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January 29, 2007

Equity Research
Earnings Update

Brokers/Large-Cap Brokers

Stock Rating:
Sector Outperformer

Sector Weighting:
Overweight

12-18 mo. Price Target
GS-NYSE (1/29/07)

$250.00
$211.04

Key Indices:  S&P 500, BarraVal, NYSE, S&P 100
3-5-Yr. EPS Gr. Rate (E) 25.0%
52-week Range $136.90-$220.51
Shares Outstanding 471.0M
Float 379.6M Shrs
Avg. Daily Trading Vol. 5,144,350
Market Capitalization $99,399.6M
Dividend/Div Yield $1.40/ 0.7%
Fiscal Year Ends November
Book Value $72.62 per Shr
2007 ROE (E) 27.2%
LT Debt $129.3B
Preferred $3,100.00M
Common Equity $35.8B
Convertible Available No
Earnings per Share Prev  Current
2006 $19.69A
2007 $23.00E $22.60E
2008 $26.25E
PIE

2006 10.7x
2007 9.2x 9.3x
2008 8.0x

Goldman Sachs Group

Highlights from Meeting with Goldman Sachs CFO
David Viniar

B We met with David Viniar, CFO of Goldman Sachs, almost a year after he
made the now famous pronouncement that he'd never seen a better
operating environment in 25 years. Our takeaway from yesterday's
meeting is that his sentiment now has extended into 26 years.

B Liquidity is rich and deals are increasingly more global in nature. China
continues to be GS's key growth market, but alternative energy and
infrastructure look robust. Asset and wealth management will also be prime
areas of growth and focus.

B We are slightly trimming our well above consensus first-quarter estimates
due to lower expected incentive fees in asset management ($0.10-$0.15
per share by our estimates) and what now looks like our admittedly too high
trading revenues (remember very tough 1Q06 comparison).

B Our outlook on GS is as bullish today as it was a year ago. GS is involved in
1in 3 deals globally, a fact that few could boast of in any industry, let alone
a fast-growing industry. Further, GS is simply the fastest growing in the
fastest growth businesses within global capital markets.

Company Description
Goldman Sachs Group, Inc. and its subsidiaries provide
investment banking, securities, and investment

management services worldwide.
Www.gs.com

Meredith Whitney Gary Lee

(212) 667-6897 (212) 667-7128

Meredith. Whitney @us.cibc.com

Gary Lee@us.cibc.com

Stock Price Performance

Goldman Sachs Group, In¢. (GS)

221.10

201.81

— 8.00
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~ 6.00
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© - 200
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Volumein Millions

— 2.00
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Source: Reuters
All figures in US dollars, unless otherwise stated.
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CIBC World Markets does and seeks to do business with companies covered in
its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their
investment decision.

See "Important Disclosures” section at the end of this report for important
required disclosures, including potential conflicts of interest.

See "Price Target Calculation” and "Key Risks to Price Target" sections at the
end of this report, where applicable.
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We met with Goldman Sachs CFQ David Viniar, almost a year after he made the
now famous pronouncement that he'd never seen a better cperating
envirgnment in 25 years. Our takeaway from yesterday’s meeting is that his
sentiment now extends into 26 yvears., Overall, Viniar remained optimistic that
the global environment today is good as economic growth continues to be
strong, capital is plentiful, and activity levels are high. Notably, he emphasized
that Geldman's biggest growth opportunities are in China, in the infrastructure
business, and in alternative energy investments.

Cur outlook on Goldman Sachs is as bullish today as it was a year ago, even in
the face of its impressive stock price rise over the same time period. Goldman
is not only the dominant force in the global M&A market, which grew to its
highest level in histary and 2007, is poised even higher; GS is literally in ONE OF
EVERY THREE deals. There are few, if any, companies worldwide that can boast
of similar market share dominance in any industry, fet alone in a growing
industry. Further, Goldman is growing the fastest in the fastest-growing
markets. With roughly 50% of revenues coming from cutside the US, Geldman
is growing the most in China, Japan, and Europe.

We continue to rate GS Sector Qutperformer with a $250 price target, as we
remain bullish on the continued robust growth of the capital markets and on
GS's consistent ability to grow its EPS with a solid ROE. The firm generates the
highest revenue growth vs. its peers, possesses dominant market share in the
highest margin businesses, has an impressive presence in Japan/China, and in
our opinion will continue to record earnings upside from its private investment
gains,

Several key takeaways from our meeting:

|- China represents Goldman's biggest growth opportunity. Goldman is
singly the best-positioned foreign investment bank within China. Last year,
the company got the highly coveted role of investor/advisor to ICBC as well as
underwrote the Bank of China deal, Goldman has had a presence in China for
a long time and seemns to have a very good reputation, hence resulting in the
firm doing most of the biggest China deals. Furthermore, Viniar emphasized
that Goldman and UBS were the only two major brokers that had securities
licenses in China and in this capacity China was the only region where
Geldman did not have to compete with the rest of the world. In fact, China
was no longer offering these licenses for the time being. With this license,
Geoldman is allowed to underwrite ‘A’ shares and participate in domestic M&A,
bond underwriting, and wezlth management. We believe Goldman's
competitive lead is vast in China as well as in greater Asia. Inits
“statesmanship commitment” to the development of capital markets, we
-believe G5 employees go above and beyond the typical role of investment
bank to provide guidance and counseling to soon to be public and public
companies as to best practices in dealing with public investors. Goldman
continues to advise ICBC on a myriad of on going capital markets issues.

[ The infrastructure business will be a major area of investment and
advisory focus. Viniar believes that the infrastructure business will become
very large in the US as municipalities will see the clear benefit of leveraging
currently unlevered assets, freeing up capital, and perhaps ultimately
delivering best execution for its municipal services. He thinks that the volumes
within the US will be in the multi-billions and will be 2 major source of deal
flow over the coming years.

= Commodities remain a solid growth revenue source. Active in

commodities since 1981, commodities trading and aperation have been a
cornerstone to the GS trading platform long before the recent “multi-year bull
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market in commodities.” When questicned whether GS had a more difficuit
time generating outsized profits in a declining oil and gas price trending
market, Viniar cited its recent success in the rates and currency markets in the
face of 17 rate hikes and reasonable volatility. Provided there is somewhat of
a trend and client activity remains high, profits should remain solid.

ii The trading business is a significant part of the GS franchise and will
continue te grow. Viniar indicated that the firm had very stringent risk
controls and noted that the biggest risk to trading was not necessarily the
incurred trading losses but rather a general slowdown in business.
Furthermore, while trading revenues are very volatile quarterly, on an annual
basis it's a consistently growing business.

. Viniar's top 3 fears of what will hinder economic growth are: 1. Credit—
credit spreads may widen and lead to defaults. However, Viniar did note that
GM was downgraded but only negatively impacted credit markets for one
month. 2. Protectionism—anything that hinders the free flow of capital around
the world and hence globalization. 3. Inflation.

Other Odds and Ends From the Meeting

C The pool for buyers of everything, including risk, is so far broader
today, which may mean the emergence of a different market than US-
centric and demand-concentrated markets of the past. Specifically,
according to Viniar, derivatives have been very good for the financial markets
as they allow risk to be sliced and redistributed to those who want it.

J Overall, opportunities in the mortgage business are strong; the weak
link is subprime. Viniar noted that the mortgage business should be viewed
in two separate ways, commercial and residential. According to him, the
commercial mortgage business is terrific (i.e. Equity Office Properties Trust),
as there exists a lot of money for financing while the residential mortgage
business is solid but less buoyant. Within residential mortgages, the weak link
is subprime. Viniar believes that the subprime lending business will worsen
before it gets better as the market normalizes, forcing more subprime lenders
to exit this business.

.. One of Goldman’s main advantages is its ability to offer a
comprehensive package of services and products, which allows it to
consistently participate in the largest deals. According to Viniar, the firm
is capable of participating in all facets of a deal including capital, advice,
hedging, etc., which provides it with a significant advantage and breadth in
securing the most notable and complex global deals.

Z An extremely high percentage of deals for principal investing originate
from internal referrals. Goldman’s consistently ability to actively invest in
and harvest its principal investments stems from the fact that many of the
firm's other segments constantly refer deals to the principal investing
segment. According to Viniar, Goldman is very careful about the conflicts or
perceived conflicts that emerge, and actually has a full time partner
monitoring these conflicts.

. Goldman's global investments have begun to bear significant fruit and
are one of its main near-term growth drivers. Viniar noted that while
Japan is now an earnings contributor it used to be a2 brezkeven business for 13
years. He stated that Goldman’s leading global footprint vs. its peers will allow
it to profit from the fastest growing economies, particularly in the BRIC (Brazil,
Russia, India, and China) countries.

77



808

Case 1:10-cv-03461-PAC Document 201-5 Filed 04/27/18 Page 5 of 15

Highlights from Meeting with Goldman Sachs CFO David Viniar - January 29, 2007

CIBC ge: e
. gl \World Markets

Exhibit 1. Goldman Sachs Revenues Per Employee Are Greater Than 2X
Its Closest Peers

Revenues/Employee ($ in Thousands)

Company Name 2002 2003 2004 2003 2006 4-Year CAGR
Bear Steams 5485 $569 $622 §626 $680 -
YoY % Change 33% 17.4% 8.2% 0. 7% B.7% 8.8%
Goldman Sachs §709 3823 $992  $1,050  $1,406 -
Yoy % Change 16% 161%  209% 59%  3359% 18.7%
Lehman Brothers $409 3534 $591 $638 3678 -
YoY % Change 3.1% 7%  10.7% 8.0% 6.2% 8.0%
Merrlll Lynch $360 $414 $435 $476 %617 -
Yo % Change -5.2% 15.0% 5.2% 9.4% 29.5% 14.4%
Morgan Stanlay $368 $426 3445 $503 3512 -
YoY % Change -31% 16.4% 4.9% 13.0%  21.6% 13.7%
Average -1.3% 14.4% 10.0% 7.4% 20.0% 12.7%

Source: Company repers and CIBC Warld Markets Corp.

From 2 year ago, Goldman Sachs has grown its revenues per employee by
33.99%, which was the highest YoY growth rate amongst its key US peers, to
$1.4 million, which is greater than 2x its closest peers. Following was Merrill
Lynch with 29.5% and Morgan Stanley with 21.6%. Overall, Goldman Sachs’ 4-
year CAGR was 18.7%, which was significantly above those of its key peers.

Earnings Outlook

We are trimming our well above consensus 1Q07 estimate due to lower
expected incentive fees in asset management ($0.10-$0.15 per share by our
estimates) and what now looks like cur admittedly too high trading revenues
{(remember very tough 1Q06 comparisons). Qur 1Q07 and 2007 estimates are
now $5.60 (from $6.00) and $22.60 (from $23.00}, respectively.

Exhibit 2. Our Estimates for 1Q07 and 2007 Are On Average 19% Above
the Consensus Mean

EPS Estimates (CIBC vs. Consensus)
Source 1907 2007

CIBC $5.60 $22.60
% doiff. from mean 18.9% 18.5%
% diff. from fow 39.3% 37.0%
Y% diff. from high 0% 0%

Consensus
Mean 54.71 $19.07
Low 54.02 $16.50
High $5.80 $22.60

Source: Company reports and CIBC World Markets Corg.

Our 1Q07 estimate of $5,60 is the highest estimate on the Street, 19% above
the mean and 39% above the lowest estimate. Our 2007 estimate of $22.60 is
also the highest estimate on the Street, 19% above the mean and 37% above
the lowest estimate.
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Price Target Calculation

Our price target on Geldman Sachs is $250 based upon a 2.7X multiple of our
projected 12-month forward book value estimate of about $94 per share, Since
going public in 1999, Goldman has traded in a range of 2.0X to 3.6X book value;
therefore, we believe our 2.7X multiple is reasenable. Admittedly, since 2002
Goldman has traded more towards the low end of the range along with its
brokerage group peers; however, if we are correct on our thesis that 2006 will
be a barnburner year within global capital markets, we believe the group at
large will experience multiple expansion. For the past three years, Goldman has
grown earnings by over 25% per annum despite a flattening vield curve and
unfavorable equity markets. We believe the wind is truly at Goldman’s back this
year and that 2006 will mark the company‘s fourth year of 25% plus earnings
per share growth.

Key Risks to Price Target

Market Risk: Brokerage earnings are highly correlated to strength/weakness in
the overall capital markets.

Credit Risk: Brokerage earnings may be vulnerable te losses fromn their credit
exposure related to trading, lending, and other business activities.

Liquidity Risk: An extended interruption in liguidity will have a materially
adverse impact on earnings.

Litigation Risk: Legal proceedings could adversely affect brokerage earnings,
capital levels, and potentially impact credit ratings.

Regulatory Risk: Most brokerage businesses are highly regulated and could be
materially impacted by regulatory and/or legislative initiatives globally.
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Highlights from Meeting with Goldman Sachs CFO David Viniar - January 29, 2007
Our EPS estimates are shown below:
1 Qtr. 2 Qtr, 3 Qtr. 4 Qfr, Yearly
2006 Current $5.084 $4.78A $3.26A $6.594 $19.604
2007 Prior $6.00E $5.91E $4.86E $6.23E $23.00E
2007 Current $5.60E $5.76E $5.00E 86.25E $22.60E
2008 Current - - - - $26.25E

CIBC
—

CIBC
World Markets
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IMPORTANT DISCLOSURES:

Analyst Certification: Each CIBC World Markets research analyst named on the front page of this research report, or
at the beginning of any subsection hereof, hereby certifies that (i) the recommendations and opinions expressed herein
accurately reflect such research analyst's personal views about the company and securities that are the subject of this
report and all other companies and securities mentioned in this report that are covered by such research analyst and (ii)
no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed by such research analyst in this report.

Potential Conflicts of Interest: Equity research analysts employed by CIBC World Markets are compensated from
revenues generated by various CIBC World Markets businesses, including the CIBC World Markets Investment Banking
Department within the Corporate and Leveraged Finance Division. Research analysts do not receive compensation based
upon revenues from specific investment banking transactions. CIBC World Markets generally prohibits any research
analyst and any member of his or her household from executing trades in the securities of a company that such research
analyst covers. Additionally, CIBC World Markets generally prohibits any research analyst from serving as an officer,
director or advisory board member of a company that such analyst covers.

In addition to 1% ownership positions in covered companies that are required to be specifically disclosed in this report,
CIBC World Markets may have a long position of less than 1% or a short position or deal as principal in the securities
discussed herein, related securities or in options, futures or other derivative instruments based thereon.

Recipients of this report are advised that any or all of the foregoing arrangements, as well as more specific disclosures
set forth below, may at times give rise to potential conflicts of interest.

Important Disclosure Footnotes for Goldman Sachs Group, Inc. (GS)

2a Goldman Sachs Group, Inc. is a client for which a CIBC World Markets company has performed investment
banking services in the past 12 months.

2e CIBC World Markets Inc. has received compensation for investment banking services from Goldman Sachs
Group, Inc. in the past 12 months.

3a Goldman Sachs Group, Inc. is a client for which a CIBC World Markets company has performed non-
investment banking, securities-related services in the past 12 months.

3b CIBC World Markets Corp. has received compensation for non-investment banking, securities-related services
from Goldman Sachs Group, Inc. in the past 12 months.

(@138 CIBC
.l World Markets
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Important Disclosure Footnotes for Companies Mentioned in this Report that Are Covered
by CIBC World Markets:

Stock Prices as of 01/29/2007:

Bear Stearns Companies {3a, 3b) (BSC-NYSE, $162.05, Sector Outperformer)
Lehman Brothers Haldings Inc. (3a, 3b, 5a} {LEH-NYSE, $80.68, Sector Outperformer)
Merrill Lynch & Co. (3a, 3b) (MER-NYSE, $92.39, Sector Performer)

Morgan Stanley (3a, 3b) (MS-NYSE, $81.12, Sector Outperformer)

UBS AG (3a, 3b) (UBS-NYSE, $61.64, Sector Qutperformer)

Companies Mentioned in this Report that Are Not Covered by CIBC World Markets:

Stock Prices as of 01/29/72007:
Bank of China {3988-HK, [HKD]3.90, Not Rated)

Impartant disclosure footnotes that correspond to the footnotes in this table may be found in the "Key to
Important Disclosure Footnotes"” section of this report.

CIBC pel:le
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Key to Important Disclosure Footnotes:

1
2a

2b
2c
2d
2e
2f
2g
3a
3b
3c
4a
4h
ac
Sa
5b
6a

6h

10

11
12
13
14

CIBC World Markets Corp. makes a market in the securities of this company.
This company is a client for which a CIBC World Markets company has perfermed investment banking services
in the past 12 months.
CIBC World Markets Corp. has managed or co-managed a public offering of securities for this company in the
past 12 months.
CIBC Warld Markets Inc. has managed or co-managed a public offering of securities for this company in the
past 12 months.
CIBC World Markets Corp. has received compensation for investment banking services from this company in
the past 12 months.
CIBC World Markets Inc. has received compensation for investment banking services from this company in the
past 12 months.
CIBC World Markets Corp. expects to receive or intends to seek compensation for investment banking services
from this company in the next 3 months.
CIBC World Markets Inc. expects to receive or intends to seek cempensation for investment banking services
from this company in the next 3 months.
This company is a client for which a CIBC World Markets company has performed non-investment banking,
securities-related services in the past 12 months.
CIBC World Markets Corp. has received compensation for non-investment banking, securities-related services
from this company in the past 12 months.
CIBC World Markets Inc. has received compensation for non-investment banking, securities-related services
from this company in the past 12 months,
This company is a client for which a CIBC World Markets company has performed non-investment banking,
non-securities-related services in the past 12 months.
CIBC World Markets Corp. has received compensation for non-investment banking, non-securities-related
services from this company in the past 12 months.
CIBC World Markets Inc. has received compensation for non-investment banking, non-securities-related
services from this company in the past 12 months.
The CIBC World Markets Corp. analyst(s) who covers this company alse has a long position in its common
equity securities.
A member of the household of a CIBC World Markets Corp. research analyst who covers this company has a
long position in the common equity securities of this company.
The CIBC World Markets Inc. fundamental analyst(s) who covers this company also has a long pasition in its
commeon equity securities.
A member of the household of a CIBC World Markets Inc, fundamental research analyst who covers this
company has a long positicn in the common equity securities of this company.
CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1%
or more of a class of equity securities issued by this company.
A partner, director or officer of CIBC World Markets Inc. or any analyst involved in the preparation of this
research report has provided services to this company for remuneration in the past 12 months.
A senior executive member or director of Canadian Imperial Bank of Commerce ("CIBC"), the parent company
to CIBC World Markets Inc. and CIBC World Markets Corp., or a member of his/her household is an officer,
director or advisory board member of this company or one of its subsidiaries.
Canadian Imperial Bank of Commerce ("CIBC"), the parent company to CIBC World Markets Inc. and CIBC
wWorld Markets Corp., has a significant credit relationship with this company.
The equity securities of this company are resfricted voting shares.
The equity securities of this company are subordinate voting shares.
The equity securities of this company are non-voting shares.
The equity securities of this company are limited veting shares.
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CIBC World Markets Price Chart

HISTORICAL PERFORMANCE OF CIBC WORLD MARKETS" RECOMMENDATIONS FOR
GOLDMAN SACHS GROUP, INC. (6S5)
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Currency: USD Restriction periods are not shown prior to 97162004

Historical stock price data and comesponding CIBC Wi price targets in this graph may have been adjusted to account for subsequent stock splits.

HISTORICAL PERFORMANCE OF CIBC WORLD MARKETS' RECOMMENDATIONS FOR GOLDMAN SACHS GROUP,

INC. (GS)
Date Change Type Closing Price Rating Price Target  Coverage
02/08/2005 AD 111.55 S50 126.00  Ken Worthington, CFA
0317/2005 A 110.04 S0 131.00  Ken Worthington, CFA
09/20/2005 A 118.05 S0 135.00  Ken Worthington, CFA
11/22/2005 A 132.60 S0 151.00  Ken Worthington, CFA
01/10/2006 A9 132.03 NR None  CIBC World Markets Corp.
03/01/2006 AD 143.15 S0 190.00  Meredith Whitney
05/09/2006 A 165.75 S0 205.00  Meredith Whitney
11/20/2006 A 197.45 S0 250.00  Meredith Whitney
(@& CIBC

, = \Vorld Markets
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CIBC World Markets' Stock Rating System

Abbreviation Rating Description

Stock Ratings

SO Sector Outperformer Stock is expected to outperform the sector during the next 12-18 months.

SP Sector Performer Stock is expected to perform in line with the sector during the next 12-18 months.
suU Sector Underperformer Stock is expected to underperform the sector during the next 12-18 months.

NR Not Rated CIBC World Markets does not maintain an investment recommendation on the stock.
R Restricted CIBC World Markets is restricted*** from rating the stock.

Sector Weightings**

(e] Overweight Sector is expected to outperform the broader market averages.

M Market Weight Sector is expected to equal the performance of the broader market averages.

U Underweight Sector is expected to underperform the broader market averages.

NA None Sector rating is not applicable.

**Broader market averages refer to the S&P 500 in the U.S. and the S&P/TSX Composite in Canada.

"Speculative" indicates that an investment in this security involves a high amount of risk due to volatility and/or liquidity issues.

***Restricted due to a potential conflict of interest.

Ratings Distribution*: CIBC World Markets' Coverage Universe

(as of 29 Jan 2007) Count Percent Inv. Banking Relationships Count Percent
Sector Outperformer (Buy) 328 38.8%  Sector Outperformer (Buy) 174 53.0%
Sector Performer (Hold/Neutral) 415 49.1%  Sector Performer (Hold/Neutral) 214 51.6%
Sector Underperformer (Sell) 72 8.5%  Sector Underperformer (Sell) 35 48.6%
Restricted 18 2.1%  Restricted 18 100.0%
Ratings Distribution: Brokers Coverage Universe

(as of 29 Jan 2007) Count Percent Inv. Banking Relationships Count Percent
Sector Outperformer (Buy) 5 83.3%  Sector Outperformer (Buy) 1 20.0%
Sector Performer (Hold/Neutral) 18 16.7%  Sector Performer (Hold/Neutral) 0 0.0%
Sector Underperformer (Sell) 0 0.0%  Sector Underperformer (Sell) 0 0.0%
Restricted 0 0.0%  Restricted 0 0.0%

Brokers Sector includes the following tickers: BSC, GS, LEH, MER, MS, UBS.

*Although the investment recommendations within the three-tiered, relative stock rating system utilized by CIBC World Markets do
not correlate to buy, hold and sell recommendations, for the purposes of complying with NYSE and NASD rules, CIBC World Markets
has assigned buy ratings to securities rated Sector Outperformer, hold ratings to securities rated Sector Performer, and sell ratings to

securities rated Sector Underperformer without taking into consideration the analyst's sector weighting.
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Legal Disclaimer

This report is issued and approved for distribution by (i) in the United States, CIBC World Markets Corp., a member
of the New York Stock Exchange ("NYSE"), NASD and SIPC, (ii) in Canada, CIBC World Markets Inc., a member of the
Investment Dealers Association ("IDA"), the Toronto Stock Exchange, the TSX Venture Exchange and CIPF, (iii) in the
United Kingdom, CIBC World Markets plc, which is regulated by the Financial Services Authority ("FSA"), and (iv) in
Australia, CIBC World Markets Australia Limited, a member of the Australian Stock Exchange and regulated by the ASIC
(collectively, "CIBC World Markets"). This report is provided, for informational purposes only, to institutional investor
clients of CIBC World Markets in the United States and Canada and retail clients of CIBC World Markets in Canada, and
does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such
offer or solicitation would be prohibited. This document and any of the products and information contained herein are
not intended for the use of private investors in the United Kingdom. Such investors will not be able to enter into
agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views expressed
in this document are meant for the general interests of clients of CIBC World Markets Australia Limited.

The securities mentioned in this report may not be suitable for all types of investors. This report does not take into
account the investment objectives, financial situation or specific needs of any particular client of CIBC World Markets.
Recipients should consider this report as only a single factor in making an investment decision and should not rely solely
on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of
the merits and risks of investments. The analyst writing the report is not a person or company with actual, implied or
apparent authority to act on behalf of any issuer mentioned in the report. Before making an investment decision with
respect to any security recommended in this report, the recipient should consider whether such recommendation is
appropriate given the recipient's particular investment needs, objectives and financial circumstances. CIBC World
Markets suggests that, prior to acting on any of the recommendations herein, Canadian retail clients of CIBC World
Markets contact one of our client advisers in your jurisdiction to discuss your particular circumstances. Non-client
recipients of this report who are not institutional investor clients of CIBC World Markets should consult with an
independent financial advisor prior to making any investment decision based on this report or for any necessary
explanation of its contents. CIBC World Markets will not treat non-client recipients as its clients solely by virtue of their
receiving this report.

Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is
made regarding future performance of any security mentioned in this report. The price of the securities mentioned in
this report and the income they produce may fluctuate and/or be adversely affected by exchange rates, and investors
may realize losses on investments in such securities, including the loss of investment principal. CIBC World Markets
accepts no liability for any loss arising from the use of information contained in this report, except to the extent that
liability may arise under specific statutes or regulations applicable to CIBC World Markets.

Information, opinions and statistical data contained in this report were obtained or derived from sources believed to
be reliable, but CIBC World Markets does not represent that any such information, opinion or statistical data is accurate
or complete (with the exception of information contained in the Important Disclosures section of this report provided by
CIBC World Markets or individual research analysts), and they should not be relied upon as such. All estimates, opinions
and recommendations expressed herein constitute judgments as of the date of this report and are subject to change
without notice.

Nothing in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxation can
change, any reference in this report to the impact of taxation should not be construed as offering tax advice on the tax
consequences of investments. As with any investment having potential tax implications, clients should consult with their
own independent tax adviser.

This report may provide addresses of, or contain hyperlinks to, Internet web sites. CIBC World Markets has not
reviewed the linked Internet web site of any third party and takes no responsibility for the contents thereof. Each such
address or hyperlink is provided solely for the recipient's convenience and information, and the content of linked third-
party web sites is not in any way incorporated into this document. Recipients who choose to access such third-party web
sites or follow such hyperlinks do so at their own risk.

Although each company issuing this report is a wholly owned subsidiary of Canadian Imperial Bank of Commerce
("CIBC"), each is solely responsible for its contractual obligations and commitments, and any securities products offered
or recommended to or purchased or sold in any client accounts (i) will not be insured by the Federal Deposit Insurance
Corporation ("FDIC"), the Canada Deposit Insurance Corporation or other similar deposit insurance, (ii) will not be
deposits or other obligations of CIBC, (iii) will not be endorsed or guaranteed by CIBC, and (iv) will be subject to
investment risks, including possible loss of the principal invested. The CIBC trademark is used under license.

© 2007 CIBC World Markets Corp. and CIBC World Markets Inc. All rights reserved. Unauthorized use,
distribution, duplication or disclosure without the prior written permission of CIBC World Markets is prohibited by law and
may result in prosecution.
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Management meetmgs ever
more confldent

B we met with G5 Pres, and co-COO Jon Winkelried, CFO

David Viniar, and Peter Kraus, co-head of Asset Mamt.

Sub-prime small for GS, and maybe an opportunity
Managameant noted that sub-prime is not a large enough business for GS ta pose
any significant threat 1o eamings. However, breaking with pravious caution, the
firm is building a smalt origination effort. Recent turmoil will likely present
distressed-mortgage opportunities for GS, we think.

GS comfortable with risk; sees less potential for relative
revenue decline

The Co. has managad credit exposures carefully, so exposure is largely that of a
cradit trading revenus fall-off. GS' economically sensilive business mix hag
historically led to relatively steep declines in camings from peak-to-trough, but
managemert seems maore confident than in the past that GS can put-earn peers
thraughout the cycle.

Focus is global, especially Emerging Markets

LInique pasitioning in China just beglnhing to gain traction and expected to drive
meaningful revenue nearterm; Russia franchise build on-track; India, Brazil seen as
longer-term opportunities. Other Int'l opportunities seen in Middle East {flush with
liguidity, and GS has considerable brand power) and Japan {(activity picking up).

Franchise solid across-the-board; expansion continues

1533 franchise remains the market leader with lop market share in key businesses.
Mgmt. believes GS can stili improve positioning in markets like equity dervalives,
structured products via better "connectivity” with the IB. Managemcent anticipates
miost fulure growlh will come arganically.

i Estimates (Nav)

2006A 2007 2008E

US§) 2005A
EFS 11.2 19.62 ‘798 18.28 2038
GASF ERS 1.2 1069 A ] 18.28 203k
EPS Change (YoY) 257% 73.6% -B.7% 1.7 1.5%
Consensus E2S {First Call: 08-mar-2007) “9.25 20.52 MNA
Dividend Rata 1.30 1.30 1.40 1.40 140
Valuation [Nov} e e
20054 20064 Z007E 2908E 20039E
PIE 18.1% “0.3x 11 3= 1.4 9.9x
GAAR PE 181 T0.3x 11.3x 11.1x 9.9x
Dividerd Yield 0.58% 0.6 0.7% 0.1% Q.78
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Merrill Lynch does and seeks to do business with companies covered in its rasearch reports. As a result, investors should be awere that the firm may
have a conﬂlcl of interast that could affact the objectivity of this report Investors should consider this report as only a single factor in making their

it Cust

of Memill Lynch in the US can receive independent, third=party research on companies covered in this report, 21 no cost

to them, If such research is available. Customers can access this independent research at hitp:fwww.ml.comfindependentresearch or can call -808-537-

7455 to request a copy of this research.
Refer to important disclosures on page 15 to 16. Analyst Certification on page 14.
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Egﬂaﬂllllﬂnch Galdman Sachs Group
13 March 2607

iOprofile” Goldman Sachs Group

Income Statement Data (Nov) Company Description

{US$ Millions} 2005A Z006A Z0IFE puitli] 2009k Goldman Sachs is a consistent inp-ter glokal player in

Nel Revenues ZC,238 37.681 37,212 37815 40,597 by high-maegin lines of business such as Epuity

Compansation & Benefils [t1.758) [*BB20r {16353 {16714 (17,863 Urdenasting ant M&A. I is one of two domirant Prime
% ol Net Revenue 46.56 420 4359 442 44.C Braokers to Lhe last-growing hodge terd industy, The
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New Management Team

The new management team

It has now been about 9 months since the new senior management 1eam
coalesced around Chairman and CEOQ Lloyd Blankfein following the departure of
Hank Paulson 1o become US Secretary of the Treasury. with Jon Winkelried and
Gary Cohn, named as Fresidents and CQO's. Winkelried, who spenl much of his
career managing aspects of Goldman's FICC businesses before moving into the
[nwestment Bank, spends most of his time now with the IB and the Private Equity/
terchant banking businesses, while Cohn aversees Sales & Trading and Asset
Managerment. VWhile it is clear that all three of the senior-most members of the
management team have their roots primarily in the markets businesses,
Winkelried's "embeddedness” in the IB, along with Goldman's collaborative
cullure of low silo barriers, ensures that the unils continue to wark tugether as
seamless|y as anywhere in the industry, and probably more sa,

Consistent record of innovation
The firm has been at the forefrant of recognizing industry change and navigating
through it. Examples include

#  the successful restructuring of the Equities business in the lace of
declining cormmissions;

a  the decision tc maintain strength in Commodities over many years, and then
to build on itin a timely way ahead of the recent boorn; and

%  the anticpation of credit disintermed ation, employing “disruptive technology” to
create: a large husiness in an area that had largely been the purview of the banks.

Goldman was not alone in each of these moves, but we 1hink it's fair to say it was
an early mover in each and the orily firm in our coverage to get all of them about
right {among other things).

Opportunity seen in sub-prime assets
Sub-prime: gooc business over cycle, Mortgages generally are a much smalier part of GS' business than at some other
thaugh relatively srnall for G5 firrns such as Lehman and Bear Stearns, bul are nonetheless an important agsset
class in which the firm actively participates.  Sub pnme is a part of the martgage
business which, while experiencing a meahingful downtum in part because of a 2006
collapse in lending standards, is nonetheless quite atiractive aver the full cycle.

Building small arigination effort Interestingly. while GS has previously expressed concern over potential
repulalion issues in this arena, Viniar noted that the firm is cautiously building a
smal] arigination effort, While exposure is not al this point meaningful for GS, the
fact that the firm is dipping a loe in sends a positive signal about recovery
patential, in our view, though it is only a small =ffort and Viniar {like others)
believes the mess could worsen near-tetrm.

We would not rule oul a small acquisition at a fire-sale price. GS' warshouse and
other exposures in and Alt-A are very small and manageable, and while the firm
is certainly observing distress in the sector, assels are slill irading, and pre-06
vintages are in good shape. Warehouse exposures are being traated like
securities lending: careful and timely risk management via mark-to-market,
margin calls, pasition close-outs, ete. The firmm alao believes it will have
distressed-mortgage opportunities ahead.
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Risk Management: comfortable with market risk

05 keeos “dry pawder? w exploit market Given the degree 1o which many markels have been priced for perfecton, the

disication guestion arose as o when, over the past few vears, has the firm taken risk levels
down materially. Viniar said that, in the post-2002 pediod. it really only happerned
in 3006, as the fim saw fewer opportunities in a period of heightened
uncertainty. This was the collective resull of many individual decisions arouns the
firm, rathar than a top-down choice. The general philosophy is to increase “doy
powder” as rmarkets become choppierfess certain so a5 te have lhe abilily 1o lake
advaniage of valuation opportunittes, but again this is cultural, rather than by
edict. (We should note that this was shortly before the roccent pickup in markot
valatility). The firm has groven nself, we think, excentionally rimble 1 navigatirg
the financial cross-currents and being positicned not just to deal with risk bat to
protit from managing its own, srd its clignts risks.

in order to mitigate "lorg-tail". multiple-standard-deviation risks, the firm spends a
considerable amoun: of "InsJrance” mcrey on protective positions such as deep-
out-ol-lhe-rmonsy pus, CDS indices, elc.. even though to dale, lhese have moslly
been useless. The firin also keeps enormous amounts of liguid, vnercumbered
assels. to ease its pasaagsa through any periods of illiquidity that could arise.

Carefud on Credit; oxposure mainly o a While: credit r sk as a perceniage of the total balance sheet, or total VaR, has

tlowe- isinoss “ovente declie growin, the firm is still more comfortable wilh markst risk than credit risk, so the
credit exposures are managed exceptionally carefully. Theretore, the company
tecls that it 15 morz exposed to the rsk of a simple dechne in revenae from ereit
frading than ta default nsk. While it acceps that bridge commilments are loday a
key part of thi “franchise” M&A business, Goldman believes that mitigation cf
these risks is best achieved through rapid sale of the exposure, and approaches
every transaction in this way, even though credd derivatives may be used la an
extenl, Since it views lending rn a stanr-alone basis as a relatively low-retim
business, the emphasis is definitely cn quick turnover. However, knowing that
some deals will get "hung” on the balance sheet, Goldman s stringent on its
crecit analysis and on its insistence on the quality of the companies it lends to.

5 expects te out-earn rivals across the Given its business mix and willingness to be somewhat more aggressive in risk-

eycle . and al the hotlom laking lhan its peers, we have generally thought of GS as likely (o oul-earmn its
peer group in ROE terms at the top of the cycle and over the full cycle: but this
implies the pessibility of a greater peak-io-trough decline in ROE than the pear
group. Winkelried believes “strangly” that this is not the case today (though we'd
point out it has been in the past), and that the company can out-eam pesrs st
each point in the cycle. The implication is thal between better risk management,
the capital management exercise of the past couple of years that has taken out
excess capitzl, and the neher business mix, G5 has achieved a conzsistently
higher-earning franchise; Winkelried believes that the gap between Goldman and
its compaotitors has widened “drarnatically” since the 2000-2002 slump. Other
elements include the highly diversified ousiness mix, and the build-oul of what are
expected to be counter-cyclical businesses such as distressed assets and
restructuring. Clearly only time will tell, but tre fact that a lap-managament
executive would state this so confidently is at least worth naiing. Alsa, the
maleriaily higher P/B ratio that GS commands in the stock market woold indicats
at least in part that the market believes this is the case.
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Tahle 1. Nel reverdle and pretax eamings by regicn
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L gair contripatior to global rovenuge
drives naticeably Aigher margin

Brazil, Russia, bndin and Ching wili be
tocus of G5 int't investment
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Capital management

Yiniar expects capital management to proceed as it has over the past couple of
yaears: siriking a balance between producing ample book value growth. and
kezeping capital levels at a level upon which an acceptable ROF can be produced
withiout taking excessive risk. This of course implies that fairly robi.st buyhanss
can he expected if *he environment remains anylhing like i has been, helping GS
produce ROEs well in excess of 2074,

International business increasingly important

58 continues to view growth as likely to be faster gutside the JS. and thus that
its non-US business will continde to grow as a shars of the total; this remains a
principal building block of tha finm's srategy. In 2006, Americas pratax earnings
weare 52% of wtal. ¢own from nearly B0% in 2004, netl revenues were 54%
Americas, vs. 59% 2 years eardier. Over this period, the most significant
vuntributar tu growth of revenues and eamings, regionally, has been Asia, whose
revenue contribution rose fram 17% to 21% and whose pretax 2amings
contribution rose from 25% ta 2B%. This indicates lhat not only is Asia’'s margin
cohsiderably higher than the others, but that it is improving.

Chart 2: Pro-tax margin by region
0%
0%

20%

0%

Amgrigas EMEA Asia
w2004 ;- IN0S g 2006

Enare Srmpany 1aods are Soml Lyres

This said, it's importanl to note that over the past scveral yvears, Privatc Equity
gains {notably Sumitomo cver the whole periad, ICEC and Accordia last year)
have cantribuled heavily to Asia earnings, and we believe the marg n associated
with these revenues is higher than the average. It the PE contribution to Asian
{and overall global) revenue declines materally, it could have a noticeable margin
itnpact, we helevs.

Emerging mkts. expansion continues: BRIC and Beyond

Stll, with the company just begirning to excloit its parliculary adventageous
China pesitioning (only UBS nas been granied comparable licensing/control pver
its [ocal-markets China business), prospects in thal country look exczptional.
Goldman 15 working an its iirst domestic deal, for Ping An insurance (one of its
own former Private Equity portiolia companies). Considerable privalizalion activity
still lies abead, and Chinese companies are ingreasingly looking boyond their
borders at mergers and other opoortunities. Meanwhile, the Chinese securities
authority {CSRC] is now requining that companies seeking a foreign listing (i.e.,
Hong Kong) also have a domestic listing. G ven the current state of licensing, only
G5 and UBS are posilioned to handle botn ransactions for these Criness
ccrporates. The firm believes that Ching will be a meaningful revenue market in
ithe very near future, across numerous key product hines — Eguity underwriling,
Private Equity. and others. Natw thstandir g the recent bout of stock-market
volatility, tte market has performed well, and with a significant buildup of liguid
wealth in China, pecple are interested in becoming investors, hNot too many
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years agn, most China lalk from financial companies was on the arder of “big
long-term payaff but many years away”, so this is 3 decidedly diferent take.
Indead, though some oppantunities may emerqe faster than others, there are no
impaortant regions at this paint that are not prefitable for Goldman, and the
developrment of global capital mrarkets has heen so rapid in recenl years that
revenue opportunities are emerging sooner than might have been expacied. After
the Europe buildout was begun in the 80's, ttack 15 years for Londan to become
profitable; China reached profitability much faster.

Ih Russia, the firm is cautious becauses of poiential reputaticnal issues and
concerns over properly rights, so business selsction issues are crucial; bul given
the growing importance of the market and its companies, and with the expectation
that sume of the world's largest deals will be there in the near future, GS is
proceeding with its (ranchise build. Large Russian companies are increasingly
autward-focused. trying to establish global footholds in indugiHes as diverse as
mining. forest products, steel, and autometive. In addition te serving Russian
clisnts, Goldman needs to understand the dynamics to the exlent that they a so
will affect the firm's other clients globally. As with China, GS anticipales
significanl revenue Lo emerge from Lhis markel in relalively shorl order.

India and Brazil opportunity more long-term

India's fasl-growing economy is slso one where there is considerable 1B and
markets opportunity, althaugh it is miore competitive than China, and Galdmean in
particular does not have the degree of early-mover advantage it has in China.
Nonegtheless, G5 contindes 1o grow s investmert in the markat and ag has been
previously reported, dissolved a longstanding joint venture in order 1o have full
coniral of ils India business. The view on Lhis markel is that il will take somewhal
longer to develop inta a meaningful contributor.

Brazil is a market where Goldman was unabla to make an acquisiton that it
sought at what it felt was the right price (the aroperty. Banco Pactual, ultimately
went to UBS), but G5 has the lisenses it needs rnow ard will proceed an its man,
As viih India, this is seen as a relalively longer-term opportunity.

Middle East and Japan present significant The Middle East is flush with liquidity that is seeking global opportunities, and the

apportunities, as weil Goldman brand franchise is very strong there. Goldman's ihitial strategy in many
regions has oflen been to joint-venture, and n February, it signed a Memo of
Underslanding o form 2 venlure with Mational Commercial Bank of Saudi Arabia,
in addition to having established new offices ir the Emirates last year.

Goldiman is cantinuing 1o see considerable activity in Japan, across a ngmhber of
procuct sets: equities, debt underwsiting. and a relatively new phenomenon for
the markel, hastile takeovers.

Private Equity mmarket strong

G5 denerates attractive econarmics by COwverall conditions in the Private squity market remain very strong, Winkelried

distributing 3™ party furds.. observed, with no recent changes in the pace of investment. He continues to see
an upswing though in the number of opportunities, and tha ability to executs on
them, outside the US. Demand Lo invest in funds remains reasonabiy strong. One
new dynarmic is the degree to which Goldman is invaelved in raising funds for
private paols {in contrast to 1PQs of Private Equity generzl partners or of specific
funds, an activily in which G5 has also parlicipated recenlly]. Given the resch of
itg ultra-high-net-warth private client group, G5 has been sble to raise meaningful
armounts of capilal for sorme of these firms with longer-thar-narmal lockups, which
of course the sponsors find very appealing. What is particularly notable is that
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... while raizing its own new mega-fund

Fund facus has turned 1o big-ticker
transactions, allowing G5 to make smaller
on-balance-shect investmonts

CONFIDENTIAL
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the perceived value-added of G&’ efforts, and of its imprimatur, is significant
encugh that Goldman appears to be able, in some cases, to share significantly in
the GF's fee structure on the funds raised - i.e., it can receive what we believe is
a substantial pottion of both the management fee and the carried interest.

Meanwhile, GE is in the process of raising its latest general fund, which accarding
10 press repo-ts is in the range of $19bn, nearly double its original targel {and a
numhber which we believe is substantislly correct). We estimate about 20% of this
wilt be subscribed intemally, by GS for its own account and by emplayees; and
that the remainder will be taken up by a combination of high-net-worth and
institational clienls. Winkelried indicated, responding lo a queslion aboul the
degree to which oppoHunities sfill exist given how much private equity money is
now out chasing deals, that there is already a backlog of ideas for the new fund
that could use about % of its capital.

With the firm's funds now very farge, their focus is on very big-ticket fransactions;
ransaciions under $100mn are generally not on their radar screen. This creates
an apportunity for the firm to invest its own assets in $§25 -100 million
transaclions, and given the IB's expanded scope inte maore middle-market
tlientele, there may be considerable opportunity here as well. Current policy
requires that any deal of $182 million + be shown ta the new fund, GS VI; the
range of transaction targets for the fir's own account may therefore be
expanded to $25-180 million.

Infrastruciure, as the firm has alluded o in every meeting with us over the past
year, is guickly becoming a major private-equity focus for Goldman {and others)
because of the scale of the opportunity, as public sector entities look to free up
capital and lang-term investors seek apportunities to match investiments with their
long-tail lisbilities like pensions.

The firm has had an important Real Estate private equity effort for many years,
but Winkelried seas increasing convergance betwsen this area and corporate
Private Equily. The resources in place are being reassessed, and it appears that,
I conjunction with the IB, a financing capability akin to corporate Leveraged
Finance will be put in place.

Overall, G5 has produced more PE-related revenue (fund management, carried
interests, gaing, and relatad IB revenues) than peers, We have atternpied to
quantify this by identifying revenue from all the above though admitiedly we may
have missed some elerments. Even so, the analysis indicales significantly
stronger PE-related revenues as a percentage of Net Revenues, when compared
1o the peer group (see Chart 3).
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Chart 3: Percentage of Private Equity Revenue Contribution to Met Revenues
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Confiict Management skiil maxinyizes {ranchise value

As always. discussion of Private Equity gives rise o concerns over canflicts, and
thoro arc always plenty of complaintz that Goldman walks 3 very line ling
betwaen i clienis’ interests and its owr. 2ut the consistency with wihick the frem
has avo'ded crossing the ine and damacing its reputation is such that it must be
daoing sometiing right. The conflict menagemsand process is clearly taken
exlremely serinusly at the fizm, sree it is viewed @ ol jusl A by-prodesl bl a
key pillar of the tirm’s franchise business. Thaugh the process is highly structured
and rigarous, 20% of the canflicts end up al tha tap of the firm.

Caldiman manages contlicts, rather than simply avaiding therm, in order to
maxirmize the valug of its frarnchise, and as an insttutian, it sees far more principal
investing opporunities as a resull of that franchise than it would without it. The
ICBC investment in Ching is 2 great example.

Market's risk appetiite remains heailthy

G5 believes e <ot isk appetite renaine We have recently been concarred about 3 ylobal attitude adjoshient” that may

hazaliiny be developing with respect to risk tolerance ard risk pricing. Our mesting was
held just grior to the recent mar<et turmoil, but at that time. al least, GS was not
seeing any meaningful shift, with the Fnarcing markets robust and Fguid; and
indeed, recerlly. Texas Facfic and TXU were able, lor examgle, loine up
considerable financing for their deal, inclucing substantial "equity bridges” trom
Wall St. Still, Winkelried is cleary awars that one of the most significant poter tiab
negative changes would be if this liquidity dried up, Ard of course, to the extend
that Wall Street firms are increasingly providing bridges, the risk of befng cacght
with "hung deals” if liquidity conlracts, is nsing.

Where does the firm see issucs thist could rosuit in o cyclical break? Winll-icd
exprassed some consem that the housing fimance woes could bleed into other areas
of the markels, such gs Al-A findeed there is avidenoe that this s happening), prime
mortgages, olner consurmer inance, and/or commerc af real estate. He noted,
although the Fousing-finance issues seem quite sontained now, and investor iquidity
in Imassive, that events and peroeptions can wum quckly. fa highly visinle hoyout
wiere t fall apart due to an inabilily to arrange financing, Yinkekied obsernved this
might trigger a re-gvaluation of credit spreads and deal act vity in the TM&A and equity
markets. Finally, the markets have put geopol ical risk concerns on the back burner
for the pasl few years, bul they are clearly siili there,
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Franchise competitive position salid

As glways, Guldman beheves strongly that. hotwithstanding apinions to the
canfrary, its “franchise” custorrer buzinesses, such as Investmenl Bankirg!
Advisary, wre highly interconnected with its grincipal investing activisies, such as
Private Equily. As has lung been the case, the company remained #1 in M&A
glebally last year, and management believes this is impartant an many levels.
This saic, it's clear that numerous other players covet this standing, and Galdman
is nalhing il nol rational. The implication is thal if one or analher firm feels it is
worth “buying” league table posilion via uneconomic davices such as writing free
tairress opinions, so be il, ard advisory fess are generally under some pressure,
as has been the case for sorme Gime. I any ane quarter, a cormbination of events,
such as GS finding itself "condl cled out” of large deals, plus unusual

competit veness via ancillary assignments such as fairmncss ocpiriens and
financing, could certainly take GS oul of the top position. Also. the gecgraphizal
mix of artiv by can aflect he fim's relalive position in any one period,
nztwilnstanding that G5 seems to lead in all major regions during most periocs,
Still, based on first quarter B rasults, “Winkelried sesmed very pleased witn the
firm's position, and uncciceraed that 8 wonld fall below ts traditional keading
pzsition in gererating actual M&A fee dallars. And he did nat seem 1o feel that
any onc firy poscd an imrodiate threst to GS' #1 status in WA,

Beyornd M&A, the firm is working on continuing to buaild better prodact capabhility in
marxets areas like derivatives, believing far example tha Equity derivatives
should be twice the sice for GS that il avlually is; ard Stoclured Products. 1 is
also centinuing to impErove "connedtivity” betwean thase product argas ard the 1B,
even though 35 is arguably botter at this alrcady tharn mest of i's competitors.

GSAM momentum continues

GSAM has posted industry-leacing total and arganic growth rates of total Assety
under Management for several veats [organic growth is defined as that coming
fram net new irflows of customer assets, net cf any growlh via markel returns).

Chart 4: Growth of Assets under Managetent Chart 5: Crgan'c Growth Rate of Equity Mutual Fund Assets
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Caous arm alternalive products has helped We pelieve one driver has bean the facl that, with GS really only beginnng its
D5AM crealz o moderr zssel managerient focused ouildout in the Qusiness around 1895, it has been able to create an
orand inveslment managemeant business in the modern image [(i.e. serious attention to

Aliernatives, and to international distribution). This said, Alierrative assets anly
accounted, as of year-end, for 21% of AUM. so clearly there’s mare to it than that.

Kraus bel eves that the firm's rapid growth comes from a combination of
¥ product breadth,

< having the right products for the market, and

« effective distribution and global preduct and market rgach.

Interms of alternatives, GS is very large where others aren’l; an example is quant
products, rather than longsshon or credit-orienied funds (where his comment
seemed toimpiy Goldman sees overcapacily and commaoditization in the market}.
He also noted the fimn's large presence in the Fund-of-Funds marketplace,
steinming friam the acyuisition in the 5805 of Cormieadigy Corp., and now
encompassing externally-managed Hedge, Private Equity, and more traditional
fong-only products.

He alsa atiributes the rapd growth in recent years to the fack that, in numerous
key product areas, the firm has put together good, saleable track records, vet is
slill yuile smzll refative lo key cornpelitors: in Fixed Income. for example, GSAM
is 173 the size of Blackrock and just 1/4 the size of Fimco, In Quantitative Equ ty,
GEAM is considerably smaller than BGE (Barclays). and most of its active-equity
rrnducts are sbll smaller than maor competizors, This said, it should be hormne n
mird that SSAM, in aggregate is now of world-class size, with nearly $700 killioh
in AUM as of 11/08, so it's not quite the fast-growing upstart it once wos,

G5AM has also done porticlic-team lift~outs to bring in fand-management talznt
and customer assets.

Distribution strenath across key dlobal markets is also vne of the hallmarks Kraus
meniicmed as key, The firm has invested heavily over the past decade to huild
distributicn in Europe, Asia, and Latin America in addition 1o Morth Ameriza,
acruss customer types: institutional, high-net=worth, and third-party. The altra-
HWW channel in particular is one in which Goldman has a differentiated franchise
and whick has been particularly active in distribution of high-margin alternative,
fund-of-tunds, and strustured products. Goldman s also generally recognized as
working the linkages amcng its various businesses more seamlessly 1o “blanket™
clients than any other Cron on Wall Street, and we think this very much applies
wath respect to GSAM Private Client and its co-aperation with Investment
Banking. When IE is present at a wealth-creating event for a corparate
managemeant lgam, the bankers have done, In our view, a gond job making sure
that GSAM is there o pitch its wealth management capabilities.

Inlernalionally, GSAM has a significan: posilion across a numoer of sagmerls in
Japan, and has started a business in China, where it is licensed as a Quatified
Foreign Investor (QF1) and benefts strongly, we believe, from Goldman's highly
advantaged position in lerms of its brokerage and banking licenses. GSAM began
1 1acus o developing a presence in Ching around 3-4 years ago. after many
voars of fi-m franchise-building offorts and as t became chear thoe opporunity was
beginring 1o ripen. The QFN license meant that a research capability eould be
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davelnped an the ground in Shanghai, that investars conld be solicited outside
China for 3 Cnina product, and that 3 track record in China equities could begin 1o
he developed. In the intervening period. that track rezord has, fortunately,
developed well. with a sokd mid-cap core eguity praduct with 10 percentage points
of alpha (vs an index that is admittedly not very efficient). Eventually, it may
become possible 1o gell the China products within the marxet, 1o domestic buyers,

GSAM has also assembled a portfolic managament tearr in Irdia, and expects both
China and India to become very meaningiul over time. As with other cauntry-focused
teams, they also support the braader Global and Emergirg Markets businesses.

Positive ozerating leverage emeraing, bhut From an overall profitability point of view, Kraus noted that, a%ter 12 years of
apdressive investment contirues to aold staarly re-investment, G3AM is now starting ti: see sume of the benefits of its
sack rrarging, we think. stale in positive operating levarage. This satd, it's clear thal a great d=al of

investment in growth is still 1aking place in Emerging Markets, and that these
markets are thus unlikely to hecome “cash cows” for a long time 1o come. The
overall masgin level for the combined ~Asset Management and Securities
Serviceg” busiress segment has becn 35%-plus in recent years (38% in 20086)
but the segment definition is too broad to oe really useful in assessing GSAM;
Securitites Services {fundamentally, prime brokerace & clearing) is quite a Targe
business for GS and very different from GSAM. We believe SSAN at this paint
preduces an industry-lize margin farownd 30%), or perhzps still slightly below due
0 sign ficand reinvestment. Because he expects continued rapid growth of the
firm's other busineszes, Kraus does not anlicipale that Asset Management
revenues will grow quickly as a percent of (35 total going forward. Businessaes
such as FICC ris< meaningful amounts of the firm’s capital, du well over ime and
thus generate more capital. which they will largely re-invest if opporlunities
permit, perpetuating thsir growth in & way that's different from less capital-
intensive ous nosses such as GSAM.

Relative performance of Institut'onal Rapid growth as we have seen at GSAM is generally also at least i good

avardusts is hard o rack measure a respanse to strang performance. This said, GS is primarily an
institutionzl and high-net-woerth player, with only 20% of AUM in US mutual funds,
whase perfformance can be easily tracked [(1C% of GS fixed-income AUM, and
15% of its equity AUM are in US mutuals). Tous it 1s hard to gauge how
peformance is lracking and when a significant reversal in relative performance
may have occuired. 30, though the long-term growth record should make ong
cautious aboul belling against GSAM's ability 10 continue growing quickly, theo risk
ot 3 slowdown cant be ruled out, and if it haprens, it will be hard to see coming
from the outside. Kraus did allow that GSAM’™s Active Equity products were
scMmewhat challenged in 2006, with most products “average” pertormers, in ling
with what we saw happening in the industry general — it became rnuch harder
than it has baen for mast active managers to ceal the index.
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Actially, though. despite the apparent difficully in peating US benchmarks, Kraus
indicated that the most difficLlt area has been 1on-US develcped-markets couity,
where he is ceardy dissatisfied with performanze and thus with the size of the
business. and where new |leadarship has thJs recently been brought in, This
procuct area will hove, il appears, become moare research! analytically driven. In
conlrast, Ermerging Markets equity preducts have dane well, with “Gillions of
dollars” of net asset inflows.

Aliernetives still srweaing; Global Alpha Considerable publicity has surrounded the apparent underperformance last year

reverige Fall-off will be ofiset of the mult-billion-dollar "Glabal Alpha” hedge fund, and the consequent decline
in performance fees to be expected in 10207 vs. year-ago. Kraus conceded that
HF product's performance has been less strong than desired hut kefievas there
are no fundamental issues with product design ar investment strategy; no
significant changes in rmanagemeant are being made. (n terms of the decline in
fees, we'd note that GSAM asset growlh overall has been so strong that the rise
in slandard anagement fees vs. year-ago should go a lony way loward
offsetting what we estimate as about a 3400+ million decling in Incentive fees.
Geldman views performance fees as an oplion and is trying to develop a broad
portfolio of them, which should statilize revenue — not all thal different, in a
sense, from the approach {and reality) of the firm’s trading businesses, e.g. FICC.

As 1o the etemal question of whether too many funds are chasing the avaitable
opportunities in both Hedge Funds and Privae Equity, Kraus's view is that this
depends on the specific asset class, but overall he believes that, even if retumns
are less than thay have been in previols years, they will stilt be adequate and that
the diversifying effect on overall portiolios will keep investors invelved. In general,
itis dear that he is very happy with 35AM's position in Alternatives {the Private
Equity funds as well as the Hedge Fund products are carried within GSAM} and
that he far prefers G5 history of largely organic growlh to the risks of coiobling
together 3 business by buying stakes in the general partners managing the ‘funds.

Frivate client expanding tnto stightly While GS has historically been associated, on the private-client side, with the
lovwer “high-pot-warth' ticrs, and “Ultra-HNW" segment, the firm is develaping a suite of services for the next tier
internatiunslly dawar, o inclade & number of quantilative strategies, third-pady-distributerd

products, and more of an outreach to emerging-wealth markels such as India.
China, and Korea. Both proprictary fund management products and funds of
fundsinanager of managers products are featured in the Emerging Markets,
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Beyond Errerging Warkels, GSAM is alsa expard.ng its nigh net worth/Private
banking footprint in developed markets of Europe, seeing opportunity in Frarce,
Scandinavia, Germany, and ltaly; and is nuilding & Middle-East focused offshare
private banking business, encompassing 20 or rmore professicnais in London and
G5’ Bwiss private hank.

This mitiative will propably drive cottinued growh in the number of private bankers
GSAM, now arcund 56C-600 glabally, we helieve; <hough clearly finding, recruiting,
and retaining quality persannel is challenging (an issue across many businasses
within the errerging markets). Ouerall, thaugh, the frm expects tu acocelerate its
private-client sales-force growlh frorm high-single-digils lo 10-12%; lhe expeise
impact will continue to hold back marging for some time from what they could be but
the investment is cleardy viewed as worth being patient about. While acouisitions can
be altractive, and GS is clearly very pleased with its Ayveo acquisition a few vears ago,
there is very il available, co rmost growth will b2 crzanic.

Table 2: G5 Income Statement {3 in mp)

1006 2Q06 IG06 4CH6 1207E 2305 2006 2007E 2908E
end 2I06  end BIEE  end 306 end 1106 end 207 end 14/05  end 115 end 11107 end $1:08
REVENUES
Semmissions Edd Pa6 B4 HOE Fasrig 3518 2,864 L4078
Met Interest Tat TR LEX] 1.030 3028 3488 4,500 500
Trading N LAY 2,034 3,756 10,245 17 622 1E.E62 A7 B0
InvestmentsPrivate Equitwldarshant Bank 2= 253 430 1.599 2228 2817 1.045 1,408
BEring pal Iransachons =BG 3985 3524 155 12477 20,504 17,807 80
Firaricial Advisory 736 art 604 627 1,805 2,590 7B 1,553
Undareritieg ik 918 679 "7 1,768 3,048 2145 3875
Irvestment Ban<ing 1477 1526 1,288 1,544 1671 5,529 ELil 5423
Assel [Maragement & “ses 1,488 kL oig 933 3,178 <294 4,551 5,368
Other Revenaes 3} EZ 57 40 (8%, 233 60 360
Net Revenues 10,433 10,241 7.584 3407 25,238 37,665 a7z 37,815
Nef Viading Revenies LEsf b BZb 4647 4236 124958 3 Qi 21,540
EXPFNSES
Compiet Revertios 48 7k 4855 44.0% 25.3% 47.5% 46,5% 42,65 44,295
Zempersal on & Benediis 3077 4,870 3,397 2376 5,114 11,738 15,820 16,714
Arotizetion of IPO Awatdsi1 23R Crarges 257 i 133 129 NA, HE 637 MA
Cumnnicaions’ Techn Hogy 124 13- “41 148 130 497 f4d 533
Qficai Equip f Depr.d Amor, 8 3ZE 147 380 3fa 1.22¢ 1.37 1.57%
Professioral Brraces {1, 418 4R2 413 521 D) 1.400 1.814 2024
Advenisingi Husiness Development 100 1z Ak 154 170 are 432 B59
Brokerage, Crganng & Excharge Fees kAl 405 523 a7 400 1,202 1,645 2,501
Cesl of Powe- General'on &5 1:2 ‘01 88 100 M2 436 400
Irtgrgiblos Amotization a4 L2 51 44 A3 144 173 T
Mor-Comngnsatan Froenss 1ain 1603 1,697 1817 1,345 5707 EE48 T.&05 B 122
Total Operating Expenses 6,744 B, 71T 5222 4 422 7,054 16,965 23105 24,158 24,837
Ir¢ome (Less) Batore Inc, Taves & Crtar 3ERY 3584 2362 4,085 371z 2271 14,550 13,085 12970
Irenmie Texes (Benail 1,210 1,212 TEHA 1,533 1,783 24T RN*S £/18 4 47
Tax fate gk KEES prdi 36.8% kR Je 0% 3454 34.5% 34.5%
MNET INCOME {LOSS) 247 202 1554 2182 2416 5628 5,537 4,526 8,501
INCOME FOR COMMON 2483 2.2EB 1.558% 2,104 2,368 SELE EAES 8,536 301
Averags Shares
Basic 073 4437 443.4 132.8 445.0 4781 517 478 4zR.3
Dilted +83.2 7R AFT4 A70.7 66,3 5002 2774 4€31.5 454.0
EARNINGS PER SHARE
Basic 55.56 §9.08 5346 §7.08 5532 51173 b FRR 0.3
Dilctad £5.06 478 51246 §$6.55 $5.07 ai1.24 $19.63 7R $ 828
Bouice Company reemh 2 Mol Lacl
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Analyst Certification

|. Guy Moszkowski, CFA, hereby certify that the views expressed in this research
reporl accuralely reflecl my persanal views aboul lhe subjecl securities and
issuers. | also cartify that no part of my compensation was, is, or will be, directly
or indiraclly, related to the speciic recommendations or view expressed n this
research reporl.

ifanerinnd™ Measures Definitions

Business Performance Numerator Darominator
Return On Capilal Erployed MOPAT = {E3IT - Interast incoma) * i1 - Tar Rate) + Goodwil Totd Aszeis — Current Lizkilites + 5T Debt + Secomulazea Goodwil
Amaoiizalion Amerhizaten
Retum On Ecuty Net Incocme Snarencldars’ Equty
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Ev ! ERITDA Enterprise vahe Basiu; EBIT + Depreciation + Awurization
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important Disclosures
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Investmsnt Rating Distribution: Financial Services Group (as of 31 Dec 200¢i

Coverage Universe Count Percent . Banking Relationskips* Count Fercen:
Guy EX) AR Dy 47
Meutral ‘4l ol 3B% HNewtral &8
Sell 11 4.51% Zall 4
Investment Rating Distribution: Global Group {as of 34 Dec 2008) . P, e e o
Coverage Universe Count Percent inv. Banking RelationsFigs® Count Percent
Eiuy 1306 47 Td4% 3y 406 3003%
Meutral 1509 45, 35% Hewtral 415 20365,
Sell 2¢4 7.89% Gl 53 21.53%

* Camrsaniesin 25120 o whisk WLPFAS 0 8 A8 2 hes rere var Compeazal 0% 13 e MRl RE~Ying Sane 5as rhir e cast 12 mondt 5,

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating, VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A- Low, B - Medium, and G - High, INVESTMENT RATINGS, indicators of expected total return
{price appreciation plus yield} within the 12-month period from the date of the initial rating, are: 1 « Buy (10% or more for Low and Medium Volatilizy Risk
Securities - 20% or more tor High Volatility Risk securities); 2 - Neutral {0-10% for Low and Medium Volatility Risk securities « D-20% for High Volarility
Risk securities), 3 - Sell (negative returnj; and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend
considered to be secure); 8 - samedower [dividend not considered to be secure); and § - pays ho cash dividend,

MLP.F&.S ar c.r.we of s aff liates acts as 3 market maker for the ée5in.tié§-ré.c<;nt.rrende.c in ti'le repor‘..:.éddlﬁ.an Sachs

The cempary is or was, within (1e ‘ast 12 months, aninvestrert banking client of MUPFES andior ane ar mare of its affiliates; Galdman Sachs,

MLPF&S ar an affilale has receivec comaengation rom ke compary for non-invesiment banking services or precucts wilhin the past 12 months: Goldman
Sachs.

The company is or was, within e ‘ast 12 months, a ron-securities businsss client of MLT &S andior one or more of its affiliates; Goldmran Sachs.

IMLPF&S ar an affilate has receives comaensation for invesiment banking services from this company with'r the past 12 mo-tns: Galdman Sachs.

MLPF&S or an afil ate expests 1o receive orinlgnds o scek compensation for investment banking services fram this sompany within the next three morlhs:
Guoldmar Zachs.

MLPF&S ar ene of ite affilizles is willing fo sell o, or buy ‘rom, deents tee comman equity of the campany on & odrcipal Basis: Goldran Sacts.

The compary is or was, within tne ast 12 months, a securities business client {non-invasiment hanking) of I PFAS and/ur one ar more of Is af‘iliates: Gofdran
Sachs.

The znalystiz) respansible for cover rg ibe secunties in this report receive compensation bascd upon, among ather factors, the overall orofiiabitity of el
Lynch, including prefics cerived from investment bar< ng revenies,
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Other Important Disclosures

LK readers: MLPF&S or an affilfate is a liquidity provider for the secuilies discussed in this repcrt,

MLFF&S or che of ils affiliates has a significan: inancial intercst in the fixcd income instruments of the issucr. IF trs roport was issucd on or after the 10th dav of
g month, fi reflects & significant financial interest on the last day of the previous maortn. Reports izsLed before the 10th day of a manth reflect a sign fican financiat
interest at the end of the second maonth preceding the date of the report; Golcman Sachs.

Infermation relating to Non.l,5, affiliates of Merrill Lynch, Pierce, Fenner 8 Smith Incorporated (MLPFAS):

MLPF&S cistributes research reporis of the falicwing nen-US affiliates in lhe US (snorl name: legal name). Memll Lyren (Francs): Merill Lynch Capilal Markets
(France} SAS; Merill Lynsh (Frankfur): Merri) Lyneh internaional Bank LId, Frankfort Branch; ferrill Lynsh (Soul~ Airiza): Merrli Lynck South Africa (Pty) Lid.
Merrifl Lyneh (Milank: Menill Lynca Intemationz) Bare Limited; MLPF&S SUK): Memill Lynch, Pierce, Fenner & Smilh Limited, Merrill Lynch {Austealia): Merrill Lynch
=quities (AustraFa) Lmitec; Merrif Lynch (Haong Kong): Merrill Lynch {(Asia acific) Limited; Merill Lynsh (Singapersy Memill Lynch {Singapore) Ple Ltd: Meril]
Lynch {Canadal: Merr i Lyrch Cenaca Inc; Menill Lynch {Mexico): Merrll Lynch Mexico, SA de CV, Casa de Bolsa; Marrifl Lynch (Srgerting): Memil Lynch
Argertina SA; Merill Lynch [Japsn): Merrilt Lynch Japan Securities Ca, Lid; Merill Lyncn (Seoul]: Marmill Lynch [ternational Incorperated (Seoul Branch); Merrill
Lynch {Taiwar]: Merill Lynch Glohal {Teiwan) Limized; DSP Marril Lynch (India): D3P Mamilt Lyach Limited; PT Memil Lynch {Indenesal: PT kemill Lynch
Indanesia; Marrifl Lynch (KL) Szn. Bkd.: Mermill Lynca {Malaysia) Merill Lynch (lsrael); fermill Lynch Israel Limited; Merdll Lynch iRussia): Iderill Lynen CIS Limited,
Moscow.

Thiz research repon has baen prepared and issued by MLPF&S and/or ore or more of itz norn-'E 3. sfflliates. WMLPFA&S is the digtributcr of this research repot in
the V.S, and accepts futl responsibility for researcn reports of its ron-U.S. affiliates distributed in the U.S. Any LS. persan receiving this research report and wishirg
w0 elfect any transaction in any security discussed in the ~epon should do sa through MLPFAS anc ot sLeh fareign affilistes.

This research repan has baen approved for publication in the Uniled <ingdom by demill Lynch. Pierce. Fenner & Smith Limited, which is authorized and
ragulazed by the Financial Services Authorily; has been considered and distributed in Japan by Merill Lyrcn Japan Secunties Co. Lid, 2 registered securities dealor
under the Securilies and Exchange Law in Jepan; is distnbuted in Hong “ang by Merill Lynch (Asia Pacific) Limited. which is regulated by the Hong Kong -G is
issuad and dislribuled in Taivan by Merrill Lynch Globsl {Taiwany Lid or Merrill Lyrch, Pierce, Fenner & Smich Limited (Teiwan Brarch); is issoed and distributed in
Malaysia by Merill Lynch (KL, Scn. Bhd, a kcensed investment adviser regulaled by the Malaysian Secunties Commissian; and is issued and distributed in
Singapaore by el Lynch Infermational Bank Lirsited {(Merchanl Bark) and Merrill Lynch {Singapore) Pie Ltd {Company Registration No.'s F 0887 ZE and
1986028830 respeclively). Memil Lynch International Bank L mited {Merchant Bank] and Merrill Lvnch [Singanore Pte Ltd. zre regulated by the Monstary Authority
of Singapore. Meml Lyrch Equities (Austraka) Limited, (ABN 65 D06 278 7953, AFS License 235132, provides this report in Auslralia. Mo spproval is reguired “or
publication or distdpution of this reoar: in Brazil.

Merdll Lyneh {Frankfurt} distibules this report in Germany. Marill Lynch [Frankfurt) is ragulated by BaFin

Copyright, User Agreement and other general information refated to this report:

Copyight 2007 Merill Lynck, Prerce, Fennar & Smiln Incorporated. Al igits reserved. This research repart is praparec for the use of Marrill Lynch cients and
may not be rediglibuted, retransmitted or disclosed, in whele or in part, ora a~y form or manner, withou: the exprass written consen: of Merdll Lyach. Merm! Lynch
research rapons are dislibules s mullzanesusly o intemal and clienl websiles eligible 1o recaive such research prior Lo any public disseminztion by kel Lynch 2
the research repatt of information or cpinion containgd therein. Any unauthorized Lse or disclosure is prohibited. Recept and review of this research report
const tutes your agreement nol ta recistribute, retransmit, or cisdose 1o athers the centents. spinions, conclusion, or informalion contained in this -epor {incluging
any investment recommendations, estimates o price targe:s) priar o Merill Lynch's public disclosure of such isformat.on. The information herein [other than
dizclosure information relating lo Memill Lyrich and s affiliates) was obtained Irom vadows sources and we do nat guaranies its accuracy. Merrll Lyneh wakes no
reprasentations o warran! es whalsoever as tc the dala and inforration provided in sny third party referenced wabsiie and shall have no lighility or resparestbility
arising oul af gr in connection with any such ra’erenced websile.

This research ~sport provides gereral information only. Neither the séormalion nar any opin on expressed corslitwtes an of'er o gninvitalion ts make anooffer,
1o buy o sefl any securties or clher investment or any options, futures or derivatives related to such secunties or investments, It is not intended to pravide personal
investmenl advice anc it dnzs nol take into accaounl ire specific investment abjectives, firancial s tuation anc the parteclar needs of any specific person whi may
receiva tnis repart. Investors should seek financial adv ce regard ng the apprapriateness of investing in any securities, othar investment or investrreni srategies
discussed or rezommended in :his reoort and should understand thal statemen:s regarding fulure prospecls may not be realized. [nvestors should noie that ncome
from such securities - other investments, it any. may fluctuale and that price or value of such securities and inveslments may rise or f2ll. Accordingly. investors may
receive back fess than ofiginally invested. Past perlormance is nor necessanly a guide (o fulure performance. Any informaticn relating to the tax stales of linancaj
mstruments ciscussed heren s not ‘ntended to provsde tax advice or to ke used hy anyona 1o provide 18« advice, Investors are Urged to seek lax advice basad on
their padicular crcumnstarces from an independenl tax professional.

Foreign curency rates of exchanga may adversely affect the value, price or income of any security ar related investmenrt mentioned in this report, In acdition,
inveslors in secunties such es ADRs. whase values are ivlluerced ty the cumency of the underying secunty, effeckvely assume cumency sk,

Officers of MLPF&S or ore o more of its sffillates (ether than research analysts) may have a financial interest in seconities of the issoerst or nrelated
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THE BUCKINGHAM RESEARCH GROUP

Important disclosure information (relative to NASD Rule 2711) about The Buckingham Research Group’s rating
system, risks, and potential conflicts of interest appear at the end of this material (or contact your investment
representative). This report should be used as only a single factor in making investment decisions.

GOLDMAN SACHS (GS) STRONG BUY
20Q08: Another Strong Quarter, Bumping Up '08 Estimate June 17, 2008
James Mitchell 212-922-5534 Jmitchell@buckresearch.com
John Grassano 212-922-2019 Jjerassano@buckresearch.com

oGS reported 2008 EPS of $4.58, well ahead of consensus of $3.42 and our estimate of $3.43. Book
value grew more than 5% sequentially and the company’s ROE was 20.4%. These results also
include 8750m (30.54 per share) in write-downs/hedging losses related to leveraged loans, as well as
a lower than expected tax rate (adding 30.35 per share vs. our forecast).

o The majority of the upside was driven by better than expected revenues in investment banking, private
equity, and prime brokerage (trading revenues were basically in line). In fact, total revenues were
10% above our forecast. Also contributing to the upside was solid expense discipline, with non-comp
expenses falling 6% sequentially vs. our expectation of flat expenses.

e Raising 2008 EPS to $16.20 from $16.00 to partially reflect the sizable “beat” this quarter. We
believe the estimate is conservative given the continued evidence of stabilizing credit markets over the
past three months and the potential for market share gains as many peers “retrench.”

e [n terms of the stock, while GS trades at a substantial premium to its peers, we believe it is warranted
given its diversified franchise, strong brand, higher ROE profile, and peerless risk management. And

m at 1.9x current book value and 1.7x ‘08E book value, the stock trades well below fair value when
@) considering a 20% ROE profile. Consequently, we reaffirm our Strong Buy rating, although we
m continue to see more upside in the likes of MS at 1.3x book.
é Target $250.00 el £1ime
72! Price (06/17/2008) $179.44 (xl] 20
52-Week Price Range $251-8140 W W
§ Shares Out. (mil.) 427.9 % 210
Market Capitalization (mil.) $76,782.4 w\w NJJ W 155
> Float 349.5 bwm' Mm% 180
E Avg. Daily Vol. (mil.) 12.0 |
D 133
O D1V1dend/Yleld $ 1 40/07% Vo lume = ©BigCharts.com
Book Value (05/31/2008) $97.49 o
= Debt/Capital (05/31/2008) 78.6% " ;
2 Yr. Growth Rate NM ® g
ROE (2008E) 17.9% Jul  Aug  Sep Oct  Mow  Dec 08 Feb  Mar  Apr May  Jun 0

EARNINGS PER SHARE ESTIMATES

FYE Nov Q1 Q2 Q3 Q4  FiscalYr FYP/E

2007E $6.67A  $4.93A  $6.13A  $7.01A $24.73A 7.3x

2008E $3.23A  $4.58A  $3.60E  S$4.79E $1620E  11.1x
prior - - $3.76E  $5.58E  $16.00E

2009E - - - - $21.00E 8.5x

Company Description - Growth Drivers - Risks: Goldman Sachs is a leading global investment bank engaged
in three principal segments: Investment Banking (16% of revenue in 2007); Trading & Principal Investments
(68% of revenue) and Asset Management & Securities Services (16% of revenue). Growth drivers: increased
client activity associated with stronger economic and market performance; broadening client relationships; and
international expansion. Risk factors: Market, economic, and competitive risks.
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INVESTMENT SUMMARY

Goldman Sachs reported 2Q08 EPS of $4.58, well ahead of consensus of $3.42 and our estimate of $3.43.
Book value grew 5% sequentially and the company’s ROE was 20.4%. These results also include $750m
($0.54 per share) in write-downs/hedging losses related to leveraged loans. While a lower than expected
tax rate contributed to the upside (adding $0.35 per share vs. our forecast), the majority of the upside was
driven by better than expected revenues in investment banking, private equity, and prime brokerage
(trading revenues were basically in line). In fact, total revenues were 10% above our forecast. Also
contributing to the upside was solid expense discipline, with non-comp expenses falling 6% sequentially
vs. our expectation of flat expenses.

In terms our EPS estimates, given the sizable “beat” this quarter, we are increasing our FY08 EPS
estimate to $16.20 from $16.00. While this increase is meaningfully less than the 2Q08 upside (implying
a reduction in 2HO8 EPS estimates), this simply reflects a more conservative forecast for both private
equity and fixed income trading given the still uncertain macro environment. That said, we are certainly
biased to the upside on our estimates given the continued evidence of stabilizing credit markets over the
past three months. Moreover, the potential for market share gains across many of its businesses (which
was particularly evident in prime brokerage this quarter) as many of its competitors “retrench” also gives
us a positive bias to our EPS estimates going forward.

In terms of the stock, while GS trades at a substantial premium to its peers, we believe it is
warranted given its diversified franchise, its strong brand (which enables market share gains
during challenging market environments), higher ROE profile, and peerless risk management.
More specifically, GS trades at 1.87x 2Q08 book value, a 34% premium to the 1.4x average for MS and
MER. However, considering GS’s faster book value growth from its higher ROE, that premium falls to
30% based on end of year book value and falls to 25% when looking at 2009 book value estimates. But
that said, given this premium, we do see more upside in names like MS and LEH. However, on an
absolute basis, its current book value multiple seems low given a 20%+ ROE profile, which historically
has translated into a P/B multiple well north of 2.0x. Consequently, we reaffirm our Strong Buy rating
and $250 price target.

2Q08 Highlights:

e Investment banking revenues exceeded our forecast by 23%. While debt underwriting revenues
were below our forecast, we saw upside in both advisory revenues and equity underwriting. In
advisory fees, revenues rose 21% sequentially and 13% YOY, helped by non M&A related advisory
assignments (i.e. advising on capital structure issues). Equity underwriting revenue was the biggest
surprise, up more than threefold sequentially and the highest quarter in 8 years, reflecting market
share gains, its top role in the Visa IPO, and a large number of recapitalizations of financial
institutions. Looking ahead, management noted that the pipeline was down somewhat sequentially,
with an increased pipeline in equity underwriting partially offsetting a decline in the M&A pipeline.

o  FICC revenues were slightly below our forecast, down 25% sequentially. Included in FICC this
quarter was $750 million in losses related to leveraged loans -- $500 million of which were losses on
hedges. FICC also included approximately $200 million in negative marks related to its liabilities.
Normalizing for these items, we calculate that FICC revenues were basically flat YOY — not a bad
result considering the weak trading environment in March. That said, run rate revenues were down
meaningfully on a sequential basis, reflecting again the weak results in March and fewer higher
margin structured derivatives trades given the more volatile market environment. Looking ahead, we
expect write-downs to continue to diminish given sizable reductions in risky assets. For instance,

The Buckingham Research Group James Mitchell 212-922-5534
John Grassano 212-922-2019
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“legacy” leveraged loan positions are down to $11bn (combined with $8bn of “new” leveraged loans,
brings GS’s total leveraged loan exposure to $19bn). On the mortgage side, residential mortgage
exposure fell to $15bn from $19bn, while commercial real estate exposure fell to $17bn from $19bn.
GS had immaterial losses on these positions in the quarter, and we would expect limited write-downs
in future quarters. Consequently, with exposures down and credit markets improving, we could see
FICC revenues start to show some improvement in coming quarters.

Equities trading was modestly above our forecast and essentially flat YOY. Commissions were
flat sequentially and up 14% YOY, reflecting solid YOY volume growth globally. On the principal
side, strong results in cash equities and derivatives were offset by very weak results in GS’s
proprietary trading business. Looking ahead, we don’t expect to see a material ramp up in its
proprietary business given the volatile and uncertain environment — which will keep GS from putting
large amounts of capital to work. However, the cash and derivatives business should continue to grow
solidly given global growth and market share gains.

Private equity also was well ahead of our forecast, with revenues of $725m vs. our forecast of
$200m. While gains on ICBC shares were essentially in line with our forecast of $200m, GS was able
to generate additional investment gains outside of this holding, reflecting the positive move in global
equity markets during the quarter (with most of the gains unrealized and related to market
appreciation). This revenue line is certainly volatile and the gains here need to be discounted to some
extent, but longer term, this business should drive solid returns. However, given the still volatile
equity markets, we did reduce our forecast for private equity gains for the remainder of this year.

Prime brokerage revenues rose 30% YOY and were 10% above our forecast. The upside was
driven by market share gains and improved pricing power in the industry. Given the strength this
quarter and expectations of further pricing power and market share gains, we did increase our forecast
for revenues in 2HO08 and into 2009.

In terms of expenses, the compensation ratio was in line with expectations at 48%. However, non-
comp expenses fell nearly 6% sequentially given lower volume related expenses and a continued
focus on reigning in expenses given the environment. In fact, GS is still less than halfway through its
target of generating $500m of annualized cost savings in non comp expenses. Consequently, we
would expect non comp expenses to be flat to down from 2Q08 levels (excluding the impact from
volume related expenses such as clearing).

Book value grew to $97.49 per share, up 5% sequentially and ahead of our forecast of $95.34.
The stronger than expected earnings drove the upside, with book value rising 20% YOY.

Management noted that GS’s Tier 1 ratio is 10.8% in 2Q08, well above minimum requirements of
6.0% and most commercial banks that are at 8%. In terms of leverage, management noted that its
balance sheet declined from $1.2 trillion in 1Q08 to closer to $1.1 trillion in 2Q08. Along with strong
growth in common equity via retained earnings (common equity grew 5.5% sequentially and book
value per share rose 20% YOY), this pushed gross leverage down to 24.3x from 27.9x in 1Q08 and
net leverage down to 14.7x from 18.6x in 1Q08. Given GS’s high ROE profile, we expect to see
continued strong growth in equity (given limited buybacks in this environment). Combined with more
limited balance sheet growth, we would expect leverage to continue to fall.

The Buckingham Research Group James Mitchell 212-922-5534

John Grassano 212-922-2019
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Goldman Sachs - Earnings Results and Forecasts FYE-November

($ in millions, except share and per share amount FY 2007 %Chg 1008 %Chg 2008 %Chg 3QU8E % Chg 4Q08E %Chg FY2008E % Chg FY 2009E % Chg

Revenues
Investment banking $ 7555 346% $ 1,166 -321% $ 1,685 -2.0% 1124 -476% $ 1325 -329% $ 5301 -298% $ 5380 1.5%
Trading and principal investments 29,714 | 23.7% 4877 -46.2% 5,239 [-16.1% 4,965 -34.5% 5,439 -20.3% 20,520 '-30.9% 25,720 | 25.3%
Asset management and securities services 4731 45% 1,341 18.4% 1,221 10.3% 1371 7.8% 1,355 11.2% 5288 | 11.8% 6,325  19.6%
Net interest income 3987 | 14.0% 951  17.7% 1,277 14.7% 1,052 -21.6% 1,053 © 45.2% 4333 87% 4400 1.5%

Net revenues 45,987 1 22.1% 8,335 -34.5% 9422 | -1.5% 8,512 -31.0% 9173 ' -14.6% 35,442 -22.9% 41,825  18.0%

Cash expenses
Comp and benefits, excluding employee ipo aw: 20,190 | 22.7% 4,001 -34.5% 4522 -1.5% 4,085 -31.0% 3853 | 17.7% 16,461 '-18.5% 19,030 | 15.6%
Brokerage, clearing and exch fees 2,758 = 38.9% 790  43.4% 741 16.1% 755  -5.0% 785 1.4% 3,071 11.3% 3,390  10.4%
Marketing development 601 22.2% 144 91% 126 -12.5% 140 = -5.4% 175 -1.1% 585« -2.7% 635 = 8.5%
Communications and technology 665 22.2% 187 = 23.8% 192+ 19.3% 195 = 15.4% 205  11.4% 779  17.1% 825  5.9%
Occupancy and equipment 975 14.7% 236 15.7% 234 11.4% 237 87% 245 -28.6% 952 | -2.4% 990 = 4.0%
Professional fees 714 31.0% 178~ 10.6% 185 = 14.9% 190 1.1% 202 - -1.0% 755« 5.7% 800 = 6.0%
Other 1,326 17.1% 402 = 36.7% 370 © 32.6% 395  12.5% 460  14.4% 1,627 22.7% 1,715 | 54%

Total non-compensation expenses 7,374 23.8% 1,937  22.8% 1,848 | 10.4% 1912 1 -2.3% 2,072 -4.3% 7,769  54% 8,355  7.5%

Total cash expenses 27,564 | 23.0% 5938 -22.8% 6,370 = -2.9% 5997 -23.9% 5925  89% 24,230 -12.1% 27,385  13.0%

Non-cash expenses
Depreciation and amortization 624 19.9% 170  28.8% 183 30.7% 190 = 31.0% 195 = -5.8% 738  18.3% 738~ 0.0%
Amortization of intangibles 195 = 13.0% 84 64.7% 37 -26.0% 40 -24.5% 40  -2.4% 201~ 3.1% 201~ 0.0%

Total expenses 28,383 | 22.8% 6,192 -21.3% 6,590 | -2.4% 6,227 -22.9% 6,160 = 8.3% 25,169 -11.3% 28,324 12.5%

Net income before taxes 17,604 =~ 20.9% 2,143 1-55.9% 2,832 -17.5% 2,285 -46.4% 3,013 1-40.4% 10,273 -41.6% 13,501  31.4%
Effective tax rate 34% 29% 26% 28% 28% 28% 31%
Provision/(benefit) for taxes 6,005 | 19.6% 632 -62.0% 745 -32.1% 640 -54.5% 847 -54.0% 2,863 -52.3% 4,118 = 43.8%

Net income $ 11599  21.6% $ 1511 -627% $ 2,087 -10.5% 1645 -424% $ 2167 -326% $ 7410 -36.1% § 9383 26.6%
Preferred dividends 192 | 38.1% 44 -10.2% 36 -21.7% 36 -25.0% 36 -26.5% 152 -20.8% 144 -53%

Net income avail to common $ 11407 214% $§ 1467 -534% $ 2,051 -10.3% 1,609 -427% § 2131 -327% $ 7,258 -364% $ 9239 27.3%

Per-Share Amounts

Net income, diluted $ 2471 255% $ 323 -515% $ 458 -7.0% 360 -41.2% $ 479 -31.7% $ 1620 -344% $ 21.00 29.7%

Operating earnings, diluted 24.73  25.6% 323 -51.5% 458 -7.0% 3.60 -41.2% 479 -31.7% 16.20 -34.5% 21.00 29.7%

Common dividend 140 7.7% 0.35 = 0.0% 0.35 | 0.0% 035 0.0% 0.35 | 0.0% 140 = 0.0% 152 | 8.6%

Book value 90.43 | 24.5% 92.44  19.9% 97.49 = 19.9% 100.43 = 18.6% 107.84 = 19.2% 107.84  19.2% 124.58 | 15.5%

Tangible book value 78.88 | 28.3% 80.28 ' 22.1% 85.16 = 21.7% 88.10 = 20.5% 95.61  21.2% 95.61 | 21.2% 112.53 | 17.7%

Avg. shares outstanding (diluted) 4613  -3.4% 453.5 = -3.9% 4474 -3.6% 4464 -24% 4449  -15% 4481 1 -2.9% 4399  -1.8%

Avg. shares outstanding (basic) 4331 -3.6% 4328  -2.6% 4275 -1.9% 4264 -0.6% 4249 = 0.5% 4279 -1.2% 409.9  -42%

Period end shares outstanding 439.0 -2.5% 4276  -24% 4279  -16% 4249  -0.1% 4249 = -3.2% 4249 @ -3.2% 4149 = -24%

Return Statistics (Operating)

Return on average assets 1.26% 0.58% 0.80% 0.60% 0.76% 0.64% 0.79%

Return on common equity 33.7% 15.7% 20.9% 15.8% 19.9% 17.9% 19.4%

Return on tangible equity 38.5% 18.6% 24.9% 19.0% 23.0% 19.3% 21.2%

Productivity Statistics

Expenses to net revenues 61% 73% 70% 73% 67% 70% 67%

Compensation and benefits to net revenues 43.9% 48.0% 48.0% 48.0% 42.0% 46.4% 45.5%

Non-int expense ex comp & bnfts to net revs 17% 25% 22% 25% 25% 24% 22%

Pre-tax operating margin 38% 26% 30% 21% 33% 29% 32%

Employees 30,522 | 15.3% 31,874  18.2% 31,495  12.4% 31,750 = 6.2% 31,750 = 4.0% 31,750 4.0% 33,000 = 3.9%

Net revenues per employee $ 151 59% $ 1.05 -44.6% $ 120 -17.7% $ 1.07 -35.0% $ 116 -17.9% $ 112 -269% $ 1.27  13.5%

Cash expenses per employee $ 09 67%9$ 075 -347% $ 081 -136% $ 076 -283% $ 075 47% $ 0.76 -155% $ 0.83 | 8.7%

Contribution as % of net revenues

Financial advisory 9.2% 8.0% 8.5% 71% 71% 7.7% 5.9%

Equity underwriting 3.0% 2.1% 6.5% 3.2% 3.8% 4.0% 3.6%

Debt underwriting 4.2% 4.0% 2.9% 3.5% 41% 3.6% 3.9%

Investment banking 16.4% 14.1% 17.9% 13.8% 15.0% 156.3% 13.4%

FICC 35.2% 37.7% 25.2% 31.7% 30.5% 31.1% 33.5%

Equities 24.6% 30.2% 26.4% 26.7% 28.6% 27.9% 27.3%

Principal investments 82% 6.4% 1% 2.3% 2.5% 17% 2.9%

Trading and principal investments 67.9% 61.5% 59.3% 60.8% 61.6% 60.8% 63.6%

Wealth management 9.8% 15.8% 12.3% 14.6% 14.4% 14.2% 13.7%

Securites services 59% 8.7% 10.5% 10.8% 8.9% 9.7% 9.3%

Asset mgmt. and securities services 15.7% 24.5% 22.8% 254% 23.4% 24.0% 23.0%

Source: Company reports and Buckingham Research estimates.

The Buckingham Research Group

James Mitchell 212-922-5534
John Grassano 212-922-2019
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IMPORTANT DISCLOSURES

ANALYST CERTIFICATION

The above-named analyst hereby certifies that the views expressed in this research report accurately reflect his/her personal views
about the subject company and its securities. The analyst also certifies that he/she has not been, does not, and will not be receiving
direct or indirect compensation in exchange for expressing the specific recommendation in this report.

Company Disclosure
Goldman Sachs

RESEARCH DISCLOSURE LEGEND

1) The Buckingham Research Group makes a market in the securities of the subject company.

2) The Buckingham Research Group or associated companies own 1% or more of any class of common equity securities, warrants
or options of the subject company.

3) Analyst, associate or a member of household have a financial interest in any class of common equity securities, warrants or
options of the subject company.

4) Analyst, associate or a member of household is an officer, director, or advisory board member of the subject company.

5) Other.

Neither the Buckingham Research Group nor its employees perform investment banking services for stocks under coverage.

RATINGS of Stocks Under Coverage at The Buckingham Research Group: Buys 46%; Neutral 52%; Underperform/Not Rated 2%.
The Buckingham Research Group’s rating categories are as follows

STRONG BUY -- We expect the stock to appreciate 25% or more within the next 6-12 months. There is good visibility and nearer-
term earnings or events catalysts are expected.

ACCUMULATE -- We expect 15% or more appreciation over the next 6-12 months and the stock is attractively valued; however,
near-term catalysts are lacking.

NEUTRAL -- The stock's current price reflects our intermediate-term price objectives, and positions may be reduced.
UNDERPERFORM -- There appears to be more risk than reward in this stock at current levels. We expect the stock to
underperform over the next 6-12 months.

NOT RATED -- We are not carrying a rating on this stock for the time being. Rating & estimates under review.

STATEMENT OF RISK: Risks associated with attaining the target set for this stock include, but are not limited to, traditional
economic and competitive pressures, effective execution of corporate strategies and stock market volatility. Additionally, the
company may be subject to government regulation as well as corporate litigation, patent litigation and expirations.

COMPENSATION: Analysts’ compensation is based upon activities and services intended to benefit the clients of The Buckingham
Research Group and its affiliates (“the firm”). Like all firm employees, analysts receive performance-based compensation that is
impacted by the individual analyst’s contribution and overall firm profitability, which includes revenues from institutional equities
sales and the money management subsidiary. The analysts may also have funds managed by this subsidiary and make
recommendations to this unit consistent with their public recommendations.

This report is based upon information available to the public. No representation is made that it is accurate or complete. The
Buckingham Research Group and its subsidiaries may have positions in, and may effect transactions in securities of the companies
mentioned herein independently of and not necessarily in accordance with the recommendation. The disclosures contained in this
report are accurate as of the date of this report.
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Company Update BuUYy

Equi ty I Urifed States | Secur ties Elrokar.’Dealar
26 July 2008 -

; Merrlll l.vm:h

Guy I\Iuszkowski CFA +1 ?1? 1.49 7800
Research Analyst
- MLPFES .
B Senior mgt cautious, but seeing investment, mKkt share quy_maszkowski@ml.zom
gpportunities from crisis " M. Patrick Davitt ' +1212 249 1716
Still cautious, but G5 seeing solid activity in customer franchise businesses, : mielfé? Analyst
strong markel share gains. Relatively unacathed by credit debacle, GS is more rpalrick_davitEmt.com

outwardly focused than peers, able to commit balance sheet flexioly 2s needed.
Clearly GS 1s one of less than a handful of relative winnars from the crunch.

B stockData

Cyclical-bottom ROE prospects betier now than in"02 ) e
Price US51TAER

GS helieves il can oul-earn ROE produced al botlom of lasl cycle (11% in '02) ) -

) . } . . Price Objeclive Uss212.0D
due to greater giobal diversity of its revenues, rising relurns available as many Date Estsblished 1B-Jum-2008
peers pull back, and growing rnarkel share as above. G3 feeling less pressure 1o fresiment Cpiman [ B
de-leverage lhan peers, but does hold more capital than il balieves is ideal at this Welatilty Risk HIGH
point {10.8% Tier-1 vs. ‘normal” seen as 9.5-10%). If proposed consalidation of ;ﬁ;"t:lkfs:;?:s o) Ld;;liusﬂ_figjg

s . +} f.
securitized balances goes ferward, though, the current capital could be needed, M. Symbal ! Excnang; i 357 NYS
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Liquidity is job ane: Likelihood rising that GS buys a bank R et esters geusiesl
Key lessan of current erisis is one G5 has always known: importance of liquidity Leverags {2D07A) 91.4%
and availability of ‘sticky” funding. We believe GS would not laok entirely askance Est 5-Vr EPS { DPS Growth 000 %
at prospect of buying a depository, a significant change. We still would not ascribe
very high probability, but if a bank wilh excess deposits were available at right
price, wilh no need for GS to exit gxisting businesses, we'd no longer rule it gut. E::] | /‘\ ]Jh

H 1 -
Big distressed-mortgage opportunity seen, but maybe not - ‘u \“\J
just yet 166 “m/ i
G5’ largest single revenus opportunity over the next couple of years: morgages. ::E ,./f{f
To prepare, G bought Littan (sub-prime servicer) earlier this year, and we N
strengthencd its team with a key hire from the late Bear Steams. Timing unclear P o 2007 2208
because many assels slill hard lo price given lalling house prices, rising - GIOMOT ks S NOU LR

delinguencies. but cppartunity expected to be large.
Quarterly Earnings Estimales

{8 Estimates (Moy) e e 2007 2008
(uss: 2008A  200TA 20085 2008E  20M0E ™ 6874 3234
EPS 19.72 7473 7.7 25,87 25 66 Qz £ 534 4.58A
GAAP EPS 19.22 273 A 2092 2 8¢ o3 6134 4.25E
EPS Ghange (Yo TEEY  234%  -204%  (BA%  227% Q4 7014 S&1E
Censensus EPE {Bloomberg) %693 19.93 2158
Dividrnd Rate 1.30 1472 1.40 1.40 140

Valvation (Nov)

| 2006A  2007A  2008E 20096 20908
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GASF PEE 9.1x T2 1% 8.5% Tx
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Merrill Lynch does and seeks ko do business with companies covered in s research reports. As a resull, investars should be aware that the firm may
have & conflict of interest that could affect the abjectivity of this report. Investors should consider this repnnas only a single factor in making their
investment decision. Customers of Merrill Lynch in the US can racefve independant, third=-party research on companies tovered in this report, al no cost
to them, if such research is available. Cuslomers can access this independent research at hitp:iwww.ml.com/findependentresearch or can call 1-500-637-
7455 to request a copy of this research.
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Income Statement Data (Nov) o Company Descriptian I
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Compansation & Benafils M5.820) 20790 T84 116878 (22,582 Underwriting and M&A. Itis ore of two dominani

% of Net REfEFLe . 42.0 \ 439 i 455 _ 4?-0 . jfc Prime Brokers o the fast-grawing hedge fund
Nor-Compansation Expinses [ i285} (B.193) BS54} 15,332 L..\.::_2, industry. The assel mgmt urit has been among tne
Net Inzame to Jrd hary Sharehclders a4 11.407 8042 Q.69L 11,261 industry's faslest arowing, Much of fecer| drawth
Adjusi=d Net Incorme [Operating) satd 11407 8,347 9,694 11.761 Y growing. | b

Fas poen In trading revenvues, which arg considered
less predizisble, bul which have ceneratad around

2% armaore of avg. balance skest assels cach yoar
Balance Shest Data (Mov)

8% Millions} 200€A 2007A 200_8E 2[!09!.:. _291 0E |nvestment Thesis
Tolal Assets 828,201 4118726 - 143330 12150680 1.312.31€ GS R .I'.F.'.l T '“ L
Total Snarenclders' Equity T8 2800 48,937 53789 64460 8 arguably the most well-respectad inv. bank,
Nel Astels 621,572 M MA [T WA gspecially a’ler deftly navigatiag the 07 eredit crisis.
Targibks Shargholdars® Equity MA, N My HA NA We view GS as the besi-civersified, most global
BVYPS (Etatec Equity} 7z.62 8043 107,45 123.50 146,78 franchize in the indugtry, with ample inti, growth

4 growrh PEE 245 188 147 RS prespects, Giver continied cyclical industry

weskness, cempetitive positinn seerrs lamgely pricad
in, wizh book value growth driving the value

Trading (Nov) ] ] ) proposiisn
'Ls% Millions 2006A 20074 20D2F MOZE 201DE
Nel "rading Rev [Srine Trans+Mez Inty 15,840 25,364 20,78° 25794 31,808

% groeih HCES T8 -18." 204 N Stock Dat
ROA (Nel Trad Reviave Bal Sht Asis) 254 258% BN 243  2.05% OECEAREL
Value-at-Risk 14 134 A& LTS A Averane Dafy Volume 14413452
WaR as a % of Tetal Equty £.28% 0.32% 133 NA HA

liivestment Banking {Mov)

IUSE Millions) 20064 20074 2008E HBE 204 D
Financial Advisary Revenues =580 4222 24834 2,161 2.594
Eaquity Underyring Reveryes 1,365 1.382 1,488 1,168 1.425
Debt Undarariling Reverues 1,684 1,951 1,267 1,309 167D
Tetal Investment Banking Revenue £.629 7,555 5.597 4,748 5.698

% prowlh o] .2 -25.9 -15.2 e

Perfermance Metrics {Nov)

1LUBE Milllons) 20064 2007 A 200ZE 209E 2010E
ROE {Stated Equity) J2.8% 32.7% 18.8% 18.5% 20,15
Operabing Margin 38.7% 38.3% 31 3d 4% 35.4%
Pre-Tax Profi: Margr 38.7% 38.3% 311% 34.4% h.4%
Met Prafit Margin 25.0% 24.8% 21.A% 22.3% 234%
Comp ExpenseRevenue 42.0% A29% 45.9% 45.0% 45.6%
Mon-Comp Expense | Reverue 19.3% 17 .8% 231% 20,5% 18.64%
et Revenue Grawth 49.3% 22.0% -189.2% 17.2% 15.2%
Operating Expense Growth 360.2% 22.8% A% 11.5% 11.8%
Operating Incomne { Average Assels 4.6% 4 6% 3.3% 3.0% 3.6%
Trading-Related Ravenug f Net Ravanus % 56.2% §5.24% €154 E3.44%
Aszel Managemanl & “ea Rev/Net Rev 1.4% 9.8% 13.5% 13.3% 12.3%
Tatal Emplaoyees (Achuzl; IE 46T 3522 NA NA A
2
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Cyclical backdrop remains pressured, but macro products
doing well and G5 is a “go-ta”

We met last week with Co-Pres. Jon Winkelried, CFO David Vinlar, and David
Heller and Harvey Schwartz, responsible for Equities and FICT, respectively, in
the US.

Clearly GS remains cautious about the broader econamic and public palicy
backdrop, given the magnitude of the rmortgage and consumer-credit meltdawn
and tha consequent destabilization of major financizk institutions, The big swings
i market sertiment can unleash waves of activity but when confiderce erodes,
clients move to the sidelines, staying liguid and relatively inactive. The most
liguid-rmarkets oriented businesses (rates, FX, high-grade corporates) have been
busy, but activity has been more sporadic as one maves up the risk curve. GS is
benefiting from having maintained its reputation and its balance-sheet capacity at
& titne whien others have had to retrencls.

Less balance sheet constrained than the peer group, which
supports both Franchise and Principal businesses

To date the firm's read of the likely changes in the regulatory environment is that
1he falloul will be manageable, and white cyctically earnings power is under
pressure, in many ways GS is, we believe, a beneficiary rather than a victim of
the curremt backdrop. The firm is not finding that it is facing any particularly
binding constraints on profilability as a result of the de-leveraging trend. In any
cvent, G5 is not pressured to de-leverage as have firms that have had losses and
run into capital issues. To the extenl that its leverage has come down, this is
mote than anything else a response to the uncertainly in markets broadly and the
fact that risk raduction has been the appropriate response. The cost of capital
overall has not changed much for GS but it has made risk-based adjustments to
capital charges for certain businesses or exposure classes and this has of course
i some cases forced down exposure.

As always, GS remalns “constructively paranoid® about isk management. The
firm believes that at a time like this it is best to be in a2 position of great flexibility
regarding the use of capital, implying a desire to be very tactical as conditions
change. The expectalion is that major opporlunilies o make principal investmenis
will arise at a time of stress for many instilutions and investors, but at the same
lime, clierts of the “franchise businessas” {i.e., traditional trading and Investment
Banking) will be In need of supporl from the firm's balance sheet and this is as
always & critical concern. Despite the faifly constant undentone of criticism over
the firm’s embrace of principal activitics, we believe that Goldman has actually
tended its custormer-oriented businesses carefully, which explains why at the end
of the day, the warld tends to come to Goldiman, and the abzence of major
conflicl problems.

More market share? It seems to be happening

GS5 conlinues to view its share-gain opportunity as very strong. something we have
flagged since last autumn; GS is one of less than a handful of capital-markets firms
that have (st least to date} weathered the downtumn with cagital intact and, if
anything, enhanced repulation. We helieve GS has seen market share gains in
numerous key business lines, as many competitors have pulled back because of &
need to shrink balance sheets, distractions that have made the firns more inward-
kocking, stress-induced trepidation, or all of the above. Meanwhile, Geldman has
been open for business, with less balance sheet constraints, and a less shell-
shocked attitude. Goldman believes, based on client comments and the order flow it
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iz seeing, that it is considerably more engaged as a markel-maker than most of its
key competitors. Macro areas such as rate products and FX bave been very busy,
though the mondgage markel remains moribund,

Even in Prime Brokerage, a business in which G5 has disproportionata share, it
has been seeing gains because of the fate of Bear and the growing sensitivity
among clients to counterparty risk. We would expect that, with the BSC business
in the safe hands of JP Morgan. plenty of that business will find its way back; but
il doesn't seem to be happening quickly. As an aside, GS made it clear thal it
would be carsful about taking up stock-borrow rates in the cantext of the changed
SEC shorling regs, since it wants to avoid the appearance of being
inappropriately opportunistic.

Confident they can “out-earn” the ‘02 cyclical bottom
Allhough conditions have weakenad cyclically, 35 continues 1o believe that il is
most likety able to out-earn its ROE st the last cyclical bottom, 2002, because of
ihe greater diversity of its business mix by geography and business lines, as well
as discernible improveiment in relative market position / share, and improving
spreads due lo grealer scarc.ly value of commilled risk capilal. This does rol
mean we can rule out the posszibility of a weak quarer or lwo along the way (we
have certainly seen this & couple of times, but it has not been sustained).

Crisis has reinfaorced G5’ key tenets

What did GS learn from the credit crisis? Mosty a reinforcemeant of things it had
always clung to.

w  Ligquidity is king, GS always said so, but the recent erigig corfirmed it. Two
wards sumi up the thoughis with regard 1o access to cash! funding: "More",
and “Longer” Goldman paid up over the last few years to term out its funding,
and Iooks smarl to have done so.

3 Nobhing new sver happens until i happeps. Destruction lurks in the lails
of the distribution; because unexpectadly extreme outoomes can and do
happen, scenario-test creatively and size positions appropriately.

Size matters. Having a large, broad, highly diversifind franchise adds an
important degree of robLsthess,

Discipline is critical: Making commitmenis to serve clients or build
pipefines of asseats for distributian is the heart of many parts of Lhe business,
but allowing the assets to build up on the balance sheet can be deadly.
Having the discipline (o distribute the assets quickly, and slow down
arigination when the market is signaling faltering appetite, is essential.

#  Risk managemen!i must be respected and independent;
cammunication is essential: Senicr management neecds to be highly focused
on risk and how it is changing as markets deteriorate. To do this, it needs real-
time informztion, which means excellent risk-rmadeling systems and capabilities
bul also a Umely, open communication flow with a completaly independeant risk
organization, a3 well as with trading desks. And, within the firn, the rigk
managers need 1o have comparable stature 1o the revenue producers.
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Goldman Sachs Bank & Trust? Don't rule it out

Since GS is more convinced than aver that its longstanding liuidity obsession is
well-founded, it would appear this thought process has prampted & willingness 1o
al least consider a bank acquisition. The opportunity could concelvably arise as a
result of the damage done lo some institutions and the fact that valuable, “sticky”
deposit franchises may be available at attractive prices. Viniar noled that the firm
had dane extensive analysis on the degree to which it might be able to deplay
excess depasits to fund core businesses; based on the willingness to even
consider a transaction. it would seem GS has satisfied itself that core achivities
could conceivably he funded this way.

This said, the company made it clear that such a deal was unlikely ta be pursued
if ii meant Lthal other tradilional, atlractive 33 businesses could nol be conlinued,
Commeodities being the obvious example that comes te mind. However,
regulators appear lo have OK'd JPM's participation in physical Commodities via
ils acquisition of Bear Stearns, despite ils Bank Halding Campany slatus.

We noled that GS has no expericnce running branch systems ar deating with any
but the highest-net-worth individuals, and has in the past expressed some
trepidation about the potential for reputational and operational risk in mass-
markel businesses. It was clear that these issues still give the firm pause, and
lhat a foray into tradilional banking is nol something lhal would be entered into
lightly. On the whole, we would not ascribe a very high probability to GS acquiring
a bank of any particulady large size. There is still the hurdle, under new
accounting guidelines, that assets acquired would need ta be marked to market
and this could give rise to 3 new-capital need, And GS has shown it can manage
through extremely trying eondilions wilh its business model inlact, so it is not
foreed to change its spots. This said, the bottom line here would appear to be:
don't rule aut a bank acquisition by GS. These are strange times indeed.

Distressed Mortgages: the next big thing

Allhough the Merlgage arena is weak, as nated, the next major opportunity GS
sees is there, not surprisingly. It is likely to develop a range of eamings-
generating “principaling” opportunities, on trading desks and in its Private
Investing area. For the lime being the company is not raising & fund to invcst in
distressed morigage assets, because it daes nol want the funds burning a hole in
its pocket and would prefer 1o pruceed opportunistically. Nor does it appear to
think that instilutions helding assets have to date taken all the pain they will need
lo, meaning thal it is probably oo early to became heavily invelved, The gulf
hetween what potential distressed-mortgage buyers are willing to pay, and where
holders have marked the assets, remains toe wide. However, at some point, the
market will begin to clear, probably as there starts to be greater visibility abaut
when and at what level home prices, and consumer loan delinquency, level off.

When could this be? Hard to see it before sarly 2008 at the earliest, in our view,
and maybe later nexl year, given marke! exgecialions of when home prices could
bottom. It seems increasingly clear that 3 gevernment-sponsored solution like the
RTC of the late 1980s is unlikely, and 1that instead the private-market zolution will
be the key. Whenever this happens, GS will be ready to bid on significant
portfolios. and when the scale of 8 package excesds GS' carnfort leval, it expects
o be able to round up co-investars quickly given itg network of investor
relationships. The fim's relative financial strength, and willinghess to take
principal posilions, are well lelegraphed. so il belisves it is already seeing most of
the potential deal flow, and will continue to do so.
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In arder to be grepared for these oppotunities as they arise, G5 has beefed up
its distressed mortgage capability by bringing on a senior member of the farmer
Bear Stoarns tleam, Jeff Verchleiser, and by sequiring a subprime-mortgage
servicer (Lilton) earlier this vear,

We briefly discussed the deqgree to which GS has been involved in the capital-
raising wave for financial institutions. GS befieves that the affected institutions are
apptoaching what might be termed the “capitulation” stage of capital-raising,
where this is accompanied by actual sates of the assels which created the losses,
necessary to convince what is by now reluctart capital to jurnp in. G5’ presence
in the adviscry and capial-raising efforl will, in our vievs, give GS first look inle
many of the distressed-asset opporiunities ahead.

Capital is stronger than GS thinks it needs to be, though
accounting changes may lie ahead

(zeldman's own capital position is strong, witk its newly disclosed 1ier 1/Risk
Weighled Asscts ratio a! 10.8% as of May 21. It was below those of MS and LEH
(12.4% and 13.5%, respectively) but 38 doesn't view this ag an "arms rase” and
in fat wiews its own core range as 9.5-10%, with around a percentage point of
excess at this time beeause of the amount of nervousness in the market, Yiniar
does not believe there will be sporeciable differences between Basel | and Basel
I ratics far mosl fiemns (important because banks, such as JPM, Citi. and B ol A
are all atill on Basel | for the time aeing)

We asked about the impaet of changes n Fin 16 (R} / FAS 14D which mey require
consolidation of securilized assets starting in 2009, In the most draconian case,
G5 believes lhe impact would be to raise lotal assels by aboul $300bn. Pro-
formra, this would, we eslinrate. drap the Tier 1 ratio from 10.8% now to about
8.5% {we simply assumed that -hg $300hn would convert to RwA in the samc
ratin as GS' eurrent 1.1 tillian in assets conver to RWA of $400bn, which may
well be toa simglistic). In any event. given lhat the firm continues to generate
congiderable capital through earnings, and that it does not believe it needs more
ihan around 0% Tier 1, it's not hard to see how any need engendered by the
accounting changs could be nandled organically, without the need to raise
capital, thougk buybacks migh: be constrainec for 2 whila longer.
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Table 1: GS Income Statement (Smny e et o e <ot e e o

3ae7 Aq07 1qu3 Q0B IQDSE 2006 2007 Z0DIE 2003E

end 847 end 11/0T  rrd 20X and 3618 end 2N2 end 106 e 11T end 11I0E end 11002
REVENUES
Commissians 1,33C 1,243 1.233 +,234 1,222 3518 4,579 48940 3,21
hel Inlesest 1,341 T8 331 2T 1,100 3.438 3967 4,378 3,700
Trading 5,034 4 544 4,171 5,260 4,342 1532 21,317 15453 23,099
InvastrentsiPivate Ecuitgderchant Bank bl 1.036 532 T35 185 2317 3757 grg s81
Pritaipal Transactions 5,245 3,580 EY A,005 a1.50% 2,509 25,134 17.08" 24,679
Firanzial Advigory 1412 1,240 63 £0n 675 2,530 4222 k] 2061
Undzrariling 733 733 202 B85 675 3048 5,323 2,755 2,587
Investrment Bzrking 2145 1,973 1.163 1,685 1,350 5,520 7555 5,507 4,743
Asset Management & Fees 1,158 1,165 1.317 1,168 127 4,234 4,250 5,040 4,005
e Revernges ih 54 4 52 53 233 247 186 pr|
Net Revenues 12,334 10,740 8,335 9,422 9,523 37,580 45,987 31473 43,563
Mot Trading Revonucs 7375 E260 5122 E1T4 5442 15,540 25.364 20787 26.750
EXPENSES
Compa! Revenues 48 0% 305% 48.0:% 45074 48.0% 42.0% 43.9% 45.5% 43.0%
Zcmpensalion & Benefis 5,820 3272 4,001 L5232 4,571 “6ALT 23,199 17.048 19,603
Zemmunicalichs! Tectnology 169 184 ‘BT 192 200 544 665 789 813
Ofirz’ Equip.f Depr.f Amar. 363 L&0 N6 417 438 BcYa | 14509 1.708 1,776
Protess aral Serdces (1) 534 648 ) 555 550 ©.814 2122 2,235 2,347
Advraiging! Business Development 148 177 ‘44 126 13c 433 El” LR 287
Brokedage, Cleating & Excharge Fees i) TH 7B 741 ThL -t ] 2,758 3,056 3,224
Zostnf Power Genzration £8 fi b n [ 475 253 C 1
riangibles Amarzaton 53 41 H 37 45 173 195 21" 5
Fan-Compensalion Expense 2154 414 e 2,068 2140 [ By Bars HAG2
Total Operating Expenses 8,075 5,686 6,132 6,590 6681 23,195 28,383 25673 28 565
Ingamg iLess) Befare Inc, Taxus & Other 4,255 5.054 2143 2832 2,842 ‘4,575 17,644 11.550 14,943
Income 1 axes {Hensit) 1408 1,444 532 745 53 5,023 5,003 3,318 5,129
Tax Rale 33 0% 2644 25.5% 26.2% 30 0% KEE R 3418 280% 34.2%
NET INCOME [LOSS) 2.854 3214 1,31t 2,067 1,99€ €,532 1,599 5,202 9,069
INCOME FOR COMMON 2,806 3,165 1487 203 1,95¢ £a413 1,27 8.042 9.692
Averagz Sharas
Basic 42490 42249 2375 ANTE &8 7 433.° 426.0 4357
O lat=d 457, A7 2474 4564 4774 161.3 454.2 4054
EARNINGS PER SHARE
Basic 56,54 $7 48 8333 £4.80 £4.56 5:0.34d 575,34 $18.83 $22.28
Dilled S612 f£r.o 3593 3458 54.28 §-c¥? 5493 177 $2car
Sewece Covpiny Fepars dnd Remdl e b
7
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Price objective basis & risk

Galdman Sachs (G5}

We believe 48 shares are appropriately valued zt about 1.9x given expectations
of 189%+ ROE through 'I8E. This suggests a PO of 212 when applied to 2009E
book value (with 5% discount to account for substardial near-tarm uncertainty).
Risks lo price objective: Earmings volatility remains an undeniable par of the GSs
business: with GS registering ROE from low teeng in trough conditions to high
30sin a peak markel environment. Revenues can be very lumpy and submect to
global markel disruptions. |n addition, GS derives a high proportion of revenue
from trading and market-making activities. As with most brokers, G3s business is
very balance-sheet intensive and employs high leverage. While one source of G5
ROE advanrtage is that it is guod at spolting value, pricing lliquid assets, and
iaking risk, this means (G35 holds sizeable balances of illiquid securities subject to
negative valuation adjustments, Going forward, investment banks and their
leverade ratios will ikcly face greater gov't scrutiny that could hinder returns i
peak markct environmenls, partisularly if the Fed gairs permanent aversight of
leverage. More opague, structured products are an important compaonert of
profitability at strong points irt the eyele and wei probably be out of favor far some
time fallowing the mortgage debacle and credit crunch. though we do ot believe
sacurilization will be parmanently impaired.
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Analyst Certification

I, Guy Moszkowski, CFA, hereby certify that the views expressed in this research
report accuratcly reflect my personal views about the subjoct sceuritics and
issuers. | also certify thal no part of my compensation was, is, or will be, directly
or indirectly. related ta the specific recammendations or view expressed in this
research report.

Us-ttega Banks, Brokers and Assst Managars Coverage Cluster

Investment rating Company ML ticker Bioomberyg symbol Analyst

BYY ~ . . . o . . . L : . : .
Aifitiated Mgrs. G AME US Cynthia Mayer
MlianzeBamstain AB ABLS Cynthia Mayer
Allied Cap Corp ALD ALDUS Feye Elligit
Aras Capital ARCC ARCC US Faya Ellinit
Calarnes CLWAS CLMS LS Cynihiz Mayer
Ealon Vance EV EV US Cynthia Mayer
Federaled Inw. 3 FIrus Cynthia Mayer
Franklin Re BEN BERUS Cyntnia Mayer
Goldman Sadhs @3 GSU3 Guy Muszkuwski, CFA
JMP Group Ing JMP JMPUS Guy Moszhowski, CFA
Lazard LaZ L&Z 1S Guy Moszkgwski, CFA
Mo-gan Stanlay M5 MS UE Guy Moszkgwski, CFA
Och-Ziif Q2M OZIM US Cyntria Mayer
T. Rowe 'nce TROW TROWLUS Cynthia Mayer

) Waddell 4 Reed WOR WDR US ) Cyntaiz Mayer

NEUTRAL ' [ : o o o RS DR o
American Capilal Sirategies, Ltd. ACAS ACAS US Faye Efliott
Blacksione Graup BX BXUS Guy Moaszkawshi, TFA
Cticraup C cusg Guy Moszkowski. OFA
Cowen Giong Inc COMIN COWN U3 Guy Moszkawsh, CFA
Invesco vz WZUs Cynthia Mayer
Jarus Capilal NS JNSUS LCynlhia Mayer
JP Morgan Cnage JPM JEM US Guy Moszkowski, CFA
Legg Mason Lt LW US Cynlhia Mayar
Lehman Brothers LEH LEHUS Guy Moszhgwski, CFA

UNDERPERFORM S . C ' C : o : P
Boston Priv Fin BRF- BPFH US Cynthia Mayer
Cahen & Steers CNS CN3 US Cynthia Mayer
GAMCO Investors GBL CBLUS Cynthia Mayer
Jefferes Growp JEF JEF J8 Guy Moszkowskl, CFA
KBW Ing KRN KBWLE Guy Moszkowski, CFA
Kohlberg Capital _ KCAR KCA= US Faye Elligit
Blac<Rock, Ire. BLK ELK1US Cynthua Mayer
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Important Disclosures
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Investment Rating Distributlon: Financial Services Group [as of 01 Jul 2008)

Coverace Universe Count Percent Inv. Banking Relationships® Count Percent
Buy 130 44,07 % Buy 48 37.80%
Mevtral 91 30.85% Neaurral 27 43.02%
Sell Fe 25.00% Sell 21 28.77%
Invesiment Rating Distribution: Global Group fas of 84 Jul2008) .
Coverage Universe Count Percent tnv. Banking Relationships” Count
Buy 1664 47.42% Buy 441
Maulral BOR 22 BEY HNeural 224
Sell 1042 29.70% Sell 217

* Carmparies in respect of which MLPF&S or an afliate has recaivad compensation for investment banking services willin (e past 12 months. For purposes of his distributian, 2 stack
raled Uncerperlorm is includad es s Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinicns include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicatars of potential price fuctuation, are: A - Low, B - Medium and € - High. INVES TMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i} absolute total return potential and (i) atiractiveness for investment relative to other stocks within its Coverage Cluster {defined below). Thare
are three investment ratings: 1 - Buy slocks are expected to have a total return of at least 10% and are the mes1 attractive stocks in the coverage cluster;
2 - Neutral stacks are expected to remain flat or increase in value and are less atiractive than Buy rated stocks and 2 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings consideritta, among other things, the 012 month total return expectation for a
stock and the firm's guidelines for ratings dispersions (shown in the table helow). The cument price abjective for a stack should be referenced to better
understand the total return expectation at any given time, The price objective reflects the analyst’s view of the potential price apprectation {depreciation).

Investment rating  Total return expectation (within 12-month period of date of initial rating}  Ratings dispersion guidelines for coverage chuster®
By = "0% = L%
Neutral = 0% = iC%
Urderperiom NrA = 0%

* Ratings dispersions may vary [rom Yime to time where Memill Lynch Research balieves |ieter reflects the invieslment orospects of stocks 1 a Coverage Cluster.

INCOME RATINGS. indicators of potential cash dividends, are: 7 - samefhigher (dividend considered to be secure), § - sameflower (dividend not consitered
to be secure) and 9 - pays na cash dividend. Coverage Clusier is comprised of stocks covered by a single anatys! o two or more analysts sharing a comman
industry, sector, kegien of other classification(s]. A stock’s coverage cluster is inclLded in the most recerit Merrll Lynch Comment referencing the stock.

MLPFRS or one cf its affiliales acts as a markel maker far the securities recomitrended in the report; Boldman Sachs.

MLFF§S or an affiliale was a manager of a public offering of securities of this company within tne |ast *2 months: Goldman Sacks.

The company is or was, wilhin the last 12 months, an investment banking client of MLPFA.S andfor one or more of its affiliaies: Goldman Sachs.

MLFF&S or an affiliate has received comoensalion for investment banking services from this company within the past 12 months: Goldman Sachs.

I MLPF&S or an affiliate expects to receive or inlends to seek compensation far investment banking services from this company within the next three months:

Goldman Sachs.

MLPF&S or one of its afiiliales is willing Lo sell to, or buy from, dients the common ecuity of the company on & orirgipal basis. Goldman Sacts,

The zinalyst{s) responsible for covering tre secunlies in this report receive compensation based upan, amang other factors, the overall orofitahility of Merrill
Lynch, ingluding prefits derived from investment bank'ng revenues.

CONFIDENTIAL PORTEN-00012308
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Other important Disclosures

L& remders: MLPFAS or an afliate is a liguidity praviczr for the secutlios discussed in this ropor,

MLPF&S5 ar cre chity affikates has a sighifican; firancal anerest in the fived iocme instrumerts of the issuer. if this report was issuad on o after the 10th dav of
amon:h, treflects a significant (inancial interest on he last day of the provious rionts. Reports issued heforz he 1.3th day of & month reflect a sign ficant financial
interest at the end of the second month preceding the dase of the “eport Goloman Sachs.

Information relating ta Non-U.S. affilales of Merrill Lynch, Pierce, Fenner & Smith Incorporated {MLPFAS):

MLFPF&S sistribut2s research reports of ths follow pg ncn-U$ affiiates in the U5 isnort name: legal name); Memill Lyncn (France!: Memik _ynch Capilal Markets
{France) SAS; Merrill Lynzh (Fran<fur): Werri!l Lynch International Bank Lid, Frankfrn Branch. Merdl Lynch (Sout- Africa), Wardll Lyncr Saouth Africa (Pty) Ltd,
Memill Lyneh (Mlan: Bert] Zynga Intamananz] Ban< L mited; M FF&S IIK): Merill Lynen, Pigree. Ferngr & Smih Limiled, Memill Lynet: (Australia): Merrill Lynch
Zquitezs (Austral a) L mitee; Merrill Lynch (Hong Kong): Merill Lyneh (As a Pacific] Limited: Memll Lynch (Singapo-z). Merilt Lyna' (Singapare Ple Lid: Keritl
Lynch {Canada}: Merr || _ynch Tanaca Inc, Merill Lyncn (Mexico) Mermil Eyrch Maxico, 54 de OV, Tasa de Bolsa; Menill Lynch {Argentinal: Mormill Lynck
Argenting SA; Merrll Lyach (Japan): Merril Lynel Japan Securites Co, Ld; Mermill Lyncn ¢ Seoal}: Mermll Lynch [ermat onal Incorporated (Secnl Branch): Merill
Lynch (Taiwar): Meard | Lynch {slobal (Taiwan) Limiced: DSP Merill Lynch (India) D3P ftermll Lysch Limited: PT Merrik Lynch (indenes &) PT Menill Lynsh
indonesiz; Marrill Lynch (KL) Sdn. BRd : Memill Lynch (Malaysiz); Merrill | yach (lsraeh: Mermll Lynch Israsl Lintited; Memill Lynch (Russia ) Merdll Lynch CIS Limiled,
Moscaws; Merrll Lyrch Turkey): Bemilt Lynch Yatvm Bankasi AJS.; Marrdll Lynch (Dubaii: Memill Lynch Inemnational Bank Ltd, Dubai Branch, MLPFAS | Zikich rep.
office): MLPFAS Incorporated Z0rch represeniat ve office,

This rasearch report has besn prepares and issuad by ML PF&S ancior ore or more of ils non-U.S. affiliates. MLPF&S is the distributar of this research report in
the U.5. and aceepls fulf responsibilily for research reports of its non-LES . affiliztes disvibuted in the U.S. Ay US. person receiving Lhis research report and wishing
w0 effec: sny transaction in ang securtty discussed ir the report should do so through MLPEAS anc not sLeh forefgn affliates.

This reseaich report has been zpprovad for publ satior in the Unied <ingdom by Merill Lynch. Pierce, Fenner & Smith Limitec, whizh is awtharized and
requlared by the Firancial Services Autnority; has been consicered and distributed in Japan by Mermill Lyncn Japan Securities To. LA, 2 registered securities cealer
under the Securilies and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch {Asia Pacific) Limited. which is requlated by the Hong Kong 5FC, is
issuzd and distributed in Tabwear by Merrill Lynzh Global {Taiwany Ltd or Mernll Lynch, Pierce, Fenner & Smith Limited {Teiwan Brarch), is issued and distibuted in
Malaysia by Merdll Lynch (KL Sdn. Bhd.. a licensed investmen: adwiser regulated by the Malaysian Secunbies Commissicn; is issued and distnbwsed in Indis 2y D5P
Memll Lynch Limited: and 1s issued and distributed in Singapore by Meril: Lynch Inlermational Bank L mited (Merchiant Bank) ard Merill Lyoch (Singapore) Pe Ltd
{Company Regisiration Na s £ 06872E ant 1286025830 resoectivelyy, Merrill Lynsh iternzlionzl Bank Limited iMcrehant Banx) ard Mernil Lynch {(Singapors) Pte
L td. are regulated by the Monetary Autkority of Singapare. Mernl’ Lynch Equities (Ausiralia) Limited, (ABN 65 006 270 7958). A3 Livense 230132, provides this
rapart in Australia. Mo approval is required for puchcalion o cisiibulion of thig repart in Brazil.

Ierdll Lynsh (Frankfurt) distibutes this report in Genmany. Maeill Lyneh {Frankfuet) is regulated by BaFin.

Copyright, User Agreement and cther general information refated to this report:

Copy-ight 2008 Merli Lynch. Pierce, Fenner & Smith Incorporated, All rights reserved. This reseacch repert is prepar=d for the uzse of Marrll Lynch clients and
rray no: be redistibuted, racransmtted or d'sclosed, in whole or in part, o n a=y form or manner. ithoui the express written consent of Merrill Lyach. Merill Lynch
research reporis are dislrbutes s mullzneously o inlemal and clienl websites eligible 1o reczive such res2arch prios to any public dissemination by Memill Lyner. o
the regearch repart o in‘grmation or cpinion comained therein Any unauthorized use or drsclosure is prehibted, Recept and revew of this research report
conetiutas your agresmenl nol io redis rioute, retransmit, or disclose ta others the contents. opinions, canclusion, or iffermation contained in this repan gncluding
any investment recorimendatiors, estimates or pice targes) priar to Memill Lynch's public cisclosure of suzn informat on. The information hercin {other tran
diszlosure nfcemation relating 1o Merrill Lyneh and 1z affliates) was oblained from varigus sources snd we oo wct guaraniee its accuracy. Memll Lynch makes no
representalions o- warrarles whalsoever as lo he dala snd inforrztion provided in any hird party refetenced websie and shall have na lisbility or responsizil ty
arising out of or in conneskon with any such re‘erenced websile,

Ths research “epart provides gererdl informstior cnlby. Netther the informalion nae any opin on expressed constitutes an offer or 2ninvitation to make an of'es,
to By o 3¢l any securitics or olber investmerd ar any oplions futures or dervatives relaled to such secunties or inkestmenis, It i3 not infcndcd to provide porsonal
investmend advice anc it does nol fake n'o account e specific iwvestment objeclives. financial 5 uaticn ane the particular needs of any specific person who may
recelve tnis report. Investoss should seek financial advice regard ng the approprizianess of investing in any securities, sthe” investment o investrment sirategies
discussed or rezommendad in this repart and should understand thal s;atemenss egacdirg fulure prospecis may not oe resfized. Investors shauld note that income
fram such seclrities g- ciner invesiments, it any, may fluctuate and that price or value of such securities anc investmens may rise of fall. Accordingly, investors may
receive back less than originally invested. Fast pedormance is no: necessarily a guide o fuiure periormance. Any informaticn refating to the fax status cf financial
instrumants ciscJssed neren is 1ol interded To prov.de tax adwoe or to be used by anyone [0 provide 1ax advice Investors are urgad t0 seek iax advice based on
their parficd zr ciccumstarces rom an independeant tax professional,

Foreign currency rates of exchange may adversely affect the velue, price or income of any security or refated inves:mert mentioned in this reporl. In acdition,
inveslors i secunties such as ADRs, whose values are inRuerced by the cumrency of the underlying security, effectvely assume cumesey sk,

Officers of MLPF&S or one or more of its &ffiliates [othar tnan research analysts) may have a firancia’ interest in securiies sf he issuer(s) or 'n relaied
investmeniz.

Merrill Lynch Research policies relating to conflicts of interest are described al http:fiwww.ml.com/medial$3347 pdf.

Fundamental eguity reporls sre produces an g regular basis as necessary to keep the investment recormendation currernt.

iOmathod, iGmethod 2.0, i0profile. Qloolkil, Qworks are se~vice marks of Menilt Lynch & Ca., Inc. iQanalylicsa®, Oaistom®. i0database® are registered
senvice marks of Merill Lynch & Co., Inc,
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UNITED STATES
GS US Neutral
Price 16 Apr 10 US$160.81
12-month target uss$ 185.00
12-month TSR % +15.9
Valuation uss
= Price To Book
GICS sector Diversified Financials
Market cap US$m 84,731
30-day avg turnover US$m 1,588.3
Number shares onissue m 526.9
Investment fundamentals
Year end 31 Dec 2009A 2010E 2011E 2012E
Adjusted profit m 12,192 10,112 9,031 8434
EPS adj UsS$ 2216 17.30 19.32 2122
PER adj %0 ¥e  88e  Ba e
Total DPS US$ 140 140 140 1.40
Total div yield % 09 08 09 09
ROE % 218 148 135 144
P/BV R U R
GS US vs S&P 500, & rec history
— G5 —— SEP 300 . Price Target
200,00
',\).1 180.00
. “ ! 1160.00
v ke ) 140.00
AT 120.00
100.00
I
u

Jun-09  Aug-03 Oct03 Jan-10 Mar-10

Mote: Recommendation timeEne - if not a continuous ine, then there was no
Macquarie coverage at the ime or there was an embargo period.

Source: FactSet, Macquarie Capital (USA), April 2010
(all figures in USD unless noted)

David Trone

1212 231 8051 david.trone@macquarie.com
Bimal Shah

1212 231 8053 bimal.shah@macquarie.com
19 April 2010
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MACQUARIE

Goldman Sachs Group
Our Thoughts on the SEC’s Fraud Claim

Event

On Friday, the SEC accused Goldman of fraud associated with a synthetic CDO.
We believe equity investors (GS fell 13%), the media, Washington and many
others rushed to judgement. GS appears blind-sided by the claim and has issued
its side of the story, creating what we see as some doubt about the SEC's logic.

Impact

After reviewing the allegations and Goldman's response, we are not yet willing to
assign probabilities on the chance of a conviction. Proof of intent to deceive is
key, and we are not convinced that the emails establish this. Also key is what the
original long investors knew or didn’t know about the selection process.

Normally, firms settle with the SEC to avoid the risk of losing in court, which would
tee-up huge class-action wins. However, in this case, the losses only total $1bn.
Typically, reputational damage, particularly in the institutional context, is a paper
tiger. However, in this case, the response by the media and Washington has been
so severe, that we believe management will want their day in court to prove the
firm's innocence. As a result, we may not see the typical settlement but a trial.

As for the direct financial impact, the worst-case scenario is probably $1.10/sh or
6% of our 2010 estimate while there were no material expectations for synthetic
CDO revenue in forward estimates. As for reputation, Goldman clients are "eyes-
wide-open”.

The bigger issue may be the role a mortgage-related fraud claim would have on
the financial reform process. On one hand, synthetic CDOs had no role in the
housing bubble, since they do not create incremental demand for mortgages but
are based on existing product. On the other hand, it could be another example of
the CDS markets serving as a tool for manipulative schemes (many believe that
certain investors sold short shares of Bear, Lehman, Merrill, et al and drove them
down via a combination of CDS market manipulation and oral fear-mongering).

As for read-across, the SEC is apparently looking for similar allegedly concocted
selection arrangements set up by other firms. We doubt the SEC will be willing
(mkts confidence) and able (manpower, time) to bring many more of these cases.

Earnings and target price revision

We expect limited impact to operating EPS at the moment.

Price catalyst

12-month price target: US$185.00 based on a Price to Book
methodology.Catalyst: Quarterly Earnings.

Action and recommendation

Legal/regulatory trouble often results in short-term pressure, setting up the stock
for a sharp recovery upon resolution (see Merrill/Spitzer late-'02-mid-'03). For
now, GS is not yet cheap enough and the overhang period is just getting started.

Please refer to the important disclosures and analyst certification on inside back cover of this document, or on our
website www.macquarie.com.au/research/disclosures.
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Macquarie (USA) Research Goldman Sachs Group

Valuation & Risks

After recovering from the November 2008 abyss, GS now trades at 1.5x TBV of $108 and 1.4x BV of
$117. Goldman has only been public for a decade, oy just two full boom-bust cycles, thus we can not
reliably cite these multiples as low or high. Cn the other hand, GS trades at about 8.4x cur 2011E, which
is about normal for full-service firms through a longer historical trading pattern. Our price target is $185,
based on 9.6x our 2011 EPS estimate. Goldman relies heavily on principal-driven activities, which
naturally create direct risks. Bid-ask spreads in fixed incorme are the primary factor in short-term
earnings, as even a sharp rebound in investment banking could not offset the effects of narrowing.

19 April 2010 2
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Important disclosures:

Recommendation definitions

Macquarie - Australia/New Zealand

Oulpeform — retun >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark retum

Macquarie — Asia/Europe

Cutperform — expected return =+10%

Neutral — expected retum from -10% to +10%
Underperform — expecied retum <-10%

Macquarie First South - South Africa
Cutperform — expected return >+10%

Neutral — axpacted retum from -10% 1o +10%
Underperform — expected relum <-10%

Macquarie - Canada

Outperform — return >5% in excess of benchmark return
Meutral = return within 5% af benchmark relurn
Underperform — return =5% below benchmark retum

Macquarie - USA

Dutperform (Buy) — return 5% in excess of Russell 3000
index return

Neutral {Heald) — returm within 5% of Russell 3000 index
return

Underperform {Sell)- return >5% below Russedl 3000
index return

Recommendations — 12 months

Note: Quant recommendations may differ from
Fundamental &nalyst recommendations

Volatility index definition*

This is calculated from the voiatility of histerical price
movernents.

Very high=highasat risk — Stack should be expected
to move up ar down B0-100% in & year - investars
should be aware this stock is highly speculative.

High — stack should he expected to mave up or
down at least 40-60% in a year — invastors shauld
he aware this stack could be speculative.

Medium - steck should be expected to move up or
down at least 20-40% in a year,

Low—medium — stock should be expecied o move
up or down at least 25=30% in a year.

Low — stock should be expecled to move up or
dawn at [east 15-25% in a year,
* Applicabie to AustraliandNZfCanada stocks only

Recommendation proportions — For quarter ending 31 March 2010

ALU/NZ Asia RSA usa CA EUR
Outperform 50.55% B2.20%  42.25% 42230% 62.16%
Neutral 38.683% 18.02%  47.89%  50.35%  31.89%
Underperform 1282% 18768% 9.86% 7.27% 5.95%

Company Speclic Disclosures:

Financlal definitions

All "Adjusted” data lerms have had the following
adjustrmenis made;

Added back: goodwill amortisalion, provision for
catastrophe reserves, IFRS derivatives & hedging, IFRS
impairments & IFR 3 interest expense

Excluded: nen recurring tems, asset revals, propery
revals, appraisal vahue uplift, preference dividends &
minority interests

EPS = adjusted net profil / efpowa”

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit faverage
total assets

ROE = adjusled net profit / average sharehalders funds
Grasy cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighled average number
of shares

All Reported nurnbers for Australian/NZ listed stocks are
modelted under IFRS {International Financial Reporting
Standards).

46.74% {for US coverage by MCUSA, 6.53% of stocks covered are Investment banking clisnts)
34.78% {for US coverage by MCUSA, S.82% of stocks covered are investment banking clients)
18.48% (for US coverage by MCUSA, 0.00% of stocks covered are investment banking clients)

Important disclosure information regarding the subject companies covered in this report is available at www macquarie.comfresearch/disclosures.

Analyst Certification:

The views expressed in this research accurately reflect the persenal views of the analyst(s) about the subject securities or issuers and no part of the
compensation of the analyst{s) was, is, or will be directly or indirectly related to the inclusion of specific recammendations or views in this research. The
analyst principally responsible for the preparation of this research receives compensation based on overall revenues of Macquarie Group Ltd ABN 04 122
169 279 {AFSL No. 318082) (MGL) and its refated entities (the Macquarie Group} and has taken reasonable care to achieve and maintain independence
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The Goldman Sachs Group, Inc.
GS: Reputational Risks Increased, But Valuation Still Attractive

Outperform / V

¢ We are maintaining our Outperform recommendation on GS. We are

maintaining our Outperform recommendation on GS in the wake of the SEC's Sector: U.S. Banks

civil lawsuit (filed April 16) due to: 1) manageable financial impact if GS loses the Market Weight
case - we estimate the cost would be about $1.18, 6% of our expected 2011 EPS;

2) GS' share price decline (13% on 4/16 vs S&P500 decline of 1.6%) appears

outsized relative to the "likely worst case" financial cost, suggesting attractive Company Note
return potential vs. its peers, 3) the possibility the case may be settled at a

materially lower cost to GS in the nearer-term (by the end of 2011) given our 2034 20k 20ME.
expectations of a vigorous defense of its position, and 4) our belief that GS' E?S(Maf) FOET ?;go P"ﬁg ‘;:';2' P";E
business opportunities will not suffer meaningful detriment from the lawsuit. g2 )00 403 421 NG 445 NG
We have not adjusted our EPS estimates for 2010 or 2011. Q3 (Sep) 595 430 NC 459  NC
GS has begun to tell its side of the story, possibility reducing the ?:(Dec') 5;;:?; $1;:gg :g 513-‘12 :g
concerns surrounding the SEC's allegations. Following the SEC's filing of ¢y $2213  $18.00 £19.45

its lawsuit, GS has issued public documents detailing its belief that its actions gy psge 7.3x 8.9% 8.3x

with respect to the ABACUS 2007-AC1 synthetic CDO were ‘"entirely  Rev.(MM) $45173 $47,134 £49,709

appropriate”, and that it intends to defend itself vigorously. We believe GS'
strong stance could be successful in reducing the fear surrounding the SEC's
allegations - and also starts to rebuild the reputational damage from the recent
headlines.

Headline risk returns with a vengeance for the large cap banks, likely

Source: Company Data, Wells Fargo Securities, TIC estimates, and Reuters

NA = Not Availabile, NC = No Change, NE = No Estimata, NM = Not Meaningful

Qs may not sum to annual figure due to share count
changes or rounding differences.

dampening investors enthusiasm for the near-term. The SEC's highly  Ticker GS
publicized legal action against GS is likely to make investors concerned that  Price (04/16/2010) $160.70
other underwriters of structured or complex securities could also face legal and  52-Week Range: $113-194
headline risk. This is likely to dampen investor enthusiasm for the large-cap  shares Outstanding: (MM) 542.7
bank:? in the near-term, particularly those with material capital markets — pp ot Cap.: (MM) $87.211.9
contributions to net income. S&P 500: 1192.13
The lawsuit could also result in more stringent financial services Avg. Daily Vol 8,629,880
reform legislation, in our view. While the allegations against GS do not  Dividend/Yield: $1.40/0.9%
require additional regulation (fraudulent activity is already illegal), we believe LT Debt: (MM) $189,724.0
those seeking greater regulation of the financial services sector - and the largest LT Debt/Total Cap.: 73.0%
most diversified banks in particular - could use the SEC's allegations as a catalyst  Rog: 32.0%
for more stringent regulation of the banks and capital markets activities. This 3.5 yr. Est. Growth Rate: 12.0%
could h_ave a negative effect on future revenue generation capabilities for these 2010 Est. P/E-to-Growth: 0.7x
nstitutions, Last Reporting Date: 01/21/2010

Before Open

Source: Company Data, Wells Fargo Securities, LLC estirnales, and Retters

Valuation Range: $205.00 to $215.00

Our valuation range represents a 1.6x-1.7x price-to-tangible book multiple on our
2010 book value estimate of $128. Risks to achieving our valuation range include
further deterioration in legacy assets, trading losses, the advent of more stringent
government regulation, employee defections, and the extension of a challenged

economic environment. Matthew H. Burnell, Senior Analyst

(704) 374-7148 / matt.burnell@wachovia.com
Herman Chan, CFA, Associate Analyst

(212) 214-8037 / herman.chan@wachovia.com

Investment Thesis:

GS's reduced competition, minimal consumer exposure, and superior risk control

should allow the company to drive above average profit growth in the current

uncertain environment, thereby resulting in premium valuation over time.

Please see page 5 for rating definitions, important disclosures and required
analyst certifications

Together we’ll go far

Wells Fargo Securities, LLC does and seeks to do business with companies covered in its
research reports. As a result, investors should be aware that the firm may hau a eonﬂlel of
interest that could affect the objectivity of the report aml i s sh this
report as only a single factor in g their i isi
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Company Description:

The Goldman Sachs Group, Inc. is a leading global banking, securities and investment management firm that
provides a wide range of services worldwide to a substantial and diversified client base that includes
corporations, financial institutions, governments and high-net-worth individuals.

Valuation remains attractive for the intermediate to longer-term, in our view; maintaining our
Outperform rating on GS shares. The drop in GS’ share price on April 16 leaves it at an attractive level, in
our opinion.

1) Our valuation range ($205-$215) is 1.6x-1.7x our estimated FYE 2010E tangible book value, a level
well below GS’ historical average allowing for a reduced multiple in the future as a result of greater
regulation;

2) Owr current valuation range based on our price/TBV multiple allows a 28%-34% upside from its
current level;

3) GS currently trades at a price/normalized earnings ratio of 5.1x, a level less than half of the regional
banks in our coverage universe.

While headline risk is likely to keep GS share price from outperforming in the near-term, we believe the market
will come to better appreciate the manageable financial and reputational risks GS faces as well as the benefit of
greater clarity on financial services regulatory reform. We believe this should allow GS to outperform its peers
in the intermediate to long term. As a result, we have maintained our Outperform rating on GS shares.

Leading up to April 16, bank share price performance had been well ahead of the broader
market indices. Given the rally in bank shares over the month from March 15 through April 15, our large cap
bank coverage universe enjoyed an average share price improvement of 11% (an annualized return of
approximately 128%). While outperforming the S&P 500 by 540 basis points, our coverage universe trailed the
BKX Index by 150 bps.

Exhibit 1: Wells Fargo Securities LLC Large Cap Bank
Recent Share Price Performance, 3/15-4/15 versus 4/16
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Source: Thomson Reuters, SIFMA, Wells Fargo Securities, LLC

SEC’s civil lawsuit against Goldman Sachs proved the catalyst for a sector-wide sell off on April
16, in our view. On April 16, however, our coverage universe fell by an average of 5.1%, underperforming
both the BKX and the S&P 500. Leading the group lower was Goldman Sachs, who was the subject of a civil
lawsuit announced by the SEC in the morning of April 16. The news gave investors a reason to reduce exposure
to bank stocks — at least ahead of the weekend and the bulk of bank earnings announcements expected the
week of April 19 — for the near-term while the fallout of the GS lawsuit and pending bank regulatory reform are
better understood.

Financial risk appears manageable (6% of our 2011E EPS estimate of $19.45) and unlikely to
occur in the near-term. Obviously, the primary risk for GS in this specific lawsuit is the risk it may lose the
case. If this occurs, we believe the worst-case scenario for GS would be approximately $1.03B: the return of the
$15MM in structuring fees received from the transaction, the return of other revenue GS received from
transactions related to the CDO (which we estimate at $10MM, which we believe is conservative) plus potential
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restitution (in the form of fines) of the $1.0 billion that the SEC estimates investors lost on their investments in
the transaction. Assuming that such & payment is tax deductible, we estimate this could reduce G8 net income
by $677IMM, or approximately $1.18 per share using our estimated 2011 estimated weighted average share
count of 573MM shares, Given the length of a typical court case. we estimate that the cost would be unlikely to
hit G5’ results until at 2012 at the earliest.

GS issued a multi-part statement mounting its initial defense against the SEC’s allegations —
willing to go the distance to clear its name. S released a document April 18 stating its position on the
SEC's lawsuit, clarifying comments made in the aftermath of the SEC’s announcement of the lawsuit. In sum,
we believe G5’ contentions suggest it is willing to take its chance in court, if necessary, to clear its name and
atternpt to revive its reputation. In its release, GS contends:

1) the fact that G3 lost money (approximately $90MM by its count] suggests it did not intend to
structure an instrument for the purposes of losing money for investors — of which G8 was one;

2) GS noted that the two large investors (IKB and ACA Capital Management) were “provided extensive
information” about the static pool of approximately 9o securities and that as “among the most
sophisticated mortgage investors in the world, they understeod that a synthetic CDO transaction
requires a short interest for every corresponding long position.”

3) Asamarket maker, GS did not disclose the name of the investor taking the short position to ACA as a
part of nermal business practice.

4) ACA’s position as the largest investor in the security argues that they “had every incentive to select
appropriafe securities”, and use their own models and analysis to choose every securily in the
collateral pool. As part of the transaction, G5 said that ACA had discussions with I1KB and Paulson
and Co. about the collateral pool. According to GS, "ACA rejected numerous securiiies suggested by
Paulson & Co., including more than half of its initial suggestions, and was paid a fee for its role as
portfolio selection agent in analyzing and approving the underlying reference portfolio.” According o
the SEC's complaint, Paulson picked 123 securities for inclusion into the CDO, of which ACA
approved 55,

5) G5 noted that this transaction has been under investigation by the SEC for eighteen months {and
Reuters said GS had received a Wells Notice six months ago). GS believes the firm'’s actions “were
cniirely appropriate” and expects to “take all steps necessary to defend the firm and its reputation by
making all the true facts known."”

It seerns unlikely clients will stop doing business with GS if SEC’s suit is not the precursor to .

other GS-specific legal actions. The SEC’s action could lead potential clients seek counterparties and
agents other than GS as a means of protesting G8’ alleged behavior. We do not consider this a material threat
in the long-run, however, due to the following factors: 1) GS has long-held a reputation as a shrewd
counterparty and advisor; 2) if clients feel GS has becorme somewhat chastened by the recent public scrutiny,
some clients may believe that could work to their own advantage. We believe that if GS is not implicated in
other, similar legal actions the “reputational damage™ is manageable. Additional legal actions against the
company could further harm its reputation and ability to gain business, in our view.

Charges have not been brought against senior GS management; if a senior executive leaves, we
do not believe GS would be materially affected. In its complaint, the SEC has not charged any of GS
senior management. Enstead the complaint charged then-vice president Fabrice Tourre with fraudulent
behavior in marketing the security. YWe believe that the lack of a senior GS official in the SEC’s complaint
suggests that it does not believe that GS procedures and policies were improper, but the actions of selected
employees. {t also suggests the [ikelihood of a criminal suit against GS is not high, in our opinion.
Nevertheless, we note that the financial crisis of the past two years has resulted in several CEOs relinquishing
their seats. Though we believe Lioyd Blankfein and his senior management tearm continue to receive the
support of the company’s boards, we cannot completely rule out that a senior executive could leave the firm as
a result of the SEC’s case. If that were to oceur, however, we believe G8' “management bench” is of impressive
depth and high quality so that the company would be unlikely to face material negative consequences from
such a scenario,

The SEC’s lawsuit could embolden other regulators (and investors) to seek legal action against
GS. We believe the nature of the SEC’s lawsuit against GS in the current political environment across the glabe
could result in additianal legal actions being taken against GS by other regulators. Over the weekend,
Bloomberg News reported that both the U.K.'s Financial Service Authority (FSA) and Germany’s finanecial
regulatar hove both been asked by their respective heads of state io review the SEC’s complaint for possible
legal action related to this transaction, GS is currently under investigation by the European Union for currency
swaps it sold to Greece.
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We expect lawmakers will use the allegations against GS as a means to push regulatory reform.

At a time of widespread voter disenchantment with the banking system and the largest capital markets focused
banks in particular, we believe politicians on both sides of the aisle are likely to attempt to use the SEC’s
allegations as a means for supporting more aggressive regulatory reform. However, if the SEC’s allegations are

proven correct, effectively they have proven GS mislead investors — such behavior has long been unlawful.

Exhibit 1: Global CDO Issuance, Investment Grade Bond
Collateral — FY 2000-Q1 2010
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Source: Thomson Reuters, SIFMA, Wells Fargo Securities, LLC

A reinvigorated “cop on the beat”: SEC’s action also sends a message to the Street — and
investors — that additional legal actions may be announced. The SEC noted it expects to investigate
other transactions, which could result in legal actions against other banks. In his comments to reporters
following the filing of the SEC’s complaint, Robert Khuzami — the newly named director of enforcement —
suggested that the agency is looking at a broad range of transactions. We believe this comment suggested to the
market that other capital markets participants could face future “headline” and legal risk from legal actions
taken by the SEC. We believe this could include any of the major global investment banks as the SEC has made
it clear from its legal action against GS that it is willing to take on any of the major firms if it believes a case has
merit.

The broader the SEC casts its net, the less idiosyncratic reputational risk, in our view, but
increases the risk of greater regulatory oversight. Interestingly, the broader the SEC’s investigations
and legal actions become, the less impactful on the reputation of any given firm they may be. Though such a
course of action would be likely to maintain public (and possibly investor) perception at extremely low levels,
dispersion of legal headline risk could reduce the negative effects on any specific firm. Still, it would also likely
result in more aggressive regulatory oversight of the business, which could impede future profit growth.
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1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or
issuers discussed; and

2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed
by me in this research report.

Wells Fargo Securities, LLC or its affiliates managed or comanaged a public offering of securities for The Goldman Sachs Group,
Inc. within the past 12 months.

Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in
the next three months from The Goldman Sachs Group, Inc.

Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from The Goldman Sachs
Group, Inc. in the past 12 months,

The Goldman Sachs Group, Inc. currently is, or during the 12-month period preceding the date of distribution of the research
report was, a client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided investment banking services to The
Goldman Sachs Group, Inc.

The Goldman Sachs Group, Inc. currently is, or during the 12-month period preceding the date of distribution of the research
report was, a client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided noninvestment banking securities-
related services to The Goldman Sachs Group, Inc.
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Goldman Sachs Group, Ing, in the past 12 months.

GS: Risks to achieving our valuation range include further deterioration in legacy assets, trading losses, the advent of more
stringent government regulation, employee defections, and the extension of a challenged economic environment.

Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC's research analysts receive compensation that is based upon and impacted by the overall profitability
and revenue of the firm, which includes, but is not limited to investment banking revenue.

STOCK RATING

1=0Outperform: The stock appears attractively valued, ang we believe the stock’s total return will exceed that of the market over the
next 12 months. BUY

2=Market Perform: The stock appears appropriately valued, and we believe the stock’s total return will be in line with the market
over the next 12 menths. HOLD

3=Underperform: The stock appears overvalued, and we believe the stock’s total return will be below the market over the next 12
manths. SELL

SECTOR RATING

O=0verweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months.

M=Market Weight: Industry expected to perform in-iine with the relevant broad market benchmark over the next 12 months.
U=Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months.

VOLATILITY RATING
V = A stock is defined as volatile if the steck price has fluctuated by +/-20% or greater in at |east 8 of the past 24 manths or if the
analyst expects significant volatility. All IPO stocks are autematically rated volatile within the first 24 months of trading.

As of: April 19, 2010
45% of companies covered by Wells Fargo Securities, LLC Wells Farge Securities, LLC has provided investment banking

Equity Research are rated Outperform. services for 39% of its Equity Research Outperform-rated
companies.

50% of companies covered by Wells Fargo Securities, LLC Wells Fargo Securities, LLC has provided investrent banking

Equity Research are rated Market Perform. services for 40% of its Eguity Research Market Perform-rated
companies.

5% of companies covered by Wells Fargo Securities, LLC Wells Fargo Securities, LLC has provided investrent banking

Equity Research are rated Underperform. services for 42% of its Equity Research Underperform-rated
companies.

Important Disclosure for International Clients

The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain
categories of investors. For certain non-U.S. institutional reader (including readers in the EEA). this report is distributed by
Wells Fargo Securities International Limited (“WFSIL"). For the purposes of Secticn 21 of the UK Financial Services and Markets
Act 2000 (“the Act™), the content of this report has been approved by WFSIL a regulated person under the Act. WFSIL does not deal
with retail clients as defined in the Markets in Financial Instruments Directive 2007. This research is not intended for, and should
not be relied upon, by retail clients.

Important Information for Australian Recipients

Wells Fargo Securities, LEC is exempt from the requirements to held an Australian financial services license in respect
of the financial services it provides to wholesale clients in Australia. Wells Fargo Securities, LLC is a registered broker-
dealer registered with the U.S. Securities and Exchange Commission, and a member of the New York Stock Exchange,
the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp. Wells Fargo Securities, LLC
is regulated under U.5. laws which differ from Australian laws. Any offer or documentation provided to you by Wells
Fargo Securities, LLC in the course of providing the financial services will be prepared in accordance with the laws of
the United States and not Australian laws.
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For recipients resident in Hong Kong, this research is issued and distributed in Heng Kong by Wells Fargo Securities
Limited.

Wells Fargo Securities Limited is a Hong Kong incorporated investment firm licensed and regulated by the Securities
and Futures Commission te carry on types 1, 4, 6 and 9 requlated activities {as defined in the Securities and Futures
Ordinance fthe "SFQ"j). This research is not intended for, and should not be relied on by, any person other than
professional investors (as defined in the SFO). The securities and related financial instruments described herein are not
intended for sale nor will be sold to any person other than professional investors (as defined in the SFO). Any salc of
any securities or related financial instruments described herein will be made in Hong Kong by Wells Fargo Securitics
|_Limited. Please consult your Wells Fargo Securities Limited sales representative or the Wells Fargo Securities | imited
office in your area for additional infarmaticn.

Important Information for Japanese Recipients

This material is distributed in Japan by Wells Fargo Securities (Japan) Co. Ltd.. a foreign securities company
registered with the Financial Services Agency in Japan.

Additional Disclosures

Wells Fargo Securities, LLC is a U.S. broker-dealer registered with the U.5. Securities and Fxchange Commission and a member of
the New York Stock Exchange, the Financial Industry Regulatory Authority and the Securities Investor Protection Corp.
Wells Fargo Securities International Limited is a UK. incorporated investment firm authorized and regulated by the Financial
Services Authority,

This report is for your infarmation only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments
narmed or described in this report. Interested parties are advised to contact the entity with which they deal, or the entity that
provided this report to them, if they desire further information. The information in this report has been obtained or derived from
sources belicved by Wells Fargo Sccurities, LLC, to be reliable, but Wells Fargo Securities, LLC, does not represent that
thisinformation is accurate or complete. Any opinions or estimates contained in this report represent the judgrment of
Wells Fargo Securities, LLC, at this time, and arc subject to change without notice. For the purposes of the UK. Financial Services
Authority's rules, this report constitutes impartial investrment research. Each of Wells Fargo Securitivs, LLC., and
Wells Fargo Securities International Limited is a separate legal entity and distinct fram affiliated banks. Copyright & 2010
Waells Fargo Securities, LLC.
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Goldman Sachs Group, Inc. (GS)
Reiterate Buy — Risks Are There, But Still See Significant Upside

Reiterate Buy, High Risk Rating — Despite significant headwinds from regulatory
reform and increased legal risks, we are maintaining our Buy (1H) rating on GS.
While it's very challenging to pinpoint impacts of regulatory reform, we apply our
best conservative estimates on Goldman's business model. In short, we are
haircuiting trading revenue by 20% to account for impact of OTC derivative
reform, we see an additional $4 bil revenue hit from the Volker rule, with the only
offsets: 1) estimated $8 bil of capital freed up (which we account for through
share buybacks) and 2) lower comp ratio (est 41%). As a result, we reduce our
long-term ROTE est from 19.5% to 16%, and reduce our target price to $200.
Trading at $145 vs underlying book value of $123, we est market is implying a
12% ROTE, which we view as conservative, and thus creates an opportunity in the
stock. Litigation remains a significant overhang on stock, but we continue to
believe that GS has among the mosl robust risk mgml processes on the street and
are assigning a low probability of adverse oulcome from lawsuits beyond a
monelary fine in our target price.

Estimating Impact of Volker Rule and OTC Derivative Reform — In our Jan 7 note,
"Breaking Down the Fixed Income Trading Black Box" we estimated derivatives
account for roughly 35% of FICC trading revenue, and in a conservative scenario
we could see uptoa 15% hitto FICC revenue, or 40-45% reduction in derivatives
revenue from proposed derivatives reforms legisiation at that time. With the
introduction of the Lincoln legislation, there is potentially more downside risk due
to tighter exemptions and more flow going to exchanges. Our 20% estimated hit to
trading revenue for GS reflects our view that Goldman's revenue mix is more
skewed to derivatives than peers. For lhe Volker rule, we lay out by business
where we see revenue impacts and potential capital relief.

Updating Estimates, lowering target to $200 — Based on our updated regulatory
analysis and 1Q results, we raise 2010 ests from $18.00 to $20.00 to account for
1Q beat, stronger trading revenues and lower est comp ratio (41%). 2011 remains
unchanged al $19.50 and we trim 2012 from $22.50 to $21.35.

Equity 6
Target price change &
Estimate change &f

Buy/High Risk 1H
Price (30 Apr 10) US$145.20
Target price US$200.00
from 1/S$240.00
Expected share price return 37.7%
Expected dividend yield RO 15
Expected total return 38.7%
Market Cap US$76,499M

Price Performance (RIC: GS.N, BB: 65 US)

UsD
180
170
160
150
140
130
120 |

EPS Q1 az a3 04 FY FG Cons
20094 3.39A 4934 5.25A 8.204 22.13A 22.134
2010E 5.59A 5.20E 4.70E 4.55E 20.D0E 19.51E
Previous 4.45E 4.40E 4.15E 4.95€ 18.00E na
2011E na na na na 19.50E 20.85E
Previous na na na na 19.50E na
2012E na na na na 21.35E 22.51E
Previous na na na na 22.50E na

Source: Company Reports and dataCenteal, CIR. FC Cons: First Call Consensus.

Keith Horowitz, CFA
+1-212-816-3033
keith.horowitz@citi.com

Craig Singer, CFA
craig.singer@citi.com

See Appendix A-1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures.

Citi Investment Research & Analysis is a division of Citigroup Global Markets Inc. (the *Firm"), which does and seeks to do business with companies covered in its research reports.
As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only 2
single factor in making their investment decision.
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Fiscal year end 31-Dec 2008 2009 2010 2011E 2012E
Valuation Ratios
P/E adjusted (x) na 6.6 13 74 6.8
P/E reported (x) na 6.6 1.2 14 6.8
P/BY (x) na 1.2 L1 1.0 0.9
P/Adjusted BY diluted (x) na na na na na
Dividend yield (%) na 1.0 1.0 1.4 14
Per Share Data (US$)
EPS adjusted na 22.13 20.00 19.50 21.35
EPS reported na 22.13 20.06 19.58 21.35
BVPS na 117.48 137.54 149.36 164.47
Tangible BVPS na 108.42 126.47 135.81 148.63
Adjusted BVPS diluted na na na na na
DPS na 1.40 1.40 2.00 2.00
Profit & Loss (US$M)
Net interest income na 0 0 0 0
Fees and commissions na 10,800 11,661 12,574 13,478
Other operating Income na 34,373 35,812 31,854 30,362
Total operating income na 45,173 47,473 44,428 43,840
Total operating expenses na -25,306 -28,639 -27 470 -27,890
Dper. profit bef. provisions na 19,867 18,834 16,958 15,950
Bad debt provisions na 0 0 0 0
Non-operating/exceptionals na -38 0 0 0
Pre-tax profit na 19,829 18,834 16,958 15,950
Tax na -6,444 -6,314 -5,511 -5,184
Extraord./Min. Int./Pref. Div. na -1,193 -640 -640 -640
Attributable profit na 12,192 11,880 10,806 10,126
Adjusted earnings na 12,192 11,845 10,762 10,128
Growth Rates (%)
EPS adjusted na na -9.6 2.5 9.5
Oper. profit bef. prov. na na 5.2 -10.0 -5.9
Balance Sheet (US$M)
Total assets na 848,942 948,741 1,047,232 996,771
Avg interest earning assets na 0 0 0 0
Customer loans na 0 0 ] 0
Gross NPLs na 0 0 0 0
Liab. & shar. funds na 848,942 948,741 1,047,232 996,771
Total customer deposits na 39,418 0 0 0
Reserve for loan losses na 0 0 0 0
Shareholders' equity na 70,714 81,298 72,899 65,189
Profitability/Solvency Ratios (%)
ROE adjusted na 21.7 16.8 15.3 15.6
F‘;‘ further éﬂac?ﬁﬂiﬁ?ecﬁféiﬁiﬁﬂi?if universe Net interest margin na na na na na
Predse coma 2 SRV Cost/income ratio na 56.0 60.3 61.8 3.6
gg‘;ﬁ“’se‘”'“‘“'““”“‘@""“’“ i Cash cost/average assets na 2.9 6.7 459.1 466.2
NPLs/customer loans na na na na na
Reserve for loan losses/NPLs na na na na na
Bad debt prov./avg. cust. loans na na na na na
Pawared by: Loans/deposit ratio na 0.0 na na na
"datacentra| Tier 1 cagita! ratiu na 15.0 15.8 15.6 17.7
Total capital ratio na na na na na
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We estimate Impact to Goldman from implementation of the Volcker rule could
eliminate between ~$3.5-4.0 bil of annual revenue, however we would
anticipate divestiture or sale of private equity and other businesses would free-
up between $8-10 billion of capital, that could be redeployed to other
opportunities, or returned to sharehalder via buybacks. On a comprehensive
basis, assuming theoretically GS could return the existing $8-10 bil estimated
capital back to shareholders via stock buybacks, the net impact to our earnings
estimate equates to $1.00/share. (Note this estimate strictly includes impact
from private equity, “pure prop"” trading and hedge fund aclivities, and
excludes proprietary trading related to market making activities, which we
interpret to be outside of the scope of the Volcker rules.)

Background — Sponsored by former Fed Chairman Paul Volcker, the so-called
“Volcker Rule,” which President Obama described as an integral componen! to
financial reform in his April 22 speech in NY - seeks to prohibit banks from
engaging in proprietary trading, or owning or sponsoring hedge funds and
private equity funds. While the specifics of what counts as proprietary are
highly debatable, below we step through a rough exercise using Goldman
Sachs, likely the firm mosl affected by these rule. We try to estimate:

1) How much revenue is at risk to be lost from elimination of prop
trading, HF ownership, and private equity investing?

2) Which particular assets are likely to be affected?

3) How much regulatory capital currently allocated to these assets could
be freed up for redeployment elsewhere or returned to shareholders?

1) Revenues Impacted — GS management has offered a rough estimate that
10% plus-or-minus of the firm’s revenue comes from proprietary investments
including Goldman's walled-off proprietary fixed income and equity divisions
(SSG and GSPS) as well as their private equity Principal Investments group. We
note that management’s 10% figure represenis a rough average overtime, and
is skewed upwards from significantly higher contributions during 2006 and
2007 vs much lower results in recent years.

m Principal Investing: est ~$2 bil of annual revenue at risk: We estimate
Goldman is likely to forgo ~$2 bil of annual revenue annually from its
principal investment porifolio (assumed ~15% annual return on $14 bil
portfolio), which consists primarily of co-investmenis in funds managed by
Goldman's Principal Investment Area (PIA) and Real Estate Principal
Investment Area (REPIA) which operate the GS Capital Partners Funds and
the Whitehall Funds, among others.

— Unclear if ICBC impacted — Note GS also holds a $3 bil restricled public
comman stock position in Industrial Commercial Bank of China (ICBC)
which we estimate embeds an unamortized liquidity discount of $900 mil
as of 3/31/10. Aside from release of this estimated embedded liquidity
discount, we do not model any future revenues from ICBC.
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® Prop Investments in FICC and Equity trading: est ~$1.0-1.5 bil of annual
revenue at risk - Within Goldman’s trading businesses we believe there are
two segments that most likely impacted by the Volcker rule: the Special
Situations Group within FICC, and GS Proprietary Strategies in Equities.
While we do not believe there is necessarily a "normal” rate of annual
revenue for these groups — as in 2006-2007 SSG posted significant gains
from sales of several large concentirated positions while GSPS likely losl
money in 2008, we estimate Goldman will fargo about $1.0-1.5 bil in
average annual revenues from an exit of their S3G and GSPS activities. Our
admittedly rough revenue estimate is based on the 10% sensitivity
disclosure for risk positions shown in the 10-K, which shows that for a 10%
change in value there would be a $431 million increase in revenues for debt
positions and a $616 mil increase in equity positions -- for a cumulative
impact of roughly $1 billion. Assuming an estimated return of 10-15% on
underlying assets, we estimate revenue impact of $1-1.5 billion.

- Note not all activities of SSG seem likely to be prohibited under Volcker —
We view our $1.0-1.5 bil estimate as relatively conservative, given we
believe a number of SSG activities investments relate to distressed loans
backed by residential and commercial real estate assets, which may be
deemed allowable (if deemed lending activities rather than proprietary
investments).

— We exclude market making prop-positions — Our estimate excludes
proprietary/principal positions taken in market-making activities, which
we inlerpret as outside the scope of the Volcker rule, although the
impacts of the final rules are unclear.

m Hedge Fund sponsorship/management — est $300-400 mil of revenue at risk.
In addition we estimate Goldman may be limited in some of its alternative
asset managemenl businesses — with instances where Goldman manages
hedge funds and co-invests with clients appear most at risk. While the firm
has $142 bil of alternative management strategies, we believe most of these
strategies would not qualify as hedge fund or private equity funds under the
Volcker rule. For example, several of Goldman'’s larger funds (e.g. the $20-
30 bil in the Mezzanine Partners family) are likely to be viewed as pooled
lending vehicles rather than private equity funds. The unit most likely to see
impact in our view is GS Investment Partners, Goldman's long-short hedge
fund that was spun out of its Principal Strategies group in late 2006, and
which we estimate has between $5-10 bil of AUM.

— Qur $300-400 mil annual revenue estimate assumes 25% of Goldman's
$£142 bil alternative asset management assets would be impacted, or
~$35 bil of AUM, of which we assume GS will forego annual management
fees of 1.0%, or ~$350 mil.

2) We Identify $30 bil of Assets on the Balance Sheet Impacted by Volcker —
Below we itemize the most obvious assets on Goldman's balance sheet we
estimate will most likely be impacted by the Volcker rule — direct principal
investments discussed above, including Goldman's stake in ICBC, our
estimate of the equity and debt assets held by Goldman's S8G and GSPS
subsidiaries, based on Goldman's 10% sensitivity disclosure for risk positions
not included in VAR. We also count other consolidated investments in private
equity and hedge funds from Goldman's “difficult to fund” disclosure.
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Figure 1. Impacted Assets from Potential “Volcker Rule” Implementation

1) Principal Investments 19,684
Private 11,195
Public 2811
Other Consolid Pyt Equity 2,900
ICEC awned by GS 2,178

2) Proprietary Postions 10,500
Equity 6,200

556G Est 3,720
BSPS Est 2,480
Debt (S3G Est) 4,300
3) Hedge funds / Alternative Asset Mgmt 0
Est Total B/S Assets Impacted 30,184

Source: CIRA and company reports as of 1010; Other consolidated private equity and pro

3) Capital relief from exiting these businesses — we estimate $8-10 bil of relief.
— Based on assets identified above, we estimate that roughly $8-10 bil of
capital is currently set aside for private equity/proprietary instruments shown
above that potentially could be freed up if GS had to exit these businesses.
Assuming a conservative $180 stock price for stock repurchases, would equate
to 45-55 million share capacity to return capital to shareholders, or 8-10% of
the current 539 mil shares outstanding. Note, our $8-10 bil capital estimate is
based on the assumption that Goldman currently holds between capital at a
rate of 24% for public investments and 32% for private.

4) Mitigation strategies exist, but can not be employed until final rules are
known - We also note that GS may be able to undertake certain mitigating
strategies to adjust its business practices so as to eliminate issues caused by
the Volcker rule, such as instituting independent boards on some of the
alternative asset management products it manages, selling its own co-
investment interests in some of its funds, or other aclivities, which might help
reduce the ultimate impact of the Volcker rule.
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2 May 2010 Section Il: Derivatives Reform

Updating our estimates on negative impacts from derivative reform. In our
January 7, 2010 noie, “Breaking Down the Fixed Income Trading Black Box"
we estimated that derivatives account for roughly 35% of fixed income trading,
and that in a conservative scenario the industry could see up to a 15% hit to
fixed income trading revenues, or 40-45% reduction in derivatives revenue
based on our interpretations of rules under the House and Senate bills at that
time.

m We estimate Goldman will see a 20% negative hit to trading revenues from
derivatives reforms... Our 20% negative impact to trading revenue estimate
for GS reflects our view that Goldman's revenue mix is more heavily weighted
to derivatives than peers. Based on our understanding of equities revenues,
we have assumed a similar 35/65% derivatives/cash revenue split in the
equities business as we have in FICC and therefore use the simplifying
assumption of a similar impact to revenues for Goldman.

B ...Note our 20% estimate does not include the more onerous interpretation of
the Lincoln bill. Note that the most conservative interpretation of the Lincoln
bill (discussed below) implies US banks eligible to receive federal assistance
would have to exit the “swaps business” entirely, which is not in our
estimates.

Figure 2. Our Estimate of Industry Trading Revenue at Risk from Derivatives Regulation Reform

200-300 bps  Clearing Impact
500-800 bps  Exchange Impact
300-500 bps __ Punitive Capital Rules
10-15%  Total Potential Negative Impact

Source: CIRA estimates

Given recent momentum towards new derivatives rules within the broader
financial reform legislation and the recent introduction of provisions introduced
by Senator Lincoln and the Senate Agriculture Committee legislation, we now
see potentially greater downside risk due to our expectation that there might be
fewer types of transactions eligible for exemptions from central clearing, and a
greater proportion of trading flow pushed to third party exchanges.

The key assumptions in our 10-15% industry revenue hit estimate include:

1) On average 75% of trades are eligible to be centrally cleared (i.e. not with
end-users). 2) Of these trades, ~80% of eligible trades are centrally cleared. 3)
Dealers will see a 10% loss in volume in cleared business, and an incremental
5% impact to margins. 4) 70% of cleared volumes will also be forced to third
party exchanges. 5) Exchange economics will force an incremental 70% hit to
bid/ask margins. All combined we estimate this would produce a 7-11%
negative impact on overall trading revenues. Lastly, for derivatives not centrally
cleared, we estimate that higher funding costs, or the exit from certain types of
derivatives business due to highly punitive capital rules, would cost another 3-
5% of revenues. (For more details on our calculations and implications, please
see our January report.)
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Background on Recent Lincoln Bill on Derivatives

Next we summarize some background information on the recent Lincoln bill
which updates prior proposed rules on derivatives reform.

Senator Dodd's revised bill on financial regulatory reform, as submitted to the
Senate Banking Committee in March, sought centralized clearing for most
derivatives and exchange trading for standardized derivatives. The bill did not
restrict the ability of banks to engage in derivatives trading, and the
Administration had not requested any such restriction, to our knowledge.

However, Senalor Blanche Lincoln, chair of the Senate Agriculture Committee,
made a far-reaching proposal that subsequently was included in the |atest
version of Senator Dodd’s bill. Sen. Lincoln's Committee approved a bill that
would prohibit Federal “bailouts of swap entities.” The pertinent provision,
section 106, states that no “swaps entity” (which is broadly defined) could
receive any Federal assistance, including:

B Access lo the Federal Reserve's discount window

m Advances from any Fed credit facility provided under its 13 (3) lender of last
resort authority

m Any FDIC insurance or guarantees

Since FDIC insured deposits are the largest funding source for most banks and
access to the Fed's emergency lending facilities could be important in a crisis,
the practical impact of section 106 would be to force financial firms to move
their derivative trading activities out of their bank subsidiaries.

The “Lincoln Amendment” moved swiftly through the legislative process. Sen.
Lincoln proposed the general principles to the Agriculture Committee on April
16. The Committee received the text of the proposed bill on April 18 and
approved it on April 21. The Agriculture Committee did not hold hearings on
the proposal or conduct studies on the possible ramifications.

Sen. Dodd subsequently incorporated section 106 into the latest version of his
bill, the "Restoring American Financial Stability Act of 2010", renumbering it
as section 716. The scope of the prohibition on banks' trading derivatives is
somewhat ambiguous, because of a related provision, section 1155, which
concerns “Emergency Financial Stabilization”. That section provides that the
FDIC is lo guarantee “obligations” of solvent banks and bank holding
companies during times of economic stress. Under a broader interpretation,
the two sections, in combination, might compel bank holding companies to
spin off their derivative trading activities into a totally unrelated company,
outside the banking group. (We consider the broader interpretation somewhal
extreme but several other commentators have also noted the ambiguitly
regarding the scope of the bill).

The prospects for the passage of the Lincoln Amendment, or narrowing its
scope, are not clear at the present. However, some Administration officials have
voiced opposition to the proposal lo move derivative trading out of banks. FDIC
Chair Sheila Bair has sent a letter to Senators Dodd and Lincoln stating that if
all derivative activities were moved out of banks, “most of the activity would no
doubt continue but in less regulated and more highly leveraged venues.....|
urge you to carefully consider the underlying premise of this provision—that
the best way to protect the deposit insurance fund is to push higher risk
activities into the so-called shadow sector.” (Reuters, Swaps Desk Spin-off Not
the Right Policy—FDIC, May 1, 2010).

In addition, John Dugan, Comptroller of the Currency, has said that limiting
banks’ participation in the swaps market was not the best policy and could
cause capital to leave the lending part of banks, according {o Reuters.
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Since news of the SEC’s civil suit broke on April 16, Goldman Sachs stock has
fallen 21% with the most recent leg down driven by press reports on of an
ongoing cancurrent criminal investigation by the US Attorney in Manhattan.

Our Buy, High Risk (1H) recommendation of GS shares embeds a very low
probability of negative outcome from the criminal investigation — Given our view
that Goldman Sachs has among the most robust risk management processes in
the industry, our understanding of the relatively high burden of proof required
in criminal cases, and based on the information available at this point, our buy
recommendation of Goldman Sachs stock and $200 target price, embeds a
very low probability of negative outcome from the criminal investigation.

Below we summarize: 1) important facis regarding the SEC civil suit, 2)
differences between civil and criminal charges, 3) the recent news of a
criminal investigation, 4) risks that might arise from an adverse oulcome in
criminal case, and 5) summarize Goldman’s response to the SEC's civil
charges.

1) SEC Civil Suit Against Goldman - The SEC alleges that Goldman structured
a synthetic collateralized debt obligation (CDO) structure that was based on
subprime mortgage securities that Goldman marketed as being selected by an
independent manager (ACA Management LLC).

m |t appears the civil case against Goldman is focused on a single transaction
and is based on disclosure issues and questions of misrepresentation - The
complaint alleges that Goldman failed to disclose to investors that a major
hedge fund (Paulson & Co. Inc.) played a role in the portfolio selection
process and had taken a short position against the bonds referenced in the
CDO. Essentially saying, investors in the CDO sold protection on the
referenced bonds (took the credit risk) through credit default swaps, while
Goldman's client bought protection (shorted credit risk). Also, the SEC
alleges that Goldman misled ACA into believing that Paulson was investing in
the CDO equity and therefore shared a long interest with the CDO investors.
The SEC alleges that Paulson paid Goldman $15 million to structure the
CDO. According to the complaint, investors in the CDO lost about $1 billion
while Paulson made a profit of aboul $1 billion. GS agrees that it was paid
$15 mil in the deal, but said it lost over $100 mil on its own investment.

= We believe some form of monetary settlement with the SEC is the most likely
outcome of the civil suit — While it is difficult to assess the likely size of any
settlement with the SEC, given the strong incentives for Goldman to put an
end to the negative publicity from this issue, we believe setllement and
payment of a monetary penalty Is the most likely outcome of the civil suit.

= Additional lawsuits from other investors remains a risk — In addition to risks
from the ongoing civil suit and criminal investigations, recent heightened
scrutiny of Goldman may increase the risk of new suits from other investors/
clients that may have lost money during the financial crisis.

m Reputational risk could damage Goldman's franchise — While we do not
believe at this point Goldman's institutional client base has altered their
business practices at this point, Goldman's reputation is one of the firm's
greatest assets. To the extent clients lose faith and either reduce or
eliminate lheir interaclions with Goldman, it could have significant
detrimental effect across all of the firm's businesses.
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2) Distinguishing between Civil and Criminal Cases: In a civil case, the SEC
enforcement attorneys must show that the preponderance of evidence
demonstrates that a firm misled investors. The SEC does not have the authority
to send individuals found guilty to jail, however it may levy fines and/or revoke
securities licenses. In criminal cases, prosecuted by the Department of
Justice, prosecutors must prove beyond a reasonable doubt that a firm or its
employees intentionally committed fraud. According to the WSJ, "proving such
intent to break the law typically is the toughest hurdle for prosecutors to clear."”

3) Press Reports Indicate a Criminal Investigation of Goldman is underway —
According to recent reports in the Wall Street Journal and Bloomberg, the US
Attorney’s Office in Manhattan is conducting a criminal investigation into
Goldman's morlgage-related activities.

m Criminal investigation is at an early stage apparently, and it seems too early
to draw any conclusions — According to the Bloomberg, referrals between
SEC and Justice are “common” in high-profile cases, and given the intense
scrutiny of Goldman, as reflected in the recenl Congressional hearings, it is
not entirely surprising that a further investigation is being conducted. Of
note, the WSJ arlicle said that many criminal investigations are launched
without the government filing charges. Based on such press reports, it
seems premature to draw any conclusions about whether the investigation
will or will not result in charges being filed against the firm. In our opinion,
GS has a track record of devoting substantial resources and attention to risk
management and compliance matters.

4) Risks of potential implications from criminal charges or conviction are high —
Given potential implications, the risk in the event of an adverse legal outcome
to Goldman Sachs' securities business is high. While we are assigning a low
probability of a negative outcome ~ given little information regarding the details
of the investigation, no access to any evidence involved in the criminal
investigation, and our lack of legal expertise — there is significant risk that
investors must be aware of.

m Potential implications to a securities dealer of criminal charges — There are
several potential implications of the filing of criminal charges against a
securities dealer. Trading counterparties could pull back from the firm.
Investment banking clients could also turn away from a firm, for fear of deals
being lainted by reputation of the charged firm. From a liguidity
perspective, the ability to issue commercial paper or fund via repurchase
transactions could be disrupted by investor/counterparty concerns. Criminal
charges could also prompt downgrades from bond ratings agencies, which
could negatively impact funding capacity or costs.

= Potential implications of criminal conviction for a securities firm are severe —
If a securities firm were convicted of criminal fraud, then it could lose its
license as a primary treasury dealer; broker dealer licenses to sell securities
could also be revoked.

m There may be new evidence uncovered — One detail we find concerning is
that the WSJ reperted the criminal investigation is "centered on different
evidence than the SEC's civil case.” Despile this point, the WSJ did not
provide any details on this matter.
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The following partion of this note is excerpted from Citi Research & Analysis
corporate bond analyst Ryan O'Connell's April 20, 2010 note “GS: Strong 1Q10
Earnings Overshadowed by SEC lawsuil”.

5) Goldman directly addressed the SEC's civil suit in its 1Q earnings
conference call. Greg Palm, co-General Counsel, summarized Goldman’s
reaction to the SEC's allegations. The litigation is at a very preliminary stage,
and it would be premature to draw any conclusions as to the ultimate
outcome of the action or the timing of any resolution. However, we think that
Goldman has raised some important questions about the SEC’s allegations
and the underlying rationale for its lawsuit:

— According to GS, there were only two institutional investors in the Abacus
2007-1 synthetic CDO structure and both had substantial experience in
investing in subprime mortgages. Furthermore, GS stressed that in
synthetic CDO structures there must be both long and short investors.
Since these were sophisticated investors in synthetic CDO deals, GS
maintains, there was no need to disclose that a large hedge fund was
taking the short side. GS pointed to the fact that it lost over $100 million
on the deal, because it held a slice of the super senior tranche, as
evidence that it did not have an incentive to structure a transaction that
was designed to lose money. (Goldman was very circumspect on the call,
bul our impression was that Goldman would have preferred to sell that
holding to other investors but was not able to do s0.)

— GS said that ACA was paid to select the reference bonds for the CDO
structure and used its own proprietary models to do so. ACA rejected
numerous suggestions from Paulson, so that “way more than one half of
the portfolio were ACA's suggestions”, Palm said. According to GS, ACA
knew that Paulson was deeply involved in suggesting reference bonds for
the CDO and ACA was doing its own due diligence.

- (The complaint states that ACA had several meetings with Paulson & Ca.,
as well as correspondence about which reference bonds would be used in
the CDO structure, and that ACA rejected 55 out of Paulson’s 123
suggestions.) The SEC has alleged that a Goldman vice president, Fabrice
Tourre, misled ACA into thinking that Paulson would take an equity
interest (a long position) in the CDO struclure. Goldman said on the
conference call that it had not made any representation to that effect. For
investors who wish to delve into this issue in more detail, please see
paragraphs 44-51 of the SEC's complaint, which can be found at
www.sec.gov/news/press/2010/2010-59.htm.

— Goldman did not discuss the other investor, a German bank called |KB, in
much detail during the conference call. IKB invested about $150 million
in the deal, compared to $350 million for ACA, according to GS.

— The SEC alleges that in late 2006 IKB told GS that it was no longer
comfortable investing in morigage CDOs unless an independent portfolio
manager selected the reference bonds for a CDO structure. If that
allegation is accurate, then IKB might have relied on the representation
that ACA (alone) picked the bonds.

— We do not know at this time whether or not the SEC might bring
complaints regarding other GS CDO deals. However, we note that the SEC
investigated GS' morigage business for 18 months, according to GS, and it
limited the complaint to ane transaction.
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Goldman Sachs Group, Inc.

Company description

Goldman Sachs Group, Inc. (GS) is a global investment banking, trading, and
asset management company, with leading market shares across its businesses.
Founded in 1869, it is one of the world's oldest and largest investment banking
firms. Headguartered in New York, the firm maintains offices in London,
Frankfurt, Tokyo, Hong Kong, and other major financial centers around the
globe. Over the past five years ending 2009, Equities and M&A averaged 45%
of net revenue, Fixed Income Trading, Debl Underwriting, and Commodity-
related revenue comprised 40%, Asset Management and Prime Brokerage
accounted for 12%, and Principal Investments accounted for 3%.

Investment strategy

We rate the shares of Goldman Sachs Group Buy/HighRisk (1H). We view
Goldman Sachs as a well managed franchise and believe its strong capital base
and leading global position in investment banking, capital markets, trading,
private equity and asset management offer equity investors a unique
opportunity to gain exposure to leng-term global economic expansion. In recent
months management has bolstered liquidity, actively de-leveraged the balance
sheel and made solid progress reducing high risk legacy assets.

Despite the challenges facing the industry, we view Goldman's business model
as sound and see the firm winning considerable market share as we exit the
current down cycle. At current prices, we believe potential rewards from
unique opportunities from distressed investments are likely to outweigh
downside risks. We estimate Goldman can produce a double-digit growth rate
in book value, and expect shares should see some multiple expansion. Long
term, we see Goldman Sachs as among the best positioned to capitalize on
global growth given its leadership position, and shares should command a
premium valuation relative fo peers.

Valuation

Our $200 target price is derived from our discounted residual income model,
which values an enterprise based on its discounted excess returns over its cost
of equity. The key inpuls to the model are a CAPM-derived cost of equity of
11.5%. We also incorporate an estimated long-term ROTE of about 16% (vs
management's 20% over-the-cycle target and historical median of 26% since
1999). Our model assumes a 20% dividend payoul ratio and a 3% long-term
growth rate. Qur $200 target price for GS implies the stock should trade at 1.5x
our 2010 TBY estimate of $137, or 1.8x current TBY of $111 (which is a the
lower-end of Goldman's historical range over the past five years of 0.6-3.5x
with an average of 2.8x).
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Risks

We rate Geldman Sachs High Risk.
Company-specific negative risks:

m Severe slowdown in investment banking and capital markets - A prolonged
and deep economic recession could significantly impair Goldman's cyclical
investment banking revenue streams, causing earnings to underperform our
estimates. Also, an environment with benign risk and relatively low levels of
activity would also be a negative.

m Significant investment and principal losses — Qur estimates for Galdman
include significant private equily gains and assume equity market
appreciation of 10-15%. If the equity market is significantly weaker than
expected, there may be near term risk to our estimates. A severe decline in
the equity, fixed income, real estate or commodities markets, and/or
ineffective hedging strategies given Goldman's significant financial
inventories and principal investments could produce larger-than-expected
losses.

m Regulatory risk - Goldman operates several businesses including financial
and physical commodity trading, private equity or derivatives that could face
greater regulation, or in a severe case, require Goldman to divest some
business units.

m Litigation risk — The SEC recently filed a civil suit against Goldman Sachs
alleging fraud. This suit and/or other potential suits create reputational risk
and the possibility of significant monetary penalties.

m An expensive / poorly executed acquisition - Although Goldman Sachs has a
long history of organic growth, the current environment presents numerous
acquisition opportunities, which could entail price and execution risk.

If the impact on the company from any of these factors proves to be
greater/less than we anticipate, it may prevent the stock from achieving our
target price or could cause our target price to be materially outperformed.
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Goldman Sachs: Management Speaks Frankly About the
Future of the Firm
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Highlights

On Friday afiernoon, Bernstein met with representatives of Goldman Sachs Senior Management: Gary
Coln, (President and Chief Operating Officer), David Viniar (CFO), David Solomon (Co-Head Invesiment
Banking) and Harvey Schwartz and David Heller (Co-Heads of Securities Division). Much of the
conversation was focused on the future of regulation. Though management believes they lack elear insight
into how regulation will ultimately shatce out, it is committed to keeping an open dialogue with regulators
and has invested much of the firm's resource and focus into preparing the business for the eventual
outcome.

¢ The firm and clients respond to recent allegations: For the last two weeks Goldman's most senior
management has been visiting with clients worldwide to discuss any concerns they may have with the
firm in the wake of the SEC announcement. According to Goldman, "...through today, we have seen no
degradation of business.” Assignments that Goldman had anti¢cipated winning have been won and trade
flows remain in line with expectations. The firm's underwritings are being priced at market and the FICC
and Institutional Equity are not having any difficulty placing GS client paper. In fact, management
confirmed that the Monday following the announced SEC claim was the largest equity commission day
of the year.

s The outlook for regulation is unclear: The impact of new regulation is still very difficult to quantify.
The firm works constantly on "war gaming" different scenarios and outcomes of regulation so
implementation is quick and seamless. According to the firm, the only proposal that seems nearly certain
is the mandate of higher capital levels across the industry. Goldman reassured investors that "We are
already running the firm as if things have already changed that capital uses is higher and higher levels of
liquidity is needed.”

s Derivative Regulation Remains Unclear: Admittedly, the outlook for derivatives is uncertain according
to the firm. Bernstein notes that a regulated bank subsidiary of a bank holding company has higher credit
tatings than the holding company. As a result, moving the derivatives book from the bank (higher
ratings) to a new subsidiary guaranteed by the holding company (lower ratings) is unlikely to be popular
with the current and prospective derivative counterparties of US banks, many of which are the
constituencies of legislators, Goldman admitted that the firm is at a historic disadvantage with this vanilla
OTC business as their credit terms are particularly onerous and given the firm has historically been less
willing to compete on leverage by increasing the unsecured margin trigger point relative to competitors.
Therefore, forcing standardized margin requirements on an exchange could effectively "level the playing
field" for Goldman.

See Disclosure Appendix of this publication for important disclosures and analyst certifications.
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¢ Positioning the firm for an unclear future: Goldman is preemptively positioning its trading businesses
for a changed business madel of exchange listed products and higher capital charges - to succeed in the
future, frading needs to be "nimble". Goldman wants to quickly take the skill that it has in its leading,
individual trading products and transfer the intellectual property and technology to new products as
market opportunities arise. As management stated, "we want to be fast and better than everyone else."

& There 1s substantial uncertainty about future regulation, civil litigation and client reputation concerning
Goldman Sachs. These risks notwithstanding, Goldman Sachs is the leading investment bank and trading
house in the world and strategicaily positioned and focused on taking market share from competitors no
matter how regulation ultimately shakes out. We continue to believe the headlines that pressure the stock
provide a buying opportunity for investors who are able to look past the near term headline risk. We rate
GS Outperform.

Investment Conclusion
"There is the risk you cannot afford to take,
and there is the risk you cannot afford not to take."
Peter Drucker

Goldman Sachs shares plummeted on Friday on press reports that the US Justice Department was reviewing
Goldman's MBS business in light of allegations made by the SEC concerning the ABACUS CDQ deal.

Based on the information that has been publicly disclosed to date, a legal expert with whom Bermnstein has
consulted unequivocally stated that there is “...no basis for a eriminal prosecution.” Furthermore, he
believes GS has strong defenses against the SEC lawsuit. With respect to the SEC case, we note that
Tourre belstered G8's position by testifying that he actually told ACA that Paulson would be buying credit
protection against some of the tranches (i.e., that Panlsen would be short, which is reportedly the same
thing Paulson's employee Paalo Pellegrini has said he told the ACA deal team). This is potentially
damaging to the SEC's civil case,

T

According to cur legal advisor "many informed lawvers agree that the SEC's lawsuil is just not very strong
in the context of meeting the legal requirements for praving securities fraud under either of the SEC's two
legal claims (section 17(a) of the 1933 Act and section 10(b) of the 1934 Act. To prove civil fraud, the SEC
will have to show that a malerial fact was misstated or omitted and that misstatement or omission directly
caused the loss to ACA.

Admittedly, Goldman Sachs has incurred reputation damage and may suffer client faliout due to this case -
it is arguably difficult for a portfolio manager to buy or own GS in an ERISA portfolio, a separately
managed account or in a rmutual fund due to the current public outrage against the firm. However, Goldman
Sachs remains the world's leading M&A house having closed 286 deals last year totaling $653 billion of
deals, the scecond lacgest equity underwriter with 10% market share and the leading global fixed income
franchise that we believe will continne to book solid trading performance through 2010. In addition,
Goldman has the largest privaie equity portfolio of any large capitalization bank, and as confirmed by
management, the company is entering the most favorable portion of the economic cycle when the revenues
of its highest margin businesses — ECM and M&A - accelerate and its merchant banking business can
"harvest" gains.

There is substantial uncertainty about future regulation, civil litigation and client reputation concerning this
stock, but Goldman remains Goldman, the premier investment bank and trading house in the world. We
continue to believe the headlines that pressure the stock provides a buying opportunity for investors, We
rate GS Outperform.
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Details

Goldman Sachs shares fell on Friday based on press reports that the Department of Justice was considering
a criminal investigation of Goldman's MBS business in light of the allegations made in the SEC's civil
complaint against the bank concerning the ABACUS CDO. On Friday, Bemstein met with representatives
of Goldman Sachs Senior Management: Gary Cobn, (President and Chief Operating Officer), David Viniar
(CFO), David Solomon (Co-Head Investment Banking) as well as Harvey Schwartz and David Heller (Co-
Heads of Securities Division). The meetings focused on the investigation, the client fallout of the SEC's
civil litigation, new regulation and derivatives as well as the long-term outlook for the business.

The Investigation

Goldman stated that the firm initially found out about a prospective criminal investigation through press
reports, but management was not swprised by Friday's news. With an SEC fraud investigation, management
had been informed by their legal counsel that it was likely that the Department of Justice would either
choose to investigate the firm or be asked by Congress to investipate. Goldman Sachs assured us that the
firm has cooperated with all investigations and will cooperate with any new investigations but admitted that
a criminal charge would indeed be severely negative for the company.

Management told us that this is not an SEC vs, Goldman Sachs issue it is a simple dispute relating to the
facts of one case. "We do nof want fo be in an adversarial relationship with regulators”. Management
stated that this message is being delivered thronghout the firm and that its top priority is to make sure they
are on the same page as regulators,

For the last two weeks, Goldman's most senior management has been visiting with clients worldwide to
discuss the SEC civil litigation and the ABACUS transaction details, reviewing client relationships and
discussing clients' concerns, According to the firm, "we are not just talking te the direct clients but also to
the indirect clienis such as board members." The clients keep asking, "When is this going fo stop.”
Unfortunately, this case may continue for quite a while. Goldman Sachs does not want to admit a violation
that it did not believe it committed and the firm will certain attempt to avaid a "10b violation".

To date, Goldman employee morale remains good. The Goldman representatives stated that as a group they
are very proud of the Goldman staff during this difficult period. According to GS their employees are
pulling together like a team under pressure. Perhaps not surprising, the partnership has closed ranks too and
at Goldman's April 24, 2010 Managing Directors Eamings Call, Lloyd Blankfein received a standing
ovation from his partners.

Fallout from the ABACUS Civil Litigation

Management was cautiously optimistic about Q2 2010 performance. The investment banking business was
clearly recovering and trading flows remains solid. According to Goldman, the client fallout from the CDO
revelations has been small -- "...though today, we have seen no degradation of business.”" Assignments that
Goldman had anticipated winning are being won and trade flows are in line with expectations. The firm's
underwritings are being priced at market and the sales FICC and Institutional Equity sales teams are able to
place client paper just as before. In fact, the only sector that has experienced a negative impact, albeit
minimally, has been the firm's municipal and government business. Goldman reportedly has relationships
with over 80 governments around the world and the firm has lost 1 or 2 pieces of business in this client
sector since the announcement of the ABACUS case.

While the revenue impact of the litigation to date remaing small, Goldman made it clear that the firm is
reviewing not just its 144 issuance standards but also many of its other operating procedures related to
clients. According to the firm, " Everything is on the table.” Goldman is using this as an opportunity to
teview all of the firm's internal policies.
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Regulation and Capital

According to management, the impact of new regulation is still very difficult to quantify. Scenarios can be
envisioned where performance declines and scenarios can be envisioned where markets become more
illiquid and that bid offer spreads widen and offset the new rules. According to the Goldman CFO, "We are
war gaming a bunch of scenarios and [ doubt any will be [perfectly] right." The only thing certain
according to Goldman is the mandate for the industry to retain higher capital levels than recent history. If
there are na increased revenues to go along with it, then there is going to lower ROE. Goldman reassurcd
investors that "We are already running the firm as if things have already changed that capital uses is higher
and higher levels of liquidity is needed.” However, capital constraints could be imposing for competitors
unger certain seenarios, resulting in competitors unable to earn above their costs of equity. Under certain
scenarios:

¢ Every compctitor stays in the business despite higher equity levels and the Street acts imrationally on
product pricing. Consequently, margins collapse and frading ROE falls sharply.

« All competitors stay in the market and margins modestly narrow, ROE falls but not precipitously.

¢ Competitors drop out of the business, competition may weaken and margins may actually widen. In this
case ROE remains strong

s Goldman repurchased $2.27 billion in capital last quarter despite the lack of clarity on where regulation
will settle. On the firm's earnings conference call they assured that the repurchase was done with the
approval of regulators. As capital continues to grow through eamings, the firm continues to hold plenty
of capital, but the impetus of the recent buyback was to some extent offset capital offerings to employees
in 2009. Though the firm has no more clarity than the market in terms of future regulation, they are
comfortable with current levels given the firm's rate of capital growth and earnings.

The current draft of the Senate Bill will shift a large percentage of derivatives' onto the exchanges.
According to G§' estimate, approximately 75% - 80% of notional derivatives will move onte exchanges.
These “at-risk" products are characterized as the simple, vanilla OTC derivatives (i.¢., fixcd-floating swaps,
simple FX swaps and simple equity index swaps). Goldman stated that this business yields "razor thin
margin®™. Goldman admitted that the firm is at a historic disadvantage with this vanilla OTC business as
their credit terms are particularly onerous. Goldman management pointed out that every trading firm in the
OTC market takes some limited, unsecured exposure. The vast majority of OTC derivative clients must post
margin at some unsecured trigger level of exposure. In 2006, GS was willing to give $400 million in open
credit exposure to AAA rated ATG. But GS has historically been less willing to compete on leverage by
increasing the unsecured trigger point.

It is a common assumption that if a derivative product moves to an exchange, OTC bid offer spreads will
narrow. However, GS management argued that this is not always the case and an exchange is not always a
perfect solution to liquidity and pricing - markets may be narrow, trade volumes small and a contract strip
may cease to trade beyond the first few contract dates. By way of example, Goldman pointed out that the
introduction of the "Trace" system in the fixed income market led Lo fragmentation of the market and more
frequent, albeit smaller, trades that did not generate significant trading costs savings.

! Bernstein estimates that Wall Street's OTC derivative revenues in fixed income makes up fificen percent of total
fixed income revenues. In Equities, OTC derivatives make up twenty percent of net revenues. Derivatives are a
relatively higher margin business than cash trading with pretax margins of thirty to thirty five percent,

? Pricing ranges from sixtcenths of one percent to thirty scconds and appears to be going to sixty fourths
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At this point, all that can be deduced is that the movemnent of derivatives to exchanges will set a standard
initial margin® and impose daily variation margin - essentially new regulation wili be a "Reg T" for
derivatives. This action would place Goldman and its more leveraged OTC competitors on a "level playing
field", which may prove positive for GS and other conservative banks®, In a world where leverage is
standardized, derivatives desks will be forced to compete not on open, unsecured credit exposure, but on
execution speed and liquidity. This is a market dynamic that GS feels that it can successfully use to take
market share.

Goldman argues that the highly profitable, tailored segment of the derivative business is unable go on an
exchange due to low volumes or pricing difficulty. Alternatively, these high margin OTC products will
likely be cleared through a common settlement venue, and based on the current draft of the Senate Bill,
would have to be originated outside the bank (Section 1065)., This would force banks to move their fixed
income derivatives books from the bank subsidiary (that is FDIC protected and has access to the Fed
window) to a new separatcly capitalized (and lower rated) derivatives subsidiary that would likely be
guaranteed by the bank holding company. Goldman already operates its QTC fixed income derivatives
beok out of such a subsidiary and would not have to use new capital to support this subsidiary.

Regulatory Uncertainty Threatens US Derivatives Market.

Admittedly, the outlook for derivatives is not certain according to the firm. Bernstein notes that regulated
bank subsidiary of a bank helding company has higher credit ratings than the holding company. As a result,
moving the derivatives book from the bank (higher ratings) to a new subsidiary guaranteed by the holding
company (lower ratings) is unlikely to be popular with the current and prospective derivative counterparties
of US banks.

One interpretation® of the current Senate bill is that the holding company cannot provide a guaranty to a
derivatives subsidiary. Without a parent guaranty, same OTC counterparties will be reluctant to enter into
OTC derivatives with a much lower rated derivative subsidiary,

Exacerbating this potential credit rating problem is the impact of the new regulatory authority proposed to
allow for the "wind up" of systemically important institutions. This new authority could effectively
subordinate the bondholders of the bank holding companies. As a result, the major credit rating agencies
have warned that bank holding company ratings may be reduced if the "wind up" authority is too onerous.

Bernstein believes that the OTC derivatives activities of US banks could face market share pressure related
to lower credit rating of their derivative offerings relative to those of the major European and Japanese
banks which will be able to continue to trade derivatives with implied govemment supported within "too
big to fail” commercial bank subsidiaries.

Trading Responds to Prospective Regulatory Changes

Goldman is preemptively positioning its trading businesses for a changed business model of exchange listed
products and higher capital charges - to succeed in the future, trading needs to be "nimble". Goldman wants
to quickly take the skill that it has in its leading, individual trading products and transfer the intellectual
property and technology to new products as market opportunities arise. As management stated, "“we want to
be fast and better than everyone ¢lse." The firm has set its goal on providing the broadest list of top tier

3 Goldman pointed out that the biggest new poster of margin would be the GSEs. This fact likely means that the US
government will seek an exemption from the posting of targin for its outstanding OTC derivatives,

* Goldman did not name the less conscrvative banks.
* Section 106 requircs that a bank move all the OTC derivatives out of a financial institutions 180 days from now all

% The interpretation depends on the law firm doing the review.
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trading preducts and capabilities. It wishes to be an efficient and effective competitor in high frequency
trading, equities, fixed incame and FX.

‘When asked about the firm's ability to adapt to new repulation in its trading business, management argued
that the entire market will be able to respond and evolve to these new mandates. Goldman is convinced that
it will have the technology and flexible organization te quickly change its business model and adjust to the
new market conditions. They argue products that are transfterred to a clearinghouse can frade more easily
and over time trading volumes may pick up and parallel markets could be established that trade against the
listed futures market. Goldman intends to be able to profit from this potential outcome,

The Key Requlatory Issues Facing the Industry

At this point, the industry is looking for certainty in new regulations. If a financial regulation hill is passed
that gives broad authority to regulators to higher capital limits, establish sound business practices or
constrain or ban certain business activities the industry would view it as a victory. However, Congress may
not want to relegate interpretive responsibility to the bank regulators.

The industry is focusing on five large issues that could make statutory changes to the industry and cannot be
easily changed: 1.} the Consumer Financial Protection Agency; 2.) Section 106 which bans OTC derivatives
from depository bank; 3.} the Volcker rule which prohibit and limit proprietary trading and private equity;
4.) the requirement for a swap dealer to act as a fiduciary when dealing with endowments, pensions and
trusts; and 5.) the Pre-determination and Pre-announcement of Profit on each Derivative Trade.

GS Business Qutlook:
Sales & Trading

+ 01 2010 FICC revenucs were up 86% sequentially from a cyclically slow Q4, 13% YoY. These FICC
results were driven by solid performance for eredit commodities and rates across all the major bond
markets. The firm's revenue return on net assets (RRONA} was a strang 3.7%, well above its long-term
average of 1.6%. Every business in trading is planning a "fair amount of hiring” for 2010,

s In equities, hedge funds have tumed the comer fiom net redemptions to net subscriptions. Clients that
wanted out of a hedge fund are now gone and new investors are commitiing new capital. Prime brokerage
revenues are up, but the yield on balances is down, GS is cautiously optimistic that scouritics lending
revenues will rise as rates increase.

Investment Banking

« From a broad cycle perspective, Goldman confirmed that the market is entering the carly stage
investrment banking rebound as industry revenues are off the bottom of last summer, "4dmirtedly
regulatory unceriainty may [negatively] impact CEO confidence — and CEO confidence is a key factor in
driving transaction activity but broadly speaking we are off the bottom". CEQs are becoming more
optimistic about the US economy and the dialogue is certainly improving despite the lack of marked
improvement in announced deal volumes, Management teams are surprised by the resilience in the
economy

s The management team also stated that the private equity market is getting more aclive. Historically a
"great time" for PE to invest is coming out of an economic down cycle as pools invested at these points
typically have favorable investment returns. Investment banking headcount is expected to grow by 9% in
2010
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Disclosure Appendix
Valuation Methodology

Bemstein has found that the major brokerage firms’ common stocks trade on a price-to-tangible book basis.
Bemstein believes that the tangible book value of a securities firm is a “hard number” for these companies
reflecting the industry’s mark-to-market accounting discipline and the rapid turnover of brokerage firm
balance-sheets. By comparison, forecasting the highly cyclical earnings is problematic and therefore price-
to-earnings valuation ratios are not accurate or stable. The price fargets are based upon a valuation model
that takes into account Return on Equity (ROE) versus Ke (the CAPM-based cost of equity), credit rating
and a variable that differentiates between the 1999-2000 internet bubble period and all other periods of
history. The formula is:

« P/TB (Banks) = 1.35 x Forecasted Tangible ROE NTM / Bank Industry K, - 0.2112

Investors should note that this price-to-book valuation regression only explains 85% of the quarterly change
in price-to-hook of a bank or securities firm

Risks

As investors learned from the Lehman Brothers Holdings and the Drexel Bumham Lambert bankzupicies,
the most significant risk to any major broker-dealer is a loss of confidence in its name, especially in the
credit markets, The major broker-dealers rely upon the ability to roll over their debt at reasonable interest
rates in order to fund their balance sheets at gross leverage ratios of 15 to 20x. The inability to meet debt
obligations will result in the failure of a broker-dealer. In order to prevent a liquidity issue, a broker-dealer
can sell assets to raise cash, but in the illiquid markets of a 'tail event' this may be impossible.

The liquidity facilities provided by the Federal Reserve have provided a lender of last resort to Morgan
Stanley and Goldman Sachs — but nonetheless, 2 loss of confidence can also destroy a finn's franchise and
morale. Counter-parties tend to limit exposure to firms whose credit ratings face downgrades and are
perceived as being in risk. So, in a crisis of confidence, while a firm may avert a liquidity event, the firm's
brand name and ongoing business will also come under threat, A prolonged loss of confidence in a firm's
name would significantly reduce the ability of its stock to achieve our share price target. Other key risks
inchide rising net charge-off rates, rising asset impairment write-downs, lowered ability to generate tax
benefits, and the potential for increasing government regulation and taxation of financial institutions which
may consirict asset and leverage levels,

Bui today, the greatest strategic challenge facing Goldman Sachs today is the uncertainty of new
regulations. The Bank of England, the Swiss Central Bank, the Federal Reserve, the FDIC, the OCC, the
CFTC, the SEC, both U.S. Brokerage Houses of Congress and the Basel Committee have proposed new
regulations and laws that will raise capital charges, limit balance sheets, increase liquidity, prohibit or limit
some businesses and constrain risk taking. These new rules generally will negatively impact GS' fixed
income, equities and commodity trading business and constrain private equity. The more severe the
regulations the lower the ROE and the slower the revenue growth rate of the effected businesses
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SRO REQUIRED DISCLOSURES

References to "Bemstein” relate to Sanford C. Bemstein & Co., LLC, Sanford C. Bemstein Limited, and Sanford C. Sernstein, a unit of
AllianceBemstein Hong Kong Limited, collectively.

Bemsteln analysts are compensaied based on aggregate contributions 10 the research franchise as measured by account penetration,
productivity and proactivity of invesiment ideas. No analysts are compensated based on performance in, or contributions to, generating
investment banking revenues,

Bermnstein rates stocks based on forecasts of relative performance for the next 6-12 months versus the S&P 500 for stocks listed on the
U.S. and Canadian exchanges, versus the MSCI Pan Eurepe Index for stocks listed on the European exchanges (except for Russian
companies), versus the MSCI Emerging Markets Index for Russian companies and stocks listed on emerging markets exchanges outside
of the Asia Pacific region, and versus the MSCI Asia Pacific ex-Japan Index for stocks listed on the Asian {ex-Japan) exchanges - unless
otherwise specified. We have three categories of ratings:

Quiperform: Stock will outpace the market index by more than 15 pp in the year ahead.

mMarkel-Perform: Stock will perform in line with the market index to within +/-15 pp in the year ahead.
Underperform: Stock will trail the performance of the market index by more than 15 pp in the year ahead.
Not Rated: The stock Rating, Targel Price and estimates (if any} have been suspended lemporarily.

As of 05/03/2010, Bemsiein's ralings were distributed as follows: Outperform - 456.6% (1.0% banking clients) ; Market-Perform - 46.9%
{1.0% banking clienis); Underperform - 6.5% {0.0% banking clients); Not Rated - 0.0% (0.0% banking clients). The numbers in parentheses
represent the percentage of companies in each category to whom Bemstein provided invesiment banking services within the [asl twelve
{12) months.

Brad Hintz, as a former Managing Director at Morgan Stanley Group {MS), owns an equily position in MS that is held in a Morgan Stanley
Group ESCP Tiust at Mellon Bank as convertible prefemed stock. These M3 ESOP securities were awarded to him as compensation and
are fully vested. Mr. Hintz is alse an investor in Morgan Stanley Capilal Pastners |1, LP — a merchant banking fund where Morgan Stanley
rnaintains an equity interest as a limited pariner. Mr. Hinlz partisipates in the Margan Stanley Pre Tax Investment Pian, which is a deferred
compensation plan structured as a note o Mr. Hintz from Morgan Sianley with the relum on the note tied to one of many altemalive asset
classes. In addition, as a result of the complete spin-off of Discover from Morgan Stanley on June 30, 2007, Mr. Hintz received a long
position in Discover slack as a beneficiary of the Morgan Stanley ESOP. These shares of Discover will ullimately be distributed fo Mr. Hintz
by the ESOP frustee.

Mr. Hintz maintains a [ong position in Chicago Mercantile Exehange Holdings Inc. {CME).

Aecounts over which Bernstein andfor their affiliates exercise investment discretion own maore than 1% of the outstanding commeon stock of
the fallowing companies GS / Goldman Sachs.

The following companies are or during the pasi twelve {12} menths were cllents of Bernstein, which provided non-investment banking-
securities related services and received compensation for such services GS / Goldman Sachs.

An affiliate of Bemstein received compensation for non-investment banking-securifies related senvices from the following companies GS ¢
Goldman Sachs.

In the next three (3) months, Bemstein or an affiliate expects to receive or intends 1o ssek compensalion for invesiment banking senvices
from G5 / Goldman Sachs.

12-Moanth Rating History as of 05/03/2010
Ticker Rating Changes

GS

0O (RC) 46/04/08 M (RC) 12/16/05

Rating Guige: O - Quiperorm, M - Market-Perform, Lf - Undemerform, N - Not Rated
Rating Actions; |G - Inftiatad Coveraga, DC - Dropped Caverage, RC - Rating Change

85



889
Case 1:10-cv-03461-PAC Document 201-15 Filed 04/27/18 Page 10 of 11

GS f Goldiman Sachs

Date Rating Taruet(USD)

04,/08/0F M 225,00

05/18/07 M 250.00 @

08/03/07 W 240,00

069,/21,07 M 250,00

12,/19,/67 M 235.00 :

03,/02,/08 M 195 .00 e 2 ~ 2 ® 2 & = o 7 o oo o 2

03/17/08 M 170.00 2 2 5 g < T ¢ <€ 8 2 ¢ 8 5 & = <

03,/24,08 M 165,00 z 3 3 2 L 4 3 o = z £ 3 E 2 5 &
= 5y} = =

B1/07,/08 M 10g.00 R ] Target Frice  Source: Barnstein - As of 04472010

D4 /02,09 M 109.00

D4r14/09 M 112.00 O - Cutperform M - Market-Perform U - Underperform W - Nol Rated

GE/04,/09 O 176.00

07 fOE/08 O 184.00

07,15 /0% O 190.00

05/24/09% © 220.00

10/16/0% © 225.00

032640 0O 210,00

OTHER DISCLOSURES

A price movement of a seeurity which may be temporary will not necessarily frigger a recommendalion change. Bernstein will advise as and
when covarage of securities commences and ceases. Bemstein has no policy or standard as to the frequency of any updates or changes to its
caverage paolicies. Although the definition and application of these methods are based on generally accepled industry practices and models,
please nole that there is a range of reasonable variations within these models. The application of models typically depends on forecasts of a
range of economic variables, which may include, but not limited to, interest rates, exchange rates, eamings, cash flows and risk factors that are
subject to uncertainty and alse may change over time. Any valuation is dependent upon the subjective opinion of the analysts carrying out 1his
valuation.

This decument may not be passed on to any person in the United Kingdom (i) who is a retail client (i} unless that person or entity qualifies as an
authorised person or exempt persen within the meaning of section 19 of the UK Financial Services and Markets Act 2000 (the "Act™), or qualifies
as a person to whom the financial promotion restriction imposad by the Act does not apply by virtue of the Financial Services and Markels Act
2000 (Financial Promotion} Order 2005, or is a persan classified as an "professional client” for the purposes of the Conduct of Business Rules of
the Financial Services Aulharity.

Te our readers in the United States: Sanford C. Bemstein & Co., LLC is distributing this publication in the United States and accepts
responsibility for its contents. Any U.8. person receiving this publication and wishing to effect securities transactions in any secuiity discussed
herein should do so only through Sanford C. Bemstein & Co., LLC.

To our readers in the United Kingdom: This publicatian has been issued or approved for issue in the United Kingdem by Sanford C. Bernstein
Limited, aulhorised and regulated by the Financial Services Authority and located at Devonshire House, 1 Mayfair Place, London W1J 8SB, +44
(0320-7170-5000.

Ta our readers in member states of the EEA: This publication is being distribuled in the EEA by Sanford C. Bernstein Limited, which is
authorised and regulated in the United Kingdom by the Financial Senvices Autharity and holds a passport under the Investment Sarvices
Directive.

To our readers in Hong Xong: This publication is being issued in Hong Kong by Sanford C. Bemsteln, a unit of AllianceBemstein Hong Kang
Limited. AllianceBernslein Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commissian.

To our readers in Australia: Sanford C. Bemstein & Co., LLC and Sanford C. Bemstein Limiled are exempt from the requirement to hold an
Australian financial services ficence under the Corporations Act 2001 in respect of the provision of the following financial services to wholesale
clients:

»  providing financial product advice;
e dealing in a financial product;
= making a market for a financial product; and

+ providing a custodial or depositery service.
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Sanford C. Bemstein & Co., LLC, Sanford C. Bemnstein Limited and AllianceBemnstein Hong Kong Limited are regulated by, respectively, the
Securifles and Exchange Comrission under U.S. laws, by the Financial Services Authority under UK. laws, and by the Hong Kong Secunities
and Futures Commission under Hong Kong laws, all of which differ from Australian laws.

One or more of the officers, directors, or employees of Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, Sanford C. Bemsiein, a
unit of AllianceBernstein Hong Kong Limited, andfor thelr affiliates may at any fime hold, increase or decrease positions in securities of any
company menticned herein,

Bernstein or its afflliates may provide investment management or other services to the pension or profit sharing plans, or employees of any
company mentionad harein, and may give advice fo clhers as ta investments in such companies. These entities may effect transactions thal are
similar o or different from those recommended herein,

Bemstein Research Publications are disseminated te our customers through posting on the firm's password protected website,
www, bemsteinresearch.com, Addilionally, Bemstein Research Publicallons are available through emall, postal mail and commercial research
portals. If you wish to alter your current distibution method, please contact your salespersen for delails.

Bemnstein and/er its affiiates do and ssek ta do business with companies covered in its research publications. As a rasull, investors should be
aware that Bemnsteln and/or its affiliates may have a conflict of Interest that could affect the chjectivity of this publication. Investors should
consider this publication as only a single factor in making their investment decisions.

This publication has been published and distrbuted in accordance with Bemnstein's pelicy for managemsnt of conflicts of interest in investment
research, a copy of which is available from Sanford C. Bemstein & Co., LLC, Director of Compliance, 1345 Avenue of the Americas, New York,
N.Y. 10105, Sanford C. Bemnstein Limited, Directar of Compliance, Devonshire House, One Mayfair Place, London\1.J 83B, United Kingdom, or
Sanford C. Bemnstein, a unit of AllianceBemstein Hong Kong Limited, Direclor of Compliance, Suite 3401, 34th Floor, One IFC, One Harbour
View Street, Central, Hong Kong.

CERTIFICATIONS
»  lf{wa), Brad Hintz, Sanior Analysl(s), certify lhat all of the visws expressed in this publicalion accurately reflect my/{our) personal views

about any and all of the sukject securilies or issuers and that no part of my/(our) compensation was, [s, or will be, directly or indirectly,
related fo the specific recommendations or views in this publication,

Approved By: NK

Copyright 2010, Sanford C. Bemstein & Co., LLC, Sanford C. Bemnstein Limited, and AllianceBernstein Hong Kong Limited, subsidiaries of AllianceBernstein L.F. ~ 1345 Avenue of the
‘Americas ~ NY, NY 10105 ~ 212/756-4400. All rights reserved.

Th's publication is no: diregted to, or intended for distribution te or use by, any persen or enlity who is & citizen or resident of, or located in any !ocalny. state, country of other |ursdiction where such disiribution, publication,
availabdity or o would be conrary to law o ragulation or which would subject Bemstein or any of thelir subsidiarias or atfiiaies Lo any registalion or | t within such jurisdiciion. This publication Is based upan
public sources we believe 1o be reliablo, bit no representation ks made by us tat the pullication is avcurat or complete. Wae da not underlake to advize you 1 of anyclurga In the raportted farmation or fn the opinlons herein
Tiv's publication was preparad and issued by Barnstein for disifbitlon 1 efigibke countarparties er professional cliente. This pubkication is not an offer fo buy or sell any security, and it foss nat canatitula Investmant, legal or tax
advigs. The Tvestmants refemed 1o harain may nat be suilabla Tor you. Investors must make thelr own investment deislens in consultation with their prefessional advisors in fight of their specilic cirsumstances, T‘he valug of
invesiments may ucluate, and Investmants that are densminated fn foreign currsncles may fuctuate in valus as a result of exposiwe to exchange rale movemants. Infommalion about pas) parformanca of an investment 12 not
necessanly @ guida to, indicator of, or assurance of, futura pedormance.
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Case 1:10-cv-03461-PAC Document 215-2 Filed 07/27/18 Page 12 of 47

The 36 Dates Articles Did Not Reveal the Falsity of the

Alleged Misstatements
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