendant Corporation and Sotheby’s International Realty Licensee Corporation (formerly
known as Monticello Licensee Corporation), incorporated by reference to Exhibit 10.2 to
the Company’s Second Quarter Form 10-Q for 2005.

10.38* —Sotheby’s Executive Bonus Plan (as amended and restated effective as of January 1,
2007), dated April 9, 2007, incorporated by reference to Exhibit 10.1 to the Company’s
current report on Form 8-K, filed on May 11, 2007.

10.39 —Transaction Agreement by and among Sotheby’s Holdings, Inc., and A. Alfred Taubman
and Other Parties to the Agreement, dated as of September 7, 2005, incorporated by
reference to Exhibit 10.1 to the Company’s Third Quarter Form 10-Q for 2005.

21 —Subsidiaries of the Registrant

23 —Consent of Deloitte & Touche LLP

24 —Powers of Attorney

31.1 — Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
312  —Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.1 — Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
322 —Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

(15)(b)—On November 7, 2007, the Company filed a current report on Form 8-K under Item
1.01, “Entry into a Material Definitive Agreement.”
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On November 14, 2007, the Company filed a current report on Form 8-K under Item
2.02, “Results of Operations and Financial Condition” and Item 9.01, “Financial
Statements and Exhibits.”

—The list of exhibits filed with this report is set forth in response to Item 15(a)(3). The
required exhibit index has been filed with the exhibits.

—The financial statement schedule of the Company listed in response to Item 15(a)(2) is
filed pursuant to this Item 15(d).

* A compensatory agreement or plan required to be filed pursuant to Item 15(c) of Form 10-K
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SCHEDULE 11

SOTHEBY’S
VALUATION AND QUALIFYING ACCOUNTS
YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

Column A Column B Column C Column D  Column E
Balance at  Charged to  Charged to Balance

Beginning Costs and Other at End of
Description (a) of Period Expenses Accounts Deductions Period

(Thousands of dollars)
Valuation reserve deducted in the balance
sheet from the asset to which it applies:
Receivables (b):
2007 Allowance for doubtful

accounts and credit losses........ $ 7,089 $3,528 ($285) $ 3,052 $ 7,280
2006 Allowance for doubtful

accounts and credit losses........ $ 6,137 $3,192 $ — $ 2240 $ 7,089
2005 Allowance for doubtful

accounts and credit losses........ $ 7,931 $1,820 $ 156 $ 3,770 $ 6,137

Deferred tax assets:

2007 Valuation allowance........... $29,147 $ — $(12,308) $16,400(c) $ 439
2006 Valuation allowance........... $24,885 $1,368 $ 2894 $ —  $29,147
2005 Valuation allowance........... $33,762 $ — $ — $ 8877 $24,885

(a) The schedule above relates only to the Company’s continuing operations and excludes amounts
related to the Company’s discontinued real estate brokerage business considered to be held for
sale. (See Note U of Notes to Consolidated Financial Statements.)

(b) Consists of Accounts Receivable and Notes Receivables and Consignor Advances.

(¢) Includes a benefit of approximately $16.4 million recognized in the Consolidated Income
Statements for the year ended December 31, 2007.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized.

Date: February 27, 2008

SOTHEBY’S

By: /s/ WiLLiaM F. RUPRECHT

William F. Ruprecht
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been
signed below by the following persons on behalf of the registrant and in the capacities and on the

dates indicated.
Signature

/s/ MicHAEL 1. SOVERN*

Michael 1. Sovern

/s/ DEVONSHIRE*

Duke of Devonshire

/s/ WiLLiaM F. RUPRECHT

William F. Ruprecht

/s/ RoBIN G. WOODHEAD*

Robin G. Woodhead

/s/ JOHN ANGELO*

John Angelo

/s/ BLAKENHAM*

Michael Blakenham

/s/ ALLEN QUESTROM*

Allen Questrom

/s/ DoNALD H. STEWART*

Donald H. Stewart

/s/ DiaNA TAYLOR*

Diana Taylor

/s/ RoBERT S. TAUBMAN*

Robert S. Taubman

/s/ DENNIS WEIBLING™*

Dennis Weibling

/s/ WILLIAM S. SHERIDAN

William S. Sheridan

/s/ KEVIN M. DELANEY

Kevin M. Delaney

/s/ WILLIAM S. SHERIDAN

*William S. Sheridan
as Attorney-in-Fact

Title

Chairman of the Board

Deputy Chairman of the Board

President, Chief Executive Officer and
Director

Executive Vice President and Director

Director

Director

Director

Director

Director

Director

Director

Executive Vice President and
Chief Financial Officer

Senior Vice President, Controller and
Chief Accounting Officer
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Date

February 27, 2008

February 27, 2008

February 27, 2008

February 27, 2008

February 27, 2008

February 27, 2008

February 27 2008

February 27, 2008

February 27, 2008

February 27, 2008

February 27, 2008

February 27, 2008

February 27, 2008

February 27, 2008



EXHIBIT INDEX
Exhibit
No. Description
2.1 —Agreement and Plan of Merger between Sotheby’s Holdings, Inc., a Michigan
corporation and Sotheby’s Delaware, Inc., a Delaware corporation, dated March 31,
2006, incorporated by reference to the Company’s First Quarter Form 10-Q for 2006.

2.2 —Agreement for the Sale and Purchase of All the Issued and Outstanding Shares in
Noortman Master Paintings B.V., dated June 7, 2006, incorporated by reference to
Exhibit 2.1 to the Company’s Second Quarter Form 10-Q for 2006.

3.1  —Certificate of Incorporation of Sotheby’s, as amended as of June 30, 2006, incorporated
by reference to Exhibit 3.1 to the Company’s current report on Form 8-K, filed on
July 7, 2006.

3.2 —By-Laws of Sotheby’s adopted as of March 31, 2006, incorporated by reference to
Exhibit 3.2 to the Company’s current report on Form 8-K, filed on July 7, 2006.

41 —See Exhibits 3.1 and 3.2.

42  —Indenture, dated as of February 5, 1999, between Sotheby’s Holdings, Inc. and The
Chase Manhattan Bank as Trustee, incorporated by reference to Exhibit 4(a) to the
Company’s current report on Form 8-K, filed on February 10, 1999 with the Securities
and Exchange Commission.

4.3  —First Supplemental Indenture, dated as of June 30, 2006, between Sotheby’s and
Wilmington Trust Company, as successor trustee (Supplemental to Indenture dated as of
February 5, 1999 between Sotheby’s Holdings, Inc. and The Chase Manhattan Bank, as
trustee, as filed in the Company’s current report on Form 8-K on February 10, 1999 with
the Securities and Exchange Commission), incorporated by reference to Exhibit 4.4 to
the Company’s current report on Form 8-K, filed on July 7, 2006.

44 —Fixed Rate Note, dated February 5, 1999, made by Sotheby’s Holdings, Inc. in favor of
Cede & Co., incorporated by reference to Exhibit 4(b) to the Company’s current report
on Form 8-K, filed on February 10, 1999 with the Securities and Exchange Commission.

45 —Specimen Common Stock Certificate of Sotheby’s, incorporated by reference to Exhibit

4.1 to Post-Effective Amendment No. 1 to the Company’s Registration Statement on
Form 8-A filed on November 21, 2006.

10.1* —Sotheby’s Deferred Compensation Plan, dated December 21, 2006 and effective
January 1, 2007, incorporated by reference to Exhibit 10.2 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2006.

10.2* —Sotheby’s Holdings, Inc. 1997 Stock Option Plan Composite Plan Document, effective
January 1, 2000, incorporated by reference to Exhibit 10(k) to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000.

10.3* —Seventh Amendment to the Sotheby’s Holdings, Inc. 1997 Stock Option Plan dated
November 7, 2005, effective September 8, 2005, incorporated by reference to Exhibit
10.4 to the Company’s Annual Report on Form 10-K for the year ended December 31,
2005.

10.4* —Eighth Amendment to the Sotheby’s 1997 Stock Option Plan Composite Plan Document,
dated and effective May 8, 2006, incorporated by reference to Exhibit 10.2 to the
Company’s current report on Form 8-K dated May 12, 2006.

10.5 —Agreement of Partnership of Acquavella Modern Art, dated May 29, 1990, between
Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc., incorporated by
reference to Exhibit 10(b) to the Company’s current report on Form 8-K, filed on
June 7, 1990, SEC File No. 1-9750, on file at the Washington, D.C. office of the
Securities and Exchange Commission.
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Exhibit
No. Description
10.6 —First Amendment to Agreement of Partnership, dated December 31, 2000, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10(m) to the Company’s Annual Report on Form
10-K for the year ended December 31, 2000.

10.7 —Second Amendment to Agreement of Partnership, dated December 15, 2001, of
Acquavella Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary
Art, Inc., incorporated by reference to Exhibit 10(k) to the Company’s Annual Report
on Form 10-K for the year ended December 31, 2001.

10.8 ~ —Third Amendment to Agreement of Partnership, dated February 10, 2003, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10(h) to the Company’s Annual Report on Form
10-K for the year ended December 31, 2002.

109  —Fourth Amendment to Agreement of Partnership, dated January 13, 2004, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10 to the Company’s Annual Report on Form 10-K
for the year ended December 31, 2003.

10.10 —Fifth Amendment to Agreement of Partnership, dated December 8, 2004, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10.9 to the Company’s Annual Report on Form 10-K
for the year ended December 31, 2004.

10.11 —Sixth Amendment to Agreement of Partnership, dated March 1, 2006, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.
incorporated by reference to Exhibit 10.11 to the Company’s Annual Report on Form
10-K for the year ended December 31, 2005.

10.12 —Seventh Amendment to the Agreement of Partnership, dated January 12, 2007, of
Acquavella Modern Art, between Sotheby’s Nevada, Inc and Acquavella Contemporary
Art., Inc., incorporated by reference to Exhibit 10.4 to the Company’s First Quarter
Form 10-Q for 2007.

10.13* —Sotheby’s 1998 Stock Compensation Plan for Non-Employee Directors, as amended and
restated on April 9, 2007, effective May 7, 2007 (the “Directors Plan”), incorporated by
reference to Exhibit 10.2 to the Company’s current report on Form 8-K, filed on
May 11, 2007.

10.14* —First Amendment to the Directors Plan, dated November 6, 2007.

10.15 —Amended and Restated Credit Agreement dated as of November 14, 2005, among
Sotheby’s Inc., as the Company, Sotheby’s Holdings, Inc., as Holdings, Certain U.K.
Subsidiaries of Holdings, Bank of America, N.A., as Administrative Agent, Swing Line
Lender and L/C Issuer, LaSalle Bank N.A., as Syndication Agent and the Other Lenders
Party Hereto, Banc of America Securities, LLLC and LaSalle Bank N.A., as Joint Lead
Arrangers and Joint Book Managers, incorporated by reference to the Company’s
Annual Report on Form 10-K for the year ended December 31, 2005.

10.16 —Amendment No. 2 to the Amended and Restated Credit Agreement among Sotheby’s
Holdings, Inc., Sotheby’s, Inc., Oatshare Limited, Sotheby’s, and Bank of America, N.A.
dated May 18, 2006, incorporated by reference to Exhibit 10.1 to the Company’s current
report on Form 8-K, filed on May 23, 2006.

10.17 —Amendment No. 3 to the Amended and Restated Credit Agreement among Sotheby’s (a
Delaware corporation), Sotheby’s Inc., Oatshare and Sotheby’s (a company registered in
England and Wales) and Bank of America, N.A., dated January 2, 2007, incorporated by
reference to Exhibit 10.3 to the Company’s First Quarter Form 10-Q for 2007.
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Exhibit
No. Description
10.18 —Amendment No. 4 to the Amended and Restated Credit Agreement among Sotheby’s (a
Delaware corporation), Sotheby’s Inc., Oatshare and Sotheby’s (a company registered in
England and Wales) and Bank of America, N.A., dated July 25, 2007, incorporated by
reference to Exhibit 10.1 to the Company’s Third Quarter Form 10-Q for 2007.

10.19 —Amendment No. 5 to the Amended and Restated Credit Agreement among Sotheby’s (a
Delaware corporation), Sotheby’s Inc., Oatshare and Sotheby’s (a company registered in
England and Wales) and Bank of America, N.A., dated December 17, 2007.

10.20 —Purchase and Sale Agreement between SIBS, LLC, as Seller and RFR Holding Corp., as
Purchaser; Dated: As of December 16, 2002; Property: 1334 York Avenue, New York,
New York 10021, incorporated by reference to Exhibit 10(a) to the Company’s First
Quarter Form 10-Q for 2003.

10.21 —Lease between 1334 York Avenue L.P., “Landlord,” and Sotheby’s, Inc., “Tenant,”
February 7, 2003; Premises: 1334 York Avenue, New York, New York, incorporated by
reference to Exhibit 10(b) to the Company’s First Quarter Form 10-Q for 2003.

10.22 —Guaranty of Lease, made by Sotheby’s in favor of 1334 York Avenue L.P., dated as of
June 30, 2006 incorporated by reference to Exhibit 10.29 to the Company’s current
report on Form 8-K, filed on July 7, 2006.

10.23* —Letter Agreement between Sotheby’s Holdings, Inc. and William F. Ruprecht, with
related Terms of Employment, dated March 31, 2006

10.24* —Severance Agreement between Sotheby’s and William S. Sheridan, dated August 3, 2006,
incorporated by reference to Exhibit 10.1 to the Company’s Third Quarter Form 10-Q
for 2006.

10.25% —Service Agreement between Sotheby’s and Robin Woodhead, with related Terms of
Employment, dated August 15, 2006, incorporated by reference to Exhibit 10.2 to the
Company’s Third Quarter Form 10-Q for 2006.

10.26* —Severance Agreement between Sotheby’s and Bruno Vinciguerra, dated January 25,
2007, effective January 22, 2007, incorporated by reference to Exhibit 10.1 to the
Company’s First Quarter Form 10-Q for 2007.

10.27* —Severance Agreement between Sotheby’s and Ann Jackson, dated March 5, 2007,
effective February 22, 2007, incorporated by reference to Exhibit 10.2 to the Company’s
First Quarter Form 10-Q for 2007.

10.28* —Severance Agreement between Sotheby’s and Gilbert Klemann, dated October 9, 2007,
effective February 1, 2008.

10.29* —Sotheby’s Holdings, Inc. Amended and Restated Restricted Stock Plan, incorporated by
reference to Exhibit 10.1 to the Company’s Registration Statement on Form S-8 filed on
May 9, 2006.

10.30* —First Amendment to Sotheby’s Amended and Restated Restricted Stock Plan, dated
July 28, 2006, incorporated by reference to Exhibit 10.1 to the Company’s Second
Quarter Form 10-Q for 2007.

10.31* —Form of Sotheby’s Amended and Restated Restricted Stock Plan Restricted Stock
Agreement, incorporated by reference to Exhibit 10.2 to the Company’s Second Quarter
Form 10-Q for 2007.

10.32* —Form of Sotheby’s Amended and Restated Restricted Stock Plan Restricted Stock
Entitlement Agreement, incorporated by reference to Exhibit 10.3 to the Company’s
Second Quarter Form 10-Q for 2007.

10.33* —Second Amendment to Sotheby’s Amended and Restated Restricted Stock Plan, dated
September 7, 2007, incorporated by reference to Exhibit 10.2 to the Company’s Third
Quarter Form 10-Q for 2007.
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Exhibit
No. Description
10.34 —Stock Purchase Agreement, dated as of February 17, 2004, by and among NRT
Incorporated as the Purchaser, Sotheby’s Holdings, Inc., as the Seller, and Cendant
Corporation as the Purchaser Guarantor, incorporated by reference to Exhibit 99.1 to
the Company’s current report on Form 8-K, filed on March 2, 2004.

10.35 —Trademark License Agreement, dated as of February 17, 2004, among SPTC, Inc., as
Licensor, Sotheby’s Holdings, Inc. as Guarantor, Monticello Licensee Corporation, as
Licensee, and Cendant Corporation, as Guarantor, incorporated by reference to Exhibit
99.2 to the Company’s current report on Form 8-K, filed on March 2, 2004.

10.36 — Amendment No. 1 to Trademark License Agreement, dated as of May 2, 2005, among
SPTC Delaware, LLC (as an assignee of SPTC, Inc) and Sotheby’s Holdings, Inc. and
Cendant Corporation and Sotheby’s International Realty Licensee Corporation (formerly
known as Monticello Licensee Corporation), incorporated by reference to Exhibit 10.1 to
the Company’s Second Quarter Form 10-Q for 2005.

10.37 — Amendment No. 2 to Trademark License Agreement, dated as of May 2, 2005, among
SPTC Delaware, LLC (as an assignee of SPTC, Inc) and Sotheby’s Holdings, Inc. and
Cendant Corporation and Sotheby’s International Realty Licensee Corporation (formerly
known as Monticello Licensee Corporation), incorporated by reference to Exhibit 10.2 to
the Company’s Second Quarter Form 10-Q for 2005.

10.38% —Sotheby’s Executive Bonus Plan (as amended and restated effective as of January 1,
2007), dated April 9, 2007, incorporated by reference to Exhibit 10.1 to the Company’s
current report on Form 8-K, filed on May 11, 2007.

10.39 —Transaction Agreement by and among Sotheby’s Holdings, Inc., and A. Alfred Taubman
and Other Parties to the Agreement, dated as of September 7, 2005, incorporated by
reference to Exhibit 10.1 to the Company’s Third Quarter Form 10-Q for 2005.

21 —Subsidiaries of the Registrant

23 —Consent of Deloitte & Touche LLP

24 —Powers of Attorney

31.1 — Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2  —Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.1 — Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
32.2  —Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

* A compensatory agreement or plan required to be filed pursuant to Item 15(c) of Form 10-K
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EXHIBIT 10.14

FIRST AMENDMENT TO
SOTHEBY’S STOCK COMPENSATION PLAN FOR
NON-EMPLOYEE DIRECTORS

THIS FIRST AMENDMENT to the Sotheby’s 1998 Stock Compensation Plan for Non-
Employee Directors, dated the 6th day of November, 2007, is adopted by Sotheby’s, a Delaware
corporation (the “Corporation”).

RECITALS:

A. The Sotheby’s 1998 Stock Compensation Plan for Non-Employee Directors, as heretofore
amended and restated (the “Plan”), was adopted by the Board of Directors of the Corporation in
March, 2007 and approved by the shareholders of the Corporation at the Corporation’s 2007 Annual
Meeting of Shareholders on May 7, 2007.

B. Pursuant to Section 15 of the Plan, the Corporation has the authority to amend the Plan.
The Corporation desires to and does hereby amend the Plan, as hereinafter set forth.

NOW, THEREFORE, the Plan is hereby amended as follows:

1. The name of the Plan is hereby changed to the “Sotheby’s Stock Compensation Plan for
Non-Employee Directors.”

2. The final sentence of Section 1 of the Plan is amended and restated in its entirety to read as
follows:

“The Plan shall remain in effect for a term of ten (10) years commencing on
the effective date of the Plan, unless sooner terminated pursuant to the terms
of the Plan.”

3. Section 5 of the Plan is amended by substituting “$45,000” for “$35,000” in the first and
fourth sentences and substituting “$11,250” for “$8,750” in the fourth sentence.

4. The effective date of this Amendment is November 6, 2007.

IN WITNESS WHEREOF, this Amendment is hereby executed as of the day and year first
above written.

SOTHEBY’S

By: /si SUSAN ALEXANDER

(Susan Alexander)

Its: EVP, Worldwide Head of HR




EXHIBIT 10.19

CONSENT AND AMENDMENT NO. 5 TO
THE AMENDED AND RESTATED
CREDIT AGREEMENT

Dated as of December 17, 2007

CONSENT AND AMENDMENT NO. S TO THE AMENDED AND RESTATED CREDIT
AGREEMENT (this “Amendment”) among SOTHEBY’S, a Delaware corporation (“Holdings”),
SOTHEBY’S, INC., a New York corporation (the “Company” and, together with Holdings, the
“U.S. Borrowers”), OATSHARE LIMITED, a company registered in England and Wales with
registration number 01737495 (“Oatshare”), SOTHEBY’S, a company registered in England and
Wales with registration number 00874867 (“Sotheby’s” and, together with Oatshare, the “U.K.
Borrowers”, and collectively with the U.S. Borrowers, the “Borrowers”), each lender from time to
time party hereto (collectively, the “Lenders” and individually, a “Lender”) and BANK OF
AMERICA, N.A., as Administrative Agent, Swing Line Lender, L/C Issuer and Foreign Currency
Lead Lender.

PRELIMINARY STATEMENTS:

(1) The Borrowers, the Lenders and the Administrative Agent have entered into the
Amended and Restated Credit Agreement dated as of November 14, 2005, as amended by
Amendment No. 1 to the Amended and Restated Credit Agreement dated as of February 3, 2006,
Amendment No. 2 to the Amended and Restated Credit Agreement dated as of May 18, 2006,
Amendment No. 3 to the Amended and Restated Credit Agreement dated as of January 2, 2007 and
Amendment No. 4 to the Amended and Restated Credit Agreement dated as of July 25, 2007 (as so
amended, the “Credit Agreement”). Capitalized terms not otherwise defined in this Amendment
have the same meanings as specified in the Credit Agreement.

(2) The Borrowers have informed the Administrative Agent that they intend to (a) form a
special purpose entity for the purpose of purchasing the York Avenue Property (the “York Avenue
Purchaser”), (b) form a special purpose entity to own 100% of the Equity Interests of the York
Avenue Purchaser (the “York Avenue Parent”), (c) cause the York Avenue Purchaser to Purchase
the York Avenue Property pursuant to that certain Purchase Agreement dated on or about
December 18, 2007 by and between Holdings and 1334 York Avenue L.P., and (d) to cause the
York Avenue Purchaser to assume the Indebtedness incurred pursuant to that certain Loan
Agreement dated as of June 22, 2005 between 1334 York Avenue L.P. and Bank of America, N.A.,
as amended as of September 20, 2005 (the “York Avenue Loan Agreement”), in an aggregate
outstanding principal amount not in excess of $235,000,000, which Indebtedness is secured by the
York Avenue Property (collectively, the “York Avenue Transactions”).

(3) The Borrowers and the Lenders have agreed to consent to the York Avenue Transactions
and to make certain amendments to the Credit Agreement related to the York Avenue
Transactions.

SECTION 1. Consent. Notwithstanding anything to the contrary set forth in the Credit
Agreement, the Administrative Agent and the Required Lenders hereby consent to the
consummation of the York Avenue Transactions pursuant to documentation that is in form and
substance satisfactory to the Administrative Agent.

SECTION 2. Amendment to Credit Agreement. The Credit Agreement is, effective as of the
date hereof and subject to the satisfaction of the conditions precedent set forth in Section 2, hereby
amended as follows:

(a) Section 1.01 is hereby amended by adding the following defined terms in appropriate
alphabetical order:



“Amendment No. 5” shall mean the Consent and Amendment No. 5 to the Amended and
Restated Credit Agreement dated as of December 17, 2007, among the Borrowers, the Lenders
signatory thereto and the Administrative Agent.

“York Avenue Entity” shall mean the York Avenue Parent and the York Avenue Purchaser.
“York Avenue Lender” shall mean the “Lender” as defined in the York Avenue Loan
Agreement.

“York Avenue Loan Agreement” shall have the meaning set forth in Amendment No. 5.
“York Avenue Parent” shall have the meaning set forth in Amendment No. 5.

“York Avenue Purchaser” shall have the meaning set forth in Amendment No. 5.

(b) Section 1.01 is hereby amended by adding the following language at the end of the
definition of “Subsidiary”.

“Notwithstanding the foregoing, no York Avenue Entity shall be deemed to be a Subsidiary of
Holdings or any of its Subsidiaries for purposes of this Agreement, other than with respect to
Section 2.05(b), Section 6.01, Section 7.11, Section 7.12 and Sections 8.01(e), (f), (g) and (h),
and, in each case, the definitions incorporated therein.”

(c) Article V is amended by adding a new Section 5.23 to read as follows:
“5.23 York Avenue Transaction. Other than as set forth in Schedule 5.23, the York Avenue
Lender has no recourse to Holdings or any of its Subsidiaries, or any assets of Holdings

or any of its Subsidiaries pursuant to the York Avenue Loan Agreement or any other
document related thereto.

(d) Section 7.03 is hereby amended by:

(i) (x) deleting the “and” at the end of clause (i),and (y) deleting the parenthetical set forth
therein and replacing it with the following:

“(other than in any Immaterial Subsidiary or any York Avenue Entity)”

13

(ii) deleting the “.” at the end of clause (j) and substituting therefore
end of such Section a new clause (k) to read as follows:

; and” and adding at the

“(k) Investments in the York Avenue Entities in an aggregate amount in any fiscal year not
in excess of the amount of Capital Expenditures permitted under Section 7.12 for such fiscal
year, less the aggregate amount of any Capital Expenditures made by Holdings and its
Subsidiaries during such fiscal year.”

[738 2]

(e) Section 7.12 is hereby amended by deleting the “.” at the end thereof and replacing it with
the following language:

“provided further that the acquisition of the York Avenue Property in connection with the
York Avenue Transaction shall not be considered a Capital Expenditure for purposes of this
Section 7.12 to the extent such expenditures (including the assumption of any Indebtedness) do
not exceed $377,500,000 in the aggregate.”

(f) Section 8.01 is hereby amended by (i) deleting the “and” at the end of subsection (k), (ii)

deleting the “.” at the end of subsection (1) and substituting “; and” therefor, and (ii) adding at the
end of such Section a new subsection (m) to read as follows:

“Holdings or any York Avenue Entity violates any of the covenants contained in the York
Avenue Loan Agreement relating to the single purpose entity status of such York Avenue
Entity or its corporate separateness from Holdings and its Subsidiaries and such violation results
in recourse liability to Holdings.”

(g) The Schedules to the Credit Agreement are hereby amended by adding Schedule 5.23
attached as Annex I hereto.

SECTION 3. Conditions of Effectiveness. This Amendment shall become effective as of the
date first above written when, and only when, the Administrative Agent shall have received (i)
counterparts of this Amendment executed by each Borrower and the Required Lenders or, as to any
of the Lenders, advice satisfactory to the Administrative Agent that such Lender has executed this
Amendment, (ii) Schedule 5.23 to be attached as Annex I hereto, (iii) the consent attached hereto

2



(the “Consent”) executed by each of the Guarantors, and (iv) for the account of each Lender
executing this amendment on or before 12:00 noon on December 17, 2007, a fee equal to 0.05% of
such Lender’s Commitment. The effectiveness of this Amendment is conditioned upon the accuracy
of the factual matters described herein. This Amendment is subject to the provisions of Section
10.01 of the Credit Agreement.

SECTION 4. Representations and Warranties of the Borrowers. Each Borrower hereby
represents and warrants that the representations and warranties contained in each of the Loan
Documents (as amended or supplemented to date, including pursuant to this Amendment) are true
and correct on and as of the date hereof, before and after giving effect to this Amendment, as
though made on and as of such date (except for any such representation and warranty that, by its
terms, refers to an earlier date, in which case as of such earlier date).

SECTION 5. Reference to and Effect on the Loan Documents. (a) On and after the
effectiveness of this Amendment, each reference in the Credit Agreement to “this Agreement”,
“hereunder”, “hereof” or words of like import referring to the Credit Agreement, and each
reference in the Notes and each of the other Loan Documents to “the Credit Agreement”,
“thereunder”, “thereof” or words of like import referring to the Credit Agreement, shall mean and
be a reference to the Credit Agreement, as amended by this Amendment.

(b) The Credit Agreement, the Notes, and each of the other Loan Documents, as specifically
amended by this Amendment, are and shall continue to be in full force and effect and are hereby in
all respects ratified and confirmed.

(c) The execution, delivery and effectiveness of this Amendment shall not, except as expressly
provided herein, operate as a waiver of any right, power or remedy of any Lender or the
Administrative Agent under any of the Loan Documents, nor constitute a waiver of any provision of
any of the Loan Documents.

SECTION 6. Costs, Expenses, Etc. Each Borrower agrees to pay on demand all costs and
expenses of the Administrative Agent in connection with the preparation, execution, delivery and
administration, modification and amendment of this Amendment and the other instruments and
documents to be delivered hereunder (including, without limitation, the reasonable fees and expenses
of counsel for the Administrative Agent) in accordance with the terms of Section 10.04 of the Credit
Agreement.

SECTION 7. Execution in Counterparts. This Amendment may be executed in any number of
counterparts and by different parties hereto in separate counterparts, each of which when so
executed shall be deemed to be an original and all of which taken together shall constitute but one
and the same agreement. Delivery of an executed counterpart of a signature page to this
Amendment by telecopier shall be effective as delivery of a manually executed counterpart of this
Amendment.

SECTION 8. Governing Law. This Amendment shall be governed by, and construed in
accordance with, the laws of the State of New York.



IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be executed by
their respective officers thereunto duly authorized, as of the date first above written.

SOTHEBY’S

By: /s/ WILLIAM S. SHERIDAN

Name: William S. Sheridan

Title: EVP and CFO

SOTHEBY’S, INC.

By: /sl WILLIAM S. SHERIDAN

Name: William S. Sheridan

Title: EVP and CFO

OATSHARE LIMITED

By: /s/ WILLIAM S. SHERIDAN

Name: William S. Sheridan

Title: EVP and CFO

SOTHEBY’S

By: /s/ WILLIAM S. SHERIDAN

Name: William S. Sheridan

Title: EVP and CFO




BANK OF AMERICA, N.A,, as
Administrative Agent, L/C Issuer,
Swing Line Lender, Foreign
Currency

Lead Lender and Lender

By: /s/ JOHN WALKIEWICZ
Name: John Walkiewicz
Title:  Vice President




LASALLE BANK N.A.,
as Lender

By: /s/ JOHN WALKIEWICZ
Name: John Walkiewicz
Title:  Vice President

HSBC BANK PLC,
as Lender

By: /s PAUL HAGGER
Name: Paul Hagger

Title:  Corporate Banking Manager

THE CIT GROUP/BUSINESS
CREDIT, INC.,
as Lender

By: /s/ JULIANNE LOW
Name: Julianne Low
Title:  Vice President

CITIBANK, N.A.,
as Lender

By: /s/ ALAN ACKBARALI
Name: Alan Ackbarali
Title:  Vice President

UNITED OVERSEAS BANK
LIMITED,
NEW YORK AGENCY, as Lender

By: /ss GEORGE LIM
Name: George Lim
Title: SVP & GM

By: /ss MARIO SHENG
Name: Mario Sheng
Title: AVP




COMERICA BANK,
as Lender

By /ss SARAH R. WEST
Name: Sarah West
Title:  Assistant Vice President

ISRAEL DISCOUNT BANK OF
NEW YORK,
as Lender

By /s/ RICHARD TRIPADLI
Name: Richard Tripaldi
Title:  Assistant Vice President

By /ss HOWARD WEINBERG
Name: Howard Weinberg

Title:  Senior Vice President

NORTH FORK BUSINESS
CAPITAL CORPORATION,
as Lender

By /ss RONALD WALKER
Name: Ronald Walker
Title:  Vice President

WEBSTER BUSINESS CREDIT
CORPORATION,
as Lender

By /si DANIEL C. DUPRE
Name: Daniel C. Dupre
Title:  Vice President




ANNEX 1
Schedule 5.23

Recourse Obligations

1. Holdings is a party to the Guaranty of Lease dated as February 7, 2003, pursuant to which it
guaranties the obligations of the Company under the York Avenue Lease.

2. Holdings will be designated the “Borrower Principal” under the York Avenue Loan Agreement.
As such, Holdings is obligated to indemnify the York Avenue Lender for any of its losses, costs and
expenses in connection with:

e (i) the presence of any hazardous materials on the York Avenue Property, (ii) the violation
of any environmental laws, rules or regulations in connection with the York Avenue Property,
(iii) any environmental liens that may attach to the York Avenue Property, and (iv) other
customary breaches of representations or violations of law relating to environmental matters
affecting the York Avenue Property;

e (i) any accidents, injury or death of persons or loss of property on the York Avenue
Property, (ii) any use or non use of the York Avenue Property in violation of law, (iii) any
failure of the York Avenue Property to be in compliance with applicable law, or (iv) any
required work to be performed on the York Avenue Property;

e any mortgage recording taxes; and
e any violations of ERISA.

The indemnities described above are more fully set forth in Section 12.6 and Section 14 of the York
Avenue Loan Agreement.

3. In the event that (i) Holdings or the York Avenue Entity violates any of the covenants contained
in the York Avenue Loan Agreement relating to the single purpose entity status of the York
Avenue Entity or its corporate separateness from Holdings and its Subsidiaries, or (ii) the York
Avenue Property shall become an asset in a voluntary bankruptcy proceeding of the York Avenue
Purchaser, then the obligations of the York Avenue Purchaser under the York Avenue Loan
Agreement shall become recourse obligations of Holdings.



CONSENT

Dated as of December 17, 2007

Each of the undersigned, as a Guarantor under the Credit Agreement referred to in the
foregoing Amendment, hereby consents to such Amendment and hereby confirms and agrees that
notwithstanding the effectiveness of such Amendment, the Guaranty contained in the Credit
Agreement is and shall continue to be, in full force and effect and is hereby ratified and confirmed
in all respects, except that, on and after the effectiveness of such Amendment, each reference in the
Loan Documents to “Credit Agreement”, “thereunder”, “thereof” or words of like import shall
mean and be a reference to the Credit Agreement, as amended by such Amendment.

GUARANTORS:

SOTHEBY'S FINE ART
HOLDINGS, INC.

SOTHEBY’S FINANCIAL
SERVICES, INC.

SOTHEBY’S FINANCIAL
SERVICES CALIFORNIA, INC.

OBERON, INC.

THETA, INC.

SOTHEBY’S VENTURES, LLC
SOTHEBY’S ASIA, INC.
YORK WAREHOUSE, INC.
SPTC, INC.

SOTHEBY’S PARKE BERNET,
INC.

YORK AVENUE DEVELOPMENT,
INC.

SOTHEBY’S THAILAND, INC.

SOTHEBY’S HOLDINGS
INTERNATIONAL, INC.

SOTHEBY’S NEVADA, INC.
SOTHEBYS.COM AUCTIONS, INC.
SIBS, LLC

SOTHEBY’S.COM LLC
SOTHEBY’S RES, INC.

By: /s/ WILLIAM S. SHERIDAN
Name: William S. Sheridan
Title: EVP and CFO

SOTHEBY’S

By: /s/ WILLIAM S. SHERIDAN
Name: William S. Sheridan
Title: EVP and CFO




SOTHEBY'S, INC.

By: /s/ WILLIAM S. SHERIDAN
Name: William S. Sheridan
Title: EVP and CFO

OATSHARE LIMITED

By: /s/ WILLIAM S. SHERIDAN
Name: William S. Sheridan
Title: EVP and CFO

SOTHEBY’S

By: /s/ WILLIAM S. SHERIDAN
Name: William S. Sheridan
Title: EVP and CFO

SOTHEBY’S FINANCIAL
SERVICES LTD.

By: /s/ WILLIAM S. SHERIDAN
Name: William S. Sheridan
Title: EVP and CFO

CATALOGUE DISTRIBUTION
COMPANY LIMITED

By: /s/ WILLIAM S. SHERIDAN
Name: William S. Sheridan
Title: EVP and CFO

10



EXHIBIT 10.28

Severance Agreement

BY HAND
Mr. Gilbert Klemann

Dear Gil:

We are pleased that you are joining Sotheby’s as Executive Vice President, Worldwide General
Counsel and Secretary, on the terms set forth in our offer letter dated October 9, 2007 (the “Offer
Letter”). This letter sets forth our understanding and agreement (the “Agreement”) with respect to
your rights and obligations in the event of the termination of your employment with Sotheby’s
(together with all of its subsidiaries and related entities, “Sotheby’s” or the “Company”). This
Agreement is being provided to you because you are a key employee at the Company and perform
highly specialized and unique duties for the Company. Consequently, Sotheby’s is offering you the
following terms and financial enhancements and those set forth in the Offer Letter to ensure your
continued loyalty to the Company, and so that you will focus fully and exclusively on your job
duties at Sotheby’s. Defined terms used herein are used with the meanings given to them in
Exhibit A.

(1) Severance Arrangements.

(a) If at any time from the date of commencement of employment through December 31, 2009
(the “Applicable Period”), your employment by the Company is terminated by you for
Good Reason or by the Company without Cause, the Company shall pay or provide you
with the following:

(1) The sum of your base salary through the date of termination to the extent not
theretofore paid, any declared and earned but unpaid bonus amount for the prior
calendar year and reimbursement for any unreimbursed expenses incurred through the
date of termination (“Accrued Obligations”); and

(i) $1,000,000, which amount shall be in lieu of any other payment to which you might
otherwise be entitled under the Company’s Severance Plan.

(b) If during the Applicable Period your employment by the Company is terminated by the
Company for Cause, this Agreement shall terminate without further obligation to you,
except that the Company shall pay or provide you with the sum of your base salary through
the date of termination to the extent not theretofore paid. You will not be eligible for any
bonus for any period prior to or after the date of termination of your employment.

(c) Any payments payable pursuant to this Paragraph 1 beyond Accrued Obligations shall only
be payable if you deliver to the Company a release, as similarly required under the
Sotheby’s, Inc. Severance Plan, of any and all your claims (except with regard to claims for
payments or benefits specifically payable or providable hereunder which are not yet paid as
of the effective date of the release, claims for vested accrued benefits, claims under the
Consolidated Omnibus Budget Reconciliation Act of 1985, as amended (“COBRA”), or
claims relating to any rights of indemnification under the Company’s certificate of
incorporation or by-laws or claims under any directors and officers liability insurance policy)
occurring up to the release date with regard to the Company and its respective past or
present officers, directors and employees in such form as may be reasonably requested by
the Company.

(2) Certain Agreements. In consideration of the undertakings by the Company in Paragraph (1) and
in the Offer Letter, you agree to be bound by the covenants and agreements set forth in
Exhibit B.




3)

“4)

®)

(6)

™)

@®)

)

Miscellaneous. You may not assign your rights or delegate your obligations under this
Agreement. Sotheby’s shall be entitled to withhold from any payments or deemed payments
under this Agreement any amount of withholding required by law. This Agreement constitutes
the entire agreement between you and Sotheby’s concerning the subject matter of your
employment, with the exception of letters and documents specifically referenced herein. Any
waiver or amendment of any provision of this Agreement must be done in writing and signed by
both parties.

Legal and Equitable Remedies. Sotheby’s shall be entitled to enjoin a violation by you of any
provision hereof. Moreover, the parties hereto acknowledge that the damages suffered by
Sotheby’s as a result of any violation of this Agreement may be difficult to ascertain.
Accordingly, the parties agree that in the event of a breach of this Agreement by you, Sotheby’s
shall be entitled to specific enforcement by injunctive relief of your obligations to Sotheby’s. The
remedies referred to above shall not be deemed to be exclusive of any other remedies available
to Sotheby’s, including to enforce the performance or observation of the covenants and
agreements contained in this Agreement.

Arbitration. Any dispute, controversy or claim arising out of or relating to this agreement, or
breach thereof (other than an action or proceeding for an injunction or other equitable relief
pursuant to Paragraph 4 hereof), shall be settled by arbitration in New York City in accordance
with the National Rules for the Resolution of Employment Disputes of the American
Arbitration Association by a single arbitrator. The arbitrator’s award shall be final and binding
upon both parties, and judgment upon the award may be entered in any court of competent
jurisdiction in any state of the United States or country or application may be made to such
court for a judicial acceptance of the award and such enforcement as the law of such jurisdiction
may require or allow.

Severability. If at any time there is a judicial determination by any court of competent
jurisdiction that any provision of this Agreement is unenforceable against you, the other
provisions of this Agreement shall not be rendered void but shall be deemed amended to apply
as to such maximum extent as the court may judicially determine or indicate to be enforceable
under New York law.

Choice of Law/Choice of Forum. This Agreement shall be governed by, construed and enforced
in accordance with the laws of the State of New York irrespective of the principles of conflicts
of law, and you consent to the jurisdiction of the state and federal courts situated in New York
City for the purpose of adjudicating any dispute relating to this Agreement.

Binding on Successor Company. This Agreement shall remain in effect and be binding upon any
successor or assign of Sotheby’s including any entity that (whether directly or indirectly, by
purchase, merger, reorganization, consolidation, acquisition of property or stock, liquidation or
otherwise) is the survivor of the Company or that acquires the Company and/or substantially all
the assets of the Company, and such successor entity shall be deemed the “Company” for
purposes of this Agreement.

Notices. For the purpose of this Agreement, notices and all other communications provided for
in this Agreement shall be in writing and shall be delivered personally or mailed by United
States certified or registered mail, return receipt requested, postage prepaid, addressed to you at
the address set forth on the initial page of this Agreement and to the Company at Sotheby’s,
1334 York Avenue, New York, New York 10021, Attention: EVP, Human Resources or to such
other address as either party may have furnished to the other in writing in accordance herewith.
Any such notice shall be deemed given when so delivered personally, or, if mailed, five (5) days
after the date of deposit in the United States mail, except that notice of change of address shall
be effective only upon receipt.




Please review this Agreement carefully and, if it correctly states our agreement, sign and return
to me the enclosed copy.

Very truly yours,

SOTHEBY’S

By: /s'f SUSAN ALEXANDER

Susan Alexander
Executive Vice President and
Worldwide Head of Human Resources

Read, accepted and agreed to this 9th day of October, 2007

/s/ Gilbert Klemann
Gilbert Klemann




“Cause”

(a)
(b)

EXHIBIT A

DEFINITIONS
shall mean and be limited to:
conviction of a felony crime,

fraud, willful malfeasance, gross negligence, or any other act in connection with performance
of your duties which is materially injurious to the Company.

The Chief Executive Officer shall determine, in his sole discretion, whether the occurrence or
non-occurrence of an event constitutes Cause within the meaning of this Agreement. Such
determination shall be final, binding and conclusive on the parties hereto.

“Good Reason” shall mean the occurrence of any of the following events:

(a)

(b)

(©)

(d)

failure by the Company to pay you a base salary of not less than $500,000, reduction of
your annual incentive bonus target below $300,000 or discontinuance of your participation in
Sotheby’s Executive Bonus Plan or a comparable plan which pays out based on the
Company’s meeting certain financial performance goals determined annually by the
Compensation Committee;

your being required to relocate to a principal place of business more than fifty (50) miles
outside New York, New York without your express consent;

any action by the Company that results in a material diminution in your position without
your express consent (except in connection with the termination of your employment for
Cause or as a result of your death or Permanent Disability or temporarily as a result of

your illness or other absence); and

failure of the Company to maintain directors and officers liability insurance for your benefit
on a basis no less favorable than the basis on which it generally maintains such insurance
for the benefit of other senior executives of the Company.

provided, however, that the Company shall have thirty (30) days following the receipt of notice
from you of the existence of circumstances constituting Good Reason to correct such
circumstances.

“Permanent Disability” shall mean, and be limited to, any physical or mental illness, disability or
impairment that has prevented you from continuing the performance of your normal duties and
responsibilities hereunder for a period in excess of six (6) consecutive months.



EXHIBIT B

CERTAIN AGREEMENTS

Notice, Non-Compete and Non-Solicitation Agreement.

You agree to give the Company not less than six months notice prior to termination of your
employment without Good Reason.

Because of the importance of confidentiality, and because you will have specialized, unique
confidential knowledge vital to the Company, you agree that during the Restricted Period (defined
below), you will not, without the consent of the Company, directly or indirectly, in New York,
England or Hong Kong engage directly or indirectly in the live or on-line Art Auction Business or
in any other business in which the Company is engaged or is actively seeking to be engaged as of
the time that your employment terminates, whether such engagement by you is as an officer,
director, proprietor, employee, partner, owner, consultant, advisor, agent, sales representative or
other participation. For purposes of this Agreement, the Art Auction Business involves auctions of
the property in the collecting categories that the Company offers for sale in its core business at the
time of termination. For purposes of this Agreement, the “Restricted Period” is during the course of
your employment and the earlier of (i) six months after the end of the Applicable Period or (ii)
twelve (12) months after the termination of your employment.

In addition to the foregoing, during the Restricted Period, you agree that you will not, either alone
or in concert with others, and will not cause another to, in any such case directly or indirectly, hire,
recruit, solicit or induce any Sotheby’s employees to terminate their employment with Sotheby’s.

If at any time there is a judicial determination by any court of competent jurisdiction that the time
period, geographical scope, or any other restriction contained in this Agreement is unenforceable
against you, the provisions of this Agreement shall not be deemed void but shall be deemed
amended to apply as to such maximum time period, geographical scope and to such other maximum
extent as the court may judicially determine or indicate to be enforceable.

Confidentiality Agreement.

As a condition to your continued employment by the Company, you shall be bound by the
Company’s Confidentiality Agreement and Compliance Policies, including its Auction Rules, Code of
Business Conduct and Ethics, Conflicts of Interest Policy and House Rules (collectively, the “Rules
and Policies”).



EXHIBIT 21

SUBSIDIARIES OF SOTHEBY'S.

As of December 31, 2007, the significant subsidiaries of Sotheby’s. which are wholly owned except
where indicated are as follows:

JURISDICTION
OF
INCORPORATION
Sotheby’s Delaware
Sotheby’s Financial Services, Inc. Nevada
SPTC, Inc. Nevada
SPTC Delaware, LLC Delaware
Sotheby’s Fine Art Holdings, Inc. Delaware
Fine Art Insurance Ltd. Bermuda
Sotheby’s Inc. New York
Oatshare Limited United Kingdom
Sotheby’s United Kingdom
Sotheby’s Global Trading Company GmbH Switzerland
Sotheby’s Asia, Inc. Michigan

Other than the subsidiaries listed above, the Registrant has 22 directly and indirectly controlled
domestic subsidiaries and 38 directly and indirectly controlled foreign subsidiaries.



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement No. 33-54057, Registration
Statement No. 333-02315, Registration Statement No. 333-28007, Registration Statement

No. 333-34621, Registration Statement No. 333-34623, Registration Statement No. 333-92193,
Registration Statement No. 333-113647, Registration Statement No. 333-131638, Registration
Statement No. 333-133928, Registration Statement No. 333-142853 each on Form S-8, of our report
dated February 27, 2008, relating to the consolidated financial statements and consolidated financial
statements schedule of Sotheby’s (the “Company”), (which report expresses an unqualified opinion
and includes an explanatory paragraph relating to the Company’s adoption of Financial Accounting
Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—An
Interpretation of FASB Statement No. 109,” effective January 1, 2007, Statement of Financial
Accounting Standards No. 123(R), “Share-Based Payment,” as revised, effective January 1, 2006, and
the recognition and disclosure provisions of Statement of Financial Accounting Standards No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans—an
amendment of FASB Statements No. 87, 88, 106 and 132(R),” effective December 31, 2006), and
our report dated February 27, 2008 relating to the effectiveness of the Company’s internal control
over financial reporting, appearing in this Annual Report on Form 10-K of Sotheby’s for the year
ended December 31, 2007.

/s/ DELOITTE & TOUCHE LLP
Deloitte & Touche LLP

New York, New York
February 27, 2008



EXHIBIT 24

POWER OF ATTORNEY

Each of the undersigned, being a Director of Sotheby’s, a Delaware corporation (the
“Company”), does hereby constitute and appoint William F. Ruprecht and William S. Sheridan, and
each of them, with full power of substitution, as his or her true and lawful attorney and agent to
execute and file in his or her name and on his or her behalf, as a Director of the Company, with
the Securities and Exchange Commission pursuant to the Securities Exchange Act of 1934, as
amended, the Company’s Annual Report on Form 10-K for the fiscal year ended December 31,
2007, the exhibits thereto and all documents in connection therewith and any and all amendments to
such Form 10-K and to do and perform any and all acts and things requisite and necessary to be
done in connection with the foregoing as fully as he or she might or could do in person, and each of
the undersigned hereby ratifies and confirms all that said attorneys-in-fact and agents, or any of
them, may lawfully do or cause to be done by virtues hereof.

IN WITNESS WHEREOF, the undersigned have each hereunto subscribed their respective
signatures as of this 27th day of February, 2008.

/s/ Michael 1. Sovern /s/ Donald M. Stewart
Michael I. Sovern Donald M. Stewart

/s/ The Duke of Devonshire /s/ Robert S. Taubman
The Duke of Devonshire Robert S. Taubman

/s/ William F. Ruprecht /s/ Diana L. Taylor
William F. Ruprecht Diana L. Taylor

/s/ Michael Blakenham /s/ Dennis M. Weibling
Michael Blakenham Dennis M. Weibling

/s/ John M. Angelo /s/ Robin G. Woodhead
John M. Angelo Robin G. Woodhead

/s/ Allen Questrom
Allen Questrom




EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, William F. Ruprecht, certify that:

(1) I have reviewed this Annual Report on Form 10-K for the period ended December 31, 2007 of
Sotheby’s;

(2) Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

(3) Based on my knowledge, the financial statements, and other financial information included in
this report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

(4) The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting
principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s
fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

(5) The registrant’s other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information;
and

(b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

/s/ William F. Ruprecht

William F. Ruprecht
President and

Chief Executive Officer
Sotheby’s

February 27, 2008




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, William S. Sheridan, certify that:

(1) I have reviewed this Annual Report on Form 10-K for the period ended December 31, 2007 of
Sotheby’s;

(2) Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

(3) Based on my knowledge, the financial statements, and other financial information included in
this report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

(4) The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting
principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s
fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

(5) The registrant’s other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information;
and

(b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

/s/ William S. Sheridan

William S. Sheridan
Executive Vice President and
Chief Financial Officer
Sotheby’s

February 27, 2008




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Sotheby’s on Form 10-K for the period ended
December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, William F. Ruprecht, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to
§ 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the registrant.

/s/ William F. Ruprecht

William F. Ruprecht
President and

Chief Executive Officer
Sotheby’s

February 27, 2008




EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Sotheby’s on Form 10-K for the period ended
December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, William S. Sheridan, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to

§ 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the registrant.

/s/ William S. Sheridan

William S. Sheridan
Executive Vice President and
Chief Financial Officer
Sotheby’s

February 27, 2008




