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1. a. Memorandum from Permanent Subcommittee on Investigations Chairman Carl Levin and
Ranking Minority Member Tom Coburn to the Members of the Subcommittee.  

b. Excerpts from Documents Related to Goldman Sachs: Short Positions and Profits, charts
prepared by the Permanent Subcommittee on Investigations. 

c. Excerpts from Documents Related to Goldman Sachs: Profiting at the Expense of Clients,
chart prepared by the Permanent Subcommittee on Investigations. 

d. Excerpts from Documents Related to Goldman Sachs: Abacus and Other Deals, chart
prepared by the Permanent Subcommittee on Investigations. 

e. The Goldman Sachs Conveyor Belt, chart prepared by the Permanent Subcommittee on
Investigations. 

f. Long Beach Mortgage Trust 2007-A, chart prepared by the Permanent Subcommittee on
Investigations.   

Documents Related to Short Positions and Profits:

2. Goldman Sachs internal email, dated December 2006, re: Subprime Mortgage Risk (...analysis
of the major risks in the Mortgage business.). 

3. Goldman Sachs internal email, dated December 2006, re: Subprime risk meeting with
Viniar/McMahon Summary (...let’s be aggressive distributing things ....). 

4. Goldman Sachs internal email, dated December 2006, re: Single-A ABS CDOs (We have a big
short on ....). 

5. Goldman Sachs internal email, dated December 2006, re: Are you around? (On baa3, I’d say
we definitely keep for ourselves.  On baa2, I’m open to some sharing to the extent that it keeps
these customers engaged with us.). 

6. Goldman Sachs internal email, dated January 2007, re: ...post (...pair the single-A ABS CDO
risk we take back with the big short position we have built in that space.). 
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7. Goldman Sachs internal email, dated February 2007, re: Post (Subprime environment - bad and
getting worse. *** ...plan to play from short side. *** Credit issues are worsening on deals
and pain is broad ....). 

8. Goldman Sachs internal email, dated February 2007, re: Post (...our risk reduction program
consisted of: (1) selling index outright (2) buying single name protection (3) buying protection
on super-senior portions of the BBB/BBB-index .... ***  That is good for us position-wise, bad
for account who wrote that protection ... but could hurt our CDO pipeline position as CDOs
will be hard to do.).

9. Goldman Sachs internal email, dated February 2007, re: Block size tranche protection offers
for... (We need to buy back $1 billion single names and $2 billion on the stuff below - today.
I know that sounds huge, but you can do it - spend bid/offer, pay through the market, whatever
to get it done. *** This is a time to just do it, show respect for risk, and show the ability to
listen and execute firm directives.  You called the trade right, now monetize a lot of it.). 

10. Goldman Sachs internal email, dated February 2007, re: Mortgages today (We are net short,
but mostly in single name CDS and some tranched index vs the some index longs.). 

11. Goldman Sachs internal email, dated February 2007, re: goals (Reduce risk ... get super-seniors
done on CDOs ... cover more single name shorts ....).

12. Goldman Sachs document, Mortgage VaR change (Q1'07 vs. Q4'06) (...desk increasing their
net short risk in RMBS subprime sector.).

13. Goldman Sachs internal memorandum, dated February 2006 [sic - accurate year is 2007], re:
February 28  FWR [Firm Wide Risk] Minutes (...business working to reduce exposures; a lotth

of shorts already covered.). 

14. Goldman Sachs internal email, dated March 2007, re: call (Trade everything from short to flat
- Get out of everything). 

15. Goldman Sachs internal email, dated March 2007, re: +0.79% NK225 +1.62% HANG-SENG
(A big plus would hurt the Mortgage business but Justin thinks he has a big trade lined up for
the morning to get us out of a bunch of our short risk).

16. Goldman Sachs internal email, dated March 2007, re: Mortgage Talking Points for Earnings
Call (The Mortgage business’ revenues were primarily driven by synthetic short positions
concentrated in BBB/BBB- subprime exposure and single A CDO exposure which benefited
from spread widening.).

17. Goldman Sachs internal email, dated March 2007, re: Mortgage presentation to the board (...in
the synthetics space, the desk started the quarter with long $6.0bn notional ABS BBB- risk and
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shifted the position to net short $10bn notional by reducing the longs in ABX BBB- and
increasing shorts in single name CDS.). 

18. Goldman Sachs internal email, dated March 2007, re: risk changes over the quarter (In
synthetics space, the desk started the quarter with long $6.0bn not’l ABS “BBB-“ risk and
shifted the position to net short $10bn not’l by reducing the longs in ABX “BBB-“ and
increasing shorts in single name CDS.). 

19. Goldman Sachs internal memorandum, dated March 2006 [sic - accurate year is 2007], re:
March 7  FWR [Firm Wide Risk] Minutes (“Game Over” - accelerating meltdown forth

subprime lenders such as Fremont and New Century.). (excerpt)
20. Goldman Sachs internal email, dated March 2007, re: Cactus Delivers (Covered another 1.2

billion in shorts in in mortgages – almost flat – now need to reduce risk.). 

21. Goldman Sachs internal email, dated March 2007, (Overall as a business, we are selling our
longs and covering our shorts ....)

22. Goldman Sachs, Presentation to GS Board of Directors, Subprime Mortgage Business, March
26, 2007.

23. Goldman Sachs internal email, dated April 2007, re: RMBS Subprime Risk Report (...notionally
we’re net short.  The reason is that we are long the good stuff and short the bad stuff ....).

24. Goldman Sachs internal email, dated July 2007, re: Private & Confidential: FICC Financial
Package 07/20/07 (There is a net short). 

25. Goldman Sachs internal email, dated July 2007, re: Daily Estimate 07-24-08 - Net Revenues
$74M (...especially short mortgages saved the day.). 

26. Goldman Sachs internal email, dated July 2007, re: Private & Confidential: FICC Financial
Package 07/25/07 (Tells you what might be happening to people who don’t have the big
short.). 

27. Goldman Sachs internal email, dated July 2007, re: correlation information you asked for
(Correlation P&L on the week was $234mm, with CMBS, CDOs, and RMBS/ABX shorts all
contributing Rest of department is net short RMBS and CDOs, net long cmbs.). 

28. Goldman Sachs internal email, dated August 2007, re: great week (Mortgage Department short
approx. $4bb of AAA ABX). 

29. Goldman Sachs internal email, dated August 2007, re: Market Risk Report (cob 08/08/2007)
(we have waved in ~120mm in bbb and bbb- protection the last 2 days.  almost all 2006 stuff
(tier 1, 2, and 3).). 



-4-

30. Goldman Sachs internal email, dated August 2007, re: Post (We’ve been covering, but we will
likely come to you soon and say we’d like to get long billions - and we’d stay short BBBish
part.). 

31. Goldman Sachs internal email, dated August 2007, re: MarketRisk: End of Day Summary - cob
8/10/2007 (the most obvious risks are the short in mortgages ....). 

32. Goldman Sachs internal email, dated August 2007, re: Post (We’re continuing to cover some
shorts, and we may cover some BBB with AAA, but I got the message clearly that we shouldn’t
get long without Gary/Tom/Don all saying OK.).  

33. Goldman Sachs internal email, dated August 2007, re: Projected Corr Customers
winners/losers from singled-name mark changes (The aggregate P&L in the book is $405mm
(ie net markdown to customers), much of this is scattered across a bunch of cashflow CDOs.).

34. Goldman Sachs internal email, dated August 2007, re: Potential large subprime trade and
impact on Firmwide VAR (We would like to be opportunistic buyers of up to $10Bln subprime
AAAs ....). 

35. Market Risk Report, 8/14/07, Mortgage Portfolio Summary (Percentage Contribution to
Firmwide VaR - Mortgage Structured Products – 53.8%).

36. Goldman Sachs internal email, dated August 2007, re: Trading VaR $144mm (we are covering
a number of shorts in mortgages today and tomorrow – probably 1.5 billion worth – will
reduce mortgages hopefully to below 80). 

37. Goldman Sachs internal email, dated August 2007, (covered about 700 million in shorts in
mtgs last night – 500 in single names –  lots more to go - but they fortunately had bought back
9 billion on AAA abx index over last two weeks). 

38. Goldman Sachs internal email, dated August 2007, re: trades (Here are the trades we have
suggested since February.  These are all trades that we have shown to them and our desk has
had on in some form and profited from ....). 

39. Goldman Sachs internal email, dated September 2007, re: ABS Update (We are oprtunsitically
[sic] covering risk - we are not that short at this time.). 

40. Goldman Sachs internal email, dated September 2007, re: Mortgage VaR Analysis (The major
drivers of Mortgage VaR are the net short mortgage exposure and the long cash vs. short
derivative basis risk.). 

41. Goldman Sachs, Presentation to GS Board of Directors, Residential Mortgage Business,
September 27, 2007.
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42. Goldman Sachs, Board of Directors Meeting, Financial Summary, September 17-18, 2007,
Quarter Ended August 31, 2007 (...we were overall net short the mortgage market and thus
had very strong results.). (excerpt)

43. Goldman Sachs internal email, dated September 2007, re: Mortgage P&L for the Week Ended
9/21 (This benefited multiple trading desks that maintain a short synthetic positions including
SPG Trading (+$40M), CDO (+$22M) and Residential Credit (+$12M).).

44. Goldman Sachs internal email, dated September 2007, re: Mortgage commentary on Q3
earnings call (...you’ve heard me express our generally negative views on the outlook for
mortgages since the beginning of the year ....).

45. Goldman Sachs, 3  Quarter 2007 Script (Let me also address Mortgages specifically.  therd

mortgage sector continues to be challenged and there was a broad decline in the value of
mortgage inventory during the third quarter.  As a result, we took significant markdowns on
our long inventory positions during the quarter, as we had in the previous two quarters.
However, our risk bias in that market was to be short and that net short position was
profitable.). 

46. Goldman Sachs correspondence to the Securities and Exchange Commission, dated October
4, 2007 (...during most of 2007, we maintained a net short sub-prime position and therefore
stood to benefit from declining prices in the mortgage market.) (excerpt)

47. Goldman Sachs, Global Mortgages, Business Unit Townhall, Q3 2007 (The desk benefited
from a proprietary short position in CDO and RMBS single names). 

48. Goldman Sachs, Tax Department Presentation, Oct 29, 2007 (...starting early in ‘07 our
mortgage trading desk started putting on big short positions ....). 

49. Goldman Sachs, CDO/CLO details. 

50. Goldman Sachs correspondence to the Securities and Exchange Commission, dated November
7, 2007, re: The Goldman Sachs Group, Inc., Form 10-K for the Fiscal Year Ended November
24, 2006 (During most of 2007, we maintained a net short subprime position with the use of
derivatives, including ABS index contracts and single name CDS which hedged this long cash
exposure.). 

51. Goldman Sachs, How Did GS Avoid the Mortgage Crisis? (excerpt)

52. Goldman Sachs internal email, dated November 2007, re: NYT (Of course we didn’t dodge the
mortgage mess.  We lost money, then made more than we lost because of shorts.).
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53. Goldman Sachs internal email, dated December 2007, re: Weekly Market Risk Summary as of
12/06/07 (Mortgage Trading loss impact decreased from <$212mm> to <$132mm> largely
due to an increase in net short position in the residential sector.). 

54. a. Goldman Sachs, Quarterly Market Risk Review, Market Risk Management & Analysis,
September 2006.  (excerpt)

b. Goldman Sachs, Quarterly Market Risk Review, Market Risk Management & Analysis,
December 2006.  (excerpt)

c. Goldman Sachs, Quarterly Market Risk Review, Market Risk Management & Analysis,
March 2006 [sic - accurate year is 2007].  (excerpt)

d. Goldman Sachs, Quarterly Market Risk Review, Market Risk Management & Analysis,
June 2007.  (excerpt)

e. Goldman Sachs, Quarterly Market Risk Review, Market Risk Management & Analysis,
September 2007.  (excerpt)

f. Goldman Sachs, Quarterly Market Risk Review, Market Risk Management & Analysis,
December 2007.  (excerpt)

55. a. Goldman Sachs 2007 Performance Review for Daniel L. Sparks.  (excerpt)
b. Goldman Sachs 2007 Performance Review for Michael J. Swenson.  (excerpt)
c. Goldman Sachs 2007 Performance Review for Joshua S. Birnbaum.  (excerpt)
d. Goldman Sachs 2007 Performance Review for Fabrice P. Tourre.  (excerpt)

56. a. Goldman Sachs internal document, RMBS Subprime Notional History (Mtg Dept - “Mtg
NYC SPG Portfolio”).  

b. Goldman Sachs internal email, dated August 2007, re: In addition to ABS book, I need you
to run that series on the whole dept and correlation desk).

57. Goldman Sachs 2009 Letter to Shareholders.   

Documents Related to Investment Priorities:

58. Goldman Sachs, Mortgages Compliance Training 2007 Trading Desk, February 8 and 12,
2007 (Our first business principle states that: Our Clients’ Interest Always Comes First.
However, this is not always straight forward as we are a market maker to multiple clients.).
(excerpt)

59. Goldman Sachs internal email, dated October 2006, (...upset that we are delaying their deal.
They know that Hudson Mezz (GS prop deal) is pushing their deal back.). 

60. Goldman Sachs internal email, dated December 2006, re: Update (...we’ve had good traction
moving risk through our franchise on a variety of fronts: ABX, single names, super-senior,
Hudson 2.). 
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61. Goldman Sachs internal email, dated December 2006, re: Last call – any other comments on
the proposed top 20 correlation customer list? (...this list might be a little skewed towards
sophisticated hedge funds with which we should not expect to make too much money since (a)
most of the time they will be on the same side of the trade as we will, and (b) they know exactly
how things work and will not let us work for too much $$$, vs. buy-and-hold rating-based
buyers who we should be focused on a lot more to make incremental $$$ next year . . .). 

62. Goldman Sachs internal email, dated January 2007, re: ft-friday (...not feeling too guilty about
this, the real purpose of my job is to make capital markets more efficient and ultimately
provide the US consumer with more efficient ways to leverage and finance himself, as there
is a humble, noble and ethical reason for my job ;) amazing how good I am in convincing
myself !!!). 

63. Goldman Sachs internal email, dated March 2007, re: Audit Committee Package_Feb
21_Draft_Mortgage_Page.ppt (...my understanding is that desk is no longer buying subprime.
(We are low balling on bids.)). 

64. Goldman Sachs internal email, dated March 2007, re: Abacus AC-1 (Given risk priorities,
subprime news and market conditions, we need to discuss side-lining this deal in favor of
prioritizing Anderson in the short term.).

65. Goldman Sachs internal email, dated May 2007, re: LBML 06A (bad news . . . wipes out the
m6s and makes a wipeout on the m5 imminent . . . costs us about 2.5mm ... good news . . . we
own 10mm protection on the m6 marked at $50 . . . we make $5mm). 

66. Goldman Sachs internal email, dated May 2007, re: Priority Axes (Not experts in this space
at all but made them a lot of money in correlation dislocation and will do as I suggest.). 

67. Goldman Sachs internal email, dated July 2007, re: 7/23 CDO/RMBS requests from Taiwan
(...bank just bought the altius deal from gs 5 weeks ago and the mtm dropped over 50%.  ***
Unless the principal is at risk now, the mtm is not supposed to drop so quickly during such
short period of time.). 

68. Goldman Sachs internal email, dated October 2007, re: P and L (Dept +90mm today ***
65mm from yesterday’s downgrades which lead to the selloff in aa through bbbs today. ***
Great day!). 

69. Goldman Sachs internal email, dated October 2007, re: Early post on P and L (Sounds like we
will make some serious money  *** Yes we are well positioned). 

70. Goldman Sachs internal email, dated October 2007, re: US ABS SS Intermediation Trades
(Real bad feeling across European sales about some of the trades we did with clients.  The
damage this has done to our franchise is very significant.  Aggregate loss of our clients on just
these 5 trades along is 1bln+.). 
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71. Goldman Sachs internal email, dated October 2007, re: Questions you had asked (...deals to
worry about.).

Documents Related to CDO Offerings:

72. Goldman Sachs internal email, dated December 2006, re: Retained bonds (...pls refocus on
retained new issue bond positions and move them out.). 

73. Goldman Sachs internal email, dated February 2007, re: GS Syndicate RMBS Axes
(INTERNAL) (...we need to continue to push credit positions across subprime and second
liens.). 

74. Goldman Sachs internal email, dated February 2007, re: Mortgage Risk - Credit residential
(Goal is to have good turnover in the loan book (securitize quickly) and manufacture attractive
equity (Primarily in Option Arms, not hybrids, since option arm structures are similar to Alt-
A/subprime structures).). 

75. Goldman Sachs internal email, dated March 2007, re: Mortgage risk (Therefore, we are trying
to close everything down, buy stay on the short side.). 

76. Goldman Sachs internal email, dated March 2007, re: help (The key to success in the
correlation melt-down 2 years ago was getting new clients/capital into the opportunity
quickly.).  

77. Goldman Sachs internal email, dated March 2007, re: new Century EPDs (I recommend putting
back 26% of the pool....if possible.).

78. Goldman Sachs internal email, dated March 2007, re: Non-traditional Buyer Base for CDO
AXES (We have pushed credit sales to identify accounts in the credit space that would follow
yield into the ABS CDO market, and tried to uncover some non-traditional buyers.). 

79. Goldman Sachs internal Memorandum, dated March 23, 2007, re: Agenda for Monday, march
26, 2007 (The following is a list of transactions scheduled for review .... GSAMP 2007-HE2
... New Century (71.91%) ....). 

80. Goldman Sachs internal email, dated March 2007, re: ABACUS 07-AC1 status (Plan would
still be to ask sales people to focus on Anderson mezz, Point Pleasant and Timberwolfe, but
if accounts pass on these trades, steer them towards available tranches in ABACUS 07-AC1
since we make $$$ proportionately with the notional amount of these tranches sold.).

81. Goldman Sachs email, dated April 2007, re: Brad - please take a look at this (These are all
dirty ‘06 originations that we are going to trade as a block.).
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82. Goldman Sachs internal email, dated April 2007, re: ABACUS 07-AC1 (...seems we might have
to book these pigs.). 

83. Goldman Sachs internal email, dated April 2007, re: GS Syndicate RMBS Axes (INTERNAL)
(Great job ... moving us out of 5mm of our BBB-, Fremont, subprime risk.). 

84. Goldman Sachs internal email, dated May 2007, re: CDO’s - Mortgages (Sparks and the Mtg
group are in the process of considering making significant downward adjustments to the marks
on their mortgage portfolio esp CDOs and CDO squared.). 

85. Goldman Sachs, ABACUS 2006-11, LTD, Offering Circular dated September 19, 2006.
(excerpt)

86. Goldman Sachs internal email, dated September 2006, re: Hudson Mezz - new (...asked to do
a CDO of $2bln for the ABS desk.).

87 Hudson Mezzanine Funding 2006-1, LTD., A $2.0 Billion Static Mezzanine Structured Produce
CDO, Goldman, Sachs & Co. - Liquidation, Structuring, and Placement Agent, October 2006.

88. Goldman Sachs internal email, dated October 2006, re: Risk Issue (...was wondering if the
whole of the $2b assets in Hudson Mezz should be accounted as part of our risk calc since
many of the assets (1.2B) were sources from another desk ....).

89. Goldman Sachs internal email, dated October 2006, re: MarketRisk: Mortgage Risk Report
(cob 10/25/2006) (...we sold $1bn of ABS BBB- and bought $1bn protection on single name
BBB- CDS.).

90. Goldman Sachs internal email, dated October 2006, re: Great Job on Hudson Mezz (Goldman
was the sole buyer of protection on the entire $2.0 billion of assets.).

91. Goldman Sachs internal email, dated January 2007, re: MTModel (They structured like mad
and travelled the world, and worked their tails off to make some lemonade from some big old
lemons.). 

92. Goldman Sachs internal email, dated February 2007, re: Second lien deal performance and
write-down (The put backs will be a battle.). 

93. Goldman Sachs internal email, dated February 2007, re: Anderson (Dan asked me to send out
to the group names we’re paired off with the ABS desk for the deal.). 

94. Goldman Sachs internal email and attachment, dated February 2007, re: Current Anderson
Positions ($140mm out of $305mm total are trades between the CDO warehouse and ABS
trading.). 
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95. Goldman Sachs internal email, dated February 2007, re: Puts at 50 (We should see what
liabilities gsc can take into its other vehicles ....).

96. Goldman Sachs internal email and attachment, dated March 2007, re: Anderson Mezzanine
Portfolio-New Century (Attached please find the Anderson Mezz portfolio, with the bonds for
which New Century is the largest originator ....). 

97. Goldman Sachs internal email, dated March 2007, re: Other thought on Anderson... (All trades
should be internal.). 

98. Goldman Sachs internal Memorandum, dated November 10, 2006, re: Timbe[r]wolf CDO -
Single-A structured produce CDO with Greywolf Capital (We expect approximately 25-40%
of the portfolio upon closing will have been sourced through our various structured product
trading desks in both cash and synthetic form.).  

99. a. Timberwolf I, Ltd., $1.0 Billion Single-A Structured Produce CDO, February 2007.
b. Timberwolf I, Ltd. - Closing Porfolio.

100. Goldman Sachs internal email, dated March 2007, re:  GS Syndicate Structured Product CDO
Axes (GREAT JOB ... TRADING US OUT OF OUR ENTIRE TIMBERWOLF SINGLE-A
POSITION ... PLEASE STAY FOCUSED ON TRADING THESE AXES.).

101. Goldman Sachs internal email, dated April 2007, re: GS Syndicate Structured Product CDO
Axes (INTERNAL) (Your focus on this ax would be very helpful - we are trying to clean up
deals and this is our priority.). 

102. Goldman Sachs internal email, dated April 2007, re: *UPDATE* GS Syndicate Structured
Product CDO Axes (INTERNAL) (Why don’t we go one at a time with some ginormous credits
- for example, let’s double the current offering of credits for timberwolf).

103.  Goldman Sachs internal email, dated May 2007, re: Lester Called (...harvey is concerned
about the representations we may be making to clients ....).

104. Goldman Sachs internal email, dated June 2007, re: TWOLF /Korea (internal only) (...push for
... to increase their size ....). 

105. Goldman Sachs internal email, dated June 2007, re: Few trade posts (boy that timberwo[l]f
was one shi**y deal).

106. Goldman Sachs internal email, dated September 2007, re: Timberwolf (...a day that will live
in infamy.).  
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Documents Related to Abacus 2007-AC1:

107. Goldman Sachs internal email, dated December 2006, re: Paulson (Let’s brainstorm so that
we can identify a couple of managers that: . . . will be flexible w.r.t. portfolio selection (i.e..
ideally we will send them a list of 200 Baa2-rated 2006-vintage RMBS bonds that fit certain
criteria, and the portfolio selection agent will select 100 out of the 200 bonds)).

108. Goldman Sachs/ACA email, dated January 2007, re: Transaction Summary (...we wanted to
summarize ACA’s proposed role as “Portfolio Selection Agent” for the transaction that would
be sponsored by Paulson ....). 

109. Goldman Sachs/ACA email, dated January 2007, re: Call with Fabrice on Friday (I can
understand Paulson’s equity perspective but for us to put our name on something, we have to
be sure it enhances our reputation.). 

110. Goldman Sachs/ACA email, dated January 2007, re: proposed Paulson Portfolio (Of the 123
names that were originally submitted to us for review, we have included only 55.).

111. Goldman Sachs internal email, dated January 2007, re: ABACUS - Initial Draft Engagement
Letter for ACA (What time works on the 5th to have a paulson discussion ....).

112. Goldman Sachs internal email, dated January 2007, re: GSC post (...GSC had declined given
their negative views on most of the credits that Paulson had selected.). 

113. Goldman Sachs internal email, dated January 2007, re: ABACUS Transaction - update
(...Paulson has suggested we substitute GSAMP 06-HE4 M8 and GSAMP 06-HE5 M8).

114. Goldman Sachs internal email, dated January 2007, re: ACA/Paulson (...help Paulson short
senior tranches .... ***  Still reputational risk ....). 

115. Goldman Sachs internal email, dated February 2007, re: ACA/Paulson post (My idea to broker
the short.  Paulson’s idea to work with the a manager.  My idea to discuss this with ACA who
could do supersenior at the same time. . .). 

116. Goldman Sachs internal email, dated February 2007, re: ABACUS 2007 AC1 – Marketing
Points.

117. Draft Goldman Sachs Letter Agreement to Paulson Credit Opportunities Master Ltd., February
3, 2007.  

118. Goldman Sachs internal Memorandum to Mortgage Capital Committee, dated March 12, 2007,
re: ABACUS Transaction sponsored by ACA). 
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119. Goldman Sachs internal email, dated March 2007, re: ABACUS ACA (Paulson will likely not
agree to this unless we tell them that nobody will buy these bonds if we don’t make that
change.). 

120. Goldman Sachs, ABACUS 2007-AC1, $2 Billion Synthetic CDO, Referencing a static RMBS
Portfolio, Selected by ACA Management, LLC, March 23, 2007.

121. Goldman Sachs, ABACUS 2007-AC1, LTD, Offering Circular dated April 26, 2007. (excerpt)

122. Goldman Sachs internal email, dated April 2007, re: Paulson (We need to be sensitive of the
profitability of these trades vs. profitability of abacus - we should prioritize the higher profit
margin businesses with Paulson.). 

123. Goldman Sachs internal email, dated May 2007, re: Post on Paulson and ABACUS 07-AC1
(100% Baa2 RMBS selected by ACA/Paulson). 

124. Goldman Sachs internal email, dated May 2007, re: ACA We are done ! (Thank you for your
tireless work and perseverance on this trade !! Great job.).

125. Goldman Sachs internal email, dated May 2007, re: Paulson update (...$91mm of 45-50
tranche risk that we would work on over the next few weeks - we are showing this trance to a
few accounts @ 80bps.) .   

126. Goldman Sachs internal email, dated June 2007, re: ABACUS 2007-AC1 Portfolio and OC for
BSAM (We can offer approximately $91mm Class Junior SS Notes ....). 

127. Goldman Sachs internal email, dated November 2007, re: ACA (...some of these trades have
been outright short trades for us, and some of them have been crosses for Paulson.)

128. Goldman Sachs internal email, dated April 2008,( ...our infamous ABACUS 07-AC1 .... ***
...he may think these hedges are worth a lot more than they actually are ....). 

129. Goldman Sachs Press Release:  Goldman Sachs Makes Further Comments on SEC Complaint,
April 16, 2010. 

Other Documents:

130. Goldman Sachs internal email, dated February 2007, re: Mortgage Risk - Credit residential
(...you refer to losses stemming from residual positions in old deals.  Could/should we have
cleaned up these books before and are we are doing enough right now to sell off cats and dogs
in other books throughout the division.). 
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131. Goldman Sachs internal email, dated March 2007, re: Daily Estimate 03-20-07 - Net Revenues
$111.0 M (Anything noteworthy about the losses in mortgages? *** No market rallied a bit
still short). 

132. Goldman Sachs internal email, dated July 2007, re: Mortgage Estimate (Much of the shorts are
hedges for loans and some senior AAA CDOs (basis risk), but there is also a large net short
that we are chipping away to cover - it will take time as liquidity is tough.). 

133. Goldman Sachs internal email, dated July 2007,(If the shorts when up today, shouldn’t the
longs have dropped ....). 

134. Goldman Sachs internal email, dated July 2007, ( Still have loads of index shorts vs. cash or
single name risk in mtg and credit which will bite us sometime.). 

135. Goldman Sachs internal email, dated September 2007, re: Fortune: How Goldman Sachs defies
gravity (...the short position wasn’t a bet.  It was a hedge.).

 
136. Goldman Sachs internal email, dated October 2007, (How did the reivew of the mortgage and

cdo books go?). 

137. Goldman Sachs Press Release: To avoid crises, we need more transparency, Op-ed, The
Financial Times by Lloyd Blankfein, October 13, 2009. 

138. a. Goldman Sachs Business Principles (Our clients’ interests always come first.). 
b. Goldman Sachs Code of Business Conduct and Ethics.

139. Goldman Sachs internal email, dated June 2006, (...we can over-issue that specific tranche if
it is perceived to be a good short.). 

140. Goldman Sachs internal email, dated September 2006, re: MCC Posting - ABACUS 2006-14
(Like ABACUS 06-11 we expect to hedge by crossing the tranched shorts ... so we do not
expect to retain any correlation risk.). 

141. Goldman Sachs internal Memorandum to Mortgage Capital Committee, dated July 31, 2006,
re: ABACUS 11 Structured Product Synthetic CDO (We expect to place $68.75 million of
credit-linked notes from ABACUS 11 with Aladdin for inclusion in their high-grade Altius III
and mezzanine-grade Fortius II CDO transactions, both of which are currently being arranged
by Goldman.). 

142. Goldman Sachs internal email, dated December 2006, re: Opportunities/Challenges
(Opportunities: ...ABACUS-rental strategies, according to which we “rent” our ABACUS
platform to counterparties focused on putting on macro short in the sector.). 
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143. Goldman Sachs internal email, dated March 2007, re: dinner (In last 2 years - derivatives
market created that allowed a very physical unique CUSIP market became a market where
people could get dramatically more exposure on the long side, and now people could play it
from the short side. *** Most of the synthetic flows were hedge funds getting short and CDO
vehicles getting long.).

144. Goldman Sachs internal email, dated March 2007, re: Here is the list of questions.  For the
most of the questions, each of you should be ready to have input.

145. Goldman Sachs, CDO Platform Overview, June 2007.  (excerpt)

146. Goldman Sachs internal email, dated July 2007, re: ABX Markets 07-1, 06-2, 06-1: 12:00pm
(He’s definitely the man in this space, up 2-3 bil on this trade.  We were giving him a run for
his money for a while but now are a definitive #2.). 

147. Goldman Sachs, Structured Credit Opportunity Fund, August 2007 (Almost 100% of
mezzanine risk sold through CDOs). 

148. Goldman Sachs correspondence to Financial Crisis Inquiry Commission, dated March 1, 2010,
(...the firm did not generate enormous net revenues or profits by betting against residential
mortgage-related products ....). 

149. a. Goldman Sachs, Effective Regulation: Part 1, Avoiding Another Meltdown, March 2009.
b. Goldman Sachs, Effective Regulation: Part 3, Helping Restore Transparency, June 2009.

150. Goldman Sachs Memorandum to the Mortgage Capital Committee, dated March 12, 2007, re:
ABACUS Transaction to be Lightly-Managed by ... Capital (The desk has an axe to short
structured product CDOs in bulk.  The ABACUS transactions are currently one of the unique
formats available to source efficient spread and credit protection in large size on this type of
structured product risk.)

151. Goldman Sachs internal email, dated December 2006, re: Mezz Risk (We have been thinking
collectively as a group about how to help move some of the risk.).

152. Goldman Sachs internal email, dated January 6, 2007, re: Post on Paulson (…could get
comfortable with a sufficient number of obligations that Paulson is looking to buy protection
on in ABACUS format ....).

153. Goldman Sachs internal email, dated July 2007, re: Seeking Approval: Equities Trading in
SPG (… we are looking for approval to opportunistically buy puts on certain mortgage
originators, insurers, mortgage REITs, broker-dealers, and other related names exposed to
RMBS, CMBS.).
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154. Goldman Sachs, Form 8-K, dated September 20, 2007 (Significant losses on non-prime loans
and securities were more than offset by gains on short mortgage positions.). (excerpt)

155. Goldman Sachs, SP CDO Trades.xls, dated May 2007.

156. Goldman Sachs internal email, dated March 2007, re: Full Risk for Mtg NYC ABS Equities
Portfolio on 27Mar07.

157. Goldman Sachs internal email, dated July 2007, re: Full Risk for Mtg NYC ABS Equities
Portfolio on 27Jul07.

158. Thomson StreetEvents Final Transcript, dated December 2007, re: GS - Q4 2007 Goldman
Sachs Earnings Conference Call (Our mortgage business was profitable over the year.).
(excerpt)

159. Goldman Sachs, 4Q07 Fact Sheet (Mortgages: …FY07 P&L: loans/securities -$4.8B;
derivatives +$5.9B).

160. Goldman Sachs, Securities Division Summary Highlights - Week Ending November 30, 2007
(YTD Performance of SPG - $3,742.3 mm).  (excerpt)

161. Goldman Sachs: Risk Management and the Residential Mortgage Market, April 2010.

162. Goldman Sachs Mortgage Department Total Net Short Position, February - December 2007
in $ Billions (prepared by Permanent Subcommittee on Investigations).

163. Goldman Sachs Long Cash Subprime Mortgage Exposure, Investments in Subprime Mortgage
Loans, and Investments in Subprime Mortgage Backed Securities, November 24, 2006 vs.
August 31, 2007 - in $ Billions (prepared by Permanent Subcommittee on Investigations).

164. Goldman Sachs Mortgage Department Value at Risk (VaR), December 2006 - December 2007
(in $ Millions) (prepared by Permanent Subcommittee on Investigations).

165. Goldman Sachs internal email, dated October 2006, re: BBB RMBS (do we have anything
talking about how great the BBB sector of RMBS is at this point in time...  A common response
I am hearing on both Hudson and HGS1 is a concern about the housing market and BBB in
particular?). 

166. Goldman Sachs internal emails, dated June-August 2007, re: Timberwolf sales efforts.
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167. a. Washington Mutual, Inc., Follow Up - Subprime Mortgage Market, January 2004. 
b. Goldman Sachs internal email, dated March 2007, re: Presentation in St. Petersburg, FL

(...’98-‘01 vintage originations have underperformed the market (they’ve had a number of
deals downgraded, etc.).).

c. Goldman Sachs internal email, dated November 2006, re: Cohen (Cohen Recap - They
have been getting negative feedback from CDO investors on 2  liens in general and arend

looking to unwind some of their underlying exposure). 
d. Goldman Sachs internal email, dated February 2007, re: 2006 Subprime 2nds Deals

Continue to Underperform (Collateral from all Subprime originators, large and small, has
exhibited a notable increase in delinquencies and defaults, however, deals backed by
Fremont and Long Beach collateral have generally underperformed the most.). 

e. Moody’s Investors Service, Structure Finance, Special Report, August 30, 2007, Moody’s
Update on 2006 Closed-End Second Lien RMBS: Performance and Ratings Activity to
Date (As clearly seen in the table above, a few originators stand out as the worst
performers on a loss-to-liquidation basis.  Fremont, Long Beach, Countrywide, New
Century, and First Franklin appear in 11 of the 12 worst deals by this metric.).

f. Standard and Poor’s, Credit Ratings: Long Beach Mortgage Loan Trust 2006-A

168. a. Goldman Sachs Presentation to Washington Mutual Regarding: Management of
Purchased Sub-Prime Portfolio, August 2005.

b. Goldman Sachs Presentation to Long Beach Mortgage Speciality Home Loans Regarding:
Plan for 2006, January 2006.  

169. Goldman Sachs internal email, dated January 2007, re: Sub-Prime Presentation to Viniar.

170. a. Hudson High Grade Funding 2006-1, LTD Offering Circular dated October 30, 2006. 
b. Hudson Mess 1 Trade Portfolio 11/16/2006.
c. Goldman Sachs internal email, dated October 2006, re: Hudson Mezz (...”AIB are too

smart to buy this kind of junk” ....).
d. Goldman Sachs internal email, dated October 2006, re: Structured Product New Issue

Pipeline (...guessing sales people view the syndicate ‘axe” email we have used in the past
as a way to distribute junk that nobody was dumb enough to take first time around.). 

171. a. Standard & Poor’s internal email, dated May 2006, re: Broadwick Funding (It was a known
flaw not only in that particular ABACUS trade, but in pretty much all ABACUS trades ....).

b. Standard & Poor’s internal email, dated April 2006, re: ABACUS 2006-12 - Writedowns
immediately prior to Stated Maturity (don’t even get me started on the language he
cites...which is one of the reasons I said the counterparty criteria is totally messed up.).

c. Goldman Sachs internal email, dated March 2007, re: Structured Note Methodology (by
the way, moodys should not know our price.  Tell them its par and we will charge a higher
fee if necessary.).
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172. Goldman Sachs internal emails, dated March 2007, re: Sale of Anderson CDO. 

173. Goldman Sachs internal emails, dated November 2006, re: ACA and Freemont [sic] deal
(...fremont refused to make any forward looking statements so we really got nothing from them
on the crap pools that are out there now. ). 

174. ACA Capital emails, dated January-April 2007, re: 2007 Abacus AC1 transaction. 
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MEMORANDUM 

To: Members of the Permanent Subcommittee on Investigations 

From: Senator Carl Levin, Subcommittee Chairman 
Senator Tom Coburn, Ranking Member 

Date: April 26, 20 I 0 

Re: Wall Street and the Financial Crisis: The Role of Investment Banks 

On Tuesday, April 27, 2010, beginning at 10:00 a.m., the Permanent Subcommittee on 
Investigations will hold the fourth in a senes of hearings examining some of the causes and 
consequences of the recent financial crisis. This hearing will focus on the role played by 
investment banks, using as a case study Goldman Sachs, one of the leading investment banks on 
Wall Street. 

Subcommittee Investigation. The Subcommittee initiated its investigation in 
November 2008. Since then, it has engaged in a wide-ranging inquiry, conducting more than one 
hundred interviews and depositions, collecting and reviewing millions of pages of documents, 
and consulting with dozens of government, academic, and private sector experts on banking, 
securities, financial, and legal issues. 

To provide the public with the results of its investigation, the Subcommittee has held a 
series of hearings addressing the role of high risk lending, bank regulators, and credit rating 
agencies in the financial crisis. The fourth hearing on investment banks will be the final in this 
series. A final report will be released after all hearings are held and upon the conclusion of the 
investigation. 

To date, the Subcommittee hearings have uncovered evidence that, from 2004 to 2007, 
hundreds of billions of dollars in high risk mortgages flooded u.S. financial markets. Using 
Washington Mutual ("WaMu") and its subprime lender, Long Beach Mortgage Company, as a 
case study, the first hearing showed how lenders targeted high risk borrowers and engaged in 
risky lending practices such as little or no verification of borrower income, minimal 
documentation, high loan-to-value ratios, negative amortization, teaser rates, and delayed 
assessments of higher loan payments that could cause payment shock and increased defaults. 
That hearing also showed how lenders not only ignored signs of massive loan fraud, but also 
securitized and sold loans known to contain fraudulent borrower information as well as loans 
viewed as likely to become delinquent. 

In its second hearing, the Subcommittee showed that regulators saw the problems at 
WaMu and understood the risk, but sat on their hands or fought each other instead of using their 
authority to prevent high-risk mortgages from flooding the financial system. In the third hearing, 
the Subcommittee provided evidence that conflicts of interest at the credit rating agencies were a 
central factor in their poor ratings of mortgage products. The documents showed that the credit 
rating agencies bowed to pressure from investment bankers and, using outmoded data and 

Permnnent Subcommittee on Investigations 
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financial models, gave AAA ratings to financial products backed by high risk mortgages, 
labeling them as safe investments despite the risk.  Even after the high risk mortgages began 
incurring record rates of delinquency in 2006, the credit rating agencies delayed adjusting their 
ratings until July 2007.  When they finally initiated a series of mass downgrades, it shocked the 
financial markets, hammered the value of mortgage related securities, and contributed to the 
collapse of the secondary markets for subprime mortgage related securities.   
 

Role of Investment Banks.  Historically, investment banks helped raise capital for 
business and other endeavors by helping to design, finance, and sell financial products like 
stocks or bonds.  Today, they also participate in a wide range of financial activities, including 
trading derivatives and commodities.  Large investment banks are often affiliated with major 
banks or broker-dealers.  When a lender like Washington Mutual Bank wanted to package and 
sell its mortgage loans, for example, it often hired an investment bank like Goldman Sachs to 
design its mortgage backed securities and sell them to investors.  Investment banks perform these 
services in exchange for fees. 
 

If an investment bank agrees to act as an “underwriter” for the issuance of a new security 
to the public, it typically bears the risk of those securities on its books until the securities are 
sold.  By law, securities sold to the public must be registered with the Securities and Exchange 
Commission (SEC).  Registration statements explain the purpose of a proposed public offering, 
an issuer’s operations and management, key financial data, and other important facts to potential 
investors.  Any offering document, or prospectus, given to the investing public must also be filed 
with the SEC.  If a security is not offered to the general public, it can still be offered to investors 
through a “private placement.”  Investment banks often act as the “placement agent,” performing 
intermediary services between those seeking to raise money and investors.  Solicitation 
documents in connection with private placements are not filed with the SEC.  Under the federal 
securities laws, investment banks that act as an underwriter or placement agent are liable for any 
material misrepresentations or omissions of material facts made in connection with a solicitation 
or sale of the securities to investors.  

 
Mortgage-backed securities were generally registered with the SEC, while collateralized 

debt obligations were generally sold to investors as private offerings.  Investment banks sold 
both types of securities primarily to large institutional investors, such as other banks, pension 
funds, insurance companies, municipalities, university endowments, and hedge funds. 

 
Investment banks sometimes take on the role of “market makers” for securities and other 

assets that they sell to their clients, meaning that, in order to facilitate client orders to buy or sell, 
an investment bank may acquire an inventory of assets and make them available for client 
transactions.  In addition, investment banks may buy and sell assets for their own account, which 
is called “proprietary trading.”  The largest U.S. investment banks engage in a significant amount 
of proprietary trading that generates substantial revenues.  Investment banks generally use the 
same inventory of assets to carry out both their market-making and proprietary trading activities.  
Investment banks also typically have an inventory or portfolio of assets that they intend to keep 
as long term investments.   
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Investment banks that carry out market-making and proprietary trading activities are 
required—by their banking regulator in the case of banks and bank holding companies, and by 
the SEC in the case of broker-dealers—to track their investments and maintain sufficient risk-
based capital to meet their regulatory requirements.  Many investment banks, including Goldman 
Sachs, use complex automated systems to analyze the “Value at Risk” (“VaR”) associated with 
their holdings.  To reduce the VaR attached to their holdings, investment banks employ a variety 
of methods to offset or “hedge” the risk.  These methods can include diversifying their assets, 
taking a short position on securities, purchasing loss protection through insurance or credit 
default swaps, and trading on indices whose assets increase in value as the value falls for the 
assets subject to the hedge. 
 

Structured Finance.  Since 2000, investment banks have devised increasingly complex 
financial instruments to sell to investors.  These instruments are often referred to as “structured 
finance” products.   

 
Residential mortgage backed securities (“RMBS”) are one of the oldest types of 

structured finance products.  To create RMBS securities, issuers work with investment banks to 
bundle large numbers of home loans into a loan pool and then calculate the revenue stream 
coming into the loan pool from the individual mortgages.  They then design a “waterfall” that 
delivers a stream of revenues in sequential order to specific “tranches.”  The first tranche is at the 
top of the waterfall and is typically the first to receive revenues from the mortgage pool.  Since 
that tranche is guaranteed to be paid first, it is the safest investment in the pool.  The issuer 
creates a security linked to that first tranche.  That security typically receives an AAA credit 
rating since its revenue stream is the most secure.     

 
The security created from the next tranche receives the same or a lower credit rating and 

so on until the waterfall reaches the “equity” tranche at the bottom.  The equity tranche typically 
receives no rating since it is the last to be paid, and therefore the first to incur losses if mortgages 
in the loan pool default.  Since virtually every mortgage pool has at least some mortgages that 
default, equity tranches are intended to provide loss protection for the tranches above it.  Because 
equity tranches are riskier, however, they often receive a higher interest rate and can be 
profitable.  One mortgage pool might produce a dozen or more tranches, each of which is used to 
create a residential mortgage backed security that is rated and then sold to investors. 

 
 Collateralized Debt Obligations (“CDOs”) are another, more complex type of structured 

finance product that involves the re-securitization of existing income-producing assets.  From 
2004 through 2007, many CDOs included RMBS securities from multiple mortgage pools.  For 
example, a CDO might contain BBB rated securities from 100 different residential mortgage 
pools.  CDOs can also contain other types of assets, such as commercial mortgage backed 
securities, corporate bonds, or other CDO securities.  These CDOs are often called “cash CDOs,” 
because they receive revenues from the underlying securities and other assets.  The most senior 
tranches of these CDOs may be rated AAA, even if all of the underlying assets are rated BBB. 

 
Investment banks also created “synthetic CDOs,” which mimicked cash CDOs, but did 

not contain actual mortgages or other assets that produced income.  Instead, they simply 
“referenced” existing assets and then allowed investors to place bets on the value of those 
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referenced assets.  Investors who believed the referenced assets would increase in value received 
revenues from counterparties who paid monthly premiums to the CDO in exchange for obtaining 
“insurance” that paid off if the referenced assets incurred a loss or other negative credit event.  
Investors in synthetic CDOs who believed the referenced assets would increase in value were 
said to be on the “long” side, while investors who believed the assets would fail were said to be 
on the “short” side.  Investment banks also created hybrid CDOs which contained some actual 
assets as well as credit default swaps referencing other assets. 

 
Cash, synthetic, and hybrid CDOs all pooled the payments they received, designed a 

waterfall assigning portions of the revenues to tranches set up in a certain order, created 
securities linked to the various tranches, and then sold the CDO securities to investors.  Some 
CDOs employed a “portfolio selection agent” to select the initial assets for the CDO.  In 
addition, some CDOs were designed so that the assets could be changed over time, in which case 
a “collateral manager” was typically hired to select both the initial and subsequent assets.   
 

In addition to designing these structured finance instruments, investment banks paid 
credit rating agencies to rate the resulting RMBS and CDO securities.  Typically the top several 
tranches in a pool would receive AAA ratings for their securities, with all or most of the 
remaining tranches assigned investment grade ratings down to BBB.  Credit ratings were 
intended to simplify the review process, help investors identify the riskiness of each security, and 
facilitate purchasing decisions.   
 

Shorting the Mortgage Market.  Commonly, investors purchased RMBS or CDO 
securities as long-term investments that produced a steady income.  They did not seek to sell 
them, and there was little secondary market in which these securities were bought or sold on a 
regular basis.   

 
In 2006, the high risk mortgages underlying these securities began to incur record levels 

of delinquencies.  Some investors, worried about the value of their holdings, sought to sell their 
RMBS or CDO securities, but had a difficult time doing so due to the lack of an active market.  
Some managed to sell their high risk RMBS securities to investment banks assembling cash 
CDOs.   
 

Instead of selling their RMBS or CDO securities, some investors purchased “insurance” 
against a loss by buying a credit default swap (CDS) that would pay off if the specified securities 
incurred losses or experienced other negative credit events.  By 2005, investment banks had 
standardized CDS contracts for RMBS and CDO securities, making this a practical alternative.   

 
Much like insurance, the buyer of a CDS contract paid a periodic premium to the CDS 

seller, who guaranteed the referenced security against loss.  CDS contracts referencing a single 
security or corporate bond became known as “single name” CDS contracts.  If the referenced 
security later incurred a loss, the CDS seller had to pay an agreed-upon amount to the CDS buyer 
to cover the loss.  Some investors began to purchase single name CDS contracts, not as a hedge 
to offset losses from RMBS or CDO securities they owned, but as a way to profit from particular 
RMBS or CDO securities they predicted would lose money.  CDS contracts that paid off on 
securities that were not owned by the CDS buyer were known as “naked credit default swaps.”  
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Some investors purchased large numbers of these CDS contracts in a concerted strategy to profit 
from mortgage backed securities they believed would fail. 

 
Investment banks took the CDS approach a step further.  In 2006, a consortium of 

investment banks led by Goldman Sachs among others launched the ABX index, which tracked 
the performance of 20 subprime RMBS securities.  Borrowing from longstanding practice in 
commodities markets, investors could buy and sell contracts linked to the value of the ABX 
index.  According to a Goldman Sachs employee, the ABX index “introduced a standardized tool 
that allow[ed] clients to quickly gain exposure to the asset class.”  An investor – or investment 
bank – taking a short position on ABX contracts was, in effect, placing a bet that the basket of 
RMBS securities would lose value. 

 
Synthetic CDOs provided still another vehicle for shorting the mortgage market.  In this 

approach, an investment bank created a synthetic CDO that referenced a variety of RMBS 
securities.  One or more investors took the “short” position by paying premiums into the CDO in 
exchange for a promise that the CDO would pay off if the referenced assets incurred losses or 
other negative credit events.  If the event of a default, the CDO would have to pay an agreed-
upon amount to the short investor to cover the loss, removing income from the CDO and 
possibly causing losses for the “long” investors.  Synthetic CDOs became a way for investors to 
short multiple specific RMBS securities that they expected would incur losses.   
 

Goldman Sachs.  Goldman Sachs was first established in 1869.  Originally a private 
partnership, in 1999, it became a publicly traded corporation.  In 2008, it converted to a bank 
holding company, in part to gain access to Federal Reserve lending programs.  Its headquarters 
are located in New York City’s Wall Street and the firm manages about $870 billion in assets.  
Goldman employs about 14,000 employees in the United States, and 32,500 worldwide.  In 
2007, it paid about $68 million in compensation to its CEO Lloyd Blankfein. 

 
Goldman Sachs’ mortgage department had several trading desks responsible for 

purchasing and selling virtually all of the firm’s mortgage related assets, including RMBS and 
CDO securities.  Goldman Sachs maintained an inventory of RMBS and CDO securities to carry 
out activities for its clients and proprietary trading for the firm.  In 2006 and 2007, it underwrote 
approximately 86 RMBS and 27 CDOs referencing RMBS assets.1

 

  Of the 27 CDOs, 84 percent 
were hybrid CDOs, 15 percent were synthetic, and only about 1 percent were cash CDOs with 
physical assets. 

 Mortgage Securitizations.  From 2004 through 2007, Goldman Sachs was an active 
participant in the mortgage market, particularly in the area of securitization.  On multiple 
occasions, it helped lenders like Long Beach Mortgage Company, Fremont Loan & Investment, 
and New Century Mortgage, securitize billions of dollars in poor quality, high risk mortgages 
and sold them to investors.  In doing so, Goldman Sachs provided these lenders with additional 
liquidity  to make even more bad loans, many of which were included in risky securities.  Two 
examples illustrate Goldman Sachs’ role in the securitization process. 
 

                                                           
1Goldman Sachs document prepared for the Subcommittee, undated, GS-PSI-00265.  
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The first example involves Washington Mutual (“WaMu”) and its subprime lender Long 
Beach.  An exhibit from the Subcommittee’s first hearing shows that WaMu, Long Beach, and 
Goldman Sachs collaborated on at least $14 billion in loan sales and securitizations,2

 

 even 
though Long Beach originated some of the worst performing subprime mortgages in the 
country.  In 2003, WaMu halted all Long Beach securitizations and sent a legal team for three 
months to clean up the company’s problems, before allowing securitizations to resume in 2004.  
In 2005, Long Beach saw a surge of early payment defaults on its loans and had to repurchase 
over $875 million of nonperforming loans from investors, as well as book a $107 million loss.  
Internal audits of Long Beach and examinations by the Office of Thrift Supervision repeatedly 
identified lax lending standards, poor controls over loan officers ignoring credit requirements, 
and loans subject to fraud, appraisal problems, and errors.  Long Beach securitizations had 
among the worst credit losses in the industry from 1999-2003, and in 2005 and 2006 Long Beach 
securities were among the worst performing in the market.  

Nevertheless, in May 2006 Goldman Sachs acted as co-lead underwriter with WaMu to 
securitize about $532 million in subprime second lien, fixed rate mortgages originated by Long 
Beach.  Long Beach Mortgage Loan Trust 2006-A (“LBMLT 2006-A”) issued about $495 
million in RMBS securities backed by the Long Beach high risk mortgages. The top three 
tranches, representing 66 percent of the principal loan balance, received AAA ratings from S&P, 
even though the pool contained high risk, subprime second lien mortgages—loans for which 
there was little prospect of recovering collateral in the event of a housing downturn—issued by 
one of the nation’s worst mortgage lenders.  In this instance, Goldman Sachs was able, with the 
help of the ratings agencies, to turn two-thirds of that extremely risky debt into AAA-rated 
securities.  Goldman Sachs then sold the Long Beach securities to investors.  
 

In less than a year, the Long Beach loans started to become delinquent.  By May 2007, 
the cumulative net loss on the underlying mortgage pool jumped to over 12 percent, wiping out a 
significant amount of the deal’s loss protection and causing S&P to downgrade 6 out of 7 of the 
mezzanine tranches of the securitization.  The Long Beach securities plummeted in value.  
Goldman Sachs owned some of the mezzanine securities, but had also placed a bet against them 
by purchasing a credit default swap that paid off if the securities incurred loss.  One Goldman 
employee, upon learning of the Long Beach losses, wrote in an email to management: “bad 
news… [the loss] wipes out the m6s and makes a wipeout of the m5 imminent… costs us about 
2.5[million dollars]… good news… we own 10[million dollars] protection at the m6… we make 
$5[million].”  Ultimately, in this transaction, Goldman Sachs profited from the decline of the 
very security it had earlier sold to clients.  By May 2008—only two years later—even the AAA 
securities in LBMLT 2006-A had been downgraded to default status.  By March 2010, the 
securities recorded a cumulative net loss of over 66 percent. 

 
A second example involves Fremont, another poor performing subprime lender.  In the 

first calendar quarter of 2007, Goldman Sachs helped Fremont securitize over $1 billion in high 
risk loans by creating GSAMP Trust 2007-FM1 and GSAMP Trust 2007-FM2.3

                                                           
2 See Exhibit 47b, Subcommittee hearing on Wall Street and the Financial Crisis: The Role of High Risk Home 
Loans, April 13, 2010. 

  In March 2007, 

3 See Exhibit 93f, Subcommittee hearing on Wall Street and the Financial Crisis: The Role of the Credit Rating 
Agencies, April 23, 2010. 
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Fremont reported in an 8-K filing with the SEC that the California Court of Appeals had found 
sufficient evidence in a lawsuit filed by the California Insurance Commissioner that Fremont was 
“[m]arketing and extending adjustable–rate mortgage products to subprime borrowers in an 
unsafe and unsound manner that greatly increases the risk that borrowers will default on the 
loans or otherwise causes losses.”  That same month, Fremont received a public cease and desist 
order from the Federal Deposit Insurance Corporation (“FDIC”) due to fraud and lax 
underwriting standards affecting its mortgage loans.  Fremont halted all subprime originations by 
March 2007.  Moody’s and S&P rated the Fremont securities, even though analysts at both firms 
expressed concern about the quality of Fremont loans.  Both agencies gave AAA ratings to the 
top 5 tranches of the securitization.  Goldman Sachs sold the Fremont securities to investors, 
while at the same time purchasing $15 million in credit default swaps referencing some of the 
Fremont securities.4

 

  A little over a year later, every tranche in the security was downgraded to 
junk status.  It is unclear what recovery Goldman Sachs received from its credit default swap.  

Goldman Sachs has stated that it had a process for evaluating lenders and, as a result of 
its process, terminated relationships with “dozens of originators.”  It has also stated that it 
employed internal and third party due diligence reviews of individual loans in mortgage pools 
backing Goldman Sachs RMBS securities to ensure it did not accept loans with “potentially 
significant legal regulatory compliance or other issues.”5

 
    

In addition to RMBS securities, Goldman Sachs was active in the CDO market.  A 
September 2007 internal presentation to its Board of Directors listed Goldman Sachs as the 
fourth largest CDO underwriter in the country, with 14 CDO transactions in 2006 involving $16 
billion, and 12 deals in the first half of 2007, involving $8.3 billion.6

 

  These transactions 
included about 16 CDOs on the Abacus platform, involving over $10 billion in referenced assets; 
Hudson CDO involving $2 billion, a $300 million Anderson CDO, and a $1 billion Timberwolf 
CDO. 

Goldman Sachs Shorting the Mortgage Market.   Goldman Sachs senior management 
closely monitored the holdings and the profit and loss performance of its mortgage department.  
In late 2006, when high risk mortgages began showing record delinquency rates, and the value of 
RMBS and CDO securities began falling generally, Goldman Sachs Chief Financial Officer 
David Viniar convened a meeting on December 14, 2006, to examine the data and consider how 
to respond.   

 
Beginning in early 2007, Goldman Sachs initiated an intensive effort to not only reduce 

its mortgage risk exposure, but profit from high risk RMBS and CDO securities incurring losses.  
A presentation to the Goldman Sachs Board of Directors identified a number of actions taken 
during the year, including:  “Shorted synthetics” and “Shorted CDOs and RMBS.”7

 
 

                                                           
4 See Goldman Sachs spreadsheet, GS MBS-E-013648131. 
5 “Goldman Sachs:  Risk Management and Residential Mortgage Market,” provided to the Subcommittee on 
4/24/10, at 3-4. 
6 Presentation to GS Board of Directors, Residential Mortgage Business, 9/17/07, GS MBS-E-001793853, Exhibit 
41. 
7 Presentation to GS Board of Directors, Residential Mortgage Business, 9/17/07, GS MBS-E-001793844, Exhibit 
41. 
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The 2009 Goldman Sachs annual report states that the firm “did not generate enormous 
net revenues by betting against residential related products.”  Documents obtained by the 
Subcommittee, however, indicate otherwise. Two top Goldman mortgage traders, Michael 
Swenson and Joshua Birnbaum, discussed in their 2007 performance self-evaluations the “very 
profitable year” and “extraordinary profits” that came from shorting the mortgage market that 
year.  One bragged about “aggressively” entering into “efficient shorts in both the RMBS and 
CDO space,” while the other reported that “contrary to the prevailing opinion” that the firm 
needed only to “get close to home,” he “concluded that we should not only get flat, but get 
VERY short.”8

  

  Goldman Sachs documents show that the firm was short in the mortgage market 
throughout 2007, and that, twice in 2007, it established and then cashed in very large short 
positions in mortgage related securities, generating billions of dollars in gross revenues. 

 At times, the net short position accumulated by Goldman Sachs was as large as $13.9 
billion.  The short positions held by the firm’s mortgage department became so large that 
according to the Goldman Sachs risk measurements, the positions comprised 53 percent of the 
firm’s overall risk, according to Goldman Sachs own Value-at-Risk (VaR) measures.9

 

  Senior 
management had to repeatedly allow the mortgage department to exceed the VaR limits that had 
been established by the firm. 

Beginning in July 2007 and continuing into the next year, credit rating agencies 
downgraded hundreds of RMBS and CDO securities.  On one day in October 2007, they 
downgraded $32 billion in mortgage related securities, causing substantial losses for investors.  
A Goldman Sachs manager reacted to the news by noting that Goldman had bet against those 
securities by purchasing credit default swaps.  His colleague responded:  “Sounds like we will 
make some serious money.”  The reply:  “Yes we are well positioned.”10  In the end, Goldman 
Sachs profited from the failure of many of the RMBS and CDO securities it had underwrote and 
sold.  As Goldman Sachs CEO Lloyd Blankfein explained in a November 2007 email:  “Of 
course we didn’t dodge the mortgage mess.  We lost money, then made more than we lost 
because of shorts.”11

 
 

 Conflict Between Proprietary and Client Trading.  After Goldman Sachs decided to 
reduce its mortgage holdings, the sales force was instructed to try to sell some of its mortgage 
related assets, and the risks associated with them, to Goldman Sachs clients.  In response, 
Goldman Sachs personnel issued and sold to clients RMBS and CDO securities containing or 
referencing high risk assets that Goldman Sachs wanted to get off its books.  Three examples 
demonstrate how Goldman Sachs continued to sell mortgage related products to its clients, while 
profiting from the decline of the mortgage market.  
 

Hudson Mezzanine 2006-1 (“Hudson 1”) was a synthetic CDO that referenced $2 billion 
in subprime BBB-rated RMBS securities.  This CDO was underwritten and sold by Goldman 
Sachs in December 2006.  Goldman Sachs selected the referenced assets, collaborating with its 

                                                           
8 2007 performance self-evaluations by Michael Swenson, Joshua Birnbaum, GS-PSI-01974, 2400, Exhibit 55b-c. 
9 See Goldman Sachs Market Risk Report, 8/14/07, GS MBS-E-012380294, Exhibit 35. 
10 Email exchange between Michael Swenson and Donald Mullen, 10/11/07, GS MBS-E-016031234. 
11 Email from Lloyd Blankfein to David Viniar and others, 11/18/07, GS MBS-E-009696333. 
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mortgage traders to identify BBB rated assets on its books.  About $800 million in subprime 
RMBS securities and $1.2 billion in ABX index contracts were referenced in the CDO.  
Goldman executives told the Subcommittee that the company was trying to remove BBB assets 
from the company books during this period of time.  Goldman Sachs was the sole short investor 
in this proprietary deal, buying protection on all $2 billion in referenced assets and essentially 
placing a bet that the assets would lose value.  Goldman Sachs personnel placed a high priority 
on selling the Hudson securities.  Evidence of this is illustrated by the Hudson 1 deal being 
pushed ahead of a client transaction.  One Goldman Sachs employee noted that a client was 
“upset that we are delaying their deal.  They know that Hudson Mezz (GS prop deal) is pushing 
their deal back.”12

 

  Less than 18 months later, the AAA securities had been downgraded to junk 
status.  Goldman Sachs as the sole short investor would have been compensated for these losses, 
and investors who purchased the Hudson securities would have lost an equivalent amount.  
Goldman Sachs profited from the loss in value of the very CDO securities it had sold to its 
clients. 

 Anderson Mezzanine Funding 2007-1 was a synthetic CDO referencing about $300 
million in subprime RMBS BBB securities.  Goldman Sachs structured the deal and participated 
as one of the short investors, buying loss protection for $140 million, or nearly 50 percent, of the 
referenced assets.  During the first calendar quarter of 2007, Goldman Sachs underwrote and sold 
the Anderson CDO securities.  Most of the referenced assets were subprime RMBS securities, 
backed by high risk mortgages.  The largest originator of the high risk mortgages was New 
Century Mortgage, a lender which was known for poor quality loans and which Goldman Sachs 
knew was in poor financial condition.  Goldman senior managers directed their sales force to sell 
the Anderson securities quickly due to “poor subprime news.”  In fact, Goldman manager 
Jonathan Egol advised Goldman personnel to sell the Anderson securities before completing an 
Abacus deal:  “Given risk priorities, subprime news and market conditions, we need to discuss 
side-lining this deal ([Abacus 2007-]AC1) in favor of prioritizing Anderson in the short term.”13

 A third example involves Timberwolf I, a hybrid cash/synthetic $1 billion CDO squared, 
which Goldman Sachs underwrote and sold in the first calendar quarter of 2007.  A significant 
portion of the referenced assets were CDO securities backed by subprime RMBS mortgages.  
Some of the referenced assets were backed by Washington Mutual Option ARM mortgages, high 
risk mortgages whose value was dropping as housing prices declined.  A memorandum sent to 
the Goldman Sachs Mortgage Capital Committee indicated that the Timberwolf CDO would 
contain 50 percent CDO securities and 50 percent collateralized loan obligation (“CLO”) 
securities, but Goldman Sachs told the Subcommittee that, since the value of the CLOs had 
improved, the firm had sold the best-performing CLO securities separately.  In the end, 
Timberwolf referenced assets consisted of 94 percent CDO securities, including about $15 
million in Abacus CDO securities.  Goldman Sachs was the short investor for many of the 
Timberwolf referenced assets, including the Abacus securities, betting that they would decline in 
value.  

  
The top rating given to the Anderson securities was BBB; about 7 months after the securities 
were sold, Anderson was downgraded to junk status.    

                                                           
12 Email to Daniel Sparks, 10/16/06, GS MBS-E-010916991. 
13 Email from Mr. Egol to Goldman Sachs personnel, Re: Abacus AC1, 3/2/07, GS MBS-E-002676413.  
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 A senior executive in Goldman Sachs sales expressed concern about what representations 
might be made to clients about the Timberwolf CDO squared, but other Goldman personnel 
urged the sales force to treat Timberwolf securities as a priority.  An email from Dan Sparks, 
head of the Goldman Sachs mortgage department, urged Goldman personnel working on a 
potential Korean sale to “[g]et ‘er done,” and sent a mass email to the sales force promising 
“ginormous credits” for selling the securities.  A congratulatory email was sent to an employee 
who sold a number of the securities:  “Great job … trading us out of our entire Timberwolf 
Single-A position.”  In mid-spring, Goldman Sachs sold about $300 million of Timberwolf 
securities to Bear Stearns Asset Management, one of the offshore hedge funds that collapsed 
during the summer.  Within five months of issuance, the CDO lost 80 percent of its value, and 
was later liquidated in 2008.  The AAA securities issued in March 2007, were downgraded to 
junk status in just over a year.  The Goldman trader responsible for managing the deal later 
characterized the day that Timberwolf was issued as “a day that will live in infamy.”14  A senior 
Goldman executive described the deal as follows:  “Boy that timeberwof [sic] was one shi**y 
deal.”15

 Abacus 2007- AC1.  In addition to the Hudson, Anderson, and Timberwolf CDOs, 
Goldman Sachs developed and sold a series of about 16 Abacus synthetic CDOs.  One Abacus 
transaction in particular, Abacus 2007-AC1, has attracted attention due to allegations that 
Goldman Sachs failed to disclose that its portfolio of referenced RMBS assets was selected in 
part by a hedge fund betting against the CDO.  On April 16, 2010, the SEC filed a civil 
complaint against Goldman Sachs and one of its employees, Fabrice Tourre, in connection with 
this transaction. 

  

 
Abacus 2007- AC1 is a $2 billion synthetic CDO which closed on April 26, 2007.  The 

referenced assets were primarily BBB rated RMBS securities backed by subprime mortgages.  
Goldman structured, served as the placement agent, and sold this CDO’s securities to investors, 
including a German bank, IKB.  

Documents indicate that Goldman Sachs initiated this transaction at the request of 
Paulson & Co., a hedge fund ran by John Paulson, who had very negative views of high risk 
residential mortgages, RMBS securities, and the housing market.  Goldman records refer to 
Paulson & Co. as the “sponsor” of the deal, and internal Goldman documents indicate that the 
deal was structured so that his company could serve as the “short” investor – that is, the investor 
who would buy loss protection that would pay off if the referenced assets lost value.  In order for 
the transaction to go forward, Goldman Sachs had to find one or more investors willing to take 
the “long” side – that is, bet that the referenced RMBS securities would increase in value.  In 
early 2007, that was becoming increasingly difficult as confidence in the mortgage market began 
to erode.   

The investor Goldman Sachs located, IKB, indicated that it was interested only in CDOs 
that, unlike prior Abacus transactions, made use of an independent portfolio selection agent to 
select the referenced assets.  Goldman Sachs determined that it would use an independent 
portfolio selection agent and eventually settled on ACA Management, LLC, an established 
company that had selected assets for other CDO transactions.  Internal Goldman memoranda 
                                                           
14 Email from Mr. Bieber, “Re: Timberwolf,” 9/17/07, GS MBS-E-000766370. 
15 Email from Mr. Montag, “Re: Few trade posts,” 6/22/07, GS MBS-E-010849103. 
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indicated that it planned to rely on ACA’s reputation to encourage investors to buy the CDO 
securities.    

The documents also indicate that, rather than develop a portfolio of assets, Goldman 
Sachs asked ACA to work with Paulson & Co. to review a portfolio of RMBS securities that had 
already been identified.  ACA representatives told the Subcommittee that they were not told that 
Paulson & Co. would be taking a short position in the CDO, but instead believed that Paulson & 
Co. would be investing in the equity tranche of the CDO, so that its interests were aligned with 
those of other Abacus investors.  The documents indicate, however, that Paulson & Co. helped to 
select the assets even though it intended to take the short position only on the referenced assets.  
In January and February 2007, ACA and Paulson & Co. held several meetings and finally came 
to an agreement on a list of 90 RMBS securities for the Abacus CDO.   

Goldman Sachs asked Moody’s and Standard & Poor’s to rate the Abacus transaction.  
Eric Kolchinsky, then a Moody’s managing director who oversaw its CDO ratings, told the 
Subcommittee in sworn testimony at an April 23, 2010 hearing on credit rating agencies, that he 
did not know of Mr. Paulson’s involvement with the Abacus CDO, did not know of his 
involvement with selecting the referenced assets, and believed his staff did not know either.  He 
said that he would have wanted to know that fact before rating Abacus, explaining: “It just 
changes the whole dynamic of the structure, where the person who’s putting it together, choosing 
it, wants it to blow up.”  Both Moody’s and Standard & Poor’s gave AAA ratings to several of 
the Abacus CDO tranches.  
 
 Goldman Sachs prepared marketing materials for the CDO, including a term sheet, flip 
book, and offering memorandum.  None mentioned Paulson & Co. or its role in the asset 
selection process.  Instead, the materials emphasized the role of ACA as an independent portfolio 
selection agent.   
 
 The CDO closed and its securities went on sale in April 2007.  IKB, the German bank, 
purchased $150 million in AAA-rated Abacus securities.  ACA purchased about $42 million in 
AAA securities and sold protection on about $900 million of the deal.  Paulson & Co. paid 
Goldman Sachs $15 million for structuring the deal.  Within months, however, the mortgages 
started defaulting, and Abacus started incurring losses.  Six months later, in October 2007, 83 
percent of the securities were downgraded, including the AAA securities.  By January, 99 
percent were downgraded.  IKB and ACA lost over $1 billion, while Paulson & Co. pocketed a 
similar amount.  
 
 In the Abacus CDO transaction, one set of investors wanted the referenced assets to 
increase in value, while the other wanted them to decrease in value.  Goldman Sachs knew that 
the referenced assets in the CDO had been selected in part by an investor who wanted the assets 
to decrease in value, without informing the other investors.  A Senate committee examining a 
similar situation in the 1930s, made this observation: 
 

“[Investors] must believe that their investment banker would not offer them the bonds 
unless the banker believed them to be safe.  This throws a heavy responsibility upon the 
banker.  He may and does make mistakes.  There is no way that he can avoid making 
mistakes because he is human and because in this world, things are only relatively secure. 
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There is no such thing as absolute security.  But while the banker may make mistakes, he 
must never make the mistake of offering investments to his clients which he does not 
believe to be good.” 

 By the end of 2007, Goldman Sachs personnel were reporting client anger from losses 
incurred in connection with Abacus and other CDOs.  One employee wrote to Mr. Sparks as 
follows:  “Real bad feeling across European sales about some of the trades we did with clients.  
The damage this has done to our franchise is very significant.”16

Subcommittee Findings.  Based upon the Subcommittee’s ongoing investigation, we 
make the following findings of fact regarding the role of investment banks in the recent financial 
crisis. 

 

 
(1) Securitizing High Risk Mortgages.  From 2004 to 2007, in exchange for lucrative fees, 
Goldman Sachs helped lenders like Long Beach, Fremont, and New Century, securitize high 
risk, poor quality loans, obtain favorable credit ratings for the resulting residential mortgage 
backed securities (RMBS), and sell the RMBS securities to investors, pushing billions of 
dollars of risky mortgages into the financial system.  
 
(2) Magnifying Risk.  Goldman Sachs magnified the impact of toxic mortgages on financial 
markets by re-securitizing RMBS securities in collateralized debt obligations (CDOs), 
referencing them in synthetic CDOs, selling the CDO securities to investors, and using credit 
default swaps and index trading to profit from the failure of the same RMBS and CDO 
securities it sold.  
 
(3)  Shorting the Mortgage Market.  As high risk mortgage delinquencies increased, and 
RMBS and CDO securities began to lose value, Goldman Sachs took a net short position on 
the mortgage market, remaining net short throughout 2007, and cashed in very large short 
positions, generating billions of dollars in gain.  

 
(4)  Conflict Between Client and Proprietary Trading.  In 2007, Goldman Sachs went 
beyond its role as market maker for clients seeking to buy or sell mortgage related securities, 
traded billions of dollars in mortgage related assets for the benefit of the firm without 
disclosing its proprietary positions to clients, and instructed its sales force to sell mortgage 
related assets, including high risk RMBS and CDO securities that Goldman Sachs wanted to 
get off its books, creating a conflict between the firm’s proprietary interests and the interests 
of its clients.  
   
(5) Abacus Transaction.  Goldman Sachs structured, underwrote, and sold a synthetic CDO 
called Abacus 2007-AC1, did not disclose to the Moody’s analyst overseeing the rating of 
the CDO that a hedge fund client taking a short position in the CDO had helped to select the 
referenced assets, and also did not disclose that fact to other investors.   

 

                                                           
16 Email to Daniel Sparks, 10/12/07, GS MBS-E-013706095. 
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(6)  Using Naked Credit Default Swaps.  Goldman Sachs used credit default swaps (CDS) 
on assets it did not own to bet against the mortgage market through single name and index 
CDS transactions, generating substantial revenues in the process. 
 
 



Excerpts from Documents Related to Goldman Sachs: 
Short Positions and Profits 

"Tells you what might be happening to people who don't have the big short." 
--Goldman Sachs email from David Viniar, 7flS /07. OS MBS-E-009861799, Exhibit 26 

"So what happened to us? ... In market risk - you saw in our 2nd and 3rd qtr results that we made 
money despite our inherently long cash positions. - because starting early in '07 our mortgage 
trading desk started putting on big short positions ... and did so in enough quantity that we were 
net short, and made money (substantial $$ in the 3rd quarter) as the subprirne market weakened." 

-- Goldman Sachs, Tax Dcparunent Presentation by Craig Broderick, Chief Risk Officer, 
lOfl9/07, OS MBS-E-OIOO\8512, Exhibit 48 

"Over the last few months, our risk reduction program consisted of: (1) selling index outright (2) 
buying single name protection (3) buying protection on super~senior portions of the BBBIBBB· 
index (40· 100% of the index) .... We sold around $3 billion in the mid~30bps range." "That is 
good for us position·wise, bad for account who wrote that protection ... but could hurt our CDO 
pipeline position as COOs will be hard to do." 

~~ Goldman Sachs email by Daniel Sparks and forwarded to Lloyd Blankfdn, 21 14/07, 
GS MBS·E·009354 10, Exhibit 8 

"We have a big short on and we can stay short names that we know the market hates and cover a 
bit this short with cbass~type names." 

~~ Goldman Sachs email from Fabrice Tourre, 12118/06, GS MBS-E·002618871 , Exhibit 4 

"The Mortgage business' revenues were primarily driven by synthetic short positions ... which 
benefited from spread widening. These gains were partially offsct by losses incurred in our cash 
inventory, most notably in our warehousing of financial assets to be securitized in connection 
with CDO's." - Goldman Sachs email received by David Viniar, 3/9/07, GS MBS-E~OO9762678, Exhibit 16 

"We should add the various things we have done - getting short CDS on RMBS and COOs, 
getting short the super~senior BBB~ and BBB index, getting short the SSS index as overall 
protection." "[1]n the synlhetics space, the desk started the quarter with long $6.0bn notional 
ASS BBB~ risk and shifted the position to net short $1 Obn notional by reducing the longs in 
ABX BBB- and increasing shorts in single name CDS." "[T]hc business has purchased $60mm 
notional of equity put options on subprime lenders as risk mitigant to overall subprimc business." 

•• Goldman Sachs email exchange with Daniel Sparks rc mortgage presentation to the Board, 31\ 0/07, 
GS MBS· E·013323395, Exhibit 17 

"1 Q 2007" - "OS reverses long market position through purchase of single name CDS and 
reductions of ABX" 

- Goldman Sachs, Presentation to OS Board of Directors, Subprime Mortgage Business, 3126/07, 
GS MBS-E-005565527. Exhibit 22 

"Mergers, overnight asia, especially short mortgages saved the day." 
~~ Goldman Sachs emai l from David Viniar 10 Lloyd Blankfem, 7124J07, 

GS MBS-E-00960033, Exhibit 25 

#lb 



"We've been covering [the shorts], but we will likely come to you soon and say we'd like to get 
long billions - and we'd stay short BBBish part." 

- Goldman Sachs email from Daniel Sparks to David Viniar and others, 8/ 14/07, 
GS MBS-E-OI0678053, Exhibit 30 

"[W]e are covering a number of shorts in mortgages today and tomorrow - probably 1.5 billion 
worth - will reduce mortgages hopefully to below 80." 

-- Goldman Sachs email 10 Lloyd Blankfein, 8122107, GS MBS-E-0096058 12, Exhibit 36 

"Q2 2007 and Q3 2007" - "Positioned business tactically - Shorted synthetics - Reduced loan 
and security purchases - Shored CDOs and RMBS - Increased long correlation position -
Reduced long inventory[.]" 

-- Goldman Sachs, Presentation to GS Board of Directors, Residential Mortgage Business, 
9/16107, GS MBS-E-OOI793840, Exhibit 22 

"Although broader weakness in the mortgage markets resulted in significant losses in cash 
positions, we were overall net short the mortgage market and thus had very strong results." 
-- Goldman Sachs, Board of Directors Meeting Financial Summary, 9/17- 18/07, GS MBS-E-009776907, Exhibit 42 

"The desk benefited from a proprietary short position in CDO and RMBS single names." 
- Goldman Sachs, Global Mortgages, Daniel Sparks, Business Unit Townhall Presentation, Q3 2007, 

draft dated 10/5/07 (v.3) GS MBS-E-O 13703468, Exhibit 47 

"Of course we didn't dodge the mortgage mess. We lost money, then made more than we lost 
because of shorts." 

-- Goldman Sachs email from Lloyd Blankfein to Gary Cohn, David Viniar and others, 
11118/07, GS MBS-E-009696333 . Exhibit 52 

"It should not be a surprise to anyone that the 2007 year is the one that 1 am most proud of to 
date .... extraordinary profits (nearly $3bb to date) .... [D}uring the early surruner of2006 it 
was clear that the market fundamentals in subprime and the highly levered nature of CDOs was 
going to have a very unhappy ending .. .. I directed the ABS desk to enter into a $1.8 bb short in 
ABS CDOs that has realized approx. $1.Obb of p & I to dale. . . . [W]e aggressively capitalized 
on the franchise to enter into efficient shorts in both the RMBS and CDO space." 

-2007 performance review of Michael Swenson, GS-PSI-02400, Exhibit 55b 

"I concluded that we should not only get flat, but get VERY short .... Much of the plan began 
working by February as the market dropped 25 points and our very profitable year was 
underway. - 2007 perfonnanee review of Joshua Birnbaum, GS-PSl-01975, Exhibit 55c 

Prepared by U.S. Senate Permanent Subcommittee on Investigations, April 2010. 
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"Just Fyi not for the memo, my understanding is that desk is no longer buying subprime. (We are 
low balling on bids.)" 

-. Goldman Sachs email to CraigBroderick.3n.t07. GS MBS· E-009986805. Exhibit 63 

"These are all dirty '06 originations that we are going to trade as a block." 
-- Goldman Sachs email , 4/5/07, GS MBS-E-0045165 19, Exhibit 81 

"They have just raised another $1 bln for their ABS fund and they are very short the ABX so are 
natural buyers of our axe. Not experts in this space at all but made them a Jot of money in 
correlation dislocation and wil1 do as I suggest." 

-- Goldman Sachs email to Daniel Sparks, Sn.4/07, GS MBS-E-OOI934732, Exhibit 66 

"I met with 10+ individual prospects and clients ... since earnings were announced. The 
institutions don' t and I wouldn' t expect them to, make any comments like UT good at making 
money for urself but not us. The individuals do sometimes, but while it requires the utmost 
humility from us in response I feel very strongly it binds clients even closer to the firm, because 
the alternative of take ur money to a finn who is an under performer and not the best, just isn't 
reasonable. Clients ultimately believe association with the best is good for them in the long nln." 

--Goldman Sachs email [0 Lloyd Blankfein, 9(1.6/07, GS MBS-E-009592726, Exhibi! 135 

"Real bad feeling across European sales about some of the trades we did with clients. The 
damage this has done to our franchise is very significant. Aggregate loss of our clients on just 
these 5 trades along is 1 bln+. In addition team feels that recognition (sales credits and 
otherwise) they received for gerting this business done was not consistent at all with money it 
ended making/saving the fiml." 

-- Goldman Sachs email to Daniel Sparks, 10/12/07, GS MBS-E-O 13706095, Exhibit 70 

"1 said ' no ' to clients who demanded that as should ' support the GSAMP' program as clients 
tried to gain leverage over us. Those wcre unpopular decisions but they saved the finn hundreds 
of millions of dollars." 

--2007 performance review of Michael Swenson, GS-PSI-02399, Exhibit 55b 

Prepared by U.S. Senate Pennanent Subcommittee on Investigations, April 2010. 



Excerpts from Documents Related to Goldman Sachs: 
Abacus and Other Deals 

"Do you think [portfolio selection agent 1] is easier to work with than [portfolio selection agent 
2]? They will never agree to the type of names [pJaulson want to use[.] J don't think [name 
redacted] will be willing to put [portfolio selection agent l]'s name at risk for small economics 
on a weak quality portfolio whose bonds arc distributed globally." "There are morc manager out 
there than just [portfolio selection agent 1 or 2]. The way I look at it, the easiest manager to 
work with should be used for our own axes." 

.- Goldman Sachs email exchange with Fabrice Tourre. 12120/06, as MBS-E-003246t45-46, Exhibit 107 

"As you know, a couple of weeks ago we had approached GSC to ask them to act as portfolio 
selection agent for that Paulson-sponsored trade, and GSC had declined given their negative 
views on most of the credits that Paulson had selected." 

•• Goldman Sachs email fromFabriceToune. 1129/07. GS MBS·E~003248999 , Exhibit 112 

"Gerstie and I are finishing up engagement letters with ACA and Paulson for the large RMBS 
CDO ABACUS trade that will help Paulson short senior tranches." "Still repulational risk." 

•• Goldman Sachs email exchange between Fabrice ToulTe and Daniel Sparks et aI. , 217/07 and 218/07, 
GS MBS·E·OO03277939, Exhibit 114 

"The desk has an axe to short structured product COOs in bulk. The ABACUS transactions arc 
currently one of the unique formats available to source efficient spread and credit protection in 
large size on this type of structured product risk." 

--Mortgage Capital Committee memorandum. 3/12/07, GS MBS·E"()02665382, Exhibit 150 

"[D] id you hear something on my request to remove Fremont and New Cen[tu]ry serviced 
bonds?" "Paulson will likely not agree to this WlIess we tell them that nobody will buy these 
bonds if we don't make that change." 

•• Goldman Sachs email exchange including Fabrice ToulTe, 3/12/07, GS MBS·E-002683134, Exhibit 119 

"We need to be sensitive of the profitability of these trades vs. profitability of abacus - we should 
prioritize the higher profit margin businesses with Paulson." 

-- Goldman Sachs email from Fabrice ToulTe, 4/ 11 /07, GS MBS-E-003634 13 I. Exhibit 122 

" 100% Baal RMBS selected by ACAIPaulson." 
.. Goldman Sachs email from Fabrice Tourre to Josh Birnbaum, 5/8/07, GS MBS·E·0036 I 1826. Exhibit 123 

"Paulson has agreed to buy $1 ,000mm notional of 45· 1 00 tranche at an all in level of 85 bps p.a. 
+ 1.00% upfront. This would leave us netlnet with $91 mrn of 45-50 tranche risk that we would 
work on over the next few weeks - we are showing this tranche to a few accounts @ 80bps." 

-- Goldman Sachs email from Fabricc ToulTe to Michael Swenson, Josh Birnbaum, et al.. 5/30/07, 
GS MBS-E·002466406, Exhibit 125 
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"We expect to place $68.75 million of credit-linked notes from ABACUS II with Aladdin for 
inclusion in their high-grade Altius III and mezzanine-grade Fortius II CDO transactions, both of 
which are currently being arranged by Goldman." 

-- Goldman Sachs Memorandum from Fabrice Tourre et aL, to Mortgage Capital Committee, 7131 /06, 
GS MBS-E·010069336, Exhibit 14\ 

"Opportunities: ... ABACUS-rental strategies, according to which we 'rent' our ABACUS 
platform to counterparties focused on puning on macro short in the sector." 

- Goldman Sachs email from Fabrice Tourre, 12110/06, GS MBS-E.o03453843. Exhibit 142 

"Goldman was the sole buyer of protection on the entire $2.0 billion of assets ... Goldman is 
currently mandated on $40+ bIn of additional CDOs and CLOs for next 12 months. Increasing 
velocity on debt and equity placement of our upcoming transactions will be the key to our 
success in 2007. Let's do it again." 

- Goldman Sachs email discussing Hudson COO, 10130/06, GS MBS-E-OOOOOS7886, Exhibit 90 

"They structured like mad and travelled the world, and worked their tails off to make some 
lemonade from some big old lemons." 

-- Goldman Sachs email tromDanieISparks.1I26/07. GS MBS-E-OI 0359125, Exhibit 91 

"Plan would still be to ask sales people to focus on Anderson mezz, Point Pleasant and 
Timberwolfe, but if accounts pass on these trades, steer them towards available tranches in 
ABACUS 07-AC t since we make $$$ proportionately with the notional amount of these 
tranches sold." 

-- Goldman Sachs email from Fabrice Tourre to Daniel Sparks, ct aI., 3/30/07, as MBS-E-002678071, Exhibit 80 

"Therefore, we are trying to close everything down, but stay on the short side." 
- Goldman Sachs email from Daniel Sparks to David Viniar, CraigBroderick,ct. al. 3/8/07, 

GS-MBS-E-002206279, Exhibit 75 

"[W]hen the prevailing opinion in the department was to remain close to home. I pushed 
everyone on the desk to sell risk aggressively and quickly. We sold billions of index and single 
name risk such that when the index dropped 25pts in July. we had a blow-out p&1 month, 
making over $1 Bin that month." 

- 2007 perfonnance review of Joshua Birnbaum, GS-PSI-0 1975, Exhibit SSe 

"[B]oy (hat timberwo[l]f was one shi**y deal." 
-- Goldman Sachs email to Daniel Sparks, 6122107, GS MBS-E-010849103, Exhibit 105 

Prepared by U.S. Senate Penn anent Subcommittee on Investigations, April 20 10 
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"Long Beach Mortgage Securities Corp announces that the May 
2007 distribution report for LBMLT 2006-A will reflect that 616 
second-lien mortgage loans with an aggregate unpaid principal 
balance of $ 49,340,870.90 will be charged off on May 25, 2007" 

Goldman Sachs ABS Trader's analysis: 

"bad news ... 

Wipes out the m6s and makes a wipeout on the m5 imminent 
costs us about 2.5mm 

Good news ... 

we own 10mm protection on the m6 marked at $50 
We make $5mm" 

o ., 
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From: 
Sent: 
To: 
Subject: 

Attachments: 

Pis print thanks 

From: 
Sent: 
To: 
Cc: 
Subject: 

David & Craig 

Viniar, David 
Wednesday, December 13, 20068:59 AM 
Sperto, Savina 
FW: Subprime Mortgage Risk 

mortgage drilldown.pdf 

Dinias, Michael 
Wednesday, December 13, 20068:58 AM 
Vinlar, David; Broderick, Craig 
Berry, Robert 
Subprtme Mortgage Risk 

Given the recent volatility in subprime mortgage market we put together the attached analysis of the major risks in 
the Mortgage business. The report follows the format we use in the Credit Widening Scenario and includes details 
on our long positions and how they are being hedged. The specific desks that are long subprime risk are "Residential 
Credit", "ABX & Single Name CDS", and "COO". We have reviewed this risk analysis with Dan, Bill, and Armen and 
we would be happy to walk you through the details. 

Regards 
Mike 

mortgage 
drliidown.pdf 
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AB of cob 17/07/06 

Non-Agcy Prime & ARM3 

Non-Resi Origination 

Acquisition commitment 

am Loan Trading 

AIlS Loans & Finance 

CDO/CLO 

Credit 
Widening 
Scenario 

(85) 

(313) 

(287) 

(19) 

(7) 

(60) 

Positional Detalls 

Long $7.5bn securities ($1.6bn prirre fill. $1.9bn prime hybrid, $3.5bn ARMs & $O.5bnSubs) - slr",s 
limp,,,,,t $64nll'n. 

nn,~ 5~"lO.-nm inventory ($155mm MfA negarn ""iduals and $158mm option ARM [0) - str...s 

• Commitment: Long $8.9bn debt (str...s test $89mm) and $1.17bn bridge equity commitment (stress $198mm) 

• Loans: Long $5.Obn commerc:ial m:>rtgage 100tt'IS ($2.3bn Axed and $2. 7bn floating rate loans) - str...s impact 
$70mrn. 
• ~ Short$2.Obn1RORswaps (credit$42mm) and long $O.5bn CMEIS protection (credit$8mm) 

• Loans: Long $O.7bnconsunler and auto loe.ns· s~. impact$7mm. 

• ~ Long $6UOmmCOO bonds (.~s $60101) 

• COO Equity: Long $7Ommstructured product COO equity (s~s $35mm) 
• ~ Long $200mmCLO bonds (.~. $3mm) 

• CLO Equity: Long $4Omm structured product COO equity (s~s $200101) 
• Hedges: Long $210mm single name CDS protection on COO (credit $4mm) 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009724112 



From: Viniar, David 
Sent: Friday, December 15, 20068:57 AM 

Montag, Tom To: 
Subject: RE: Subprime risk meeting with Viniar/McMahon Summary 

Yes. We spent about two hours together. Dan and team did a very good job going through the risks. On ABX, the position 
is reasonably sensible but is just too big. Might have to spend a little to size it appropriately. On everything else my basic 
message was let's be aggressive distributing things because there will be very good opportunities as the markets goes 
into what is likely to be even greater distress and we want to be in position to take advantage of them. 
Let me know if you want to catch up live. 

From: Montag, Tom 
Sent: Friday, December 15, 2006 1:00 AM 

Viniar, David To: 
Subject: fIN: Subprime risk meeting with Viniar/McMahon Summary 

is this fair summary? 

From: 
Sent: 
To: 
Subject: 

Sparks, Daniel l 
Thursday, December 14, 2006 11:04 PM 
Montag, Tom; Ruzika, Richard 
Subprime risk meeting with Viniar/McMahon Summary 

Mortgage team - Gasvoda, Rosenblum, Swenson and me. 
Viniar, Bill, Brian Lee (controllers) and some risk guys. 
Ruzika on phone. 

Reviewed in detail 6 areas of risk related to subprime: 
ABXlCDS 
Loans 
Residuals 
COO warehouse 
Early Payment Defaults (EPDs) 
Loan warehouse 

Follow-ups: 
1. Reduce exposure, sell more ABX index outright, basis trade of index vs CDS too large 
2. Distribute as much as possible on bonds created from new loan securitizations and clean previous positions 
3. Sell some more res ids 
4. Mark the COO warehouse more regularly (had been policy to true-up quarterly) - will likely be weekly or more 
if necessary 
5. Stay focused on the credit of the originators we buy loans from and lend to 
6. Stay focused and aggressive on MLN (warehouse customer and originator we have EPDs to that is likely to 
fail) 
7. Be ready for the good opportunities that are coming (keep powder dry and look around the market hard) 

Permanent Subcommittee on Investi2ations 
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From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Monday, December 18, 2006 5:24 PM 
Williams, Geoffrey; Egol, Jonathan; Thomas, Darren; Salem, Deeb 
Re: Single-A ASS CDOs 

Can we also please try to get long names we like in this market ? We have a big short on 
and we can stay short names that we know the market hates and cover a bit this short with 
cbass-type names ? 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Williams, Geoffrey 
To: Williams, Geoffrey; Egol, Jonathan; Thomas, Darren; Tourre, Fabrice; Salem, Deeb 
Sent: Mon Dec 18 16:20:45 2006 
Subject: RE: Single-A ABS CDOs 

Seasoned names we're axed to cover; they are in static trades so we cannot roll through 
our substitution mechanic ... 

COOL 2005-1A C 
DUKEF 2005-9A A3V 
GEMST 2005-2A C 
GEMST 2005-3A C 
GSCSF 2005-1A A3 
SANDS 2004-1A C 
SMSTR 2004-1A B 
TRAIN 2004-5A C - = Redacted by the Permanent 

From: Williams, Geoffrey 
Sent: Monday, December 18, 2006 11:48 AM 
To: Egol, Jonathan; Thomas, Darren; Tourre, Fabrice; Salem, Deeb 
Subject: RE: Single-A ABS CDOs 

Deeb -- we're axed on CBASS/GEMST and SMSTR to a lesser extent. We have shorts on the 
others but obviously not looking to externalize and prob not cover in out book. Let's 
coordinate before we go back ... 

From: Nagel, Kyle 
Sent: Monday, December 18, 2006 11:38 AM 
To: Egol, Jonathan; Williams, Geoffrey; Thomas, Darren; Tourre, Fabrice; Salem, Deeb 
Subject: Single-A ABS CDOs 

have an acct ( ... - paige is coverage) looking to buy protection on single-a abs cdo's 
.... still in discovery mode. but i wanted to give them some bonds to chew on with 
offering levels. would a list like this work? we gave these names to a while 
back .... if we're not axed on these, let me know what we are axed on - they are fine 
taking some seasoned deals (even '04 if we can facilitate) and we don't need to be 100% 
resi. only want to show a handful. 

CBASS 16 
SMSTR 05-1 
INMAN 05-2 

Confidential Treatment Requested by Gc 
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ICM 05-2 
SCF 7 
GEMST 05-2 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
Tel: 212-902-1730 I Fax: 212-428-1100 
e-mail: kyle.nagel@gs.com 

Kyle G. Nagel, CFA 
Vice President 
Structured Credit Marketing 

Sachs 
Goldman 

© Copyright 2006 The Goldman Sachs Group, Inc. All rights reserved. 
See http://www.gs.com/disclaimer/email-salesandtrading.html for important risk disclosure, 
conflicts of interest and other terms and conditions relating to this e-mail and your 
reliance on information contained in it. This message may contain confidential or 
privileged information. If you are not the intended recipient, please advise us 
immediately and delete this message. See http://www.gs.com/disclaimer/email/ for furth€r 
information on confidentiality and the risks of non-secure electronic communication. If 
you cannot access these links, please notify us by reply message and we will send the 
contents to you. 
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From: Birnbaum, Josh 
Sent: Friday, December 29, 20062:57 AM 

Lehman, David A. To: 
Cc: Swenson, Michael 
Subject: RE: Are you around? 

On baa3, I'd say we definitely keep for ourselves. On baa2, I'm open to some sharing to the extent that it keeps these 
customers engaged with us. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Lehman, David A. 
Frtday, December 22,20068:43 AM 
Blmbaum, Josh 
Swenson, Michael 
Are you around? 

Baa2 RMBS shorts from 2006, do you have an axe? The correlation team has -3 ABACUS trades, mostly 
referencing Baa2 RMBS, which they would like to bring to the market in late Jan/early Feb. The deals would be 
500mm-1bb each. 

Need to decide if we want to do 1-3bb of these trades for our book or engage customers (Le ......... . 

These would not be risk trades but agent deals where we get paid a fee, call it -3/4 pt on the notional sold from S.S. 
to single A. To the extent the deals do not sell, we will have the option, but not the obligation, to position the risk. 
Call the PL 5-10mm / trade 

They will likely do the trades away if we do not engage. I guess my view is that unless we really want the risk, we 
should take a swing @ agenting these trades. Also, we likely could take a swing @ our own Baa3 deal in Jan and do 
these Baa2 trades. 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
Tel: 212-902-2927 I Fax: 212-902-1691 I Mob: 917~n ••• 
e-mail: david.lehman@gs.com 

David Lehman 
Fixed Income, Currency & Commodities 

Disclaimt:r: 

- = Redacted by the Pennanent 

This material has been prepared specifically for you by the Goldman Sachs Fixed Income Commercial Mortgage Backed 
Securities (CMBS) Trading Desk and is not the product of Fixed Income Research. We are not soliciting any action based upon 
this material. Opinions expressed are our present opinions only. The material is based upon public information which we 
consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. Additionally, 
the material is based on certain factors and assumptions as the CMBS Trading Desk may in its absolute discretion have 
considered appropriate. There can be no assurance that these factors and assumptions are accurate or complete, that estimated 
returns or projections can be realized, or that actual returns or results will not be materially different than those presented. 
Certain transactions, including those involving CMBS, may give rise to substantial risk and are not suitable for all investors. 
The CMBS Trading Desk may have accumulated long or short positions in, and buy or sell, the securities that are the basis of 
this analysis. The CMBS Trading Desk does not undertake any obligation to update this material. 
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From: Tourre, Fabrice 

Sent: Wednesday, January 17,20075:23 PM 

To: Wisenbaker, Scott; Herrick, Darryl K; Case, Benjamin 

Cc: ficc-spgtrading 

Subject: post 

I just talked to YC at a about long short trading opportunities related to ABX index. I would like to also show 
Hudson mezz 2 levels at which we want to sell HUDMZ 06-2 single-As and triple-Bs. Where would you offer $1 Omm­
$20mm of each of these bonds? We will also show bids for protection on tranches of the ABX.8BB- indices to give. _a sense for that portfolio as well. These guys will want to short back to us some single-A ABS COO risk, I think we 
should entertain this strategy since it would be delta-neutral for us and we would net-net sell ABX.HE.BBB- related risk -­
this also fits our book since we would pair the single-A ABS COO risk we take back with the big short position we have 
built in that space. 

Permanent Subcommittee on Investigations 
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From: Sparks, Daniel L 
Sent: Thursday, February 08, 2007 11 :09 PM 
To: Cohn, Gary (EO 85B30); Winkelried, Jon (EO 85B30); Montag, Tom; Ruzika, Richard; Viniar, 

David; McMahon, Bill 
Cc: Gasvoda, Kevin 
Subject: RE: Post 

Just finished with trader and controllers. 
Different methodologies: trader model runs loan-by-Ioan evaluation (9600 items), controller model uses buckets (6 
items), a few other differences. 
Agreed that appropriate mark downwould be $28.4mm (a lot of change from $22mm this morning is not writing up a 
residual). 
Assumption is based on f1attish HPA. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Any update? 

From: 
Sent: 
To: 
Cc: 
Subject: 

Cohn, Gary (EO 85B30) 
Thursday, February 08, 2007 4:58 PM 
Sparks, Daniel Lj Winkelried, Jon (EO 85B30)j Montag, Tomj Ruzika, Richardj Viniar, Davidj McMahon, Bill 
Gasvoda, Kevin 
RE:Post 

Sparks, Daniel L 
Thursday, February 08,20079:16 AM 
Sparks, Daniel Lj Winkelried, Jonj Cohn, Garyj Montag, Tomj Ruzika, Richardj Viniar, Davidj McMahon, Bill 
Gasvoda, Kevin 
RE: Post 

Winks asked whether we were in front on the marks or chasing them down. We have been chasing them down based on 
loan performance data as it comes out. There will probably be another mark down today in our $800mm scratch-and-dent 
book (88ish dollar price) - that product has been trading at levels from originators to dealers at levels above our marks, 
but monthly performance analysis completed this morning on what can be securitized vs will be foreclosed tells us we 
should mark down around $22mm. 

I'm copying Viniar and Bill. 

There is significant noise today around HSBC and New Century news, and I need to be on the desk. I 'm sorry to deliver 
in e-mail and not in person, but I want you to know quickly. Gasvoda and I will look to post you live. 

Prior message on topic: 

Subprime environment - bad and getting worse. Everyday is a major fight for some aspect of 
the business (think whack-a-mole). Trading position has basically squared but has basis 
risk - plan to play from short side. Loan business is long by nature and goal is to 
mitigate. Credit issues are worsening on deals and pain is broad (including investors in 
certain GS-issued deals). Distressed opportunities will be real, but we aren't close to 
that time yet. 

Permanent Subcommittee on Investieations 
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From: 
Sent: 
To: 
Subject: 

From: 
Sent: 
To: 
Subject: 

Cohn, Gary 
Wednesday, February 14, 2007 11 :49 AM 
Blankfein, Lloyd 
FW: Post 

Sparks, Daniel L 
Wednesday, February 14, 2007 10:49 AM 
Montag, Tom; Viniar, David; Ruzika, Richard; Cohn, Gary; Winkelried, Jon 
Post 

Over the last few months, our risk reduction program consisted of: 
(1) selling index outright 
(2) buying single name protection 
(3) buying protection on super-senior portions of the BBB/BBB- index (40-100% of the index). We thought that the 
correlation of tranches on the very thin BBB- index was higher than where the market implied. We sold around $3 billion 
in the mid-30's bp range. 

Today is the first day of tranched ABX trading (TABX). We are getting greater transparency on the super-senior layer. 
The market is opening up in BBB-'s around +200bps. We currently have our trades from (3) above marked in the 100 bp 
area. 

That is good for us position~wise, bad for accounts who wrote that protection 
could hurt our COO pipeline position as COOs will be harder to do. 

ABX index pretty flat so far. 

It's early. 

•• ),but 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 
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From: Sparks, Daniel L 
Sent: Thursday, February 22,20076:57 AM 
To: Birnbaum, Josh; Swenson, Michael; Lehman, David A. 
Subject: FW: Block size tranche protection offers for or others 

Thursday. 

We need to buy back $1 billion single names and $2 billion of the stuff below - today. 
I know that sounds huge, but you can do it - spend bid/offer, pay through the market, whatever to get it done. 
It is a great time to do it - bad news on HPA, originators pulling out, recent upticks in unemployment, originator pain. 

I will not want us to trade property derivatives until we get much closer to home as it will be a significant distraction from 
our goal. 

This is a time to just do it, show respect for risk, and show the ability to listen and execute firm directives. 

You called the trade right, now monetize a lot of it. 

You guys are doing very well. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Egol, Jonathan 
Wednesday, February 21,200711:23 AM 
Sparks, Daniel L 
Swenson, Michael; Birnbaum, Josh; Lehman, David A.; ficc-mtgcorr-desk; Salem, Deeb 
Block si ze tranche protection offers for r others 

Summary of ABX-related tranches we could offer protection on if we want to close down shorts: 

• $2.4bn notional 40-100 super senior tranche off of ABX "Quadrant" trade (25% each of 06-1/06-2 BBB and 
BBB-), could potentially offer NC4 (we did $1.8bn NC3 with ,..and $600mm NC4 with U 
$200mm notional 20-30 tranche off of 06-1 BBB- (open risk vs"'NC3) • 

• $325mm notional 30-100 super senior tranche off of 06-1 BBB- (open risk vs intermediation, NC5) 
• $500mm notional 40-100 super senior tranche off of 06-1/06-2 BBB- (open risk vs non-callable) 

We are currently managing ABX deltas against all of these tranches. 

Goldman, Sachs & Co. 
85 Broad Street 1 New York, NY 10004 
tel: +12123573349 1 mobile: +1917 •••• '1 fax: +12124281247 
e-mail: jonathan.egol@gs.com 

Jonathan M. Egol 
Structured Products Trading 

GGld.m~tn 

S~ti~.bs 

1_ = Redacted by the perm~en~ 
Subcommittee on InvestigatlOns 

This material has been prepared specifically for you by the Fixed Income Trading Department and is not the product of Fixed Incorne Research. We are 
not soliciting any action based upon this material. Opinions expressed are our present opinions only. The material is based upon information which we 
consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. Certain transactions, including those 
involving futures, options and high yield securities, give rise to substantial risk and are not suitable for all investors. We, or persons involved in the 
preparation or issuance of this material, may from time to time, have long or short positions in, and buy or sell, the securities, futures, options or other 
instruments and investments identical with or related to those mentioned herein. Goldman Sachs doeS not provide accounting, tax or legal advice; such 
matters should be discussed with your advisors and or counsel. In addition, we mutually agree that, subject to applicable law, you may disclose any and 
all aspects of this material that are necessary to support any U.S. federal income. tax benefits, without Goldman Sachs imposing any limitation of any kind. 
This material has been issued by Goldman, Sachs & Co. and has been approved by Goldman Sachs International, which is regulated by The Financial 
Services Authority, in connection with its distribution in the United Kingdom and by Goldman Sachs Canada in connection with its distribution in Canada 
Further information on any of the securities, futures or options mentioned in this material may be obtained upon request and for this purpose persons in 
Italy should contact Goldman Sachs S.I.M. S.p.A. in Milan, or at its London branch office at 133 Fleet Street. 
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From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Wednesday, February 21,200710:09 PM 
Winkelried, Jon (EO 85830) 
RE: Mortgages today 

Bad news everywhere. Novastar (another subprime originator) bad earnings and 1/3 of market 
cap gone immediately. Wells laying off 300+ subprime staff and home price appreciaiton 
data showed for first time lower prices on homes over year broad based. Index over 100 
wider last week and this week. CDOs starting to widen. 

We are net short, but mostly in single name CDS and some tranched index vs the some index 
longs. We are working to cover more, but liquidity makes it tough. Volatility is causing 
our VAR numbers to grow dramatically. 

-----original Message-----
From: Winkelried, Jon (EO 85B30) 
Sent: Wednesday, February 21, 2007 6:09 PM 
To: Sparks, Daniel L 
Subject: Re: Mortgages today 

Give a few details if get a chance. I've been on the road in euirope all week with 
clients so out of touch with it 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Sparks, Daniel L 
To: Winkelried, Jon 
Sent: Wed Feb 21 17:50:13 2007 
Subject: RE: Mortgages today 

Very large - it's getting messy 

-----Original Message-----
From: Winkelried, Jon (EO 85B30) 
Sent: Wednesday, February 21, 2007 4:44 PM 
To: Sparks, Daniel L 
Subject: Re: Mortgages today 

Another downdraft? 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Sparks, Daniel L 
To: Montag, Tom; Ruzika, Richard; McMahon, Bill; Smith, Sarah; Lee, Brian-J 
Cc: Cohn, Gary; Winkelried, Jon; Viniar, David; Gmelich, Justin; Gasvoda, Kevin 
Sent: Wed Feb 21 16:43:10 2007 
Subject: Mortgages today 

Commercial Mortgage 
Single names 
Index 
Index tranches/index 
CDO CDS 

+30mm (50/50 FICC/IBD) 
+60mm 

flat 
+25mm 

(42)mm 
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eDO positions 
eDO warehouse 
Other 

(5)mm 
(5)mm 

+6 

Total +54 to Flee (+69 to firm) 

Market sold off significantly (BBB and BBB- indices over 100 bps wider) 

We covered over $400mm single names - still significant work to do. 

2 
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From: Sparks, Daniel L 
Sent: Tuesday, February 27,20077:58 AM 
To: Lehman, David A; Swenson, Michael; Birnbaum, Josh; Ostrem, Peter L; Rosenblum, David 

J. 
Subject: Goals 

Reduce risk. That means: 
(1) get super-seniors done on COOs or take other steps to reduce COO pipeline risk 
(2) cover more single name shorts BBB- and BBB 
(3) reduce the basis trade between BBB- index and BBB- single names 
(4) reduce the index/index trades in A and AAA 

Allocate short positions more explicitly - cash and cdo retained positions today. Discuss 
COO warehouse later today. 

Permanent Subcommittee on Investigations 
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Mortgage VaR Change (01'07 vs. 04'06) 

Daily Mortgage VaR increased from $13mm to $85mm between 11/24/06 and 
2/23/07, largely driven by an increase in SPG Trading desk. The risk increase in SPG 
Trading desk was primarily driven by a combination of increased volatility in A8X 
market and the desk increasing their net short risk in RM8S subprime sector. 

Daily VaR ($mm) 
23-Feb 24-Nov Diff 

Mortgages 85 13 72 
Derivatives 3 3 -
Residential Prime 3 3 -
Residential Credit 7 3 4 
Non-Resi Origination 2 2 -
SPG Trading 90 7 83 
CDOjCLO 13 2 11 
Acquisition Commitment 6 7 (1) 
European Mortgages 1 1 -
CDO Warehouse 2 2 -

As can be seen from the table below, the volatility of A8X index increased 
substantially over the quarter, for example, daily volatility of A8X "888-" index 
increased from 5 bps to 53 bps. During the same period, A8X "888-" spread widened 
from 300 bps to 1500 bps. 

Daily Volatility in bps 
23-Feb 24-Nov Diff 

BBB- 53 5 48 
BBB 45 4 41 
A 18 1 17 
AA 1.7 0.3 1 
AM 1.3 0.2 1 

Furthermore, SPG Trading desk started off the quarter with long A8X "888-" risk to 
the tune of $1.8mm/bp, hedged with "AAA/A" rated A8X indices and Single name 
CDS. Over the quarter, desk reduced its long A8X "888-" risk by $1.3mm/bp and 
increased their single name CDS hedges. 

2/23/2007 11/24/2006 Difference 

spread OVOl ($K/bp) Spread OVOl ($K/bp) spread OVOl ($K/bp) 
Single Single 
Name Single Name 

Rating COS AB)( Total Rating Name CDS AB)( Total Rating CDS AB)( Total 

AM (67) (11) (78) AM (103) (816 (919) AM 36 805 841 

AA 23 108 131 AA (43) 6 (37) AA 66 102 168 

A (1,284) (534) (1,817) A (624) (455) (1,079) A (659) (79) (738) 

BBB (503) (332) (835) BBB (236) 161 (74) BBB (267) (493) (781) 

BBB- (686) 479 (207) BBB- (704) 1,785 1,081 BBB- 19 (1,307) (1,288) 

BB (16) (16) BB (19) (19) BB 3 3 

Total (2,532) (290) (2,822) Total (1,730) 682 (1,048) Total (802) (972) (1,775) 

positive number means long credit 
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- = Redacted by the Permanent 

Subcommittee on Investi ations 

Significant Cash Inventory Change (01'07 vs. 04'06) 

• Mortgage Residuals: The size of total residuals 
inventory across Alt-A, Subprime, Second Lien and SaD 
space over the quarter increased from $555mm to 
$700mm, mostly due to new securitization activities. 

• Residential Credit Loans: The overall loans inventory 
decreased from $llbn to $7bn. Alt-A loans increased 
from $2.9bn to $3.8bn, subprime loans decreased from 
$6.3bn to $1.5bn, Second Liens decreased from $1.5bn 
to $O.7bn and saD Loans remained unchanged at 
$O.8bn. 

• Acquisition Commitment: 
o _: At the start of the quarter, GS was long 

$9.87bn senior & mezzanine debt commitment 
and $1.17bn bridge equity. Post funding in Feb, 
we ended the quarter being long $2bn mezzanine 
& $2.Sbn senior debt and $O.8bn equity risk. 
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Date: February 28th, 2006 

To: Firmwide Risk Committee 

Re: February 28th FWR Minutes 

The February 28th Firmwide Risk Conunittee meeting commenced at 7:30am. The meeting was chaired 
by David Viruar and Jerry Corrigan. Apologies were received from Lloyd Blankfein, Randy Cowen, 
Robin Vince, Liz Beschel, Jon Sobel, Robert Zocllick, and Pablo Salame. 

Divisional Reports 

Redacted 
by 

Permanent Subcommittee 
on Investigations 
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Dan Sparks 
• VaR up due to vols. Business working to reduce exposures; a lot of shorts already covered. 
• ABX widened 500bp on the week. Business covered $4BN in single names. 
• Noted a lot of negative news in the subpriroe market with rumors on everyone. 
• CDS on CDOs started to widen significantly over the week. 
• Business priced their largest CMBS deal last week. The deal was oversubscribed. 
• Business priced an $11BN colmnercial mortgage loan yesterday. The deal was very well 

subscribed. 
• Business continuing to clear out loans. 
• Noted there is some market concern in alt-aJprime space. However, nothing specific. 

Any Other Business 
None. 

Redacted 
by 

Permanent Subcommittee 
on Investigations 
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From: Dan_._ Sparks ~ ••••• 

Sent: Saturday, March 03, 2007 2:42 PM 

To: Sparks, Daniel L 

Subject: call 

Staffing 
Response to clients info wise 
Things we need to do 

Focus on any exposures to originators 
Speak to sales and clients about ours deals 
Consider servicing/back up servicing situation 

Transactions to market/trades to get done 
Are junior people OK 
Views on what will happen or what we should be doing 

For private side 
Who is dealing with each counterparty 
Review exposures client by client 
Should we move servicing 
Are there opportunities 

For traders 
Don't add risk 
Trade everything from short to flat 
Get out of everything 
Discuss liquidity of hedges 

_ = Redacted by the Permanent 
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From: Cohn, Gary 
Sent: Monday, March 05, 2007 9:31 PM 
To: 
Subject: 

Evans, J. Michael; Blankfein, Lloyd; Winkelried, Jon; Viniar, David; Rogers, John F.W. 
RE: +0.79% NK225 +1.62% HANG-SENG 

A big plus would hurt the Mortgage business but Justin thinks he has a big trade lined up 
for the morning to get us out of a bunch of our short risk 

-----Original Message----­
From: Evans, J. Michael 
Sent: Monday, March OS, 2007 9:28 PM 
To: Cohn, Gary; Blankfein, Lloyd; Winkelried, Jon;.Viniar, David; Rogers, John F.W. 
Subject: RE: +0.79% NK225 +1.62% HANG-SENG 

Agreed, and the bigger the plus the better. 

-----Original Message----­
From: Cohn, Gary 
Sent: Tuesday, March 06, 2007 10:25 AM 
To: Evans, J. Michael; Blankfein, Lloyd; Winkelried, Jon; Viniar, David; Rogers, John F.W. 
Subject: RE: +0.79% NK225 +1.62% HANG-SENG 

Feels better but anything with a + would feel better-

-----Original Message----­
From: Evans, J. Michael 
Sent: Monday, March OS, 2007 9:21 PM 
To: B1ankfein, Lloyd; Cohn, Gary; Winkelried, Jon; Viniar, David; Rogers, John F.W. 
Subject: FW: +0.79% NK225 +1. 62% HANG-SENG 

Fyi, looking a little better, particularly ICBC. 

-----Original Message-----
From: QT@gs.com [mailto:QT@gs.com] 
Sent: Tuesday, March 06, 2007 10:10 AM 
To: Subramanian, Bala 
Subject: +0.79% NK225 +1.62% HANG-SENG 

Description 
NIKKEI 225 
TOPIX INDEX 
MTFG 
MIZUHO FINL 
SMFG 
AOZORA BANK 
SING TELE 
BANK OF CHINA 
ICBC 
HANG SENG INDEX 
S&P/ASX 200 
KOSPI 200 INDEX 
FTSE CHINA 
INDIA 
TAIWAN WEIGHTED 
STRAITS TIME IDX 
JAP GOV BD M 
E-MINI S&P M 
US T BONDS M 
US 10YR NTE M 
US 10YR YIELD 

Level Change 
16773.98 +0.79% 

1682.00 +1.16% 
1380000.00 -0.00% 
798000.00 -0.50% 
1110000.00 -0.89% 

439.00 -1. 13% 
3.16 +0.64% 
3.62 +0.84% 
4.11 +3.01% 

18966.49 +1.62% 
5717.20 +1. 12% 

180.59 +1. 63% 
15236.60 -5.14% 

0.00 +0.00% 
7396.35 +0.71% 
3028.14 +1.54% 

134.89 +0.20 
1378.00 +5.75 

113.16 -0.09 
108.78 -0.03 

4.524 

Permanent Subcommittee on Investigations 

EXHIBIT #15 
Confidential Treatment Requested by Goldn GS MBS-E-009656525 



LIGHT CRUDE A 
NATURAL GAS A 
YEN/$ 
$/EURO 
$/GBP 
$/AUD 

60.05 -0.02 
7.29 +0.04 

116.33 +0.79 
1.30850 -0.0004 
1. 92410 +0.0038 
0.77310 +0.0025 

Confidential Treatment Requested by Goldman Sachs 
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From: Fredman, Sheara 
Sent: Friday, March 09, 20076:41 PM 

Viniar, David To: 
Cc: Smith, Sarah; O'Connor, Gavin; Lee, Brian-J (FI Controllers); Simpson, Michael; Leventhal, 

Robert; Fortunato, Salvatore; Vincent, Brian 
Subject: Mortgage Talking Points for Earnings Call 

David-

As requested, below is additional information specific to the mortgage business surrounding our quarter end results. 
Please let us know if you need any additional information. 

Thanks, 
Sheara 

• The Mortgage business earned +$266M for the quarter, representing a record quarter for the business, and 
contributing 5.8% to the FICC segment revenues of +$4,604M. 

• The Mortgage business' revenues were primarily driven by synthetic short positions concentrated in BBB/BBB­
sub prime exposure and single A COO exposure which benefited from spread widening. These gains were 
partially offset by losses incurred in our cash inventory, most notably in our warehousing of financial assets to be 
securitized in connection with COOs. 

• The Mortgage business' VaR increased from $13M in 0406 to $S5M in 0101. The average for 0107 was $23M 
versus an average of $14M for the previous quarter. The VaR increase was driven mainly by an increase in 
volatility in the ABX market. 

• During the quarter, there has been significant deterioration within the sub prime mortgage sector driven by rising 
delinquencies and failing originators. This fact pattern coupled with increased media attention has pushed sub 
prime synthetic and cash spreads dramatically wider. COO spreads have widened as well. 

• We commenced the quarter long mortgage spreads via the ABX index and throughout the quarter covered the 
long position via single name CDS ending the quarter net short mortgage spreads. 

• Our direct exposure to sub prime mortgage originators is manifested via; early payment default claims for loans 
purchased, finance provider using collateralized lines ($3.41B committed with $615M funded as of quarter end), 
and extended settlement on loan purchases. These exposures to sub prime originators in aggregate do not have 
a material impact on the first quarter results. 

GOidiilan,SiiCiis&Cci: .. 
180 Maiden Lane I New York, NY 10005 
Tel: (212) 357-3579 I e-mail: shearafredman@gs.com 

Sheara Fredman 
Vice President 

Finance Division 

Go!.d.m~m 
S~K':.h,':l 
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From: 
Sent: 
To: 
Subject: 

Attachments: 
x-gs-classification: 

Dinias, Michael 
Saturday, March 10, 2007 2:16 PM 
Sparks, Daniel L 
RE: Mortgage presentation to the board 

Risk changes over the quarter 
Internal-GS 

In the "Market Exposure Summary" page we currently have the following: "in the synthetics space, the desk started the 
quarter with long $6.0bn notional ABX BBB- risk and shifted the position to net short $10bn notional by reducing the longs 
in A8X BBB- and increasing shorts in single name CDS" 

We can add more detail as you suggest but given the audience is the board of directors we may want to keep it more 
simple. Your call though, let me know if you want to replace with your statement below. 

I do think it may be worthwhile to add something like "the business has purchased $60mm notional of equity put options 
on subprime lenders as risk mitigant to overall subprime business". 

I attached an email that we put together that highlights the quarterly changes for Mortgage business. Let me know if you 
think it would helpful to include more of this in the presentation especially the part on the reduction in loan inventory. 

Risk changes over 
the quarter 

From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Saturday, March 10, 2007 11:31 AM 
Dinias, Michael 
RE: Mortgage presentation to the board 

We should add the various things we have done - getting short CDS on RMBS and COOs, getting short the super­
senior BBB- and BBB index, and getting short AAA index as overall protection. The puts have also been good. 

From: 
Sent: 
To: 
Subject: 

Dinias, Michael 
Saturday, March 10, 20078:28 AM 
Sparks, Daniel L 
RE: Mortgage presentation to the board 

Dan, do you think it would be worthwhile to add comment about the desk buying equity put options on subprime 
lenders as risk mitigant to overall business? 

From: 
Sent: 
To: 
Cc: 
Subject: 

Sparks, Daniel L 
Saturday, March 10, 2007 8:04 AM 
Broderick, Craig 
McHugh, John; Baker, Carey; Jha, Arbind; Welch, Patrick; Dinias, Michael; Berry, Robert 
RE: Mortgage presentation to the board 

I really appreciate all of your help on this. I've reviewed the material briefly and I think the layout is good. I 
plan to review in more detail this weekend and will have comments Monday. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Broderick, Craig 
Saturday, March 10, 20076:27 AM 
Sparks, Daniel L 
McHugh, John; Baker, Carey; Jha, Arbind; Welch, Patrick; Dinias, Michael; Berry, Robert 
Mortgage presentation to the board 
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We will be working on this over the weekend but here is the current version 
« File: Sub-prime Presentation to GS BOD_v6.doc » 
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From: Sparks, Daniel L 
Sent: Sunday, March 11, 2007 10:30 AM 
To: Dan Sparks 
Subject: FW: Risk changes over the quarter 

_ = Redacted by the Permanent 

Subcommittee on lnvesti ations 

From: 
Sent: 
To: 
Cc: 
Subject: 

Jha, Arbind 
Thursday, March 08, 20074:35 PM 
Baker, Carey 
Dinias, Michael 
Risk changes over the quarter 

As discussed, please let me know if you have any questions/comments. 

----------------------------------
Mortgage Trading VaR increased by $72mm from $13mm to $85mm over the quarter, 
largely driven by risk increase in ABS Synthetics book due to a combination of wider 
spreads & increased volatility in ABX market and the desk increasing their net short risk in 
RMBS subprime sector. For example, during the quarter, ABX "BBB-" spreads widened 
from 300 bps to 1500 bps and at the same time daily volatility increased from 5 bps and 53 
bps. The main changes in our subprime risk were as summarized below: 

• Subprime first & second liens loans inventory decreased from $7.8bn to $2.2bn. 

• Retained subprime bonds inventory increased from $65mm to $165mm. 

• Subprime first & second liens residuals increased from $250mm to $400mm. 

• The market value of RMBS subprime bonds in Secondary desk remained unchanged at 
$1.0bn. 

• RMBS subprime inventory in COO Warehouse decreased from $2.8bn to $1.8bn. 

• Our retained debt inventory in Secondary Structured Product COO desk increased from 
$0.6bn to $0.7bn and retained equity from $75mm to $90mm. 

• In synthetic space, the desk started the quarter with long $6.0bn not'l ABX "BBB-" risk 
and shifted the position to net short $10bn not'l by reducing the longs in ABX "BBB-" 
and increasing shorts in single name CDS. 
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Date: March 12, 2006 

To: Firmwide Risk Committee 

Re: March 7th FWR Minutes 

The March 7th Finnwide Risk Committee meeting commenced at 7:30am. The meeting was chaired 
by David Viniar and Jerry Corrigan. Apologies were received from Lloyd Blankfein and Bob 
Zoellick. 

Divisional Reports 

Redacted By 

Permanent Subcommittee on Investigations 

Dan Sparks 
• "Game Over" - accelerating meltdown for subprime lenders such as Fremont and New CentuIy. 
• The Street is highly vulnerable, potentially large exposures at Merrill and Lehman. Current 

strategies are to "put back" inventory, where applicable, or liquidate positions. 
• The Mortgage business is currently closing down every subpriroe exposure possible. 
• Subpriroe woes are beginning to affect commercial real estate. The CMBX, which has been 

stable for years, jumped from 7Sbp to 200bp before settling back down to lS0bp. 
• Hedge funds have been making money in this market, but it is difficult to tell how much others are 

losing because many CDO's with subprime assets are not MTM. 

Redacted By 

Permanent Subcommittee on Investigations 
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From: Montag, Tom 
_ = Redacted by the Permanent 

Subcommittee on Investi ations 
Sent: 
To: 
Subject: 

Wednesday, March 14, 20077:10 PM 
Blankfein, Lloyd 
FW: Cactus Delivers 

Covered another 1.2 billion in shorts in mortgages--almost flat--now need to reduce risk 

From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Thursday, March 15, 2007 8:47 AM 
Montag, Tom 
RE: cactus Delivers 

••• - he did a great job filling our ax (Tom C has really done a good job developing this guy) 

From: 
Sent: 
To: 
Subject: 

Montag, Tom 
Wednesday, March 14,20077:31 PM 
Sparks, Daniel L 
RE: Cactus Delivers 

What does that mean he brought in? Who with ·-what did it affect etc 

From: 
Sent: 
To: 
Cc: 
Subject: 

Sparks, Daniel L 
Thursday, March 15,20077:13 AM 
Montag, Tom; Schwartz, Harvey; Ruzika, Richard; Cohn, Gary (EO 85B3O) 
Gmelich, Justin; Cornacchia, Thomas 
Cactus Delivers 

Cactus Raazi did a fantastic job for the desk by bringing in $1.2 BB in A-rated single names today. 

Cornac and Gmelich were there usual outstanding contributors. 

Please recognize Cactus when you get a chance. 
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From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Wednesday, March 21,20075:11 PM 
Montag, Tom 
RE: 

I plan to have Josh layout plan and request for risk related to equity book, go to you 
and Bill. He has had a very good run in this activity. 

-----Original Message----­
From: Montag, Tom 
Sent: Wednesday, March 21, 2007 6:03 PM 
To: Sparks, Daniel L 
Subject: Re: 

Liqiidity is better but actual performance can be much worsew obviously. Unfortunately 
thwe trader josh has not demonstrated a track record of controlling his position. At a 
minimum the price will tell u how much u r risking. Instad of these louisy hedges he 
should just be selling his position 

----- Original Message 
From: Sparks, Daniel L 
To: Montag, Tom 
Sent: Wed Mar 21 17:41:58 2007 
Subject: RE: 

I'd like to give the traders the flexibility to have some S&p exposures to balance the 
deltas on the puts and to balance the overall desk shorts. It will become more important 
when prop derivs get started - soon. 
I think the liquidity of S&p'S and the equity puts is much better than a performance 
option. 

Overall as a bUsiness, we are selling our longs and covering our shorts - which is what 
this quarter is really about, as well as protecting ourselves on counterparty risk, 
planning for the new resi world, and trying to be opportunistic. We have shorts that we 
need to provide overall protection in case we get further move downs - and those shorts 
have been hurting us. 

I spent more time with ssg people today and asked them to be specific with respect to 
situations they were interested in as that would help me show them more. 

-----Original Message----­
From: Montag, Tom 
Sent: Wednesday, March 21, 2007 5:28 PM 
To: Sparks, Daniel L 
Subject: Re: 

Why don't u ask someone to write u options on the performance or outperformance. 

----- Original Message 
From: Sparks, Daniel L 
To: Montag, Tom 
Sent: Wed Mar 21 17:15:54 2007 
Subject: RE: 

Yes, S&p's were a good protection against the shorts, we got banged a bit today on it 

-----Original Message----­
From: Montag, Tom 
Sent: Wednesday, March 21, 2007 12:07 PM 
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To: Sparks, Daniel L 
Subject: Re: 

Can we discuss 

----- Original Message ----­
From: Sparks, Daniel L 
To: Montag, Torn; McMahon, Bill 
Sent: Wed Mar 21 11:50:53 2007 
Subject: RE: 

I had him liquidate S&p'S and cut equity put position in half yesterday. 
As we start to trade prop derivs, there will be reasons to trade various stocks. 
Josh and I plan to discuss with Bill next week. 

-----Original Message----­
From: Montag, Torn 
Sent: Wednesday, March 21, 2007 11:16 AM 
To: McMahon, Bill; Sparks, Daniel L 
Subject: 

Did josh get out of index trade 

Confidential Treatment Requested by Goldman Sachs 
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GOldman 
Sachs Table of Contents 

I. Subprime Overview 

II. GS in the Subprime Mortgage Space 

III. Lessons Learned I Looking Forward 

Appendix A: Goldman Sachs' Residential Mortgage Business Organizational Structure 

Appendix B: Competitive Landscape 

Appendix C: Independent Valuation Assessment 

Goldman Sachs does not provide accounting, tax, or legal advice. Notwithstanding anything in this document to the contrary, and 
except as required to enable compliance with applicable securities law, you (and each of your employees, representatives, and other 
agents) may disclose to any and al/ persons the US federal income and state tax treatment and tax structure of the transaction and 
al/ materials of any kind (including tax opinions and other tax analyses) that are provided to you relating to such tax treatment and tax 
structure, without Goldman Sachs imposing any limitation of any kind. 
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GOldman 
Sadls Subprime Mortgage Overview 

Subprime Lending in 2006 

Attribute Description 

Size 

Lending 
Decisions 

Geography 

Profitability 

$634bn annual residential mortgage loan originations 

(20% of total mortgage market) 

Emphasis on borrower ability to make current payment 

Proliferation of affordability products to achieve lower payments for borrowers 

Widening out of credit to include first time home buyers . 

Increase of alternative documentation loans in the subprime arena 

Go national to gain operating efficiencies 

Technology and wholesale approach to lending break down geographic barriers 

Increased reliance on automation to validate appraisals in local markets 

Cost to produce at 102% or below 

Loan sold at 102 - 103% 

Upon sale, originators provide protection against Early Payment Default(1) ("EPD") and representation 
and warranty breaches 

1 Early payment default (EPD) occurs when a borrower fals to make the initial payment(s) due to the loan purchaser. The purchaser typicaHy has the right to have the se/ler repurchase EPD loans. 
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Goldman 
Sadls Market Trends 

Volumes Increase Significantly 
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GOldman 
Sadls The Subprime Meltdown 

Timeline of Recent Events 
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Goldman 
Sachs The Subprime I Home Equity Sector 

State of the Market - Originations 

Top 25 Subprime Mortgage Lenders ($ billions) 

2006 Mkl 
Rank Lender Volume Share Status 

HSBC Finance, (Household) IL $43.13 6.80% • Owned by HSBC; rumors of sale 

2 New Century Financial, CA $39.40 6.21 % • Ceased Originations 

3 Countrywide Financial, CA $30.55 4.82% 

4 Wells Fargo Home Mortgage, IA $27.90 4.40% 

5 Fremont Investment & Loan, CA $27.88 4.40% • Ceased Originations 
6 CitiMortgage, NY $24.44 3.85% 

7 Ameriquest Mortgage, CA $24.00 3.78% • Obtained lifeline financing from Citi 
8 Option One Mortgage, CA $22.30 3.52% • Owned by H&R Block, up for sale 
9 Washington Mutual, WA $21.49 3.39% 

10 First Franklin Financial Corp, CA $19.56 3.08% • Purchased by Me';;l1 Lynch 
11 Residential Funding Corp., MN $16.67 2.63% 

12 BNC Mortgage/Finance America, CA $15.38 2.43% • Owned by Lehman 

13 Aegis Mortgage Corp., TX $13.00 2.05% 

14 Accredited Home Lenders, CA $12.45 1.96% 

15 American General Finance, IL $11.57 1.82% 

16 Chase Home Finance, NJ $8.49 1.34% 

17 Ownit Mortgage Solutions, CA $8.35 1.32% • Ceased operations (20% stake by Merrill) 

18 NovaStar Financial, KS $7.59 1.20% 

19 Equifirst, NC $7.47 1.18% • Purchased by Barclays 

20 ResMae Mortgage Corp., CA $5.71 0.90% • Purchased out of bankruptcy by Citadel 

21 EMC Mortgage Corp, TX $5.58 0.88% • Owned by Bear Steams 

22 WMC Mortgage, CA $4.84 0.76% • Owned by GE 

23 ECC Capital Corp .• (Encore) CA $4.32 0.68% • Purchased by Bear Stearns 

24 Fieldstone Mortgage Company. MD $3.79 0.60% • Purchased by C-BASS 

25 Nationstar Mortgage (Centex). TX $3.53 0.56% • Purchased by Fortress 

Source: Inside Mortgage Finance. 
1 A business sold or up for sale may also be suspended or in bankruptcy 
2 Asset Sale 

Businesses Sold It, 

Centex Home Equity (Fortress) 
HomEq (Barclays) 

MortgagelT (Deutsche Bank) 
Saxon (Morgan Stanley) 

First Franklin (Merrill Lynch) 
Encore Credit(2) (Bear Steams) 

Champion loans (HSBC Finance) 
Champion orignations (Fortress) 
CityMortgage (Morgan Stanley) 

EquiFirst (Barclays) 
ABN Amro Mortgage (Citigroup) 
New York Mortgage (IndyMac) 

New York Mortgage (Franklin Credit) 
Central Pacif/C(2) (TMSF Holdings) 

Fieldstone (C-BASS) 
ResMae Mortgage (Citadel) 

ClosedlBankrupt/Suspended 

Ameriquest Mortgage 
Meritage Mortgage 

Sebring Capital 
Ownit Mortgage Solutions 

Harbourton Mortgage 
Millennium Capital 
Popular Financial 
Rose Mortgage 

EquiBanc Mortgage 
Summit Mortgage 

Mortgage Lenders Network 
ResMae Mortgage 

New Century Financial 
Ameritrust Mortgage 

Fremont Investment & Loan 

Up for Sale 
Option One Mortgage 

ACC Capital (Ameriquest) 
Fremont Investment & Loan 

5 
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Goldman 
Sachs Goldman Sachs Business Activity 

Loan Purchasing 

Loan Origination 

Loan Servicing 

Loan Warehouse 

Loan Securitization 

Residential Mortgage 
Backed Securities 

Residuals (Equity Stubs) 

Derivatives 

CDOs(2) 

Advisory 

Principal Investments 

Description 

• Purchases loans from large sellers on a bulk basis and from smaller sellers via the GS conduit(1) 

• Directly closes loans via our Senderra Funding, LLC platform as of March 1, 2007 
(HQ - South Carolina, ($20mm/month) 

• Directly undertakes loan servicing (collectionslloss mitigation) via our Avelo servicing platform as of October 2005 
(HQ - Dallas, $12 billion portfolio). Total mortgage servicing in the U.S. is $10.0 trillion 

• Extends secured credit lines to mortgage originators to fund mortgage loans 

• Exits loan purchases by structuring and underwriting securitization and distributing securities backed by mortgage 
loans on a principal basis and for clients on an agented basis 

• Creates residential mortgage-backed securities ("RMBS") via its loan securitization programs 

• Trades RMBS on a secondary basis 

• Creates and retains some I all of the economic residuals via its loan securitization program 

• Actively trades in residuals off other securitizations 

• Actively trades in synthetics that references the residential mortgage securities market 

• Uses derivatives to hedge our long credit risk exposure 

• Undetwrites CDOs that are active buyers of residential mortgage backed securities 

• Assumes warehouse risk during portfOlio aggregation 

• Advises clients on both acquisition and disposition of mortgage platforms (National CitylFirst Franklin, Centex, H&R 
Block/Option One) 

• Opportunistically makes principal investments in the residential mortgage space 

1 Goldman Sachs residential conduit purchases loans from small to mid-sized mortgage originators. Loans purchased are generally originated according In Goldman Sachs standardized credit guidelines. 
2 Collateralized Debt ObOgations, resecurltizations of a divelSified pool of asset backed securities and synthetic instruments 
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GOldman 
Sachs Timeline of Major Events & GS Response 

Sub prime Sector 

• Easy access to credit; subprime mortgages grow to over 
20% of market 

• ABX indices launch in January 

• Investors seeking yield and broader global investor base 
drive demand for subprime securitizations 

• Acoustic defaults (May 2006) 

• Significant deterioration in underwriting standards and 
increased fraud 

• Cash spreads on RMBS widen as macro funds actively 
target subprime synthetics to express negative views on 
the sector 

• Bank regulators issue underwriting guidance on non­
traditional mortgage products 

• Widespread mortgage originator defaults begin including 
Sebring (Nov 06), Ownlt (Dec 06) and MLN (Jan 07) 

• Bids for subprime loans fall below cost to originate; 
business is therefore no longer profitable 

• Large originators announce numerous accounting 
restatements 1 losses for 2006 triggering equity market 
sell off 

• Securitization market for subprime slows significantly; 
market for securities is dislocated 

f Collateralized Debt Obligation, a resecuritization of a diversified pool of asset backed securities and synthetic instruments 
2 Credit Default Swap, a derivative instrument used to hedge credit exposure to a particular residential morlgage-backed security 

GS Response 

• GS long position grows with increased market 
activity 

• GS long position is further increased via ABX 
indices trades 

• GS becomes more vigilant on EPD identification 
and workout 

• Credit department steps up due diligence process 
on originators, creates watch list, suspends 
multiple names 

• Enhanced focus on independent valuation 

• GS scales back purchasing of riskier loans 

• GS reduces CDO(l) activity 

• Residual assets marked down to refiect market 
deterioration 

• GS reverses long market position through 
purchases of single name CDS(2) and reductions 
ofABX 

• GS effectively halts new purchases of sub-prime 
loan pools through conservative bids 

• Warehouse lending business reduced 

• EPD claims continue to increase as market 
environment continues to soften 

• Credit terms tightened further 
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Mortgage Business at GS 
Revenues 

($ millions) 

Product I Business 2005 

Residential Mortgage Loans 277 
Prime 73 
Subprime 204 

Commercial Real Estate Loans 197 

Non-Mortgage Asset-Backed Securities ("ABS") 45 

Structured Products Trading 245 

Other 121 

t As of 3115107 

2006 1Q 2007 YTD 2Q 200i1
) 

311 34 (19) 
42 71 74 
269 (37) (93) 

167 102 102 

40 14 20 

401 174 201 

110 35 33 
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Goldman 
Sachs GS Subprime Mortgage Business 

Subprime Risk: Current Position as of 3/15/07 

Long $2.900 subprime loans $0.1 bn loans funded 
$0.5bn subprime residuals $0.2bn bonds funded 
$3.3bn A1t-A loans 
$0.3bn Alt-A residuals 

Short $5.0bn ABX<2) 

Primary Risk(s) BASIS COUNTERPARTY CREDIT 
LOAN PERFORMANCE 
LIQUIDITY 
COUNTERPARTY CREDlT(3) 

f Positions are netted, and matched basis trades are excluded. 
2 Asset Backed Index, provides synthetic exposure to a specified bundle of cash bonds 
3 EPD or Reps & Wananties repurchase obligations 

$1.6bn cash RMBS $25mm investments in 
$1.0bn cash COO originators 

$3.0bn COO warehouse assets 

$3.5bn RMBS CDS 
$2.0bn COO CDS 
$2.2bn ABX(2) 

BASIS BUSINESS 
LIQUIDITY 
SMALL SHORT OVERALL 
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Goldman 
Sachs Credit Exposure Summary 

• Warehouse lending has declined substantially due to tighter credit terms: 

- Funded amount $250mm (down from $1.5bn funded at 1/31/07) 

• Whole loan purchases have declined 

• EPDs have risen, reflecting continued market deterioration (Subprime and Alt-A): 

Expected Maximum 
Notional ($mm) Potential Exposure(1} ($mm) Example Counterparties 

Diversified Counterparties 158 50 Commercial Banks 

Capitalized Non-Public Entities 185 45 OHI, Quicken 

Troubled Companies 190 70 Fremont, New Century 

Small I Thinly Capitalized Companies 85 26 MILA, SouthStar 

1 Business has (a.served for expected Joss amounts. 
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Goldman 
Sadls Lessons Learned 

• What went wrong 

• What went right 

• Liquidity and capital matter 

• Capital markets and financial innovation spread and increase risk 

• Franchise effects 
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GOldman 
Sadls Looking Forward 

• Potential effect in other markets 

• Residential whole loan business in major adjustment 

• Positioning and business strategy 

• Opportunities 

14 
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GOldman 
SaChs Strategic Considerations Regarding Vertical Integration 

Buy VS. Build 

Competitive Reaction 

Value Enhancing 

Intelligence 

Complemen~ S~_~ __ 
Mortgage Franchise 

Buy 

• Competitors are largely vertically integrated 
• Capture immediate loan volume in the near 

term 

Build 

• Do it our way 
• Slower, but less expensive 

• GS can add value to the loan origination chain through more pricing and credit discipline 
• GS can streamline the process from origination to securitization, resulting in increased profitability 

• "Field level knowledge" of lending environment makes us better risk takers with our capital when 
buying loans 

• Servicing, conduit, and asset 
management are already in place 

• Platform premiums were very high from 
2005-2006 

• Given turmoil in the space, platforms are 
available at lower prices than at any point in last 
5 years 

• Ability to attract quality talent as 
capacity exits the market 

• State of the art systems; avoid legacy 
issues 

• Build an origination platform that 
integrates well into existing GS 
franchise 

• Contingent liability is hard to quantify 
and may be outsized (lending practices 
I employment practices) 

• Stage investment based on market 
• Build an origination franchise without 

the industry's historical bad practices 

15 
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GOldman 
Sadls Leading Subprime Underwriters 

($ in millions) 

2006 Change 

Rank Underwriter Volume Market Share 2005·2006 

Lehman Brothers $51,810.8 10.7% -5.2% 

2 RBS Greenwich Capital 47,588.5 9.8% -8.2% 

3 Morgan Stanley 36,101.3 7.5% -5.4% 

4 Merrill Lynch 34,321.8 7.1% 3.3% 

5 Countrywide Securities 34,249.7 7.1% ·15.0% 

7 Deutsche Bank 28,562.9 5.9% 24.2% 

8 Credit Suisse 27,954.2 5.8% -38.4% 

9 JP Morgan Chase 26,157.9 5.4% 84.4% 

10 Bear Steams 22,861.6 4.7% ·39.9% 

Source: Inside ABS & MBS 
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GOldman 
SaChs Top Subprime Shelves by Volume as of Q3 2006 

($ million) 

_ 2006 ________ 2006 Change 
-~--- ~-- ~~- ~ ~-- -- -

2006-
Rank Lender Total 30 20 10 YTO 3006 

$27,641.5 $2,437.1 $8,074.4 $20,009.3 Morgan Stanley ABS Capital $17,130.1 (85.8)% 

26,496.6 8,172.8 6,988.6 33,961.6 2 SASCD (Lehman) 12,335.2 (33.7)% 

24,887.5 9,700.8 6,633.2 29,298.7 

22,035.2 6,767.8 7,947.9 16,384.7 4 Merrill Lynch Mortgage Investors 7,319.4 (7.5)% 

21,747.3 4,559.8 5 Long Beach Securities (WaMu) 4,304.3 12,883.2 13,152.2 5.9% 

6 FASC (RBS Greenwich) 21,502.6 5,059.7 12,892.3 3,550.7 14,594.9 (60.8)% 

8 Ace Securities (Deutsche) 15,196.1 5,167.4 4,110.3 5,918.4 10,579.3 26.7% 

Argent Securities Inc. (Ameriquest) 12,675.5 1,676.3 9 5,672.9 5,226.3 5,168.8 (70.5)% 

JP Morgan Acceptance Corp 12,398.5 4,516.7 10 4,232.8 3,649.0 2,493.1 6.7% 

RASC (RFC) 11,045.7 3,540.4 11 3,485.4 4,020.0 7,827.3 1.6% 

HIS Asset Securitization Co (HSBC) 10,694.4 4,346.0 12 3,048.4 3,300.0 0.0 42.6% 

RAMP (RFC) 9,922.3 2,282.2 13 2,411.5 5,228.6 9,452.0 (6.4)% 

SABR (Barclays) 8,902.6 3,234.5 14 1,977.9 3,690.2 0.0 63.5% 

MAST (UBS) 8,481.2 2,767.4 15 2,209.3 3,504.6 8,631.8 25.3% 

f Source: Inside B&C Lending 
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GOldman 
Sadls Leading COO Underwriters 

Structured products (not including CMBS) 

2006 2005 

Rank Bookrunner Issuance No. of Deals Issuance No. of Deals 

Merrill Lynch 41,183.9 42 16,379.7 23 

2 UBS 17,768.7 60 5,041.1 11 

3 Citigroup 17,509.3 27 14,128.9 14 

4 Deutsche Bank 16,174.9 25 4,882.9 14 

6 Barclays Capital 13,677.6 77 8,719.3 14 

7 Credit Suisse 13,273.0 20 4,473.5 14 

8 Calyon 12,643.5 22 2,034.8 19 

9 Banc of America 10,136.9 33 3,220.9 18 

10 Wachovia 8,677.0 16 8,214.0 9 

11 ICP Securities 8,258.5 4 811.9 

12 Bear Steams 7,012.9 14 3,659.6 10 

13 Morgan Stanley 6,058.3 33 2,228.2 18 

14 Lehman Brothers 5,736.1 13 4,928.5 23 

15 RBS Greenwich 4,810.8 13 2,217.6 7 

16 IXIS Securities 3,877.8 6 662.1 3 

17 Fortis Bank 3,000.0 2 363.0 1 

18 WestLB 2,448.0 3 1,691.9 2 

19 J.P. Morgan Chase 1,780.9 4 688.0 3 

20 BNP Pari bas 1,708.2 9 1,714.1 18 

Source: Asset-Backed Alert 
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GOldman 
SacJ1s Residential Loan Competitors 

Origination ------------------
B k D" Cd" S" " International PI tf N S " N ro er Irect on U1t ervlcmg P a orm arne ervlcer arne 

resence 

Bear Stearns x x x x Encore EMC 

Credit Suisse x x x Select 

Deutsche Bank x x x Chapell MortgagelT 

RBS Greenwich 

Lehman Brothers x x x x BNC Mortgage Aurora 

Merrill Lynch x x x First Franklin Home Loan Services 

Morgan Stanley x x x x Saxon Saxon 
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GOldman 
SaChs Independent Price Verification 

• A dedicated group within Controllers performs an independent price verification of the mortgage inventory. The 
team is highly specialized and has extensive experience in the valuation of mortgage related products 

• The investment in this team over the last several years has led to a significant reduction in the mortgage related 
unverified cash inventory (Nov. 2004 unverified market value of $9.1 billion, reduced to Feb. 2007 unverified 
market value of $0.7 billion). The close coordination of this team and desk management has ensured market 
movements are reflected in pricing on a timely basis and at times has lead to the remarking of positions 

• The price verification results for the quarter ending 2/23/07 indicate that the mortgage inventory is marked 
appropriately. The marks reflect decreased liquidity within the subprime market 

• Price verification analysis utilizes four core strategies: 

Strategy 

External price comparison 

Fundamental analysis 

Trade comparison 

Collateral analysis 

Implementation 

• Prices received from third party vendors are compared against inventory poSitions 

• Utilizes discounted cash flow (DCF), option adjusted spread (OAS) or securitization analysis. Observable 
market data or inputs are incorporated when available and appropriate 

• Utilizes a review of recent market transactions against inventory positions with similar collateral and/or risk 
profiles and is an important determinant of market technicals or risk premium 

• Utilizes two way collateral agreements to review pricing by market counterparts for mortgage derivatives. 
These agreements call for the posting of collateral against outstanding contracts when their market value 
falls. The exchange of collateral margin against derivative transactions is a strong indicator of market levels 
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From: Burchard, Paul 

Sent: Wednesday, April 25, 2007 3:54 PM 

To: 

Cc: 

Turok, Michael; Lehman, David A.; Swenson, Michael; Birnbaum, Josh; Salem, Deeb; Primer, Jeremy 

Wiesel, Elisha 

Subject: RE: RMBS Subprime Risk Report 

Attachments: RMBS_Subprime_Risk_ABS_Base.pdf 

(Restricting distribution.) 

It looks like the risk report we are sending to management understates the effectiveness of our 2006 BBB and BBB- single 
name shorts, making us appear to be nr:lt long there on a duration basis even though notionally we're net short. The 
reason is that we are long the good stuff and short the bad stuff (based on tiering -- see attached finer breakdown where 
vintage "20062" means 2006 Tier 2). Because spreads differ by more than a factor of two between the best and worst 
tiers, the uniform 1 bp shock of the spread DV01 is impacting the better stuff harder in relative sense, exaggerating those 
longs. 

From: ficc-mtgcdstrat 
Sent: Wednesday, April 25, 2007 2:27 PM 
To: Sparks, Daniel L; Fortunato, Salvatore; Lehman, David A.; Swenson, Michael; Birnbaum, Josh; Salem, Deeb; 
Chin, Edwin; Kaufman, Jordan; Bruns, William; Kamilla, Rajiv; Egol, Jonathan; Tourre, Fabrice; Williams, Geoffrey; 
Dinias, Michael; Jha, Arbind; Gmelich, Justin; McAndrew, Thomas R.; McMahon, Bill; Mazumdar, Sanjay; Oza, 
Romil 
Cc: ficc-mtgcdstrat 
Subject: RMBS Subprime Risk Report 

Attached are the shalt fOlm RMBS Subprime Risk reports for 24Apr07 

Permanent Subcommittee on Investigations 
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From: 
Sent: 
To: 
Subject: 

Sensitivity: 

Blankfein, Lloyd 
Friday, July 20, 2007 10:25 PM 
Cohn, Gary 
Re: Private & Confidential: FICC Financial Package 07/20107 

Confidential 

Bet all the dads at camp are talking about the same stuff. 

----- Original Message 
From: Cohn, Gary 
To: Blankfein, Lloyd 
Sent: Fri Jul 20 22:08:34 2007 
Subject: Re: Private & Confidential: FICC Financial Package 07/20/07 

No because we are marking both sides. There is a net short 

----- Original Message 
From: Blankfein, Lloyd 
To: Cohn, Gary 
Sent: Fri Jul 20 22:06:26 2007 
Subject: Re: Private & Confidential: FICC Financial Package 07/20/07 

Ok thanks. 

Shud we be taking a similar approach in mortgages, ie, reserve the pnl on the hedges. ( I 
realize we'll go over everything much more intensively, but in terms of our interim 
pnl ... ) . 

----- Original Message ----­
From: Cohn, Gary 
To: Blankfein, Lloyd; Viniar, David 
Sent: Fri Jul 20 21:59:13 2007 
Subject: Re: Private & Confidential: FICC Financial Package 07/20/07 

Now that I look it does look like credit is backed out . There is a negative 30 in the 
hedge line and I think the hedge was up 30 today. Other half in Banking 

Original Message 
From: Blankfein, Lloyd 
To: Viniar, David; Cohn, Gary 
Sent: Fri Jul 20 21:40:00 2007 
Subject: Fw: Private & Confidential: FICC Financial Package 07/20/07 

Cud you tell me if these numbers reflect backing out hedge pnl in credit? How much? In 
mortgages? If not mortgages, why is the number so big? 

----- Original Message ----­
From: Tricarico, Geoffrey P. 
To: ficc-package 
Sent: Fri Jul 20 20:07:20 2007 
Subject: Private & Confidential: FlCC Financial Package 07/20/07 

REVENUES (Including Estimate) 
EST $ 184.4 
WTD $ 7 .... ------...., Permanent Subcommittee on Investigations 

EXHIBIT #24 
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MTD $ 
QTD $ 
YTD $ 

PRE-TAX 
EST $ 154.5 
WTD $ 
MTD $ 
QTD $ Redacted by the Permanent 

YTD $ Subcommittee on Investigations 

Mortgage Backed Securities $ 72.7 
SPG Trading +64.0 (ABS Secondary +57.0 [Index Basis] / Correlation +13.0 [ABS CDS / CMBS 
CDS spreads widening]) / Resi Credit +25.2 (Alt-A +14.7 [ABX widening] / Subprime +13.0 
[ABX widening] / Subs ~7.0 [Spreads widening]) / CDO-CLO -22.0 (Val Adj on exposure to 
Basis Capital) 

Redacted By 

Permanent Subcommittee on Investigations 
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From: 
Sent: 
To: 

Viniar, David 
Tuesday, July 24,20078:10 PM 
61ankfein, Lloyd (EO 85630) 

Subject: RE: Daily Estimate 07-24-07 - Net Revenues $74M 

Mergers, overnight asia and especially short mortgages saved the day. 

-----Original Message-----
From: Blankfein, Lloyd (EO 85B30) 
Sent: Tuesday, July 24, 2007 7:41 PM 
To: Viniar, David; Cohn, Gary (EO 85B30) 
Subject: Fw: Daily Estimate 07-24-07 - Net Revenues $74M 

I've seen worse. 

----- Original Message ----­
From: Carpenter, Zachary 
To: gs-fr-daily-est-ny <gs-fr-daily-est-ny@ny.email.gs.com> 
Sent: Tue Jul 24 19:21:58 2007 
Subject: Daily Estimate 07-24-07 - Net Revenues $74M 

Enclosed please find the Daily Estimate for Tuesday, July 24th, 2007: 

Daily Estimate - As of July 24, 2007 
($ in Millions, Except Diluted EPS) 

DAY 
Revenues $ 74 
Expenses 65 
Pre-Tax Earnings 9 
Provision for Taxes 3 
Net Earnings 6 
Preferred Stock Dividends 0 
Net Earnings to Common Shares 6 
Diluted Earnings Per Common Share 

Highlights Include: 

$ 0.01 

* FICC - Mortgages +83 (ABS Secondary +72 I Correlation +13) 

Redacted By 

Permanent Subcommittee on Investigations 

Goldman, Sachs & Co. 
180 Maiden Lane I 22nd Floor I New York, NY 10038 
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From: 
Sent: 
To: 
Subject: 

Sensitivity: 

Viniar, David 
Wednesday, July 25,20079:18 PM 
Cohn, Gary (EO 85830) 
RE: Private & Confidential: FICC Financial Package 07/25/07 

Confidential 

Tells you what might be happening to people who don't have the big short. 

-----Original Message----­
From: Cohn, Gary (EO 85B30) 
Sent: Wednesday, July 25, 2007 8:55 PM 
To: Viniar, David; Blankfein, Lloyd (EO 85B30); Winkelried, Jon (EO 85B30) 
Subject: Fw: Private & Confidential: FICC Financial Package 07/25/07 
Sensitivity: Confidential 

Look at the Mortgage numbers up 373 in the index book and wrote down 230 in CLO-CDO and. 
92 in res ids 

Original Message ----­
From: Tricarico, Geoffrey P. 
To: ficc-package 
Sent: Wed J~l 25 19:33:10 2007 
Subject: Private & Confidential: FICC Financial Package 07/25/07 

REVENUES (Including Estimate) 
EST $ 126.5 
WTD $ 
MTD $ 
QTD $. 
YTD $: 

Redacted By 
PRE-TAX 
EST $ 9_6 .• 6_ 
WTD $ 

Permanent Subcommittee on Investigations 

MTD $ 
QTD $ 
YTD $ 

Redacted By 

Permanent Subcommittee on Investigations 
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Redacted By 

Permanent Subcommittee on Investigations 

Mortgage Backed Securities $ 48.7 
SPG Trading +373.0 (COO/CDS and ASS/CDS widening) / CDO-CLO -230.0 (Markdown of retained 
debt) / Resi Credit -92.0 (Markdown of residuals) 

Redacted By 

Permanent Subcommittee on Investigations 

«Frcc Package 2007-07-25.xls» 
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From: Sparks, Daniel L 
Sent: Sunday, July 29,200710:16 PM 

Montag, Tom To: 
Cc: 
Subject: 

Mullen, Donald; Swenson, Michael; Lehman, David A.; Egol, Jonathan; Tourre, Fabrice 
Correlation information you asked for 

Department-wide P&L for the week was $375mm (this is after adjusting tor the $100mm discussed today) 
Correlation P&L on the week was $234mm, with CMBS, CDOs, and RMBS/ABX shorts all contributing 
Rest of department is net short RMBS and CDOs, net long cmbs. 
Correlation positions are below: 

From: 
Sent: 
To: 
Cc: 
Subject: 

Lehman, David A. 
Sunday, July 29, 2007 9:45 PM 
Sparks, Daniel Li Tourre, Fabricei Swenson, Michaeli Egol, Jonathan 
Williams, Geoffrey 
RE: Call me_" •• 

Rough numbers below ... current position .... buys on the week ... net risk chg 

Corr cmbs position 

Short 250klbp 2005 "AAA" risk 
Short 300klbp recent vintage "A" risk 
Short 500klbp recent vintage "BBB/BBB-" risk 
Short 150klbp recent vintage "8B" risk 

_ = Redacted by the Permanent 

Subcommittee on Investigations 

The book (',overed -125k1bp of "A" CMBX and 12Sklbp of "BBB-" CMBX on the week 

Despite those buys, on the week the book got shorter 200klbp "A" risk and 100klbp "BBB" and below risk 

Carr abs pOSition 

Long 125k/bp of "A" subprime 
Short 80klbp of BBB subprime 
Short 80klbp of BB8- subprime 

Desk has bought -500mm of abx BBBs/BBB-s on the week (150klbp) 

Not a big dv01 change week/week 

Carr cdo position 

Short 140l<lbp of AAAs 
Short 140klbp of Aas and As 

Don't believe any trades were done on the week 

Not a big dvO 1 change weeklweek 

Permanent Subcommittee on Investigations 

EXHIBIT #27 
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- = Redacted by the Permanent 

From: Birnbaum, Josh 
Sent: Sunday, August 05,20073:36 PM 

Swenson, Michael; Salem, Deeb 
RE: great week 

To: 
Subject: 

In your 3 tables at the bottom, I would put what we bought first, then are you intending to show what ABX+Corr net RISK 
change was (factoring in gamma)? If so, I would make that more clear that you are talking about RISK not just nominal 
POSITION in the contracts. And when you "Mortgage Dept", I assume you mean the dept excluding SPG trading, 

From: Swenson, Michael 
Sent: Sunday, August as, 20079:24 AM 

Birnbaum, Josh; Salem, Deeb 
great week 

To: 
Subject: 

This is our contribution for a report that Sparks is sending to Montag for Management Committee tornm. Obviously 
tl1e $3,000 short in B8B/B8B- is overstated but it it too difficult to describe in this forum 

By the way our Pink Sheets are wrong for Saturday Morning - I had to assemble this by hand 

Market Summary: 

• ABX 07-1 price changes for the week: 

MA -4.5pts 
AA -9.0pts 
A -7.0pts 
BBB -4.0pts 
BBB- -3.0pts 

- Sellers, both new shorts and fast money, have moved up the capital structure 
to MA, AA, and A's 

- dealers have been selling single-A (to hedge super senior longs) and 
originators have been selling triple-As. 

Current Desk Position Summary: 

• RMBS Single-As - net short 900mm 100% in single-name CDS 

• RMBS BBB/BBB- - net short $3,000mm (80% in Single-name CDS - 50% in 2005 
vintage) 

• Correlation Desk - net short $400mm of ABX 06-1 BBB and BBB-

• Mortgage Department short approx $4bb of AAA ABX 

ABX Index Flow Summary for week ended August 3rd: 

• In summary, a phenomenal week for covering our Index shorts on the week. The ABS 
Desk bought $3.3bb of ABX Index across various vintages and ratings over the 
past week. $1.5 billion was retained by the ABS desk to cover shorts in ABX 
($900mm in ABX 06-1 As being the most significant) and $1.0 billion was sold to 
internal desks across the mortgage department ($925mm in triple-As) . 

Permanent Subcommittee on Investigations 
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• 

• 

• 

ABS and Correlation Desk Net ABX Position Change on the Week: 

'AAA + 75mm 
AA + 280mm 
A +l,lOOmm (ABX 06-1 A short of 900mm at beginning of week is now ony 
-73mm) 
BBB + 70mm 
BBB- + 17mm 

Total +1,542mm 

Mortgage Department Net ABX Position Change on the Week 

AM + 925mm 
AA + 25mm 
A + 75mm 
BBB + Omm 
BBB- + Omm 

Total +1,025mm 

Total ABX Indices by rating bought this week: 

AM $l,OOOmm 
AA 365mm 
A 1, 653mm 
BBB 110mm 
BBB- 257mm 

Total $3,385mm 

Goldman, Sachs & Co. 
85 Broad Street 1 New York, NY 10004 
tel: +1 212902 5090 1 mobile: +1 917_._1 fax: +1 2124289761 
e-mail: michael.swenson@gs.com 

MIchael J. Swenson 
Fixed Income, Currency & Commodities 

G!)~d1mm 

Sachs 

© Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See ht1p:IIwww.gs.com/disclaimerJemail-salesandtrading.hbnl for important 
risk disclosure, conflicts of Interest and other terms and conditions relating to this e-mail and your reliance on Information contained In It. This 
message may contain confidential or privileged information. If you are not the intended recipient, please advise us immediately and delete this 
message. See http://www.gs.com/disclaimer/email/for further information on COnfidentiality and the risks of non-secure electronic communication. 
If you cannot access these links, please notify us by reply message and we will send the contents to you. 
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From: Birnbaum, Josh 

Sent: Thursday, August 09,20076:10 PM 

To: Salem, Deeb 

Subject: RE: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

meeting scheduled for tuesday 

•...•....... , ..•.......•.•.. ' .•.....•....•...•..• , ...•.. , ...•....... , •.......•.• , ......................................................................................... , ..•... , ....•.•............. , ..................................................... , ....•........................•.. , ...........•...........•.......... , .......•.........•......... ,., ................•.•.................•..........•.........•....................•.•...............•...................................... 

From: Salem, Deeb 
Sent: Thursday, August 09, 2007 5:55 PM 
To: Birnbaum, Josh 
Subject: RE: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

i do think that is a real concern. how quickly can you work with strats to get them 
to revise our VAR to a more realistic number? 

............. , ... ,.,., ..... ,., ............... , •...... , •...... , ..... , ................... ,., ... , ... ,., ............... ,.,., ....... , ... , ..•........ ,.,., ..... , ....... , ............. , ..............• , ... , ....... , ............... , ................... ,.,., ..•.. ,.,.,.,., •.•.•.•.... , ....... , ......... , •.•...... , ......................................... , ... , ............... , ............... , •.. , ... , ......... ,., ............................... ,.,., ............ ' .... , ............... ,., ....................... ,',',',',' 

From: Birnbaum, Josh 
Sent: Thursday, August 09, 2007 5:47 PM 
To: Salem, Deeb 
Subject: RE: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

i just asked blc i saw the note about mortgages dropping back down to a permanent limit of 35mm (which 
we are way over). this would mark a change of their recent policy to just keep increasing out limit. makes 
me a little nervous that we may be told to do something stupid. 

From: Salem, Deeb 
Sent: Thursday, August 09, 2007 5:43 PM 
To: Birnbaum, Josh 
Subject: RE: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

no heat over the last 2 days ... that said, im not sure how aware he is of 
it. we've actually bot a decent amount of single name protection this 
week. 300mm BBS/BBB- and 50mm A's 

From: Birnbaum, Josh 
Sent: Thursday, August 09,20075:38 PM 
To: Salem, Deeb 
Subject: RE: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

good, was that a "no" on the heat question? 

From: Salem, Deeb 
Sent: Thursday, August 09, 20075:37 PM 
To: Birnbaum, Josh 
Subject: RE: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

we ha,ve waved in -1.20mm in bbb and bbb- protecti.on the last 2 
days. almost all 2006 stuff (tier 1, 2, and 3). 

Permanent Subcommittee on Investi2ations 
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From: Birnbaum, Josh 
Sent: Thursday, August 09,20075:34 PM 
To: Salem, Deeb 
Subject: FW: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

are you getting any more heat to cut/cover risk? these VAR numbers are 
ludicrous, btw. completely overestimated for SPG trading, underestimated for 
other mortgage desks. 

From: Song, Scarlett 
Sent: Thursday, August 09, 2007 3:08 PM 
To: Montag, Tom; Sobel, Jonathan; Sparks, Daniel L; McHugh, John; 
Bohra, Bunty; Pouraghabagher, Cyrus; Finck, Greg; Gasvoda, Kevin; 
Turok, Michael; Brazil, Alan; Gallagher, Timothy (IB PBC07); Buono, Mark; 
Montag, Tom; Lehman, David A.; 'Ostrem, Peter L'; Rosenblum, David J.; 
Birnbaum, Josh; Swenson, Michael; 'Huang, Leo'; DeGiacinto, Clayton; 
Egol, Jonathan; Nichols, Matthew; Nestor, Genevieve; Cawthon, Michael; 
Iqbal, Farrukh; Holen, Margaret; Kamilla, Rajiv; Mahoney, Justin; 
Weinstein, Scott; Resnick, Mitchell R; Gao, Renyuan; Bristow, Andrew; 
DeNatale, Mark; Gold, Erica; Cannon, JeanMarie; Sternr Matt; Alexander, 
Lee; Andrea, Mireille N. 
Cc: Berry, Robert; Dinias, Michael; Lee, Brian-J (FI Controllers); 
Leventhal, Robert; Pantow, Albert; Fredman, Sheara; Fortunato, 
Salvatore; Mazumdar, Sanjay; Chen, Benjamin; gs-mra-mtg 
Subject: MarketRisk: Mortgage Risk Report (cob 08/08/2007) 

femporary MTG SPG VaR limit of $11 Omm expired on 81712007 

MTG SPG is over its permanent VaR limit of $35 mm 
Resi Prime is over its corrent stress test limit of$100mm 
Acquisition Commitment is over its corrent stress test limit of $150mm 

95% VaR ($NM) 

Desk 08/08 08/07 Limit 

MTG SPG 95.0 97.6 35 

Stress Test ($NM) 

Desk 08/08 08/07 Limit 

MTG SPG (257) (238) (650) 

Deriv (24 ) (25) (30) 

Res Prime (103) (104) (100) 

Res Credit (108) (111) (185) 

Credit Resid (80) (80) (170) 

Non-Resi Orig 4 4 (70) 

CRE Loan 13 13 

ABS Loan (10) (10) 

SPG Trading 180 194 (160) 

ABS/MBS COO (1) (1) (30) 

Manager 0 0 

Commitment (204 ) ( 195) (150) 
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From: 
Sent: 
To: 

Cohn, Gary (EO 85830) 
Tuesday, August 14, 2007 12:27 PM 
Sparks, Daniel L 

Subject: Fw:Post 

Talk to me before you go long 

----- Original Message 
From: Viniar, David 
To: Cohn, Gary 
Sent: Tue Aug 14 12:23:55 2007 
Subject: FW: Post 

From: Sparks, Daniel L 
Sent: Tuesday, August 14, 2007 10:38 AM 
To: Montag, Tom; Mullen, Donald; Cohn, Gary (EO 85B30); Viniar, David; O'Neill, 

Tim (FIN 85B030); Wink,elried, Jon (EO 85B30) 
Subject: Post 

(1) Mortgage CDO market has continued to be hammered with combination of the large 
downward move in subprime RMBS, rating agencies action, and no liquidity. For example, our 
market for the Timberwolf A2 (mezz AAA) that we marked at the end of May at 80 is now 
15/25. Mortgage CDOs are so geared that many tranches are priced to 10 value, and it's not 
just liquidity - there are fundamental cashflow issues. 

(2) AAA ABX and RMBS may be the best opportunity to make a bunch of money. The 
losses implied from the ABX trading levels seem way too high (over 30% cum losses). We've 
been covering, but we will likely come to you soon and say we'd like to get long billions 
- and we'd stay short BBBish part. The potential for large liquidations may continue to 
put technical pressure on, but once it stops AAA should perform strongly. 

(3) Platforms are interesting out there, but even the good ones are really 
struggling and the trades are hard. The question is, what capabilities are we really 
getting, and at what price. We continue to look hard. 

(4) Liquidity - we are focused on making an adjustment to our bid offer reserves for 
synthetics to reflect how bad liquidity is, and we are working with controllers on it. 
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From: Berry, Robert 
Sent: Wednesday, August 15, 20075:23 AM 
To: Viniar, David; McMahon, Bill; Broderick, Craig 
Subject: RE: MarketRisk: End of Day Summary - cob 8/10/2007 

the most obvIous risks are the short in mortgages and effectively a credit iJasis trade, long loans, silort other credit. 
hedging these (across mortgages, gcp, ssg and origination) might reduce by "'20%. 

i know you know, but our sensitivity to estimates of correlation implicit in the data we use for simulation is becoming 
acute, put another way, there will be days where. "nothing happened" - positions didn't change, markets were quiet, 
but small changes in correlation will mean the difference between 140 and 160, it wi!! be really difficult to explain to 
you and to the desks why were under yesterday but ove!" today. this only gets worse as tile headline risks reduce. 

we're making some changes over the next couple of weeks that should allow us to more easily quantify the daily 
·'creep". it will still be hard to give much intuition other than "it is what it is", but at least we can factor it out in 
discerning changes driven by desks increasing positions. 

From: Vinlar, David 
Sent: Monday, August 13, 20077:27 PM 
To: McMahon, Billi Broderick, Craigi Berry, Robert 
Subject: fIN: MarketRfsk: End of Day Summary - cob 8/10/2007 

No comment necessary. Get it down. 

From: 
Sent: 
To: 

Cc: 

Subject: 

McAndrew, Thomas R. 
Monday, August 13, 20076:44 PM 
Viniar, David; Cohn, Gary (EO 85B30); Montag, Tom; ShelWood, Michael Si Forst, Edward (FIN PBC09)i Evans, J. Michael 
(EO CKC68); McMahon, Billi Viniar, Davidi Ruzika, Richardi Mullen, Donaldi Eisler, Edi Sobel, Jonathan; Ealet, Isabellei 
Young, Paul; Heller, Dave Bi Agus, Raanan·Ai Schroeder, Jeffi Sparks, Daniel L; Broderick, Craigi Beshel, UZi Berry, Roberti 
Petersen, Brucei Wilson, Edwardi Lahey, Brlani Lee, Brian-J (FI Controllers)i Dinias, Michaeli Pastro, Ali Ng, Victor Ki 
Maretz, AndYi Johnson, Daraui Hughes, Jon a (Market Risk Management & Analysis) 
Shaw, Michaeli Jha, Arbindi Kendrick, Richardi Rlgueiras, Geraldo A.i Cumming, Carolinei Parker, Granti Chodos, Jason E.; 
Haar, Roberti Yunger, Dalia (Kronenberg)i McAndrew, Thomas R.i Walters, Kristen 
MarketRisk: End of Day Summary - cob 8/10/2007 

VaR increased from $150rnm to $159rnm 

95% VaR by Business ($rnm) 

Trading 
FlCC 
IRP 

Mortges 
FX 

10-Aug 
159 

96 

9-Aug % Contr 
150 100% 

102 40% 

Redacted by the Permanent 
Subcommittee on Investi ations 

EM Mkts 
Cornm 
Credit 
SSG 
Orig 
Equities 
GSPS 

Redacted by the Permanent 
Subcommittee on Investi ations 

EPG 
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95% VaR by Product Category ($mm) 

Trading 
Rates 
Equities 
CCY 
Comm 

10-Aug 9-Aug % Contr 

Redacted by the Permanent 

Credit Scenario ($MM) 
lO-Aug 9-Aug Limit 

IRP 
Mortges. 
Warehouse 
EMG 
Credit 
SSG 
Orign. 

Limit Excesses 

Temporary Limjts 

(313) 
56 

(289) 
52 

(750) 
(170) 

Redacted by the Permanent 
Subcommittee on Investi ations 

Redacted by the Permanent 

Subcommittee on Investi ations 

Redacted by the Permanent 
Subcommittee on Investi ations 

Mortgages has a temporary VaR limit of $llOmm until cob 8/21. 
Mortgage Trading widening scenario has a temporary limit of <$750mm> until cob 8/21. 

« File: Daily Trading Risk Summary20070810.pdf» 
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From: Mullen, Donald 
Sent: Wednesday, August 15, 2007 2:06 PM 
To: Cohn, Gary (EO 85830); Sparks, Daniel L; Montag, Tom; Viniar, David; O'Neill, Tim (FIN 

858030); Winkelried, Jon (EO 85830) 
Subject: RE:Post 

Billy, Dan, Bruce and I are trying to fashion a way to reduce var that doesn't add real 
risk. Buying AAA will add new risk, we may like it but it is not in anyway offsetting our 
current risk. Reducing our shorts will reduce var but seems crazy since we view them as 
both profitable and a hedge for the risk left from cdo business which remains unsaleable. 
Nevertheless gives an hour and we will speak to you. 
On credit var we have ram continuing to reduce his shorts ~. 

-----Original Message----­
From: Cohn, Gary (EO 85B30) 
Sent: wednesday, August 15, 2007 1:52 PM 
To: Sparks, Daniel L; Mullen, Donald; Montag, Tom; Viniar, David; O'Neill, Tim (FIN 
85B030); Winkelried, Jon (EO 85B30) 
Subject: Re: Post 

Happy to see 

Original Message ----­
From: Sparks, Daniel L 

_ = Redacted by the Permanent 

To: Mullen, Donald; Montag, Tom; Cohn, Gary; Viniar, David; O'Neill, Tim; Winkelried, Jon 
Sent: Wed Aug 15 13:47:02 2007 
Subject: RE: Post 

We're continuing to cover some shorts, and we may cover some BBB with AAA, but I got the 
message clearly that we shouldn't get long without Gary/Tom/Don all saying OK. The best 
opportunity for the department (better than 2& and other dying originators) is 
probably the AAA index - no balance sheet, cheap vs fundamentals and good technicals - the 
street and others are short. The last leg down could be hedging for mass liquidations. We 
will put together our specific thoughts for timing and limits. 

From: Mullen, Donald 
Sent: Wednesday, August 15, 2007 1:37 PM 
To: Sparks, Daniel L; Montag, Tom; Cohn, Gary (EO 85B30); Viniar, David; O'Neill, Tim 
(FIN 858030); Winkelried, Jon (EO 85830) 
Subject: RE: Post 

On number 2 we need to discuss: 
Timing 1 
Liquidity 
Limits 

From: Sparks, Daniel L 
Sent: Tuesday, August 14, 2007 10:38 AM 
To: Montag, Tom; Mullen, Donald; Cohn, Gary (EO 85B30); Viniar, David; O'Neill, 

Tim (FIN 85B030); Winkelried, Jon (EO 85B30) 
Subject: Post 

(1) Mortgage CDO market has continued to be hammered with combination of the large 
downward move in subprime RMBS, rating agencies action, and no liquidity. For example, our 
market for the Timberwolf A2 (mezz AAA) that we marked at the end of May at 80 is now 
15/25. Mortgage CDOs are so geared that many tranches are priced to IO value, and it's not 
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just liquidity - there are fundamental cashflow issues. 

(2) AAA ABX and RMBS may be the best opportunity to make a bunch of money. The 
losses implied from the ABX trading levels seem way too high (over 30% cum losses). We've 
been covering, but we will likely come to you soon and say we'd like to get long billions 
- and we'd stay short BBBish part. The potential for large liquidations may continue to 
put technical pressure on, but once it stops AAA should perform strongly. 

(3) Platforms are interesting out there, but even the good ones are really 
struggling and the trades are hard. The question is, what capabilities are we really 
getting, and at what price. We continue to look hard. 

(4) Liquidity - we are focused on making an adjustment to our bid offer reserves for 
synthetics to reflect how bad liquidity is, and we are working with controllers on it. 

2 
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From: Egol, Jonathan 
Sent: Thursday, August 16, 20074:16 PM 

Tourre, Fabrice; Swenson, Michael 
Lehman, David A. 

To: 
Cc; 
Subject: RE: Projected Corr Customers winners/losers from singled-name mark changes 

That's right I forgot that trade is in a different book, good catch 

From: 
Sent: 
To: 
Cc: 
Subject: 

Tourre, Fabrice 
Thursday, August 16, 20074:15 PM 
Egol, Jonathan; Swenson, Michael 
Lehman, David A. 
RE: Projected Corr Customers winners/losers from singled-name mark changes 

For Paulson, the ABAC 07-AC1 is going to mark up in their favor $220mm, in addition to the $109mm mentioned by 
Egol below. 

ABN Amra is gOing to be down $165mm (I have a call into them to post them on this coming mark change) on this 
trade 

IKB is going to be down an additional $2f5.5mm on ABAC 07-AC1, and ACA down $7mm. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Egol, Jonathan 
Thursday, August 16, 2007 4: 11 PM 
Swenson, Michael 
Egol, Jonathan; Lehman, David A.; Tourre, Fabrice 
Projected Carr Customers winners/losers from singled-name mark changes 

This is purely from the bespoke book. Based upon the spread changes we see from you 
guys, doesn't look like there are going to be huge changes in the ABX tranche book. 

Top winners: 

1 iE5r 2 i • 
3 F 4 _ 

Top 10 losers: 1_ 
2 S 
3 .. 

~ .?==~ • • 6_ 

$109.1mm 
$13.4mm 
$5.7mm 
$1.9mm 

$139.2mm 
$109.4mm 
$54.1mm 
$6.1mm 
$5.5mm 
$3.6mm 

_ = Redacted by the Permanent 

The aggregate P&L in the book is $405mm (ie net markdown to customers), much of this is 
scattered across a bunch of cashflow COOs. 

Goldman, Sachs & Co. 
85 Broad Street 1 New York, NY 10004 
tel:+12123573349 I mobile:+1917 ••• 1 fax:+12124281247 
e-mail: jonathan.egol@gs.com 
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From: Cohn, Gary (EO 85830) 
Sent: Tuesday, August 21, 2007 10:36 AM 
To: Montag, Tom; Mullen, Donald; Winkelried, Jon (EO 85830) 
Subject: RE: Potential large subprime trade and impact on Firmwide VAR 

I do think holding for some period at some price makes sence 

-----Original Message----­
From: Montag, Tom 
Sent: Tuesday, August 21, 2007 9:58 AM 
To: Cohn, Gary; Mullen, Donald; Winkelried, Jon 
Subject: Re: Potential large subprime trade and impact on Firmwide VAR 

This is buy and hold not buy and sell strategy however Just to be clear 

----- Original Message ----­
From: Cohn, Gary (EO 85B30) 
To: Mullen, Donald; Winkelried, Jon (EO 85B30); Montag, Tom 
Sent: Tue Aug 21 09:52:42 2007 
Subject: RE: Potential large subprime trade and impact on Firmwide VAR 

Got that and am not ,answering - I do like the idea but you call -----Original Message----­
From: Mullen, Donald 
Sent: Tuesday, August 21, 2007 9:52 AM 
To: Winkelried, Jon; Cohn, Gary; Montag, Tom 
Subject: Fw: Potential large subprime trade and impact on Firmwide VAR 

It would help to manage these guys if u would not answer these guys and keep bouncing them 
back to Tom and I. 

----- Original Message ----­
From: Birnbaum, Josh 
To: Montag, Tom; Mullen, Donald; Cohn, Gary (EO 85B30); Winkelried, Jon (EO 85B30); 
Viniar, David; McMahon, Bill; Sherwood, Michael Si Salame, Pablo 
Cc: Sparks, Daniel Li Swenson, Michael; Lehman, David A.; Birnbaum, Josh 
Sent: Tue Aug 21 09:30:37 2007 
Subject: Potential large subprime trade and impact on Firmwide VAR 

- The mortgage department thinks there is currently an extraordinary opportunity for those 
with dry powder to add AAA subprime risk in either cash or synthetic form. 
- We would like to be opportunistic buyers of up to $lOBln subprime AAAs in either cash or 
synthetic (ABX) form and run that long against our $3.5Bln in mezzanine subprime shorts. 
- Mortgage dept VAR would be reduced by $75mm and Firmwide VAR would be reduced by $25mm. 
- At current dollar prices, the implied losses at the AAA level are 2.5x higher than the 
implied losses at the BBB level where we have our shorts (the ratio is even cheaper for 
cash due to technicals). If AAAs were priced consistent with BBB implied loss levels, 
they would be trading 5-10pts higher in synthetics and 10-15pts higher in cash. 
- On the supply side, we think we can source these assets from SIVs, SIV-lites, ABCP 
Conduits, Sec Lenders, total return accounts. 
- On the demand side, we plan to share this trade quietly with selected risk partners. We 
began doing so yesterday when we sold 1/3 of the AAAs purchased off the • list to 
• J. and 100% of the AAAs from _ to Land • 

- Redacted by the Perm 
SUbco' anent 

mmJttee on Investi ations 
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From: Montag, Tom 
Sent: Wednesday, August 22, 20072:53 PM 

Blankfein, Lloyd To: 
Subject: FW: Trading VaR $144mm 

we are covering a number of shorts in mortgages today and tomorrow~~probably 1.5 billion worth~-will reduce 
mortgages hopefully to below 80 

From: 
Sent: 
To: 

Subject: 

Dinias, Michael 
Wednesday, August 22, 2007 2:43 PM 
Viniar, David; Cohn, Gary (EO 85B30); Montag, Tom; Sherwood, Michael S; Winkelried, Jon (EO 85B3O); Mullen, Donald; Sparks, 
Daniel L; Salame, Pablo; Heller, Dave B; Broderick, Craig; Berry, Robert; McMahon, Bill; Petersen, Bruce; Wilson, Edward 
Trading VaR $l44mm 

Trading VaR decreased $23mm, from $167mm to $144mm. 

Credit Trading VaR . Redacted by the Permanent 

Subcommittee on Investigations 

Mortgage VaR decreased $4mm, from $103mm to $99mm. The decrease was due to updated risk analytics 
associated with the Houtbay Structured Product COO. 

EPG VaR Redacted by the Permanent 

Diversification Effect - Trading Division VaR is currently dominated by our short credit exposures in the Mortgage 
and Credit Trading business. The diversification between equity risk and credit risk has had a significant impact on 
Trading VaR over the last couple weeks. As long equity positions are negatively correlated with short credit 
exposures we have found that when the equity business has reduced their equity longs (or gone short) that this has 
increased Trading VaR. Today the increase in our long equity exposures resulted in greater diversification between 
the Equity business and the Credit/Mortgage business resulting in a decrease in Trading VaR. 
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From: 
Sent: 
To: 
Subject: 

Montag, Tom 
Thursday, August 23,20077:51 AM 
Blankfein, Lloyd 
RE: 

the interest rate/fx empire is probably flat right now--interest rates up so gmp down a bit 
ny irp up, fx more or less flat, asia irp up 5 with backup 

I imagine munis should feel better, but financials will probably be tighter which isnt a good thing 

covered about 700 million in shorts in mtgs last night--500 in single names 
lots more to go--but they fortunately had bought back 9 billion of AAA abx index over last two weeks 

From: Blankfein, Lloyd (EO 85B3O) 
Thursday, August 23, 2007 7:43 AM 
Montag, Tom 

Sent: 
To: 
Subject: RE: 

No surprise ..... how are we doing? 

Also, snap back of the dollar 

Maybe pressure on munis will lighten 

From: 
Sent: 
To: 
Subject: 

Montag, Tom 
Thursday, August 23,20077:40 AM 
Blankfein, Lloyd 

as u would expect the countrywide news made market feel better 
numerous indices up 10-15 basis points in IG land and real money 
buying a bit of cash bonds this morning, __ and-'guys 
that had "no money" yesterday 

- = Redacted by the Permanent 
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From: Lehman, David A. 
Sent: Monday, August 27, 20073:52 PM 

Radtke, Lorin To: 
Subject: RE: Brief conversation with ••• 

Love it _ = Redacted by the Permanent 

From: 
Sent: 
To: 
Subject: 

Radtke, Lorin 
Monday, August 27, 2007 3:39 PM 
Lehman, David A. 
FW:Brief conversation with _ 

FYI ... start with edith's msg .... 

From: 
Sent: 
To: 
Cc: 
Subject: 

Radtke, Lorin 
Monday, August 27, 20079:39 AM 
Cooper, Edith; Maguire, John 
Bash-Polley, Stacy; Schwartz, Harvey 
RE: Brief conversation with __ 

They are down approximately $250mm on the 500mm 06-1/06-2 TABX trade they did with us. That has hampered 
anything they have done in our space and consumed large amounts of relationship time. I also believe their ABS 
performance has hampered the building out of the ABS team. Shorts (on A-rated COOs) they hold against this 
position were accumulated when our pricing was much more "bearish" than the rest of the market. We facilitated 
none of these trades because we were going the same way. We(GS and 0 turned out to be correct. Tile key 
factor in our trading with them is they simply don't have the technology to look at our most interest ideals. The have 
no models, no correlation framework, and a small credit/structure team. They are a shop that is focused on 
fundamental credit plays like a money manager ( ). They don't have a derivative, 
technology background andlor framework. All trades we have shown have been turned down on a fundamental 
credit basis with out any consideration for the correlation/derivative factors. They have been shown the "juicy 
trade" but these guys just have turned them away based in their fundamental credit framework. It is important to 
remember that the TABX trade they put on was at 35 bps.(100-00) when other super seniors in the market were 
trading at 17bps. They entered it on a belief that it was a cheap credit exposure to AAA risk. They thought they had 
a 17bps upside and have thus far have realized a 50 point mark down with even more potential downside. In the 
face of the current price action they still think it is a good fundamental trade over next 3 years which clearly highlights 
their framework for looking at trades. More recently we have had success in moving cash Aa and AAAs which fits 
their credit outlook. However, on the trades that they could have made a lot of money on they have passed because 
they have mainly been positive on abs credit. 
Here are the trades we have suggested since February. These are all trades that we have shown to them and our 
desk has had on in some form and profited from .... it was a sharing of our best ideas. 
• Short single-A in ABX. .. trade has been worth 30 to 40 points since we suggested. Reasoned they said no: 

Thought was single A are money good. 
• Shalt single-A in single names ... trade has been worth 50 to 60 points since we suggested. Reasoned they said 

no: A-rated Single names will not move even though ABX is going down ... A's will have no credit worries. 
• Short high quality names in BSB and BBB- single names ... trade has be worth 20 to 30 points since we 

suggested. Reasoned the said no: High quality names won't have a credit event. 
• Short '05, early '06 names A, BBB and BBB- single names ... trade has be worth 10 to 30 points since we 

suggested. Reasoned they said no: Seasoning is worth a lot and safe. 
o Short ABX 06-1 SBB and SBS- based on slow speeds(this was also to hedge their position) worth 40 points. 

Reasoned they said no: Season bonds and believe they will be able to refi because of HPA. 

From: Cooper, Edith 
Sent: Friday, August 24, 2007 11:01 AM 
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To: 
Subject: 

Radtke, Lorin; Maguire, John 
Brief conversation with~ 

-credit doing a great job, defined by ideas 

_ = Redacted by the Permanent 
Subcommittee on Investi ations 

-rates: complimented your coverage, but we miss all of the time on price, mostly on vol, sometimes by a lot; would 
like to reward great coverage, but can't 
-structured finance: again, great coverage, particularly in helping on valuation and analysis of risk etc; others are 
better at showing real value trades, sharing juicy stuff that they source from their business; gs has kept these things 

What are your thoughts on above? 

Thanks for the headsup that _ was going to be in the office. 

Have a good weekend, edith 

GCiiii'milii;·sachs·a;·cCi:································· ................................... . 
One NV Plaza, 50th FI. I New Vork, NV 10004 

V (212)902.9908 ~ (212) 256.4279 
121 edith.cooper@gs.com 

Edith Cooper 
Managing Director 

Gotd.m~w 
S~l(~h,~ 
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From: Montag, Tom 
Sent: Wednesday, September OS, 20079:59 AM 

Swenson, Michael To: 
Subject: RE: ABS Update 

then reduce both sides as agreed in our meeting 

From: Swenson, Michael 
Sent: Wednesday, September OS, 2007 9:50 AM 

Montag, Tom To: 
Subject: RE: ASS Update 

We are oprtunsitically covering risk - we are not that short at this time 

From: Montag, Tom 
Sent: Wednesday, September OS, 2007 9:47 AM 

Swenson, Michael To: 
Subject: RE: ASS Update 

what are we doing on our single names-aggressive? 

From: 
Sent: 
To: 
Cc: 
Subject: 

Swenson, Michael 
Wednesday, September OS, 2007 9:23 AM 
Montag, Tom; Mullen, Donald; Sparks, Daniel L 
Lehman, David A.; Birnbaum, Josh; Swenson, Michael; Brafman, Lester R 
ASS Update 

ABX - market up approx. lpt across the board. We continue to see short covering 
this week as many funds are unwinding paired trades that performed well for the 
past year but severely underperformed in August (i.e. long EM vs. short ABX) 

~s.i.n.%ll.e.-.N.aim.e.s.- approx. $600mm of short covering BWICs ( ..... , ............. 
• • ). We did trade lOOmm of single-names between 1 and ••••• 
yesterday. 

Cash - funding concerns have made flows nearly non-existent 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
tei: +1 212902 5090 I mobile: +1 91 ~i ••• 

e-mail: michael.swenson@gs.com 

Michael J. Swenson 
Fixed Income, Currency & Commodities 

f8)<:+12124289761 

GoMm~m 
Ski~h:\< 

_ = Redacted by the Permanent 

ClI Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See http';/wwwgs com/c!jsclajmeriemail-sa!esandtradjog btml for important 
risk disclosure, conflicts of interest and other terms and conditions relating to this e-mail and your reliance 00 information contained in it. This 
message may contain confidential or privileged information. If you are not the intended recipient, please advise us immediately and delete this 
message. See http;/lwww.gs.;:om/djsc!ajmer/emaili for further information on confidentiality and the risks of non-secure electronic 
communication. If you cannot access these links, please notify us by reply message and we will send the contents to you. 
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From: 
Sent: 
To: 

Subject: 

Attachments: 

Dinias, Michael 
Friday, September 07, 2007 11 :33 AM 
Montag, Tom; Mullen, Donald; Sparks, Daniel L; McMahon, Bill; Berry, Robert; Petersen, 
Bruce; Jha, Arbind 
Mortgage YaR Analysis 

Picture (Metafile) 

As requested we have put together potential hedges that can be used to reduce the $77mm Mortgage YaR. The major 
drivers of Mortgage YaR are the net short mortgage exposure and the long cash vs. short derivative basis risk. 

1) Directional Risk - going long $380k/bp of BBB ABX (or single name CDS) would result in $23mm YaR decrease, 
from $77mm to $54mm. The below table also highlights some of the largest short mortgage positions that the desk 
currently holds and the stand-alone YaR impact of covering each of these short exposures. As can be seen in the first 
line in the table, unwinding the $1.8B TAB X Super Senior position would result in $20mm reduCtion in Mortgage YaR. Its 
important to note that the desk believes they are less short than implied by the YaR model. 

Mortgage VaR 
Notional SDV01 Average Reduction 

Deal/Tranche name ($MM) ($k/bp) Spread w/out Trade 
TABXHE06-106-2 SS 1,800 (295) 1,956 (20) 
ABAC07-AC1 v2 SS 909 (153) 2,108 (15) 
ABAC06-HGS2 SS 441 (124) 1,448 (9) 
TABXHE06-1-24NC SS 600 (98) 1,956 (8) 
TABXHE.BBB-.06-1 SS 525 (80) 2,167 (7) 
TABXHEBBB-06-1-2 SS 500 (74) 2,285 (7) 
ABACUS05-3 B 260 (132) 875 (5) 
ABACUS04-1 SS 1,760 (497) 168 (4) 
ABACUS05-2 SS 1,000 (214) 315 (3) 
ABAC06-15 V2 SS 315 (89) 621 (2) 

2) Long Cash vs. Short Derivative Basis Risk - selling our long cash positions by $750klbp and covering our short 
derivative positions by $750klbp would result in $13mm VaR decrease, from $77mm to $64mm (assumes 
cash/derivative positions trading at L+1000bps). The following long cash positions would be effective places to reduce 
long side: $1.1 B RMBS subprime securities and $100mm COO Squared positions on the ABS Securities desk, $320mm 
COO Mezz and $100mm COO Squared on the ABS/MBS COO Origination desk, and $220mm BB!B bonds in the Subs 
book on the Residential Credit desk. 

Permanent Subcommittee on Investigations 
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Goldman 
SacJ1s Subprime Mortgage Overview 

Subprime Lending in 2006 

Attribute Description 

Size 

Lending 
Decisions 

Geography 

Profitability 

$634bn annual residential mortgage loan originations 

(20% of total mortgage market) 

Emphasis on borrower ability to make current payment 

Proliferation of affordability products to achieve lower payments for borrowers 

Widening out of credit to include first time home buyers 

Increase of alternative documentation loans in the subprime arena 

Go national to gain operating efficiencies 

Technology and wholesale approach to lending break down geographic barriers 

Increased reliance on automation to validate appraisals in local markets 

Cost to produce at 102% or below 

Loan sold at 102 - 103% 

Upon sale, originators provide protection against Early Payment Default(1) ("EPD") and representation 
and warranty breaches 

1 Early payment default (EPD) occurs when a borrower faUs to make the InItial payment(s) due to the loan purchaser. The purchaser typIcally has the right to have the seller repurchase EPD lotins. 

1 
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Goldman 
SaChs Global Impact of the Mortgage Crisis 

• Hedge Funds I Banks 

..... Originators (Credit) * Originators (Liquidity) 
III ABCP 

* American Home 
*C-Bass * Countrywide * Luminent 
"*Thornburg 
~ Fremont 
~ New Century 
• Bear Stearns 

• CIBC 
• Sowood 
III Coventree 

Confidential Treatment Requested by Goldman Sachs 

• Absolute Capital 
• Basis Capital 
• Macquarie Bank 
• Rams Home Loan Group 

Europe 

• Axa 
• BNP Pari bas 
• Caliber Global Investments 
• Dillon Reed 

• IKB 

.' 
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Goldman 
SaChs How Missed Signs Contributed to a Mortgage Meltdown 

New York Times 

December 2006 February 2007 March June July August 

• Owntt Mortgage Solutions shuts demn. • Peopl,;s Choice files:for bankruptcy 

Growing Troubles for 
Subprime Lenders 

• ResMae Mortgage files lor bankruptcy protection 

• NovaStar financial reports a surprise loss. 

• New Century Financial files for bankruptcy . 
• Countrywide 

Financ~l, the 
nation's largest 
mortgage lender, 
draws da;vn 
$11.5 billion from 
its credit lines . 

As borrO'>l'lers with weak 
credit fell beh;nd on theIr 
payments, companies that 
had lent them money to buy 
houses found themselves 
in trouble, including the 
ones mentioned here. 

• New Century Financial~ the second largest subprime lender, stops malting loans. 

• American Home Mortgage writes down the value 
of mortgalJes a step up from subprime. ' 

• H&R Block. puts Option One, no subprime mortgage uni~ up for sale. 

• Fremont General stops making subprime loans. 

• HSBC takes a $10.6 billion charge partly related to no subprime mortgages. 

• American Home Mortgage 
and Aegis Mortgage seek 
bankruptcy protection . 

The Government 
Wakens to the RIsk 
InItially regulators were 
!lot concerned, but lately 
they have taken actions 
to allev!ate the grD\'Vlng 
I qu'drty CffSIS 

Top Subprlme Lenders, Before the Bust 
Many of the lenders that did the most subprime lending have eITher 
gone out of business or scaled back.. 

Top SubPrlme Lenders New Loans, In billions, for 2006 

HSBC 

New Cenl:1SY 

Courlrywlde 

CltiMortgag 
VMC 

Fremonl: Investment 
& Loan 

Ameriques! 

Option One 

Wells Fargo 
Arst Franklin 
Washington 

Residential 
AeGIs 

Accredited Home 

American General 

BNC 

Chase Home 
Equlfirst 

NovaSar 
Ownit Mortgage 

$40.6 

$38.0 
$33.2 

$32.3 
$29.5 

$28.8 
$27.9 

$27.7 
$26.6 

$21.2 
$17.0 

$15.8 
515.1 

$52.8 
$51.6 

Source: The New York Times, August 19, 2007 

• Ben S. Bemanke~ the chairman of the Federal Reserve Board, says 
he does not expect problems in the subprime mortgage lending 
industry will spread to the rest of the economy. Two months later, he 
renarates this statement by saying the Fed does not foresee a broader 
economic imoactfrom the arawina number of mortaaae defaults. 

• Mr. Bemanke says the 
economy is poised for 
moderate growth, but 
continuing problems In the 
housing market:prompt the 
Fed to slightly reduce no 
growth forecast. 

• European Central 
Bank and Federal 
Reserve intervene in 
markEl1s by lending 
to banks 

• The Federal 
Reserve cuts the 
discount rate by 
half a point. 
Stocks rallv. 

Reverberations 
On Wall Street 
ManyVVali Street firms and 
hedge funds invested in bonds 
backed by subprimc 
mortgages. As they d\?clinedltl 
v.a!ue. those finns lost billions 
of dollars 1M a few weeks, 
shakma investors: confidence 

Reverberations Abroad 
Wall Street firms were not the 
only onps Nlla rnvested In 

subprlme mortg3ges So too 
did many large fillonclal 
services companies In otner 
countnes particularly Europe 

!! Go!dmar. S2¢hs report.s f!:9:t profit; 
Bear Stearns says net income fell 
because of rr;ortQafle market problems. 

• Bear Steams pledges up to $3.2 billion 
to bail out a hedge fund because of bad 
bets on s~bprime mortllalles. 

• Warren J. Spector, 
co-president of Bear 
Stearns, departs because 
of the company's losses 

• Standard & Poor's and Moody's 
downgrade bonds backed by 
subprime mortQ8Qes. Fitch follows suit. 

• Bear Stearns cloises its 
two ailinR hedQefunds. 

• The Dow Jones 
industrials cloSe above 
14.000 for the first time. 

• Stocks plunge on 
several days. 

• Goldman Sachs and 
other investors 
inject $3 billion into 
a Goldman hedge 
fund. 

• iKe Deuit;chu imhnsuiuiJii::Ini\, a Gennall 
bank, is bailed out because of bad bets on 
U.S. mort,Qaae·backed securities. 

• BNP Paribas, a French bank, 
suspends three of no funds because 
of exPosure to U.S. mortQaaes. 

• Basis Capital, an Australian hedge fund firm, 
hires eidvisors to help stanch morlAaQe losses. 
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Goldman 
SaChs Business Reaction 

Tactical Positioning 

The business has taken proactive steps to position the firm strategically in the ensuing mortgage credit and 
liquidity crisis 

Timing Action 

Q22007 

Q2 2007 and Q3 2007 

Q32007 

Beginning 
August 2007 

. . .. .·..$h.Jtd():x~~ll~esicJ~llti~l. rt1c)rtg~~eWat~hbu~~~.< •.•.•... / •••.. i ............ . 

. ............. ·······l3edoce~'o~hp()sition. .< ../ •.•. » .. y( ............ .... . 
> ••..••. locreaseo. Pfqte~tibrl9f1dj~ast~rscerlarj(j~·.· .......• • 

• Shut down all COO warehouses 
• Took significant mark to market losses 
• Reduced loan purchases 
• Reduced counterparty exposure 

• Positioned business tactically 
- Shorted synthetics 

- Reduced loan and security purchases 

- Shorted CDOs and RMBS 

- Increased long correlation position 

- Reduced long inventory 

• Actively managed risk exposure to hedge funds 

• Significant covering of short positions 
• Opportunistically looking to buy assets 

4 
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Goldman 
SaChs Mortgage Business at GS 

Revenues 

($ millions) 

Product I Business 

Residential Mortgage Loans 
Prime 
Subprime 

u.s. Commercial Real Estate Loans 

Non-Mortgage Asset-Backed Securities (" ABS") 

Structured Products Trading 

Other 

1 As of 8131/07 

rnnfiri'::>nti::::ll Tr~::::ItmFmt RAntJ9sted bv Goldman Sachs 

2005 

277 
73 

204 

197 

45 

245 

121 

<81J~ . 

2006 

311 
42 

269 

167 

40 

401 

110 

: .... "." 

:",";",: : 

.. ·",029 

1Q 2007 2Q 2007 3Q 2007 YTD 2007(1) 

34 (250) (173) (389) 
71 45 (184) (68) 

(37) (295) 11 (321) 

102 63 (26) 139 

14 19 69 102 

174 50 731 955 

44 32 134 210 

.. .. 

... .{IJ~} 
... 

1;(U¥ ..• ········ 
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Goldman 
Sacns GS Subprime Mortgage Business 

Subprime Risk: Current Position as of 8/31/07 

Residential Mortgages War~~~~se Lendi~.~ 
c .. •.··. h.".'.r.···.·.ren.'.t ..•. '.p.··.· .b.·.·.·~.·.'.· .. 'iti.·.· .. ·.co.·· ·.·.n.'·.'.'.·.··. " .• ' >, "." .... " ..•. , ..... '. ' ...•.... ' ..•.•. ··.'.' •...•.•.•.•.•. · .. '.·.i.i .•••.•••• '.' .•.•.•. , •.• ' .•.•... ~ .•.•• , •••• ' ••• , •.•.••. :.'.' ••. '.i •••• i.i •••. •• ... ·.i.·.'.'.i .•. ' .•.•.•• •· .• • .•. '.'. '. ' ••. i.i.' ••. :" .• ·.' .••. '.· .• ' .•...•. i •• ,.· .••• • •. : .•...•.••.•.. ' .•. '.: ••.•••. ,.· •. i .•. '. ·.i •.• ' ••.. ' .••.. '.'.",..' ........... ., •.••..••...••••.•••.• ". . .............. •.••.••• . •. 

Long 

Short 

Long 

Short 

$1.0bn subprime loans 
$0.1 bn subprime residuals 
$0.7bn Alt-A loans 
$0.1 bn Alt-A residuals 

$1.8bn ABX(2) 

$O.2bn RMBS CDS 

$2.9bn subprime loans 
$0.5bn subprime residuals 
$3.3bn Alt-A loans 
$0.3bn Alt-A residuals 

$5.0bn ABX(2) 

:::::.!: ... :":":::; "::::!:::"::>:: "::: ::::;:';::::::':':~:.~::;:::::::::: '::"::";"::.::. . 

$O.Obn loans funded 

$0.1 bn bonds funded 

$0.1 bn'loans funded 
$0.2bn bonds funded 

1 Positions are netted, and matched Basis trades are excluded. 
2 Asset Backed Index, provides synthetic exposure to a specined bundle of cash bonds 

r.nnfirlFmti~1 TrA~tment Reauested bv Goldman Sachs 

Structured Products 
Trading (1) Platforms 

$1.9bn cash RMBS $25mm investments in 
$2.5bn cash COO originators 

$O.Obn COO warehouse assets 
$3.6bn ABX(2) 

$4.9bn RMBS CDS 
$3.3bn COO CDS 

$1.6bn cash RMBS $25mm investments in 
$1.0bn cash COO originators 

$3.0bn COO warehouse assets 

$3.5bn RMBS CDS 
$2.0bn COO CDS 
$2.2bn ABX(2) 
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Goldman 
SaChs Credit Exposure Summary 

• Outstanding warehouse lines have been allowed to expire; remaining warehouse lines have minimal fundings 

- Funded amount $60mm (down from $1.5bn funded at 1/31/07) 

• Whole loan purchases have declined substantially 

• EPD risk has been minimized via aggressive collection efforts and hold backs at loan settlement 

Total Notional ($mm) 

Diversified Cou nterparties 59.9 

Troubled Companies 57.5 

Small I Thinly Capitalized Companies 2.1 

Subsidiaries 29.5 

Out of Business 104.1 

Bankruptcy 190.3 

1 BusIness has reserved (or expected loss amounts based on whole loan posItions 

Expected Maximum 
Potential Exposure($mm)1 

7.0 

3.0 

0.2 

0.5 

6.3 

11.7 

...... ····28.i.···· i ·· 

Example Counterparties 

Commercial Banks 

BayRock, Community Lending 

First Bank, Paul Financial 

First Franklin, DHI 

Acoustic, Meritage 

New Century, SouthStar 

7 
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Goldman 
SaChs Pricing Challenges 

Issues Considerations 

Lack of Market 
Transparency 

Significant Product 
Complexity 

• Fewer market price points 

• Non mark-to-market vehicles 

• Highly structured transactions 

• Vast number of loans or securities 

• Significant derivative component 

• Assumed subprime losses changed from approx. 4% to low teens 

Expectation 
Differences 

• Market price points 

• Controller focus and involvement 

• Diligent marking of clients we finance 

• Dramatic shift in rating agency views 

• Change in pricing assumptions 

GS Approach 

• Significant management involvement/Controller reviewer 

rnnfirlt:>ntil:ll Tn:"l:Itm~mt RAntJAsted bv Goldman Sachs 
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Goldman 
Sadls 

Appendix A: Market Analysis 

r.nnfirlFmti~1 Tre~tment Reauested bv Goldman Sachs 
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Goldman 
SaChs Independent Price Verification 

• A dedicated group within Controllers performs an independent price verification of the mortgage inventory. The 
team is highly specialized and has extensive experience in the valuation of mortgage related products 

• The investment in this team over the last several years has led to a significant reduction in the mortgage related 
unverified cash inventory (Nov. 2004 unverified market value of $9.1 billion, reduced to Feb. 2007 unverified 
market value of $0.7 billion). The close coordination of this team and desk management has ensured market 
movements are reflected in pricing on a timely basis and at times has lead to the remarking of positions 

• The price verification results for the quarter ending 2123/07 indicate that the mortgage inventory is marked 
appropriately. The marks reflect decreased liquidity within the subprime market 

• Price verification analysis utilizes four core strategies: 

Strategy 

External price comparison 

Fundamental analysis 

Trade comparison 

Collateral analysis 

Implementation 

• Prices received from third party vendors are compared against inventory positions 

• Utilizes discounted cash flow (DC F), option adjusted spread (OAS) or securitization analysis. Observable 
market data or inputs are incorporated when available and appropriate 

• Utilizes a review of recent market transactions against inventory positions with similar collateral and/or risk 
profiles and is an important determinant of market technicals or risk premium 

• Utilizes two way collateral agreements to review pricing by market counterparts for mortgage derivatives. 
These agreements call for the posting of collateral against outstanding contracts when their market value 
falls. The exchange of collateral margin against derivative transactions is a strong indicator of market levels 

10 
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Goldman 
SaChs The Subprime I Home Equity Sector 

State of the Market - Originations 

Top 25 Subprime Mortgage Lenders ($ billions) 

2006 Mirt. 
Rank Lender Volume Share Status 

1 HSBC Finance, (Household) IL $43.13 6.80% • Owned by HSBC; tightens underwriting standards 
2 New Century Financial, CA $39.40 6.21% • Ceased originations; filed for Ch 11 bankruptcy 
3 Countrywide FinanCial, CA $30.55 4.82% • Downgraded; Received lifeline from BOA 
4 Wells Fargo Home Mortgage, IA $27.90 4.40% • Closed subprime wholesale lending unit 
5 Fremont Investment & Loan, CA $27.88 4.40% • Ceased originations 
6 CitiMortgage, NY $24.44 3.85% • Layoffs announced in May 
7 Ameriquest Mortgage, CA $24.00 3.78% • Obtained lifeline financing from Citi 
8 Option One Mortgage, CA $22.30 3.52% • Purchased by Cerberus 
9 WaShington Mutual, WA $21.49 3.39% • Tightens underwriting standards; eliminates 2128s 
10 First Franklin Financial Corp, CA $19.56 3.08% • Purchased by Merrill Lynch 
11 Residential Funding Corp., MN $16.6.7 2.63% • Owned by GMAC; tightens underwriting standards 

12 BNC Mortgage/Finance America, CA $15.38 2.43% • Owned by Lehman; 

13 Aegis Mortgage Corp., TX $13.00 2.05% • Ceased originations; filed for Ch 11 bankruptcy 

14 Accredited Home Lenders, CA $12.45 1,96% • Purchased by Lone Star; unclear if sale will close 

15 American General Finance, IL $11.57 1.82% • Owned by AIG; tightens underwriting standards 

16 Chase Home Finance, NJ $8.49 1.34% • Tightens underwriting standards; eliminates 2128s 

17 Ownit Mortgage Solutions, CA $8.35 1.32% • Ceased operations (20% stake by Merrill) 

18 NovaStar Financial, KS $7.59 1.20% • Closed WarehouseUSA unit 

19 Equifirst, NC $7.47 1.18% • Purchased by Barclays 

20 ResMae Mortgage Corp., CA $5.71 0.90% • Purchased out of bankruptcy by Citadel 

21 EMC Mortgage Corp, TX $5.58 0.88% • Owned by Bear Stearns; layoffs announced 

22 WMC Mortgage, CA $4.84 0.76% • GE announced plans to sell WMC 

23 ECC Capital Corp., (Encore) CA $4.32 0.68% • Purchased by Bear Stearns 

24 Fieldstone Mortgage Company, MD $3.79 0.60% • Purchased by C-BASS; wholesale unit closed 

25 Nationstar Mortgage (Centex), TX $3.53 0.56% • Purchased by Fortress 

Source: Inside Mortgage Finance. 
1 A business sold or up for sale may also be suspended or in bankruptcy 
2 Asset Sale 

r.nnfiriAnti;::J1 Treatment Reauested bv Goldman Sachs 

... 
Businesses Sold (1, 

Centex Home Equity (Fortress) 
HomEq (Barclays) 

MortgagelT (Deutsche Bank) 
Saxon (Morgan Stanley) 

First Franklin (Merrill Lynch) 
Encore Credit(2) (Bear Steams) 

Champion loans (HSBC Finance) 
Champion orlgnations (Fortress) 
CityMortgage (Morgan Stanlay) 

EquiFirst (Barclays) 
ABN Amro Mortgage (CHigroup) 
New York Mortgage (IndyMac) 

New York Mortgage (Franklin Credit) 
Central Paclfic(2} (TMSF Holdings) 

Fieldstone (C-BASS) 
ResMae Mortgage (Citadel) 

Natlonstar Mortgage (Fortress) 
AccredHed (Lona Star) 

Option One Mortgage (Cerberus) 

Closed/Bankrupt/Suspended 

Ameriquest Mortgage 
MerHage Mortgage 

Sebring Capital 
OwnH Mortgage Solutions 

Harbourton Mortgage 
Millennium Capital 
Popular Financial 
Rose Mortgage 

EquiBanc Mortgage 
Summit Mortgage 

Mortgage Lenders Network 
ResMae Mortgage 

New Century Financial 
Ameritrust Mortgage 

Fremont Investment & Loan 
Aegis Mortgage Corp 

SouthStarFunding LLC. 

Up for Sale 

ACC Capital (Ameriquest) 
Fremont Investment & Loan 

WMC Mortgage (GE) 
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Goldman 
SaChs Top Subprime Shelves by Volume as of Q1 2007 

($ million) 

2007 2006 Change Change 
----- 4006- 1006-

Rank Lender 1Q 2007 40 30 20 1007 1007 

Merrill Lynch Mortgage Investors $10,644.3 $8,129.3 $6,767.8 $7,319.4 30.9% 33.9% 

2 CWABS (Countrywide)) 7,796.3 8,984.0 9,700.8 8,553.5 (13.2)% 17.5% 

3 Morgan Stanley ABS Capital 7,506.5 5,402.8 2,437.1 17,130.1 38.9% (7.0)% 

4 Citigroup Mortgage Loan Trust 5,574.8 3,209.3 3,885.6 957.4 73.7% 91.0% 

5 Ace Securities (Deutsche) 5,136.2 4,026.3 5,167.4 4,110.3 27.6% (13.2)% 

6 Option One Mortgage Acceptance 1,490.3 0.0 1,480.5 232.2% 67.0% 
' .. , 

,..GS~()rtgC1geSecUtities ··3,~28'r $,070>1 6,4:;4.0">·, .' •• ". ,' .... (29.8)!!l .r"'· 
8 Bear Stearns ABS Inc. 4,200.5 4,038.9 1,367.5 2,629.0 4.0% (21.5)% 

9 SASCO (Lehman) 3,621.6 10,536.6 9,008.4 12,335.2 (65.6)% (39.5)% 

10 RASC (RFC) 3,507.1 1,994.1 3,540.4 3,485.4 75.9% (12.8)% 

11 SABR (Barclays) 2,506.2 4,485.0 3,234.5 1,977.9 (44.1 )% (2.1 )% 

12 JP Morgan Acceptance Corp 2,506.2 5,197.6 4,516.7 4,232.8 (51.8)% (31.3)% 

13 FASC (RBS GC) 2,418.4 5,617.8 5,059.7 12,892.3 (57.0)% (31.9)% 

14 WaMu Asset Acceptance 2,416.1 909.9 400.8 861.2 165.5% NA 

15 CSFB Mortgage Securities 2,129.6 2,201.3 2,442.0 2,817.4 (3.3)% (22.5)% 

I Source: Inside B&C Lending 
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Goldman 
SaChs Leading COO Underwriters 

Structured products (not including CMBS) 

First half of 2007 2006 

Rank Bookrunner Issuance No. of Deals Issuance No. of Deals 

1 Merrill Lynch 72,525.6 32 41,183.9 23 

2 Citigroup 14,669.1 16 17,768.7 11 

3 UBS 12,447.4 20 17,509.3 14 
:>4·.········ . ·.·GoldhjaI1Sac)1s· ·.··.8,360:3·. ·>.12.: ... . .•.•..•... , 6,174)9. .14 

5 Wachovia 7,613.0 8 15,875.0 15 

6 Deutsche Bank 6,977.6 10 13,677.6 14 

7 Banc of America 6,550.0 6 13,273.0 14 

8 Calyon 6,453.0 5 12,643.5 19 

9 Barclays Capital 5,496.0 10 10,136.9 18 

10 
Royal Bank of Scotland 4,331.9 11 8,677.0 9 (Greenwich) 

11 Credit Suisse 3,628.5 6 8,258.5 1 

12 Lehman Brothers 3,493.6 12 7,012.9 10 

13 Mizuho Securities 3,076.2 3 6,058.3 18 

14 Societe Generale 3,004.5 1 5,736.1 23 

15 WestLB 2,567.1 2 4,810.8 7 

16 Bear Stearns 2,464.9 5 3,877.8 3 

17 Fortis Bank 2,179.5 3 3,000.0 1 

18 J.P. Morgan Chase 1,904.4 5 2,448.0 2 

19 BNP Paribas 1,457.3 7 1,780.9 3 

20 ICP Securities 1,414.6 2 1,708.2 18 

Source: Asset-Backed Alelf 
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Goldman 
SaChs 

I 

Residential Loan Competitors 

Origination -----------------
Broker Direct Conduit Servicing In~~~~~~~~al Platform Name Servicer Name 

Bear Stearns X X X X Encore EMC 

Credit Suisse X X X Select 

Deutsche Bank X X X Chapell MortgagelT 

,' ..... .:.< ", ........ ... 

.... ~vel~.········ 

RBS Greenwich 

Lehman Brothers X X X X BNC Mortgage Aurora 

Merrill Lynch X X X First Franklin Home Loan Services 

Morgan Stanley X X X X Saxon Saxon 
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Operating Results - Goldman Sachs 

Net Revenues ($ in millions) 
Diluted EPS 
Consensus EPS 

Return on Common Equity % 
Return on Tangible Common Equity % 

Compo & Benefits to Net Revenues % 
Tax Rate % 

Competitor Comparison 

9/13/07 
8:09:32 pm 

. , 

Operating Results and Competitor Comparison 

3Q2007 2Q2007 3Q2006 

$ 12,334 $ 10,182 $ 7,584 
6.13 4.93 3.26 
4.35 4.79 2.97 

31.6 26.7 20.9 
36.6 31.2 25.2 

48.0 48.0 46.5 
33.0 32.0 32.5 

Redacted By 

Permanent Subcommittee on Investigations 

1 
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4.9 pts. 

5.4 pts. 
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Summary 

Net revenues were $12.38 in 3Q2007 (2nd best quarter), up 21% compared with2Q2007 and up 63% compared with 302006. 
Regional mix of net revenues was: 

o 3Q2007: Americas 47%, Europe 28%, Asia 25% 
o YTD 2007: Americas 48%, Europe 31 %, Asia 21 % 
o FY2006: Americas 54%, Europe 25%, Asia 21% 

• Diluted EPS was $6.13 (3rd best quarter) vs. $4.93 for 202007, up 24%; consensus estimate is $4.35 as of September 13th
• 

• ROE was 31.6% vs. 26.7% for 2Q2007; ROTE was 36.6% vs. 31.2% for 2Q2007. 

• Compensation and benefits expense was 48.0% of net revenues for both 3Q2007 and YTD 2007. Total employees as of August 
2007 were 29,905 up 7% compared with May 2007 and up 13% compared with November 2006. 

• Non-compensation expenses were $2.28 in 3Q2007, up 16% compared with 2Q2007. See page 9 for further details. 

• YTD effective tax rate was 33.2%, essentially unchanged from the first half of 2007. 

Redacted By 

Permanent Subcommittee on Investigations 

• FICC net revenues of $4.98 (record), increased $1.58 or 45% from 2Q2007, reflecting record results in most major businesses­
GSSG, IRP, mortgages and currencies - as well as higher net revenues in commodities. These increasl:!s were partially offset 
by decreased net revenues in global credit, including a loss of $1.718 ($1.488, net of hedges) related to non-investment grade 
credit origination activities. 

Redacted by the Permanent 
Subcommittee on Investi ations 

• Average VaR (one-day, 95%) for 302007 rose to $139M (record) compared with $133M in 2Q2007, primarily due to an increase 
in interest rates of $15M. The record daily VaR of $17 4M was reached on August 16, 2007 and VaR ended the quarter at 
$131M. During 3Q2007, daily trading losses exceeded VaR on five occasions, all in the first two weeks of August. 

9/13/07 
8:09:32 pm 

Redacted By 

Permanent Subcommittee on Investigations 

• 
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• Market environment during 3Q2007: 

• Mortgage and corporate credit spreads widened dramatically throughout the quarter. 

After remaining at historical lows for the first half of the year, currency volatility levels increased, particularly within USDlYen. 
The U.S. dollar weakened against the major currencies - the Yen 5%, the British pound 2% and the Euro 1%. 

The U.S. yield curve (2 year vs. 10 year) steepened 38 bps, although the 10-year Treasury note yield decreased 33 bps to 
4.53%. The Federal Reserve continued to hold interest rates at 5.25%. 

The European Central Bank raised rates for the seventh consecutive quarter (to 4.00%) and the Bank of England raised 
rates for the fifth consecutive quarter (to 5.75%). 

• During the quarter, oil prices (WTIIBarrel) increased 14% to $74.04, natural gas prices (NYMEX) decreased 28% to $5.47 
and U.S. power prices (PJM) decreased 17% to $66.72. In addition, gold prices (NYMEXIOunce) increased 3% to $673.00. 

*-• Net revenues of $4.9B (record), increased $1.5 B or 45% from 2Q2007, reflecting record results in most major businesses­
GSSG, IRP, mortgages and currencies - as well as higher net revenues in commodities. These increases were partially offset 
by decreased net revenues in global credit, including a loss of $1.71 B ($1.488, net of hedges) related to non-investment grade 
credit origination activities. 

Redacted By 

Permanent Subcommittee on Investigations 

• Mortgages $674M (record), increased $846M from a weak 2Q2007. Although broader weakness in the mortgage markets 
resulted in significant losses in cash positions, we were overall net short the mortgage market and thus had very strong results. 

Redacted By 

Permanent Subcommittee on Investigations 

9/13/07 
8:09:32 pm 
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From: Viniar, David 
Sent: Sunday, September 23,20079:50 PM 

Fredman, Sheara To: 
Subject: RE: Mortgage P&L for the Week Ended 9/21 

thanks 

From: 
Sent: 
To: 
Cc: 
Subject: 

Fredman, Sheara 
Sunday, September 23, 2007 8:50 PM 
Viniar, David; Smith, Sarah; O'Connor, Gavin; Lee, Brian-J (A Controllers) 
Simpson, Michael; Fortunato, Salvatore; Fredman, Sheara 
Mortgage P&L for the Week Ended 9/21 

For the week ended September 21st, the Mortgage Department earned +$63M. Although the ABX index tightened 
during the early part of the week resulting from the rate cuts, the index widened significantly at the end of the week, 
specifically single A tranches and below. The result is net widening across the week. This benefited multiple trading 
desks that maintain a short synthetic positions including SPG Trading (+$40M), COO (+$22M) and Residential Credit 
(+$12M). Offsetting these gains was losses incurred due to CMBX tightening (-$12M). 

Please let me know if you have additional questions. 

Thanks, 
Sheara 

Goldman, sachs a Co: 
180 Maiden Lane I New York, NY 10005 
Tel: (212) 357-3579 I e-mail: sheara.fredman@gs.com 

Sheara Fredman 
Vice President 

Finance Division 

Permanent Subcommittee on Investigations 
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From: Miner, Heather (Kennedy) 
Sent: Monday, September 17, 20079:26 AM 

Sparks, Daniel L To: 
Cc: Viniar, David 
Subject: RE: Mortgage commentary on 03 earnings call 

Thanks Dan. We will consider making that addition. 

The press release reads as follows: 

Net revenues in mortgages were also significantly higher, despite continued deterioration in the market environment. 
Significant losses on non-prime loans and securities were more than offset by gains on short mortgage positions. 

Although the mortgage and corporate credit markets were characterized by significantly wider spreads and reduced 
levels of liquidity, FICC benefited from strong customer-driven activity and favorable market opportunities in certain 
businesses during the quarter. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Sparks, Daniel L 
Monday, September 17, 20079:11 AM 
Miner, Heather (Kennedy) 
Viniar, David 
RE: Mortgage commentary on Q3 earnings call 

Thanks Heather. I think it looks good. The one suggestion would be that there could be mention of intensity of 
management involvement in marking process. 

Also, could I see a copy of the language from the press release. 

From: 
Sent: 
To: 
Cc: 
Subject: 
Importance: 

Dan, 

Miner, Heather (Kennedy) 
Monday, September 17, 20078:35 AM 
Sparks, Daniel L 
Viniar, David 
Mortgage commentary on Q3 earnings call 
High 

I have included an except related to Mortgages from the 03 earnings script that David will deliver on the 

Investor/Analyst call on Thursday morning. David has asked for your sign-off on the language below. Please provide 

any comments. 

Thanks, 

Heather 

Let me also address Mortgages specifically. The mortgage sector continues to be challenged 

and there was a broad decline in the value of mortgage inventory during the third quarter. As a 

result, we took significant mark-downs on our long inventory positions during the quarter, as we 

had in the previous two quarters. Although we took these marks, our risk bias in that market was 

Permanent Subcommittee on Investigations 
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to be short and that net short position was profitable. I would also note that you've heard me 

express our generally negative views on the outlook for mortgages since the beginning of the 

year, so you could correctly assume that we've been very aggressive in reducing our long 

mortgage exposure and conservatively marking down our long mortgage positions. 

I also want to address the issue of marking mortgage inventory to market. There has been much 

speculation and commentary that it is impossible to mark many mortgage positions to market. 

We do not agree with that. Not only is it possible, it is absolutely essential for market participants 

to understand the value of what they hold so that they can manage the associated risks. While it 

is certainly more challenging to value many of these positions because of the current lack of 

liquidity, there is in fact a significant amount of evidence available. And just a word about our 

process - our traders mark their positions to market, and then expert personnel independent of 

the trading function verify these valuations using market transactions in the same or similar 

securities, prices received from independent pricing services, fundamental analysis and 

information gained from collateral movements with counterparties. If there is a question on price 

transparency, we may require our traders to execute trades to substantiate their valuations. We 

also back test our marks against actual trades to ensure that our marks are accurate. It is also 

important to understand that these marks are not made in a vacuum. We review our marks and 

all the related evidence with our auditors on a regular basis. And as you would expect, difficult. 

markets receive even greater attention from regulators and throughout the quarter, we discussed 

our exposures and our marks with the SEC, our primary regulator. Discussions of this sort take 

place - during good markets and bad - as part of our ongoing dialogue with the SEC. 

Heather Kennedy Miner, CFA 
Investor Relations 
Goldman, Sachs & Co. 
85 Broad Street, 17th Floor 
New York, NY 10004 
Tel: (212) 855-0758 
Fax: (212) 428-9495 
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CONFIDENTIAL 3rd Quarter 2007 Script FINAL 

1· Good morning and welcome to our third quarter earnings conference call. 

2 Today's call may include forward-looking statements. These statements 

3 represent the Firm's belief regarding future events that, by their nature, are 

4 uncertain and outside of the Firm's control. The Firm's actual results and 

5 fmancial condition may differ, possibly materially, from what is indicated in 

6 those forward-looking statements. For a discussion of some of the risks and 

7 factors that could affect the Firm's future results, please see the description of 

8 "Risk Factors" in our current annual report on Form 10-K for our fiscal year 

9 ended November 2006. I would also direct you to read the forward-looking 

10 disclaimers in our quarterly earnings release, particularly as it relates to our 

11 investment banking transaction backlog, and you should also read the 

12 information on the calculation of non-GAAP financial measures that is posted 

13 on the Investor Relations portion of our website: www.gs.com.This audio 

14 cast is copyrighted material of The Goldman Sachs Group, Inc., and may not 

15 be duplicated, reproduced, or rebroadcast without our consent. 

16 

17 Let me now ask David Viniar, our Chief Financial Officer, to review the 

18 firm's third quarter results. David? 

19 
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20 Thanks Samuel. Good morning and I would like to thank all of you for 

21 listening. I will give a brief review of our results and then would be happy to 

22 take your questions. 

23 

24 I am pleased to report a very strong quarter for Goldman Sachs. Third 

25 quarter net revenues were $12.3 billion, our second highest result ever. Net 

26 earnings were $2.9 billion and earnings per diluted share were $6.13. For the 

27 quarter, return on tangible equity was 36.6% and return on common equity 

28 was 31.6%. 

29 

30 Before I address each business in detail, I would like to make a few 

31 comments about our overall performance in the third quarter. First, although 

32 there has rightly been a great deal of focus on the challenges all market 

33 participants faced during August, it is important to remember that for many of 

34 our businesses, the environment was very favorable. Second, for some of our 

35 clients and businesses, the heightened volatility and volumes later in the 

36 quarter resulted in a higher level of activity. Third, as you have heard me say 

37 many times before, we benefit from our client franchise and our broad 

38 business and geographic diversity. There were many examples of this in the 

39 third quarter but I would make particular mention of our international 
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40 businesses. Finally, we were able to remain focused and nimble in constantly 

41 changing conditions. This combination of factors allowed us to produce very 

42 strong results. 

43 

44 Let me now review each of our major businesses. 

45 

46 Investment Banking produced record net revenues of $2.1 billion in the 

47 quarter. 

48 

49 Third quarter advisory revenues were a record $1 .4 billion, nearly double last 

50 quarter's performance. These results, which were 64% better than our 

51 previous record, reflect contributions from a significant number of deals that 

52 closed during the quarter. 

53 

54 These included the Bank of New York's $16 billion merger with Mellon 

55 Financial, Kinder Morgan's $27 billion management-led buyout, and 

56 MedImmune' s $15 billion acquisition by AstraZeneca. We are also advisor 

57 on a number of important announced transactions including Blackstone's $27 

58 billion acquisition of Hilton Hotels, Siemens Automotive's €ll billion 

59 acquisition by Continental, and AG Edwards $7 billion acquisition by 
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60 Wachovia. Goldman Sachs again retained its leadership in mergers, ranking 

61 first in announced Global M&A for the calendar year to date. 

62 

63 Underwriting revenues were $733 million, 28% below the record second 

64 quarter. Equity Underwriting revenues were $355 million, down 1 % on a 

65 sequential basis, while Debt Underwriting revenues fell 42% from the record 

GG second quarter to $378 million. Equity financing activity remained active 

67 throughout most of the third quarter. The significant decline in Debt 

68 Underwriting is mainly attributable to the dislocation in the leveraged finance 

69 markets. 

70 

71 During the quarter, we participated in a number of significant transactions, 

72 including the $4.6 billion equity issuance by ICICI, one of India's largest 

73 ba..tJks, Schering-Plough's combination financing of a $2.5 billion convertible 

74 preferred and $1.6 billion of common equity, and Apollo's $900 million 144A 

75 offering, the second offering on our GSTrUE platform. 

76 

77 Our investment banking backlog declined from the record second quarter, but 

78 remains higher than year-end 2006 levels. 

79 
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80 Recent market uncertainty has led some to speculate on whether investment 

81 banking will enter a cyclical period of slowing. While you know me well 

82 enough to know that I won't try to predict the future, I would observe that 

83 global economic growth continues to look solid, globalization is continuing, 

84 strategic buyers and sellers continue to be very active and financial sponsors, 

85 while unlikely in the near term to pursue the mega deals we have seen in the 

86 recent past, still have a lot of equity to invest. Assuming that global 

87 economic growth does not dramatically slow, we remain optimistic about the 

88 outlook for investment banking. 

89 

90 Let me turn to Trading & Principal Investments, which includes FICC, 

91 Equities and Principal Investments. Net revenues in this segment were $8.2 

92 billion in the third quarter, up 24% from the second quarter. 

93 

94 FICC net revenues were a record $4.9 billion, 45% above the second quarter. 

95 Currencies, Rates and Mortgages all had record quarters, and although not a 

96 record, Commodities revenues were also strong and up sequentially. 

97 Currencies, Rates and Commodities all benefited from higher volatility, 

98 strong price trends and increased customer activity. The Credit business 

99 produced solid results and benefited from considerable customer flow driven 
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100 by high volatility and uncertainty. In addition, Credit recorded substantial 

101 gains from equity investments, including a gain of approximately $900 million 

102 related to the disposition of Horizon Wind. Credit also included a loss of 

103 $1.7 billion net of fees, $1.5 billion net of fees and hedges, related to 

104 leveraged lending activities. 

105 

106 As you all know, recent conditions in the leveraged loan market have made it 

107 difficult to execute many non-investment grade funding transactions including 

108 many that Goldman Sachs has committed to finance. As an investment bank, 

109 we use 'fair value' accounting andtherefore losses on our lending 

110 commitments and funded loans are included in each quarter's results. I want 

III to be very clear about this point: whether a commitment is funded or not is 

112 irrelevant to its impact on our P&L. We mark all commitments and funded 

113 loans to market and our marks reflect current market conditions, not a view of 

114 what a credit could be worth if the market dislocation were to end. Our 

115 aggregate loss is not a portfolio level reserve. Each credit is individually 

116 marked based on where we believe we could exit the commitment in current 

117 market conditions, using as much external information as possible, including 

118 broker quotes, external pricing services, derivative indices and actual market 

119 trades in these and similar positions. 
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120 

121 Let me also address Mortgages specifically. The mortgage sector continues 

122 to be challenged and there was a broad decline in the value of mortgage 

123 inventory during the third quarter. As a result, we took significant mark-

124 downs on our long inventory positions during the quarter, as we had in the 

125 previous two quarters. However, our risk bias in that market was to be short 

126 and that net short position was profitable. 

127 

128 I also want to address the issue of marking mortgage inventory to market. 

129 There has been much speculation and commentary that it is impossible to 

130 mark many mortgage positions to market. We do not agree with that. Not 

131 only is it possible, it is absolutely essential for market participants to 

132 understand the value of what they hold so that they can manage the associated 

133 risks. While it is certainly more challenging to value many of these positions 

134 because of the current lack of liquidity, there is in fact a significant amount of 

135 evidence available. Let me explain our process - our traders mark their 

136 positions to market, and then our controllers, who are independent of the 

137 trading function, verify these valuations using market transactions in the same 

138 or similar securities, prices of actively traded indices, prices received from 

139 independent pricing services, fundamental analysis and infonnation gained 
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140 from collateral movements with counterparties. If there is a question on price 

141 transparency, we may require our traders to execute trades to substantiate 

142 their valuations. We also back test marks against actual trades to ensure that 

143 our marks are accurate. It is also important to understand that these marks 

144 are not detennined in a vacuum. We review our marks and all the related 

145 evidence with our auditors on a regular basis. And as you would expect, 

146 difficult markets receive even greater attention from regulators and 

147 throughout the quarter, as part of our ongoing dialogue, we discussed our 

148 exposures and our marks with the SEC, our primary regulator. 

149 

150 Turning now to Equities, net revenues for the third quarter were a record $3.1 

151 billion, up 25% from the second quarter. Equities Trading net revenues rose 

152 27% to $1.8 billion. Our Derivatives business produced record revenues as 

153 equity market volatility increased dramatically during the quarter. Cash 

154 Equities and Principal Strategies results were down sequentially. 

155 

156 Equities Commissions were a record $1.3 billion, up 23% over last quarter's 

157 previous record. The strength in this business reflects both higher customer 

158 activity levels during the third quarter, as well as our increased share of those 

159 transaction flows. 
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160 

161 Turning to risk, average daily Value at Risk in the third quarter was $139 

162 million, compared to $133 million for the second quarter. The increase in 

163 VaR was primarily in the Interest Rates category, reflecting continued higher 

164 volatility in the US mortgage and credit markets. 

165 

166 Let me now review Principal Investments, where third quarter net revenues 

167 were $211 million. Corporate and Real Estate Principal investing produced 

168 net revenues of $242 million in the quarter. A $230 million gain on our ICBC 

169 investment was more than offset by a $261 million loss on our investment in 

170 SMFG. 

171 

172 Asset Management and Securities Services reported third quarter net 

173 revenues of$2.0 billion, up 8% from the second quarter. 

174 

175 Asset Management produced net revenues of $1.2 billion, up 14% primarily 

176 based on record management fees. 

177 

178 Assets under management increased to a record $796 billion at the end of the 

179 third quarter. Total inflows during the quarter were $50 billion, including $19 
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180 billion across Fixed Income, Equities and Alternative Investments and $31 

181 billion into Money Markets as investors sought higher quality assets. These 

182 inflows were offset by $12 billion in market depreciation in Equity and 

183 Alternative Investment assets. 

184 

185 Securities Services produced record net revenues of $762 million, up 1 % 

186 from the second quarter. This business benefited from robust customer 

187 activity levels and continued growth in balances. 

188 

189 Now let me tum to expenses. Compensation and Benefits expense in the 

190 third quarter was $5.9 billion, accrued at 48% of net revenues. 

191 

192 Third quarter non-compensation expenses were $2.1 billion excluding $100 

193 million of expenses related to consolidated investments, a 17% increase from 

194 the second quarter. The sequential increase was largely driven by higher 

195 Brokerage & Clearing and Professional fees. 

196 

197 Headcount at the end of the third quarter was approximately 29,900, up 13% 

198 year to date and 7% from the second quarter, reflecting in part the normal 
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199 seasonal pattern of college and business school hires starting in our analyst 

200 and associate programs in the summer. 

201 

202 Our effective tax rate was 33.2% year to date and 33.0% for the third quarter. 

203 

204 During the quarter, the firm repurchased 11 million shares for approximately 

205 $2.5 billion. We currently have approximately 23 million shares remaining 

206 under the firm's existing stock repurchase authorization. 

207 

208 To conclude, T think our results this quarter underscore a point T have made 

209 before: that Goldman Sachs has a client franchise, a geographic and business 

210 diversity, and a group of talented people that are second to none. Despite 

211 sometimes challenging conditions, we were able to leverage these strengths to 

212 produce exceptional results. 

213 

214 Looking at our performance year to date, the firm's 2007 net revenues are up 

215 25%, diluted earnings per share are 35% higher and return on equity is 32% 

216 compared to 30% for the same period last year. We are pleased that we have 

217 been able to deliver strong growth and returns for our shareholders and we 

218 remain very focused on these goals. 
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219 

, 
220 While we never know what the next quarter will bring, over the medium and 

221 longer term, global economic growth will continue to be the fundamental 

222 driver of our business. And given the opportunities in new markets, in new 

223 products and with new customers, I believe Goldman Sachs' competitive 

224 positioning and opportunities for future growth continue to be strong. 

225 

226 With that, 1'd like to thank you again for listening today and I am now happy 

227 to answer your questions. 
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Via EDGAR. U.S. Mail and Facsimile to (202) & 
October 4, 2007 

United States Securities and Exchange Commission 
Division of Corporation Finance 
100 F Street, NE 
Washington, D.C. 20549-1010 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Attention: Mr.? & 
Division of Corporate Finance 
Mail Stop 7010 

Re: The Goldman Sachs Group, Inc. 

10-0) 

Form 10-K for the Fiscal Year ended November 24, 2006 ("2006 Form 10-K") 
Filed February 6, 2007 
Form 10-0 for the Ouarterly Period Ended February 23, 2007 (February 2007 Form 

Filed April 4, 2007 
File No. 001-14965 

Dear Mr. Rohn: 

We are in receipt of the letter, dated September 20, 2007, to David A. Viniar, Chief Financial Officer of 
The Goldman Sachs Group, Inc. from the staff of the Securities and Exchange Commission (the "stafF), 
regarding our 2006 Form 1 O-K and February 2007 Form 10-0. We appreciate the staff's careful review 
of our 2006 Form 10-K and February 2007 Form 10-0 [and its flexibility in extending the time for our 
response]. For your convenience, we have included the staffs comments below and have keyed our 
responses accordingly. 

Form 10-K for the Fiscal Year ended November 24.2006 

General 

1. We note from the disclosures on pages 8 and 24 that you may have interests in what are commonly 
referred to as ·subprime" residential mortgages. Although there may be differing definitions of 
subprime reSidential mortgage loans, they are sometimes recognized to be loans that have one or 
more of the following features: 

• A rate above prime to borrowers who do not qualify for prime rate loans; 
• Borrowers with low credit ratings (FICO scores); 
• Interest-only or negative amortizing loans; 
• Unconventionally high initial loan-to-value ratios; 
• Low initial payments based on a fixed introductory rate that expires after a short initial period 

then adjusts to a variable index rate plus a margin for the remaining term of the loan; 
• Borrowers with less than conventional documentation of their income and/or net assets; 
• Very high or no limits on how much the payment amount or the interest rate may increase at 

reset periods, potentially causing a substantial increase in the monthly payment amount, 
and/or; 

n ___ .. 
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• Including substantial prepayment penalties and/or prepayment penalties that extend beyond 
the initial interest rate adjustment period. 

Based on your current public disclosures, it is possible that more clarity about your exposure to 
subprime loans could be helpful. Regardless of the materiality of your exposure, we respectfully 
request that you provide us with supplemental information about your involvement in sub-prime 
loans. 

Preface your response by how you specifically define your subprime loans in practice. However, we 
ask that you consider the above definition, in general, as part of your response. In other words, we 
request that the information you provide be based, more or less, on the above definition. Where it 
does not, please provide specific guidance. Also, we may ask for information which may be difficult 
for you to provide on a timely baSis. Please consider alternative information that may address the 
concern, at least in part, but which can be readily provided. 

Please provide us with a comprehensive analysis of your exposure to subprime residential loans. In 
particular: 

• Provide us with your risk management philosophy as it specifically relates to subprime loans. 
Please address: 

o Your origination policies; 
o The purchase and securitization of loans. 
o Investments in subprime mortgage-backed securities and; 
o Loans, commitments and investments in subprime lenders 

• Quantify your portfolio of subprime residential mortgages. If practicable, please breakout the 
portfolio to show the underlying reason for subprime definition (Le., subject to payment 
increase, high LTV ratiO, interest only, negative amortizing). 

• Quantify the following regarding subprime residential mortgages. Explain how you define 
each category: 

o Non-performing loans. 
o Non-accrual loans. 
o The allowance for loan losses, and; 
o The most recent provision for loan losses. 

• Quantify the principal amount and nature of any retained securitized interest in subprime 
residential mortgages. 

• Quantify your investments in any securities backed by subprime mortgages. 

• Quantify the current delinquencies in retained securitized subprime residential mortgages. 

• Quantify any write-offs/impairments related to retained interests in subprime residential 
mortgages. 

• Please address all involvement with special purpose entities and variable interest entities 
and quantify the subprime exposure related to such entities regardless of whether they are 
consolidated for the purpose of generally accepted accounting principles. 

• Quantify and describe any and all potential repurchase commitments you have regarding 
subprime residential mortgages. 

Page 2 
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• Quantify and describe any loans to, commitments in, or investments in subprime lenders. 
Describe any other potential exposures you may be subject to, such as repurchase 
commitments related to the receipt of assets in bankruptcy, for example. 

• Quantify your revenues from involvement in subprime loans. Break out such revenues 
based on fees, interest earned, servicing rights and other sources. 

Where we have asked you to quantify amounts as of a point in time, please do so as of the end of your 
last full fiscal year and as of the most recent date practicable. Where we have asked you to quantify 
amounts for a period, please provide this for the last three full fiscal years and any more recent period if 
practicable. If you believe that you have provided any of the information requested in public filings, 
please direct us to such disclosures. 

The above list is not intended to be all encompassing. To the extent that you are aware of other asset 
quality or performance information, or other factors that provide material information about your 
involvement with subprime residential mortgage loans, please provide that information as well. 

If you believe that a material adverse impact on your financial condition, results of operations or liquidity, 
resulting from your involvement in subprime lending, is remote, please explain. If so, tell us what 
consideration you may give to a more transparent disclosure about this to inform readers of your level of 
involvement. 

If you believe that a material adverse impact resulting from this exposure is reasonably possible, tell us 
what disclosures you may consider in order to provide a clearer understanding of this exposure. 

Response: 

With respect to your series of questions on whether we have any interests in sub-prime residential 
mortgages, we thought it would be helpful if we provided the following overview of our mortgage 
business and our specific activities with respect to the sub-prime category. We further note that we agree 
with the definition of what constitutes a sub-prime residential loan that you provided in your letter and will 
use that definition throughout the following discussion. 

Goldman Sachs securitizes, underwrites and makes markets in mortgage securities and trades in them 
for our clients and ourselves. Our activities are in commercial and residential mortgages, including 
prime, sub-prime and other non-traditional mortgage products. We have historically not Originated 
reSidential mortgages. Although we should note that we have recently acquired a very small originator 
and are contemplating expanding the operation in the future. 

Although our mortgage activities are an important business for Goldman Sachs, they do not represent a 
material portion of our revenues. In each of the fiscal years ending November 2005 and 2006 and for the 
nine months ending August 2007, net revenues from our overall mortgage business were less than 3% of 
our total net revenues, roughly half of which was contributed by sub-prime activities. 

Similar1y our long balance sheet exposure to sub-prime mortgage securities and loans is small. This 
exposure includes retained interests in securitized sub-prime residential mortgages, securities backed by 
sub-prime mortgages, sub-prime exposures related to special purpose entities and loans and 
commitments to, and investments in, sub-prime lenders. In each of the years ending November 2005 
and 2006 and for the nine months ending August 2007, our long balance sheet exposure to all sub-prime 
mortgage products was less than 2% of our total assets. 

It is important to note however that we are active traders of mortgage securities and loans and, as with 
any of the financial instruments we trade, at any point in time we may choose to take a directional view 
of the market and will express that view through the use of mortgage securities, loans and derivatives. 
Therefore although we did have long balance sheet exposure to sub-prime securities in the past three 
years, albeit small exposure, our net risk position was variously either long or short depending on our 
changing view of the market. For example, during most of 2007, we maintained a net short sub-prime 
position and therefore stood to benefit from declining prices in the mortgage market. For this reason, we 

Page 3 
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believe that disclosure of the long side of our mortgage balance sheet would be potentially misleading to 
the readers of our financial statements. 

Finally, we believe it is also important to note that, as a broker-dealer, we mark our financial instruments, 
including our mortgage loans, to fair value. Therefore, we do not have an allowance for loan losses, 
provisions for loan losses, asset write-offs or impairments. 

Redacted By 

Permanent Subcommittee on Investigations 
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Global Mortgages 
Business Unit Townhall 

Q32007 

Private & Confidential: For Internal Use Only 
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Agenda 

I. Financial Performance 

a) Firmwide 

b) FICC 

c) Global Mortgages 

II. Business Initiatives 

III. Compliance 

IV. Q&A 
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Firmwide Third Quarter Earnings 
($ in Millions, Except Per Share Amounts) 

3Q07 2Q07 3Q06 

Net Revenues 

Pre-Tax Earnings 

Net Earnings 

Diluted EPS 

ROE 

ROTE 

Book Value Per Share 
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FICC Business Unit 
Q3 2007 Revenues by Business Unit (as internally reported) 

• Record quarter, beating previous record set in 1 Q07 
• YTD 07 up 15% vs YTD 06 

3Q07 3Q07 YTD07 

($ in mm) 
vs vs vs 

2Q07 3Q06 YTD06 

+155% +183% +69% 

+39% +19% -(28)% 

NM NM -(14)% 

+47% +137% +23% 

+106% NM +57% 

NM +152% +6% 

-(46)% +53% +82% 

+84% +65% +24% 
................................................................................................................................ 

il 1Q07 2Q07 3Q07 Total Revenues +51% +83% +15% 
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Q3 2007 FICC Competitor Analysis 
(as externally reported) 

($ in bn) 

$13.0 $12.9 

$12.0 GS $4.9 +45% +71% +15% 

LE $1.1 -(44%) -(47%) -(19%) 
$11.0 

MS $1.3 -(53%) -(39%) +10% 

$10.0 BS $0.1 -(88%) -(88%) -(28%) 

$9.0 

$8.0 

$7.0 

$6.0 

$5.0 

$4.0 

$3.0 

$2.0 

$1.0 

$0.0 
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Q3 2007 Global Mortgages Revenues 
(Quarterly Performance) 

($ in mm) 

Quarterly Revenues 

$800 $741 

$400 

$303 
$294 

$272 

$173 
$125 

$0 

($174) 

-$400 
1 Q06 2Q06 3Q06 4Q06 1 Q07 2Q07 3Q07 

Confidential Treatment Requested by Goldman Sachs 

Q3 2007 Revenue Performance 

Global Mortgages: +$741mm l' 152% vs. Q32006 

Performance Drivers (Net Revenues) 

SPG Trading: +$2.04bn l' $1.96bn vs. Q3 2006 

• The desk benefited from a proprietary short position in 
COO and RMBS single names 

• Additionally, we captured P&L on spread widening in 
various indices 

coo: $(898)mm + $(922)mm vs. Q3 2006 

• Significant mark downs across the portfolio as 
expected losses climbed higher up the capital structure 

• In addition, the Desk incurred losses resulting from the 
closeout of risk with several hedge fund counterparties 

Residential Credit: $(346)mm + 466% vs. Q3 2006 

• Driven by write-downs across Sub Prime and Alt-A, 
partially offset by gains on short ABX positions 

Residential Prime: $(184)mm + $(187)mm vs. Q3 2006 

• Result of deterioration in deal performance and the 
lack of investor appetite for RMBS 

GS MBS-E·013703468 



Q3 2007 Global Mortgages Revenues 
(Yearly Performance $ in Millions) 

Business Grou~ I I YTD 07* I I YTD 06* I 1% A vs. YTD 061 

Residential Prime (94) 53 -277% 

Residential Credit (665) 236 -381% 

CRE Loan Trading 140 130 +8% 

ASS Loans & Finance 77 39 +95% 

SPG Trading 2,791 201 +1,286% 

CDO/CLO (1,398) 139 -1,107% 

Warehouse I Tax Residuals 30 20 +49% 

European Mortgages 76 40 +90% 

Advisory 2 19 nla 

PFGJV 28 35 nla 

Management/Other 100 (22) nla 

Gross Mortgage Revenues 1,087 891 +22% 

Transfers (248) (121) nla 

Net Mortgage Revenues 838 769** +9% 

* As of 3'd Quarter 

** Excludes Liquid Products revenue 
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Global Mortgages Performance 
Tactical Positioning 

• The business has taken proactive steps to position the firm strategically in the 

ensuing mortgage credit and liquidity crisis 

Timing 

Q12007 

Q22007 

Q2 2007 and Q3 2007 

Q32007 

Q3 2007 and Q4 2007 
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Action 

• Shut down residential mortgage warehouses 
• Reduced loan positions 
• Increased protection for disaster scenarios 

• Shut down COO warehouses 
• Took significant mark to market losses 
• Reduced loan purchases 
• Reduced counterparty exposure 

• Positioned business tactically 
- Shorted synthetics 
- Reduced loan and security purchases 
- Shorted COOs and RMBS 
- Increased long correlation position 
- Reduced long inventory 

• Actively managed risk exposure to hedge funds 

• Significant covering of short positions 
• Opportunistically looking to buy assets 

GS MBS-E-013703470 



Looking Ahead 
Global Mortgages Business Initiatives 

• Litton Acquisition 

• Home Price Derivatives 

• Brazilian Mortgage Business 

• European Residential Origination 

• European Mortgage Correlation Trading 

• Reverse Mortgages 
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Managing Non-Public Information 
Compliance 

WALL CROSSING 

Public-side employees who intentionally or inadvertently receive confidential information regarding 
an issuer or counterparty may need to be "wall-crossed" to the advisory side of the wall. 

WALL CROSSING PROCEDURE 

• Private side must seek approval from your supervisor (on a "no-names" basis) for each intentional 
wall-cross 

- Approvals are on a project-by-project and person-by-person basis 

• The Control Room will notify you of the wall cross via email 

- If you are contacted by someone on the advisory side and they seek to provide you with non-public 
information or discuss a transaction and you have not received the email notification, ask "have I been 
wall crossed"? 

- If the answer is no, you should not continue the conversation 

- Contact Compliance immediately if you believe you may have inadvertently received non-public 
information 

• Once across the wall, you are prohibited from discussing/recommending the issuer/security or 
trading in the name 

- Your activities in affected securities will be monitored by the Control Room and Email surveillance 
group. 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-013703472 



(I) 
..c. 
o 
ro en 
c 
ro 
E 
"C 
(5 
<.9 
>. 
.0 
"'C 
Q) 

iii 
Q) 
:::I 
0-
Q) 

~ 
+-' 
C 
Q) 

E 
+-' ro 
~ 
t-
(ij 
:;:; 
c 
Q) 

"'C 
i+= 
C 
o 
o 



Tax Department Presentation 
Oct 29,2007 

Title: Contagion and Crowded Trades 

Richard and Steve asked me to talk with you about events in the credit markets 
over the past few months, as well as our own credit and trading performance -
which I'll do, then some time for questions. 

Summarize by saying that overall market events since Jan of this year, but 
largely concentrated over the summer period, are as dramatic and interesting as 
any I've seen in 25+ years in the business. I use the word "interesting" only 
because we're past the worst of it at least as far as our own exposure goes­
pretty scary for a while 

Slide - mortgages 

started with subprime mortgages as far back ago as late '06 - first relatively 
benignly as somewhat higher default rates among subprimes, which then 
escalated; but then with the rapid realization that this was not a minor issue 
which would quickly die out but rather a consequence of an combination of 
excessively aggressive lending standards, in many cases to speculators 
rather than homeowners, aggravated by poor controls and in some cases 
outright fraud; ultimately culminating in an understanding that a large 
proportion of the 20% of US mortgages which are subprime, may ultimately 
become impaired 

- that was bad, but it took the realization that problems with the underlying 
assets were gOing to s"everely impact the subprime securitization market -
COO's, CDoD2s and related products - to really escalate this to a new level. 

Slide I explanation - how securitized mortgage structures work 

- A catalyst for this realization was the discovery that the models on which the 
structures were built, and that the rating agencies used to rate the entities, 
were at least overly optimistic and perhaps badly flawed especially in their 
assumptions on correlations across mortgages and thus the value they gave 
to diversification (in order for structures in structured products to give you 
some benefit you need to have pools of mortgages which perform 
independently from one another; but there was concentration of performance 
not only within one bond pool but across multiple bond pools, so COO 
squared and other structured products performed especially badly -
sometimes losing most of of their value even in the AM rated tranches 

Permanent Subcommittee on Investigations 
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- and then you add in the fact that the major financial players were set up so 
similarly in their market positions - basically long underlying physical 
mortgages in one form or another: accumulating mortgages for themselves 
or for their customers, with the intent to securitise them; or holding pieces of 
securitizations that weren't fully distributed, often the highest risk pieces of the 
capital structure which were the most difficult to distribute) 

So as the market began to weaken, and the major holdesr of this paper started to 
sell, the result very quickly became almost complete illiquidity which the most 
crowded of trades can result in when an unwind starts. 

And so in the blink of an eye we saw prices on cash mortgage products decline 
sharply, with the result that an entire portion of the mortgage industry - that is the 
hundreds of mortgage brokers who were involved in the subprime sector­
started losing money on every mortgage they originated, and practically the 
entire sector went out of business essentially overnight. 

And the knock-on impact, the elimination of this securization financing 
structure which will mean that this capacity won't be restored anytime soon. It 
has also resulted in the incurrence of billions of $$ in losses in portfolios of 
investors and banks I broker I dealers around the world - which is still continuing 
as we'll come back to 

So what happened to us? A quick word on our own market and credit risk 
performance in this regard. In market risk - you saw in our 2nd and 3rd qtr results 
that we made money despite our inherently long cash positions. - because 
starting early in '07 our mortgage trading desk started putting on big short 
positions, mostly using the ABX index, which is a family of indicies designed to 
replicate cash bonds. And did so in enough quantity that we were net short, and 
made money (substantial $$ in the 3rd quarter) as the subprime market 
weakened. (This remains our position today) 

Not to say that the positions were riskless. We had to put on shorts in the 
indicies that we could trade; so this meant, for example, trading in the _ end 
while our cash positions were in _ - thus incurring substantial basis risk. And 
this gave rise to all sorts of stories about how we were marking our books, etc. 
Also significant differences in marks vs competitors 

In credit, we had been relatively conservative with our subprime mortgage credit 
extensions. Took 1 hit on a derivatives trade, took a couple on EPOs, but 
nothing really material. Best success here was on our marks and our collateral 
calls. First mover advantage, most realistic marks, competitors unwilling to mark 
fully given implications for their own trading positions 
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So back to the main story. We've got the subprime market melting down, and 
are really holding our breath that this sector's meltdown wouldn't cause 
contagion in other markets, with our primary initial concern focusing on the Alt A 
residential mortgage and the commercial lending markets. 

And it probably didn't, at least not to the extent that we feared. But it did cause 
very nervous investors, who knew for example that there were lots of losses out 
there but were uncertain of which institutions would be the most affected - and 
through this general nervousness contributed to the next market meltdown, which 
was in the leveraged finance market. 

The public commentary on what happened in this market is well known - financial 
sponsors raising more and more money, chasing more and more companies, 
getting access to more and more aggressive financing, driving lending standards 
down to unprecedentedly tight standards - extremely thin credit spreads, very 
high leverage levels in many cases further exacerbated by additional layers of 
debt, and weak or no covenants. 

But an essential component of this - the use of structured products in particular 
CLO's, and the separation of origination from the ultimate holding of credit, and 
optimistic portfolio assumptions being incorporated into financing structures -
was in many respects similar to the situation in the mortgage market. 

This lending fueled more demand by inducing ever larger and more aggressive 
sponsor-driven M&A activity. And this proceeded relatively benignly until the 
summer, when the sheer bulk - something in the range of $400bn - of financing 
scheduled to come to market just before and just post Labor Day (beginning of 
Sept) caused the markets to grind to a almost complete halt. And once again, at 
the blink of an eye we had a massive market adjustment and almost complete 
illiquidity - like a 6 or 7 std dev move, worse than the fall '98. And to make 
matters worse for GS, this occurred at a time when we were at an all time peak in 
our our underwriting commitments - something in excess of $50bn in leveraged 
finance bank and bond commitments. And with a significant portion of this due to 
fund in the Sept I Oct period, including $xxbn in TXU, $yybn in Chrysler and zzbn 
in_ 

This position is what lead to us taking a $1. 7bn gross, $1.5bn charge in our 3 rd 

qtr results for our leveraged loan book - something in the range of a 5 pt mark. It 
wasn't pleasant doing the marks, but there was one silver lining that 
overshadowed everything else - our liquidity position. DAV has long held that 
liquidity is the single most important risk to manage in a investment bank, and he 
(together with Treasury) have done so in the case of GS to an extraordinarily 
conservative extent, such our ability to meet our cash requirements irrespective 
of the circumstances was never in doubt. This doesn't mean that we didn't try to 
conserve cash through not expanding our financing of clients etc - we did. But 
we were in a pretty secure pOSition even with these potential draws. 
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And then just to add to the overall challenges, a couple of other issues: 

Corporate borrowers, especially A-2 I P-2 quality, have had constrained 
access to the commercial paper markets as well, so have been drawing down 
on backup liquidity lines - stigma has been lost, this is happening regularly. 
GS has some exposure to some CP issues through liquidity facilities we 
extend through our William Street program - although because they are 
structured such that Sumitomo takes a majority of the credit and I iquidity risk, 
GS's retained risk is relatively minimal. 

- We had a short but incredibly intense period of adjustment in the statistical 
arbitrage fund sector, where over a couple of weeks but really over only a 
couple of days in the middle of August, we had market moves among a 
relatively small group of securities which these funds traded in of an 
inconceivably high std dev market move. 

For those of you who aren't involved in this business, the general concept 
behind stat arb trading is that that these funds seek out market anomolies 
using complex computer algorithms, then trade to take advantage of those 
anomolies. And they trade using (for the most part) highly liquid markets and 
securities, so which would normally be easy to get into and out of. But what 
the stat arb funds (or we for that matter) didn't fully realize was the similarities 
of models across these funds, and thus their susceptibility to getting into the 
exact same trades as other stat arb funds - thereby creating a series of very 
crowded trades. 

- And we all know what happens when you run for the door in a crowded trade 
- the mere act of selling depresses prices so triggers more selling, then other 
traders get into the act trying to guess who will fail and what additional 
distressed selling this will prompt - and the result is the types of market 
moves that we saw, and the types of performance among funds including 
GS's quant funds. 

In the asset backed commercial paper market, largely as a result of the 
subprime credit, some programs with less than ironclad liquidity and credit 
support structures on some programs have had an unprecedented loss of 
investor confidence such that the asset backed market. Until recently this 
sector represented more than 50% of the total market (more than $1tr) but 
has already declined by more than 30% and will likely decline by another 
substantial amount. For someone who has seen this market grow on a 
stable, steady basis, for as long as I've been in the business - this is really 
unbelievable. 

- And this is what has given rise to all of the problems you've read about in 
respect of bank SIVs, which are the largest component of the liquidity-
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deficient program structures out there. The way SIVs are constructed is if 
they lose access to the CP market or if their assets decline in value below a 
certain level then they go into wind down mode, in which the assets are sold 
and proceeds used to redeem CP. The SIVs have lost market access now 
because investors are concerned that there are subprimes or other toxic 
waste in the SIVs, and the degree of disclosure transparency, and their 
willingness to rely on the rating agencies, is insufficient to persuade them 
that this isn't the case. So the position the banks with large SIVs find 
themselves in now is, they either fund the SIVs directly through extending 
additional back up liquidity facilities that go beyond the initial partial cover, or 
they fund them directly by taking their CP as the buyer of last report, or they 
permit the assets to be sold at distress prices in which case they lose 
probably all of their equity and perhaps some CP investors don't get out 
whole '- all of which they are trying, and all of which have at least some 
component of reducing capital ratios and returns on assets. Or, they try to 
structure a super conduit which will itself extend credit to the SIVs and thus 
create a climate of sufficient confidence that investors will again start to buy 
SIV paper. That's clearly what the BoA I Citi I JPM contingent is trying to do 
now, but I have doubts as to whether they can pull this off. 

So, how did we do and what's next? 

In terms of how we did, I talked about mortgages already - good trading 
performance albeit with some continued basis risk, clearly distinguished 
ourselves vs our competitors, lost a little money in credit but not a lot. (position 
marks, aggressive collateral calls) 

In leveraged finance, as noted we took a big mark, but I don't think anyone feels 
too badly about it for two reasons: 1. we went into the lev fin business with eyes 
wide open, in particular with a strategy which called for us to "position the firm as 
a leading financing source in the high yield and leveraged loan business, with 
particular emphasis on where GS can advance its merger advisory, derivatives 
and principalling business to maximize profit opportunities" 

We were very successful at executing this strategy - well positioned with sponsor 
clients; have in fact made a lot of money through financing, but have made 
(prospectively at least) far more from advisory, co-investment and other revenue 
sources - and this is generally well recognized among our senior leadership 

- we had the positions fairly marked so had and have now the flexibility to sell if 
we think it appropriate without taking any additional P&L hit (unless the market 
deteriorates further) 
- we put on some credit hedges which have dampened the effect of the mtm 
adjustment 
- we arranged the liquidity such that we wouldn't be a forced seller 
- and most recently we've been successful at syndicating the positions with good 
success on TXU, on Harmon, and in smaller pieces of other transactions - in 
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other words being as aggressive in selling down as we can be in a generally 
supportive market - and in so doing recaptured some of our marks 

In SIVs it's been an unqualified success: no GS SIV of our own, no GSAM 
money markets exposure, limited other GS exposure, well managed 

In our regulatory relationships, I think we distinguished ourselves. We were 
viewed as competent, open; however we are no longer viewed as being 
exceptionally conservative - in fact more on the aggressive side when it comes 
to taking risk. 

Some other things that concerned us: 

- collateral disputes: GS has been conservative in our marks in lev fin and in 
mortgage trades; feel good about them, but there are a lot of disputes with 
clients; most are with good quality counterparts so don't cause direct credit 
concerns; but this is an issue the industry will need to deal with in the same 
way we did with confirms not so long ago 
systems issues: volume and non-volume issues cause concern about the 
overall resilience of our operational infrastructure; big changes (Robin has 
probably talked about this) 

- VaR and other market risk metric exceptions - there is no question that 
market moves of the magnitude that we witnessed caused excesses in both 
our credit and market systems, and we will be going back to try to fix these, or 
at least update the models where appropriate - very difficult 

Does that mean that we're out of the woods? Absolutely not, there's lots that 
can still go wrong. (caveat - risk guy) 

Mortgage market generally - little imagination required to contemplate a scenario 
where stagnant house prices contribute to reduced consumer confidence 
bleeding into reduced expenditures and then weaker corporate earnings and 
then increases in corporate loan default rates and a weaker labor market and the 
cycle continues into a real recession 

And clearly there is more bad news to come on the mortgage market - losses are 
only slowly being revealed, as Merrill's earnings announcement last week 
reflected; and there will be Rate resets, neg am mortgages coming up 

COO downgrades - recent and prospective 

Lev fin exposures remain significant; these problems occurred w/o underlying 
credit problems; would be much worse although smaller if credit conditions 
deteriorated 
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Other catalysts like continued high oil prices can also contribute to a deterioration 
in the market overall 

But I note again, I am a risk guy, paid to be conservative; and for each of these 
risks there are trading opportunities that GS has proven very adept at capitalizing 
on - and hopefully will continue to be able to do so. 
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Mortgage losses are occurring slowly as firms recognize them at a widely 
differing rates 

Aggressive marks maintains flexibility 

+---------------
Increasing market vol means reducing VaR can be very difficult - re 3rd qtr VaR 
example 
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Total COO Market Share Evolution 

• GS has not been one of the top CDO underwriters traditionally; however participation in that market has 
increased in the past 2 years 
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Total COO Market Share in 2006 and 2007 H1 

Goldman 
6% 

Deutsche Bank 
5% 

other 
21% 

Source: Asset-Backed Alert 

2006 
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UBS 
3% 

J.P.1'v1organ 
5% 

Credit Suisse 
5% 

Lehman Brothers 
4% 

1'v1organ Stanley 
5% 

Banc of America 
4% 

Banc of America 
5% 

Credit Suisse 
6% 

7% 

other 
24% 

H1 2007 

Wschovia 
5% 

UBS 
4% 

Bear Stearns 
5% 

J.P.1'v1organ 
4% 

Lehman Brothers 
3% 

1'v1organ Stanley 
3% 

Barclays Capital 
4% 
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Highlights of the GS' COO underwritings 
2006-2007YTD 

• There have not been any downgrades in the CRE COOs, US CLOs or European COOs, as the collateral in 
those transactions has not experienced the same level of price dislocation 

• On some of the Structured Product COO and ABACUS transactions downgrades have occurred. These are 
more common in Mezzanine transaction and in those that have a larger percentage of RMBS or COO 
collateral. 
• In the cases were there have been downgrades, they are concentrated in the bottom of the capital 

structure. This behavior is in line with the design of this financial instruments, where the bottom pieces of 
the liability side are the first ones to be affected by downgrades (and/or losses). 

• Some transactions have suffered downgrades or credit watches in more highly rated tranches (AAA 
rated), given the collateral composition, liquidity conditions in the market as well as an increased 
correlation between the different underlying securities. 

4 
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Closing date 
08-Mar-Q6 
30-Mar-Q6 
02-May-Q6 
11-May-Q6 
26-Jul-Q6 
28-Sep-06 
04-Oct-06 

01-No\f{)6 

05-Dec-06 
05-Dec-06 

07-Dec-06 
18-Jan-07 

08-Feb-07 
14-Feb-07 

28-Feb-07 

2()"Mar-Q7 

27-Mar-07 

Highlights of the GS' COO underwritings (cont) 
2006-2007YTD 

%oftotal Downgrades Downgraded clases (Original 
Deal Name Sponsor Collateral Total Size book (1) rating) 
Fortius I Funding, L1d. ,4Iaddin Capilal Management LLC ABS 611.5 1.90% N 
Dallis Square Funding VI, Ltd. TCW,Asset Management Co. ABS 4,018.0 12.51% Y Class C (/lIf!Q.), D (BBB/8aa2) 
Hout Bay 2006-1 Ltd. Investec ABS 1,504.0 4.68% Y Sub Notes (Ba3) 
Broadwick Funding, Ltd. Peloton Partners LLP ABS 1,965.0 6.12% N 
VIklst Coast Funding I, Ltd. TCW,Asset Management Co. ABS 5,410.0 16.85% N 
,4Itius III Funding, Ltd. ,4Iaddin Capilal Management LLC ABS 2,017.5 6.28% Y Class D (BBBlBaa2), E (BB+/8a1) 
Lochsong, Ltd. Wnchester Capilal Principal ABS 1,219.6 3.80% N 
Hudson High Grade Funding 
2006-1, Ltd. ,4Iaddin Capilal Management ABS 1,511.7 4.71% N 

Hudson Mazzanine Funding Class C (/lIf!Q.), D (BBB/Baa2), 
2006-1, Ltd. ,4Iaddin Capilal Management ABS 2,037.0 6.34% Y E(BB+/8a1) 
Dallis Square Funding VII, Ltd. TCW,Asset Management Co. ABS 4,025.0 12.54% N 

Class A-2 (AA.AI/>aa), B(/W/>a2), 
C(/lIf!Q.), D(BBB/Baa2), 

Fortius II Funding, Ltd. ,4Iaddin Capilal Management LLC ABS 522.7 1.63% Y E(BB+/Ba1) 
GSC ABS Funding 2006-3g, Ltd. GSCP (NJ) LP ABS 1,600.0 4.98% Y Class C (/lIf!Q.) , D (BBB/Baa2) 

Class A-2 (AA.AI/>aa), B(Mt//>a2), 
Hudson iVla22anine Funding C(A+If!Q.), D(BBB+/Baa1), E(BBB-
2006-2, Ltd. ,4Iaddin Capilal Management ABS 407.9 1.27% Y /Baa3) 
Fort Denison Funding, Ltd. Basis Capilal Securitisation pty. Ltd. ABS 505.3 1.57% N 

Cambridge Place Investment 
Camber 7 pic Management LLP ABS 915.5 2.85% N 
Mderson Ma22anine Funding Class A-2 (AA.AI/>aa), B (/W/>a2), 
2007-1, Ltd. GSC ABS 307.5 0.96% Y C (/lIf!Q.), O(BBB/Baa2) 

limberwolf I, Ltd. ABS 3.17% N 

3.16% N 

(1) Includes Tranches on negative watch and on review for downgrade 

Size of %of 
downgrade deal 

0.0% 
60.0 1.5% 
6.0 0.4% 

0.0% 
0.0% 

19.0 0.9% 
0.0% 

0.0% 

280.0 13.7% 
0.0% 

150.0 28.7% 
72.0 4.5% 

144.0 35.3% 
0.0% 

0.0% 

101.1 32.9% 

0.0% 

0.0% 
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Highlights of the GS' COO underwritings (cant) 
2006-2007YTD 

(1) Includes Tranches on negative watch and on review for downgrade 
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_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Mr. ___ _ 

Accounting Branch Chief 
Securities and Exchange Commission 
100 F Street, NE 
Mail Stop 7010 
Washington, D.C. 20549 

Re: The Goldman Sachs Group, Inc. 

November 7,2007 

Form 10-K for the Fiscal Year Ended November 24,2006 
Filed February 6, 2007 
File No. 001-14965 

Dear Mr. O'Brien: 

We are in receipt of the letter, dated October 17, 2007, to David A. Viniar, Chief 
Financial Officer of The Goldman Sachs Group, Inc. (the "Company"), from the Staff 
(the "Staff') of the Securities and Exchange Commission (the "Commission") relating to 
our letter in which we responded to the Staff's letter, dated September 20, 2007, 
regarding the above-referenced filing. We thank the Staff for its careful consideration of 
our response letter, and we look forward to resolving the Staff's final two comments. 

For your convenience, we have reproduced the Staff's comments below, which are 
numbered to correspond to the comments in your letter of October 17, 2007. Our 
responses immediately follow. 

With respect to our response to your question 2, where you have asked us to quantify 
amounts as of a point in time, we have included information as of November 24, 2006, 
the end of our last full fiscal year, and August 31, 2007, the end of our last full fiscal 
quarter. Where you have asked us to quantify amounts for a period, we have included 
information for the fiscal years ended 2006,2005, and 2004 and for the nine months 
ended August 31,2007. 

General 

1. Please submit your facsimile response dated October 1,2007, on EDGAR, as a 
correspondence file. 

Permanent Subcommittee on Investigations 

EXHIBIT #50 
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Response: 

We submitted our response on EDGAR on October 30,2007. 

2. We have reviewed your proposed response to our prior comment 1 related to your 
subprime lending activities and have the following additional comments. 

• We note you "agree with the definition of what constitutes a sub-prime residential 
loan" that we provided in our letter dated September 20, 2007. Note, however 
that in our letter we indicated that although there may be differing definitions of 
subprime residential mortgage loans, we identified eight common features of 
subprime loans. By agreeing with our definition, do you mean that you identify a 
residential loan as subprime if it has any of the features we identified? If not, 
please provide us with a more comprehensive understanding of how you define a 
subprime residential loan. 

Response: 

We consider the credit score ofa residential mortgage borrower to be a principal factor in 
making the determination of whether a mortgage is considered to be "subprime" 
(generally we refer to mortgages with credit scores below 660 as "subprime"). 

While credit score is an important factor in the classification of a mortgage as subprime, 
the firm acknowledges that the presence of anyone of the following characteristics may 
qualify a loan as subprime: 

• A rate above prime to borrowers who do not qualify for prime rate loans; 
• Interest-only or negative amortization loans; 
• High initialloan-to-value ratios; 
• Low initial payments based on a fixed introductory rate that expires after a short 

initial period then adjusts to a variable index rate plus a margin for the remaining 
term of the loan; 

• Borrowers with less than conventional documentation of their income and/or net 
assets; 

• Very high limits on how much the payment amount or the interest rate may 
increase at reset periods, potentially causing a substantial increase in the monthly 
payment amount, and/or; 

• Including substantial prepayment penalties. 
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• We note from your response that although your mortgage activities are an 
important business for you they do not represent a material percentage of 
revenues (only 3% in each of the two fiscal years ending November 2005 and 
2006 and for the nine months ending August 2007, roughly half of which was 
contributed by sub-prime activities). Similarly, in each of the years ending 
November 2005 and 2006 and for the nine months ending August 2007, your long 
balance sheet exposure to all sub-prime mortgage products was less than 2% of 
your total assets. However, since your total assets as of November 24,2006 were 
$838 billion and your net earnings were $9.5 billion for the year ended November 
24, 2006, it appears this exposure could be material to your net income. As such, 
please respond in detail to the items contained in our prior comment 1. In this 
regard, we note your discussion of mitigated exposure in the fifth paragraph of 
your response. If this information will provide us a better understanding of your 
overall risk related to your subprime lending activities, please provide an 
expanded discussion in your response. 

• Provide us with your risk management philosophy as it specifically relates to 
subprime loans. Please address: 

o Your origination policies; 
o The purchase and securitization of loans; 
o Investments in subprime mortgage-backed securities; and 
o Loans, commitments and investments in sub prime lenders. 

Response: 

We securitize, underwrite and make markets in mortgage securities and trade them for 
our clients and ourselves. Our activities are in commercial and residential mortgages, 
including prime, subprime and other non-traditional mortgage products. We have 
historically not originated residential mortgages although we have recently acquired a 
very small originator. 

We acquire residential mortgage loans in two contexts: 
- through bulk purchases, generally consisting of a mortgage loan pool greater 

than $50 million; and 
through smaller correspondent purchases 

As a general matter, prior to acquiring any residential mortgage loans, we will conduct a 
thorough review of the seller. Our process consists of reviewing select financial 
information for credit and market risk assessment, undertaking a review of the 
underwriting standards employed by the mortgage originator, engaging in senior 
management discussions, conducting an operational review and performing background 
checks. 
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The underwriting standards review considers mortgage credit; the operational review 
considers loan origination processes and systems. These reviews consider corporate 
policy and procedures relating to state and federal predatory lending and high cost 
lending laws, origination practices by jurisdiction, historical loan level loss experience, 
quality control practices, significant litigation and material investors. 

In addition to the review of the seller, we review residential mortgage loans in advance of 
acquisition. The scope of the due diligence we perform depends on the credit quality of 
the mortgage loans and our past experience with the loan seller. Due diligence may 
include: review for adherence to the seller's underwriting and compliance standards, 
verification of existing notes and recorded mortgages, review of insurance certificates 
and requesting independent valuations (including broker price opinions and automated 
valuation models). Pools are also analyzed to identify loans with a high potential risk of 
fraud to be included in the due diligence sample. We will not purchase "predatory" or 
similarly designated loans as defined under any other applicable federal, state, county or 
municipal statute, regulation or ordinance, or mortgage loans that violate any applicable 
federal, state, county or municipal statute, regulation or ordinance. 

Like all mortgage products, sub prime mortgages are sensitive to the following valuation 
parameters: 

- Credit spreads: probability of default and recovery assumptions 
- Maturity/duration: prepayment speeds and home price appreciation 
- Interest rates 

Since credit performance is one of the primary drivers in valuing subprime mortgage 
collateral, our long subprime cash inventory exposure has been primarily hedged with a 
combination of: 

- ABX index hedges: The ABX Index is a series of credit-default swaps based 
on 20 bonds that are backed by subprime mortgages. ABX contracts are 
commonly used by investors to take a position in or to hedge against the risk 
that the underlying mortgage securities are not repaid as expected. The ABX 
swaps offer protection if the securities are not repaid as expected, in return for 
periodic premiums. A decline in the ABX Index signifies investor sentiment 
that subprime mortgage holders will suffer increased financial losses from 
those investments. Likewise, an increase in the ABX Index signifies investor 
sentiment looking for subprime mortgage holdings to perform better as 
investments. The ABX index has robust levels of trading activity and 
liquidity. 

- Single name credit-default swaps ("CDS'): Similar to the ABX index, single 
name CDS contracts offer protection if an underlying mortgage security is not 
repaid as expected. Individual single name CDS contracts are over-the-counter 
contracts that are less actively traded and quoted in comparison to the ABX 
index. However, they can be customized to provide protection against 
nonperformance of highly specific reference obligations. 
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Credit linked notes: We may also purchase credit protection via the issuance 
of credit linked notes which reference synthetic CDOs (known as 'Abacus 
structures'). In return for a specified coupon, note holders guarantee 
performance of underlying subprime mortgage reference obligations (in 
addition to other sectors). 

Our Firmwide Risk Committee periodically reviews the existing mortgage business and 
approves our frrmwide and divisional market risk limits. Additionally, they review 
scenario analyses based on abnormal or "catastrophic" market movements. 

Our Divisional Risk Committee is responsible for setting market risk limits over 
mortgage inventories by trading desk based on a number of measures, including Value­
at-Risk (VaR) exposure limits, stress tests and scenario analyses. VaR represents the 
potential loss in value of trading positions due to adverse market movements over a 
defined time horizon with a specific confidence level. On a daily basis the market risk 
group, independent of the trading desk, is responsible for the calculation ofVaR at a 
portfolio level (i.e., taking both subprime exposure and hedging activity into account) and 
monitoring actual levels of exposure against limits set by the risk committee. Limit 
violations are reported to the appropriate risk committee and business unit managers and 
addressed, as necessary. 

The trading desk managers within the mortgage department are responsible for managing 
risk within the prescribed limits. These managers have in-depth knowledge ofthe 
primary sources of risk in the mortgage market and the instruments available to hedge 
their exposure. 

Our long cash subprime mortgage exposure consists of mortgage loans and mortgage 
backed securities. As of August 31,2007 and November 24,2006 our investments in 
subprime mortgage loans totaled $462 million and $7.8 billion, respectively, and our 
investments in subprime mortgage backed securities totaled $2.4 billion and $7.2 billion, 
respectively. During most of 2007, we maintained a net short subprime position with the 
use of derivatives, including ABX index contracts and single name CDS which hedged 
this long cash exposure. 

• Quantify your portfolio of subprime residential mortgages. If practicable, please 
breakout the portfolio to show the underlying reason for subprime definition (i.e., 
subject to payment increase, high LTV ratio, interest only, negative amortizing) . 

.. 

5 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-015713464 



Response: 

Our portfolio of subprime mortgage loans, stratified by the characteristics highlighted in 
your request, is reflected below: 

August 31, 2007 November 24, 2006 
Market Value (in millions) $462 $7,822 
Rate Above Prime (>5.25%) 99.78% 99.94% 
Low Credit Rating «660) 90.19% 84.91% 
10% 9.99% 10.83% 
Option ARM! Negative Amortizing 0.00% 0.01% 
High LTV(> 80%) 53.80% 55.52% 
ARM/Hybrip (Non Fixed) 64.33% 64.34% 
Not Full Documentation 29.18% 42.40% 
Initial Cap 5% 40.54% 23.38% 
Periodic Cap 2% 40.46% 18.58% 
Prepayment Term 24 months or more 63.50% 55.19% 

The percentages in the above tables will not add to 100% as many loans exhibit more 
than one of the listed characteristics. 

As a broker-dealer, we mark our financial instruments, including our mortgage loans, to 
fair value, with related unrealized gains or losses generally recognized immediately in 
our results of operations. Therefore, we do not maintain an allowance for loan losses, 
provisions for loan losses, asset write-offs or impairments. 

• Quantify the following regarding subprime residential mortgages. Explain how 
you define each category. 

o Non-performing loans; 
o Non-accrual loans; 
o The allowance for loan losses; and 
o The most recent provision for loan losses. 

Response: 

Distinct from our subprime loan inventory discussed above, we maintain a non­
performing loan portfolio consisting of delinquent residential mortgages made to prime 
and subprime borrowers. We consider mortgages which have been delinquent for a 
period of 3 months or more to be "non-performing". This loan portfolio does not accrue 
interest, but rather recognizes interest upon receipt and had a value of $514 million and 
$738 million as of August 31, 2007 and November 24,2006 respectively. As noted 
above, we mark our financial instruments, including our mortgage loans, to fair value. 
Therefore, we do not have any allowance for loan losses. 
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• Quantify the principal amount and nature of any retained securitized interests in 
sub prime residential mortgages. 

Response: 

We securitize subprime residential mortgages and CDOs, which are collateralized by 
cash or synthetic bonds with subprime mortgage exposure. Our total retained interests at 
fair value (both investment grade and non-investment grade) in subprime residential 
mortgages were $829 million (with $587 million investment grade and $242 million non­
investment grade) and $1.1 billion (with $584 million investment grade and $516 million 
non-investment grade) as of August 31,2007 and November 24,2006 respectively. 

• Quantify your investments in any securities backed by subprime mortgages. 

Response: 

Our total investments in securities backed by subprime mortgages (including the retained 
interests defined above) were $2.4 billion and $7.2 billion in market value as of August 
31,2007 and November 24, 2006 respectively. 

• Quantify the current delinquencies in retained securitized subprime residential 
mortgages. 

Response: 

The current delinquencies as a percentage of retained securitized subprime residential 
mortgages are: 

Date Delinquency 30-59 Delinquency 60-89 Delinquency 90+ Bankrupt Foreclosure REO 

Aug 312007 2.89 1.84 3.77 2.06 3.49 
Nov 242006 1.01 0.44 0.72 0.43 0.64 

• Quantity any write-otIs/impairments related to retained interests in subprime 
residential mortgages. 

Response: 

As noted above, we mark our financial instruments, including our mortgage loans, to fair 
value. Therefore, we do not have any explicit write-otIs/impairments. 

• Please address all involvement with special purpose entities and variable interest 
entities and quantity the subprime exposure related to such entities, regardless of 
whether they are consolidated for the purposes of generally accepted accounting 
principles. 
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Response: 

In addition to retaining and purchasing securitized products from variable interest entities 
with subprime exposure, we have also written put options of $13.3 billion with a net 
present value of $48 million as of August 3 1, 2007. These put options require us to 
purchase cpllateral (primarily AAA-rated amortizing short duration assets) held by the 
variable interest entities at par. 

• Quantify and describe any and all potential repurchase commitments you have 
regarding subprime residential mortgages. 

Response: 

Tn the normal course of business, we provide warehouse lines and repo financing which is 
collateralized by sub prime residential mortgage backed loans and securities. The total 
amount of repurchase financing provided associated with subprime assets was $213 
million and $1.1 billion as of August 31, 2007 and November 24, 2006 respectively. 

• Quantify and describe any loans to, commitments in, or investments in subprime 
lenders. Describe any other potential exposures you may be subject to, such as 
repurchase commitments related to the receipt of assets in bankruptcy, for 
example. 

Response: 

We purchased Senderra, a South Carolina based subprime mortgage originator, in March 
of 2007 for $14 million. 

• Quantify your revenues from involvement in subprime loans. Break out such 
revenues based on fees, interest earned, servicing rights and other sources. 

Response: 

Our total revenues from sub prime loans and their hedges were ($334) million, $38 
million, $29 million and $38 million for the nine months ending August 31, 2007, and the 
twelve months ended November 24, 2006, November 25, 2005 and November 26, 2004 
respectively. As we mark our financial instruments to fair value, we have not maintained 
a detailed break-out of revenues into the categories noted above. 
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Permanent Subcommittee on Investigations 
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Redacted By 

Permanent Subcommittee on Investigations 

* * * * 
As requested in your letter, the Company hereby acknowledges that: the Company is 
responsible for the adequacy and accuracy of the disclosure in the above-captioned filing; 
Staff comments or changes to disclosure in response to Staff comments do not foreclose 
the Commission from taking any action with respect to this filing; and the Company may 
not assert Staff comments as a defense in any proceeding initiated by the Commission or 
any person under the federal securities laws of the United States. 

* * * *' 
We look forward to working with you further to address these comments. If you have 
any questions with respect to the foregoing responses or need any additional information, 
please feel free to contact me at (212) 902-5675. 

Sincerely, 

Sarah Smith 
Controller and Chief Accounting Officer 

cc: David Viniar 
Chief Financial Officer 
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How Did GS Avoid the Mortgage Crisis? 
Our Response 

Mortgages is an important business for Goldman Sachs. However, it is typically the smallest of five main businesses within FICC 
and therefore, on a relative basis, it has been a smaller contributor to overall Fixed Income revenues than for many of our peers. 
We always proactively manage the risk of our businesses, and our mortgage business was no different. We were actively 
managing our mortgage exposure throughout 2006, and towards the end of the year we became increasingly concerned about the 
sub-prime market. As a result we took a number of actions at that time and into early 2007 to reduce our risk. In the first quarter of 
2007 we stopped our residential mortgage warehousing efforts, shut down our COO warehouses, aggressively reduced our 
inventory positions, reduced counterparty exposure and increased our protection for disaster scenarios. 

Key to our ability to do this was our extremely robust mark to market philosophy. You simply cannot manage risk effectively if you 
don't know what positions are worth. An accurate daily marking process makes difficult decisions considerably easier, as you 
tangibly feel the cost of inaction everyday as the market declines. We have extensive price discovery and valuation resources and 
don't subscribe to the notion that there are instruments that can't be valued. 

So, we knew the value of what we had and managed our risk accordingly. However, one should not be lead to believe that we 
went through this period unscathed and somehow significantly profited from a "bet" on the downturn in mortgage markets. The 
actions that I outlined led to significant write-downs in the value of our long mortgage inventory over the course of this year. 
We mentioned during our second quarter conference call that a weak quarter in Mortgages contributed to lower results in our FICC 
businesses. A better characterization of the situation is that we effectively avoided greater losses by taking these proactive steps 
and in fact during the third quarter we were able to make money on mortgages as a result of our net short position. As a 
consequence, we believe that we are well-positioned to opportunistically participate in the inevitable restructuring of the mortgage 
market. 

Ultimately, our ability to be proactive was a function of our people and our risk management culture. Given the complexity and 
diversity of risks in our business, we believe that it is critical to provide our teams with the confidence and support necessary to 
identify and escalate issues as soon as possible and to prioritize the interest of the entire firm over any individual objectives. In 
addition, we think it is important for senior leadership to be actively engaged in the business flows and decision making process, in 
times of calm as well as crisis. 
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Quarterly Breakdown of Mortgage P/L 

012001 022007 032007 042007 October 26,2007 FYTD 

Loan! Other! Loan! Other! Loanl Otherl Loan! Other! Loan! Otherl 

Business Security Derivs UW Security Derivs UW Security Derivs UW Security Derivs UW Secunty UW 
(USD Millions) pal pal pal Total pal pal pal Total pal pal pal Total pal pal pal Total pal Derivs pal pal Total 

Residential Prime $ 66 $ (0) $ - $ 65 $ 48 $ ·(0) $ - $ 48 $ (252) $ 33 $ - $ (219) $ (76) $ (42) $ - $(118) $ (216) $ (9) $ - $ (224) 

Residential Credit $ (248) $ 213 $ - $ (36) $ (239) $ (60) $ - $(299) $ (641) $ 358 $ (27) $ (311) $ (193) $ 63 $ 26 $(103) $ (1,321) $ 574 $ (1) $ (749) 
Alt-A (31) 56 - 25 10 (16) - (5) (201) 111 (7) (98) (99) (21) 7 (113) (321) 130 - (191) 
Sa.O (51) 13 - (37) (39) (11) - (50) (104) 108 16 20 (42) 13 (16) (45) (236) 124 - (112) 
Subprime (167) 144 - (23) (210) (34) - (244) (336) 138 (36) (233) (51) 71 35 54 (764) 319 (1) (446) 

SPG Trading $ (60) $ 369 $ (1) $ 298 $ (103) $ 646 $ 9 $ 462 $ (724) $ 2,860 $ 7 $ 2,133 $ (133) $ 842 $ (1) $ 708 $ (1,019) $ 4,596 $ 16 $ 3,591 
ASS Securities (58) 290 - 232 (63) 480 - 417 (646) 1,916 19 1,288 (96) 479 (22) 362 (863) 3,165 (3) 2,299 
CMBS Securities (1) 5 - 4 (24) 22 - (2) (48) 173 (11) 113 (14) 156 11 153 (87) 355 (0) 267 
Correlation (1) 64 (1) 62 (16) 44 9 37 (29) 761 (0) 732 (23) 206 10 193 (69) 1,076 17 1,024 

CDO/CLO $ (170) $ (0) $ 23 $(147) $ (307) $(175) $ 29 $(453) $ (944) $ 120 $ (74) $ (898) $ (208) $ 19 $ 70 $(120) $ (1 ,629) $ (37) $ 48 $ (1 ,618) 
US/Euro CRE Loans 58 (0) - 58 47 (0) - 46 (177) 122 49 (7) 14 8 - 22 (58) 128 49 119 
Other* 28 - 6 33 19 - 13 32 1 - 41 43 43 - a 43 91 - 60 151 

Grand Total $ (327) $ 571 $ 28 $ 272 $ (535) $ 310 $ 61 $(174) $ (2,737) $3,482 $ (4) $ 741 $ (653) $ 889 $ 96 $ 432 $ (4,152) $ 6,262 $ 171 $ 1,271 

*Included In other are gains earned In conjunction with bond UIW (+$70 million) and transfers from AMSSG (+$45 million) 
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GS Subprime Mortgage Business 
Subprime Risk: Current Position as of 11/2/07 

Mortgage De~artment 
SUBPRIME Current Notional (Bn) 
Securities (IG) 2.3 
Subs & Residuals 0.1 
Loans 0.3 
Single-Name Synthetic Risk (Net) 2.7 
T ABX & Tranched Synthetic Risk (Net) (3.1) 
Net 2.3 

ALT-A 
Securities (IG) 4.3 
Subs & Residuals 0.3 
Loans 0.1 
Synthetic Risk (net) (1.7) 
Net 3.0 

SCRA TCH & DENT 
Loans 0.9 

CDOs / TRANCHE RISK 
Securities 2.1 
Single-Name Synthetic Risk (Net) (1.2) 
Tranched Synthetic Risk (Net) (5.4) 
Seasoned Super Senior Shorts (3.5) 
Net (7.9) 
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Market Value (Bn) 
1.2 
0.1 
0.3 
1.6 

(0.9) 
2.4 

3.8 
0.2 
0.1 

(1.3) 
2.8 

0.5 

0.3 
(0.4) 
(3.0) 
(3.4) 
(6.4) 
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From: Cohn, Gary (EO 85630) 
Sent: Sunday, November 18, 20076:04 PM 
To: 6lankfein, Lloyd (EO 85630); van Praag, Lucas (EO P6C09) 
Cc: Winkelried, Jon (EO 85630); Viniar, David; Rogers, John F.W. (EO 85630); Horwitz, 

Russell (EO 85630) 
Subject: Re:NYT 

We were just smaller in the toxic products 

----- Original Message 
From: Blankfein, Lloyd 
To: van Praag, Lucas 
Cc: Winkelried, Jon; Cohn, Gary; Viniar, David; Rogers, John F.W.; Horwitz, Russell 
Sent: Sun Nov 18 17:59:01 2007 
Subject: RE: NYT 

Of course we didn't dodge the mortgage mess. We lost money, then made more than we lost 
because of shorts. Also, it's not over, so who knows how it will turn out ultimately. 

-----Original Message----­
From: van Praag, Lucas 
Sent: Sunday, November 18, 2007 5:47 PM 
To: Blankfein, Lloyd 
Cc: Winkelried, Jon; Cohn, Gary; Viniar, David; Rogers, John F.W.; Horwitz, Russell 
Subject: NYT 

Jenny Anderson and Landon Thomas' story about how we dodged the mortgage mess is 
scheduled to run tomorrow. At this stage, 95% certain to be on the front page. I don't 
expect it to be materially different to the WSJ story on the same subject that ran last 
week - although it will have more color and annecdotes. 

Have given John and Russell a detailed briefing and Russell will update you on the plane, 
but here are a few points: 

1. GS Gives in not in the story. I have agreed to brief Jenny thoroughly on it tomorrow 
and expect the news to run either Tues or Wed. I think it would be good if you had a 5 min 
phone call with her on the subject and I'll liaise with Russell on timing. We will issue 
the press release to coincide with publication of her article and will actively work with 
other media, esp in the UK, to make sure the message is spread and picked up effectively. 

2. Tomorrow's story will, of course, have 'balance' (ie stuff we don't like). In this 
instance, we have spent much time discussing conflicts, and I think we've made some 
progress as she aknowledges that most of her sources on the subject are financial sponsors 
which fact, unless edited out, is included and gives context. 

3. The article references the extraordinary influence GS alums have - the most topical 
being John Thain, but Rubin, Hank, Duncan et al are all in the mix too. She hasn't gone 
as far as suggesting that there is a credible conspiracy theory (unlike her former 
colleague at the NY Post). She does, however, make the point that it feels like GS is 
running everything. 

5. We spent a lot of time on culture as a differentiator - she was receptive. 

4. She has used several remarks you made at the ML conference on the record - which is 
fine. 

If anything changes, I'll let you know. / L 

Permanent Subcommittee on Investigations 
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Sent: 
To: 

Cc: 
Subject: 

Attachments: 

Jha, Arbind 
Friday, December 07, 20078:14 PM 
Viniar, David; Cohn, Gary (EO 85B30); Winkelried, Jon (EO 85B30); Evans, J. Michael (ED 
CKC068); Montag, Tom; Sherwood, Michael S; McMahon, Bill; Broderick, Craig 
Berry, Robert; Dinias, Michael 
Weekly Market Risk Summary as of 12106/07 

Daily-Widenin{LEsL20071206.pdf 

Significant changes in risk from previous week (cob 11/30/07 to cob 12/06/07): 

• Trading VaR increased from $134mm $151 mm (vs. temp. limit $165mm) due to a risk increase in 
Equities. 

(i) 

• Credit Spread Widening Scenarios: 

(i) Mortgage Trading loss impact decreased from <$212mm> to <$132mm> largely due to an increase in net 
short position in the residential sector. 

Dai Iv-Widening_Est 
_20071206.pd ... 
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Quarterly Market Risk Review 

Market Risk Management & Analysis 

September 2006 
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Credit Widening Scenario 
Quarterly Change 
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III 02 2006 End. 03 2006 End 

• COO Warehouse scenario increased due to $2.2Bn increase in Structured Products inventory. 

• Credit Trading scenario decreased due to $600mm reduction in long equity exposures. 
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Basis Risks 
Mortgage Trading 

Market Value 
($mm) 

Spread DV01 
($klbp) 

Credit Widening 
Scenario ($mm) 

• Mortgage Trading Credit Widening Scenario was $389mm at the end of Q3. The above table delineates the 
Credit Widening Scenario by product type. As can be seen the business utilizes a variety of hedging strategies 
to mitigate the risks inherent to their long mortgage exposures. 

• Long mortgage exposures generate a stress test loss of $1.1 Bn while short exposures generate credit scenario 
hedge relief of $O.7Bn. 

• Long mortgage exposures are dominated by Residential Mortgage Backed Securities (includes residuals), 
Residential Mortgage Loans, Commercial Mortgage Loans, short CDS protection on CMBS Single Names, and 
short CDS protection on RMBS/CMBS Indices. 

• Short exposures include long CDS protection on synthetic COOs (Abacus), long CDS protection on Corporate 
Indices (COX), short Agency Passthroughs, and short Equity (S&P500). 
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Desk: Mortgages 

': 

_P&L ($MM) --VaR (950/0) -Cumulative P&L 

Market -

Rates 
Agency 

RMBS 
CMBS 

Stress Test Average 

PlltL 

lOy UST Rate 

Quarter 

YTD 

2y/IOy UST Spread 
3m10y Swap Dally Implied Vol 
3y7y Swap Dally Implied Vol 
FN M Current Coupon OAS 
GNM Current Coupon OAS 
10 r Swa S read 
RMBS BBB Spread 
RMBS BBB- Spread 
CMBS BBB Spread 

CMBS BBB- Spread 

ABX -01 ABX AAA 01 Index 

ABX AA 01 Index 
ABX A 0 I Index 
ABX BBB 01 lnc1ex 

ABX BBB- 01 Index 
CMBX CMBX AAA Index 

CMBX AA Index 

CMBX A Index 
CMBX BBB Index 
CMBX BB8- Index 

032006 
(410) 

306 

832 

25-Au 
4.79 
-7.5 
4.2 
5.5 
0.1 
-9.8 
55 
110 
205 
60 

lOS 

10 

13 
45 
115 

218 
7 

18 

27 
62 

106 

022006 
(401) 

350 

526 

r Chan e 
-26 
-1B 
-0.7 
-0.3 
-4.4 
0.9 
0.5 
-10 
-10 
-4 

-5 

-1 

-6 
a 

-21 

-6 
0 
0 

-2 
-3 
-5 

Overall level of rates, low levels of volatility, lack of material mortgage origination as well as a potential end to fed hiking 
rates have left mortgage spreads much better bid. ABX, the synthetic RM8S Subprlme Index continued to tighten amid 
strong technlcols, mainly due to the continued demand from COO vehicle despite weaker housing macro data and 
general weakness among sub prime lenders. The new series of ABX Indices were rolled In June. 

MARKET RISK MANAGEMENT ANALYSIS 
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Qtrly Analysis Q3 - 2006 

isk -

Mortgage Trading Credit Scenarig RiNk decreased $14mm - from $404mm to $389mm over the quarter. The 
decrease in risk was primarily driven by Secondary & Correlation and Managers books, partially offset by a risk 
increase Res idential Prime book. CreartScenarlo t'Smm ~L[$mm 

Desk 82506 5/26 06 Chanae 03'06 02'06 YTD'06 
MTGSPG (381M) (403.6) 14 306 350 833 
Derivatives (21.5) (27.6) 6 1 2 (0) 
Residential Prime (101.8) (74.6) (27) 2 26 38 
Residential Credit (44.4) (53.9) 10 65 114 200 
Mortgage Residuals (12Q.4) (10M) (14) 35 4 60 
Non-Resl Origination (44.3) (29.0) (15) 49 39 116 
Secondal)' & Correlation (62.8) (94.4) 32 67 61 170 
CDO/CLO (39.2) (45.2) 6 6 4 13 
Managers 45.0 27.5 18 (6) (10) (20) 
Euro MBS 15 4 28 
COO Warehouse (219.5 037.7 (82 34 42 106 

• Resl Prime desk stress test Increased mainly due to a reVised stress test shock on MTA Basis 10 and Neg.m Reslds. The size of 
the Negam Resld Increased from $65mm to $111mm over the quarter and the desk created $4Smm non-cashflowlng reSiduals as a 
part of $140mm of NIM securitization. The desk currently hold $200mm MTA Basis 10, an Inventory largely unchanged from the 
previous quarter. The combined stress ~est on MTA Basis 10 .nd Prime Reslds Is $37mm. 

• Mortgage Residuals stress Increased due to marl,up of subprlme reslds by $2Smm (Impact $IOmm) and GS retaining $27mm 
non-cahsflowlng risk (Impact $IOmm) off $50mm resld fund securltlzatlon (GSAMP RESIDI) and an Increase In nesldu.llnventory 
mainly due to new securitization activities. 

• Non Resl Orlg stress Increased as the desl, went long $1.6B Mills bani, loan credit a decreased CMBS 
TRR Swaps hedges by $O.4B, partl.lly offset by a securitization of $0.9B Hunt/Ford ABS loans Inventory. CMBS Origination desk 
risk Intra-quarter pe.ked to $62mm, just prior to GG7 securltlz.tlon. 

• Mortgage desk added $4bn CDX hedges ($3.06 In Secondary a Correlation desl' and $1.0bn In Managers bool,) over the quarter. 
Mortgage desk currently have In total $Bbn CDX hedges generating $144mm stress credit. 

• CDO Warehouse stress test Increased due to an Increase In warehouse Inventory (SP COO Increased by $2.2bn and CLO by 
$O.5bn). 

Highlights -

Mortgage Derivatives: We are long $1l4mm 10, $32Smm PO, $2.Bbn Combo, $350mm Inverse floater .nd $13Bmm Inverse 10 
Inventory. 

Residential Prime: The desk Is long $5bn prime fix, $3.2bn prime hybrid, and $OAbn Subs Inventory. Resl Prlme Hybrid desk 
securitized $5.2bn MTA (Option ARM) loans, $IBn Prime Hybrid and $1.7bn prime fix loans during the quarter. 

Residential Credit: The ove",lIloans (credit) Inventory Increased by $1.5bn to $11.8bn ($5.6bn Alt-A, $4.6bn Subprlme and 
$O.7bn Second Uen and $O.Bbn saD Loans). Resl Credit desk securitized $5.4bn Alt-A, $3bn subprlme and $Ibn Second Lien 
loans over the quarter. 

• Mortgage Residuals: The size of total resld Inventory over the quarter Increased from $370mm ($95mm COshfiowlng a 
$275mm non-cashfiowlng) to $SOSmm ($25Imm Cashflowlng a $254mm non-cashflowlng), mostly due to new securitization 
activities. 

• Secondaoy and Correlation: The desk Is net long $1.2Bn CMBS securities and $1.9Bn ABS securities, and $1.7mm/bp CMBS 
Swaps; hedged with $5.58n nationals CDX6. Correlation book Is long $7.4mm/bp CMBS/RMBS credit (via CDS), as hedges for 
the $7.6mm/bp exposures from Abacus trades. The desk Is also long $1.9mm/bp RMBS Subprlme credit mainly via ABX "BBB" 
and "B8B-" tranches, hedQed with $3.5bn CDX6 and $117mm S&.P500 Index. 

• COO Equity: We are long $70mm COO/CLO equity backed by structured products and senior bank debt collateral. Scenario 
risk on this Is $39mm. 

COO Warehouse: We hold $9.4bn of structured product securities and $0.9bn senior bank debt securities In our CDO 
facility, generating a stress test of $220mm. 

GS MBS-E-009620655 



Trading Summary 

Quarter End VaR ($MM) % Contribution to Trading VaR P&L ($MM) 

Business Unit VaR 

Q32006 022006 032005 032006 022006 032005 032006 022006 032005 

Trading 93 108 87 100% 100% 100% 3,978 6,118 4,203 

FICC Division 

Global Interest Rate Products 

13 1 Mortgages 121 ~31 4%1 3%/ 8%1 309
1 

350 I 188
1 

Global Money Markets 

Global FX 

Commodities 

Global Credit Products 

Global Special Situations Group 

Credit Origination 
Redacted By 

Equities Division 
Permanent Subcommittee on Investigations 

Principal Strategies 

Equity Products Group 

One delta 

Derivatives "' 
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Quarterly Market Risk Review 

Market Risk Management & Analysis 

December 2006 
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Credit Widening Scenario 
Quarterly Change 
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iii Q3 2006 End. Q4 2006 End 

• In aggregate the Credit Widening Scenario for the Trading Division increased from $1.5Bn to $2.5Bn. 

• Stress test for Credit Origination increased $OABn, as size of commitments increased $37Bn, from $39Bn to 
$76Bn. 

• $O.3Bn increase in the stress test for Mortgage Trading was primarily due to EOP acquisition financing deal. 

• Global Credit Trading scenario increased due to unwinding short equity index positions and going longer 
investment grade credit spreads. 
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Credit Widening Scenario - Basis Risks 
Mortgage Trading 

Credit Widening 
Scenario ($mm) 

Q4 

• As can be seen in the above table the desk is primarily long credit in cash products such as mortgage loans 
and bonds and short credit in derivatives such as synthetic COOs (Abacus). 

• It's important to note that the Credit Widening Scenario doesn't differentiate between cash and derivative 
products within a particular credit rating. 

• Other basis risks include long credit in ABX partially hedged with Single Name CDS on RMBS. This position 
has exhibited significant volatility this quarter as BBB- ABX index has widened and traded at premium to both 
CDS and cash products. 

• The desk completely unwound $8Bn of COX default swap protection resulting in $144mm increase in stress 
test. This was offset by purchasing protection in single name CDS on RMBS providing $1 07mm offset. 

• The business is also long $550mm of subprime/Alt-A residuals (included in RMBS Bonds above) that generate 
a stand-alone stress test of $122mm. These positions are illiquid and difficult to hedge. 

• COOs also have exposure to implied correlation risk that is not captured in the Credit Widening Scenario. 
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Mortgages 

VaR & P&l 

45 
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II1II P&l ($MM) - VaR (95%) -Cumulative P&l 

~ ~ 
Stress Test Average (394) (410) 

YaR Average 14 13 

Plltl Quarter 143 309 
YTD 979 836 

Mal"l<et -

Rates/Agency 24-Nov Qtrly Change Comments 
lay UST Rate 4.55 -24 Rates rallied, curve flattened and OAS tightened 
2y/10y Spread -18.5 -11 amid low level of vol. 
3m10y Vol 4.3 0 
3y7y Vol 5.4 0 
FNM CC OAS 5.7 -1 

ABX-OTR 
ABXAAA 8 -1 
ABXM 14 0 
ABXA 53 11 ABX widened Significantly amid heavy hedge 
ABX BBB 189 72 fund seiling, weaker housing data and lack of 
ABX BBB- 297 71 COO bid mainly due to the year end. 

CMBX-OTR 
CMBXAAA 6 -1 
CMBXAA 13 -5 
CMBXA 17 -10 
CMBX BBB 51 -11 CMBX tightened on the back of limited supply, 
CMBX BBB- 76 -31 lack of hedge fund Interest and continued 
CMBX BB 178 n/a demand from COO vehicles. 

CDX6 
COX61G 31 -8 structured credit demand and benign overall 

credit environment kept COX well bid. 
RMBSCDS 
RMBS AAA 12 a 
RMBS AA 18 a 
RMBSA 50 15 
RMBS BBB 155 45 RMBS BBB/BBB- single name CDS outperformed 
RMBS BBB- 250 45 their ABX counterparts. 
RMBS BB 600 a 

MARKET RISK MANAGEMENT ANALYSIS 
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Quarterly Analysis Q4 - 2006 

Risl( -

Credit Scenario ($mrnl PNL($mm 

Desk 11/24/2006 812512006 Change 04'06 03'06 Fr06 
MTG SPG (641) 

.,", ........ J ... 
(389) 

...... H ....... J~~.~.L .. ......... 143 
H ••• 

309 979 ......... . ... . ·(12) ·····(22;·· ·····(3) ••••••••••• m o · ···(2; Deriv 10 
Res Prime (104) (102) (2) (11) 4 38 

Res Credit (157) (165) 8 31 92 265 

Non-Resi Orig (320) (44) (276) 19 47 118 

Second & Corr 18 (63) 81 . (1~) 68 163 ......... .............. ........ ........ . ................. 
COO/CLO (66) (39) (27) 0 2 5 

Managers 0 45 (45) (10) (10) (34) 
Euro MBS 0 25 15 53 
COO Warehouse (141) (220) 79 56 3 169 

M:I!rtgage T!l!ding S;redit Scenario Ri!!k ins;rease!llzll: a252mm: from $389mm to $641mm over the quarter. 
The following represents the major changes: 

• GS committed to provide financing of $9.87bn senior a mez debt (Impact $99mm) and $1.17bn bridge 
equity (Impact $199mm) to Blackstone for Its acquisition of Equity Office Properties Trust. 

.. Desk completley unwound $8bn COX hedges - $5.5bn In Secondary a Correlation and $2.5bn In Managers 
A/C (Impact $145mm). Desk also unwound $117mm sap hedges (Impact $15mm) 

.. Retained COO/CLO equity MV Increased from $70mm to $115mm through an active COO calendar (Impact 
$23mm). 

.. Secondary and Correlation book bought $lmm/bp single name CDS protection on RMBS subprlme BBB/BBB-
sector (credit $110mm) and unwound $2.5bn long AAA CMBS Lehman TRR Swap exposure (credit $50mm). 

• COO Warehouse stress test decreased due to a reduction In SP COO warehouse Inventory by $4.2bn (Impact 
$80mm) 

·62 0 36 14 0 0 0 0 0 0 
... ~ 

·33 0 11 7 -.! ~ 0 0 0 0 -9 
·96 -41 10 4 6 0 23 0 0 0 ·95 
-133 -84 0 0 2 0 59 0 0 0 ·157 
·25 ·365 0 0 25 109 0 -31 0 46 -241 
·34 ·7 0 0 138 0 ·192 0 0 0 -95 
·12 0 0 0 ·77 ·314 0 0 435 0 33 
·66 0 0 0 0 0 0 0 0 0 ·66 
0 0 0 0 0 0 0 0 0 0 0 

·461 
. ~ . .63. . 25 ~ -2.D5.. _·111 ..-31. 435 46 -641 

• Mortgage Derivatives: We are long $105mm 10, $616mm PO, $1.5bn Combo, $371mm Inverse floater 
and $180mm Inverse 10 Inventory. 

• Residential prime: The desk Is long $3.0bn prime nx, $5.3bn prime hybrid, and $0.5bn subs Inventory. 
Desk Is also long $155mm MTA residuals and $156mm Option ARM 10. 

• Resi Credit: The overall loans (credit) Inventory Is unchanged at around $l1bn ($2.9bn Alt-A, $6.3bn 
Subprlme and $1.5bn Second Lien and $0.8bn sao loans). 

• Credit Residuals: The size of total resld Inventory over the quarter Increased from $505mm ($251mm 
cashflowlng a $254mm non-cashflowlng) to $556mm ($300mm Cashflowlng a $256mm non-cashflowlng), 
mostly due to new securitization activities. 

• Secondary and Correlation: The desk Is long $1.9mm/bp ABX "BBB/BBB-" credit vs. $1.3mm/bp ABX 
"AAAfA" a $0.9mm/bp single name cos on RMBS Subprlme "BBB/BBB-" sector. 

• COO Warehouse: We hold $5.2bn of structured Product Cash Bonds and $0.6bn of Senior Bank Debt In the 
COO/CLO warehouse facility, generating a stress test Of $141mm. 

GS MBS-E-009583161 



Trading Summary 

Quarter End VaR ($MM) % Contribution to Trading VaR P&L ($MM) 

Business Unit VaR 

Q42006 Q32006 042005 Q42006 Q32006 Q42005 Q42006 Q32006 Q42005 

Trading 119 93 83 100% 100% 100% 4,536 3,978 3,200 

FICC Division 

Global Interest Rate Products 

Mortgages 13\ 121 11 I 3%\ 4%1 2%1 1431 309\ 1491 

Global Money Markets 

Global FX 

Commodities 

Global Credit Products 

Global Special Situations Group 
Redacted By 

Credit Origination 
Permanent Subcommittee on Investigations 

Equities Division 

Principal Strategies 

Equity Products Group 

One delta 

Derivatives "' 
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Quarterly Market Risk Review 

Market Risk Management & Analysis 

March 2006 
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Credit Widening Scenario 
Quarterly Change 
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• In aggregate the Credit Widening Scenario for the Trading Division remained at $2.SBn. 

..... " ... . 

• Reduction in Mortgage Trading due to decrease in long ABX position and increasing short positions in single 
name CDS. 

• SSG increase was driven by increase in the shocks for bank loans and rally in Nordex equity position. 

• Credit Trading increase largely due to change in bank loan methodology. 

• Stress test for Credit Origination declined due to decrease in non-investment grade commitments (most notably 
NTL). 
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Credit Widening Scenario - Basis Risks 
Mortgage Trading 

Credit Widening 
Scenario ($mm) 

2/23/2007 

11/24/2006 

• As can be seen in the above table the desk is primarily long credit in cash products such as· mortgage loans 
and bonds and short credit in derivatives such as synthetic COOs (Abacus) .. As we observed in previous 
quarters there is significant basis risk between cash products, single name CDS, and indices. 

• Mortgage Credit Scenario decreased over the quarter primarily due to reduction in long ABX BBB- exposures, 
gOing shorter single name CDS on A & BBB residential subprime securities, and decrease in EOP debUequity. 

• This was partially offset by the business going longer CMBX BBB- index and Total Rate of Return Swaps on 
CMBS Indices. 

• The business is also long $700mmof subprime/Alt-A residuals (included in RMBS Bonds above) that generate 
a stand-alone stress test of $152mm. These positions are illiquid and difficult to hedge. 

• It's important to note that the Credit Widening Scenario doesn't differentiate between cash and derivative 
products within a particular credit rating and does not incorporate implied correlation risk from COO product. 
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Mortgages 

VaR Ilt PIltL 
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11/27 

Market -

Rates/Agency 
lay UST Rate 
2y/lOy Spread 
3ml0y Vol 
3y7y Vol 
FNM CC OAS 

ABX-OTR 
ABX AAA 
ABXAA 
ABXA 
ABX BBB 
ABX BBB-

CMBX-OTR 
CMBXAAA 
CMBXAA 
CMBXA 
CMBX BBB 
CMBX BBB-
CMBX BB 

CDXOTR 
CDXIG 

RMBSCDS 
RMBSAAA 
RMBSAA 
RMBSA 
RMBS BBB 
RMBS BBB-
RMBS BB 

300 

200 

100 

-100 

-200 

-300 
12/11 12/25 1/9 1/24 2/7 2/22 

IIIIIIIP&l ($MM) -VaR (95%) -Cumulative pal 

Stress Test 

VaR 

PStl 

23-Feb 
4.68 
(13) 
4.20 
4.80 

(7) 

33 
41 
286 

1027 
1514 

4 
11 
15 
52 
84 

208 

30 

12 
18 
72 

341 
634 
630 

2.UQQZ 042006 
Average (527) 

Average 23 

Quarter 272 
YTD 272 

Qtrly Change 
13 
6 

(0.1) 
(0.7) 
(2) 

25 
27 

233 
838 

1217 

(2) 
(2) 
(2) 
1 
8 

30 

(4) 

a 
a 

22 
186 
384 
30 

(394) 

14 

143 
979 

Comments 
Rates sold off, curve steepened and OAS 
tightened amid continued decline In vol. 

ABX continued to gap significantly wider amid 
heavy hedge fund selling, negative press about 
subprime markets and lack of COO bid. 
Standard Tranches on ABX BBB and BBB- indices 
have started to trade since Feb 14th. 

CMBX was relatively unchanged on the back of 
strong commercial mortgage/REIT mari<ets, lack 
of hedge fund interest 8< continued demand from 
CDO. Since Q-end, CMBX "BBB" 8< "BBB-" indices 
have widened by 35bps and 65bps respectively. 

Structured credit demand and benign overall 
credit environment kept CDX well bid. 

The ABX/CDS basis widened significantly over 
the quarter. 

MARKET RISK MANAGEMENT ANALYSIS 
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Quarterly Analysis Ql - 2007 

Isk -
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Mortgage Trading \faR InCreased by $72mm: from $13mm to $85mm over the quarter, largely driven by risk 
increase in SPG Trading desk due to a combination of wider spreads 8< Increased volatility In ABX market and the 
desk Increasing their net short risk In RMBS subprlme sector. 

Mortgage Trading Credit Scenario Rjsk decreased by $110mm: The following are the major changes: 

• Resi Credit desk risk increase was primarily attributable to an Increase in size of credit residuals from $555mm to 
$700mm (Impact $30mm) 

• SPG Trading desk started off the quarter with long $1.8mm/bp ABX "BBB-" risk, hedged with "AAA/A" rated ABX 
Indices and single name CDS. Overthe quarter, desk reduced Its long ABX "BBB-" risk by $1.3mm/bp (relief 
$15Smm). The desk also went shorter ABX "BBB-" index by $0.5mm/bp (relief $40mm) and shorter single name CDS 
in "BBB' and "A" by $0.3mm/bp and $0.7mm/bp respectively (relief $50mm). Furthermore, Correlation book bought 
full capital structure protection on Abacus06-17 (relief $60mm) 

• Risk reduction above In SPG Trading desk was partially offset by the desk going long $0.6mm/bp of CMBX "BBB-" 
Index (impact $90mm) end $3.4bn "AAA" and $1.1bn Investment Gnlde CMBS TROR sweps (impect $115mmJ. 

• Acquisition Commitment reduced the size of EOP debt commitment from $9.9bn to $4.Sbn (relief $S4mm) and 
EOP bridge equity from $1.2bn to $0.8bn (relief $57mm), partially offset by $1.8bn Holiday Retirement Corp 
commitment (Impact $45mm). 

Highlights -

• Mortgage Derivatives: We are long $125mm 10, $350mm PO, $2.4bn Combo, $355mm Inverse floater and 
$190mm Inverse 10 Inventory. 

• Resi Prime: The desk is long $4.3bn prime fix, $3.3bn prime hybrid, and $0.2bn Subs inventory. Desk Is also 
long $108mm OPT ARM 10 and $117mm MTA Negam resids. 

• Resl Credit: The overall loans (credit) Inventory decreased from $l1bn ($2.9bn Alt-A, $6.3bn Subprime, $1.5bn 
2nd Lien 8< $0.8bn S8<D) to $7bn ($3.8bn Alt-A. $1.Sbn Subprime. $0.7bn 2nd Lien and $0.8bn SaD) Loans). 

• Credit Residuals: The size of total resid inventory over the quarter Increased from $5SSmm ($300mm 
Cashfiowing 8< $25Smm non-cashflowing) to $700mm ($430mm Cashflowing 8< $270mm non-cashflowlng), mostly 
due to new securitization activities. 

• Secondary and Correlation: ABS Synthetics book is net short $1.8mm/bp "A", $0.8mm/bp "BBB" and 
$0.2mm/bp "BBB-" RMBS subprime credit, mostly via single name CDS. CMBS desk is net long $1.5mm/bp of CMBX 
Index vs. single name CMBS CDS and long $3.5bn Investment Grade (sdvOl $2.6mm/bp) and $lbn "AAA" (sdvOl 
$0.7mm/bp) CMBS TRR swaps. 

• CDO/ClO: We are long $3.6bn CDO Debt and $86mm CDO equity and $10mm CLO equities. 

• COO Warehouse: Structured Product Cash Bonds inventory deer'eased from $S.2bn to $4.6bn while Senior Bank 
Debt Inventory In US CLO increased from $0.6bn to $1.6bn 
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Trading Summary 

Quarter End VaR ($MM) % Contribution to Trading VaR P&L ($MM) 

Business Unit VaR 

Q12007 Q42006 Q12006 Q1 2007 Q42006 Q12006 Q12007 Q42006 Q12006 

Trading 154 119 112 100% 100% 100% 7,217 4,536 6,922 

FI CC Division 

Global Interest Rate Products 
\ 

Mortgages 85/ 131 11 I 23%1 3%1 2%1 272 143/ 174 

--
Global Money Markets 

Global FX 

Emerging Markets 

Commodities 

Global Credit Products Redacted By 
Global Special Situations Group Permanent Subcommittee on Investigations 

Credit Origination 

Equities Division 

Principal Strategies 

Equity Products Group 

One delta ., 
Derivatives 
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Credit Widening Scenario 
Quarterly Change 
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• In aggregate the Credit Widening Scenario for the Trading Division is $2.7Bn 

SSG Credit Origination 

• Reduction in Mortgage Trading due to decrease in exposures to CMBS sector via pay down of EOP 
debt/equity, shorter CMBS swaps and increasing short positions in single name CDS. 

• COO Warehouse inventory reduced due to a combination of deal execution, portfolio liquidation and hedging 
activity. As of period end this business was transferred to Mortgage Trading. 

• Emerging Markets business was added to the risk measure during 02. Russia, Kazakhstan and Turkey 
account for 90% of the risk. 

9 
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Credit Widening Scenario - Basis Risks 
Mortgage Trading 

Credit Widening 
Scenario ($mm) 

155 131 198 99 423 

• As can be seen in the above table the desk is primarily long credit in cash products such as mortgage loans 
and bonds and short credit in derivatives such as synthetic COOs (Abacus). As we have observed this year 
there is significant basis risk between and among cash products, single name CDS, and indices. 

• The recent increase in subprime defaults/delinquencies has exacerbated the basis risk inherent to the 
mortgage business and their hedging strategies. For example, hedging subprime mortgage residuals, second 
lien mortgages, COO squared, etc. with shorts via derivatives has been very challenging. 

• It is worth noting that the Credit Widening Scenario is primarily a flight to quality/deleveraging scenario that is 
broadly based on Fall 98. Therefore it doesn't capture default risk and other types of basis risk. 

10 
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Mortgages 

aR 8. P8.l 
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Market -

Rates/Agency 
lOy UST Rate 
2y/l0y Spread· 
3ml0y Vol 
3y7y Vol 
FNM CC OAS 

ABX06-2 
ABXAAA 
ABXAA 
ABXA 
ABX BBB 
ABX BBB-

CMBX-2 
CMBX AAA 
CMBXAA 
CMBXA 
CMBX BBB 
CMBX BBB-
CMBX BB 

COX-s7 
IG 5yr 
HY1005yr 

RMBSCOS 
RMBS BBB 
RMBS BBB-

ABX Vol (bp) 
ABX BBB 
ABX BBB-

_ P&'L ($MM) -VaR (95%) -Cumulative ITD P&'L 
(left scale) (left scale) 

~ 
Stress Test Average (288) 

VaR Average 63 
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(right scale) 

Q.UQ2Z 
(527) 

24 
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Comments for Quarterly Change 
Rates sold off, curve steepened, and OAS widened. 
Vol continued to decrease for lack of market bid. 

Spreads peaked on 2/27 and slowly tightened. Note 
that almost half of the tightening Is attributable to 
the market assigning longer durations to ABX as 
prepayments have slowed. Nontheless, US mortgage 
market continued to remain under considerable 
stress. 

CMBS spreads widened as subprime concerns spread 
to other sectors. Moody's announced to raise 
subordination levels one half to one notch on CMBS 
deBls throughout the capital structure amid 
deteriorating underwriting standards and higher 
leverages. 

Corporate credit markets were largely unaffected 
by subprime woes and continue to be well bid. 

The significant ABX/CDS basis continues to 
persist although It tightened over the quarter. 

Volatility peaked in March and drifted lower in 
April and May, ending about unchanged over the 
ouarter. 

MARKET RISK MANAGEMENT ANALYSIS 
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Quarterly Analysis Q2 - 2007 

Risk -

VaR($mm CredtSfl:enario mm PNL mm 
S/2S/2007 212312007 Chanl!. S/2S/2007 2/2312007 Chanu 02'07 01'07 

MTGSPG 
"oe'rlv'" .... , ..................................... . 

... :g~.~ ... r.r~.~.~.~~ ... . 
Res Cred.t 

.. ·Noj·~·:~~fo~:i; .... ·· . 
SPGTradihi 48 90 42) 300 71 229 457 288 
ABSIMBSCDO 

.. ·~·~i~itl~·~ .. C~Mi·i~~~t .... · . .... J?1.l ..... . ...... (21:') ........ ~.!i 
10 

Warehouse 3 2 3 (148 150 (220 (75 

VaR decreased by SSlmm: driven by a reduction In RMBS synthetic shorts. 

Credit Scenario decreased by S423mm: driven mainly by reduced long exposure to commercial sector. 
a Resl Credit scenario Improved as residuals decreased from $0.7bn to $0.5bn (relief $30mm) and loans decreased 
from $6.8bn to $1.8bn (relief $34mm). 

a CMBS Securities & CDS scenario Improved as short CDS exposure increased from $O.lbn to $2.5bn (relief 
$130MM) primarily on BBB- sector. TRR swap exposure flattened from long $4.6bn (relief $93mm) 

• ABS Synthetics scenario worsened as short exposure In subprime single name CDS reduced from $10.Sbn to 
$6.3bn (worsened $1l7mm). ABX A/BBB short reduced from $2.9bn to flat (worsened $40mm). 

a Correlation book scenario Improved on purchase of $2.4bn protection concentrated on senior tranches of CMBS 
baskets (relief $l22mm). 

• AcquiSition Commitment scenario improved as EOP debt reduced from $4.5bn to $1.3bn (relief $34mm). $835mm 
EOP bridge equity was paid back (relief $142mm), and $1.8bn Holiday loan sold to Fannie (relief $4Smm). This was 
partially offset by the $9bn Project Chariot ABS financing trade (worsened $32mm) 

a Warehouse scenario Improved on reduced Inventory. Structured product debt Inventory decreased from $4.6bn to 
$1.5bn and corporate loan inventory decreased from $4.2bn to $2.Sbn. 

am 

32 15 o 
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478 49_ 59 (103) 599 51 

• Mortgage Derivatives: We are long $120mm 10, $528mm PO, $1.9bn Combo, $304mm Inverse floater and, 
$214mm Inverse 10 Inventory, hedged with $3.8bn PST and $2.4bn Swap 

08 

• Resi Prime: The desk is long $3.2bn prime fix(Screnario Risk $22mm), $3.0bn prime hybrid(Scenario Risk: 
$29mm), and $O.4bn Subs Inventory (Scenario Risk: $2Smm). Desk Is also long $76mm OPT ARM 10 (Scenario Risk: 
$4mml and $1l8mm MTA Neaam reslds {Scenario Risk: $26mml. 

• Resi Credit: The overllilioans (credit) inventory is $1.8bn ($1.0bn Alt-A, $0.2bn Subprime, $O.lbn Second Uen 
and $0.7bn S&'D Loans) 

• Credit Residuals: The size of total resid inventory Is $528mm ($274mm Cashflowing &. $254mm non­
cashflowing) 

• Secondary and Correlation: CMBS desk Is long $l.Sbn CMBX BBB/BBB-/BB Indices (stress test Impact 
$140mm) hedged with $2.2bn short CMBS single name CDS (stre.ss test credit $216mm). ABS desk Is short $5,4bn 
single name CDS on RMBS subprlme and CDO Mezz sectors. Correlation desk is short $23bn tranched baskets 
($9mm/bp) hedged with $16bn linear'products ($7mm/bp). 

• ABS/MBS COO : We are long $2,4bn CDO Debt and Scenario risk on this Is $35mm, $95mm CDO equities and 
Scenario risk on this is $47mm. . 

• COO W~~",~~use: We hold $1.5bn of Structured Product Cash Bonds and $1.9bn of Bank Debt in the CLO 
warehouse raclln:y. 
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Trading Summary 

Quarter End VaR ($MM) % Contribution to Trading VaR P&L($MM) 

Business Unit VaR 

022007 012007 022006 022007 012007 022006 022007 012007 022006 

Trading 135 154 108 100% 100% 100% 6,621 7,217 6,118 

FICC Division 

Global Interest Rate Products 

Mortgages 34\ 85
1 

13 1 1%1 23%1 3%1 (174)1 272 350
1 -.. 

Global Money Markets 

Global FX 

Emerging Markets 

Commodities 

Global Credit Products 

Global Special Situations Group Redacted By 

Credit Origination 
Permanent Subcommittee on Investigations 

Equities Division 

Principal Strategies 

Equity Products Group 

One delta ., 
Derivatives 

27 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009701261 



Quarterly Market Risk Review 

Market Risk Management & Analysis 

September 2007 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009590673 



Credit Widening Scenario 
Quarterly Change 
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° Mortgage Trading Credit Trading Emerging Markets SSG Credit Origination 

II Q1 2007 End iii Q2 2007 End II Q3 2007 End 

• In aggregate the Credit Widening Scenario for the Trading Division is $3.9Bn 

.• Credit Origination increased from $1.3Bn to $2.6Bn during 03 largely due to wider spreads and an increase in 
overall commitments from $112Bn to $131 Bn. 

• Credit Trading impact reduced by $O.5Bn primarily driven by decrease in long positions in municipals bonds 
and equities combined with the flow and structured credit desks increasing the short credit spread exposures. 

• Mortgage Trading scenario loss impact increased by $O.3Bn, driven mainly by increased long commercial 
mortgage exposures and new commitments to finance acquisitions. 
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Basis Risks - Mortgage Trading 
Credit Widening Scenario 

As of cob 8/31/07 

Credit Widening 
Scenario ($mm)* 

TOTAL 
*Spread Doubling 

Residential Mortgages Commercial Mortgages 
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(1,069) 570 (1,006) 1,603 (684) 61 (545) 1,138 

Total 

66 

• The above table shows that the desk is primarily long credit in cash products such as mortgage loans and 
bonds and short credit in derivatives such as synthetic COOs (Abacus). The business is also long indices (ABX 
& CMBX) vs. short single name CDS. 

• Long cash positions in Residential mortgages are mainly driven by subprime, COO Mezz, COO Squared and 
subordinate bonds inventory. 

• Long cash positions in Commercial mortgages are primarily due to loans from acquisition commitments 
($3.8Bn Hilton, $1.2Bn Stratosphere, $O.9Bn Equity Inns & $3.0Bn Chrysler). 

• Mortgage Trading overall is long $7Bn ABX and $8Bn CMBX indices across the capital structure. 

• The desk is short 1.3Bn of single name CDS largely on RMBS Subprime and COO Mezz sectors and short 
$25Bn synthetic COOs (Abacus). 

9 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009590681 



Mortgages 
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2UQQ1 
Stress Test Average (131) 

VaR Average 68 

P&'L Quarter 741 
YTO 839 

Market -

Rates/Agency Q3'07 Q2'07 Q4'06 
lOy UST Rate 4.55 4.85 4.55 
2y/l0y Spread 39 1 (19) 
3ml0y Vol 5.5 3.8 4.3 
3y7y Vol 5.7 4.7 5.3 
FNM CC OAS 13 4 (5) 

ABX OTR (Price) 
ABXAAA 95.0 99.7 100.1 
ABXAA 81.0 99.4 100.1 
ABXA 59.0 94.8 99.7 
ABX BBB 42.0 76.0 98.2 
ABX BBB- 39.0 68.5 98.3 

CMBX OTR (Spread in bp) 
CMBXAAA .23 8 6 
CMBX AA 120 28 13 
CMBXA 178 63 17 
CMBX BBB 405 173 51 
CMBX BBB- 535 278 76 
CMBX BB 886 485 178 

COO (Spread in bp) 
CDO MezzAAA 671 30 35 
CDO MezzAA 1065 125 65 
CDO MazzA 1948 600 205 

CDO HG AAA 553 25 32 
CDO HG AA 1125 65 60 

ABX Vol (bp) 
ABX BBB 140 41 4 
ABX BBB- 124 53 5 

MARKET RISK MANAGEMENT ANALYSIS 

(right .""Ie) 

~ 
(288) 

63 

(174) 
97 

Commentafor Quarterly Change 
Rate vol spiked up on the back of fllght-to-quallty 
rally In UST. Yield curve steepened and Agency OAS 
spread widened. 

Rating agencies downgraded subprime bonds in an 
unprecedented manner owing to higher than 
expected realized losses. ABX spreads widened 
substantially on continued credit turmoil and 
weaker remittance data i.e. Increased 
delinquencies/defaults & slower prepayments In 
limited refinancinq environment. 

Subprime contagion spread out to commercial 
mortgages and caused repricing of risk premia 
across the sectors including coi'porate credit. 

Rating agencies' actions and hedge fund 
liquidations dealt a heavy blow to leveraged 
subprime products such as CDO and CDO"2. CDO 
bonds backed by subprlme collateral lost as much 
as 50% in market value regardless of ratings. 

Spread volatility increased as subprime spreads 
widened. 
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Quarterly Analysis Q3 - 2007 

VaR($nulI Oedlt Scenario $Imn) PNL $IIUII) 
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VaR Increased by $41mm on wider spreads and Increased volatility. 

Credit Scenario worsened by $281mm: 
• CMBS Securities & COS scenario worsened as long credit CMBX exposure Increased from $1.3bn to 
$4.4bn (worsened $93mm), partially offset as TRR swap exposure went from long credit $O.lmm/bp to short 
credit $1.2mm/bp (relief $SOmm) 

• Correlation book scenario worsened primarily as desk Increased long credit CMBX delta hedges from long 
$0.3bn to $4.6bn (worsened $19Smm). At the same time the desk bought $2bn tranched supersenlor 
protection on ABACUS (relief $67mm). 

• Acquisition Commitment scenario worsened on new commitments: $3.8bn Hilton (Impact $218mm), 
$1.2bn Stratosphere (Impact $68mm), and $0.9bn Equity Inns (Impact $43mm). Despite Chrysler exposure 
reduction from $9bn to $3bn, scenario risk was unchanged at <$36mm> as reduction In position was offset 
by spread widening on the remaining Inventory. Scenario Improved on $425mm CMBX protection (relief 
$81mm), and syndication of remaining $1.3bn EOP commitment (relief $13mm). 

Credit Widening Scenario 
($mm) 

• Residential Prime/Credit: The desk Is long $8bn prime credit (Impact $86mm), $1.9bn credit loans 
($0.7bn Alt-A, $O.4bn Subprlme, and $0.8bn S&D Loans) & $O.3bn reSiduals. 

• CMBS Securities It CDS: Desk Is long $4.4bn CMBX Indices (Impact $229mm) hedged with $3.8bn short 
single name CDS (credit $231mm). 

ABS Synthetics: Short $7.9bn single name CDS on RMBS subprlme and COO sectors (credit $60mm) vs. 
$4.8bn ABX, (impact $S2mm). 

• Correlation: Short $25bn tranched baskets (Impact $795mm) hedged with $22bn linear products (credit 
$630mm). 

• Cash coo exposure (SPG + ABS/MBS COO desks): Long $O.lbn HG, $0.3bn Mezz, $0.2bn Squared, 
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Business Unit 

Trading 

Global Interest Rate Products 

Mortgages 

Global Money Markets 

Global FX 

Emerging Markets 

Commodities 

Global Credit Products 

Global Special Situations Group 

Credit Origination 

Principal Strategies 

Equity Products Group 

Product Category 

Trading 

I nterest Rate 

Equities 

Currencies 

Commodities 

Q32007 

!--
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Trading Summary 

Average VaR ($MM) P&L($MM) 

Q22007 Q32006 Q32007 Q22007 Q32006 

139 133 92 8,586 6,621 3,978 

68 1 63
1 

13
1 

741 1 (174)1 309

1 

Redacted By 

Permanent Subcommittee on Investigations 
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Credit Widening Scenario 
Quarterly Change 
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Mortgage Trading Acquisition Credit Trading Emerging Markets SSG Credit Origination 
Commitment 

IE Q3 2007 End • Q4 2007 End 

• In aggregate the Credit Widening Scenario for Q4 2007 for the Trading Division is $4.1 Bn. 

• Credit Origination CSW decreased modestly as the reduction in overall commitments from $131 Bn to$96Bn 
was partially offset by spread widening and reduction in hedges. 

• Mortgage Trading scenario loss impact worsened by $622mm due to reduction in short subprime credit 
exposures primarily due to mark-downs and wider spreads on our long residential prime and commercial 
mortgage positions. 

8 
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Basis Risks - Mortgage Trading 
Credit Widening Scenario 

639 1,118 139 

• The above table shows that the desk is primarily long credit in mortgage loans, bonds, and indices and 
primarily short credit in synthetic COOs (ABACUS) and Subprime single name CDS. 

• The desk is long credit risk on senior portions (AAAfAA) of the capital structure across all sectors. This is being 
partially hedged with short credit exposure to the lower/subordinated parts of the capital structure mainly in 
subprime and commercial mortgage sectors. 

• The desk is net long Prime residential mortgages (cash) and net short Subprime residential mortgages (via 
single name CDS and ABACUS). 

• The desk is net long the Commercial mortgage sector in all products except synthetic COOs where it is short 
ABACUS protection primarily on super senior tranches. 

• Acquisition Commitments are driven by $7Bn commercial exposure and $2Bn auto-loan exposure. 

• WoW for the business is a loss of <$1.4Bn> which represents a sum of current scenario impact and a 40% 
slippage in the cash versus derivative basis. 

10 
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Mortgages 
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_ P&L ($MM) -VaR (95%) -Cumulative QTO P&L 

(left scale) (left scale) (rlght scale) 

Ma"ket -

Rates/Agency Q4'07 Q3'07 QTRChg Q4'06 Comments for Quarterly Change 
lOy UST Rate 3.97 4.55 -0.59 4.55 Rate vol Increased on the back of a f1lght-to-
2y/l0y Spread 93 39 54 -19 quality rally in UST. The yield curve steepened. 
3ml0y Vol 6.6 5.5 1.1 4.3 Agency OAS end the quarter tighter after spiking 
3y7y Vol 6.4 5.7 0.7 5.3 as high as 30bp In mid-November. 
FNM CC OAS 9 13 -4 -5 
PST nominal spd 120 75 45 n.a. 

ABX OTR (Price) 
ABX AAA 72 95 -24% 100 Rating agencies downgraded subprlme bonds 
ABXAA 40 81 -51% 100 owing to higher than expected realized losses. 
ABXA 32 59 -46% 100 ABX spreads widened substantially on continued 
ABX BBB 21 42 -49% 98 credit turmoil and weaker nsmittance data. 
ABX BBB- 21 39 -47% 98 

CMBX OTR (Spread in bp) 
CMBX AM 75 23 53 6 Credit concems across asSet classes lead to 
CMBX AA 305 120 185 13 further repricing of risk pnsmia across sectors 
CMBXA 430 178 253 17 including commercial real estate and corporate 
CMBX BBB 920 405 515 51 credit. 
CMBX BBB- 1110 535 575 76 
CMBX BB 1485 886 600 178 

Resi Prime (Spread) 
Prime Fixed AM 200 90 110 n.a . Prime spreads wens pushed wider by fears that 
. Prime Fixed AA 300 115 185 n.a. portfolios holding senior paper would liquidate. 

CDO (Price) 
CDOMezzAM 31 53 -42% 100 Highly levered COOS backed by subprime 
CDOMezzAA 9 23 -61% 100 mortgages continued to deteriorate. 

ABX Vol (bp) 
ABX BBB 273 140 133 4 Spread volatility increased as subprime spreads 
ABX BBB- 256 124 132 5 widened. 

MARKET RISK MANAGEMENT ANALYSIS 21 
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Quarterly Analysis Q4 - 2007 

Risk· 

VaR($mm) Crelit Scenario ($mm) PNL($nlln) 
\113012007 813112007 Ch.n~e \113012007 813112007 Change 04'07 W'07 

• Resi Prime: non-agency spreads more than doubled at the top of the capital structuns ($230mm worse). 

• Non-Resi Origination: spreads more than doubled and durations Increased on CRE loans ($243mm worse). 

• CMBS Securities 8t CDS: spreads widened on long CMBX and cash ($303mm worse). This was offset from 
~pnsad widening on short single name CDS ($200mm credit). 

• ABS Securities 8t CDS: cut long ABX by $2.6bn in AAA/AA ($298mm credit). Protection provided by short 
~ubprime single name CDS was reduced primarily due reduced duration from mark downs ($lSSmm worse). 

• Correlatian: markdowns reduced the protection of subprime ABACUS trades/hedges ($98mm worse). Reduced 
$700mm CMBS ABACUS protection ($130mm worse). 

• Acquisition Commitment: comittments Increased from $8.9bn to $9.3bn ($32mm worse) while spreads 
widened ($30mm worse), and all $42Smm CMBX hedges were unwound ($72mm worse). 

• VaR Basis: VaR of short positions $318mm and VaR of long positions $297mm. 

• Acquisition Commitment: Long $3.6Bn Hilton, $1.8Bn Equity Inns, $1.2Bn Stratosphere, $O.SBn 
American Ananclal (commercial stress $436mm) and long $2.26n Chrysler (stress $42mm). 

• Residential Prime/Credit: Long $7.5bn non-agency pr1me (stress $521mm), $1.1bn credit loans 
($O.2bn Alt-A, $O.3bn Subpr1me, and $O.7bn S&D Loans) & $O.lbn residuals. 

• CMBS Securities .. CDS: Long $5.2bn CMBX Indices (Impact $642mm) hedged with $3.7bn short 
CMBS single name CDS (credit $628mm). 

• ABS Synthetics: Short $9.2bn single name CDS on RMBS subpr1me and COO sectors (credit 
$950mm) vs. long $2.3bn ABX, (stress $3S2mm). 

• Correlation Book: Short $24bn bespoke baskets primarily on super senior tranches (Credit 
$2973mm) hedged with $22bn Index and single name CDS (stress $2689mm). 
• Cash COO exposure (SPG + ABS/MBS CDO desks): Long $26mm HG, $140mm Mezz, $25mm 
Squared (stress $74mm), Long $8mm COO equity (stress $4mm) 

GS MBS-E-009586242 



Business Unit 

Trading 

. Global Interest Rate Products 

Mortgages 

Global Money Markets 

Global FX 

Emerging Markets 

Commodities 

Global Credit Products 

Global Special Situations Group 

Credit Origination 

Principal Strategies 

Equity Products Group 

Product Category 

Trading 

Interest Rate 

Equities 

Currencies 

Commodities 

Q42007 

-
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Trading Summary 

Average VaR ($MM) P&L($MM) 

Q32007 Q42006 Q42007 Q32007 Q42006 

139 106 6,583 8,586 4,536 

68
1 741 I 

Redacted By 

Permanent Subcommittee on Investigations 
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2007 PMD Reviews 
Managing Director Reviewed: Daniel L. Sparks - MD I.D. No. 

Division: Fixed Income, Currency and Commodities Division 

Redacted by the Permanent 
Subcommittee on Investi ations 

Solicited Reviewers 1 

Individuals Who Submitted Reviews: 

Name Division Office Title 
FICC New York MD 

'" 
FICC London MD 

s:: FICC New York MD .... 0 
s:: .-
(1) "'OJ FICC New York MD § .~ 
§~ L&MCD New York MD 
(1) :> 

p... s:: FICC New York MD 
(1)- FICC New York MD ..s:: s:: .... 0 
;>'(1) FICC New York MD .D (1) 

1'1 FICC New York MD 
FICC New York MD 

"0 0 FICC New York MD (1) u 
~.g FICC New York MD CIl 

FICC New York MD 
FICC New York MD 
FICC New York MD 

Individual(s) Who Did Not Submit Solicited Forms: 

Division 

1 Based on final reviewer list as vetted with MD's primary reviewer/senior leadership. 

2Direction of feedback from the perspective of, and as reported by, the reviewer. 
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Unsolicited Reviewers 3 

Direction of 

Feedbace 
Primary Rvwr 
Primary Rvwr Number of unsolicited reviews received: 0 
Peer 
Peer 
Peer 
Upward 
Upward 
Upward 
Upward 
Upward 
Upward 
Upward 
Upward 
Downward 
Upward 

3Additional review forms received beyond the final reviewer list. 
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2007 PMD Reviews 
J.D. No .• Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

Self-Review 

• I delivered the best performance of my career this year to the firm. I led a great team through an incredibly volatile and 
challenging market, we had to change business approaches dramatically and constantly, we levered the firm's support, and we 
didn't just survive - we excelled. 
Below I have listed significant contributions and accomplishments: 

Prior Business Leadership Decisions 
Pushed firm to become leader in mortgage credit derivatives 
Built and kept a very strong team - Swenson, Lehman, Birnbaum, Buono, Huang, Bohra, Egol, Kamilla, DeGiacinto 
Avoided buying a large expensive originator 

Trading Management 
Recognized market problems and took marks early 
Put on disaster protection across the business - super-senior shorts, extra shorts 
Shut down businesses and products quickly - CDO warehouses, residential loan warehouses, certain subprime loan products 
Adjusted other businesses accordingly - became conservative on commercial real estate loans, focused on EPD risk and 

collection, moved resources to secondary trading 

Crisis Management 
People management - kept team's heads on straight, adjusted business direction and reallocated resources 
Dealt swiftly and firmly with originators and repo counterparties 
Represented GS with the SEC, the New York Attorney General, rating agencies, GS lenders and investors, the GS Board and 

the press 
Communicated promptly and effectively internally with risk, controllers, and management 

Specific Commercial Transaction Production 
_ commercial real estate loan 
••• securitized debt fee negotiation 

super-senior trade 

Building for the Future While Dealing with Current Turmoil 
International growth by identifying and hiring DB European team and moving people to Brazil 

Confidential Proprietary Business Information 
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2007 PMD Reviews 
I.D. No. _ Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

Mortgage origination and servicing platfonn development 
Securitization reorganization with the Financing Group with ABS and CMBS 

Primary Reviewer(s) Assessment 

Confidential Proprietary Business Information 
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Redacted By 
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2007 PMD Reviews 
I.D. No .• Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

Redacted By 

Permanent Subcommittee on Investigations 

Self-Review 

• I need to be more client facing - this year was basically internally focused. 

I need to improve and build better working relationships with sales and strategies. 

I gave too much risk rope to people, and I allowed us to get into too many geared products. 

Primary Reviewer(s) Assessment 
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2007 PMD Reviews 
I.D. No. 7 Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

Redacted By 

Permanent Subcommittee on Investigations 

Self-Review 

• I want to continue to contribute significantly to the revenue and franchise growth of the firm. Areas of particular focus will be 
distressed investing and opportunistic trading, building a market leading customer trading franchise, and building our European 
business. I also want to grow in my career with respect to opportunity and responsibility. 
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2007 EMD Reviews 
Managing Director Reviewed: Michael J. Swenson - MD I.D. No. 
Division: Fixed Income, Currency and Commodities Division 

Solicited Reviewers1 

Individuals Who Submitted Reviews: 

Name Division Office 
Flee New York 

'" ED New York c 
"E a 

Flee New York OJ .~ 
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.0 <Ii Flee New York 
"0 .~ 

~ ~ Flee New York 
-0 a Flee New York 

OJ u 
Flee New York o::.g 

(/) FIN New York 

Individual(s) Who Did Not Submit Solicited Forms: 

Division 
Flee 
Flee 

Office 
New York 
New York 

Title 
MD 
MD 
MD 
MD 
MD 
MD 
MD 
VP 
MD 
MD 
MD 
MD 

Title 
VP 
VP 

1Sased on final reviewer list as vetted with MO's primary reviewerfsenior leadership. 

20 irection of feedback from the perspective of, and as reported by, the reviewer. 
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Feedback 2 
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Peer 
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Peer 
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Peer 

3Additional review forms received beyond the final reviewer list. 
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2007 EMD Reviews 

Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

Self-Review 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

• It should not be a surprise to anyone that the 2007 year is the one that I am most proud of to date. I can take credit for 
recognizing the enormous opportunity for the ABS synthetics business 2 years ago. I recognized the need to assemble an 
outstanding team of traders and was able to lead that group to build a number one franchise that was able to achieve 
extraordinary profits (nearly $3bb to date). 

Commercial Contribution 

Though this extraordinary year is attributable to a total team effort, my commercial contributions over the past year are 
numerous. The contributions to the $3bb of SPG Trading profits and $2bb of ABS trading p & I are spread out across various 
trades and strategies. As the architect of the leading franchise in ABS CDS (Risk Magazine Survey 6/07), I was able to identify 
key market dislocations that led to tremendous profits. There were 3 core strategies that contributed to these extraordinary 
profits: 

1. Single-Name convergence trade - throughout the the first quarter, the ABX to single-name basis offered a tremendous 
arbitrage opportunity (5 to 10 points) that was identified and capitalized on. In December oflast year, when a number ofCDO 
managers were ramping transactions, we capitalized on our position as the number 1 franchise in single-name CDS. We were 
able to do this trade in size with our customer base that generated a trade that led to approx $1 bb of p and I this year. 

2. Single-Name CDO short - during the early summer of 2006 it was clear that the market fundamentals in subprime and the 
highly levered nature of CDOs was going to have a very unhappy ending. The beauty of the CDO short was that it allowed for a 
very efficient method for capturing the value in the ABX to single-name basis from the short side. Knowing there was a huge 
opportunity on that front, I directed the ABS desk to enter into a $1.8bb short in ABS CDOs that has realized approx. $l.Obb ofp 
& I to date. 

3. Capital structure trade - More recently the entire desk identified fundamental value at the top of the capital structure in AAA 
and AAs. Despite the potential for massive liquidations on the SIV front, we were able to identify that the market was 
incorrectly assigning credit risk to the top of the capital structure when in fact it was a funding driven event that caused AAAs 
and AAs to widen. I oversaw and directed the covering of$9bb of AAA ABX that the department was short and was able to 
monetize approx $250mm of p and I for the origination businesses. 

Leadership 

Confidential Proprietary Business Information 
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2007 EMD Reviews 
I.D. No." Division: Fixed Income, Currency and Commodities 

_ = Redacted by the Permanent 

Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

On the leadership front I performed exceptionally well over the past year. I led the desk through enormous adversity. I 
recognized the importance of the new entrants in the mortgage markets 2 years ago and continued to expand our franchise in the 
macro, equity and distressed universe over the course of this year. 

Once the stress in the mortgage market started filtering into the cash market, I spent numerous hours on conference calls with 
clients discussing valuation methodologies for GS issued transactions in the subprime and second lien space c-. is prime 
example). I said "no" to clients who demanded that GS should "support the GSAMP" program as clients tried to gain leverage 
over us. Those were unpopular decisions but they saved the firm hundreds of millions of dollars. 

At the end of the second quarter, I was very vocal in bringing to light our problems with our retained CDO and CDO/\2 
positions. At the time, those positions were not offered at realistic levels to reflect the then current value of the securities. My 
willingness to raise the issue to senior members of GS eventually led to the sale of several hundred million of CDO securiites 
that saved the firm $200 to $300mm. 

Coaching/Mentoring 

I am extremely proud of the traders that I have developed under my leadership. All of the traders that I have directly trained 
have gone on to be top performers despite the fact that many of them came under my watch when they were not top quartile 
performers. Rajiv, Deeb and Edwin all are top quartile performers who all have tremendous futures at Goldman Sachs. 

I have been an extremely effective mentor for numerous traders and salespeople within the firm. I have spent hours counseling 
people as they grew concerned and with the direction of the origination/distribution model and the evolving departmental 
business plan. 

Risk Management 

My ability to assess and manage the risk in the rapidly changing mortgage market has been another tremendous achievement this 
year. The composition of the desk's risk changed significantly over the course of the past year. My ability to build consensus and 
have the team on board to cover risk after we had large market moves in February and August was extremely important to our 
ability to realize the desk's p and I for 2007. 

We started out the fiscal 2007 year down (we were long) as the market began to grow concerned with early poor performance of 
the 2006 subprime vintage. We were long and needed to reduce risk in a situation where there were few opportunities to shed 
the ABX indices we were long. The CDO managers, had not grown concerned by that time. I recognized the enormous 
opportunity the CDO market presented us and took advantage of the Index to single-name basis. In November and December of 
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2007 EMD Reviews 
I.D. No." Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

last year, we agressively capitalized on the franchise to enter into efficient shorts in both the RMBS and CDO space. 

After a vicious market sell off, we prudently covered $5bb of single-name shorts at the all time lows at the time back in 
February. From March through the end of May, the desk was flat RMBS risk during the technical run up ofthe indices and 
single names. Following the BSAM hedge fund liquidation the desk reinitiated RMBS short trades of close to $4bb. Most 
recently, I executed the desk's plan to reduce VaR for 3rd quarter. Those involved covering nearly $750mm ofBBB and BBB­
shorts at yet again the all time lows for the market. 

Primary Reviewer(s) Assessment 
Redacted By 

Permanent Subcommittee on Investigations 

Self-Review 

• 1. Make greater use our traditional distribution franchise for 2008. For much of 2007, our traditional structured finance cleint 
base was under extreme stress and was locked out of the market due to massive protfolio losses. I need to leverage the firm to 
increase our franchise driven trade volumes. 

2. Personally meet with accounts more often and help our core client base get back on their feet post fall out. 

3. Be more open with the axes and needs of our business with our distribution franchise. 

Primary Reviewer(s) Assessment 
Redacted By 

Permanent Subcommittee on Investigations 

Self-Review 

• 2008 presents itself with enormous opprotunities for the business. My goal for 2008 is to rebuild and reshape the mortgage 
trading credit business to take advantage of our unique position of strength versus our competition. This will require a focus on 

4 
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2007 EMD Reviews 
I.D. No." Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

the desk's core trading skills which will allow us to maximize our profitability. 2008 will require a heavy reliance on our 
distribution capabilities to capture the large risk opportunities that will be presented to us. In order to have an extraordinary 2008 
($1 bb+ in trading profits), I will focus on the following: 

1. distressed cash trading business to capitalize on the forced selling in both the RMBS and CDO space 

2. identify new entrants to the market as capital comes into the mortgage market. This will require identifying key salespeople 
with the expertise and ability to educate the accounts and develop those relationships 

3. continue our dominance as the leading ABS CDS franchise allowing us to capture the extraordinary inefficiencies in the 
synthetic market 

4. develop outlets for all components of risk from AAA on down to nims/residuals. Guide Cyrus and team to build out an 
actively traded subs and resids trading business that is properly risk managed. 

5. develop with strategies proper risk systems and tools to enhance our trading, risk management and distribution platform. 

5 
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Managing Director Reviewed: Joshua S. Birnbaum - MD I.D. No. 
Division: Fixed Income, Currency and Commodities Division 

Solicited Reviewers 1 

Individuals Who Submitted Reviews: 
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Individual(s) Who Did Not Submit Solicited Forms: 

Redacted by the Permanent 
Subcommittee on Investi ations 

Division 
Flee 
Flee 

Office 
New York 
New York 

Title 
MD 
MD 
MD 
MD 
VP 
MD 
VP 
MD 
MD 
MD 
MD 
MD 

Title 
VP 
VP 

'Based on final reviewer list as vetted with MD's primary reviewer/senior leadership. 

'Direction of feedback from the perspective of, and as reported by, the reviewer. 
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2007 EMD Reviews 
I.D. No. ~ Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

Self-Review 

- = Redacted by the Permanent 

Subcommittee on Investi ations 

• As a co-head of ABS and SPG trading, my performance in 2007 has been my best ever by any objective measure: 

1. P&L. YTD: ABS synthetics: $2.5Bln, ABS: $2.0Bln, SPG Trading: $3.0Bln, all #1 on the street by a wide margin, #2 in the 
world trading subprime risk (behind ••• 
2. Franchise: ranked #1 ABS CDS dealer In annual Institutional Investor survey. 
3. Market share: #1 market share in ABS CDS (ABX and single name): est 30-40% 

with most of the accounts in this space . 
These 

,",,,,",An.., respect us as thought leaders and superior liqUIdity providers. Many of these clients are new clients and over the past 
year, I have specifically cultivated 6 of these relationships to the point where there is a high level of mutual trust allowing us to 
partner on risk and participate in transactions that other street firms could not. 

Specific strengths: 

The financial results of the ABS group in 2007 represent a remarkable team achievement with every member playing a key role. 
There are, however, areas in which I think I specifically contributed. These include: 

1. Vision, risk-taking, market calls: 
Whereas execution of strategies has clearly been a concerted team effort, I consider myself the initial or primary driver of the 
macro trading direction for the business. I would highlight 3 major calls here: 
1. Dec-Feb: With the desk quite long and ABX trading down from par to 95, we had a rough start to the year. The prevailing 

opinion within the department was that we should just "get close to home" and pare down our long. During this process, I had 
the following observations: (1) Given how much ABX we had purchased through the broker market in 2006, the world would 
think GS was very long for the foreseeable future. We could use that fear to our advantage if we could flip our risk, (2) After 
unsuccessfully trying to sell our long to some of _ accounts, I realized traditional distressed buyers were no more 
likely to buy ABX at 85, 75, 65, etc. than at 95. ~was just too binary, so there would be little support if negative 
momentum began, (3) The fundamentals for mortgage credit were undeniably deteriorating, (4) CDO managers were in denial, 
saying the ABX index was purely technical and the market for CDOs would bounce back in January. Manager's sentiments 
would allow us to amass large amounts of cheap single name protection if we desired, and (5) If the market truly tanked, the 
already large CDO warehouses would have to liquidate, further exacerbating the move and ultimately allowing us to cover. 
Given these 5 observations, I concluded that we should not only get flat, but get VERY short. I then began socializing the idea. 
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2007 EMD Reviews 
I.D. No. III Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

- = Redacted by the Penn anent 

Subcommittee on Investi ations 

I wanted to avoid group-think, so I independently spoke to Swenson, Lehman, Kamilla, and Gmelich to see if anyone could poke, 
holes in the plan. Although opinions varied on execution probability, primarily on the back-end, we all agreed the plan made 
sense. After socializing with Sparks and ultimately Ruzika, we implemented the plan by hitting on almost every single name 
CDO protection buying opportunity in a 2-month period. Much of the plan began working by February as the market dropped 25 
points and our very profitable year was underway. [During this period, I would also add that the ABS team contributed 
significantly to the Correlation desks $800+mm in YTD p&l by dissuading that desk from externalizing their shorting 
opportunities to the likes of , even when significant risk-free p&l was available at the time]. 
2. Mar-lun: As ABX range traded in a 65-75 range during this period, many of the shorts grew increasingly impatient and the 

market began to "trade short". In response, we flattened our risk almost entirely, covering much of it near the lows of this range. 
3. lun-lul: the BSAM situation changed everything. I felt that this mark-to-market event for CDO risk would begin a further 

unraveling in mortgage credit. Again, when the prevailing opinion in the department was to remain close to home, I pushed 
everyone on the desk to sell risk aggressively and quickly. We sold billions of index and single name risk such that when the 
index dropped 25pts in luly, we had a blow-out p&l month, making over $lBln that month. 

I think in all of these cases, I employed a very disciplined, open-minded and adaptable trading style where I am willing to 
unemotionally tum risk on a dime when appropriate for market conditions. 

2. Risk management: 
I have extensive experience managing derivatives and mortgage cashflow risks. When we were socializing our plan to get short 
in the beginning of the year, I put together a tool, similar to what I have done for many other products, quantifying our position 
risk and p&l under various market level scenarios. I believe this was key for senior management to gain confidence that we were 
taking controlled and quantifiable risk that was well understood. 

3. Flow trading: 
My background in flow trading liquid rates products has been a competitive advantage for the ABS desk. At times, ABX has 
been high volume and passthrough-like. Whereas other dealers either resisted this development in the ABS market or found 
themselves providing too much liquidity to the market at times, our flow trading operation has been consistently profitable with 
intra-day trading p&l's that have ranged from $lmm to more than $10mmlday. 

4. Breadth of product experience 
My background trading a wide range of fixed income and equity products has been another competitive advantage for the ABS 
desk. I have been the primary proponent of trading related equity names on the ABS desk and our YTD p&l from these trades of 
$82+mm is a reflection of what is possible when we leverage our expertise or insights across product categories. 

Missed opportunities: 

Confidential Proprietary Business Information 
Produced Pursuant to Senate Confidentiality Rules 
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I.D. No. • Division: Fixed Income, Currency and Commodities 
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

The #1 missed opportunity for the mortgage department in 2007 was externalizing profitable shorts from the ABS desk to clients 
instead of applying them against longs in the RMBS origination and CDO businesses. When the ABS desk was under pressure 
to cover risk for VAR reasons at the end of February, I was concerned and quite vocal thatthe department was much longer than 
the MarketRisk group was asserting because the rest of the department's risk was not adequately measured. As a leader with 
significant experience quantifying and managing a wide range of mortgage risks, I could have spoken even louder and tried to 
piece together something to support my assertion that other areas were quite long and in need of incremental hedges. Had the 
department kept those shorts and applied them to businesses that needed them, the department would be up more than $3bln with 
most ofthe $2bln+ in losses in the RMBS and CDO origination groups being avoided. 

Primary Reviewer(s) Assessment 
Redacted By 

Permanent Subcommittee on Investigations 

Self-Review 

• 1. Be more open, leverage the firm: As our products have evolved and new products are coming online, we have increasingly 
seen opportunities to trade products or execute transactions outside of our typical domain. In doing so, I need to make sure I 
enlist the firm's collective expertise by working in more collaborative arrangements (whether with sales, trading, or strategy) 
whenever possible. In doing so, I need to work on being more open and transparent with information. 
2. Mentoring: I think I command considerable respect from younger members of .the department based on my experience and 
market impact. I need to spend more time converting this respect into a comfort and trust for them in seeking my consultation 
and guidance on any topic. 
3. Recruiting: Although I have had some isolat~d successes such as recruiting arguably our most productive Strategist in 
mortgages, Jeremy Primer, I need to do much more on this front. Additional effort in this area will allow me to focus more on 
promoting diversity in the running of our business. 

Primary Reviewer(s) Assessment 

Confidential Proprietary Business Information 
Produced Pursuant to Senate Confidentiality Rules 

Redacted By 
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4 
GS-PSI-01976 



2007 EMD Reviews 
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Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment 

e .. 20()~~GQ~H~,O~j~ciiY~~}~~~',~~#6~P,~~~~(S~I~+Jie~i~W~;QplY)., 
Self-Review 

• I have 3 main goals for 2008: 
1) Produce more than $1 Bin in trading revenue 
2) Continue to strengthen the GS franchise 
3) Make Partner 

I plan to achieve these goals by: 
1) Profiting from even greater revenue diversity: 
One of the most encouraging aspects of our performance this year was the diversity of our revenue sources. We made money: a) 
taking large directional views, the direction of which we changed several times, b) putting on the single name dispersion trade 
(i.e. betting the bad names would get much worse vs. the good ones, c) shorting CDOs, d) capturing the index to single name 
basis, e) getting long the top of the capital structure at the wides, f) flow trading index product, and g) trading selected equities, 
among other things. 

While it may surprise some people, I think the opportunity set going into 2008 may prove to be as compelling as it was for 2007. 
There are vast mispricings on both sides of the market and the some of the opportunities from trading new products such as 
property derivatives should prove particularly profitable. I think many people oversimplify the opportunity in mortgages as a 
2-part trade: a 2007 short subprime trade which is mostly over, and a distressed investing opportunity for 2008. One of the 
reasons I believe our 2007 performance is repeatable is because many of our revenue drivers in 2007 are still there for 2008. If 
we combine these with some innovative strategies I have in mind, I think it is in the cards to make billions again in 2008. 

2) Broadening and re-inventing our customer base as our business and product mix evolves. 
3) Gaining personal leverage by hiring at least one additional experienced trader for the desk. 
4) Focusing on certain Development Needs listed in Part B. 
5) If my p&l goals are achieved and I make strides with my other development goals, I believe I will be a very compelling 
Partner candidate in 2008. 

Confidential Proprietary Business Information 
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2007 Fixed Income, Currency and Commodities Annual Performance Review Process 

FIXED INCOME, CURRENCY AND COMMODITIES INDIVIDUAL REVIEW BOOK 

Reviewee : Tourre, Fabrice P 

Title: VP 

Review Criteria: FICC-Vice President 

Business Unit: Mortgages 

Department: SPG Trading 

Region: Americas 

Date of Hire: 16-JUL-01 

Primary Manager: 

Co - Manager 1 : 

Co - Manager 2 : 

Co - Manager 3 : 

Co - Manager 4 : 

Mentor: 

Redacted by the Pennanent 
Subcommittee on Investi ations 

THE PURPOSE OF THIS REVIEW MATERIAL IS FOR PERSONAL DEVELOPMENT. IT IS NOT INTENDED 
FOR DISCLOSURE OUTSIDE THE FIRM. 

Title Description: VP=Vice President/Executive Director; AS=Associate; AN=Analyst; EX=Exempt; NX=Non-Exempt 

As you review feedback information, you should be alert to instances in which an individual has received an unusually negative comment or 
low score on the "Compliance" or "Diversity and Equitable Treatment" questions. Please consider whether the response requires follow-up, 
including consultation with a more senior manager, a Compliance professional, Employee Relations representative or other individuals. 

© Goldman, Sachs & Co. Proprietary and Confidential 

Confidential Proprietary Business Information 
Produced Pursuant to Senate Confidentiality Rules 

Date Report Processed: September 06, 2007 
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2007 Fixed Income, Currency and Commodities Annual Performance Review Process Reviewee: Tourre, Fabrice P 

VI. Self Evaluation (Continued) 

Self Evaluation 

Unfulfilled Accomplishments 

Career Development Plans 

© Goldman, Sachs & Co. 

Confidential Proprietary Business Information 

Produced Pursuant to Senate Confidentiality Rules 

Have showed creativity in creating, for third party clients, transactions that (a) addressed those clients' needs, (b) enabled 
Goldman to position risk appropriately, and (c) enabled Goldman to generate revenue through bid/offer on exotic derivatives 

For example, implementing the synthetic COO "rental" strategy by crossing tranche trades to hedge funds looking for risks 
buy protection on. 

Pushed innovative solutions in order to help desks' risk position. Pushed trade idea through global franchise and global sales, work 
efficiently with strat team in order to create analytics that would help sell the product. 

Have built strong connection with certain key GS clients that are now instrumental in help GS position and sell risks that are key 
axes for the firm. 

In a difficult market environment, have been persistent and showed patience in executing complex transaction that were involving 
several financial products including corporate CDS, Single-tranche synthetic ASS COOs, and COO management technology. 

Involved in developping a network of interme.d.ia.ti.o.n.c.o.u.nllte.rP.a.rt.i,es that have been instrumental in allowing Goldman to trade very 
actively with all types of monolines including. 

Have used the firm's full distribution platform to distribute products globally, and have efficiently worked with Asia sales, Europe 
sales (accross regions), US structured credit marketing, US syndicate. 

Have acted as a mentor for 2 analyststhis year $ 2 and ), have been able to help them take career advice, 
have had to make over the last 12 months. 

Team work still needs to be improved, need to be able to involve team members more actively on trade idea generation/trade 
negotiation/trade execution. 

Need to share responsibilities and delegate more proactively. Have to stop double-checking work done by others and need to trust 
team members more regularly. 

Leadership skills need to be a focus at this point, in order to become viewed as a firm culture carrier. 

Sometimes need to be more patient with team members when arguing about risks and strategy. Need to be more open minded and 
need to consider more carefully alternative solutions proposed by other team members when considering hedging and risk 
management alternatives. 

Need to do a beUer at recruiting, need to be more involved in GS recruiting process and talent identification process. 

Currently working actively on a contemplated move to London. Have put together a high level business plan to implement and 
currently meeting key members of GS London sales and trading. 

Page 19 of 28 
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From: 
Sent: 
To: 
Cc: 

Kao, Kevin J. 
Friday, August 17,200710:17 PM 
Birnbaum, Josh 
Turok, Michael; Primer, Jeremy 

Subject: RE: In addition to ABS book, I need you to run that series on the whole dept and correlation 
desk 

Attachments: RMBS Subprime Notional History.xls 

,Josh - should have sent this to you earlier ... 

The attached spreadsheet covers the single name and ABX positions of the entire mortgage department for the fiscal 
year 2007. I spot checked the numbers with risk reports they tie out well. (The first 3 tabs are for ABS base portfolio; the 
last 3 tabs are for the entire mortgage department.) 

Some observations: 
., Mtg department is 10n('J subprime risk overall, since Aug 10 
., Mtg department has *flat* single name AAA net notional (all of them are internal trades) 
., Mtg department is short ABX MA 8.7b, splitting among ABS/Alt-A/prime/conduit desks in the beginning of fiscal 

year 2007, and is now long 41 Om. 

RMBS Subprime 
Notional History ... 

From: 
Sent: 
To: 
Cc: 
Subject: 

Kao, Kevin J. 
Friday, August 17, 20073:41 PM 
Birnbaum, Josh 
Turok, Michael 
RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk 

As discussed - abx 06-2 bbb- price history added. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Kao, Kevin J. 
Friday, August 17, 2007 2:41 PM 
Birnbaum, Josh 
Turok, Michael 
RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk 

.And for T ABX, I'll put it together with ABX. Let me know if you agree I disagree. 

_. 

From: 
Sent: 
To: 
Cc: 

Kao, Kevin J. 
Friday, August 17, 2007 2:36 PM 
Birnbaum, Josh 
Turok, Michael 

Subject: RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk 

BTW, I also spot checked the numbers and they are consistent with our daily pink sheet report under single 
name and index columns. 

Permanent Subcommittee on Investigations 

EXHIBIT #56b 
Confidential Treatment Requested by Goldrr GS MBS-E-012928388 



From: Kao, Kevin J. 
Sent: Friday, August 17, 2007 2:35 PM 

Birnbaum, Josh To: 
Cc: Turok, Michael 
Subject: RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk 

Josh - as you requested here's the ABS base portfolio single name & index notional history. Numbers are 
in terms of risk exposure. 

I'll look into correlation portfolio next, and then the mortgage department for fiscal year 2007. This can be 
done within the next hour or so. 

Retrieving 2006 data may take quite a bit more time and may not be able to finish it by COB. Let me 
know if you need 2006 history after you review the 2007 data. Thanks. 

From: Birnbaum, Josh 
Sent: Friday, August 17, 2007 2:27 PM 

Kao, Kevin J. To: 
Subject: RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk 

Understood. 

From: 
Sent: 
To: 
SUbject: 

Kao, Kevin J. 
Friday, August 17, 2007 2:25 PM 
Birnbaum, Josh 
RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk 

Understood. (Yes, the portfolio name is confusing. SPG portfolio in fact covers the entire 
mortgage department synthetic positions. "SPG Trading" Portfolio covers the spg trading desks, 
including ABS, correlation, and CMBS). 

From: Birnbaum, Josh 
Sent: Friday, August 17, 20072:22 PM 

Kao, Kevin J. To: 
Subject: RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk 

No, not SPG Portfolio, the entire Mortgage Dept. 

From: 
Sent: 
To: 
Subject: 

Kao, Kevin J. 
Friday, August 17, 2007 2:19 PM 
Birnbaum, Josh 
RE: In addition to ABS book, I need you to run that series on the whole dept and correlation 
desk 

So we'll have three tables of RMBS subprime cds & index AAA, AA, A, BSB, BBS­
notional history: one for ABS Base Portfolio, one for gPG Portfolio, and the other for 
Correlation Portfolio, correct? 

It turns out to take more time to retrieve the data. I should have history for your portfolio 
for fiscal year 2007 shortly. 

From: 
Sent: 
To: 
Subject: 

Birnbaum, Josh 
Friday, August 17, 2007 2:08 PM 
Kao, Kevin J. 
In addition to ABS book, I need you to run that series on the whole dept and correlation 
desk 

2 
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Goldman Sachs 2009 Annual Report 

hen we reported to you last, 
the world's financial system and the global economy remained in the grips of 

uncertainty. Our industry had been shaken to its foundation in the wake of severe . . 
volatility, a sharp deterioration in equity values and extreme illiquidity across most 

credit markets. Governments, regulators and market participants were forced to 

confront simultaneously the unwind ing of several financial institutions, ensuring 

short-term market stability, shoring up investor confidence and enacting measures 

to secure the long-term viability of the global capital markets. 

By the end of 2009, owed in no small part to actions taken by 

governments to fortify the system, conditions across financial 

markets had improved significantly and to an extent few 

predicted or thought possible. Equity prices largely rebounded, 

credit spreads tightened and market activity was revitalized by 

investors seeking new opportunities, all of which imply renewed 

optimism, if not the beginnings of a potential recovery. 

While improving financial conditions are often a precursor to 

better economic oneS,the economy nevertheless remains 

fragile. Unemployment is high, consumer spending tepid and 

access to credit for many smaller businesses continues to 

be elusive. The effects of unwinding leverage embedded in the 

system may linger for some time. As the global economy works 

its way to recovery, the roles that we play for our clients become 

even more important as companies and investors position 

themselves to emerge stronger following the crisis. 

The firm's focus on staying close to our clients and helping 

to our teamwork and performance-driven culture. Our shared 

values have allowed us to be nimble and reactive, yet governed 

by prudent, long-term thinking. 

In this year's letter, we will address some of the steps 

Goldman Sachs took to further strengthen our capital, liquidity 

and competitive position in 2009. We will discuss the firm's 

client franchise and our contribution to well-functioning markets 

in times of distress and, on an ongoing basis, by operating at 

the center of global capital markets. We also will report to you on 

how our integrated business model, diverse revenue streams 

and risk management practices serve as the core of our strategy. 

Importantly, we will focus on how our people and culture have 

been and remain fundamental to the firm's success. Finally, 

we will review the regulatory reform agenda as well as certain 

developments that attracted considerable attention over the 

course of the year. 

them to navigate uncertainty and achieve their objectives is EXTRAORDiNARY MEASURES 

largely responsible for what proved to be a year of resiliency Looking back on 2009, it is impossible to know what would have 

across our businesses and, by extension, a strong performance happened to the financial system absent concerted government 

for Goldman Sachs. In 2009, the firm generated net revenues action around the world. Institutions were hoarding cash and 

of $45.17 billion with net earnings of $13.39 billion. Diluted were unwilling to transact with each other. This had extreme 

earnings per common share were $22.13 and our return on consequences for even the healthiest of financial institutions and 

average common shareholders' equity was 22.5 percent. Book companies. Through aggressive measures ranging from liquidity 

value per common share increased 23 percent during 2009, and funding facilities to direct investment programs, the 

and has grown from $20.94 at the end of our first year as a government arrested the contagious fear that had engulfed the 

public company in 1999 to $117.48, a compounded annual global financial system and averted more acute circumstances. 

growth rate of 19 percent over this period. We believe such efforts were absolutely critical to protecting the 

This past year, clients came to Goldman Sachs because of our financial system and ensuring the continued viability of the global 

ability to integrate advice, financing, market making and investing economy. Goldman Sachs is grateful for the indispensable 

capabilities with sophisticated risk management. Importantly, role governments played and we recognize that our firm and our 

during the crisis, we were able to commit capital when market shareholders benefited from it. 

liquidity and capital were scarce. Our duty to shareholders is to In June 2009, the firm repaid the U.S. government's 

protect and grow our client-focused franchise by remaining true investment of $10 billion in Goldman Sachs as a participant 

2 Permanent Subcommittee on Investigations 
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right 
Lloyd C. Blankfein 

Chairman and 
Chief Executive Officer 

left 
GaryD. Cohn 
President and 

Chief Operating Officer 

in the U.S. Treasury's TARP Capital Purchase Program, 

which was designed to promote the broader stability of the 

financial system. We subsequently repurchased the warrants 

acquired by the U.S. Treasury in connection with that 

investment which, when combined with preferred dividends 

paid, represented an additional $1.4 billion, or an annualized 

23 percent return for U.S. taxpayers. 

CONSERVAITVE 1,'INAN'CIAL PROFlLE 

In light of the events of the last two years, we believe it is 

important to highlight for our shareholders that Goldman Sachs 

did not and does not operate or manage our risk with any 

expectation of outside assistance. Given our roots as a privately­

held partnership, we have always focused on maintaining a 

conservative financial profile and view liquidity as the single 

most important consideration for a financial institution. 

Having steadily increased our Global Core Excess pool of 

liquidity for several years, it stood at roughly $170 billion in cash 

or highly liquid securities, or almost 20 percent of our balance 

sheet at the end of 2009. Keeping this pool of liquidity is 

expensive, but, in our judgment, it is money well-worth spending. 

Leading up to 2008, we reduced our exposures even though it 

meant selling at prices many thought were irrational. When the 

crisis hit, we raised nearly $11 billion in capital-$5 billion 

of preferred equity from Berkshire Hathaway and $5.75 billion 

in common equity- without any knowledge that TARP funds 

would be forthcoming. 

While the past two years have validated our conservative 

approach to liquidity and to managing our risk, they have also 

prompted significant change within our organization. 

Specifically, we have embraced new realities pertaining to 

regulation and ensuring that our financial strength remains in 

line with our commitment to the long-term stability of our 

franchise and the overall markets. 

We became a financial holding company, now regulated 

primarily by the Federal Reserve and subject to new capital and 

leverage tests. Since May 2008, our balance sheet has fallen 

by approximately one-quarter while our capital has increased by 

over one-half. Over 90 percent of our shareholders' equity 

is common equity. The amount of level 3-or illiquid-assets is 

down by 40 percent representing less than 6 percent of our 

total assets. In 2009, our Basel I Tier 1 capital ratio increased 

to 15 percent, well in excess of the required minimum. 

[!'.H'ORTANT ROLFS \VF PLAY 

ON BEHALF OF OUR CLIENTS 

Maintaining a sound financial profile is vital if we are to be 

effective in meeting the needs of our clients. Among the 

roles we play for our largely institutional client base are advisor, 

financier, market maker, asset manager and co-investor. 
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Our advisory business serves as our primary point of contact 

with our clients and is often the genesis for sourcing other 

opportunities to serve them. In some instances, business 

garnered from our long-standing investment banking relationships 

is captured from a financial reporting perspective in the revenues 

reported within other segments, particularly within our Trading 

and Principal Investments segment. For instance, we have been 

successfully building our risk management solutions business 

within investment banking-encapsulating our strategy 

of integrating advice, capital and risk management expertise. 

Since 2005, revenues from this business have grown 32 percent 

compounded annually. This trend is consistent with our business 

model and operating philosophy which are predicated on the 

firm functioning as an integrated whole. 

While classic advisory revenues in 2009 reached a near 

cyclical low, the latter half of the year yielded greater 

levels of strategic dialogues, reflecting an improvement in 

CEO confidence. Although it is difficult to predict what 

types of transactions or which industries will rebound most 

quickly, our broad and deep franchise allows Goldman Sachs 

to remain knowledgeable and relevant across multiple 

sectors, and poised to serve our clients. Over the past five 

years, Investment Banking has advised over 1,000 clients 

in 67 countries, solidifying our leading market share 

position and allowing us to retain industry-leading positions 

in cross-border, acquirer, target and strategic defense 

advisory league tables. 

"for Grovvth 

Our investment banking relationships are also the basis 

for most of our financing mandates. As a financial 

intermediary, Goldman Sachs acts to match the capital 

of our investing clients with the needs of our corporate 

and government clients, who rely on financing to generate 

growth, create jobs and deliver the products and services 

that drive economic development. Since the beginning of 

2007, we have underwritten over $750 billion in corporate 

debt and over $450 billion in equity and equity-related 

products across approximately 1,900 offerings for 

800 clients globally. 

We have a long history of helping states and municipalities 

access the capital markets. Since entering the public finance 

business in 1951, Goldman Sachs has been one of the most 

significant industry participants and over the past decade 

has helped states and municipalities raise over $250 billion 

in capital. In 2009, we were the number one underwriter 

for the Build America Bond program, which allows states and 

municipalities to meet their borrowing needs and invest in 

infrastructure projects. We also helped finance over $28 billion 

for nonprofit institutions including education services, healthcare 

and government entities. 

4 

Through our role as a market maker, we commit and deploy our 

capital to ensure that buyers and sellers can complete their 

transactions, contributing to the liquidity, efficiency and stability 

of financial markets. Throughout the crisis, we made prices 

when markets were volatile and illiquid and extended 

credit when credit was scarce. Fixed Income, Commodities 

and Currencies (FICC) and Equities, our market intermediation 

businesses that comprise our Securities Division, were 

meaningful drivers of our strong firmwide performance last year. 

By remaining close to our clients, we were able to direct 

our human and financial capital to those businesses within our 

market making franchise that most reflected clients' interests 

and needs. Another important component of growth has been 

the dynamic that, as clients grow in size, the scope of the 

business that they execute with the firm also increases. 

In 2009, 2,500 of our clients were active across both Equities 

and FICC products, which is up 25 percent from 2006. 

Clienl!)r;ven Risk bPCSllfClS 

Given concern by some over the nature and level of risk that 

financial institutions undertake, it is important to note that for 

Goldman Sachs, the vast majority of the risk we take and the 

revenues we generate is derived from trades that advance a 

client need or objective. 

By way of example, in 2009, an energy consumer asked us 

to help protect it against a rise in the cost of fuel, concerned that 

an increase would affect its ability to grow. To accomplish this, 

Goldman Sachs structured a long-term collateralized hedge 

facility. We then entered into hedges to offset the fuel price risk 

that we had assumed. As part of our normal accounting and 

risk management, we regularly revalue the amount of collateral 

necessary to be posted when fuel prices declined during 

the life of the transaction. We also routinely hedge our client 

counterparty risk in addition to receiving collateral. In the end, 

we were able to structure the transaction at a fair price for 

our client and generate an attractive risk-adjusted return for the 

firm and our shareholders. This is representative of the risk we 

assume and manage daily to allow our clients to focus on their 

underlying businesses. 

Co-Investing 

Co-investing is another way we directly align the firm's interests 

with those of our clients. Two-thirds of our corporate investing 

opportunities are sourced from our investment banking 

relationships. In addition, the vast majority of money committed 

to our investing funds comes from our clients, who seek 

to partner with us. While returns fluctuate based on equity 

market performance and other factors, our merchant banking 

businesses have provided much needed capital to our 

investment banking clients and achieved strong returns for our 

investors and shareholders over the long term. This business 
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generates management fees as well as incentive fees based on 

the funds' performance. As a result, our merchant banking 

business helps diversify the firm's revenues. 

The focus of our funds spans the capital structure, including 

senior debt. mezzanine and private equity funds. During periods 

of 2009 when public market liquidity dried up, our senior loan 

and mezzanine funds, in particular, extended needed capital 

to a variety of companies whose growth opportunities would 

otherwise have been limited. 

There also is significant diversity within the funds themselves. 

Our corporate equity fund portfolio represents eight different 

industry groups with no one industry contributing more 

than 25 percent. Looking ahead, we remain well-positioned, 

together with our clients, to invest in attractively priced assets. 

fVlanaQirl~1 Ass()t~) 

Managing our clients' assets remains an important growth 

opportunity for Goldman Sachs and we continue to allocate 

significant time and resources to building our asset management 

businesses within our Investment Management Division 

and expanding our portfolio management capabilities. At the 

time of our IPO in 1999, our goal was to double assets under 

management (AUM) over five years. We were successful, and 

by May 2008, we had doubled AUM once again. Our success 

follows a track record of strong investment returns for our clients. 

As with all of our businesses, our client base is diverse, 

numbering 2,000 institutional clients and third-party distributors, 

and over 25,000 private wealth management accounts. Our 

range of products across money markets, fixed income, equity 

and alternative investments is offered through distribution 

channels to institutional, high-net-worth clients and third-party 

retail clients around the world. 

To advance our strategy, in 2009, we doubled our third-party 

distribution sales force and significantly increased our 

institutional and private wealth management coverage. Included 

in our expanded coverage focus are government sponsored 

organizations, corporate pension funds, insurance companies 

and growth markets such as Brazil, the Middle East and China. 

[NVESTl'vtENTS IN GIH)\'VTH 

BRles and EmerQin~, Markets 

We continue to believe that this will be the century of the 

BRICs and other high growth markets. They have helped lead 

the global recovery and, in our minds, are even more 

compelling now. As a result, the emerging markets remain 

integral to our growth strategy. 

At the beginning of the crisis, many wondered if or to what 

extent the BRICs and other growth markets would be able 

to decouple from the more established economies. Such 

a decoupling had little precedent. Today, it appears that the 

growth markets are helping lead the recovery in the global 

economy. They continue to attract capital from abroad and, 

also, are making significant, long-term investments to position 

themselves for the future. 

We believe Goldman Sachs is similarly well-positioned 

to expand our franchise in step with these countries' growth. 

We remain focused on implementing a familiar strategy­

expand our advisory client coverage, build underwriting 

capabilities, develop sales and trading expertise and grow 

our wealth management business. 

!nvosting in PooDie and Conlrnuniti8s 

While Goldman Sachs serves a wide range of clients with 

individual needs and goals, we also believe that financial 

institutions have a larger obligation to the financial system, the 

broader economy and the communities in which their employees 

work and live. For us, this means helping new enterprises 

succeed and grow, catalyzing economic development and 

financing community projects that create a better quality of life 

for more people. Given that our firm is most successful when 

econQmies and markets thrive, this is in our interest and that of 

our shareholders. 

The firm's Urban Investment Group is helping to create 

thousands of affordable housing units and funding businesses 

in underserved communities, helping to bring together money 

and innovative ideas to revitalize cities across the United States. 

By making investments, loans and grants, and through service 

initiatives, we are working to transform distressed neighborhoods 

into vibrant and sustainable places of opportunity. As one example, 

with a $61 million investment in the New York Equity Fund, 

Goldman Sachs is providing 569 units of mUCh-needed 

affordable housing for low-income New Yorkers as part of 

a wider effort to rehabilitate 47 buildings across Harlem, the 

South Bronx and Brooklyn. 

We are pleased to report that our 10,000 Women initiative, 

which we introduced to you in last year's shareholders letter, has 

exceeded our own expectations and is today providing underserved 

female entrepreneurs with a business education through 

partnerships with more than 70 academic institutions and 

nonprofits in 20 countries, including India, Brazil, China, Afghanistan, 

Rwanda and the United States. Our early experience is confirming 

research by the World Bank, Goldman Sachs and the United 

Nations that educating women can lead to real economic growth 

and healthier, safer and better-educated communities. 

Based on the results of 10,000 Women, Goldman Sachs 

announced in 2009 a new effort called 10,000 Small Businesses. 

This $500 million, five-year program aims to unlock the growth 

and job-creation potential of 10,000 businesses across the 

United States through greater access to business education, 

mentors and networks, and financial capital. It is based on 

the broadly held view of leading experts that a combination of 

5 
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education, capital and support services best addresses the 

barriers to growth for small businesses. 

The program's business and management curriculum is 

supported by a $200 million commitment to community 

colleges and universities to build educational capacity and to 

provide scholarships to underserved small business owners. 

Goldman Sachs has committed $300 million through 

a mix of lending and philanthropic support to Community 

Development Financial Institutions to help get capital 

flowing to small businesses. The program's critical support 

services will connect small business owners with mentoring, 

networking and advice available through our various 10,000 

Small Businesses partners. 

As with 10,000 Women, the people of Goldman Sachs will 

give freely of their time and professional skills to serve as 

mentors and guest lecturers, as well as to participate on selection 

committees. We believe this approach is in keeping with the best 

tradition of our firm, aligning our philanthropic and growth 

development efforts with our core competencies and expertise. 

Gofctrnan Sachs Giiies 

We also announced a $500 million philanthropic contribution to 

the firm's donor-advised fund, Goldman Sachs Gives, which was 

established in 2007. The firm's compensation for partners was 

reduced to fund this charitable contribution, reflecting the firm's 

tradition of philanthropy. 

We have asked our partners to recommend charitable 

organizations that focus on the critical areas of creating jobs and 

economic growth, building and stabilizing communities, honoring 

service and veterans and increasing educational opportunities. 

OUH PEOPLE 

While an often used phrase, it is true in every way at 

Goldman Sachs: Our people are our most important asset. 

We do not have material "property, plant and equipment" 

assets. Rather, we have talented, entrepreneurial 

professionals who are dedicated to the firm's mission of 

supporting economic growth. In 2009, our people sat 

on 1,500 nonprofit boards, and 23,000 of us volunteered 

for over 800 local nonprofits through our Community 

TeamWorks program. In short, our people are central to 

who we are, to the cohesiveness of our culture, and to our 

ability to generate attractive returns for shareholders. 

Throughout 2009, we stayed true to our focus on people. 

Every member of our management committee participated 

in on-campus recruiting, while another 120,000 recruiting 

hours were undertaken by people across the firm. Through 

GS University, we provided 350,000 hours of training and 

leveraged our senior leaders as faculty to provide learning 

opportunities to our people more broadly. Last year, 

for example, over 5,000 courses were taught by the firm's 

managing directors and vice presidents. 

As demonstrated in the way we source opportunities and serve 

our clients, Goldman Sachs operates with a one-firm philosophy. 

Our people are rewarded for their accomplishments by how 

they work and succeed in teams, with the long-term interests 

of the organization always coming before those of the individual. 

We believe this partnership ethos, which reflects the firm's 

long-standing business principles, is a competitive advantage 

that drives the company's overall performance. 

PAY FOR PERFORMANCE 

Providing the best advice and execution to our clients means, 

in turn, providing our people with attractive career opportunities 

and long-term incentives. We have not been blind to the 

attention on our industry and, in particular, on Goldman Sachs, 

with respect to compensation. We have adopted very specific 

compensation principles, which we presented at our 2009 

Annual Meeting of Shareholders to ensure an even stronger 

relationship between pay and performance. 

These principles are designed to: 

• Encourage a real sense of teamwork and communication, 

binding individual short-term interests to the institution's 

long-term interests.; 

• Evaluate performance on a multi-year basis; 

• Discourage excessive or concentrated risk taking; 

• Allow us to attract and retain proven talent; and 

• Align aggregate compensation for the firm with 

performance over the cycle. 

Consistent with our principles, in December, we announced 

that for 2009 the firm's entire management committee would 

receive 100 percent of their discretionary compensation in 

the form of Shares at Risk which have a five-year period during 

which an enhanced recapture provision will permit the firm 

, to recapture the shares in cases where an employee engaged 

in materially improper risk analysis or failed sufficiently to raise 

concerns about risks. 

Enhancing our recapture provision is intended to ensure that 

our employees are accountable for the future impact of their 

decisions, to reinforce the importance of risk controls to the firm 

and to make clear that our compensation practices do not reward 

taking excessive risk. 

The enhanced recapture rights build off an existing clawback 

mechanism that goes well beyond employee acts of fraud or 

malfeasance and includes conduct that is detrimental to the firm, 

including conduct resulting in a material restatement of the 

financial statements or material financial harm to the firm or one 

of its business units. 

In addition, our shareholders will have an advisory vote on 

the fi'rm's compensation principles and the compensation of 

its named executive officers at the firm's Annual Meeting of 

Shareholders in May 2010. 

Finally, Goldman Sachs does not set aside an actual pool 

for discretionary compensation or "bonuses" during the course 
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of the year. We accrue an estimate of compensation expenses 

each of the first three quarters. Only at year end, with the 

the world. We established credit terms with them commensurate 

with those extended to other major counterparts, including 

visibility of our full-year performance, do we make final decisions a willingness to do substantial trading volumes but subject to 

on compensation. While the previous quarters' accruals attract 

much attention, our full-year compensation and benefits to net 

revenues ratio ultimately represents the firm's compensation 

expense. In 2009, that ratio was the lowest ever since we 

became a public company-35.8 percent. 

While 2009 total net revenues are only 2 percent less than 

the record net revenues that we posted in 2007, total 

compensation and benefit expense is 20 percent lower than in 

2007, equating to a nearly $4 billion difference in compensation 

and benefits expense between the two periods. Our approach 

to compensation reflected the extraordinary events of 2009. 

RLGULAlOI{Y REl'()RM 

Goldman Sachs has pledged to remain a constructive voice 

and participant in the process of reform, and has been 

forthcoming in recognizing lessons learned and mistakes made. 

We have provided a number of recommendations concerning 

how large financial institutions should account for their assets, 

how risk management processes can be enhanced, and how 

new regulations can keep pace with innovation. 

Given that much of the financial contagion was fueled by 

uncertainty about counterparties' balance sheets, we support 

measures that would require higher capital and liquidity levels, 

as well as the use of clearinghouses for standardized derivative 

transactions. More broadly, we support proposals that would 

improve transparency for investors and regulators and reduce 

systemic risk, including fair value accounting. In short, we 

believe that sensible and significant reforms that do not impair 

entrepreneurship or innovation, but make markets more efficient 

and safer, are in everyone's best interest. 

During our history, our firm has demonstrated an ability to 

quickly and effectively adapt to regulatory change. As an 

institution that interacts with thousands of entities, we benefit 

from the general elevation of standards, and will continue to work 

towards meaningful changes that improve our financial system. 

OUR RELATIONSHIP WiTH AlG 

Over the last year, there has been a lot of focus on 

Goldman Sachs' relationship with AIG, particularly our credit 

exposure to the company and the direct effect the U.S. 

government's decision to support AIG had or didn't have on our 

firm. Here are the facts: 

Since the mid-1990s, Goldman Sachs has had a trading 

collateral arrangements that were tightly managed. 

As we do with most other counterparty relationships, we limited 

our overall credit exposure to AIG through a combination of 

collateral and market hedges in order to protect ourselves against 

the potential inability of AIG to make good on its commitments. 

We established a pre-determined hedging program, which 

provided that if aggregate exposure moved above a certain 

threshold, credit default swaps (CDS) and other credit hedges 

would be obtained. This hedging was designed to keep our 

overall risk to manageable levels. 

As part of our trading with AIG, we purchased from them 

protection on super-senior collateralized debt obligation 

(COO) risk. This protection was designed to hedge equivalent 

transactions executed with clients taking the other side of the 

same trades. In so doing, we served as an intermediary in 

assisting our clients to express a defined view on the market. 

The net risk we were exposed to was consistent with our role as 

a market intermediary rather than a proprietary market participant. 

In July 2007, as the market deteriorated, we began to 

significantly mark down the value of our super-senior COO 

positions. Our rigorous commitment to fair value accounting, 

coupled with our daily transactions as a market maker in these 

securities, prompted us to reduce our valuations on a real-time 

basis which we believe we did earlier than other institutions. 

This resulted in collateral disputes with AIG. We believe that 

subsequent events in the housing market proved our marks 

to be correct-they reflected the realistic values markets were 

placing on these securities. 

Over the ensuing weeks and months, we continued to make 

collateral calls, which were based on market values, consistent 

with our agreements with AIG. While we collected collateral, 

there still remained gaps between what we received and what 

we believed we were owed. These gaps were hedged in full by 

the purchase of CDS and other risk mitigants from third parties, 

such that we had no material residual risk if AIG defaulted on 

its obligations to us. 

In mid-September 2008, prior to the government's action to 

save AIG, a majority of Goldman Sachs' exposure to AIG was 

collateralized and the rest was covered through various risk 

mitigants. Our total exposure on the securities on which we 

bought protection was roughly $10 billion. Against this, we held 

roughly $7.5 billion in collateral. The remainder was fully covered 

through hedges we purchased, primarily through CDS for which 

relationship with AIG. Our business with them spanned a number we received collateral from our market counterparties. Thus, if 

of their entities, including many of their insurance subsidiaries. AIG had failed, we would have had the collateral from AIG and the 

And it included multiple activities, such as stock lending, proceeds from the CDS protection we purchased and, therefore, 

foreign exchange, fixed income, futures and mortgage trading. 

AIG was a AAA-rated company, one of the largest and 

considered one of the most sophisticated trading counterparts in 

would not have incurred any material economic loss. 

In this regard, a list of AIG's cash flows to counterparties 

indicates little about each bank's credit exposure to the company. 
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The figure of $12.9 billion that AIG paid to Goldman Sachs post 

the government's decision to support AIG is made up as follows: 

• $4.8 billion for highly marketable U.S. Government 

Agency securities that AIG had pledged to us in return 

for a loan of $4.8 billion. They gave us the cash, we gave 

them back the securities. If AIG hadn't repaid the loan, 

we would simply have sold the securities and received 

the $4.8 billion of value in that way. 

• An additional $2.5 billion that AIG owed us in collateral 

from September 16, 2008 (just after the government's 

action) through December 31,2008. This represented 

the additional collateral that was called as markets 

continued to deteriorate and was consistent with the 

existing agreements that we had with AIG. 

• $5.6 billion associated with a financing entity called 

Maiden Lane III, which was established in mid-November 

2008 by the Federal Reserve to purchase the securities 

underlying certain CDS contracts and to cancel those 

contracts between AIG and its counterparties. The 

Federal Reserve required that the counterparties deliver 

the cash bonds to Maiden Lane III in order to settle 

the CDS contracts and avoid any further collateral calls. 

Consequently, the cash flow of $5.6 billion between 

Maiden Lane III and Goldman Sachs reflected the 

Federal Reserve paying Goldman Sachs the face value 

of the securities (approximately $14 billion) less the 

collateral (approximately $8.4 billion) we already held on 

those securities. Goldman Sachs then spent the vast 

majority of the money we received to buy the cash 

bonds from our counterparties in order to complete the 

settlement as required by the Federal Reserve. 

While our direct economic exposure to AIG was minimal, 

the financial markets, and, as a result, Goldman Sachs and every 

other financial institution and company, benefited from the 

continued viability of AIG. Although it is difficult to determine 

what the exact systemic implications would have been had AIG 

failed, it would have been extremely disruptive to the world's 

already turbulent financial markets. 

OUR ACTIVlTl.FS I.N THE 

lvlORTGAGE SECURITIZATION MARKET 

Another issue that has attracted attention and speculation has 

been how we managed the risk we assumed as a market maker 

and underwriter in the mortgage securitization market. Again, 

we want to provide you with the facts. 

As a market maker, we execute a variety of transactions 

each day with clients and other market participants, buying 

and selling financial instruments, which may result in long 

or short risk exposures to thousands of different instruments 

at any given time. This does not mean that we know or even 

think that prices will fall every time we sell or are short, or rise 

when we buy or are long. 
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In these cases, we are executing transactions in connection with 

our role of providing liquidity to markets. Clients come to us as 

a market maker because of our willingness and ability to commit 

our capital and to assume market risk. We are responding to 

our clients' desire either to establish, or to increase or decrease, 

their exposure to a position on their own investment views. 

We are not "betting against" them. 

As a market maker, we assume risk created through client 

purchases and sales. This is fundamental to our role as a 

financial intermediary. As part of facilitating client transactions, 

we generally carry an "inventory" of securities. This inventory 

comprises long and short positions. Its composition reflects 

the accumulation of customer trades and our judgments about 

supply and demand or market direction. If a client asks us to 

transact in an instrument we hold in inventory, we may be able 

to give the client a better price than it could find elsewhere in 

the market and to execute the order without potential delay and 

price movement. This inventory represents a risk position that 

we manage continuously. 

In so doing, we must also manage the size of our inventory 

and keep exposures in line with risk limits. We believe that 

risk limits are an important tool in managing our firm. They are 

established by senior management, and scaled to be in line with 

our financial resources (capital, liquidity, etc.). They help ensure 

that regardless of the opinions of an individual or business unit 

about market direction, our risk must remain within prescribed 

levels. In addition to selling positions, we use other techniques 

to manage risk. These include establishing offsetting positions 

("hedges") through the same or other instruments, which serve 

to reduce the firm's overall exposure. 

In this way, we are able to serve our clients and to maintain 

a robust client franchise while prudently limiting overall risk 

consistent with our financial resources. 

Through the end of 2006, Goldman Sachs generally was 

long in exposure to residential mortgages and mortgage-related 

products, such as residential mortgage-backed securities 

(RMBS), COOs backed by residential mortgages and credit 

default swaps referencing residential mortgage products. 

In late 2006, we began to experience losses in our daily 

residential mortgage-related products P&L as we marked down 

the value of our inventory of various residential mortgage­

related products to reflect lower market prices. 

In response to those losses, we decided to reduce our overall 

exposure to the residential housing market, consistent with 

our risk protocols -given the uncertainty of the future direction 

of prices in the housing market and the increased market 

volatility. The firm did not generate enormous net revenues 

or profits by betting against residential mortgage-related 

products, as some have speculated; rather, our relatively 

early risk reduction resulted in our losing less money than 

we otherwise would have when the residential housing market 

began to deteriorate rapidly. 
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The markets for residential mortgage-related products, and 

subprime mortgage securities in particular, were volatile and 

unpredictable in the first half of 2007. Investors in these markets 

held very different views of the future direction of the U.S. 

housing market based on their outlook on factors that were 

equally available to all market participants, including housing 

prices, interest rates and personal income and indebtedness 

data. Some investors developed aggressively negative views 

on the residential mortgage market. Others believed that any 

weakness in the residential housing markets would be relatively 

mild and temporary. Investors with both sets of views came 

Heading into 2010, we are gratified that our core constituencies­

our shareholders, our clients, and our people-remain close 

to Goldman Sachs and other financial intermediaries to establish 

long and short exposures to the residential housinQ, market 

through RMBS, COOs, CDS and other types of instruments 

and committed to Goldman Sachs. Our shareholders continue 

to convey a strong belief in our business model and strategy, 

and 'In the importance of protecting the quality of our franchise. 

Our clients look to us to advise, execute and co-invest on 

their most significant transactions, translating into strong market 

shares. And our people remain as committed as ever to our 

culture of teamwork, to the belief in their responsibility to 

help allocate capital for the benefit of clients, and to the firm's 

tradition of service and philanthropy. 

As the last two years demonstrated, no one can predict 

the future. While we are encouraged by the prospects for a 

sustainable economic recovery, we continue to place a premium 

or transactions. on conservatism and prudence. At the same time, we are 

The investors who transacted with Goldman Sachs in COQs focused on opportunities that can continue to grow our business 

in 2007, as in prior years, were primarily large, global financial '-: .anq .generate industry-leading returns through the strength of 

institutions, insurance companies and hedge funds (no pension . th~ firm"s core attributes. We have a clear strategy to integrate 

funds invested in these products, with one exception: a . 

corporate-related pension fund that had long been active in this 

area made a purchase of less than $5 million). These investors 

had significant resources, relationships with multiple financial 

intermediaries and access to extensive information and research 

flow, performed their own analysis of the data, formed their 

own views about trends, and many actively negotiated at arm's 

length the structure and terms of transactions. 

We certainly did not know the future of the residential 

housing market in the first h.;Jlf of 2007 any more than we can 

predict the future of markets today. We also did not know 

whether the value of the instruments we sold would 

inCrease or decrease. It was well known that housing prices 

were weakening in early 2007, but no one-including 

Goldman Sachs-knew whether they would continue to fall or 

to stabilize at levels where purchasers of residential mortgage­

related securities would have received their full interest and 

principal payments. 

Although Goldman Sachs held various positions in residential 

mortgage-related products in 2007, our short positions were not 

a "bet against our clients." Rather, they served to offset our long 

positions. Our goal was, and is, to be in a position to make markets 

for our clients while managing our risk within prescribed limits. 

LOOKING AI-lEAD 

We want to recognize the extraordinary focus and commitment 

of our people despite the turbulence and challenges of the past 

year. In many ways, our' financial performance masks the 

considerable pressures and distractions that we had to confront. 

Of course, in this way, we are no different from many other 

organizations that are coping with a complex and difficult 

environment. But, our people stayed focused, they worked 

together, and, today, we are well-positioned to continue delivering 

strong returns for our shareholders. 

adyite clnd capital with risk management for our clients. 

We have a diverse set of businesses. We have an expanding 

global footprint. We have established a proven culture of risk 

management. And, we have deep client relationships with a 

broad range of companies, institutions, investing organizations 

and high-net-worth individuals. 

We are keenly aware that our legacy of client service and 

performance, which every person at Goldman Sachs is charged 

with protecting and advancing, must be continually nurtured 

and passed on from one generation to the next. To our fellow' 

shareholders, we are pleased to report that we have never 

been more confident of that commitment or long-term outcome. 

Lloyd C. B!ankfein 

Chairman ilnd Chief executive Officer 

Gary D, Cohn 

President anel Chief Oper{Hin~ O-fficcr 
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Confidential & Proprietary Information 
Use of Pre-Trade Client Information 

• Our first business principle states that: 

Our Clients' Interest Always Come First 

• However, this is not always straight forward as we are a market maker to multiple clients 

• Prior to trading, clients often 

- Express their views of the market 

- Indicate potential interest in trading 

- Submit bid-wanted or quote sheets 

- Request for one-way or two-way markets 

- Place us in competition with others for pricing, and in some cases 

- Leave orders or "pre-trade information" with us 

The concern lies in the way and the extent market makers use pre-trade information 

- As a market maker, we also receive information from multiple sources - including data 
providers, exchanges, other dealers, economists, consultants and clients. 

- We continuously make markets and take risk based on a unique window on the market 
-- which is a mosaic constructed of all of the pieces of data received 

- Trading decisions are, thus, typically not based principally on anyone piece of data, but 
on a view of the whole. 
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Customers and Counterparties 
Know Your Customer - Suitability 

• Trading and sales personnel have an obligation to "know their customers" before recommending or 
entering into any securities transaction 

- Learn the essential facts about the customer and the customer's orders and accounts 

• All recommendations to a customer must be suitable and appropriate for the customer 

• The salesperson should know as much as possible about the customer's objectives, strategies, 
tolerance for risk, and the type of information the customer is relying on 

• Even when a customer is making its own investment decisions, special care and judgment need to 
be exercised in situations such as the following: 

- The customer has trouble explaining in plain language its investment strategy, objectives, or risk 
tolerance, or how a transaction or product fits those criteria 

- The customer wants to recoup, roll, hide, or avoid losses, or evade taxes, and proposes a 
transaction or structure clearly intended to do so 

- A customer proposes a completely atypical transaction 

- The customer has a history of litigation or a record of being a "sore loser" 

• Contact your manager and Securities Division Compliance if you have any doubt about suitability 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Sparks, Daniel L 
Monday, October 16, 2006 4:11 PM 
Ostrem, Peter L 
Rosenblum David J. 
Re: deal 

----- Original Message 
From: Ostrem, Peter L 
To: Sparks, Daniel L 
Cc: Rosenblum, David J. 

~~~~~c~~n Oct 16 14:20:28d;~f6 
& 

............ is upset that we are delaying their deal. They know that Hudson Mezz (GS prop 
deal) is pushing their deal back. 
We are calling the PM at and 7 today to discuss their deal 
and timing. 
Are you ok if we upsize their deal to $800mm from $600mm? This allows them to continue 
ramping and we take additional equity placement risk (beyond the 60% of equity going into 
ORCA). Deal is in good shape and we have pre-interest in the entire AA class and half the 
BBBs and a third of the super seniors. This will price in Dec. or January. 

- = Redacted by the Permanent 

Permanent Subcommittee on Investigations 

EXHIBIT #59 
Confidential Treatment Requested by Gold' .. ------------- GS MBS-E-010916991 



From: 
Sent: 
To: 

Swenson, Michael 
Friday, December 15, 20064:33 PM 
Cornacchia, Thomas 

-----Original Message----­
From: Birnbaum, Josh 
Sent: Friday, December 15, 2006 4:02 PM 
To: Radtke, Lorin 
Cc: Swenson, Michael; Salem, Deeb; Chin, Edwin 
Subject: Update 

_ = Redacted by the Pennanent 

Subcommittee on Investi ations 

- index traded down as low as 94 1/2. we bought a block of 250mm 06-2 BBB- from _ at 
the lows. 
- real money and hedge fund buying of the index off the lows finishing the week around 
96-00. 
- very heavy BWIC activity also driving spreads tighter. CDO managers increasingly 
willing to sell protection on lower quality names. 
- liquidity starting to return a bit as the market has stabilized but even small trades 
(25-50mm) can move the market a lot right now 
- we've had good traction moving risk through our franchise on a variety of fronts: ABX, 
single names, super-senior, Hudson 2. 

Permanent Subcommittee on Investigations 

EXHIBIT #60 Confidential Treatment Requested by GOlcl. ___________ ... GS MBS-E-012330485 



From: 
Sent: 
To: 

Egol. Jonathan 
Friday. December 29. 2006 4:04 PM 
Tourre. Fabrice; ficc-mtgcorr-desk 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer list? 

I am going to send around the 20 names shortly. Will take out ...... ~ 
.. entirely. 

Also we forgot ~ .-. 

-----Original Message----­
From: Tourre, Fabrice 
Sent: Friday, December 29, 2006 3:45 AM 
To: Egol, Jonathan; ficc-mtgcorr-desk 

going to take out 

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Maybe you just ke~ the lis~ou had initially and take 
we include both ...... and ... 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 18:18:06 2006 

•••• out. Also, under _ maybe 

Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Look, given we are exceeding 20 names anyway if you include the "umbrella" names like., 
perhaps the elegant way to resolve this is to just cut back. I'll recirculate a proposed 
list tomorrow with 20 distinct accounts. 

-----Original Message----­
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 4:16 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 
Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Forget,...., it was just the fact that this list might be a little skewed towards 
sophisticated hedge funds with which we should not expect to make too much money since (a) 
most of the time they will be on the same side of the trade as we will, and (b) they know 
exactly how things work and will not let us work for too much $$$, vs. buy-and-hold 
rating-based buyers who we should be focused on a lot more to make incremental $$$ next 
year ... 

Sent from my BlackBerry Wireless Handheld 

Permanent Subcommittee on Investigations 

EXHIBIT #61 

GS M BS-E-002527843 



----- Original Message ----­
From: Egol, Jonathan 
To: Egol, Jonathan; Tourre, Fabrice;ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:55:05 2006 

- = Redacted by the p 
S b ennanent 

U com· mlttee on Investi 

Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

I will take out •• ., if you think ......... will be your CPPI ticket. 

-----Original Message----­
From: Egol, Jonathan 
Sent: Thursday, December 28, 2006 3:54 PM 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

First, to be precise, here are the HG deals on the visible pipeline: 

Hout Bay II 
Altius IV 
Hudson HG II 
JPMIM 
Providence 
Davis Square VIII 
West Coast II 

They also did not sell super senior on Davis Square VII. 

Which one are you axed on? 

To respond to your point, the point of the exercise is to select top 20 accts by $$$, not 
where trading desk thinks sales can do better (if I read your point correctly). I expect 
we can make more $$$ with large US hedge funds than the real money guys you mentioned. 

-----Original Message----­
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 3:49 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 
Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Fair enough, but if the goal is to make sure sales management allocates the right 
resources to accounts we think have high $$$ potential with our desk, why are we 
mentioning certain obvious accounts that are very well covered and with which we expect to 
do little buzz in 07 (am thinking , covered by for example) 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:41:40 2006 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

There will be very few HG deals in 1H 07 (see their pipeline) . 
Agree on the european stuff but I think that is even more speculative than the correlation 
trades from the -'III/P' types. 
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Not saying they are not important but the goal of this exercise is to inform sales 
management. How is sales going to do anything to align resources to better cover those 
accounts vs the hedge funds I mentioned? 

-----Original Mess age----- - = Redacted by the Permanent 
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 3:29 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 
Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

If we can produce (a) levered supersenior on highgade portfolios we are taking from 
Ostrem, (b) mezz trade with 50pct euro underlyers, (c) euro-only hi-grade trades (per my 
convo with , starting with CMBS), we could deliver some interesting trades to these 
acounts 

Sent from'my BlackBerry Wireless Handheld 

----- Original Message --~-­
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:23:28 2006 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

I put much higher $$$ delta on 
I hope you can prove me wrong. 

-----Original Message----­
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 3:22 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 

in '07 than the other guys you mention, but 

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

I think d and are highly spec, I would remove them from this list ... And we 
don't have some of the potential buy-and-hold investors we have traded with in the past or 
who we know could be active going fwd, such as etc. 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:15:52 2006 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Currently stands at 21, and this is grouping several together under one roof (ie III and 
_). I think we need to cull a couple. Maybe pull 2 ' then •. 

---__ 7-- 3 
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-----Original Message----­
From: Tourre, Fabrice 
Sent: Thursday, December 28, 20·06 3:08 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 

_ =0 Redacted by the Permanent 

Subcommittee on Investi ations 

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Can you recirculate the list by email ? 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Egol, Jonathan 
To: ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:06:26 2006 
Subject: Last call -- any other comments on the proposed top 20 correlation customer list? 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
tel: +1 212 357 3349 mobile: +1 917.2 .... 1111 
e-mail: jonathan.egol@gs.com 

Jonathan M. Egol 
Structured Products Trading 

Goldman 
Sachs 

fax: +1 212 428 1247 

This material has been prepared specifically for you by the Fixed Income Trading 
Department and is not the product of Fixed Income Research. We are not soliciting any 
action based upon this material. Opinions expressed are our present opinions only. The 
material is based upon information which we consider reliable, but we do not represent 
that it is accurate or complete, and it should not be relied upon as such. Certain 
transactions, including those involving futures, options and high yield securities, give 
rise to substantial risk and are not suitable for all investors. We, or persons involved 
in the preparation or issuance of this material, may from time to time, have long or short 
positions in, and buy or sell, the securities, futures, options or other instruments and 
investments identical with or related to those mentioned herein. Goldman Sachs does not 
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From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Tuesday, January 23,200711 :34 PM 
Serres, Marine 
Fw: ft--friday 

- = Redacted by the Permanent 

Subcommittee on Investi ations 

....... e. you should take a look at this article ... Very insightful ... More and more 
leverage in the system, l'edifice entier risque de s'effondrer a tout moment ... Seul 
survivant potentiel, the fabulous Fab (as Mitch would kindly call me, even though there is 
nothing fabulous abt me, just kindness, altruism and ........ i· •••• I1!1 ••••••• 
.................................... ), standing in the middle of all these complex, highly 
levered, exotic trades he created without necessarily understanding all the implications 
of those monstruosities !!! Anyway, not feeling too guilty about this, the real purpose of 
my job is to make capital markets more efficient and ultimately provide the US consumer 
with more efficient ways to leverage and finance himself, so there is a humble, noble and 
ethical reason for my job ;) amazing how good I am in convincing myself!!! 

I am now going to try to get away from ABX and other ethical questions, and 
e into Freakonomics ... 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Chin, Edwin 
To: ficc-mtgcd-traders 
Sent: Mon Jan 22 19:36:04 2007 
Subject: ft--friday 

The unease bubbling in today's brave new financial world 

By Gillian Tett 

Published: January 19 2007 02:00 I Last updated: January 19 2007 02:00 

Last week I received an e-mail that made chilling reading. The author claimed to be a 
senior banker with strong feelings about a column I wrote last week, suggesting that the 
explosion in structured finance could be exacerbating the current exuberance of the credit 
markets, by creating additional leverage. 

"Hi Gillian," the message went. "I have been working in the leveraged credit and 
distressed debt sector for 20 years . . . and I have never seen anything quite like what 
is currently going on. Market participants have lost all memory of what risk is and are 
behaving as if the so-called wall of liquidity will last indefinitely and that volatility 
is a thing of the past. 

"I don't think there has ever been a time in history when such a large proportion of the 
riskiest credit assets have been owned by such financially weak institutions. . with 
very limited capacity to withstand adverse credit events and market downturns. 
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"I am not sure what is worse, talking to market players who generally believe that 'this 
time it's different', or to more seasoned players who. . privately acknowledge that 
there is a bubble waiting to burst but . . . hope problems will not arise until after the 
next bonus round." 

He then relates the case of a typical hedge fund, two times levered. That looks modest 
until you realise it is partly backed by fund of funds' money (which is three times 
levered) and investing in deeply subordinated tranches of collateralised debt obligations, 
which are nine times levered. "Thus every €lm of CDO bonds [acquired] is effectively 
supported by less than €20,000 of end investors' capital - a 2% price decline in the CDO 
paper wipes out the capital supporting it. 

"The degree of leverage at work ... is quite frankly frightening," he concludes. "Very 
few hedge funds I talk to have got a prayer in the next downturn. Even more worryingly, 
most of them don't even expect one." 

Since this message arrived via an anonymous e-mail account, it might be a prank. But I 
doubt it. For, while I would not normally write an article about responses to an article 
(it is the journalist's equivalent of creating derivatives of derivatives) I am breaking 
this rule, since I have recently had numerous e-mails echoing the above points. And most 
of these come from named individuals, albeit ones who need to stay anonymous, since they 
work for institutions reaping profits from modern finance. 

There is, for example, a credit analyst at a bulge-bracket bank who worries that rating 
agencies are stoking up the structured credit boom, with dangerously little oversight. 
"[If you] take away the three anointed interpreters of 'investment grade', that market 
folds up shop. I wonder if your readers understand that . . . and the non-trivial conflict 
of interest that these agencies sit on top of as publicly listed, for-profit companies?" 

Then there is the (senior) asset manager who thinks leverage is proliferating because 
investors believe risk has been dispersed so well there will never be a crisis, though 
this proposition remains far from proven. "I have been involved in [these] markets since 
the early days," he writes. "[But] I wonder if those who are newer to the game truly 
understand the impact of a down cycle?" 

Another Wall Street banker fears that leverage is proliferating so fast, via new 
instruments, that it leaves policy officials powerless. "I hope that rational investors 
and asset prices cool off instead of collapse, like they did in Japan in the 1990s," he 
writes. "But if they do, monetary policy will be useless." 

To be fair, amid this wave of anxiety I also received a couple of "soothing" comments. An 
analyst at JPMorgan, for example, kindly explained at length the benefits of the CDO boom: 
namely that these instruments help investors diversify portfolios; provide long-term 
financing for asset managers and reallocate risk. 

"Longer term, there may well be a re-pricing of assets as the economy slows and credit 
risk increases," he concludes. "But. there is a very strong case to be made that the CDO 
market has played a major role in driving down economic and market volatility over the 
past 10 years." Let us hope so. And certainly investors are behaving as if volatility is 
disappearing: just look at yesterday's remarkable movements in credit default swaps. But 
if there is any moral from my inbox, it is how much unease - and leverage - is bubbling, 
largely unseen, in today's Brave New financial world. That is definitely worth shouting 
about, even amid the records now being set in the derivatives sector. 

This email is being sent to you for your information pursuant to your request. This 
information is not warranted as to completeness or accuracy. The views expressed in the 
message are those of the individual sender, except where the message states'otherwise and 
the sender is authorized to state them to be the views of George Weiss Associates, Inc. or 
any of its affiliated entities. This message is for the named person's use only. It may 
contain sensitive and private proprietary or legally privileged information. No 
confidentiality or privilege is waived or lost by any mistransmission. You must not, 
directly or indirectly, use, disclose, distribute, print or copy any part of this message 
if you are not the intended recipient. 
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From: Welch, Patrick 
Sent: Friday, March 02, 2007 12:07 PM 
To: Broderick, Craig; Dinias, Michael; Berry, Robert; Hemphill, Lee; Rapfogel, Alan; Wildermuth, 

David 
Subject: RE: Audit Committee Package_Feb 2CDrafCMortgage_Page.ppt 

x-gs-classification: Internal-GS 

Craig, 
I realize this may be too late, but two comments: 
1. Just fyi not for the memo, my understanding is that desk is no longer buying subprime. (We are low balling 
on bids.) 
2. Do you want to consider an additional bullet point at the very end that proactively addresses a very hot topic 
in the resi market place which is the fear that underwriting d.eterioration may be creeping into near prime product 
(called Alt-A) as people seek to replace lost subpritne business. For example EPD's are rising for Alt-A, A 
guestimate would be market average of 0.25% of' aggregate volume prior to subprime melt down has migrated 
closer to 0.75%. As a comparison subprime has gone from about 1% to about 5%. 

From: 
Sent: 
To: 
Subject: 

Broderick, Craig 
Friday, March 02, 2007 10:51 AM 
Dinias, Michael; Berry, Robert; Hemphill, Lee; Welch, Patrick; Rapfogel, Alan; Wildermuth, David 
Audit Committee Package_Feb 21_Draft_Mortgage_Page.ppt 

Pis take a look at this asap and revert with any comments. It needs to be submitted by 12. Thanks 

« File: Audit Committee Package_Feb 21_DrafCMortgage_Page.ppt » 
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From: 
Sent: 
To: 
Subject: 

Egol, Jonathan 
Sunday, March 04, 200711:17 AM 
Tourre, Fabrice 
Re: Abacus AC1 

This is per sparks' instructions 

----- Original Message 
From: Tourre, Fabrice 
To: Egol, Jonathan 
Sent: Sun Mar 04 10:59:51 2007 
Subject: Re: Abacus AC1 

Maybe we could have discussed live first before sending this out. 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Egol, Jonathan 
To: ficc-mtgcorr-desk; Ostrem, Peter L; Rosenblum, David J.; ficc-spgsyn; Sparks, Daniel L 
Sent: Sun Mar 04 10:32:41 2007 
Subject: Abacus AC1 

Given risk priorities, subprime news and market conditions, we need to discuss side-lining 
this deal in favor of prioritizing Anderson in the short term. 

Syndicate et al let's discuss the right way to communicate this internally and externally. 

Fabs let's focus Paulson on trades we can print now that fit ie Quadrant. 
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From: 
Sent: 
To: 
Cc: 
Subject: 

bad news. , . 

Salem, Deeb 
Thursday, May 17, 20078:06 AM 
Swenson, Michael 
Chin, Edwin 
FW: LBML 06A 

wipes out the m6s and makes a wipeout on the m5 irruninent ... costs us about 2, 5mm 

3.5 m6 marked at $10 
12.5 m5 marked at $20 

good news •.• 

we own 10mIn proU!ction on the m6 marked at $50 ...• we make $5mm 

From: 
Sent: 
To: 
Cc: 
Subject: 

Heagle, Jonathan 
Thursday, May 17, 20078:00 AM 
Salem, Deeb; Chin, Edwin 
Pouraghabagher, Dariush; Brosterman, Jonathan 
LBML 06A 

06:07 17May2007 LONG BEACH MORTGAGE LOAN TRUST 2006-A FILES (8-K) Disclosing Other Events 

May 17 (EDGAR Online) -
Item 8.01 Other Events 

Long Beach Mortgage Securities Corp announces that the May 2007 distribution 
report for LBML T 2006-A will reflect that 616 second-lien mortgage loans with an 
aggregate unpaid principal balance of $ 49,340,870.90 will be charged off on May 
25,2007. The total amount to be charged off, $52,797,628.59, includes certain 
unreimbursed advances of principal and interest made by the servicer, Washington 
Mutual Bank. 

Information regarding the characteristics of the loans in LBML T 2006-A is 
available from the trustee at its website httgs:iitss.db.comiinvr and at 
httQ:II':!Ymsubp.rlm!Uftwt§.!l;9.®l· 

The table below sets forth the number and aggregate unpaid principal balance of 
the charged off mortgage loans by distribution date (the month following the due 
date of the last monthly payment that should have been received with respect to 
the loans). The chargeoff assessment date for the pool was May 1, 2007. 

Distribution 
Date November 2006 December 2006 January 2007 February 2007 March 2007 April 2007 May 

2007 

Number of 
Loans in 
Pool 

Aggregate 

7,767 7,624 7,468 7,305 7,163 6,997 TBD* 

Unpaid $485,292,702.94 $475,682,053.93 $465,992,547.68 $455,518,577.50 $444,362,214.18 $434,469,820.04 
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TBD* 
Principal 
Balance 

Loans that Count: Count: Count: Count: Count: Count: Count: 
became 180 
days 31 45 70 111 97 124 134** 
delinquent 

Balance: Balance: Balance: Balance: Balance: Balance: Balance 
$2,504,764.64 $3,624,267.82 $5,474,744.25 $9,605,192.29 $8,158,758.05 $9,781,894.90 

$10,001,312.08 

*Pool loan count and aggregate unpaid principal balance for the May 2007 
distribution will be published on May 25t 2007. 

** The sum of loan counts in this row equals 612 because it excludes four loans 
charged off for reasons other than 180 days delinquency. 

Due to the number of affected mortgage loans for the May 2007 distribution date, 
there may be a larger than usual reconciliation activity on the remittance 
report for the June 2007 distribution date to reflect items that have not been 
closed out as of the scheduled reporting date to the trustee for the May 2007 
distribution date. 

Please Contact: Doug Potolsky at (212) 702- 6961 if you have any questions about 
this filing. 

Full filing at: 
http://www.edgar-online.com/rtrs/?doc:::A-0001277277-07-000368 

For 3000 Xtra, Kobra and internet-enabled Reuters News users, click on the URL 
above. For Reuters Terminal users, please type the URL into a browser. 
Thursday, 17 May 2007 06:07:50EOL [nEoI007427] {C}ENDS 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Lehman, David A. 
Thursday, May 24,20078:32 AM 
Aliredha, Yusuf; Sparks, Daniel L 
Wisenbaker, Scott; Wiesel, Elisha; Salame, Pablo 
RE: Priority Axes 

Attachments: Final Offering Circular (disclaimed).pdf; Timberwolf I, Ltd. -- Marketing Points / Termsheet 
attached (INTERNAL ONLY) [T-Mail]; FINAL OC (Distribution).PDF 

I'll call with levels ... still have ... 

245m01 Timberwolf junior AAA 
107mrn Tirnberwolf AA 
127mm Point Pleasant AAA 
35mm Point Pleasant junior AAA 
5001m Point Pleasant AA 

Final OC and internal mkting points below if needed 

Scott Wisenbaker and myself are available to get on the phone with clients. 

We are still working on some analysis/data cuts that we can provide externally. 

TIMBERWOLF 

• 8 
Final Offering rimberwolf I, Ltd. --

Circular (disc!... Marketin .•. 

POINT PLEASANT 

• FINAL OC 
(Distribution).PDF 

_ = Redacted by the Permanent 

From: 
Sent: 
To: 
Cc: 
Subject: 

Aliredha, Yusuf 
Thursday, May 24, 20072:59 AM 
Lehman, David A.; Sparks, Daniel L 
Wisenbaker, Scott; Wiesel, Elisha; Salame, Pablo 
RE: Priority Axes 

Had two conversations yesterday. 

a . They have just raised another $1 bin for their ABS fund and they are very short the ABX so are natural 
buyers of our axe. 

e. Not experts in this space at all but made them a lot of money in correlation dislocation and will do as I suggest. 

Would like to show stuff in today if possible. 

Tks. 
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From: Lehman, David A. 
Sent: Wednesday, May 23, 2007 10:45 PM 

Aliredha, Yusuf; Sparks, Daniel L 
Wisenbaker, Scott; Wiesel, Elisha 
RE: Priority Axes 

To: 
Cc: 
Subject: 

See responses below in RED 

From: 
Sent: 
To: 
Cc: 
Subject: 
Importance: 

Aliredha, Yusuf 
Wednesday, May 23, 2007 10:23 AM 
Sparks, Daniel L 
Lehman, David A.; Wisenbaker, Scott 
RE: Priority Axes 
High 

Can I please gat some analysis. 

I would need breakeven analysis at whatever price you want to show these out. 

I assume you will give me certain loss and recovery scenarios on the underlying RMBs bonds. Also what 
assumption are we using to base these scenerios based on underlying vintages, rating agencies, type of 
collateral. 

E.lisha's team is working on this, hope to have something by early next week that we can 
distribute ... will revert ASAP 

Also do we have equity we want to sell packaged with these debt tranches. 

We have several very small pieces of equity but nothing substantial that we could want to package 
with the AMs. 

If customers have a specific axe we can address on a case by case basis. 

What kind of leverage we can provide for a big macro hedge fund. 

~·iONi5% He on the AAA and AA positions, client dependent 

Tks. 

From: 
Sent: 
To: 
Cc: 
Subject: 

Sparks, Daniel L 
Friday, May 18, 20074:37 PM 
Aliredha, Yusuf 
Lehman, David A.; Wisenbaker, Scott 
Priority Axes 

285mm Timberwolf junior AAA (40mm circled away) 
107mm Timberwolf AA 
127mm Point Pleasant AAA 
75mm Point Pleasant junior AAA (40mm circled away) 
50mm Point Pleasant AA 

Call me to discuss levels 
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_ = Redacted by the Permanent 

Subcommittee on Investi ations 

From: 
Sent: 
To: 
Cc: 
Subject: 

Liu, John.SC 
Tuesday, July 24, 2007 3:59 AM 
Creed, Christopher J 
ficc-spgsyn; ficc-spcdo-trading; Lehman, David A. 
Re: 7/23 COOl RMBS requests from Taiwan 

Hi all, client ,. I bank just bought the altius deal from gs 5 weeks ago and 
the mtm dropped over 50%. We understand that the liquidity is thin but I really need some 
info to support this price. Kindly notice that this is a high grade prime deal with no 
direct subprime exposure. The info can be: 

1. The collateral in the portfolio will suffer from major downgrade so that the oc test 
might got triggered and the principal will be at a lot of risk ---- if this is true, I 
need the number to support! 

2. The market is discounting the bond wiht drn of 1000 for this AA tranche. --- if this is 
true, I need the number to support. 

This is very important as this transaction has a lot to do with our reputation in taiwan 
market. I understand that all deals are down and spread is trading wider now. Unless the 
principal is at risk now, the mtm is not supposed to drop so quickly during such short 
period of time. Client wil need the manager to explain what is going on if we can't 
provide satisfactory answer. Thanks, 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Creed, Christopher J 
To: Liu, John.SC 
Cc: ficc-spgsyn; ficc-spcdo-trading; Lehman, David A. 
Sent: Tue Jul 24 09:06:24 2007 
Subject: RE: 7/23 CDO/ RMBS requests from Taiwan 

John, here are the markets you requested 

The current market on this bond is 45-00 / 55-00. ALTS 2007-4A B. 
DVSQ 2005-5A c. The current market on this bond is 75-00 / 85-00 (Geoff Williams sent the 
corrected market over yesterday - the previous bid was, in fact, in error) 

I hope we were helpful in the conference call. Happy to discuss in more detail. 

-c 

From: Liu, John.SC 
Sent: Monday, July 23, 2007 5:37 AM 
To: Chaudhary, Omar; Sugioka, Hirotaka; Lee, Jay; Creed, Christopher J; Lehman, David A. 
Cc: Chang, Amy; Peng, Sylvia 
Subject: 7/23 CDO/ RMBS requests from Taiwan 

Hi all, 

Need your help: 

- . 
* Conference calIon Davis Square VI with TCW asap 

- What is the MTM is like for Altius IV AA tranche managed by Aladdin Capital we sold 1 
month ago? We need to report the MTM as of 25th. Prior mark is 97 something and their 
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_ = Redacted by the Permanent 

target is 90%+. They won't hit us on the price. 

- What is the MTM is like for Davis Square V single A tranche for We will 
report the MTM as of 25th 

* 1 week ago we showed 40 bid but I have not informed them yet. 
* June month end MTM bid is 84 
* Can we show bid and offer price on the mtm report? 

- Regarding the conference call with tilton westcoast funding tomorrow morning HK time 
8am, just give you some heads up, we will haveJl~,,~,,~II~~ (3mm BBB buyer), I 

(lOmm combo note buyer with 4.5mm BBB and 5.5mm AA), and [ (5mm single 
A buyer) 

Thanks, 

Goldman Sachs (Asia) L.L.C. 
68th Floor I Cheung Kong Center 
2 Queen's Road Central I Hong Kong 
Tel: (852) 2868-2600 I Fax: (852) 2978-0450 I Mob: (852)~ •••• F 
Taiwan Toll: 008-0185-5095 
e-mail: john.liu.sc@gs.com 

John Liu, CFA 
Executive Director 
Fixed Income, Currency & Commodities 

Disclaimer: 

Goldman 
Sachs 

This material has been prepared specifically for you by the Fixed Iqcome or J. Aron 
Trading/Sales Department and is not the product of Fixed Income or J. Aron Research. We 
are not soliciting any action based upon this material. Opinions expressed are our present 
opinions only. The material is based upon information which we consider reliable, but we 
do not represent that it is accurate or complete, and it should not be relied upon as 
such. Certain transactions, including those involving futures, options and high yield 
securities, give rise to substantial risk and are not suitable for all investors. We, or 
persons involved in the preparation or issuance of this material, may from time to time, 
have long or short positions in, and buy or sell, the securities, futures, options or 
other instruments and investments identical with or related to those mentioned herein. 
Goldman Sachs does not provide accounting, tax or legal advice; such matters should be 
discussed with your advisors and or counsel. In addition, we mutually agree that, subject 
to applicable law, you may disclose any and all aspects of this material that are 
necessary to support any U.S. federal income tax benefits, without Goldman Sachs imposing 
any limitation of-any kind. This material has been issued by Goldman, Sachs & Co. and has 
been approved by Goldman Sachs International, which is regulated by The Financial Services 
Authority, in connection with its distribution in the United Kingdom and by Goldman Sachs 
Canada in connection with its distribution in Canada. Further information on any of the 
securities, futures or options mentioned in this material may be obtained upon request and 
for this purpose persons in Italy should contact Goldman Sachs S.I.M. S.p.A. in Milan, or 
at its London branch office at 133 Fleet Street. 

CONFIDENTIALITY NOTICE: The copyright in this communication belongs to Goldman Sachs 
(Asia) L.L.C. and/or its related entities ("Goldman Sachs"). The information contained in 
and accompanying this communication is strictly confidential and intended solely for the 
use of the intended recipient(s). If you are not the intended recipient of this 
communication please delete and destroy all copies immediately. Emails may be interfered 
with, may contain computer viruses or other defects and may not be successfully replicated 
on other systems. Goldman Sachs gives no warranties in relation to these matters. If you 
have any doubts about the authenticity of an email purportedly sent by Goldman Sachs , 
please contact Goldman Sachs immediately. Goldman Sachs reserves the right to intercept 
and monitor the content of e-mail messages to and from its systems. 
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From: 
Sent: 
To: 
Subject: 

Great day! 

Mullen, Donald 
Friday, October 12,20076:02 PM 
Swenson, Michael 
Re: P and L 

----- Original Message 
From: Swenson, Michael 
To: Mullen, Donald 
Sent: Fri Oct 12 17:13:04 2007 
Subject: Re: P and L 

65mm from yesterday's downgrades which lead to the selloff in aa through bbbs today. 

The rest was from: 

30mm was a correlation fraction adjustment due to super senior trades in cmbs. 

And 

outright shorts in cmbs added another 15mm. 

----- original Message 
From: Mullen, Donald 
To: Swenson, Michael 
Sent: Fri Oct 12 17:01:22 2007 
Subject: Re: P and L 

Is this mostly triggered ny yesterdays downgrades 

----- Original Message ----­
From: Swenson, Michael 
To: Swenson, Michael; Mullen, Donald; Sparks, Daniel L 
Cc: Lehman, David A.; Birnbaum, Josh; Brafman, Lester R 
Sent: Fri Oct 12 16:59:23 2007 
Subject: RE: P and L 

+110 correlation came in +50 and cmbs was +15 

From: Swenson, Michael 
Sent: Friday, October 12, 2007 4:04 PM 
To: Mullen, Donald; Sparks, Daniel L 
Cc: Lehman, David A.; Birnbaum, Josh; Brafman, Lester R 
Subject: P and L 

Dept +90mm today 

ABS +45 
CMBS +10 approx 
Corr +40 approx 
Cdo -8 
Crelt +3.5 
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From: 
Sent: 
To: 
Subject: 

Swenson, Michael 
Thursday, October 11, 20077:06 PM 
Mullen, Donald 
RE: Early post on P and L 

Yes we are well positioned 

_ = Redacted by the Pennanent 

Subcommittee on Investi ations 

-----Original Message----­
From: Mullen, Donald 
Sent: Thursday, October 11, 2007 6:27 PM 
To: Swenson, Michael 
Subject: Re: Early post on P and L 

Sounds like we will make some serious money 

----- Original Message 
From: Swenson, Michael 
To: Mullen, Donald 
Sent: Thu Oct 11 18:24:00 2007 
Subject: RE: Early post on P and L 

The ...... CDO has a bunch of second lien positions in it that have been written down. 
The collateral balance has fallen below the liabilities triggering an "implied write-down 
event" which is a credit event in our CDS document. Unlike RMBS structures, CDOs do not 
have a bond write-down feature. 

On another note, today's RMBS downgrades by Moody's should cause many COOs to fail their 
OC triggers. That will result in coupons being shut off on the bonds and hence our CDS 
protection premiums paid out will go to zero. 

-----Original Message----­
From: Mullen, Donald 
Sent: Thursday, October 11, 2007 5:49 PM 
To: Swenson, Michael 
Subject: Re: Early post on P and L 

Nice day 
How did the trigger not work 

----- Original Message ----­
From: Swenson, Michael 
To: Mullen, Donald; Montag, Tom 
Cc: Sparks, Daniel L; Brafman, Lester R 
Sent: Thu Oct 11 17:47:02 2007 
Subject: Early post on P and L 

Moody's downgraded 32bb of of 2006 M,' A, BBB and BBB- bonds today. This will eventually 
filter into downgrades in CDOs. ABX single-As sold off by a point after the news. 

ASS Desk P and L will be up between 30 and 35mm today. 12mm of the p and 1 is from our 
first credit event in CDOs where the implied trigger failed on a tIIIIIIII deal ~ 
06-1) . 

Goldman, Sachs & Co. 
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From: Aliredha, Yusuf 
Sent: Wednesday, October 17, 20072:06 PM 
To: Sparks, Daniel L . 
Subject: RE: US ABS SS Intermediation Trades 

That's more than enough for me Dan, Tks, 
On .. he will miss making MD this year and will be very disapointed by it. So camp will be important to keep him, 
Would appreciate you being vocal about supporting him, Tks. 

From: 
Sent: 
To: 
Subject: 

Sparks, Daniei L 
Wednesday, October 17, 2007 3:44 PM 
Aliredha, Yusuf 
RE: US ABS SS Intermediation Trades 

I reviewed each trade with the team and feel that the credits were right - reasons for that feeling include similar 
trades done at the same time with accounts in other regions at the same credits, the explicit negotiation on credits 
that occurred at the time of each trade, the fact that on 2 of the trades the accounts changed the terms dramatically 
after saying done, and one trade being done by a different desk (Ram's team). On a different point, we made good 
money on a few trades, some were crosses that we only took out a bit, and on one we lost over $50mm. 

The general assessment was that the 2 highest value-added salespeople for the year in L.ondon for the business were 
(in order)" then £ ' 
Let me know if you'd like to discuss, 

From: 
Sent: 
To: 
Subject: 

Aiiredha, Yusuf 
Friday, October 12, 2007 5:33 PM 
Sparks, Daniei L 
P>N: US ABS SS Intermediation Trades 

Dan, Real bad feeling across European sales about some of the trades we did with clients, The damage this has 
done to oLir franchise is very significant. Aggregate loss for our clients on just these 5 trades alone is 1blrl+. In 
addition team feels that recognition(sales credits and otherwise) they received for getting this business done was not 
consistent at all with money it ended making/saving the firm. Will be traveling early next week but will call so you 
can fill me in with facts. tks 

1. ; 
sold protection on the super senior tranche of ABACUS 07-18, on 14th of March, 2007 

Tranche size: $470MM 
Tranche: 53%-100% 
Portfoilio: BBB & BB US CMBS and a small CRE CDObucket 
Spread: 9bps . 
In addition thex. also bought $80MM of 45%-53% in a note format at L+30bps 
GCs paid to _ $2MM 

_ did the exact same trade on the 16th of March, 2007; 47%-100% tranche at a spread of 
15bps all-in (4bpgaid to .). 
GCs paid to _: $1 MM 

A portion of this trade was subsequently closed out the week of August 27th at approx. 250bps (not 
sure of the tranche notional, however, it seems like Egol was able to close out most of it because his 
email on9/4/20207statedthatheonlyhad$53MMlefttodo).This trade he did with the help of US 
sales force helped him realize approx. 211 bps of P&L right there. 2._ 
"intermediated the super senior tranche of 3 portfolios of single A US CMBS facing" on 
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19th of July, 2007 
Tranche size: - = Redacted by the Permanent 

Tranche: 16.S% - 100% 
Portfolio: A rated US CM8S 
Intermediation spread paid to.: 1.7Sbps 
Protection fee paid to _ 12.7bps 
GCs paid to : Ended up paying $SMM after he rejected the initial offer of $2.SMM 

At the time CM8X was widening - as much as 1 SO bps in the month or so after and I am sure we 
sourced the risk at much wider levels than we paid" an~ Fabrice et al will argue they 
hedged it at the time but given the push to get this done when spreads were widening, expect they 
made very decent money as the first collateral call if I recall was not far off $200mm. Key is really 
when they hedged and therefore how much they made. Given we were bearish on everything, 
surprised if we hedged this on day 1 when our expectation was that the market was heading down 

3. ABN Amro: 
ABN Amro intermediated the super senior tranche of A8ACUS-ACA trade facing ACA monoline on 
31st of May, 2007 
Tranche size: approx. $18N 
Tranche: SO%-100% 
Portfolio: Predominantly 8B8 US subprime picked by ACA 
Spread paid to A8N for intermediation: 17bps 
Spread paid to ACA for providing protection: SO bps 
GCs paid to p : $2MM 

At the time this was the biggest axe for Egol & Fabrice as the portfolio was predominantly subprime 
BBB names picked by ACA. A8N was the only intermediary who was willing to take ACA exposure 
(due to ample negative press around ACAs exposure to subprime). Shortly after we traded we 
started calling collateral from ABN for the (a) deterioration of the underlying portfolio and (b) 
deteriorating credit of the monoline - ACA. Not sure what the total amount of collateral that's been 
called so far, but it must be atleast $200-300MM on this trade alone. Just to give you a rough idea of 
how the A8X moved through this period and for a month thereafter .. On the ABX 06-2 B88s spread 
was 700 on S/17; as of 6/18 was 996; 7/18 was 1800 .. And currently is at 2576! . 

4._ &_ (LONDON): .-&_ both intermediated the super senior tranche of the Altius IV which was wrapped by. 
and funded by Ram Sundaram's desk. 
Portfolio: High Grade A8S COO 
Manager: Aladdin Capital Management 
Size of super senior tranche: approx. $1.2bn 
Spread paid to" and "for intermediation is 3.Sbps and 1.7Sbps respectively. 

The first leg of intermediation trade with "was done on the 4th of June, 2007. In a deterioating 
market we got the second leg of the intermediation done with.on the 27th of July, 2007 at half 
the spread that" charged. To date we have called appro x $300MM in collateral from both~ 
& _ on this traae alone. 

GCs paid to In: approx. $1 MM 

5,.: POINT PLEASANT 

.. got paid 10mm - current collateral requirement = around 300mm 
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From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Monday, February 26, 2007 8:32 AM 
Montag, Tom 
Re: Questions you had asked 

- = Redacted by the Permanent 

Subcommittee on Investi ations 

Roughly 2 bb, and they are the deals to worry about. Focus is super- senior, which if we 
get done will make them work 

----- Original Message 
From: Montag, Tom 
To: Sparks, Daniel L 
Sent: Mon Feb 26 07:43:29 2007 
Subject: RE: Questions you had asked 

cdo squared--how big and how dangerous 

-----Original Message----­
From: Sparks, Daniel L 
Sent: Monday, February 26, 2007 7:37 AM 
To: Montag, Tom 
Subject: Re: Questions you had asked 

Roughly 2 bb high grade deals and 2 bb cdo's squared 

In client meeting in greenwich and can give more details in hour and half 

----- Original Message 
From: Montag, Tom 
To: Sparks, Daniel L 
Sent: Mon Feb 26 07:31:49 2007 
Subject: Re: Questions you had asked 

So what is total of cdo warehouse after liquidation by sector 

----- Original Message 
From: Sparks, Daniel L 
To: Montag, Tom 
Sent: Mon Feb 26 06:47:43 2007 
Subject: Re: Questions you had asked 

Still subprime, but only outright bbb subprime is in gsc deal we may liquidate. Other 
subprime in form of a, aa, aaa subprime and in form of a-rated cdo's ... and. a ...... 
_l. 

----- Original Message 
From: Montag, Tom 
To: Sparks, Daniel L 
Sent: Sun Feb 25 22:49:48 2007 
Subject: Re: Questions you had asked 

Thanks. So no warehouse in subprime? What about ...... what is in that 

Original Message 
From: Sparks, Daniel L 
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To: Montag, Tom 
Cc: Ruzika, Richard 
Sent: Sun Feb 25 20:34:19 2007 
Subject: Questions you had asked 

Last week the trading desks did the following: 

(1) Cover around $1.5 billion single name subprime BBB- CDS and around $700mm single name 
subprime BBB CDS. The desk also net sold over $400mm BBB- ABX index. Desk is net short, 
but less than before. Shorts are in senior tranches of indexes sold and in single names. 
Plan is to continue to trade from short side, cover more single names and sell BBB- index 
.outright. 

(2) The CDO business liquidated 3 warehouses for deals of $530mm (about half risk was 
subprime related). Business also began liquidation of $820mm warehouse - all 
synthetics done, cash bonds will be sold in next few days. One more CDO warehouse may be 
liquidated this week - approximately $300mm with .... as manager. That will leave us with 2 
large CDOs of A-rated CDOs, 2 high grade deals with limited subprime mezz risk, and 2 
other small warehouses that are on hold. Getting super-senior done on CDOs is the critical 
path, and that is where the focus is - for the CDOs of CDOs, sn (Paris) on ........ 
_ deal and J (London) on deal. 

_ = Redacted by the Permanent 
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From: Gasvoda, Kevin 
Sent: Thursday, December 14, 20064:26 PM 
To: Nestor, Genevieve; Nichols, Matthew; Mahoney, Justin; Cawthon, Michael; Erbst, Jared R.; 

Wicker, Devin; Pouraghabagher, Dariush; Heagle, Jonathan; DeGiacinto, Clayton; Vargas, 
Jessica J. 

Cc: Sparks, Daniel L 
Subject: Retained bonds 

Although liquidity will be light the nextfew weeks pis refocus on retained new issue bond positions and move them out. 
There will be big opportunities the next several months and we don't want to be hamstrung based on old inventory. 
Refocus efforts and move stuff out even if you have to take a small loss. Talk to me if you have concerns or questions 
but we need to be turning risk over aggressively to stay well positioned. 

Thanks 

Goldman, Sachs & Co. 
85 Broad Street, 26th Floor I New York, New York 10004 
Tel: 212-902-87681 Fax: 212-902-1691 
email: kevin.gasvoda@gs.com 

Kevin S. Gasvoda· 
Managing Director 
Fixed Income Currency & Commodities 

G~}ld.ml:m 

S~\d~S 
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From: Gasvoda, Kevin 
Sent: Friday, February 09, 2007 5:23 PM 
To: Walter, Scott; Sparks, Daniel L; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, Thomas; 

Ruzika, Richard; Bohra, Bunty 
Cc: ficc-spgsyn 
Subject: RE: GS Syndicate RMBS Axes (INTERNAL) 

Great job syndicate and sales, appreciate the focus. 

-----Original Message----­
From: Walter, Scott 
Sent: Friday, February 09, 2007 5:07 PM 
To: Sparks, Daniel L; Gasvoda, Kevin; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, 
Thomas; Ruzika, Richard; Bohra, Bunty 
Cc: ficc-spgsyn 
Subject: RE: GS Syndicate RMBS Axes (INTERNAL) 

Two line items traded today for a total of 43+mm bonds. Importantly, this included our 
first second lien sale of the week -- a $38+mm AAA position sold by Dick Loggins. 

This week, a total of 169+mm in axe positions were sold -- a summary breakdown of the 
sales: 

Subprime 
Alt-A 
Seconds 
Hybrids 
Total 

18 . 28 9mm (11 % ) 
11 0 . 37 3mm (65 % ) 

38.603mm (23%) 
2.355mm (1%) 

169.620mm 

AAA 148.976mm (88%) 
AA 18.289mm (11%) 
BBB 2.355mm (1%) 
Total 169.620mm 

Obviously, we need to continue to push credit positions across subprime and second liens. 
We are working with both the desks and strats to do so. Please let us know if there are 
any questions. 

-----Original Message----­
From: GS Syndicate 
Sent: Friday, February 09, 2007 1:22 PM 
To: ficc-sales-spg 
Cc: Sparks, Daniel L; Gasvoda, Kevin; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, 
Thomas; Ruzika, Richard; Bohra, Bunty; ficc-spgsyn 
Subject: RE: GS Syndicate RMBS Axes (INTERNAL) 

**INTERNAL ONLY** 

Nice job by Kevin Paige moving the remaining NCAMT 06-ALT2 AF5 bonds. Let's continue the 
momentum. 

-----Original Message----­
From: GS Syndicate 
Sent: Friday, February 09, 2007 9:17 AM 
To: ficc-sales-spg 
Cc: Sparks, Daniel L; Gasvoda, Kevin; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, 
Thomas; Ruzika, Richard; Bohra, Bunty; ficc-spgsyn 
Subject: GS Syndicate RMBS Axes (INTERNAL) 
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**INTERNAL ONLY** 

Below are our updated RMBS axes -- three line items (AAA, AA and BBB-) traded yesterday 
for total size of 28+mm. The focus continues to be on moving credit positions. 

Again, these are priority positions that should be a focus for everyone before quarter-end 
-- GCs will be reflective of their importance. 

Let all of the respective desks know how we can be helpful in moving these bonds. 

WeeklyGS Syndicate RMBS Axes (INTERNAL) 

» Subprime 

Bond 
GSAMP 06- FM2 M8 
GSAMP 06- FM2 M9 

GSAMP 06-FM3 M4 
GSAMP 06-FM3 M5 
GSAMP 06-FM3 M6 

GSAMP 06-HE8 M7 
GSAMP 06-HE8 B1 
GSAMP 06-HE8 B2 

GSAMP 07-FM1 M3 
GSAMP 07-FM1 M5 

GSAMP 07-H1 M4 
GSAMP 07-H1 M5 
GSAMP 07-H1 M6 

Curr Bal 
11.750 

9.196 

11. 504 
11. 143 

7.190 

2.856 
13.970 
14.399 

12.376 
10.962 

5.615 
5.614 
5.007 

Mdy 
Baa2 
Baa3 

A1 
A2 
A3 

Baal 
Ba1 
Ba2 

Aa3 
A2 

A1 
A2 
A3 

SP 
BBB+ 
BBB-

A+ 
A 
A-

BBB+ 
BB+ 
BB 

AA­
A 

Cpn 
105 
205 

39 
40 
46 

95 
250 
250 

34 
45 

48 
58 
75 

OM at Px 
105 
205 

45 
47 
53 

95 
660 
1350 

34 
45 

48 
58 
75 

Offer 
300 
550 

48 
50 
56 

100 
675 
1350 

45 
50 

48 
58 
75 

NOTE: GSAMP 07-H1 BONDS ARE MDY/FITCH - NO S&P 

» Alt-A 

Bond 
GSAA 06-15 B4 
GSAA 06-18 B3 
GSAA 06-18 B1 
GSAA 06-18 B2 
GSAA 06-20 B3 

Curr Bal 
2.728 
3.340 
4.109 
2.570 
6.467 

» Scratch & Dent / Seasoned 

Bond 
GSAMP 07-SEA1 M1 
GSAMP 07-SEA1 M2 

» Second Liens 

Bond 
GSAMP 06-S1 M4 
GSAMP 06-S1 M5 

GSAA 06-S1 M5 
GSAA 06-S1 M6 
GSAA 06-S1 M7 
GSAA 06-S1 B1 

Curr Bal 
6.029 
4.907 

Curr Bal 
13.695 
12.146 

5.350 
4.180 
5.183 
5.183 

GSAMP 06-S6 M7 5.844 

CBASS 06-SL1 M4 14.288 
CBASS 06-SL1 M6 15.266 

Mdy 
Ba2 
Ba2 
BBB 
BBB­
Ba1 

Mdy 
Aa2 
A2 

Mdy 
Baal 
Baa2 

Baal 
Baa2 
Baa3 
Ba1 

SP 
BBB­
BB 
Baa2 
Baa3 
BBB-

SP 
AA 
A 

SP 

Cpn 
200 
200 
S+175 
S+250 
200 

Cpn 
S+85 
S+120 

Cpn 
S+170 
S+195 

BBB+ S+220 
BBB S+250 
BBB S+375 
BB+ S+800 

Baa3 BBB- S+320 

A1 AA- 57 
A3 A 70 
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OM at Px 
750 
750 
S+175 
S+250 
550 

Offer 
800 
800 
S+185 
S+250 
550 

OM at Px Offer 
S+85 S+95 
S+120 S+150 

OM at Px Offer 
S+170 375 
S+195 550 

S+220 
S+250 
S+375 
S+800 

S+320 

57 
70 

S+235 
S+325 
S+525 
S+900 

S+565 

75 
100 

GS MBS-E-010370496 



NOTE: GSAMP 06-S1 BONDS ARE MDY/FITCH - NO S&P 

Disclaimer: 
This memorandum is solely for internal use in the offices of Goldman, Sachs, and copies of 
this memorandum or any portion thereof may not be made available to customers or otherwise 
distributed outside the offices of Goldman, Sachs. If applicable, the information 
contained herein should be considered in conjunction with the prospectus or other official 
offering document relating to these securities which may be subject to completion or 
amendment. 
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From: Gasvoda, Kevin 
Sent: Monday, February 12, 20078:49 AM 

Montag, Tom To: 
Cc: 
Subject: 

Ruzika, Richard; Sparks, Daniel L 
FW: Mortgage Risk - Credit residential 

Attachments: Picture (Metafile); Picture (Metafile) 

To III , 

Here is the hybrid/option arm equivalent to the credit resid email from last week. This book is similar to the credit 
loan books (alt-a, subprime, 2nds and 8&0) because it purchases loans and retains levered equity as 
a principal. Goal is to have good turnover in the loan book (securitize quickly) and manufacture 
attractive equity (primarily in Option Arms, not hybrids, since option arm structures are similar to Alt­
Nsubprime structures). Clay has done a great job finding buyers for a lot of the equity created to 
date. Also note, as you move from the llIost credit sensitive areas (8&0, 2nds, subprime to alt .. a 
then prime option arms) the sensitivity of the residual valuation moves dramatically frolll 75% default 
to 75% prepay. 

OPTION ARMS 
• Loans - net short spreads in this sector. 1.SB in loan position (7S0mm securitized in Feb, 7S0mm in 

Mar). Feel good about demand in this sector. Seeing some drift of subprime credit buyer into this 
space-- more a focus on the borrower, rather than spread for rating. No downside surprises expected. 

• Residuals - $1S0mm in residual risk, 100mm is late 06/early 07 production. Actively marketing two 
unlevered residual, 40mm MV as well as a NIM transaction. Expect 8-12mm PL near term on residual 
sales, and reduction of retained levered residual to SOmm invested. Assets booked at 30% ROA, GS 
assumptions. Risk is 70% speed and 30% credit sensitive. Asset will perform well in zero HPA 
environment as speed dominates credit. Hedge fundsbuying this asset as defensive play. 

• Non-investment grade Bonds / MT A Basis 10 - This was the technology applied neg-am securitizations 
from 04 to mid-06. Story is the same that credit (relative PO) hedges the speed risk on the 10. We own 
120mm in MTA 10 hedged with 80mm in non-investment grade subs. We continue to pare down this 
position by selling 10 and Sub packages to hedge funds and mid 20s percent ROA. Like this trade, just 
want to lighten up in current environment. 

Total 

55 30 

29 -140 
6 

5 
5 20 

1 
Total Loans 1,574 

HYBRID ARMS 
• Loans - This position is the smallest it's been in a while. Sold 2B of loans via securitization in January. 

We continue to buy opportunistically, but bank buying right now is through securitization spreads, so not 
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as much to do. Don't see spreads widening in sector as AAA asset will be added to Lehman Agg on April 
1. 

• Non-investment grade Bonds -- 100mm MV in non-investment grade bonds, 04 to 06 vintage. Planning 
a re-remic of delevered non-investment grade assets in March. Expected PL: Smm. 

AAA 
AA+ 
AA 
AA­
A+ 
A 
A­
BBB+ 
BBB 
BBB­
BB+ 
BB 
<BB 

Total Loans 

From: 
Sent: 
To: 
Cc: 
Subject: 

Tom, 

Total 

224 

Gasvoda, Kevin 
Thursday, February 08,2007 11:41 PM 
Montag, Tom 
Sparks, Daniel Lj Ruzika, Richard 
Mortgage Risk - Credit residential 

For clarity, none of the below includes cash bonds in the ABS 2ndry book (Swenson) or COO retained 
positions (FYI - the stress case in COO positions looks like down $25mm, although bonds have been trading 
at our marks). Below pertains strictly to risk in the whole loan trading businesses: 

OVERVIEW 

These are our primary reidiential mortgage businesses wI credit risk: 
• Subprime (Matt Nichols) 
• Scratch & Dent (Michael Cawthon) 
• Alt-A (Genevieve Nestor) 
• Prime Hybrids/Option Arms (Clay DeGiacinto) => I'll send details on this tmrw 
• 2nd liens (Dariush Pouraghabagher) 

Each of these desks buy resi whole loans, securitize them and generally keep some or all of the levered 
equity (residuals). They have 3 primary positions with the following risks: 
• Loans (held pre-securitization on average 4-8 weeks) 

• Bond spreads widen pre-securitization, hedged with ABXJCDS and eurodollars/swaps 
• Duration or rates, hedged wI swaps, mortgages, UST and ED's 
• Liquidity - no bids for bonds 

• Residuals or equity (created in securitization, levered first loss risk held at after-loss yields of 12-30%) 
• Actual losses hedged w/ CDS/ABX since there is some correlation 
• Duration (ED's, swaps) 
(Note, a lot of the performance is dependent on loss timing rather than loss magnitude - big late 
losses may be less painful than small early losses) 

• Retained bonds and NIMs (bonds not sold at securitization time) 
• Spreads (ABXJCDS) 
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• Duration (ED's, swaps, UST) 
(Note, NIM's are rated bonds we create wI residual cashflows that are very short duration and lever our 

residual returns) 

At your and Dan's urging, we are moving all retained bonds to 2ndry trading hands next week (mostly Mike 
Swenson). Also, we are moving all residual positions to a central residual trading desk next week (Cyrus 
Pouraghabagher). 

************************************************************************************************* 

SUMMARY OF LOSSES 

Where we have gotten hurt this year: 
• 2nd lien residual- took $20-25mm write-downs over last 3 months (could lose $5-15mm more) 
• 2nd lien retained bonds - took $18mm write-down this week (could lose $5-15mm more) 
• Subperforming loan book - taking $28mm write-down this week (could lose $20-40mm more) 

What do these areas have in common? - most HPA sensitive sectors. They've crumbled under HPA 
slowdown as these are the most levered borrowers. 

What have we done to mitigate? - we stopped buying subprime 2nd liens in the summer of '06 and have 
focused on alt-a and prime 

- more emphasis at moving new issue bonds at any clearing levels 
- moving retained bonds out of primary desk hands to 2ndry desk 

Next shoe to drop? - '05 vintage subprime residuals, possible creep in bad performance up into alt-a 

***************************************************************************************************** 

SUMMARY OF POSITIONS 
(Note loss ranges below are not predictions. Overall feel good alb our marks at this paint but trying to show 
possible nearer term downSides.) 

SUBPRIME 
• Loans - net short spreads significantly (mostly ABX) and long $3B loans. Don't see a lot of near term 

P&L risk in this position. 
« OLE Object: Picture (Metafile) » 

• Residuals - $204mm (60% is pre-2005 vintage and less risky). Actively marketing $21 mm resid trust 
position (aggregation of a bunch of old deals). OK wI overall valuation, if loss performance deteriorates 
rather substantially over next 3-9 months, we could lose $20-40mm in these positions (mostly '06 
vintage). 

« OLE Object: Picture (Metafile) » 

• Bonds/NIMs - much larger than usual as a byproduct of jamming out a lot of deals in Dec and Jan (some 
of the ABX short intentionally covers us here). Lt· ng $115mm bonds and $81 mm NIMS. Downside on 
bonds is probably $5mm and NIMs could be $10 15mm (we've seen some stronger 2ndry prints last 2 
days but haven't sold any NIMs, have sold $40m bonds). 

« OLE Object: Picture (Metafile) » « OLE Object: Picture (Metafile) » 
I 

I 
ALT-A I 

Sector has not been effected yet by lower credit con;gion but we expect it to come so we've upped due dilg 
and are turning the book fast 
• Loans - Long $5.2B loans (on the high side of normal). Higher quality loans so they produce far less 

lower rated bonds. Hedging wi AAA and BBB A X but net long spreads above BBB's (flat BBB's). 
Priced $660mm deal today so this drops to $4.4 . Feel good alb executing out of loans here. 

« OLE Object: Picture (Metafile) » 
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• Residuals - Importantly, we plan to bring our first Alt-A resid trust in March wi a goal of selling 
$50-100mm of this risk (we'll sell all we get demand for). If defaults spiked up in Alt-a over next 6-9 
months we could drop $20-30mm here. 

« OLE Object: Picture (Metafile) » 

• Bonds/NIMS - Good shape here wi $182mm bonds but $132mm of them AAA and new, working on a 
large BB trade ($44mm owned) and $21 mm NIMs (mostly single A). Risk is in the BB's, could lose 
$5mm in big spread widening. 

« OLE Object: Picture (Metafile) » « OLE Object: Picture (Metafile) » 

2nd LIENS 
• Loans - $550mm of this is seasoned 2nd lien subprime ('05 vintage) that is performing well and will be 

securitized next month. $250mm is Alt-A 2nds (again performing well) and $250mm is prime HELOCs. 
Overall slightly long spreads above BBB and short below. Execution looks OK still on these but we 
could lose $5mm in this space if spreads had to widen more dramatically to place all the bonds. 

« OLE Object: Picture (Metafile) » 

• Residuals - $48mm but $38mm of this is Alt-A 2nds (performing well) and $1 Omm subprime (has been 
written down $20-25mm over last 3 months). The $10mm is mostly prepay penalty value, no value in 
the credit 10's. Could lose $5-15mm if performance problems creeps up into Alt-A 2nd liens in next 3-6 
months. 

• Bonds/NIMs - Took $18mm write down this week. Could drop another $5-15mm if performance falls 
further. Big focus to reduce these positions but bids are hard to come by. 

« OLE Object: Picture (Metafile) » 

S&D 
• Loans - Net long top of the capital structure and short the bottom for the securitizable portion of this loan 

book ($380mm). Remaining subperforming book ($854mm) was written down $28mm this week do to 
poorer cashflows. Very credit sensitive, could lose another $20-40mm if performance falls further 

« OLE Object: Picture (Metafile) » 

• Residuals - $55mm total value, these are cashflowing and less levered structures than Alt-a, subprime, 
etc. (but lower credit quality). Could lose $5-15mm in this book if losses increased more than expected. 

• Retained bonds - The BBB-BB bonds are retained for investment generally and the higher rated are 
marketed. Tougher bond sales since the sizes are small, the deals are private and credit work is 
extensive. We could lose $5-15mm here if losses stepped up and bond spreads widened materially. 

« OLE Object: Picture (Metafile) » 

Goldman, Sachs & Co. 
85 Broad Street, 26th Floor I New York, New York 10004 
Tel: 212-902-8768 I Fax: 212-902-1691 
email: kevin.gasvoda@gs.com 

Kevin S. Gasvoda 
Managing Director 

G(}ldn.\a,n 
S~td'lS 

Fixed Income Currency & Commodities 
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From: 
Sent: 
To: 

Cc: 
Subject: 

Sparks, Daniel L 
Thursday, March 08, 2007 12:50 AM 
Winkelried, Jon (EO 85B30); Montag, Tom; Viniar, David; Cohn, Gary (EO 85B30); 
Sherwood, Michael S; McMahon, Bill; Broderick, Craig 
Ruzika, Richard 
Mortgage risk 

Just spent tonight negotiating with Accredited - they plan to send us $21mm in the 
morning, we have new information on loans in the warehouse line that allows us to feel 
comfortable raining the loan mark by $10mm, and we will buy $50mm of A-1 rated ABCP 
(Accredited vehicle) from accounts (we feel that the collateral is pretty good) that rolls 
Thursday which will prevent ABCP extension. Then all of our EPO claims in subprime would 
be resolved - we may have a small Alt A claims (probably under $lmm). If this happens, the 
outcome is good. New century remains a problem on EPO. 

Aside from the counterparty risks, the large risks I worry about are listed below: 

(1) coo and Residential loan securitization stoppage - either via buyer strike or dramatic 
rating agency change. 

On the COO front, we have been locking people at various parts of the capital structure 
(with a primary focus on the super-seniors - top 50% of the deal), and rushing to get 
deals rated. We have liquidated a few deals and could liquidate a couple more, and we are 
not adding risk (we had slowed down our business dramatically in the past 4 months). Our 
deals break down into 2 $lBB COOs of A-COOs (most risky, but good progress), 2 $lBB AA­
diversified deals (less downside, less progress), and 4 other various smaller deals. We 
have various risk sharing arrangements, but deal unwinds are very painful. 

For residential loans, we have not bought much lately and our largest pool to securitze is 
Alt A ($4.3BB). There is also $1.3BB subprime loans and $700mm seasoned seconds. This 
market is also very difficult to execute in. 

(2) Dramatic credit environment downturn. 

Scratch & dent loans ($900mm), residuals ($750mm), and less liquid bond positions - if the 
credit environment significantly worsens, these positions will be hurt by losses, further 
lack of liquidity and lower prices. 

(3) Covering our shorts. We have longs against them, but we are still net short. 

$4BB single name subprime split evenly between A, BBB, BBB- and $1.3BB of A-rated COOs. 

ABX index - overall the department has significant shorts against loan books and the COO 
warehouse. The bulk of these shorts ($9BB) are on the AAA index, so the downside is 
limited as the index trades at 99. 

Our shorts in (3) above have provided significant protection so far, and should be helpful 
for (1) and (2) in very bad times. However, there is real risk that in medium moves we get 
hurt in all 3 areas. 

Therefore, we are trying to close everything down, but stay on the short side. But it 
takes time as liquidity is tough. And we will likely do some other things like buying puts 
on companies with exposures to mortgages. 

-----Original Message-----
From: Winkelried, Jon (EO 85B30) 
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Sent: Wednesday, March 07, 2007 1:15 PM 
To: Sparks, Daniel L; Montag, Tom; Viniar, David; Cohn, Gary (EO 85B30); Sherwood, Michael 
S; McMahon, Bill 
Cc: Ruzika, Richard 
Subject: Re: Originator exposures 

Thanks for that summary. Not bad 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Sparks, Daniel L 
To: Montag, Tomi Viniar, David; Winkelried, Jon; Cohn, Gary; Sherwood, Michael Si McMahon, 
Bill 
Cc: Ruzika, Richard 
Sent: Wed Mar 07 12:09:03 2007 
Subject: Originator exposures 

Rich and I were catching up. I will send this group another message of our potential large 
risk areas as further stress happens, and our mitigation plans. 

As for the big 3 originators - Accredited, New Century and Fremont, our real exposure is 
in the form of put-back claims. Basically, if we get nothing back we would lose around 
$60mm vs our loans on our books (we have a reserve of $30mm) and the loans in the trusts 
could lose around $60mm (we probably suffer about 1/3 of this in ongoing exposures). The 
reason it is not clear is that the loans are not worth 0, there is some value, so there 
are estimates as to what happens on those loans. 

Rumor today is that the FBI is in Accredited. 

Other big risk areas I will discuss later relate to COO and loan execution (rating agency 
or market shutdown), covering single name and index shorts (liquidity), and retained 
residuals and loan positions (if collateral performance turns worse) . 
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From: 
Sent: 
To: 
Subject: 

x-gs-classification: 

Ostrem, Peter L 
Friday, March 09, 2007 7:51 AM 
Sparks, Daniel L 
FW: help 

Internal-GS 

I agree with Yusuf's comments on new clients. Middle east, french banks, macro hedge 
funds could and are making these deals "work" currently. We need more progress on the 
macro hedge fund side and we need to support mid-east sales better to make more progress 
(Mitch is going to mid-east to cover me on the trip I had to cancel) . 

In the mid-east, I have pitched 2 CDO squareds backed by BBB and A debt from our retained 
inventory (upcoming deals too). This could be the take-out of our take-down from the 
current pipeline and old positions still held. 

-----Original Message----­
From: Aliredha, Yusuf 
Sent: Friday, March 09, 2007 1:38 AM 
To: Sparks, Daniel L; Schwartz, Harvey; Raz, Shlomi; Bash-Polley, Stacy; Wiesel, Elisha; 
McDonald, Ian (New York) 
Cc: Madoff, Paula; Gmelich, Justin; Cornacchia, Thomas; Street, Patrick; Ricciardi, 
Steven; Swenson, Michael; Birnbaum, Josh; Lehman, David A.; Rosenblum, David J.; Ostrem, 
Peter L; Bohra, Bunty; Gasvoda, Kevin; Wright, Neil; Faker, Carl; Zaimi, Sanaz 
Subject: RE: help 

The key to success in the correlation melt-down 2 years ago was getting new 
clients/capital into the opportunity quickly. Saved/made us a lot of money. Lots of 
banks and real money clients in Europe and middle east and lots of macro hedge funds are 
not involved and not feeling pain. In Europe we need a summary of key opportunities/axes 
and I will get the team to focus on. 2-3 most important things plus sales talking points 
rather than laundry list. Will then get team on conference call to discuss. 

Dan on a separate subject I will send you summary form middle east team on what they need 
focus on. 

tks 

-----original Message----­
From: Sparks, Daniel L 
Sent: Friday, March 09, 2007 4:22 AM 
To: Schwartz, Harvey; Raz, Shlomi; Bash-Polley, Stacy; Wiesel, Elisha; McDonald, Ian (New 
York) 
Cc: Madoff, Paula; Aliredha, Yusuf; Gmelich, Justin; Cornacchia, Thomas; Street, Patrick; 
Ricciardi, Steven; Swenson, Michael; Birnbaum, Josh; Lehman, David A.; Rosenblum, David 
J.; Ostrem, Peter L; Bohra, Bunty; Gasvoda, Kevin 
Subject: RE: help 

Sales has made major contributions for desk priorities in the recent weeks, examples 
include Av and Davilman in the US, and Giles in London - outstanding results to 
priorities. There has also been success grinding out retained positions - Gaddi and 
Riccardi for instance. 

Our current largest needs are to execute and sell our new issues - COOs and RMBS - and to 
sell our other cash trading positions. There is the perception out there - I heard it 
twice today from issuers/managers - that we are having trouble moving cash securities, 
that it is causing our view of the markets to be overly negative, and that the result is 

Permanent Subcommittee on Investigations 
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worse execution for them. I tend to think we are just realistic and others are hoping the 
market is better than it really is, but we have significant positions that we need to 
move, and I think our offerings should look cheap relative to where it sounds like 
competitors are. I can't overstate the importance to the business of selling these 
positions and new issues. 

Aside from that, there are signi£icant relative value trades that should be attractive to 
accounts and fit us nicely - index vs index, cash vs cds, index vs single name, name vs 
name. There is so much dislocation that the trading opportunities for us and accounts are 
very interesting. We have put together a few specific ideas related to these, but we can 
do much more. Bid/offer is good right now, and we can be successful both ways if accounts 
disagree with our ideas and want to take the other side. 

The 3 things to keep in mind: 
(1) The market is so volatile and dislocated that priorities and relative value situations 
change dramatically and constantly 
(2) Liquidity is so light that discretion with information is very important to allow 
execution and avoid getting run over 
(3) The team is working incredibly hard and is stretched - we are adding some resources 

I think brief meetings (2 times weekly) with a small group - trading leaders and 
marketing/sales leaders to review ideas and priorities would be very helpful. 
I also think sales and marketing leaders spending time with the traders on 26 and 
communicating constantly are very important. 

And the trading team knows it has to improve in its communication. 

The contributions from sales of the past few weeks have been fantastic, and the 
opportunties continue to be great. 

Priority 1 - sell our new issues and our cash positions. 

-----Original Message----­
From: Schwartz, Harvey 
Sent: Thursday, March 08, 2007 7:31 PM 
To: Raz, Shlomi; Bash-Polley, Stacy; Wiesel, Elisha; McDonald, Ian (New York) 
Cc: Madoff, Paula; Sparks, Daniel L; Aliredha, Yusuf; Gmelich, Justin; Cornacchia, Thomas; 
Street, Patrick; Ricciardi, Steven 
Subject: RE: help 

Dan, 

Seems to me ... one of our biggest issues is how we communicate our views of the market --­
consistently with what the desk wants to execute. Dan -- realize the desk is swamped -­
but clearly marketing and sales leadership cant operate in a vaccum -- so need someone 
that will represent trading in driving our communication broadly with marketing how 
should we approach .... as this has been difficult in the past when marketts were calmer and 
less demanding of the desks attention. 

If best talked offline ... no worry 

-----Original Message----­
From: Raz, Shlomi 
Sent: Thursday, March 08, 2007 10:02 AM 
To: Bash-Polley, Stacy; Wiesel, Elisha; McDonald, Ian (New York) 
Cc: Schwartz, Harvey; Madoff, Paula; Sparks, Daniel L; Aliredha, Yusuf; Gmelich, Justin; 
Cornacchia, Thomas; Street, Patrick; Ricciardi, Steven 
Subject: RE: help 

Understood ... here is what we are working on and could work on: 

1. In Progress: Short Credit Portfolio / Short Multi-Asset Class Ideas - Elisha and I 
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are putting together a presentation on the various short strategies we can show macro 
funds that take advantage of a market imbalance or cheap convexity/volatility. Given the 
success of this pitch/trade strategy with hedge funds and pension funds (approx 10-12mm in 
two months of NPV) we intend on rolling it out more broadly. 

2. Potential: Relative value on cash inventory vs. TABX - this is more tricky ... we can 
show the relative value of combining cash equity and TABX super senior (as a long 
correlation/convexity trade) and are doing this on a limited basis - but we still need to 
better develop our analytical capabilities to deliver more compelling relative value 
analysis. 

3. In Progress: Partnership with /Development of Distressed Investors - Tom Cornacchia 
made a good point that in the same way that hedge funds purchased the downgraded and 
depressed CDO positions held by institutional investors in 2001-2003 - we may want to 
partner with these funds not only in the sourcing/placement of distressed mezz - but also 
in the purchase of loan portfolios and servicers ... Elisha and I will be meeting with Tom 
today to discuss targeting accounts covered by distressed sales. 

4. Potential: Fund of Distressed CDOs - whether in fund or CDO format - the aggregation 
of residual positions and secondary market opportunities may make sense - we should work 
with the structuring group to find out if they have anything in the works along these 
lines. 

5. Potential: Principal protected mezzanine - I think we should work with the 
structuring team to show principal protected mezzanine (give BBB spreads at over 1000 bps 
these trades should be viable) ... Steve Riccardi spoke to Matt Bieber about this ... r think 
this is a great idea - I just don't know if the structuring team has time to focus on 
this. We will speak with David/Peter on this today. 

-----Original Message----­
From: Bash-Polley; Stacy 
Sent: Thursday, March 08, 2007 9:28 AM 
To: Wiesel, Elisha; Raz, Shlomi; MCDonald, Ian (New York) 
Cc: Schwartz, HarveYi Madoff, Paulai Sparks, Daniel Li Aliredha, Yusuf; Gmelich, Justin; 
Cornacchia, Thomas 
Subject: help 

Had a call today with yusuf paula etc .. Think we really need some ideas to show in 
different flavors-and make sure we are reaching the next wave of players here .and abroad 

1. for macro folks who look at go long/short visa vis index-what breakevens (default /cum 
losses) across cap structure on abx. Also in cds we are can offer protection on port. Of 
single names-- shlomi-assume you know what we are doing here .. But could help get the word 
out a bit more broadly over the pond 2. On cash 

- For those who are interested in going long--
we have new issue and secondary cash positions in CDOs (AA/A/BBBs) that we 

need to sell- clealry the cdo/mtg experienced pple will do the normal work they do on 
these deals .. But for those who are less experienced in the product may want a more 
diversified-- approach to managers-- obv they can do our cdo sq .. Or they can look at a 
bespoke trade .• Can we see what the numbers look like (with realistic pricing) .. 

These are basic concepts .. Which r think we need to "package" for slspeople who are a bit 
further removed. Obviously any creative ideas you have would be helpful.tx 
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From: Nanik, Manisha 

Sent: Tuesday, March 13, 2007 5:45 PM 

To: Morris, Loren 

Subject: FW: New Century EPOs 

Below is summary of findings. Attached loan level detail. Let me know if you have any questions .. 

- approx 7% of the pool has material occupancy misrepresentation where borrowers took out anywhere from 4 to 
14 loans at a time and defaulted on all. These loans in combination with other layered credit risks are potentially 
problematic. . 
Your risk is in the loan performance and difficulty foreclosing, and the second liens would be potentially unsecured. 

- approx 20% of the pool has material compliance issues. These are mainly missing final huds. We found state 
specific issues as well. Seller is currently working on addressing the compliance errors. 
If we cannot put these loans back we will need to consider option of our servicer fixing the errors via refinance, 
refund, or redisclosure. Loans in FC or delinquent loans may have to be handled differently. 

- approx 10% of the pool is flagged as potential REO or potential unsecured (if 2nd lien). This is based on layered 
credit risk in combination with the new dd results such as fico drift, multiple dlq loans, bpo results 

- approx 5% of the pool was possibly originated fraudulently based on the dd results. Main findings: possible 10 
theft, broker misrepresentation, straw buyer, and falsification of information in origination docs .. 
If we cannot put these loans back, your risk is in the loan performance and you may have to charge off the loans. 
There is reputation/headline risk as well. 

- Custodian has not received the final/trailing collateral documents (final title policy and recorded mortgage). Risk 
is we may never receive the docs and may experience delays in fc or inability to fc. 

- Based on updated 3/1 data recd from new century, approx 62% of the pool has not made any pmts. (4% were 
reversed pmts/nsf). 

- please note the masterpiece includes BPO combined ltv based on silent seconds found. The cltv on the original 
jsheet was misrepresented. 

- approx 38% of the loans are out of tolerance. 10% of these have bpo combined cltv > 150% 

- I recommend putting back 26% of the pool .... if possible. 

- loan level detail of issues for your reading pleasure Column C to 0 

Recommended Action # upb Yo 
NO ACTION 1 223000 0.34°1c 
PUTBACK 72 17308987 26.70°1c 
REPRICE 48 8932511 13.78°1c 

Recommended Action Issues # upb 
PUTBACK 72 173089 
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REPRICE 

NO ACTION 

Manisha Nanik 
Ph: (727) 825-3828 
Fax: (212) 428-9847 

compliance 
compliance; loan status/performance 
compliance; potential fraud 
compliance; potential REO 
compliance;~otential unsecured 
compliance; property/value 
pompliance; property/value; potential unsecured 
potential fraud 
Ipotential fraud; potential REO 
potential fraud; potential unsecured 
potential fraud; property/value;j)otential unsecured 
Iproperty/value 
property/value; potential REO 

loan status~erformance 
Ipotential REO 
potential unsecured 
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From: 
Sent: 
To: 
Subject: 

Black, Robert N 
Wednesday, March 21, 200711 :39 AM 
ficc-spcdo; ficc-spgsyn 
Non-traditional Buyer Base for COO AXES 

We have pushed credit sales to identify accounts in the credit space that would follow 
yield into the ABSCDO market, and tried to uncover some non-traditional buyers. 

Below is a list of higher delta. accounts uncovered so far; and we continue to push for 
leads. We are working with sales on these accounts to push our axes. 

Redacted by the Permanent 
Subcommittee on Investigations 
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To: 

From: 

Date: 

Re: 

Date: 
Time: 
Location: 

MEMORANDUM 

Members of the Mortgage Capital Committee 

Martha Rocha 1 Kenneth Lakra 

3/23/2007 3: 12:09 pm 

Agenda for Monday, March 26, 2007 

Monday, March 26, 2007 
01 :OOpm NY time 

Bridge Number 
85 Broad I 27 A in New York 
212-902-0990 

The following is a list oftransactions scheduled for review on Monday, March 26, 2007: 

Redacted By 

Permanent Subcommittee on Investigations 

5. GSAMP 2007-HE2 

Goldman 
Sacl1s 

Goldman Sachs to securitize approximately $960 million of sub prime mortgage loans purchased by 
Goldman Sachs Mortgage Company from New Century (71.91%), Aegis (12.12%), SouthStar (11.06%), 
and other originators each representing 3% or less of the total. The securitization is scheduled to be 
completed by April 12, 2007, and will utilize a Senior/Sub OC structure. The collateral backing the 
GSAMP 2007-HE2 deal is comprised of 5,030 loans with a combined original LTV of 81.38%, and FICO 
score of 622. 
Memo Delivery Status: To Follow .... -----..... Permanent Subcommittee on Investigations 
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From: Tourre, Fabrice 

Sent: Friday, March 30, 200710:58 AM 

To: Sparks, Daniel L; Wisenbaker, Scott; Lehman, David A.; Egol, Jonathan; Ostrem, Peter L 

Subject: ABACUS 07-AC1 status 

This transaction has been showed to selected accounts for the past few weeks. Those selected accounts had previously 
declined participating in Anderson mezz, Point Pleasant and Timberwolfe. We have gotten traction on the AAAs, and have 
approximately $200mm of orders on the class A1 and A2 tranches (IKB and ACA). We would like to execute and price 
these tranches by end of next week, and at the same time update price talks on other available tranches (AAs and As). 
Plan would still be to ask sales people to focus on Anderson mezz, Point Pleasant and Timberwolfe, but if accounts pass 
on these trades, steer them towards available tranches in ABACUS 07-AC1 since we make $$$ proportionately with the 
notional amount of these tranches sold. Wanted to make sure everyone is comfortable with this plan. 

Goldman, Sachs & Co. 

85 Broad Street I 26th Floor I New York, NY 10004 

Tel: 212-902-5891 I Fax: 212-493-0.1061 Cell: 917-1' ••• 

Email: fabrice.tourre@gs.com 

Fabrice Tourre 
Structured Products Group 

GoldnuH.1 
Sachs 

_ = Redacted by the Permanent 

This material has been prepared specifically for you by the Fixed Income Trading Department and is not the product of Fixed Income Research. We are not soliciting any action 
based upon this material. Opinions expressed are our present opinions only. The material is based upon information which we consider reliable, but we do not represent that it is 
accurate or complete, and it should not be relied upon as such. Certain transactions, including those involving futures, options and high yield securities, give rise to substantial 
risk and are not suitable for all investors. We, or persons involved in the preparation or issuance of this material, may from time to time, have long or short positions in, and buy 
or sell, the securities, futures, options or other instruments and investments identical with or related to those mentioned herein. Goldman Sachs does not provide accounting, tax or 
legal advice; such matters should be discussed with your advisors and or counsel. In addition, we mutually agree that, subject to applicable law, you may disclose any and all 
aspects of this material that are necessary to support any u.s. federal income tax benefits, without Goldman Sachs imposing any limitation of any kind. This material has been 
issued by Goldman, Sachs & Co. and has been approved by Goldman Sachs International, which is regulated by The Financial Services Authority, in connection with its 
distribution in the United Kingdom and by Goldman Sachs Canada in connection with its distribution in Canada. Further information on any of the securities, futures or options 
mentioned in this material may be obtained upon request and for this purpose persons in Italy should contact Goldman Sachs S.I.M. S.p.A. in Milan, or at its London branch 
office at 133 Fleet Street. 

This material does not evidence or memorialize any agreement or legally binding commitment between any parties and does not constitute a contract or commitment to provide 
any financing or underwriting. Any financing or underwriting is subject in all respects to internal credit approval at Goldman Sachs, and is subject to, among other things, the 
completion of documentation in form and substance satisfactory to Goldman Sachs. 

This message may contain information that is confidential or privileged. If you are not the intended recipient, please advise the sender immediately and delete the message. See 
hun:l!ww\\l~ c;omldisd'lirnerlcI!I!!.il for further information on confidentiality and the risks inherent in electronic communication. 

© Copyright 2006 The Goldman Sachs Group, Inc. All rights reserved. 

See http://www.gs.com/disciaimcr/email-salcsandtrading.htllli for important risk disclosure, conflicts of interest and other terms and conditions relating to this e-mail and your 
reliance on information contained in it. This message may contain confidential or privileged information. If you are not the intended recipient, please advise us immediately and 
delete this message. See !!!!ll~ltY.:~ll~,g~,w.mlrtigJ.<!!))~.~!l~m!!i!l for further information on confidentiality and the risks of non-secure electronic communication. If you cannot 
access these links, please notify us by reply message and we will send the contents to you. 
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From: 
Sent: 
To: 
Subject: 

Raazi, Cactus 
Thursday, April OS, 200710:36 AM 
Brad Rosenberg 
Brad - please take a look at this 

. Brad - please take a look at this portfolio. These are all dirty '06 originations that we are going to trade as a block. You 
are not the only client. seeing this so time will be of the essence. 

Save the price discussion for later - at the moment you might want to figure out whether this portfolio suits your 
objectives. 

- 30 Baa2 ref obs that we could offer as a package at +625bps ($15mm per name, $450mm total) 

ACCR 2006-2 M8 
ACE 2006-HE2 M8 
BSABS 2006-HE6 1 M8 
FFML 2006-FF4 M8 
FMIC 2006-2 M8 
GSAMP 2006-HE4 M8 
H EAT 2006-4 M8 
H EAT 2006-8 M8 
IXIS 2006-HE1 B2 
JPMAC 2006-HE2 M8 
JPMAC 2006-HE3 M8 
MABS 2006-NC1 M8 
MLMI 2006-MLN1 B2 
MLMI 2006-RM4 B2 
MSAC 2006-WMC1 B2 
MSC 2006-HE1 B2 
NCMT 2006-1 M8 
NHELI 2006-WF1 M8 
NHELI 2007-2 M8 
OOMLT 2007-1 M8 
RAMC 2006-1 M8 
RAMP 2006-EFC1 M8 
RASC 2006-EMX3 M8 
SABR 2006-0P1 B2 
SABR 2007-NC2 B2 
SAIL 2006-BNC3 M7 
SAST 2006-2 B2 
SVHE 2006-0PT5 M8 
WMABS 2006-HE2 M8 
WMABS 2006-HE3 M8 

00437NAM4 
004421Z08 
07388UAL4 
362334GC2 
31659EAMO 
362439AN1 
437084VY9 
43709QAP1 
45071 KON1 
46625SAN6 
46629VAN5 
57643LNP7 
59023AAN6 
59023QAN1 
61744CXV3 
6174510Z9 
65106AAV5 
65536RAM8 
65537MAN6 
684000AP9 
759950HG6 
76112BW63 
76113ACJ8 
81375WJN7 
81378GAMO 
86361KAM9 
80556XAP2 
83612CAN9 
93934JAM6 
93934MAN7 

From: Cornacchia, Thomas 
Sent: Thursday, April 05, 2007 9:46 AM 
To: 
Cc: 

Raazl, Cactusj LoBue, UndsaYj Grlnsteln, Veronlcaj Bhavsar, Avanlsh R 
Swenson, Mlchaelj Salem, Deeb 

Subject: AN: let's sell ",200mm In Baa2 protection ... 

Get this done please .. who is the better salespaerson?? 

From: Swenson, Michael 
Sent: Thursday, April 05, 2007 9:42 AM 

Permanent Subcommittee on Investigations 
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To: Salem, Deebi Cornacchia, Thomas 
Subject: RE: let's sell ~200mm in Baa2 protection ... 

Make that 500mm 

From: 
Sent: 
To: 
Cc: 
Subject: 

Salem, Deeb 
Thursday, April OS, 2007 9:35 AM 
Cornacchia, Thomas 
Swenson, Michael 
let's sell ~200mm In Baa2 protection ... 

Confidential Treatment Requested by Goldman Sachs 
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From: 

Sent: 

To: 

Subject: 

Raazi, Cactus 

Sunday, April 15, 2007 8:27 PM 

Chan, Daniel 

Dan: ABACUS 07-AC1 

Attachments: ABACUS 2007-AC1 Reference Portfolio 20070328.xls 

Da.n - seems we might have to book these pigs. Pis ask Michael if he has already booked them - jf not then ask him to let 
you know how you are supposed to book them - tllanks 

From: Barbieri, Michael C. 
Sent: Thursday, April 12, 2007 10:42 AM 
To: Raazi, Cactus 
Cc: Tarantino, Jason 
Subject: FW: ABACUS 07-ACt 

Hey Cactus - Can you book these when you get a chance? Let me know if you need any guidance. 

Thanks, 
Mike 

From: Tourre, Fabrice 
Sent: Tuesday, April 03, 2007 2:37 PM 
To: ficc-mtgcorr-tradeapproval 
Cc: Raazi, Cactus 
Subject: ABACUS 07-ACl 

In connection with the ABACUS 07-AC1 transaction which is expected to price on Tuesday, April 1 0, 2007, we 
expect, on that same day, to execute the following tranched CDS with Paulson (entity would be Paulson Credit 
Opportunities) : 

-- GS sells protection on $50mm notional of 35%-45% tranche off ABACUS 07-AC1 reference portfolio at a price of 
2.30% upfront, 1.16% p.a. - 2 year non-cail 
-- GS sells protection on $142mm notional of 21%-35% tranche off ABACUS 07-AC1 reference portfolio at a price 
of 2.30% upfront, 1 .41 % p.a. - 2 year non-cail 

See attached reference portfolio. 

GS Strat: can you include this portfolio in TAP? 

GS Credit: can you please confirm that we are ok with those trades, and confirm the margin, if any, associated with 
those trades. 

Goldman, Sachs & Co. 

85 Broad Street I 26th Floor 1 New York, NY 10004 

Tel: 212-902-5891 1 Fax: 212-493-01061 Cell: 917_._ 

Email: fabrice.tourre@gs.com 

Fabrice Tourre 
Structured Products Group 

G~)~dm.an 

S~H.~hS 

- = Redacted by the Permanent 

Subcommittee on Investi ations 
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From: Kim, Anthony H. 
Sent: Thursday, April OS, 20073:51 PM 
To: 

Cc: 

Sparks, Daniel L; Gasvoda, Kevin; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, 
Thomas; Ruzika, Richard; Bohra, Bunty; Swenson, Michael; Lehman, David A. 
ficc-spgsyn 

Subject: FW: GS Syndicate RMBS Axes (INTERNAL) 

**INTERNAL** 

Over the past few weeks we've continued to move several COO and subprime positions. COO 
positions include -45mm of Anderson Mezz paper and Coolidge and Timberwolf bonds. On the 
resi side we were able to move A, BBB and BB risk off of our retained '07 positions. We 
continue to work with sales and the product desks to move this risk quickly. Total sales 
below: 

Subprime 330.235mm 38%) 
Alt-A 225.988 26%) 
COO 262.250 31%) 
Seconds 38.603 4%) 
Hybrids 2.355 ( .2%) 
Total 859.431mm (100%) 

Let us know if there are any questions. 

From: 
Sent: 
To: 

GS Syndicate 
Thursday, April 05, 2007 3:31 PM 
ficc-sales-spg 

Cc: 
Subject: 

Sparks, Daniel L; Gasvoda, Kevin; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, Thomas; Bohra, Bunty; ficc-spgsyn 
GS Syndicate RMBS Axes (INTERNAL) 

**INTERNAL ONLY** 

Great job by Robert Gaddi moving us out of 6mm of our BBB-, Fremont, subprime risk. 
Please continue to focus on the bonds below: 

Priorit~ Second Liens 

** These CBASS bonds are a focus position that we need to move -- please come back with 
feedback on levels 

Bond Curr Bal Mdy SP Cpn Offer 
CBASS 06-SLI M4 14.288 Al AA- L+57 200 
CBASS 06-SL1 M6 15.266 A3 A L+70 300 

2ft ion ARMs 

Bond Curr Bal Mdy SP Cpn Offer (OM 
AT 25CPR 
YTC) 

RALI 2007-QH3 Al 66.727 Aaa AAA L+16 19 
RALI 2007-QH3 M3 1.756 Aa2 AA- L+60 70 
RALI 2007-QH3 M4 1. 581 Aa2 A+ L+70 110 
RALI 2007-QH3 M5 1.229Aa3 A L+75 125 
RALI 2007-QH3 M6 1.229 Al A- L+80 140 
RALI 2007-QH3 M7 1. 23 A2 BBB+ L+150 225 
RALI 2007-QH3 M8 1.58Baa1 BBB- L+150 450 
RALI 2007-QH3 M9 1.756 Baa2 BB L+150 825 

Permanent Subcommittee on Investigations 
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CWALT 2007-0A4 M6 
CWALT 2007-0A4 M7 
CWALT 2007-0A4 M8 
CWALT 2007-0A4 M9 

Subprirne 

Bond 
GSAMP 07-HE1 B2 

GSAMP 06-FM2 M8 
GSAMP 06-FM2 M9 

GSAMP 07-FM2 M5 
GSAMP 07-FM2 M7 

3.631 Aa3 
3.632 A2 
3.632 Baal 
3.631 Baa3 

Curr Bal Mdy 
6.000Ba2 

11.750 Baa2 
9.196 Baa3 

12.025 A2 
7.640 Baal 

A­
BBB+ 
BBB 
BBB-

S&P 
BB 

BBB+ 
BBB-

A 

BBB+ 

** Note the ratings for the HI deal are Moodys/Fitch 
Bond Curr Bal Mdy Fitch 
GSAMP 07-H1 M6 5.007 A3 A-

Alt-A 

Bond 
GSAA 07-3 B3 

GSAA 07-2 AF5A 
GSAA 07-2 AF5B 
GSAA 07-2 B1 
GSAA 07-2 B2 

GSAA 06-15 B4 
GSAA 06-18 B1 
GSAA 06-18 B2 
GSAA 06-18 B3 
GSAA 06-20 B3 

Second Liens 

Bond 
GSAA 06-S1 M5 
GSAA 06-S1 M6 
GSAA 06-S1 M7 
GSAA 06-S1 B1 

GSAMP 06-S6 M7 

GSAMP 06-S4 B2 

Disclaimer: 

Curr Bal Md~{ 

6.499Baa3 

8.000 Aaa 
5.373 Aaa 
3.051 Baal 
4.576Baa3 

2.736Ba2 
4.109 Baa2 
2.570 Baa3 
3.340 Ba2 
6.467 Bal 

Curr Bal Md:~ 

5. 35 Bai~l 
4.18Baa2 

5.183 Baa3 
5.183 Bal 

5.844 Baa3 

8.809Ba.2 

SP 
BBB-

AAA 

AAA 

BBB+ 
BBB-

BBB­
BBB 
BBB­
BB 
BBB-

SP 
BBB+ 
BBB 
BBB­
BB+ 

BBB-

BB+ 

L+80 
L+125 
L+150 
L+150 

Cpn 
250 

105 
205 

50 
135 

Cpn 
75 

Cpn 
200 

6.099 
6.148 
6.79 
6.79 

200 
6.767 
7.26 
200 
200 

Cpn 
7.00% 
7.00% 
7.00% 
7.00% 

7.00% 

6.90% 

145 
220 
275 
450 

Offer 
1800 

400 
650 

235 
570 

Offer 
350 

Offer 
550 

S+120 
S+125 
S+300 
S+500 

1000 
S+400 
S+500 
1300 
1000 

Offer 
S+550 
S+825 
S+1125 
S+1500 

S+1000 

S+1650 

This memorandum is solely for internal use in the offices of Goldman, Sachs, and copies 
of this memorandum or any portion thereof may not be made available to customers or 
otherwise distributed outside the offices of Goldman, Sachs. If applicable, the 
information contained herein should be considered in conjunction with the prospectus or 
other official offering document relating to these securities which may be subject to 
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From: 
Sent: 
To: 

Subject: 

Broderick, Craig 
Friday, May 11, 2007 1 :48 PM 
Rapfogel, Alan; Wildermuth, David; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, 
Lee 
RE: COO's - Mortgages 

Sparks and the Mtg group are in the process of considering making significant downward adjustments to the marks on 
their mortgage portfolio esp COOs and COO squared. This will potentially have a big P&L impact on us, but also to our 
clients due to the marks and associated margin calls on repos, derivatives, and other products. We need to survey our 
clients and take a shot at determining the most vulnerable clients, knocl, on implications, etc. This is getting lots of 30th 
floor attention right now. 

From: 
Sent: 
To: 
Subject: 

Wildermuth, David 
Friday, May 11, 2007 1:40 PM 
Sedita, Amy; Broderick, Craig; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, Lee; Rapfogel, Alan 
RE: COO's - Mortgages 

What is the topic/discussion here? I have a conflict but can probably attend tile first 1/2 hour. Depending on the 
topic, I can try to move my 2:30?? 

From: 
Sent: 
To: 
Subject: 
When: 
Where: 

Sedita, Amy 
Friday, May 11, 2007 1:00 PM 
Broderick, Craig; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, Leei Rapfogel, Alani Wildermuth, David 
Updated: COO's - Mortgages 
Friday, May 11, 2007 2:00 PM-3:00 PM (GMT-OS:OO) Eastern 11 me (US & Canada). 
9B -- "'Dam: 800- 7 Mod PC:~ Part PC~Client 10_ 

*updated with dial in #. 

Confidential Treatment Requested by Goldrr 
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CONFIDENTIAL 

ABACUS 2006-11 , LTD. 
(Incorporated with limited liability in the Cayman Islands) 

ABACUS 2006-11, INC. 

U.S.$82,500,OOO Class A-1 Variable Rate Notes, Due 2045 
U.S.$45,937,500 Class A-2 Variable Rate Notes, Due 2045 
U.S.$19,375,OOO Class B Variable Rate Notes, Due 2045 
U.S.$18,750,OOO Class C Variable Rate Notes, Due 2045 
U.S.$10,OOO,OOO Class D Variable Rate Notes, Due 2045 

Class E Variable Rate Notes 

Secured Primarily by (i) the. Collateral and (iI) the Issuer's rights under (a) the Collateral Put Agreement, . 
(b) the Basis Swap and (c) as Protection Seller, the Credit Default Swap referencing a pool of 

CMBS Securities, COO CRE Securities and RMBS Securities 

The Notes are being offered hereby by Goldman, Sachs & Co. to Qualified Institutional Buyers in the United States in reliance on 
Rule 144A under the Securities Act. In addition to the offering of the Notes in the United States, Goldman, Sachs & Co., selling through 
its agent, Goldman Sachs International is concurrently offering the Notes outslde the United States to non-U.S. Persons in offshore 
transactions In reliance on Regulation S under the Securities Act. See "Underwriting". 

The Notes of any Class may be issued in more than one Series due to differences in one or more of the date of issuance, the 
Series Interest Rate, the Approved Currency in which such Notes are denominated, the Stated Maturity, the Non-Call Period and the 
date from which interest will accrue. 

See "Risk Factors" beginning on page 23 to read about factors you should consider before buying the Notes. 

There is no established trading market for the Notes. Application will be made to admit the Notes on a stock exchange of the 
Issuer's chOice, If practicable. There can be no assurance that any such admission will be sought, granted or maintained. 

It is a condition of the issuance of the Notes issued on the ClOSing Date that, the Class A-1 Notes be issued with a rating of "AAA" 
by Standard & Poor's Ratings Service, a division of The McGraw-Hili Companies, Inc. ("S&P") and at least "Aaa" by Moody's investors 
Service, inc. ("Moody's"), that the Class A-2 Notes be Issued with a rating of "AAA" by S&P and at least "Aa1" by Moody's, that the 
Class B Notes be Issued with a rating of at least "AA-" by S&P and at least "Aa3" by Moody's, that the Class C Notes be issued with a 
rating of at least "A-" by S&P and at least "A2" by Moody's and that the Class 0 Notes be issued with a rating of at least "BBB" by S&P 
and at least "Baa 1" by Moody's. A credit rating is not a recommendation to buy, sell or hold securities and may be subject to revision or 
withdrawal at any time by the assigning rating agency. See "Rating of the Notes". 

See "Underwriting" for a discussion of the terms and conditions of the purchase of the Notes by the Initial 
Purchaser. 

CERTAIN PLEDGED ASSETS OF THE ISSUER ARE THE SOLE SOURCE OF PAYMENTS ON THE NOTES. THE NOTES DO 
NOT REPRESENT AN INTEREST IN OR OBLIGATIONS OF, AND ARE NOT INSURED OR GUARANTEED BY, THE HOLDERS OF 
THE NOTES, GOLDMAN, SACHS & CO., GOLDMAN SACHS INTERNATIONAL, THE ADMINISTRATOR, THE SHARE TRUSTEE, 
THE PROTECTION BUYER, THE BASIS SWAP COUNTERPARTY, THE COLLATERAL PUT PROVIDER, THE COLLATERAL 
DISPOSAL AGENT OR ANY OF THEIR RESPECTIVE AFFILIATES. THE NOTES HAVE NOT BEEN AND WILL NOT BE 
REGISTERED UNDER THE UNITED STATES SECURITIES ACT OF 1933, AS AMENDED, AND NEITHER OF THE ISSUERS WILL 
BE REGISTERED UNDER THE UNITED STATES INVESTMENT COMPANY ACT OF 1940, AS AMENDED. THE NOTES ARE 
BEING OFFERED AND SOLD IN THE UNITED STATES ONLY TO PERSONS WHO ARE (1) QUALIFIED INSTITUTIONAL BUYERS 
IN RELIANCE ON THE EXEMPTION FROM THE REGISTRATION REQUIREMENTS PROVIDED BY RULE 144A UNDER THE 
SECURITIES ACT AND (2) QUALIFIED PURCHASERS (FOR PURPOSES OF SECTION 3(c)(7) OF THE INVESTMENT COMPANY 
ACT), AND IN ACCORDANCE WITH ANY OTHER APPLICABLE LAW. PROSPECTIVE PURCHASERS ARE HEREBY NOTIFIED 
THAT THE SELLER OF ANY NOTES MAY BE RELYING ON THE EXEMPTION FROM THE REGISTRATION REQUIREMENTS OF 
SECTION 5 OF THE SECURITIES ACT PROVIDED BY RULE 144A. THE NOTES ARE BEING OFFERED AND SOLD OUTSIDE THE 
UNITED STATES TO NON-U.S. PERSONS IN OFFSHORE TRANSACTIONS IN RELIANCE ON REGULATION S UNDER THE 
SECURITIES ACT. THE NOTES ARE NOT TRANSFERABLE EXCEPT IN ACCORDANCE WITH THE RESTRICTIONS DESCRIBED 
UNDER "TRANSFER RESTRICTIONS". 

The Notes are offered by the Initial Purchaser or its agent as specified herein, subject to its right to reject any order in whole or in 
part. It is expected that the Global Notes will be ready for delivery in book-entry form only in New York, New York, on or about 
September 20, 2006, through the facilities of DTC (or Eurociear, with respect to Notes issued In Approved Currencies other than Dollars, 
if any), against payment therefor in immediately available funds. The Notes will have the minimum denomination set forth in 
"Su mmary--Notes". 

Goldman, Sachs & Co .. 

Offering Circular dated September 19, 2006. 
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TRANSACTION OVERVIEW 

This overview is not oomplete and is qualified in its entirety by referenoe to (i) the detailed information 
appearing elsewhere in this Offering Ciroular, (ii) the terms and oonditions of the Notes and (iii) the 
provisions of the doouments referred to in this Offering Ciroular. 

CD 

0) 

® 

® 

Fixed 

Credit Default 
Payments .. Swap I( 

Cash 
Set1lement 
Amounts 

Applicable 
Index 

Basis Swap 
~ 

... 
Collateral 
Interest 
Amount 

100% 
Collateral ~ 

Put Agreement .. 
Collateral Securities 
(if liquidated under 

certain circumstances) 

ABACUS 
2006·11, Ltd. 

ABACUS 
2006·11, Inc. 

Proceeds of the Notes 

... 

Applicable Index piUS the 
Applicable Spread of 
each Series of Notes 

Collateral Interest 
Amount 

at least the Currency Adjusted 
Aggregate Outstanding 
Amount of the Notes, as 

expressed in each Approved 
Currency, as of the Closing 

Date 

Collateral 

On the Closing Date, the Notes wRI be issued in the Original Principal Amount set forth in the ·Summary-Notes'. 
From time to time following the Closing Date, additional Notes of any Class may be issued; provIded, however, that 
the Additional Issuance Principal Amount shall not cause the Aggregate USD Equivalent Outstanding Amount of 
such Class of Notes to exceed the Class Notional Amount of such Class Immediately prior to such additional 
issuance. 
The Issuer will use the net proceeds of the offering of the Notes, together with part or all of the Upfront Payment, to 
purchase the Initial Collateral Securities and Eligible Investments selected by the Protection Buyer; provided that, 
for each Approved Currency, the aggregate principal amount of Collateral Securities and Eligible Investments 
denominated In such Approved Currency and purchased with the proceeds of the offering will equal or exceed the 
Currency Adjusted Aggregate Outstanding Amount of Notes denominated in such Approved Currency on the 
Closing Date. 
On the Closing Date, the Issuer and Goldman Sachs Capital Markets, L.P., as the Protection Buyer, will enter into 
the Credit Default Swap whereby the Issuer (a) sells credit protection to the Protection Buyer with respect to a 
Reference Portfolio of CMBS Securities, CRE COO Securities and RMBS Securities and (b) receives from the 
Protection Buyer (I) an Upfront Payment on the Closing Date and (il) a Fixed Payment on each Payment Date. 
Following the occurrence of a Credit Event and the satisfaction of the Conditions to Settlement, the Issuer will pay 
to the Protection Buyer an amount equal to the Cash Settlement Amount. For a description of all payments to be 
made under the Credit Default Swap, see "The Credit Default Swap-Payment". 

On the Closing Date, the Issuer and Goldman Sachs Mitsui Marine Derivative Products, L.P., as the Basis Swap 
Counterparty, will enter Into the Basis Swap whereby the Issuer (a) pays to the Basis Swap Counterparty any 
Collateral Interest Amount and (b) receives an amount from the Basis Swap Counterparty equal to the sum of the 
products for each Approved Currency in which Outstanding Notes are denominated of: (i) the Applicable Index for 
the Applicable Period; (Ii) the average dally Currency Adjusted Aggregated Outstanding Amount of such Notes 
during the preceding Basis Swap Calculation Period; and (iii) the actual number of days in the preceding BasiS 
Swap Calculation Period In which a payment is made divided by 360. 

On the Closing Date, the Issuer and Goldman Sachs International, as the Collateral Put Provider, will ~nter into the 
Collateral Put Agreement whereby the Issuer will have the right to put a Collateral Security or an Eligible 
Investment (other than Put Exduded Collateral) to the Collateral Put Provider in return for a payment of 100% of 
the principal amount of such Collateral Security or Eligible Investment, as applicable, if It .cannot be liquidated for 
an amount equal to at least 100% of par in connection with (i) the payment by the Issuer to the applicable 
Noteholders of any Currency Adjusted Notional Principal Adjustment Amount, (Ii) an Optional Redemption In 
Whole or a Partial Optional Redemption andlor (iii) under certain circumstances described herein with respect to 
the Stated Maturity of any Series of Notes. 
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SUMMARY 

The following summary is qualified in its entirety by the detailed information appearing elsewhere 
in this Offering Circular. For a discussion of certain factors to be considered in connection with an 
investment in the Notes, see "Risk Factors". 

Capitalized terms used herein but not defined shall have the meanings set forth under "Glossary 
of Defined Terms". 

The Issuers .................................. .. ABACUS 2006-11, Ltd. (the "Issuer"), a company incorporated 
under the laws of the Cayman Islands for the sole purpose of 
issuing the Notes, acquiring the Collateral, entering into the 
Credit Default Swap, the Basis Swap and the Collateral Put 
Agreement and engaging in certain related transactions. 

The Issuer will not have any material assets other than (i) the 
Collateral, (ii) its rights under the Credit Default Swap, the Basis 
Swap and the Collateral Put Agreement and (iiQ certain other 
assets. 

ABACUS 2006-11, Inc. (the "Co-Issuer" and, together with the 
Issuer, the "Issuers"), a company incorporated under the laws of 
the State of Delaware for the sole purpose of co-issuing the Co­
Issued Notes. 

The Co-Issuer will not have any assets (other than $10 of equity 
capital) and will not pledge any assets to secure the Notes. The 
Co-Issuer will have no claim against the Issuer in respect of the 
Issuer Assets. 

The authorized share capital of the Issuer consists of 300 
ordinary shares, par value $1.00 per share (the "Issuer 
Ordinary Shares"), 300 of which will be issued on or prior to the 
Closing Date. The Issuer Ordinary Shares that have been 
issued will be held by Maples Finance Limited, a licensed trust 
company incorporated in the Cayman Islands and any successor 
thereto (the "Administrator"); as the trustee pursuant to the 
terms of a charitable trust (the "Share Trustee"). The Co-Issuer 
Common Stock will be held by the Issuer. 
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Notes 
Class DeSignation A-1 A-2 A-2 B C 0 E 
Original Principal Amoun~ 

(as expressed In Dollars) 
$82,500,000 $20,000,000 $25,937,500 $19,375,000 $18,750,000 $10,000,000 $0 

Initial Class Notional 
Amount (as expressed In $82,500,000 $45,937,500 $45,937,500 $31,875,000 $18,750,000 $17,812,500 $7,125,000 
Dollars) 
Class Series Series 1 Series 1 Series 2 Series 1 Series 1 Series 1 

Stated Maturity September 28, September 28, September 28, September 28, September 28, September 28, 
2045 2045 2045 2045 2045 2045 

Average Life (in years):.! 6.4 6.8 6.8 7.1 7.4 7.5 7.7 

Minimum Denomination 
(Integral Multiples): 

$250,000 $250,000 $250,000 $250,000 $250,000 $250,000 $250,000 
. ($1) ($1) ($1) ($1) ($1) ($1) ($1) 
€250,000 €250,000 €250,000 €250,000 €250,000 €250,000 €250,000 

(€1) (€1) (€1) (€1) (€1) (€1) (€1) 
£250,000 £250,000 £250,000 £250,000 £250,000 £250,000 £250,000 

Rule 144A (£1) (£1) (£1) (£1) (£1) (£1) (£1) 
¥25,000,000 ¥25,000,000 ¥25,000,000 ¥25,000,000 ¥25,000,000 ¥25,000,000 ¥25, 000, 000 

(¥1) (¥1) (¥1) (¥1) (¥1) (¥1) (¥1) 
C$250,000 C$250,000 C$250,000 C$250,000 C$250,000 C$250,000 C$250,000 

(C$1) (C$1) (C$1) (C$1) (C$1) (C$1) (C$1) 

A$~501~00 A$l50
i
?00 A$250

i
rO A$~501?00 A$~50i~00 A$~50i~00 A$250,000 

A$1 A$1 (A$1 A$1 A$1 A$1 (A$1) 

$100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 
($1) ($1) ($1) ($1) ($1) ($1) ($1) 

€100,000 €100,000 €100,000 €100,000 €100,000 €100,000 €100,000 
(€1) (€1) (i1) (€1) (€1) (€1) (€1) 

£100,000 £100,000 £100,000 £100,000 £100,000 £100,000 £100,000 

RegS (£1) (£1) (£1) (£1) (£1) (£1) (£1) 
¥10,000,000 ¥10,000,000 ¥10,000,000 ¥10,000,000 ¥10,000,000 ¥10,000,000 ¥10,000,000 

(¥1) (¥1) (¥1) (¥1) (¥1) (¥1) (¥1) 
C$100,000 C$100,000 C$100,000 C$100,000 C$100,000 C$1oo,OOO C$1oo,OOO 

(C$1) (C$1) (C$1) (C$1) (C$1) (C$1) (C$1) 
A$1oo,000 A$100,OOO A$~001~OO A$iloo;[iOO A$~OO;~O A$~OO;~OO A$100,ooO 

(Mil (A$i! A$1 A$1 A$1 A$1 (A$1) 
Applicable Investment 
Company Act of 1940 3(c)(7) 
Exemption 

Initial Ratings: 

sap AM AM AM M- A- BBB 

Moody's Aaa Aa1 Aa1 Aa3 A2 Baa1 
Deferred Interest No No No No No No No 

PriCing Date September 19, 
August 16, 2006 August 16, 2006 August 16, 2006 August 16, 2006 August 16, 2006 

2006 
Closing Date September 20, 2006 

Issue Price The Notes will be offered for sale from time to time in negotiated transactions, or otherwise, at various prices to be determined at the 
time of such sale 

Series Interest Rate for 
Series issued on Closing 

Date
3 UBOR + 0.52% UBOR + 0.60% UBOR + 0.58% UBOR + 0.78% UBOR + 1.80% UBOR + 3.30% 

Fixed or Floating Rate Floating Floatlno Floatlna Floatlna Floatlnn Floatinn Floatlno 

Interest Accrual Period 
Each period from and including the preceding Payment Date (or, the ClOSing Date, with respect to the first Payment Date) to but 

excluding the current Payment Date (or, in the case of the Payment Date preceding the stated Maturity, to but excluding the stated 
Maturitv) 

Payment Date On the 28'" calendar day of each month (or if such day is not a Business Day, the next succeeding Business Day) and at Stated Maturtty 

First Payment Date October 30, October 30, October 30, October 30, October 30, October 30, 
2006 2006 2006 2006 2006 2006 

Recond Date 15 days prior to the applicable Payment Oate 
Frequency of Payments Monthly Monthly Monthly Monthly Monthly Monthly Monthly 

Day Count ActuaU360 Actual/360 Actual/360 Actual1360 Actual/360 Actual/360 Actuall360 

Co-Issued Notes or Co-Issued Co-Issued Co-Issued Co-Issued Co-Issued Issuer Notes Issuer Notes Issuer Notes Notes Notes Notes Notes Notes 
Form of Notes: 

Global Yes Yes Yes Yes Yes Yes Yes 

CUSIPS Rute 144A 002559AAO 002559AB8 oo2559AE2 oo2559AC6 002559AD4 00257WM7 00257WAB5 

CUSIPS Reg S G00117M2 GOO117ABO G00117AE4 G00117AC8 G00117AD6 G0011UM1 G0011UAB9 

ISIN Reg S USG00117M26 USG00117AB09 USG00117 AE48 USGOO117AC81 USG00117 AD64 USG0011UM19 USG0011 UAB91 

Common Code 02680176 026801796 026911923 026801826 026801842 026801877 026801893 
Clearing Method: 

Rule 144A DTC DTC DTC DTC DTC DTC DTC 

RegS Euroclearl Eurocleari Euroclearl Euroclearl Euroclearl Euroclearl Euroclearl 
Clearslream Clearstream Clearstream Oearstream Oearstream Clearstream Clearstream 

Certificated N/A N/A N/A N/A N/A N/A N/A 
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3 

Pursuant to the I ndenture (in the case of the Co-Issued Notes) and the Issuing and Paying Agency Agreement (in the case of the Issuer Notes), 
the Notes of any Class may be issued from time to time following the Closing Date; provided, however, that the AddHional Issuance Principal 
Amount (or, if such additional Issuance is denominated in an Approved Currency other than Dollars, the USD Equivalent of such AddHlonal 
Issuance Principal Amount) related to an addHlonallssuance of any such Class of Notes following the Closing Date shall not cause the Aggregate 
USD Equivalent Outstanding Amount of such Class of Notes to exceed the Class Notional Amount of such Class immediately prior to such 
additional issuance. See "Description of the Notes-The Indenture-Additional Issuance" and "Description of the Notes-The Issuing and Paying 
Agency Agreement-Additional Issuance." 

Under a hypothetical soenarlo in whioh (i) each Reference Obligation will make a repayment of prinoipal in full on a single date corresponding to 
the projected weighted average life of such Reference Obligation determined on the basis of a 301360 day-count convention, whether or not such 
date falls on a Business Day or a Payment Date, QQ principal payments on the Notes will occur on Payment Dates in accordance wilh the 
applicable cut-off dates, Qii) any principal received on one or more Reference Obligations prior to the end of the Notional Reinvestment Period will 
be treated as reinvested in il. hypotheticill replacement Reference Obligation with il weighted avernge life of 60 months from the time of assumed 
inclusion in the Reference Portfolio, (iv) the Notes will be repaid In accordance with the PriorHy of Payments, (v) the Modified Sequential Paydown 
Sequence ReqUirements, with the exception of clause m of the definition thereof, will always be satisfied, and (vi) no CredH Events will have 
occurred with respect to the Reference Portfolio. The assumptions set forth above are not predictive or a forecast, nor do they necessarily reflect 
historical performance and defaults. 

The Series Interest Rate with respect to any Series of a Class will be determined at the time of issuance of such Series, and will equal the 
Applicable Index for such Series plus or minus the Applicable Spread to such Applicable Index. The Series Interest Rate with respect to different 
Series of a Class may vary. The Notes of any Class may be issued in more than one Series due to differences in one or more of the date of. 
issuance, the Series Interest Rate, the Approved Currency in which such Notes are denominated, the Stated Maturity, the Non-Call Period and 
the date from which interest will accrue. See "Additional Issuance" herein. 

The Issuer Notes ......................... .. The Issuer Notes will be issued in accordance with. one or more 
deeds of covenant (each, a "Deed of Covenant") and will be 
subject to the Issuing and Paying Agency Agreement, dated as 
of the Closing Date including the terms and conditions of such 
Notes contained therein (the "Issuing and Paying Agency 
Agreement"), between the Issuer and LaSalle Bank National 
Association, as Issuing and Paying Agent (in such capacity, the 
"Issuing and Paying Agent"). See "Description of Notes-The 
Issuing and Paying Agency Agreement". 

Status and Subordination ........... . 

Use of Proceeds ........................... . 

The Co-Issued Notes will be limited recourse obligations of the 
Issuers and the Issuer Notes will be limited recourse obligations 
of the Issuer. On (i) each Payment Date and (ii) any other 
Business Dayan which Currency Adjusted Notional Principal 
Adjustment Amounts are paid by the Issuer to the Noteholders, 
the Class A-1 Notes will be senior in right of payment to the 
Class A-2 Notes, the Class A-2 Notes will be senior in right of 
payment to the Class B Notes, the Class B Notes will be senior 
in right of payment to the Class C Notes. the Class C Notes will 
be senior in right of payment to the Class D Notes and the Class 
D Notes will be senior in right of payment to the Class E Notes. 

The aggregate net proceeds of the offering of the Notes are 
expected to equal approximately $176,562,500 (including the 
USD Equivalent of the Notes denominated in Approved 
Currencies other than Dollars). The Issuer will use such net 
proceeds, together with part or all of the Upfront Payment, to 
purchase Collateral Securities and Eligible Investments that will 
have an aggregate prinCipal amount of at least $176,562,500 
(including the USD Equivalent of the Collateral Securities 
denominated in Approved Currencies other than Dollars); 
provided that, for each Approved Currency, the aggregate 
principal amount of Collateral Securities and Eligible Investments 
denominated in such Approved Currency and purchased with the 
proceeds of the offering will equal or exceed the Currency 
Adjusted Aggregate Outstanding Amount of Notes denominated 
in such Approved Currency on the Closing Date. 
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Distributions of Interest 
Proceeds .................................... . 

Non-Call Period ............................. . 

Principal Payments 
on the Notes .............................. . 

Interest Proceeds will be distri\;Jutable monthly to Holders of the 
Notes in accordance with the Priority of Payments. See 
"Description of the Notes-Priority of Payments". 

With respect to each Series of Notes issued on the Closing Date, 
the period from the Closing Date to and including the Business 
Day immediately preceding the September 2009 Payment Date 
and, with respect to any Series of Notes issued after the Closing 
Date, the period designated for such Series at the time of 
issuance in the related offering circular supplement (the "Non­
Call Period"). 

So long as the Non-Call Period for each Series of Notes 
Outstanding has expired, the Notes will be redeemed in full at 
the option of the Protection Buyer if the Protection Buyer elects 
to terminate the Credit Default Swap prior to the Scheduled 
Termination Date and certain conditions are satisfied. See 
"Description of the Notes-Optional Redemption in Whole and 
Partial Optional Redemption", "Description of the Notes-Priority 
of Payments-Principal Proceeds-Stated Maturity, Optional 
Redemption Date and Mandatory Redemption Date" and "The 
Credit Default Swap-Credit Default Swap Early Termination­
Credit Default Swap Termination Events". 

After the applicable Non-Call Period, one or more Series of 
Notes may be redeemed in full if the Protection Buyer, in its sole 
discretion, elects to redeem such Series prior to its Stated 
Maturity and certain conditions are satisfied. In addition, if the 
Protection Buyer and/or one or more Affiliates thereof acquires 
any Notes prior to the end of the related Series' applicable Non­
Call Period (such Notes, "Protection Buyer Notes"), such Notes 
may be redeemed notwithstanding that any such redemption· 
may occur during the applicable Non-Call Period. See 
"Description of the Notes-Optional Redemption in Whole and 
Partial Optional Redemption", "Description of the Notes-Priority 
of Payments-Principal Proceeds-Other Payment Dates" and 
"The Credit Default Swap-Payments-Payment on a Partial 
Optional Redemption Date". 

The following table sets forth the general Circumstances and 
dates upon which Holders of the Notes will receive prinCipal 
payments on their Notes prior to the Stated Maturity: 
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Amounts Payable in 
accordance with the 

Event Date of Payment Priority of Payments 

With respect to (i) 
Reference Obligation 

Recovery Amounts, the 
filth Business Day 

following the calculation 
of the related Loss 

Payment of Currency Amount; and (ii) 
Adjusted Notional Reference Obligation Notional Principal 
Principal Adjustment Amortization Amounts, Adjustment Amounts 
Amounts the Payment Date 

Immediately following 
the Due Period In which 

such amounts were 
determined by the 

Credit Default Swap 
Calculation Agent 

Currency Adjusted 
Aggregate Outstanding 
Amount plus, if the 
consent of each Holder 

Any Payment Date alter 
of Notes ofa 

Optional Redemption In Reversible Write down Whole due to an the expiration of the Series has not been 
optional termination of Non-Call Period for obtained, with respect 
the Credit Default Swap each Series of Notes to each such by the Protection Buyer Outstanding Reversible Write down 

Series, the Optional 
Redemption 
Reimbursement 
Amount 

Currency Adjusted 
Aggregate Outstanding 
Amount of each Series 
of Notes being 
redeemed plus, if any 
such Series is a Partial Optional Reversible Wrltedown Redemption due to the Any payment Date after Series and the consent election by the the applicable Non-Call of each Holder of such Protection Buyer to Period Reversible Writedown redeem one or more Series has not been Series of Notes In full 
obtained, the Optional 
Redemption 
Reimbursement 
Amount for any such 
Reversible Write down 
Series 

Partial Optional Currency Adjusted Redemption due to the 
Aggregate Outstanding election by the Any Payment Date Amount of the Protection Buyer to Protection Buyer Notes 

redeem Protection being redeemed Buyer Notes 
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Decrease in the Class Notional 
Amount of each Class of 
Notes ........................................... . 

(i) 

Amounts Payable in 
accordance with the 

Event Date of Payment Priority of Payments 

Mandatory Redemption 
(other than a Mandatory 
Redemption caused by 
a (i) termination of the 
Credit Default Swap 
pursuant to which the 
Protection Buyer Is the 
defaulting party or 
(ii) termination of the 
Collateral Put 
Agreement pursuant to 
which the Collateral Put 
Provider is the 
defaulting party, for 
which there would be Any Business Day Principal Proceeds 
Insufficient liquidation 
proceeds to pay 
(a) items (i) through (iii) 
of the Priority of 
Payments and (b) with 
respect to each of the 
Class A-1 Notes, the 
Class A-2 Notes and the 
Class B Notes, the 
Currency Adjusted 
Aggregate Outstanding 
Amount of each Series 
of Notes of such 
Class and accrued 
interest thereon (if any)) 

Principal Proceeds 

Mandatory Redemption and/or delivery of 
Collateral Securities 

(other than as described Any Business Day subject to Special above) 
Termination 
Liquidation Procedure 

See "Description of the Notes-Principal", "Description of the 
Notes-Optional Redemption in Whole and Partial Optional 
Redemption", "Description of the Notes-Mandatory 
Redemption", "Description of the Notes-Priority of Payments" 
and "Description of the Notes-The Indenture-Events of 
Default". 

The Class Notional Amount of each Class of Notes will be 
decreased by an amount (as expressed in Dollars) equal to: 

on the fifth Business Day following the calculation of any Loss 
Amount, if greater than zero, the lesser of (a)(i) the aggregate 
Loss Amount determined on the related Credit Default Swap 
Calculation Date less (ii) the sum of (1) the First Loss Notional 
Amount immediately prior to such determination and (2) the 
Class Notional Amount of any Class of Notes that is 
subordinated to such Class Immediately prior to such 
determination and (b) the Class Notional Amount of such Class 
immediately prior to such determination (such amount, the 
"Unscaled Credit Event Adjustment Amount"); 
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(ii) (a) with respect to any Reference Obligation Recovery Amount, 
on the fifth Business Day following the calculation of the related 
Loss Amount and/or (b) with respect to any Reference Obligation 
Amortization Amount, on the Payment Date immediately 
following the Due Period in which a Reference Obligation 
Amortization Amount is determined by the Credit Default Swap 
Calculation Agent on one or'more Reference Obligation(s), the 
lesser of: 

(a)(1) if the Modified Sequential Paydown Sequence 
Requirements would be, satisfied following the projected 
amortization of the Super Senior Notional Amount, the Class 
Notional Amount of each Class of Notes and the First Loss 
Notional Amount on such date in accordance with the Modified 
Sequential Paydown Sequence, the sum of (X) if greater than 
zero, the lesser of (A) after giving effect to any projected 
amortization of the Super Senior Notional Amount and the Class 
Notional Amount of any Class of Notes senior to such Class in 
accordance with subclauses (i) through (vii) of the Modified 
Sequential Paydown Sequence, the notional amount required to 
reduce the Class Notional Amount of such Class of Notes to the 
extent necessary to cause the Actual Class Notional 
Overcollateralization Ratio with respect to such Class of Notes to 
equal the Required Class Notional Overcollateralization Ratio 
with respect to such Class of Notes and (B) the difference 
between (I) the aggregate Notional Principal Amount allocable 
on such date and (II) the projected amortization of the Super 
Senior Notional Amount and the Class Notional Amount of any 
Class of Notes that is senior to such Class in accordance with 
subclauses (i) through (vii) of the Modified Sequential Paydown 
Sequence on such date and M if greater than zero, (a) the 
aggregate Notional Principal Amount allocable on such date less 
(b) the sum of (I) the reductions determined in accordance with 
subclauses (i) through (vii) of the Modified Sequential Paydown 
Sequence on such date, (II) the Super Senior Notional Amount 
immediately prior to the determination made in subclause (viii) of 
the Modified Sequential Paydown Sequence on such date and 
(III) . the Class Notional Amount of any Class of Notes that is 
senior to such Class immediately prior to the determination made 
in subclause (viii) of the Modified Sequential Paydown Sequence 
on such date, or 

(2) if the Modified Sequential Paydown Sequence Requirements 
would not be satisfied following the projected amortization of the 
Super Senior Notional Amount, the Class Notional Amount of 
each Class of Notes and the First Loss Notional Amount on such 
date in accordance with the Modified Sequential Paydown 
Sequence, if greater than zero, (A) the aggregate Notional 
Principal Amount allocable on such date less (B) the sum of 
(I) the Super Senior Notional Amount immediately prior to such 
determination and (II) the Class Notional Amount of any Class of 
Notes that is senior to such Class immediately prior to such 
determination, and 
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Increase in the Class 
Notional Amount of each 
Class of Notes .................... " ..... . 

Decrease in the Aggregate 
USD Equivalent Outstanding 
Amount of each Class 
of Notes " .................................. ". 

(I) 

(Ii) 

(b) the Class Notional Amount of such Class immediately prior to 
such determination (such amount, the "Unscaled Notional 
Principal Adjustment Amount"). 

On any date of determination, increases and decreases to the 
Class Notional Amount of any Class of Notes will be determined 
by giving effect, in the following order, to the (i) aggregate Loss 
Amount (if any), (ii) aggregate Writedown Reimbursement 
Amount (if any), and (iii) aggregate Notional Principal Amount (if 
any). 

See "Description of Notes-Principal". 

On the Payment Date immediately following the Due Period 
during which a Writedown Reimbursement Amount is determined 
by the Credit Default Swap Calculation Agent with respect to one 
or more Reference Obligation(s), and so long as such Reference 
Obligation(s) remains in the Reference Portfolio at the time of 
such Writedown Reimbursement, the Class Notional Amount of 
each Class of Notes will be increased by an amount (as 
expressed in Dollars) equal to, if greater than zero, the lesser of. 
(i) such Writedown Reimbursement Amount less the sum of (A) 
the ICE Super Senior Differential immediately prior to such 
determination and (B) the sum of the ICE Class Notional Amount 
Differentials for the Classes of Notes that are senior to such 
Class immediately prior to such determination, and (Ii) the ICE 
Class Notional Amount Differential of such Class immediately 
prior to such determination (such amount, the "Unscaled 
Reinstatement Adjustment Amount") (if any). 

See "Description of Notes-Principal". 

The Aggregate USD Equivalent Outstanding Amount of each 
Class of Notes will be decreased by an amount (as expressed in 
Dollars) equal to: 

on the fifth Business Day following the calculation of any Loss 
Amount, without paying any principal on such Class of Notes, the 
product of (a) the related Unscaled Credit Event Adjustment 
Amount and (b) the Note Scaling Factor (such amount 
determined under this subclause (i), the "Credit Event 
Adjustment Amount"); 

(a) with respect to any Reference Obligation Recovery Amount, 
on the fifth Business Day following the calculation of the related 
Loss Amount, and/or (b) with respect to any Reference 
Obligation Amortization Amount, on the Payment Date 
immediately following the Due Period in which a Reference 
Obligation Amortization Amount is determined by the Credit 
Default Swap Calculation Agent on one or more Reference 
Obligation(s), a payment of principal representing the product of 
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Increase in the Aggregate 
USD Equivalent Outstanding 
Amount of each Class 

(a) the related Unsealed Notional Principal Adjustment Amount 
and (b) the Note Scaling Factor (such amount determined under 
this subclause (ii), the "Notional Principal Adjustment 
Amount"); 

(iii) on any Stated Maturity related to a Series of such Class, after 
giving effect to clauses (i) and (ii) above, the Aggregate USD 
Equivalent Outstanding Amount of each such Series maturing 
on such date; and 

(iv) on a Partial Optional Redemption Date, after giving effect to 
clauses (i) through (iii) above, with respect to a Class of Notes for 
which (A) one or more Series of such Class is redeemed in full 
on such date or (B) Protection Buyer Notes are redeemed, in 
each case in connection with a Partial Optional Redemption, a 
payment of principal representing the Aggregate USD Equivalent 
Outstanding Amount of the Notes of such Class redeemed in 
connection with such Partial Optional Redemption. 

For the avoidance of doubt, with respect to a Class with more 
than one Series Outstanding at such time of determination, any 
pro rata allocations made on such date pursuant to subclauses 
(i) through (iv) above will be based on the Aggregate USD 
Equivalent Outstanding Amount of each applicable Series of 
such Class, as expressed in Dollars. 

On any date of determination, increases and decreases to the 
Aggregate USD Equivalent Outstanding Amount of any Class of 
Notes will be determined by giving effect, in the following order, 
to (i) the aggregate related Unscaled Credit Event Adjustment 
Amount (if any), (ii) the aggregate related Unsealed 
Reinstatement Adjustment Amount (if any) and (iii) the aggregate 
related Unscaled Notional Principal Adjustment Amount (if any). 

See "Description of Notes-Principal". 

of Notes ...................................... .. The Aggregate USD Equivalent Outstanding Amount of each 
Class of Notes will be increased by an amount (as expressed in 
Dollars) equal to: 

(i) on the Payment Date immediately following the Due Period 
during which a Writedown Reimbursement Amount is determined 
by the Credit Default Swap Calculation Agent (with the related 
Currency Adjusted Reinstatement Adjustment Amount (other 
than with respect to that portion of any Writedown Repayment 
Amount which will be applied to make principal payments on the 
Notes on such Payment Date) to be invested in Collateral 
Securities, or pending such investment, in Eligible Investments, 
as described under "-The Collateral Securities"), the product of 
(a) the related Unscaled Reinstatement Adjustment Amount and 
(b) the Note Scaling Factor with respect to such Class of Notes 
(such amount, the "Reinstatement Adjustment Amount") (if 
any); provided that the Aggregate USD Equivalent Outstanding 
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Amount of each Class of Notes may only be increased by an 
amount less than or equal to the ICE Aggregate USD Equivalent 
Outstanding Amount Differential of such Class; and 

(ii) on any day on which additional Notes of such Class are issued, 
the principal amount of such additional issuance (or the USD 
Equivalent of such principal amount if issued in an Approved 
Currency other than Dollars). 

Decrease in the Currency Adjusted 
Aggregate Outstanding Amount 
of each Series of Notes .......... .. 

Increase in the Currency Adjusted 
Aggregate Outstanding Amount 
of each Series of Notes .......... .. 

Cancellation of Notes ................ . 

For the avoidance of doubt, with respect to a Class with more 
than one Series Outstanding at such time of determination, any 
pro rata allocations made on such date pursuant to subclause (i) 
above will be based on the Aggregate USD Equivalent 
Outstanding Amount of each Series of such Class, as expressed 
in Dollars. 

See "Description of Notes-Principal". 

The Currency Adjusted Aggregate Outstanding Amount of any 
Series of Notes will be decreased, with respect to (A) any event 
described under clauses (i) and (ii) of "-Decrease in the 
Aggregate USD Equivalent Outstanding Amount of each Class 
of Notes", by an amount equal to the quotient of (a) such Notes' 
allocation of any related Credit Event Adjustment Amount or 
Notional PrinCipal Adjustment Amount, as applicable, divided by 
(b) the Applicable Series Foreign Exchange Rate (such quotient, 
the "Currency Adjusted Credit Event Adjustment Amount" or 
the "Currency Adjusted Notional Principal Adjustment 
Amount", as applicable), (8) on the Stated Maturity with respect 
to a Series of Notes, the Currency Adjusted Aggregate 
Outstanding Amount of such Notes maturing on such date, after 
giving effect to any reductions pursuant to subclause (A) above 
and (C) a Partial Optional Redemption of such Notes, by the 
Currency Adjusted Aggregate Outstanding Amount of such 
Notes, after giving effect to any reductions pursuant to 
subclauses (A) and (8) above. 

The Currency Adjusted Aggregate Outstanding Amount of any 
Series of Notes will be increased, with respect to any event 
described under clause (i) of "-Increase in the Aggregate USD 
Equivalent Outstanding Amount of each Class of Notes", by an 
amount equal to the quotient of (a) such Notes' allocation of any 
related Reinstatement Adjustment Amount divided by (b) the 
Applicable Series Foreign Exchange Rate (such quotient, the 
"Currency Adjusted Reinstatement Adjustment Amount"). 

A Class of Notes will be deemed to be cancelled and no longer 
Outstanding on the date that the ICE Class Notional Amount of 
such Class has been reduced to zero. 
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The Credit Default Swap 

Credit Default Swap ................... . 

Documentation ........................... . 

Reference Portfolio .................... . 

Notional Reinvestment Period ... 

Modification of the 
Reference Portfolio ................ .. 

On or prior to the Closing Date, the Issuer will enter into a credit 
default swap transaction (the "Credit Default Swap") with 
Goldman Sachs Capital Markets, L.P. (in such capacity, the 
"Protection Buyer") pursuant to which the Issuer will sell credit 
protection to the Protection Buyer with respect to a portfolio of 
Reference Obligations consisting of CMBS Securities, COO CRE 
Securities and RMBS Securities. 

The Credit Default Swap will be documented by a confirmation 
that will be governed by, form part of and be subject to a 1992 
Master Agreement (Multicurrency-Cross Border) (the "ISOA 
Master Agreement") published by the International Swaps and 
Derivatives Association, Inc. ("ISDA"), and Schedule thereto. 
The definitions and provisions of the ISDA Credit Derivatives 
Definitions will be incorporated into the Credit Default Swap by 
reference (as supplemented by the May 2003 Supplement to 
such definitions published by ISDA), subject to certain 
amendments as set out in the Credit Default Swap. The Credit 
Default Swap will be governed by New York law. 

On the Closing Date, it is expected that the Credit Default Swap 
will reference 79 Reference Obligations (collectively, the "Initial 
Reference Portfolio" and together with any Replacement 
Reference Obligations, the "Reference Portfolio"). See "_ 
Modification of the Reference Portfolio", "The Credit Default 
Swap-The Reference Portfolio-The Initial Reference Portfolio" 
and Schedule A. 

The Protection Buyer is not required to have any credit exposure 
to any Reference Entity or any Reference Obligation. 

The period from the Closing Date to but excluding the Payment 
Date in March 2009. 

During the Notional Reinvestment Period, subject to the 
satisfaction of the Replacement Reference Obligation Eligibility 
Criteria, the Reference Portfolio Profile Constraints and the 
Replacement Reference Obligation Notional Constraints (in each 
case as confirmed by the Collateral Administrator based on 
information and calculations supplied by the Credit Default Swap 
Calculation Agent), following the launch of each new ABX.HE 
Index and the corresponding determination of the related Vetoed 
Reference Entities, the Protection Buyer may, in its sole 
discretion, select, upon the occurrence of amortization or 
redemption in whole or in part of a Reference Obligation that is 
an RMBS Security (such obligation, an "Amortized Reference 
Obligation", and the principal amount of the related amortization 
or redemption, the "Reference Obligation Amortization 
Amount"), one or more Replacement Reference Obligations 
from the most recent ABX.HE Indices for inclusion in the 
Reference Portfolio. 
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Credit Events ............................ .. 

,Conditions to Settlement.. ......... . 

Notifying Party ........................... .. 

Credit Default Swap 
Calculation Agent.. .................. . 

Settlement Method ..................... . 

Super Senior Notional Amount.. 

First Loss Notional Amount.. ..... 

Loss Amount ............................. .. 

Cash Settlement Amount ......... .. 

See "The Credit Default Swap-Reference Obligation 
Reinvestment". 

Following the Notional Reinvestment Period, the Reference 
Portfolio will become static and no Replacement Reference 
Obligation may be included in the Reference Portfolio. 

The following Credit Events (each a "Credit Event") shall apply 
with respect to each Reference Obligation: 

(i) Failure to Pay Principal; or 

(ii) Writedown. 

See "The Credit Default Swap-Credit Events". 

The "Conditions to Settlement" will be satisfied upon delivery to 
the Issuer and the Trustee of a Credit Event Notice and a Notice 
of Publicly Available Information. 

The Protection Buyer. 

Goldman Sachs Capital Markets, L.P. will be the calculation 
agent (in this capacity the "Credit Default Swap Calculation 
Agent") under the Credit Default Swap. 

Cash. 

On the Closing Date, the Super Senior Notional Amount will be 
$525,000,000. Thereafter, the Super Senior Notional Amount 
will be adjusted from time to time as described under "The Credit 
Default Swap-Adjustment to the First Loss Notional Amount 
and the Super Senior Notional Amount". 

On the Closing Date, the First Loss Notional Amount will be 
$21,000,000. Thereafter, the First Loss Notional Amount will be 
adjusted from time to time as described under "The Credit 
Default Swap-Adjustment to the First Loss Notional Amount 
and the Super Senior Notional Amount". 

On the Business Day on which the Protection Buyer satisfied the 
Conditions to Settlement (in each case, a "Credit Default Swap 
Calculation Date"), the Credit Default Swap Calculation Agent 
will determine the loss amount (a "Loss Amount") with respect 
to the related Credit Event as follows: 

(i) with respect to a Writedown, the Loss Amount will be an 
amount equal to the related Writedown Amount; and 

(ii) with respect to a Failure to Pay Principal, the Loss 
Amount will be an amount equal to the related Principal 
Shortfall Amount and deferred and unpaid interest (if 
any). 

On the fifth Business Day following a Credit Default Swap 
Calculation Date (a "Credit Default Swap Settlement Date"), 
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Reimbursement following 
a Writedown ............................ .. 

Credit Default Swap 
Early Termination .................... . 

subject to the provision described in the following paragraph, the 
Issuer will pay to the Protection Buyer an amount (a "Cash 
Settlement Amount") equal to the aggregate of any Currency 
Adjusted Credit Event Adjustment Amounts determined on such 
day, in each case payable in the currencies of such Currency 
Adjusted Credit Event Adjustment Amounts. 

Pursuant to the terms of the Credit Default Swap, if the 
liquidation proceeds of Eligible Investments and Collateral 
Securities would have been sufficient to pay a Cash Settlement 
Amount had such Collateral (other than Put Excluded Collateral) 
been liquidated at a price of at least 100% of par (instead of 
below 100% of par), the Issuer will be deemed to have paid such 
Cash Settlement Amount in full upon the Protection Buyer's 
receipt of the actual related liquidation proceeds. 

See "The Credit Default Swap-Payments". 

If, after the occurrence of a Writedown, a Writedown 
Reimbursement occurs with respect to the related Reference 
Obligation, and so long as such Reference Obligation remains in 
the Reference Portfolio at the time of such Writedown 
Reimbursement, the Protection Buyer will pay to the Issuer, on 
the Payment Date immediately following the Due Period during 
which the related Writedown Reimbursement Amount is 
determined by the Credit Default Swap Calculation Agent, an 
amount equal to the aggregate of: 

(i) the Currency Adjusted Reinstatement Adjustment 
Amounts payable on such date; and 

(ii) the ICE Currency Adjusted Interest Reimbursement 
Amounts payable on such date. 

The Credit Default Swap may be terminated by the Issuer or by 
the Protection Buyer ("Credit Default Swap Early 
Termination',) at the option of the non-defaulting or non-affected 
party, as applicable, upon the occurrence of a Credit Default 
Swap Event of Default or a Credit Default Swap Termination 
Event. Upon the Trustee becoming aware of the occurrence of 
any event that gives rise to the right ofthe Issuer to terminate the 
Credit Default Swap, the Basis Swap or the Collateral Put 
Agreement, the Trustee or the Issuing and Paying Agent, as 
applicable, will as promptly as practicable notify the Noteholders 
of such event and will terminate any such agreement on behalf 
of the Issuer at the direction of (i) in the case of the Credit 
Default Swap or the Basis Swap, a Majority of the Aggregate 
USD Equivalent Outstanding Amount of the Notes and (ii) in the 
case of the Collateral Put Agreement, 100% of the Aggregate 
USD Equivalent Outstanding Amount of the Notes, in each case 
voting as a single class. In connection with any Noteholder vote 
to terminate the Collateral Put Agreement, any Notes held by or 
on behalf of the Collateral Put Provider or any of its Affiliates will 
have no voting rights and will be deemed not to be Outstanding 
in connection with any such vote. 
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The Collateral Securities 

See "The Credit Default Swap-Credit Default Swap Early 
Termination" . 

The Initial Collateral Securities... On the Closing Date, the Issuer will use part of the proceeds of 
the offering to purchase at least $176,562,500 principal amount 
of Collateral Securities and Eligible Investments selected by the 
Protection Buyer as described in "The Collateral Securities-The 
Initial Collateral Securities" (including the USD Equivalent of the 
Notes denominated in Approved Currencies other than Dollars); 
provided that, for each Approved Currency, the aggregate 
principal amount of Collateral Securities and Eligible Investments 
denominated in such Approved Currency and purchased with the 
proceeds of the offering will equal or exceed the Currency 
Adjusted Aggregate Outstanding Amount of Notes denominated 

Supplemental Collateral Securities 

Substitution ............................. . 

Purchase of Supplemental 
Collateral Securities ............. . 

. in such Approved Currency on the Closing Date. 

Any Noteholder may request that the Issuer substitute one or 
more Collateral Securities in accordance with the terms of the 
Indenture. 

See "Collateral Securities-Substitution of Collateral Securities." 

Upon or subsequent to: 

(i) the redemption or amortization, in whole or in part, of a 
Collateral Security (an "Amortized Collateral Security" 
and the principal amount of such redemption or 
amortization, the "Collateral Security Amortization 
Amount"), 

(ii) the additional issuance of Notes from time to time on any 
Payment Date after the Closing Date (the principal 
amount of such issuance, the "Additional Issuance 
Principal Amount"), 

(iii) the receipt of Disposition Proceeds in connection with 
the liquidation of any principal amount of a Collateral 
Security in excess of the amount necessary to pay any 
Cash Settlement Amount, Currency Adjusted Notional 
Principal Adjustment Amount or in connection with a 
Partial Optional Redemption or a Stated Maturity (for the 
avoidance of doubt, excluding any Excess Disposition 
Proceeds) (such excess principal amount, the "Excess 
Principal Amount"), or 

(iv) the Issuers receipt of a Currency Adjusted 
Reinstatement Adjustment Amount (other than with 
respect to that portion of any Writedown Repayment 
Amount which shall be applied to make principal 
payments on the Notes on such Payment Date), 
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Liquidation of Collateral 
Securities ................................ .. 

the Protection Buyer may, in its sole discretion, direct the Issuer 
to purchase (and the Issuer shall so purchase) one or more 
replacement Collateral Securities or additional Collateral 
Securities (together, the "Supplemental Collateral Securities'~, 
as the case may be, subject to (a) the Collateral Security 
Eligibility Criteria, (b) the Collateral Weighted Average Life Test 
and (c) the Collateral Security Quantity Constraint (in each case 
as confirmed by the Collateral Administrator based on 
information and calculations supplied by the Credit Default SWap 
Calculation Agent); 

provided that (1) in the case of clauses (i) and (iii) above, such 
Supplemental Collateral Securities will be denominated in the 
same Approved Currency as the Collateral Security that has 
been amortized, redeemed, or otherwise disposed of and (2) in 
the case of clauses (ii) and (iv) above, such Supplemental 
Collateral Securities will be denominated in the same currency 
as such Notes that are issued or reinstated. See "The Collateral 
Securities-Supplemental Collateral Securities". Pending any 
such reinvestment, the Issuer will invest the Collateral Security 
Amortization Amount, Additional Issuance Principal Amount, 
Excess Principal Amount or Currency Adjusted Reinstatement 
Adjustment Amount, as the case may be, in Eligible Investments. 

If the Issuer liquidates a Collateral Security in order to pay a 
Cash Settlement Amount, a Currency Adjusted Notional Principal 
Adjustment Amount or in connection with a Partial Optional 
Redemption, as the case may be, and the Issuer receives 
Disposition Proceeds in respect of such Collateral Security which 
exceed 100% of the principal amount of such Collateral Security 
(the excess proceeds described above, excluding any accrued 
and unpaid interest, "Excess Disposition Proceeds"), the 
Protection Buyer may, in its sole discretion, direct the Issuer to 
use such Excess Disposition Proceeds to purchase (and the 
Issuer shall so purchase) one or more Supplemental Collateral 
Securities in any Approved Currency, subject to clauses (iv), (v) 
and (vii) through (xiii) of the Collateral Security Eligibility Criteria 
(as confirmed by the Collateral Administrator based on 
information and calculations supplied by the Credit Default Swap 
Calculation Agent). See "The Collateral Securities­
Supplemental Collateral Securities". Pending any such 
reinvestment, the Issuer will invest such Excess Disposition 
Proceeds in Eligible Investments. 

The Collateral Securities will only be liquidated in connection 
with the events described below: 

(i) on a Credit Default Swap Calculation Date, the Issuer or 
the Trustee will notify the Collateral Disposal Agent to 
liquidate Collateral Securities in an amount (assuming 
that the Issuer will receive at least 100% of par for such 
Collateral Securities in any such liquidation, other than 
Put Excluded Collateral), when added to the proceeds 
from the liquidation. of any Eligible Investments 
(assuming that the Issuer will receive at least 100% of 
par for such Eligible Investments, other than Put 
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Excluded Collateral), sufficient to pay the Protection 
Buyer the Cash Settlement Amount on the related Credit 
Default Swap Settlement Date; 

(ii) (a) with respect to any Reference Obligation Recovery 
Amount, the day on which the related Loss Amount is 
calculated, and/or (b) with respect to any Reference 
Obligation Amortization Amount, five Business Days 
prior to the Payment Date immediately following the Due 
Period in which a Reference Obligation Amortization 
Amount is determined, in each case by the Credit 
Default Swap Calculation Agent on one or more 
Reference Obligation(s), if any Currency Adjusted 
Notional Principal Adjustment Amount will be paid to any 
Noteholders by the Issuer on the related Credit Default 
Swap Settlement Date or Payment Date, as applicable, 
the Issuer or the Trustee will notify the Collateral 
Disposal Agent to liquidate Collateral Securities in an 
amount (assuming that the Issuer will receive at least 
100% of par for such Collateral Securities in any such 
liquidation, other than in connection with Put Excluded 
Collateral), when added to the proceeds from the 
liquidation of any Eligible Investments (assuming that the 
Issuer will receive at least 100% of par for such Eligible 
Investments, other than Put Excluded Collateral), 
sufficient to pay to the applicable Noteholders such 
Currency Adjusted Notional Principal Adjustment 
Amount on the related Credit Default Swap Settlement 
Date or Payment Date, as applicable (provided that if the 
Issuer will not receive at least 100% of par for a Selected 
Collateral Security, such Selected Collateral Security 
(other than Put Excluded Collateral) will not be liquidated 
but the Trustee will instead deliver such Collateral to the 
Collateral Put Provider in exchange for the payment by 
the Collateral Put Provider to the Issuer of an amount 
equal to 100% of par for any such Selected Collateral 
Security, plus accrued and unpaid interest thereon); 

(iii) after the occurrence and continuation of. an Event of 
Default, if the Trustee is directed to liquidate the 
Collateral Securities in accordance with the terms of the 
Indenture, the Trustee will notify the Collateral Disposal 
Agent to liquidate all Collateral Securities; 

(iv) in connection with any Optional Redemption in \MIole, 
the Issuer or the Trustee will notify the Collateral 
Disposal Agent to liquidate all Collateral Securities 
(provided that if the Issuer will not receive at least 100% 
of par for a Selected Collateral Security, such Selected 
Collateral Security (other than Put Excluded Collateral) 
will not be liquidated but the Trustee will instead deliver 
such Selected Collateral Security to the Collateral Put 
Provider in exchange for the payment by the Collateral 
Put Provider to the Issuer of an amount equal to 100% of 
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par for such Selected Collateral Security, plus accrued 
and unpaid interest thereon); 

(v) in connection with any Partial Optional Redemption, the 
Issuer or the Trustee will notify the Collateral Disposal 
Agent to liquidate Collateral Securities in an amount 
(assuming that the Issuer will receive at least 100% of 
par for such Collateral Securities in any such liquidation, 
other than Put Excluded Collateral), when added to the 
proceeds from the liquidation of any Eligible Investments 
(assuming that the Issuer will receive at least 100% of 
par for such Eligible Investments, other than Put 
Excluded Collateral), sufficient to pay to the applicable 
Noteholders the principal amount of such Notes 
redeemed in connection with such Partial Optional 
Redemption (provided that if the Issuer will not receive at 
least 100% of par for a Selected Collateral Security, 
such Selected Collateral Security (other than Put 
Excluded Collateral) will not be liquidated but the 
Trustee will instead deliver such Selected Collateral 
Security to the Collateral Put Provider in exchange for 
the payment by the Collateral Put Provider to the Issuer 
of an amount equal to 100% of par for such Selected 
Collateral Security, plus accrued and unpaid interest 
thereon); 

(vi) in connection with a Mandatory Redemption other than a 
Mandatory Redemption caused by a (a) termination of 
the Credit Default Swap pursuant to which the Protection 
Buyer is the defaulting party or (b) termination of the 
Collateral Put Agreement pursuant to which the 
Collateral Put Provider is the defaulting party, the Issuer 
or the Trustee will notify the Collateral Disposal Agent to 
liqUidate all Collateral Securities; 

(vii) in connection with a Mandatory Redemption other than 
as described in subclause (vi) above, Collateral 
Securities will be selected for liquidation and/or delivery 
to Noteholders pursuant to the Special Termination 
Liquidation Procedure; and 

(viii) in connection with the Stated Maturity of any Series of 
Notes, the Issuer or Trustee will notify the Collateral 
Disposal Agent to liquidate Collateral Securities in an 
amount (assuming that the Issuer will receive 100% of 
par for such Collateral Securities in any such liquidation, 
other than Put Excluded Collateral), when added to the 
proceeds from the liquidation of any Eligible Investments 
(assuming that the Issuer receives at least 100% of par 
for such Eligible Investments, other than Put Excluded 
Collatera\), sufficient to pay the applicable Noteholders 
the principal amount of such Notes maturing on the 
related Stated Maturity (provided that if the Issuer will 
not receive at least 100% of par for a Selected Collateral 
Security, such Selected Collateral Security (other than 
Put Excluded Collateral) will not be liquidated but the 
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Determination of Compliance 
of Reference Obligations and 
Collateral Securities with the 
Requirements under the Credit 
Default Swap and Certain 
Calculations pursuant to the 
Indenture and the Credit 
Default Swap ......................... . 

The Basis Swap 

The Basis Swap .......................... . 

Trustee will instead deliver such Selected Collateral 
Security to the Collateral Put Provider in exchange for 
the payment by the Collateral Put Provider to the Issuer 
of an amount equal to 100% of par for such Selected 
Collateral Security, plus accrued and unpaid interest 
thereon). 

The Credit Default Swap Calculation Agent will supply 
information and calculations to (i) the Collateral Administrator for 
use in the Collateral Administrator's confirmation of compliance 
of the Reference Portfdlio or Collateral (after the proposed 
addition of a Reference Obligation or Collateral Security), as 
applicable, with any of the Replacement Reference Obligation 
Eligibility Criteria (including the determination of the Current 
Market Price), the Reference Portfolio Profile Constraints, the 
Replacement Reference Obligation Notional Constraints, the 
Collateral Security Quantity Constraint, the Collateral Security 
Eligibility Criteria and the Collateral Weighted Average Life Test 
and satisfaction of the Modified Sequential Paydown Sequence 
Requirements and (ii) the Trustee for use in the Trustee's 
confirmation of the BIE Collateral Security Eligibility Criteria. 

To the extent there is any difference between any of the 
Collateral Administrator's or the Trustee's (as the case may be) 
and the Credit Default Swap Calculation Agent's determination of 
any of the Replacement Reference Obligation Eligibility Criteria 
(including the Current Market Price), the Reference Portfolio 
Profile Constraints, the Replacement Reference Obligation 
Notional Constraints, the Collateral Security Eligibility Criteria, 
the Collateral Security Quantity Constraint, the Collateral 
Weighted Average Life Test or satisfaction of the Modified 
Sequential Paydown Sequence Requirements, the Collateral 
Administrator will use commercially reasonable efforts to resolve 
such difference. 

For the avoidance of doubt, the obligations of the Collateral 
Administrator under the Collateral Administration Agreement are 
solely the obligations of the Collateral Administrator and not 
those of the Credit Default Swap Calculation Agent, the 
Protection Buyer or any of its Affiliates. 

On or prior to the Closing Date, the Issuer will enter into a basis 
swap transaction (the "Basis Swap") with Goldman Sachs Mitsui 
Marine Derivative Products, L.P. (in such capacity, the "Basis 
Swap Counterparty"). 
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Terms ........................................... . 

The Collateral Put Agreement 

The Collateral Put 
Agreement .............................. .. 

Terms ........................................... . 

On each Payment Date, the Issuer will pay to the Basis Swap 
Counterparty an amount (the "Basis Swap Payment") equal to 
the Collateral Interest Amount. 

"Collateral Interest Amount" means, with respect to any 
Payment Date (including the Optional Redemption Date and the 
Stated Maturity) or the Mandatory Redemption Date, without 
duplication (i) all interest payments that are scheduled to be paid 
by obligors of Collateral in accordance with the Underlying 
Instruments of such Collateral during the preceding Due Period, 
plus (ii) all amendment and waiver fees, late payment fees, 
make-whole premiums and other fees that are either (a) 
scheduled to be paid by obligors of Collateral during the 
preceding Due Period or (b) obligors of such Collateral have 
agreed to pay to holders of such Collateral during the preceding 
Due Period, plus (iii) all accrued and unpaid amounts described 
in subclause 0) and (ii) above that a buyer of such Collateral has 
agreed to pay to the Issuer upon the sale of such Collateral 
during the preceding Due Period, less any Purchased Accrued 
Interest Amount that the Issuer used in connection with the 
purchase of a Supplemental Collateral Security during the 
preceding Due Period, which in each of clauses (i) through (iii) 
above, for the avoidance of doubt, includes (a) amounts actually 
received by the Issuer and (b) amounts due and payable to the 
Issuer but not received by the Issuer. 

On each Payment Date, the Basis Swap Counterparty will pay to 
the Issuer the Monthly Basis Swap Payment. 

See "The Basis Swap" and "Description of the Notes-Priority of 
Payments-Interest Proceeds". 

On or prior to the Closing Date, the Issuer will enter into a put 
agreement (the "Collateral Put Agreement") with Goldman 
Sachs International ("GSI" or in such capacity, the "Collateral 
Put Provider"). 

With respect to the Issuer's liquidation of Collateral (other than 
Put Excluded Collateral) in connection with (i) the payment of 
any Currency Adjusted Notional Principal Adjustment Amount by 
the Issuer to the applicable Noteholders, (ii) an Optional 
Redemption in Whole or a Partial Optional Redemption or (iii) a 
Stated Maturity of any Series of Notes, if (x) the Collateral 
Disposal Agent is unable to obtain at least 100% of par for a 
Collateral Security and/or (y) the Trustee is unable to obtain at 
least 100% of par for Eligible Investments (in each case (i) other 
than Put Excluded Collateral and (ii) excluding any accrued and 
unpaid interest), the Collateral Disposal Agent will inform the 
Trustee and the Issuer (in the case of (x) above) and the Trustee 
will inform the Issuer (in the case of (y) above). The Trustee will 
then, on behalf of the Issuer, exercise the Issuer's rights under 
the Collateral Put Agreement pursuant to which the Trustee will 
deliver such Collateral (other than Put Excluded Collateral) to the 
Collateral Put Provider in exchange for the payment by the 
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The Collateral Disposal Agreement 

The Collateral Disposal 
Agreement ............................... . 

Terms ........................................... . 

Additional Issuance ..................... . 

Governing Law ............................ .. 

Listing and Trading ...................... . 

Collateral Put Provider of an amount equal to 100% of par for 
such Collateral (plus accrued and unpaid interest). 

See "The Collateral Put Agreement". 

On or prior to the Closing Date, the Issuer will enter into a 
collateral disposal agreement (the "Collateral Disposal 
Agreement") with Goldman, Sachs & Co. (in such capacity, the 
"Collateral Disposal Agent"). 

Pursuant to the terms of the Collateral Disposal Agreement, the 
Collateral Disposal Agent will (i) subject to subclause (iii) below 
in connection with any partial liquidation of the portfolio of 
Collateral Securities, choose the Selected Collateral Securities to 
be liquidated (provided that any such Selected Collateral 
Securities will be denominated in the same currency as the 
Notes, the Currency Adjusted Aggregate Outstanding Amount of 
which is reduced by the related Credit Event Adjustment 
Amount, Notional Principal Adjustment Amount, Partial Optional 
Redemption or Stated Maturity), (ii) in connection with any 
liquidation of any Collateral Security, solicit bids on behalf of the 
Issuer and (iii) in connection with any liquidation of Collateral 
Securities as described in subclause (vii) under "-The Collateral 
Securities-Liquidation of Collateral Securities", perform the acts 
described under "Description of the Notes-Mandatory 
Redemption", including, but not limited to, those acts described 
in the Special Termination Liquidation Procedure. 

The Notes of any Class may be issued from time to time 
following the Closing Date; provided, however, that the 
Additional Issuance Principal Amount (or, if such additional 
issuance is denominated in an Approved Currency other than 
Dollars, the USD Equivalent of such Additional Issuance 
Principal Amount) related to an additional issuance of Notes with 
respect to any Class following the Closing Date, shall not cause 
the Aggregate USD Equivalent Outstanding Amount of such 
Class of Notes to exceed the Class Notional Amount of such 
Class immediately prior to such additional issuance. See 
"Description of the Notes-The Indenture-Additional Issuance" 
and "Description of the Notes-The Issuing and Paying Agency 
Agreement-Additional Issuance". 

The Co-Issued Notes, the Indenture, the Issuing and Paying 
Agency Agreement, the Credit Default Swap, the Basis Swap, 
the Collateral Put Agreement and the Collateral Disposal 
Agreement will be governed by, and construed in accordance 
with, the laws of the State of New York. The Issuer Notes, the 
terms and conditions of the Issuer Notes (as set forth in the 
Issuing and Paying Agency Agreement) and each Deed of 
Covenant will be governed by, and construed in accordance 
with, the laws of the Cayman Islands. 

There is no established trading market for the Notes. Application 
will be made to admit the Notes on a stock exchange of the 
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Tax Status .................................... .. 

ERISA Considerations ................ .. 

Issuer's choice, if practicable. There can be no assurance that 
such admission will be sought, granted or maintained. See 
"Listing and General Information". 

See "Income Tax Considerations". 

See "ERISA Considerations". 
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RISK FACTORS 

Prior to making an investment decision, prospective investors should carefully consider, in 
addition to the matters set forth elsewhere in this Offering Circular, the following factors: 

Limited Liquidity and Restrictions on Transfer. There is currently no market for the Notes. 
Although the Initial Purchaser has advised the Issuers that it intends to make a market in the Notes, the 
Initial Purchaser is not obligated to do so, and any such market-making with respect to the Notes may be 
discontinued at any time without notice. There can be no assurance that any secondary market for any of 
the Notes will develop, or, if a secondary market does develop, that it will provide the Holders of such 
Notes with liquidity of investment or that it will continue for the life of such Notes. Consequently, a 
purchaser must be prepared to hold the Notes for an indefinite period of time or until Stated Maturity. In 
addition, no sale, assignment, participation, pledge or transfer of the Notes may be effected if, among 
other things, it would require any of the Issuer, the Co-Issuer or any of their officers or directors to register 
under, or otherwise be subject to the provisions of, the Investment Company Act or any other similar 
legislation or regulatory action. Furthermore, the Notes will not be registered under the Securities Act or 
any state securities laws, and the Issuer has no plans, and is under no obligation, to register the Notes 
under the Securities Act. The Notes are subject to certain transfer restrictions and can be transferred 
only to certain transferees as described herein under "Transfer Restrictions". Such restrictions on the 
transfer of the Notes may further limit their liquidity. See "Transfer Restrictions". Application will be made 
to list the Notes on a stock exchange of the Issuer's choice, if practicable, but there can be no assurance 
that such admission will be sought, granted or maintained. 

Limited Recourse Obligations. The Co-Issued Notes will be limited recourse obligations of the 
Issuers and the Issuer Notes will be limited recourse obligations of the Issuer, payable solely from the 
Issuer Assets pledged by the Issuer to secure the Notes. None of the Noteholders, the Initial Purchaser, 
the Protection Buyer, the Basis Swap Counterparty, the Collateral Put Provider, the Collateral Disposal 
Agent, the Trustee, the Issuing and Paying Agent, the Administrator, the Share Trustee or any affiliates of 
any of the foregoing or the Issuers' affiliates or any other person or entity will be obligated to make 
payments on the Notes. Consequently, Holders of the Notes must rely solely on distributions on the 
Issuer Assets pledged to secure the Notes for the payment of principal and interest thereon. If 
distributions on the Issuer Assets are insufficient to make payments on the Notes, no other assets (and, 
in particular, no assets of the Noteholders, the Initial Purchaser, the Protection Buyer, the Basis Swap 
Counterparty, the Collateral Put Provider, the Collateral Disposal Agent, the Trustee, the Issuing and 
Paying Agent, the Administrator, the Share Trustee or any affiliates of any of the foregoing) will be 
available for payment of the deficiency and following realization of the Issuer Assets pledged to secure 
the Notes, the obligations of the Issuers to pay such deficiency shall be extinguished and shall not 
thereafter revive. Each Holder of a Note by its acceptance of such Note will agree or be deemed to have 
agreed not to take any action or institute any proceedings against the Issuers under any insolvency law 
applicable to the Issuers or which would be likely to cause the Issuers to be subject to, or to seek the 
protection of, any insolvency law applicable to the Issuers, subject to certain limited exceptions. 

Subordination of the Notes. The rights of the Holders of the Notes with respect to the Issuer 
Assets will be subject to prior claims of the Trustee, the Issuing and Paying AgE;lnt, the Protection Buyer, 
the BaSis Swap Counterparty and the Collateral Put Provider, and may be subject to the claims of any 
other creditor of the Issuer that is entitled to priority as a matter of law or by virtue of any nonconsensual 
lien that such creditor has on the Issuer Assets or pursuant to the Priority of Payments. 

The Class A-2 Notes are subordinated to the Class A-1 Notes, the Class B Notes are 
subordinated to the Class A-2 Notes, the Class C Notes are subordinated to the Class B Notes, the Class 
D Notes are subordinated to the Class C Notes and the Class E Notes are subordinated to the Class D 
Notes, in each case as described under "Summary-Notes-Status and Subordination". No payments of 
interest from Interest Proceeds will be made on any Class of Notes on any Payment Date until current 
and defaulted interest on the Notes of each Class to which such Class is subordinated has been paid, 
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and no payments of principal will be made on any such Class of Notes (i) on any Payment Date or (ii) any 
other Business Day on which payments of Currency Adjusted Notional Principal Adjustment Amounts are 
paid by the Issuer to the Noteholders, until principal of the Notes of each Class to which such Class is 
subordinated has been paid in accordance with the Priority of Payments described herein. See 
"Description of the Notes-Priority of Payments". 

In addition, if an Event of Default occurs, a Majority of the Aggregate USD Equivalent 
Outstanding Amount of the Notes voting as a single class will be entitled to determine the remedies to be 
exercised under the Indenture including the sale and liquidation of the Collateral in accordance with the 
procedures set forth in the Indenture. Remedies pursued by a Majority of the Aggregate USD Equivalent 
Outstanding Amount of the Notes voting as a single class could be adverse to the interests ofthe Holders 
of a particular Class or Classes of Notes. See "Description of the Notes-The Indenture-Events of 
Default". 

Mandatory Redemption and the Special Termination Liquidation Procedure. If a Mandatory 
Redemption occurs and the Special Termination Liquidation Procedure is applied, the Holders of the 
Classes of Notes eligible to be delivered Collateral Securities following such Mandatory Redemption, 
voting as a single class, will be entitled to determine whether Collateral Securities allocated to such 
Classes of Notes will be liquidated or delivered to such Noteholders in accordance with the Special 
Termination Liquidation Procedure. With respect to any such Class of Notes, such determination through 
voting as a single class could be adverse to the interests of the Holders of the Classes of Notes 
subordinated to such senior Classes, as the case may be, as Holders of any such senior Classes of 
Notes may elect to receive Collateral Securities with a market value in excess of the Aggregate USD 
Equivalent Outstanding Amount of such senior Classes of Notes (plus accrued and unpaid interest 
thereon) rather than have the Collateral Securities allocated to such senior Classes liquidated, which 
would allow Holders of the subordinated Classes of Notes to benefit from the liquidation of such Collateral 
Securities at a premium. See "Description ofthe Notes-Mandatory Redemption". 

Leverage. The Aggregate USD Equivalent Outstanding Amount of the Notes will be 
$176,562,500 on the Closing Date (including, for the avoidance of doubt, the USD Equivalent of the 
Notes denominated in Approved Currencies other than Dollars). However, the Reference Portfolio 
Notional Amount will equal $750,000,000 on the Closing Date, which amount represents the aggregate 
Reference Obligation Notional Amount on the Closing Date. Through the Credit Default Swap, investors 
in the Notes will be effectively providing the Protection Buyer loss protection with respect to each 
Reference Obligation up to the Reference Obligation Notional Amount of such Reference Obligation. 
Losses incurred after the First Loss Notional Amount has been reduced to zero will be borne by the 
Noteholders. Since the Reference Portfolio Notional Amount for the Reference PortfOlio exceeds the 
Aggregate USD Equivalent Outstanding Amount of the Notes, investors in the Notes are providing such 
loss protection to the Protection Buyer on a leveraged basis. 

Volatility. Because investors iii the Notes are providing loss protection to the Protection Buyer on 
a leveraged basis, the market value of the Notes may be subject to changes that are greater than the 
changes in market value that might occur to the Reference Portfolio. The market value of the Notes may 
vary over time and could be significantly less than par (or even zero) in certain circumstances. 

Credit Linkage of the Notes. The Credit Default Swap will be linked to the credit of the Reference 
Entities. The amount payable in respect of prinCipal of the Notes will depend upon, among other factors, 
whether and to the extent Credit Events have occurred under the Credit Default Swap. Under the Credit 
Default Swap, upon the occurrence of a Credit Event and the satisfaction of the Conditions to Settlement, 
the Issuer will be obligated to pay the Protection Buyer a Cash Settlement Amount if the First Loss 
Notional Amount is less than the corresponding Loss Amount immediately prior to such determination. 
Any Cash Settlement Amount paid by the Issuer will reduce the Aggregate USD Equivalent Outstanding 
Amount of the Notes (in reverse order of seniority). See "Summary--Notes-Decrease in the Aggregate 
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USD Equivalent Outstanding Amount of each Class of Notes". Except in the limited circumstances as 
described under "Summary-Notes-Increase in the Aggregate USD Equivalent Outstanding Amount of 
each Class of Notes", a decrease in the Aggregate USD Equivalent Outstanding Amount of the Notes will 
be permanent and irreversible and the Noteholders will never receive a payment of principal in the 
amount of such decrease and from and after the date of such decrease, no interest will accrue on the 
amount of such decrease. Payment of principal in accordance with the Modified Sequential Paydown 
Sequence may cause principal of a Class of Notes to be paid prior to the payment in full of Classes of 
Notes senior to such Class, therefore reducing the subordination available to any such senior Classes. 
See "-Subordination of the Notes" and "Description ofthe Notes-Priority of Payments". 

Cash Available to Make Payments on the Notes. The ability of the Issuer to make payments on 
the Notes will depend primarily on several factors. To the extent (i) one or more Credit Events occur and 
the resulting Loss Amounts exceed the First Loss Notional Amount, (ii) the Protection Buyer, the Basis 
Swap Counterparty, the Collateral Put Provider or the Collateral Disposal Agent fails to perform its 
obligations or (iii) there is a default in payments due in respect of any Collateral, the amount of available 
cash to make payments on the Notes in accordance with the Priority of Payments will be reduced. In 
addition, in the event that an Event of Default occurs in respect of the Notes or on the Mandatory 
Redemption Date, the Issuer may not be able to pay the principal of the Notes as a result of (a) paying 
unpaid Credit Default Swap Termination Payments, if any, owing to the Protection Buyer, (b) paying 
unpaid Basis Swap Termination Payments, if any, owing to the Basis Swap Counterparty, (c) amounts 
owed to the Collateral Put Provider pursuant to the Collateral Put Agreement and (d) the then applicable 
market value of the Collateral Securities being less than their principal amount. In the case of a 
Mandatory Redemption, the Holders of any subordinated Class of Notes could be adversely affected as 
described under "-Mandatory Redemption and the Special Termination Liquidation Procedure". See 
"Description of the Notes-Mandatory Redemption". 

No Portfolio Adviser; Replacement Reference Obligations. The Issuer will not retain any portfoliO 
adviser or any other Person acting in a similar capacity. During the Notional Reinvestment Period, the 
Protection Buyer may, in its sole discretion, upon the redemption or amortization, in whole or in part, of a 
Reference Obligation that is an RMBS Security, select one or more Replacement Reference Obligations 
for inclusion in the Reference Portfolio subject to the Replacement Reference Obligation Eligibility 
Criteria, the Reference Portfolio Profile Constraints and the Replacement Reference Obligation Notional 
Constraints. In selecting any Replacement Reference Obligation, the Protection Buyer will not act as a 
fiduciary to Noteholders, will not consider the interests of the Noteholders and will consider only its own 
economic or other interest. 

Voting Rights with Respect to the Notes. On the Closing Date, it is expected that one party will 
have (through direct ownership) or control (by contractual relationship) the voting rights with respect to a 
Majority of the Aggregate USD Equivalent Outstanding Amount of the Notes. The exercise of all such 
voting rights by such party in a consistent manner would determine the outcome of any votes required to 
be made by a Majority (or plurality) of the Aggregate USD Equivalent Outstanding Amount of the Notes 
voting as a single class. Such potential to determine certain voting outcomes is expected to exist so long 
as such party's ownership or control of voting rights with respect to Notes has not been reduced (through 
disposition or redemption of such Notes) to less than that of a Majority of the Aggregate USD Equivalent 
Outstanding Amount of the Notes. 

Interest Payments Dependent Primarily upon the Protection Buyer's Performance under the 
Credit Default Swap and the Basis Swap Counterparty's Performance under the Basis Swap. Payments 
made by the Protection Buyer under the Credit Default Swap and payments made by the Basis Swap 
Counterparty under the Basis Swap are the Issuer's primary sources of funds to make interest payments 
on the Notes. Since the ability of the Issuer to make interest payments on the Notes prior to the 
occurrence of a Credit Default Swap Early Termination or a Basis Swap Early Termination will be 
dependent on its receipt of payments from the Protection Buyer under the Credit Default Swap and the 
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Basis Swap Counterparty under the Basis Swap, the Noteholders are relying on the Protection Buyer to 
perform its obligations under the Credit Default Swap and the Basis Swap Counterparty to perform its 
obligations under the Basis Swap. Accordingly, if a Credit Default Swap Early Termination or a Basis 
Swap Early Termination occurs prior to a 'Payment Date, the Issuer may not have sufficient funds to make 
interest payments on all Classes of Notes. 

The insolvency of the Protection Buyer will be a Credit Default Swap Event of Default under the 
Credit Default Swap. In the event of the insolvency of the Protection Buyer, the Issuer will be treated as a 
general creditor of the Protection Buyer. Additionally, certain events with respect to a Credit Default 
Swap Early Termination (which can occur due to the insolvency of the Protection Buyer) will result in a 
Mandatory Redemption. Upon the occurrence of a Mandatory Redemption, the Trustee will liquidate all 
or a portion of the Collateral and will make any payments due to the Protection Buyer pursuant to the 
Credit Default Swap (other than a Protection Buyer Default Termination Payirlent) , the Basis Swap 
Counterparty pursuant to the Basis Swap (other than a Basis Swap Counterparty Default Termination 
Payment) and the Collateral Put Provider pursuant to the Collateral Put Agreement prior to making 
payments to the Noteholders. Under such circumstances, Noteholders may not receive sufficient funds to 
repay the principal of the Notes and, as a result, Noteholders should expect to lose a substantial part, if 
not all, of their principal investment in the Notes and to receive no interest on the Notes. In addition, in 
the case of a Mandatory Redemption, the Holders of any subordinated Class of Notes could be 
adversely affected as described under "-Mandatory Redemption and the Special Termination Liquidation 
Procedure". See "Description of the Notes-Mandatory Redemption". 

The insolvency of the Basis Swap Counterparty will be a Basis Swap Event of Default under the 
Basis Swap. In the event of the insolvency of the Basis Swap Counterparty, the Issuer will be treated as 
a general creditor of the Basis Swap Counterparty. Additionally, certain events with respect to a Basis 
Swap Early Termination (which can occur due to the insolvency of the Basis Swap Counterparty) will 
result in a Mandatory Redemption. Upon the occurrence of a Mandatory Redemption, the Trustee will 
liquidate the Collateral and will make any payments due to the Protection Buyer pursuant to the Credit 
Default Swap (other than a Protection Buyer Default Termination Payment), the Basis Swap Counterparty 
pursuant to the Basis Swap (other than a Basis Swap Counterparty Default Termination Payment) and 
the Collateral Put Provider pursuant to the Collateral Put Agreement prior to making payments to the 
Noteholders. Under such circumstances, Noteholders may not receive sufficient funds to repay the 
principal of the Notes and, as a result, Noteholders should expect to lose a substantial part, if not all, of 
their principal investment in the Notes and to receive no interest on the Notes. 

Collateral Put Provider Default. In connection with an Optional Redemption in Whole, a Partial 
Optional Redemption, a Stated Maturity of any Series of Notes or the payment of any Currency Adjusted 
Notional Principal Adjustment Amount by the Issuer to the Noteholders, if (x) the Collateral Disposal 
Agent is unable to obtain at least 100% of par for a Selected Collateral Security and/or (y) the Trustee is 
unable to obtain at least 100% of par for Eligible Investments (in each case (i) other than Put Excluded 
Collateral and (ii) excluding any accrued and unpaid interest), the Collateral Disposal Agent will inform the 
Trustee and the Issuer (in the case of.(x) above) and the Trustee will inform the Issuer (in the case of (y) 
above), who will then direct the Issuer to exercise the Issuer's rights under the Collateral Put Agreement 
pursuant to which the Issuer will deliver such Selected Collateral Security and/or such Eligible Investment 
to the Collateral Put Provider in exchange for 100% of the principal amount of such Selected Collateral 
Security and/or such Eligible Investments (plus accrued and unpaid interest). If a Collateral Put Provider 
defaults in its obligations under the Collateral Put Agreement, the Collateral Disposal Agent will be 
required to liquidate the Collateral in an amount which may be insufficient to pay such Currency Adjusted 
Notional Principal Adjustment Amount or to redeem the Notes in full (in connection with an Optional 
Redemption in Whole) or in part (in connection with a Partial Optional Redemption) or the Holders of any 
subordinated Class of Notes could be adversely affected as described under "-Mandatory Redemption 
and the Special Termination Liquidation Procedure". See "Description of the Notes-Mandatory 
Redemption" . 
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No Claims on the Reference Entities. The Credit Default Swap does not constitute a purchase or 
other acquisition or assignment of any interest in any obligation of any Reference Entity. The Issuer will 
have a contractual relationship only with the Protection Buyer and not with any Reference Entity, and 
generally will have no rights to enforce directly compliance by any Reference Entity with the terms of its 
obligations that are referred to in the Credit Default Swap, no rights of set-off against a Reference Entity, 
and no voting rights with respect to any Reference Entity. The Issuer will not directly benefit from any 
collateral securing the obligations of the Reference Entities, and the Issuer will not have the benefit of the 
remedies that would normally be available to a holder of such secured obligation. 

To the extent that the Protection Buyer, the Credit Default Swap Calculation Agent or any of their 
affiliates holds any obligation of a Reference Entity, neither the Protection Buyer, the Credit Default Swap 
Calculation Agent nor any of their affiliates will be, or will be deemed to be acting as, the Issuer's agent or 
trustee in connection with the exercise of, or the failure to exercise, any of the rights or powers of the 
Protection Buyer, the Credit Default Swap Calculation Agent or any of their affiliates arising under or in 
connection with its or their holding of any such obligation. None of the Issuer, the Trustee, the Issuing and 
Paying Agent, nor any Holder of any Note will have any right to acquire from the Protection Buyer, the 
Credit Default Swap Calculation Agent or any of their affiliates (or to require the Protection Buyer, the 
Credit Default Swap Calculation Agent or any of their affiliates to transfer, assign or otherwise dispose of) 
any interest in any Reference Obligation or other obligation of any Reference Entity pursuant to the Credit 
Default Swap. Furthermore, to the extent that the Protection Buyer, the Credit Default Swap Calculation 
Agent or any of their affiliates holds any obligation of a Reference Entity, neither the Protection Buyer, the 
Credit Default Swap Calculation Agent nor any of their affiliates will grant the Issuer, the Trustee or the 
Issuing and Paying Agent any security interest in such obligation. 

In addition, in the event of the bankruptcy or insolvency of the Protection Buyer, the Issuer will be 
treated as a general creditor of the Protection Buyer and will not have any claim with respect to the 
Reference Entities. Consequently, the Issuer will be subject to the credit risk of the Protection Buyer as 
well as that of the Reference Entities. 

Limited Provision of Information about Reference Obligations/Reference Entities. This Offering 
Circular does not provide any information with respect to any Reference Obligation or Reference Entity 
other than that contained in a description of the Reference Portfolio set forth under "The Credit Default 
Swap-The Reference Portfolio". As the occurrence of a Credit Event may result in a permanent 
decrease in the amounts payable in respect of the Notes, investors should conduct their own investigation 
and analysis with respect to the creditworthiness of each Reference Obligation and the likelihood of the 
occurrence of a Credit Event with respect to each Reference Entity and Reference Obligation. 

The Protection Buyer or its affiliates may have information, including material, non-publiC 
information, regarding the Reference Obligations and the Reference Entities. The Protection Buyer will 
not provide the Issuer, the Trustee, the Issuing and Paying Agent, any Noteholder or any other Person 
with any such non-public information. In addition, the Protection Buyer will not provide the Issuer, the 
Trustee, the Issuing and Paying Agent, any Holder of any Note or any other Person with any such 
information that is public (including financial information or notices), except in the case of information 
pertaining to one or more Credit Events with respect to each Reference Entity and one or more 
Reference ObHgation(s) of such Reference Entity in connection with which the Protection Buyer is 
seeking payment of one or more Cash Settlement Amounts. 

The Issuer will be required pursuant to the Indenture to provide the Noteholders with periodic 
reports. See "Description of the Notes-The Indenture-Reports Prepared Pursuant to the Indenture." 
None of the Initial Purchaser, the Protection Buyer or any of their respective affiliates has any obligation 
to keep the Issuer, the Trustee, the Issuing and Paying Agent or the Noteholders informed as to any other 
matters with respect to any Reference Entity or any Reference Obligation, including whether or not 
circumstances exist that give rise to the possibility of the occurrence of a Credit Event with respect to any 
Reference Obligation or a Reference Entity. 
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None of the Issuer, the Trustee, the Issuing and Paying Agent or the Noteholders will have the 
right to inspect any records of the Initial Purchaser, the Protection Buyer or any of their respective 
affiliates. Except for the information contained in this Offering Circular, none of the Initial Purchaser, the 
Protection Buyer nor any of their respective affiliates will have any obligation to disclose any information 
or evidence regarding the existence or terms of any obligation of any Reference Entity or any matters 
arising in relation thereto or otherwise regarding any Reference Entity, any guarantor or any other person. 

Concentration Risk. The concentration of the Reference Obligations in the Reference Portfolio in 
anyone particular type of Structured Product Security subjects the Notes to a greater degree of risk with 
respect to credit defaults within such type of Structured Product Security. Investors should review the list 
of Reference Obligations set forth herein and conduct their own investigation and analysis with regard to 
each Reference Obligation. See "The Credit Default Swap-The Reference Portfolio". 

Collateral Default. To the extent that defaults OCCllr with respect to any Collateral, a Mandatory 
Redemption will occur and the Collateral Disposal Agent will be required to liquidate the Collateral 
Securities. Thereafter, liquidation proceeds will be applied in accordance with "Description of the Notes­
Priority of Payments-Principal Proceeds--Stated Maturity, Optional Redemption Date or Mandatory 
Redemption Date". Depending on the market value of the remaining Collateral and the value of the 
Credit Default Swap and the Basis Swap at such time, the proceeds of such liquidation may not be 
sufficient to pay the unpaid principal of and interest on all of the Notes. 

Assets included in the Reference Portfolio or held as Collateral Securities. The risks generally 
described below under Commercial Mortgage-Backed Securities, Residential Mortgage-Backed 
Securities, COO Cashflow Securities and Asset-Backed Securities could affect payments on the Notes to 
the extent any such asset is (i) included in the Reference Portfolio as a Reference Obligation and 
experiences a Credit Event or (ii) held by the Issuer as a Collateral Security and subsequently 
experiences a Collateral Default. 

Commercial Mortgage-Backed Securities. The Reference Obligations and the Collateral 
Securities may include Commercial Mortgage-Backed Securities. 

CMBS Securities bear various risks, including credit, market, interest rate, structural and legal 
risks. CMBS Securities are securities backed by obligations (including certificates of participation in 
obligations) that are principally secured by mortgages on real property or interests therein having a 
multifamily or commercial use, such as regional malls, other retail space, office buildings, industrial or 
warehouse properties, hotels, rental apartments, self-storage, nursing homes and senior living centers. 
Risks affecting real estate investments include general economic conditions, the condition of financial 
markets, political events, developments or trends in any particular industry and changes in prevailing 
interest rates. The cyclicality and leverage associated with real estate-related investments have 
historically resulted in periods, including significant periods, of adverse performance, including 
performance that may be materially more adverse than the performance associated with other 
investments. In addition, commercial mortgage loans generally lack standardized terms, tend to have 
shorter maturities than residential mortgage loans and may provide for the payment of all or substantially 
all of the principal only at maturity. Additional risks may be presented by the type and use of a particular 
commercial property. For instance, commercial properties that operate as hospitals and nursing homes 
may present special risks to lenders due to the significant governmental regulation of the ownership, 
operation, maintenance and financing of health care institutions. Hotel and motel properties are often 
operated pursuant to franchise, management or operating agreements which may be terminable by the 
franchisor or operator; and the transferability of a hotel's operating, liquor and other licenses upon a 
transfer of the hotel, whether through purchase or foreclosure, is subject to local law requirements. All of 
these factors increase the risks involved with commercial real estate lending. Commercial lending is 
generally viewed as exposing a lender to a greater risk of loss than residential one-to-four family lending 
since it typically involves larger loans to a single borrower than residential one-to-four family lending. 
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Commercial mortgage lenders typically look to the debt service coverage ratio of a loan secured 
by income-producing property as an important measure of the risk of default on such a loan. Commercial 
property values and net operating income are subject to volatility, and net operating income may be 
sufficient or insufficient to cover debt service on the related mortgage loan at any given time. The 
repayment of loans secured by income-producing properties is typically dependent upon the successful 
operation of the related real estate project rather than upon the liquidation value of the underlying real 
estate. Furthermore, the net operating income from and value of any commercial property may be 
adversely affected by risks generally incident to interests in real property, including events which the 
borrower or manager of the property, or the issuer or servicer of the related issuance of commercial 
mortgage-backed securities, may be unable to predict or control, such as changes in general or local 
economic conditions and/or specific industry segments; declines in real estate values; declines in rental 
or occupancy rates; increases in interest rates, real estate tax rates and other operating expenses; 
changes in governmental rules, regulations and fiscal policies; acts of God; and social unrest and civil 
disturbances. The value of commercial real estate is also subject to a number of laws, such as laws 
regarding environmental clean-up and limitatioris on remedies imposed by bankruptcy laws and state 
laws regarding foreclosures and rights of redemption. Any decrease in income or value of the 
commercial real estate underlying an issue of CMBS Securities could result in cash flow delays and 
losses on the related issue of CMBS Securities. 

A commercial property may not readily be converted to an alternative use in the event that the 
operation of such commercial property for its original purpose becomes unprofitable. In such cases, the 
conversion of the commercial property to an alternative use would generally require substantial capital 
expenditures. Thus, if the borrower becomes unable to meet its obligations under the related commercial 
mortgage loan, the liquidation value of any such commercial property may be substantially less, relative 
to the amount outstanding on the related commercial mortgage loan, than would be the case if such 
commercial property were readily adaptable to other uses. The exercise of remedies and successful 
realization of liquidation proceeds may be highly dependent on the performance of CMBS Security 
servicers or special servicers, of which there may be a limited number and which may have conflicts of 
interest in any given situation. The failure of the performance of such CMBS Security servicers or special 
servicers could result in cash flow delays and losses on the related issue of CMBS Securities. 

At anyone time, a portfOlio of CMBS Securities may be backed by commercial mortgage loans 
with disproportionately large aggregate principal amounts secured by properties in only a few states or 
regions. As a result, the commercial mortgage loans may be more susceptible to geographic risks relating 
to such areas, such as adverse economic conditions, adverse events affecting industries located in such 
areas and natural hazards affecting such areas, than would be the case for a pool of mortgage loans 
having more diverse property locations. 

Mortgage loans underlying a CMBS Securities issue may provide for no amortization of prinCipal 
or may provide for amortization based on a schedule substantially longer than the maturity of the 
mortgage loan, resulting in a "balloon" payment due at maturity. If the underlying mortgage borrower 
experiences business problems, or other factors limit refinancing alternatives, such balloon payment 
mortgages are likely to experience payment delays or even default. As a result, the related issue of 
CMBS Securities could experience delays in cash flow and losses. 

In addition, interest payments on CMBS Securities may be subject to an available funds-cap 
and/or a weighted average coupon cap (which cap will, in each case, have the practical effect of deferring 
part or all of such interest payments) if interest rate rises substantially. 

Residential Mortgage-Backed Securities. The Reference Obligations and the Collateral 
Securities may include Residential Mortgage-Backed Securities. 

RMBS Securities bear various risks, including credit, market, interest rate, structural and legal 
risks. RMBS Securities represent interests in pools of residential mortgage loans secured by one- to four-
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family residential mortgage loans. Such loans may be prepaid at any time. Residential mortgage loans 
are obligations of the borrowers thereunder only and are not typically insured or guaranteed by any other 
person or entity, although such loans may be securitized by Agencies and the securities issued are 
guaranteed. The rate of defaults and losses on residential mortgage loans will be affected by a number 
of factors, including general economic conditions and those in the area where the related mortgaged 
property is located, the borrower's equity in the mortgaged property and the financial circumstances of the 
borrower. If a residential mortgage loan is in default, foreclosure of such residential mortgage loan may 
be a lengthy and difficult process, and may involve significant expenses. Furthermore, the market for 
defaulted residential mortgage loans or foreclosed properties may be very limited. 

At anyone time, a portfolio of RMBS Securities may be backed by residential mortgage loans 
with disproportionately large aggregate principal amounts secured by properties in only a few states or 
regions. As a result, the residential mortgage loans may be more susceptible to geographic risks relating 
to such areas, such as adverse economic conditions, adverse events affecting industries located in such 
areas and natural hazards affecting such areas, than would be the case for a pool of mortgage loans 
having more diverse property locations. In addition, the residential mortgage loans may include so-called 
"jumbo" mortgage loans, having original principal balances that are higher than is generally the case for 
residential mortgage loans. As a result, such portfOlio of RMBS Securities may experience increased 
losses. 

Each underlying residential mortgage loan in an issue of RMBS Securities may have a balloon 
payment due on its maturity date. Balloon residential mortgage loans involve a greater risk to a lender 
than self-amortizing loans, because the ability of a borrower to pay such amount will normally depend on 
its ability to obtain refinancing of the related mortgage loan or sell the related mortgaged property at a 
price sufficient to permit the borrower to make the balloon payment. which will depend on a number of 
factors prevailing at the time such refinancing or sale is required, including, without limitation, the strength 
of the residential real estate markets, tax laws, the financial situation and operating history of the 
underlying property, interest rates and general economic conditions. If the borrower is unable to make 
such balloon payment, the related issue of RMBS Securities may experience losses. 

In addition, interest payments on RMBS Securities may be subject to an available funds-cap 
and/or a weighted average coupon cap (which cap will, in each case, have the practical effect of deferring 
part or all of such interest payments) if interest rate rises substantially. 

Structural and Legal Risks of CMBS Securities and RMBS Securities. Residential mortgage 
loans in an issue of RMBS Securities may be subject to various federal and state laws, public policies and 
principles of equity that protect consumers, which among other things may regulate interest rates and 
other charges, require certain disclosures, require licensing of originators, prohibit discriminatory lending 
practices, regulate the use of consumer credit information and regulate debt collection practices. Violation 
of certain provisions of these laws, public policies and principles may limit the servicer's ability to collect 
all or part of the principal of or interest on a residential mortgage loan, entitle the borrower to a refund of 
amounts previously paid by it, or subject the servicer to damages and sanctions. Any such violation could 
result also in cash flow delays and losses on the related issue of RMBS Securities. 

In addition, structural and legal risks of CMBS Securities and RMBS Securities include the 
possibility that, in a bankruptcy or similar proceeding involving the originator or the servicer (often the 
same entity or affiliates), the assets of the issuer could be treated as never having been truly sold by the 
originator to the issuer and could be substantively consolidated with those of the originator, or the transfer 
of such assets to the issuer could be voided as a fraudulent transfer. Challenges based on such 
doctrines could result also in cash flow delays and losses on the related issue of CMBS Securities or 
RMBS Securities. 

It is not expected that CMBS Securities or RMBS Securities (other than the RMBS Agency 
Securities) will be guaranteed or insured by any governmental agency or instrumentality or by any other 
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person. Distributions on CMBS Securities and RMBS Securities will depend solely upon the amount and 
timing of payments and other collections on the related underlying mortgage loans. 

Some of the CMBS Securities and RMBS Securities included in the Reference Portfolio may be 
subordinated to one or more other senior classes of securities of the same series for purposes of, among 
other things, offsetting losses and other shortfalls with respect to the related underlying mortgage loans. 
In addition, in the case of CMBS Securities and certain RMBS Securities, no distributions of principal will 
generally be made with respect to any class until the aggregate principal balances of the corresponding 
senior classes of securities have been reduced to zero. As a result, the subordinate classes are more 
sensitive to risk of loss and writedowns than senior classes of such securities. 

COO Cash flow Securities. The Reference Obligations and the Collateral Securities may include 
COO Cashflow Securities. COO Cashflow Securities generally are limited recourse obligations of the 
issuer thereof payable solely from the underlying assets of the issuer ("COO Collateral") or proceeds 
thereof. Consequently, COO Cashflow Securities must rely solely on distributions on the underlying COO 
Collateral or proceeds thereof for payment in respect thereof. If distributions on the underlying COO 
Collateral are insufficient to make payments on the COO Cashflow Securities, no other assets will be 
available for payment of the deficiency and following realization of the underlying assets, the obligations 
of the issuer to pay such deficiency shall be extinguished. 

COO Cashflow Securities are subject to credit, liquidity and interest rate risks. COO Collateral 
may consist of high yield debt securities, loans, structured finance securities and other debt instruments. 
High yield debt securities are generally unsecured (and loans may be unsecured) and may be 
subordinated to certain other obligations of the issuer thereof. The below investment grade ratings of 
high yield securities reflect a greater possibility that adverse changes in the financial condition of an 
issuer or in general economic conditions or both may impair the ability of the issuer to make payments of 
principal or interest. Such investments may be speculative. 

Issuers of COO Cashflow Securities may acquire interests in loans and other debt obligations by 
way of assignment or participation. The purchaser of an assignment typically succeeds to all the rights 
and obligations of the assigning institution and becomes a lender under the credit agreement with respect 
to the debt obligation; however, its rights can be more restricted than those of the assigning institution. 

COO Cashflow Securities are subject to interest rate risk. The COO Collateral of an issuer of 
COO Cashflow Securities may bear interest at a fixed (floating) rate while the COO Cashflow Securities 
issued by such issuer may bear interest at a floating (fixed) rate. As a result, there could be a 
floatinglfixed rate or basis mismatch between such COO Cashflow Securities and COO Collateral which 
bears interest at a fixed rate and there may be a timing mismatch between the COO Cashflow Securities 
and assets that bear interest at a floating rate as the interest rate on such assets bearing interest at a 
floating rate may adjust more frequently or less frequently, on different dates and based on different 
indices than the interest rates on the COO Cashflow Securities. As a result of such mismatches, an 
increase or decrease in the level of the floating rate indices could adversely impact the ability to make 
payments on the COO Cashflow Securities. 

In addition, certain COO Cashflow Securities may by their terms defer payment of interest or pay 
interest "in-kind". 

Asset-Backed Securities. The Collateral Securities may include Asset-Backed Securities. The 
structure of an Asset-Backed Security and the terms of the investors' interest in the collateral can vary 
widely depending on the type of collateral, the desires of investors and the use of credit enhancements. 
Individual transactions can differ markedly in both structure and execution. Important determinants of the 
risk associated with issuing, acquiring synthetic exposure through the Credit Default Swap or holding 
Asset-Backed Securities include the relative seniority or subordination of the class of Asset-Backed 
Securities, the relative allocation of principal and interest payments in the priOrities by which such 
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payments are made under the goveming documents, how credit losses affect the issuing vehicle and the 
retum on the different classes, whether collateral represents a fixed set of specific assets or accounts, 
whether the underlying collateral assets are revolving or closed-end, under what terms (including maturity 
of the asset-backed instrument) any remaining balance in the accounts may revert to the issuing 
company and the extent to which the company that is the actual source of the collateral assets is 
obligated to provide support to the issuing vehicle or to any of the classes of securities. With respect to 
some types of Asset-Backed Securities, the risk is more closely correlated with the default risk on 
corporate bonds of similar terms and maturities than with the performance of a pool of receivables. In 
addition, certain Asset-Backed Securities (particularly subordinated Asset-Backed Securities) provide that 
the non-payment of interest in cash on such securities will not constitute an event of default in certain 
circumstances and the holders of such securities will not have available to them any associated default 
remedies. 

Holders of Asset-Backed Securities bear various risks, including credit risks, liquidity risks, 
interest rate risks, market risks, operations risks, structural risks and legal risks. Credit risk arises from 
losses due to defaults by the borrowers in the underlying collateral and the issuer's or servicer's failure to 
perform. These two elements may be related, as, for example, in the case of a servicer which does not 
provide adequate credit-review scrutiny to the serviced portfoliO, leading to higher incidence of defaults. 
Market risk arises from the cash flow characteristics of the security, which for most Asset-Backed 
Securities tend to be predictable. The greatest variability in cash flows comes from credit performance, 
including the presence of wind-down or acceleration features designed to protect the investor in the event 
that credit losses in the portfOlio rise well above expected levels. Interest rate risk arises for the issuer 
from the relationship between the pricing terms on the underlying collateral and the terms of the rate paid 
to holders of securities and from the need to mark to market the excess servicing or spread account 
proceeds carried on the balance sheet. For the holder of the security, interest rate risk depends on the 
expected life of the Asset-Backed Securities which may depend on prepayments on the underlying assets 
or the occurrence of wind-down or termination events. 

If the servicer becomes subject to financial difficulty or otherwise ceases to be able to carry out its 
functions, it may be difficult to find other acceptable substitute servicers and cash flow disruptions or 
losses may occur, particularly with non-standard receivables or receivables originated by private retailers 
who collect many of the payments at their stores. Structural and legal risks include the possibility that, in 
a bankruptcy or similar proceeding involving the originator or the servicer (often the same entity or 
affiliates), the assets of the Issuer could be treated as never having been truly sold by the originator to the 
Issuer and could be substantively consolidated with those of the originator, or the transfer of such assets 
to the issuer could be voided as a fraudulent transfer. Challenges based on such doctrines could result 
also in cash flow delays and reductions on the Asset-Backed Securities. Other Similar risks relate to the 
degree to which cash flows on the assets of the Issuer may be commingled with those on the originator's 
other assets. 

Currency Exchange Risk. The Reference Portfolio may include non-Dollar denominated 
Reference Obligations. At the time that such non-Dollar denominated Reference Obligation is included in 
the Reference Portfolio, the Credit Default Swap Calculation Agent will determine the Notional Foreign 
Exchange Rate with respect to such non-Dollar denominated Reference Obligation. This Notional 
Foreign Exchange Rate will not change during the time such non-Dollar denominated Reference 
Obligation is in the Reference PortfOliO, and, as such, will protect the Issuer from any unfavorable 
fluctuation of the applicable currency rate (which would increase the amount of any Cash Settlement 
Amount and/or Notional Principal Adjustment Amount relating to such non-Dollar denominated Reference 
Obligation). However, because the Notional Foreign Exchange Rate is fixed, the Issuer will not benefrt 
from any favorable fluctuation of the applicable currency exchange rate (which would reduce the amount 
of any Cash Settlement Amount and/or Notional Principal Adjustment Amount relating to such non-Dollar 
denominated Reference Obligation). 
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In addition, in connection with a Mandatory Redemption, Collateral Securities may' be liquidated 
and the proceeds of such liquidation may be insufficient to pay the Currency Adjusted Aggregate 
Outstanding Amount of each Series in full. To the extent that a Series of Notes is denominated in an 
Approved Currency for which there is insufficient proceeds in such Approved Currency (at the applicable 
level of priority) to pay the Currency Adjusted Aggregate Outstanding Amount of such Series of Notes in 
full, available proceeds denominated in other Approved Currencies will be exchanged for such needed 
Approved Currency at the applicable currency exchange rates at such time. other Notes of such Class 
denominated in any such other Approved Currency and Notes junior to such Class may experience 
losses due to any adverse fluctuation of the applicable exchange currency rates. 

Average Life and Prepayment Considerations. The Stated Maturity of the Notes issued on the 
Closing Date is September 28, 2045_andJ'Tlay vary with respect to any additional issuance of Notes; 
however, the average life of each Series of Notes is expected-to be shorterthantlle-nu-mbefofyearsllntil 
the Stated Maturity. 

The approximations of the average life of each Class of Notes set forth in the table in 
"Summary-Notes" with respect to the average life of each Class of Notes are not predictive and do not 
necessarily reflect historical performance of the Reference Obligations. Such approximations will also be 
affected by any inclusion of Replacement Reference Obligations in the Reference Portfolio, Optional 
Redemption in \/\/hole, Partial Optional Redemption, Mandatory Redemption or the characteristics of the 
Reference Obligations, including the existence and frequency of exercise of any optional redemption, 
mandatory prepayment or sinking fund features, the prevailing level of interest rates and the actual 
default rate. 

Certain Conflicts of Interest. Various potential and actual conflicts of interest may nevertheless 
arise from the activities of the Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the 
Collateral Put Provider, the Collateral Disposal Agent and their affiliates. The following, together with "­
No Portfolio Adviser; Replacement Reference Obligations" and "-Limited Provision of Information about 
Reference Obligations/Reference Entities", briefly summarize some of these conflicts, but is not intended 
to be an exhaustive list of all such conflicts. 

It is expected that the Initial Purchaser and/or its respective affiliates will have placed or 
underwritten certain of the Reference Obligations and/or Collateral Securities at original issuance and/or 
will have provided investment banking services, advisory, banking and other services to issuers of 
Reference Obligations and/or Collateral Securities. The Initial Purchaser may not have completed its 
resale of the Notes by any date certain, which may affect the liquidity of the Notes as well as the ability, if 
any, of the Initial Purchaser to make a market in the Notes. From time to time, the Issuer may purchase 
or sell Collateral Securities from and/or through Goldman, Sachs & Co. and/or any of its affiliates 
(collectively, "Goldman Sachs"). The Issuer may invest in money market funds that are managed by 
Goldman Sachs or for which the Trustee or its affiliates provides services, provided that such money 
market funds otherwise qualify as Eligible Investments. 

The Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the Collateral Put 
Provider, the Collateral Disposal Agent and certain of their respective affiliates are acting in a number of 
capacities in connection with the transactions described herein. The Initial Purchaser, the Protection 
Buyer, the Basis Swap Counterparty, the Collateral Put Provider, the Collateral Disposal Agent and each 
of their respective affiliates acting in such capacities will have only the duties and responsibilities 
expressly agreed to by such entity in the relevant capacity and will not, by virtue of acting in any other 
capacity, be deemed to have other duties or responsibilities, other than as expressly provided with 
respect to each such capacity. The Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, 
the Collateral Put Provider, the Collateral Disposal Agent and their respective affiliates in their various 
capacities may enter into business dealings from which they may derive revenues and profits in addition 
to the fees stated in the various transaction documents, without any duty to account therefor. In such 
dealings, the Initial Purchaser, the Protection Buyer, the BaSis Swap Counterparty, the Collateral Put 
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Provider, the Collateral Disposal Agent and their respective affiliates may act in the same manner as if 
the Notes had not been issued, regardless of whether any such action (including without limitation, any 
action that might constitute or give rise to a Credit Event) might have an adverse effect on a Reference 
Entity, a Reference Obligation or any guarantor in respect thereof or otherwise. 

The Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the Collateral Put 
Provider, the Collateral Disposal Agent and their respective affiliates may hold long or short positions with 
respect to Reference Obligations and/or other securities or obligations of related Reference Entities and 
may enter into credit derivative or other derivative transactions with other parties pursuant to which it sells 
or buys credit protection with respect to one or more related Reference Entities and/or Reference 
Obligations. The Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the Collateral Put 
Provider, the Collateral Disposal Agent and their respective affiliates may act with respect to such 
transactions and may exereiseilrenferce, or-Fefrain from exercising· or enforcing ,aoyor alLoLits_Jights 
and powers in connection therewith as if it had not entered into the Credit Default Swap, the Basis Swap, 
the Collateral Put Agreement and the Collateral Disposal Agreement, and without regard to whether any 
such action might have an adverse effect on the Issuer, the Noteholders, a related Reference Entity or 
any Reference Obligation. If the Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, 
the Collateral Put Provider, the Collateral Disposal Agent or their respective affiliates, holds claims 
against a Reference Entity or a Reference Obligation other than in connection with the transactions 
contemplated in this Offering Circular, such party's interest as a creditor may be in conflict with the 
interests of the Issuer. Currently, the Initial Purchaser is a "member" of the Index Sponsor that 
participates in the determination of the reference entities included in the ABX.HE Index. 

Evolving Nature of the Credit Default Swap Market. Credit default swaps are relatively new 
instruments in the market. While ISDA has published and supplemented the ISDA Credit Derivatives 
Definitions in order to facilitate transactions and promote uniformity in the credit default swap market, the 
credit default swap market is expected to change and the ISDA Credit Derivatives Definitions and terms 
applied to credit derivatives are subject to interpretation and further evolution. There can be no 
assurance that changes to the ISDA Credit Derivatives Definitions and other terms applicable to credit 
derivatives generally will be predictable or favorable to the Issuer. Amendments or supplements to the 
ISDA Credit Derivatives Definitions that are published by ISDA will only apply to the Credit Default Swap if 
the Credit Default Swap is amended. Therefore, in addition to the credit risk of Reference Obligations, 
Reference Entities and the credit risk of the Protection Buyer, the Issuer is also subject to the risk that the 
ISDA Credit Derivatives Definitions could be interpreted in a manner that would be adverse to the Issuer 
or that the credit derivatives mar1<et generally may evolve in a manner that would be adverse to the 
Issuer. 

DESCRIPTION OF THE NOTES 

The Co-Issued Notes will be issued pursuant to the Indenture (the "Indenture"), dated as of the 
ClOSing Date, among the Issuers and LaSalle Bank National Association, as Trustee. The Issuer Notes 
will be issued in accordance with each Deed of Covenant and will be subject to the Issuing and Paying 
Agency Agreement including the terms and conditions of such Notes contained therein. The following 
summary describes certain provisions of the Notes, the Indenture and the Issuing and Paying Agency 
Agreement. The summary does not purport to be complete and is subject to, and qualified in its entirety 
by reference to, the proviSions of the Indenture and the Issuing and Paying Agency Agreement, copies of 
which may be obtained as described under "Listing and General Information". . 

Status and Security 

The Co-Issued Notes will be limited recourse obligations of the Issuers and the Issuer Notes will 
be limited recourse obligations of the Issuer, secured as described below. Accordingly, payments of 
interest on and principal of the Notes will be made solely from the proceeds· of the Issuer Assets, in 
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From: 

Sent: 

To: 

Ostrem, Peter L 

Tuesday, September 19, 2006 8:16 PM 

FICC-SPCDOGROUP 

Subject: Hudson Mezz - new 

We have been asked to doa CDO of $2bln for the ABS desk. Approx. $1.2bln will be CDS off single-names referenced 
from the ABS index 06-1 and 06-2. This is a trade we need to execute for the desk over the next 4-6 weeks and involves 
selling half the equity (at least 30mm to sell) and the seniors and the mezz (at least half the BBBs to get true sale). I 
would like everyone to work together on this one. We expect to charge ongoing 10bp liquidation agent fees and 1-1.5pts 
upfront Equity will be offered around 22% no-loss yield. Obviously important to overall SP floor and Sobel and Sparks 
are focused ontnis liappenirig .... 

Permanent Subcommittee on Investigations 

EXHIBIT #86 
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Hudson Mezzanine Funding 2006-1, L TO. 

A $2.0 Billion Static Mezzanine Structured Product CDO 
Goldman, Sachs & Co. - Liquidation, Structuring, and Placement Agent 

October 2006 
The information contained herein is indicative only and the actual terms of any transaction will be set forth in the definitive Offering Circular. 
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I. Executive Summary 

Note: The information in this section is preliminary and subject to change 
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. ' . . : ... Hudson Mezzanine Funding 2006-1 
Executive Summary 

• Goldman Sachs developed the Hudson COO program in 2006 to create a consistent, programmatic approach to 
invest in attractive relative value opportunities in the RMBS and structured product market 

• We successfully launched Hudson High Grade in September. This is a continuation of the program using 
mezzanine Baa2/Baa3 quality RMBS 

• Hudson COOs are non-managed and static in nature and provide term non-recourse funding where Goldman 
Sachs acts as Liquidation Agent on an ongoing basis. The Liquidation Agent will be responsible for efficiently 
selling credit risk assets 

• The portfolio composition of Hudson Mezzanine Funding 2006-1 will consist of 100% CDS on RMBS. 
• 60% of the RMBS will be single name CDS on all 40 obligors in ABX 2006-1 and ABX 2006-2 
• 40% of the RMBS will consist of Single name CDS on 2005 and 2006 vintage RMBS 

• ABX Baa2 and Baa3 tranches trade approximately 15 to 30bps wider than the single name CDS on the 40 
obligors representing the ABX 

• Hudson Funding will capture this basis and the single name CDS will be put in at current ABX market 
levels. Term non-recourse execution of Hudson will lock in the basis for the benefit of debt and equity 
investors 

• Goldman Sachs has aligned incentives with the Hudson program by investing in a portion of equity and playing the 
ongoing role of Liquidation Agent. 
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II. Disclaimer and Risk Factors 

Note: The information in this section is preliminary and subject to change 
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Disclaimer 

The information contained herein is confidential information regarding securities that may in the future be offered by Hudson High Grade Funding 2006-1, L TO 
("Hudson Funding" or the "Issuer"). The information is being delivered to a limited number of sophisticated prospective institutional investors in order to assist them in 
determining whether they have an interest in the type of securities described herein and is solely for their internal use. By accepting this information, the recipient 
agrees that it will use and it will cause its directors, partners, officers, employees and representatives to use the information only to evaluate its potential interest in the 
securities described herein and for no other purpose and will not divulge any such information to any other party. Any reproduction of this information, in whole or in 
part, is prohibited. Notwithstanding the foregoing, each recipient (and each employee, representative, or other agent of such recipient) may disclose to any and all 
other persons, without limitation of any kind, the tax treatment and tax structure of the Issuer, the securities described herein and any future offering thereof and the 
ownership and disposition of such securities and all materials of any kind (including opinions or other tax analyses) that are provided to such recipient relating to such 
tax treatment and tax structure. However, any such information relating to such tax treatment or tax structure is required to be kept confidential to the extent 
reasonably necessary to comply with any applicable securities laws. For this purpose, the tax treatment of a transaction is the purported or claimed U.S. federal 
income tax treatment of the transaction, and the tax structure of a transaction is any fact that may be relevant to understanding the purported or claimed U.S. federal 
income tax treatment of the transaction. 
The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any 
security or instrument or to participate in any trading strategy. The information contained herein is preliminary and material changes to the proposed terms of the 
securities described herein may be made at any time. If any offer of securities is made, it shall be made pursuant to a definitive offering I,lircular (the "Offering 
Circular') prepared by or on behalf of the Issuer, which would contain material information not contained herein and which shall supersede, amend and supplement 
this information in its entirety. Any decision to invest in the securities described herein should be made after reviewing the Offering Circular, conducting such 
investigations as the investor deems necessary or appropriate and consulting the investor's own legal, accounting, tax, and other advisors in order to make an 
independent determination of the suitability and consequences of an investment in the securities. 
The securities described herein will not be registered under the Securities Act of 1933, as amended, or the securities laws of any other jurisdiction and neither the 
Issuer nor the pool of securities held by the Issuer will be registered under the Investment Company Act of 1940, as amended. The securities offered herein will not 
be recommended by any United States federal or state securities commisSion or any other regulatory authority. Furthermore, the foregoing authorities have not 
confirmed the accuracy or determined the adequacy of this document. Any representation to the contrary is a criminal offense. The securities described herein will be 
subject to certain restrictions on transfers as described in the Offering Circular. 
None of the Issuer, Goldman Sachs (as used herein, such term shall include Goldman, Sachs & Co. and all of its affiliates), nor any of their respective affiliates makes 
any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing contained herein shall be 
relied upon as a promise or representation whether as to the past or future performance. The information includes hypothetical illustrations and involves modeling 
components and assumptions that are required for purposes of such hypothetical illustrations. No representations are made as to the accuracy of such hypothetical 
illustrations or that all assumptions relating to such hypothetical illustrations have been considered or stated or that such hypothetical illustrations will be realized. The 
information contained herein does not purport to contain all of the information that may be required to evaluate such securities, and each recipient is encouraged to 
read the Offering Circular and should conduct its own independent analysis of the data referred to herein. The Issuer, Goldman Sachs, and their respective affiliates 
disclaim any and all liability relating to this information, including, without limitation, any express or implied representation or warranty for statements contained in and 
omissions from this information. None of the Issuer, Goldman Sachs, or any of their respective affiliates expects to update or otherwise revise the information 
contained herein except by means of the Offering Circular. Additional information may be available on request. The securities and obligations of the Issuer are not 
issued by, obligations of, or guaranteed by Goldman Sachs, or their respective affiliates, or other organizations. In particular, the obligations of the Issuer are not 
deposit obligations of any financial institution. The securities and obligations of the Issuer are complex, structured securities and there is no assurance that a 
secondary market for such securities will exist at any time. Accordingly, prospective investors should be prepared, and have the ability, to hold such securities until 
their respective stated maturities or stated redemption dates. 
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Disclaimer 

HYPOTHETICAL ILLUSTRATIONS AND PRO FORMA INFORMATION 

These materials contain statements that are not purely historical in nature. These include, among other things, hypothetical 
illustrations, sample or pro forma portfolio structures or portfolio composition, scenario analysis of returns and proposed or pro forma 
levels of diversification or sector investment. These hypothetical illustrations of returns illustrate a range of potential outcomes based 
upon certain assumptions. Such potential outcomes are not a prediction by the Issuer, Goldman Sachs or their respective affiliates of 
the performance of the securities described herein. Actual events are difficult to predict and are beyond the control of the Issuer, 
Goldman Sachs, or their respective affiliates. Actual events may differ from those assumed and such differences may be material. 
There can be no assurance that illustrated returns will be realized or materialized or that actual returns or results will not be materially 
lower than those presented. All statements included are based on information available on the date hereof, and none of the Issuer, 
Goldman Sachs or their respective affiliates assumes any duty to update any such statement. Some important factors which could 
cause actual results to differ materially from those in any statements contained herein include the actual composition of the collateral 
and the price at which such collateral is actually purchased by the Issuer, any defaults on the collateral, the timing of any defaults and 
subsequent recoveries, changes in interest rates, and any weakening of the specific credits included in the collateral, among others. 
The Offering Circular will contain other risk factors, which an investor should also consider in connection with an investment in the 
securities described herein. 

PRIOR INVESTMENT RESULTS 

Any prior investment results or returns are presented for illustrative purposes only and are not indicative of the future returns on the 
securities and obligations of the Issuer. Because of portfolio restrictions that apply to the Issuer and differences in market conditions, 
the investments selected by Goldman Sachs on behalf of the Issuer may differ substantially from prior investments made by Goldman 
Sachs. The Issuer has no operating history. 
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Risk Factors 

Note: The Offering Circular wifl include more extensive descriptions of the risks described herein as well as additional risks 
relating to, among other things, conflicts of interest. Any decision to invest in the securities described herein should be made after 
reviewing such Offering Circular, conducting such investigations as the investor deems necessary and consulting the investor's 
own legal, accounting and tax advisors in order to make an independent determination of the suitability and consequences of an 
investment in the securities. The Offering Circular will supersede this document in its entirety. 

• Limited Liquidity, Restrictions on Transfer and Limited Recourse 
• There is currently no market for the Secured Notes or Income Notes and it is unlikely that any secondary market will develop. 

The Secured Notes and the Income Notes should be viewed as a long-term investment, not as a trading vehicle. The value of 
the Secured Notes and the Income Notes may vary and the Secured Notes and the Income Notes, if sold, may be worth less 
than their original cost. 

• In addition, as the Secured Notes and the Income Notes will be sold in transactions exempt from SEC registration pursuant to 
Section 4(2), Rule 144A, and/or Reg S and the Issuer will not be registered under the Investment Company Act of 1940 
pursuant to the Section 3(c)(7). Related restrictions, as well as other restrictions on transfer of the Income Notes will apply. 

• All liabilities are payable solely from the cash flow available from the collateral pledged by the Issuer to secure all classes of 
Notes. No other assets will be available for payment in the event of any deficiency. The Income Notes represent equity in the 
Issuer and as such are subordinated to the Secured Notes. The Income Notes are payable from the collateral (which 
represent the only assets of the Issuer) only after payment in full of amounts due on the Secured Notes. 

• Leveraged Credit Risk 
• The Income Notes are in a first loss position with respect to defaults on the underlying collateral. The leveraged nature of the 

Income Notes magnifies the adverse impact of any collateral defaults. 
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.. : ~ . Risk Factors 

• Volatility of Collateral and of Secured Notes' and Income Notes' Market Value 

• The Income Notes represent a leveraged investment in the Collateral Assets. The use of leverage generally magnifies an 
issuer's opportunities for gain and risk of loss. Therefore, changes in the market value of the Secured Notes and the Income 
Notes can be expected to be greater than changes in the market value of the underlying assets included in the collateral, 
which themselves are subject to credit, liquidity and, with respect to the fixed rate portion of the portfolio, interest rate risk. 

• Changes in the market value of issues from one sector or industry may impact the market value of issues from one or more of 
other sectors or industries included in the collateral. 

• Collateral Risk 
• Collateral Assets inherently bear significant credit risks because issuers are primarily private entities. 

• The structure of Collateral Assets and the terms of the Issuer's interest in the collateral can vary widely depending on the type 
of collateral, investor sentiment and the use of credit enhancements. 

• Adverse changes in the financial condition of the collateral obligor or in general economic conditions may adversely affect the 
obligor's ability to pay principal and interest on its debt. 

• Illiquidity of Collateral Assets 
• Some of the Collateral Assets purchased by the Issuer will have no, or only a limited, trading market. This illiquidity may 

restrict the Issuer's ability to dispose of investments in a timely fashion or for a fair price. 
• Illiquid debt securities may also trade at a discount to comparable, more liquid investments. In addition, the Issuer may invest 

in privately placed Collateral Assets that are non-transferable or are transferable only at prices less than the fair value or the 
original purchase price of the securities. 

• Nature of Collateral 
• The Collateral Assets are subject to credit, liquidity and interest rate risk. In addition, the financial performance of the Issuer 

may be affected by the price and availability of Collateral Assets to be purchased. 

• Some or all of the Collateral Assets may be subordinated securities which may be subject to leveraged credit risk. 

• The ability of the Issuer to sell Collateral Assets prior to maturity is subject to certain restrictions and limitations under the 
Indenture. 
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Risk Factors 

• No Collateral Manager 
• The Issuer will not engage a Collateral Manager. As a result, (i) the Collateral Assets held by the Issuer on the Closing Date 

will be retained by the Issuer even if it would be in the best interests of the 
Issuer and the holders of the Income Notes and Secured Notes to dispose of certain Collateral Assets unless the Collateral 
Assets are required to be sold by the Liquidation Agent as described in the previous paragraph and (ii) the Indenture will 
eliminate the ability of the Issuer to exercise discretion in contexts where a collateral manager in a managed or static 
collateralized debt obligation transaction typically would have discretion to exercise such discretion on behalf of the Issuer and 
holders of Income Notes and Secured Notes. The inability of the Issuer to exercise discretion in these contexts could 
adversely impact the Issuer and the holders of the Income Notes and Secured Notes. 

• Timing and Amount of Recoveries 
• Only Collateral Assets that meet the liquidation criteria (see page 12) may be sold. If a Collateral Asset meets the liquidation 

criteria, the Liquidation Agent is required to sell such affected collateral in accordance with the terms of the Liquidation Agency 
Agreement. There can be no assurance as to the timing of the liquidation Agent's sale of affected assets, or if there will be 
any market for such assets or as to the rates of recovery on such affected collateral. The inability to realize immediate 
recoveries at the recovery levels assumed herein may result in lower cash flow and a lower yield to the Income Notes and 
Secured Notes as compared to the returns generated using the Modeling Assumptions. 

• Impairment of Credit Quality and/or Defaults on the Collateral 
• Decline in credit quality of the collateral or defaults could result in losses which would adversely affect the Income Notes and 

Secured Notes. The Collateral Assets are expected to have a Moody's weighted average rating of at least Aa3/A1 at the 
Closing Date. 

• There may be certain industry or sector concentrations in the COO, all of which could have a material adverse impact on the 
Income Notes in the event of economic downturns or other events affecting the credit quality of any of the collateral. 

• Yield Due to Prepayments 
• The yield to maturity on the Income Notes could be affected by the rate of prepayment of the Collateral Assets. Payments to 

the Income Notes at a rate slower than the rate anticipated by investors purchasing the Income Notes at a discount will result 
in an actual yield that is lower than anticipated by such investors. Conversely, payments to the Income Notes at a rate faster 
than the rate anticipated by investors purchasing the Income Notes at a premium will result in an actual yield that is lower than 
anticipated by such investors. 
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Risk Factors 

• Timing of Receipt of Accrued Interest Income 
• On an ongoing basis, the receipt by the Issuer of accrued interest income may affect the availability of cash which may be 

distributed to the Holders of Secured Notes and Income Notes. 

• International Investing 
• Investing outside the U.S. may involve greater risks which may include (1) less publicly available information, (2) varying 

levels of governmental regulation and supervision, (3) the difficulty of enforcing legal rights in a foreign jurisdiction and 
uncertainties as to the status, interpretation and application of laws, (4) less stringent accounting practices, (5) different 
clearance and settlement procedures, (6) economic and political conditions and instability, (7) exchange control and foreign 
currency risk, (8) insolvency and (9) expropriation risk. 

• A portion of the Collateral Assets may consist of obligations of an issuer organized under the laws of the Bahamas, Bermuda, 
the Cayman Islands, the Channel Islands, the Netherlands Antilles or other jurisdictions offering favorable tax treatment. 

• Tax Treatment of Income Notes 
• Since the Issuer will be a passive foreign investment company, a U.S. person holding Income Notes may be subject to 

additional taxes unless it elects to treat the Issuer as a qualified electing fund and to recognize currently its proportionate 
share of the Issuer's income. The Income Notes will be treated as equity for tax purposes. 

• Income Notes holders should consult their tax advisers about the special U.S. tax regimes that apply to shareholders of 
passive foreign investment companies, controlled foreign corporations and foreign personal holding companies. 

• Special tax considerations may apply to certain types of investors. Prospective investors should consult their own tax 
advisors regarding the tax implications of their investments. 

• Material Tax Considerations 
• There is a possibility that the Issuer will be found to be engaging in a U.S. trade or business. In such a case, it would be 

subject to substantial U.S. income tax on its income. 
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Risk Factors 

• Hypothetical Illustrations and Estimates 
• Estimates of the weighted average lives of the Class S, A, S, C, D and E Notes and the returns and duration of the Income 

Notes included herein, together with any other hypothetical illustrations and estimates provided to prospective purchasers of 
the Class S, A, S, C, D and, E Notes, are forward-looking statements. See "Hypothetical Illustrations and Pro Forma 
Information" on disclaimer page in the beginning of this book. 

• The hypothetical illustrations are only estimates. Actual results may vary, and the variations may be material. See 
"Hypothetical Illustrations and Pro Forma Information" on disclaimer page in the beginning of this book. 

• Changes in Tax Laws 
• The Collateral Assets are not permitted to be subject to withholding tax at the time of purchase, unless the issuer thereof is 

required to make "gross-up" payments. There can be no assurance that, as a result of any change in any applicable law, 
treaty, rule or regulation or interpretation thereof, the payments on the collateral might not in the future become subject to 
withholding tax which could adversely affect the amounts that would be available to make payments on the Income Notes and 
Secured Notes. 

• In case of a Withholding Tax Event (as defined in the Offering Circular), holders of more than 50% of any affected Note may 
require the issuer to liquidate the collateral on any Payment Date, and redeem the Class S, A, S, C, D and E Notes, prior to 
any distributions to holders of Income Notes. 

• Subordination 
• The Income Notes are subordinated to the Class A, Class B, Class C, Class D and Class E Notes and .certain payments of 

expenses. The Class E Notes are subordinated to the Class A, Class S, Class C and Glass D Notes and certain payments of 
expenses. The Class D Notes are subordinated to the Class A, Class S and Class C Notes and certain payments of 
expenses. The Class C Notes are subordinated by the Class A and Class B Notes and certain payments of expenses. The 
Class S Notes are subordinated to the Class A Notes and certain payments of expenses. No distributions of interest proceeds 
received on the collateral will be made to the Income Notes until interest on the Secured Notes and certain other expenses 
have been paid. In addition, in the event of a default, holders of the most senior class of Secured Notes will generally be 
entitled to determine the remedies to be exercised; such remedies could include the sale and the liquidation of the collateral 
and have an adverse effect on the Income Notes. The Income Notes will not be able to exercise any remedies following an 
event of default and will not receive payments after an event of default until the Secured Notes are paid in full. 
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Risk Factors 

• Credit Exposure to Portfolio of Reference Obligations 

• On the closing date, the Issuer will enter into pay-as-you-go credit default swaps (the "Synthetic Securities") with Goldman 
Sachs International, ("GSI" and in such capacity, the "Counterparty"), pursuant to which the Issuer will sell credit default 
protection with respect to a portfolio of Reference Obligations. If a credit event occurs with respect to any of the Reference 
Obligations, the Issuer will pay the Counterparty the amount of the write-down or principal loss, or if the Counterparty elects to 
deliver the reference obligation, the notional amount of the Synthetic Security times the reference price. In return for the credit 
default protection, the Counterparty will pay the Issuer a premium which may be reduced (but not below zero) if certain 
Reference Obligations experience interest shortfalls. Credit events and interest shortfalls may adversely affect the Issuer's 
ability to make payments on the Notes and the Income Notes. 

• All Notes and Income Notes are subordinated to credit default protection payments under the Synthetic Securities and to 
certain termination payments payable to the Counterparty in connection with a termination event. The magnitude of such 
losses will be affected by the number of credit events and the recovery amount of any delivered Reference Obligations and 
timing of such credit events. 
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III. Transaction Overview 

Note: The information in this section is preliminary and subject to change 
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Hudson Mezzanine Funding 2006-1, L TO 
Transaction Overview 

• Super Seniors have been pre-executed with one investor in unfunded form at 20bps p.a. 

• This is a typical CASHFLOW COO with OIC triggers. This is not a tranched Index COO 

• Goldman Sachs, in the role of Liquidation Agent, will: 
• Warehouse assets during the portfolio aggregation phase prior to closing 

• Liquidate any asset within one year after such asset performs below certain threshold levels determined 
prior to closing 

• Goldman Sachs will invest in a portion of the Income Notes 

• Goldman Sachs' objective is to develop a long term association with selected partners that can adapt to and 
take advantage of market opportunities 

• The goal is to create attractive proprietary investments by leveraging expertise of both Goldman Sachs 
COO and Mortgage Desks while maintaining a consistent approach and creating a unified issuance 
program across multiple transactions 
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Hudson Mezzanine Funding 2006-1, L TO 
Transaction Overview 

• Hudson Mezzanine Funding is a "static" mezzanine structured product COO with the following features: 
• No exposure to reinvestment spread risk or reliance on reinvestment to generate excess interest to 

cover debt 

• No fixed rate assets 

• 100% RMBS 
• No assets without an initial rating of at least Baa3 by Moody's and BBB- by S&P. Average WARF in the 

portfolio is expected to be 486 
• Overall transaction cost structure is significantly less than comparable mezzanine structured product 

COOs in the market 

• There will be no reinvestment, substitution, discretionary trading or discretionary sales. After closing, assets 
that are determined to be "credit risk" securities will be sold by the Liquidation Agent within one year of such 
determ in ation 

• Goldman Sachs will act as Structuring, Placement and Liquidation Agent for Hudson Funding and will 
warehouse the portfolio prior to closing 
• Goldman Sachs will charge 10 bps ongoing fee for its role as Liquidation Agent 

• Goldman Sachs' portfolio selection process: 
• Assets sourced from the Street. Hudson Mezzanine Funding is not a Balance Sheet COO 
• Goldman Sachs COO desk pre-screens and evaluates assets for portfoliO suitability 
• Goldman Sachs COO desk reviews individual assets in conjunction with respective mortgage trading 

desks (Subprime , Midprime, Prime, etc.) and makes decision to add or decline 

• All CDS use rating agency approved confirms (pay as you go) 
16 
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Hudson Mezzanine Funding 2006-1, L TO 
Transaction Overview - Asset Selection / Asset Liquidation 

• Portfolio Aggregation Strategy: 
• 60% of portfolio will consist of the 40 obligors in ABX 2006-1 and ABX 2006-2 
• Select only assets rated explicitly Baa3/BBB- (Moody's / S&P) and above. No notched rating of below 

Baa3 in the portfolio 

• No Fixed rate assets allowed, eliminating interest rate swap basis mismatch 

• Maximum obligor concentration is 1.5%, creating a very granular portfolio with 100 distinct obligors 
• Target portfolio with Weighted Average Rating Factor of 486 and duration weighted average spread of 

183 bps 

• Goldman Sachs, as Liquidation Agent, will liquidate any asset determined to be a "credit risk" asset within 
12 months of such determination. "Credit risk" assets will include: 

• Any asset downgraded by Moody's or S&P to below Sa3 or SS-
• Any asset that is defaulted and experiences a credit event as defined by the P AUG confirm 

• Expected collateral quality statistics at closing 

• WARF: 486 
• 1 00 Distinct Obligors 
• Moody's Asset Correlation ("MAC") at closing: 23 
• Duration weighted average portfolio spread: 183 bps 
• Weighted Average Duration: 4.0 years 
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Hudson Mezzanine Funding 2006-1, L TO 
Transaction Overview - Preliminary Capital Structure1 

Expected 
Principal/Notional % of Capital 

Classes Ratings (MIS) Balance Structure Coupon Expected WAL InitialOC 

Class S AaalAAA $[] MM N/A 1M UBOR + [ ]% 3.1 yrs N/A 

Senior Swap AaalAAA $1,200 MM 60.00% Not Offered 3.9 yrs 166.7% 
(unfunded) 

Class A-F AaalAAA $110 MM 5.5% 1M UBOR + [ ]% 2.6 yrs 139.9% 

Class A-B AaalAAA $120 MM 6.0% 1M UBOR + [ ]% 6.7 yrs 139.9% 

Class B Aa2./AA $230 MM 11.5% 1 M U BOR + [ ]% 5.3 yrs 120.5% 

Class C A2IA $170 MM 8.5% 1M UBOR + [ ]% 5.5 yrs 109.3% 

Class D Baa2lBBB $84MM 4.2% 1M UBOR + [ ]% 5.3 yrs 104.5% 

Class E Ba1/BB+ $26MM 1.3% 1M UBOR + [ 1% 4.5 yrs 103.1% 

Income Notes N/A $60MM 3.0% N/A N/A N/A 

1 This capital structure is preliminary and is subject to change 
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Hudson Mezzanine Funding 2006-1, L TO 
Transaction Overview - Comparable Transactions 

• Hudson Mezzanine Funding is a pure RMBS COO and will look very different than most mezzanine deals 
currently in the market. Hudson will have none of the following: 

• COO bucket 

• Fixed rate RMBS / Negative convexity product 

• BB bucket 

Cairn Mezz Springdale 
ABS COO II Octans COO II 2006-1 Gemstone VI Longstreet 

Ongoing Fees (bps) 25 15 10 (28)1 30 40 
Max COO bucket 10% 10% 8% 5% 5% 
Fixed rate bucket 5% NONE 8% 10% 10% 
BB bucket NONE 3% 5% 26% 5% 
Distinct Obligors 100 90 140 N/A 100 
100% Ramped at Closing NO NO YES YES NO 
Covenant/Expected WARF 525 500 485 650 450 
Covenant/Expected Spread 1.64% 1.46% 1.66% 1.80% 1.75% 

1 The Collateral Manager, Princeton Advisory, receives 10bps ongoing and $5.5mm in free equity 

The running fee plus equity are equivalent to approximately a 28bps management fee 
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IV. Transaction Details 

Note: The information in this section is preliminary and subject to change 
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Transaction Details 
General Information 

Issuers; 

Liquidation Agent, Structuring 
and Placement Agent: 

Liquidation Agent Fee: 

Reinvestment Period: 

Discretionary Trading: 

Ramp-Up Period: 

Non-Call Period: 

Auction call: 

Call Price: 

Payment Frequency: 

ContrOlling Class: 

Hudson Mezzanine Funding 2006-1, L TO, and Hudson Mezzanine Funding 2006-1, Corp. 

Goldman, Sachs & Co. 

10 bps per annum payable senior to all the Notes 

None 

None. Liquidation Agent will sell credit-risk assets based on pre-determined rules and the 
clean proceeds will be treated as principal paydowns 

None 

3 years. Callable in whole on or after April 2010 by a majority vote of the Income Notes 

Commences on April 2015. Conducted annually thereafter 

Par plus ali accrued for Secured Notes and unpaid principal balance of the Income Notes. 
There is no cali premium to the Income Notes 
Monthly on Class S, Senior Swap, Class A, B, C, 0 and Class E Notes, Quarterly for Income 
Notes 

Class S, Senior Swap and Class A Notes (the "Senior Notes") voting in the aggregate until 
paid in full, then Class B, Class C, 0 and Class E Notes in that order until each Class is paid 
in full 
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Transaction Details 
Collateral Profile 

Moody's WARF 

Purchased Collateral 

Ratings Profile 

Target Obligor Concentration 
Profile 

Collateral Haircuts: 

486 

All collateral assets can be classified as RMBS 

• 100% of the assets are rated at least Baa3 and BBB- by Moody's and S&P 

• Maximum Obligor concentration: 1.5% 

• 10% applied to Double-B Assets prior to sale (20% for Senior Overcollateralization test) 
• 20% applied to Single-B Assets prior to sale (40% for Senior Overcollateralization test) 
• 50% applied to Triple-C Assets prior to sale (75% for Senior Overcollateralization test) 
• 100% applied to Defaulted Obligations 
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v. Portfolio Composition 

Note: The information in this section is preliminary and subject to change 
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.. . Portfolio Composition 
Current Portfolio 

Collateral[2] 

RMBS 
Prime 

6% 

Credit Ratings(1)[2] 

BBB-
8% 

1 Based on higher of sap and Moody's rating for each asset. 
2 Represents the Current Portfolio as of September 26, 2006. Please refer to the final Offering Circular for final portfolio details. 

Confidential Treatment Requested by Goldman Sachs 

A-
5% 

BBB+ 
37% 
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.:..... Portfolio Highlights 

• Portfolio WARF is 486 

• 100% RM8S 

• All investment grade rated RM8S. No 88s 

• No fixed rate assets 

• No Option ARM assets 
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Appendix A - Portfolio Asset List 

Note: The information in this section is preliminary and subject to change 
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.!~ : :. :' Portfolio Composition 
Comprehensive COO Collateral Asset List: 

Reference Obligation Moody's S&P Size 
A8SHE 2005-HE3 M9 8aa3 888- $ 13,000,000 
A8SHE 2005-HE6 M8 8aa2 888 $ 13,000,000 
ASSHE 2006-HE5 M8 Saa2 SSS $ 13,000,000 
ACCR 2006-2 M9 Baa3 BBB $ 13,000,000 
ACE 2005-HE7 MB Baa2 888 $ 15,000,000 
ACE 2005-HE7 M9 Baa3 BB8 $ 15,000,000 
ACE 2006-ASP2 M9 Baa3 888 $ 13,000,000 
ACE 2006-NC1 MB Baa2 BBB $ 15,000,000 
ACE 2006-NC1 M9 Baa3 8BB $ 15,000,000 
AMIT 2005-2 MB Baa2 A $ 13,000,000 
AMSI 2005-R 11 MB Baa2 A- $ 15,000,000 
AMS12005-R11 M9 Baa3 BBB+ $ 15,000,000 
AMS12005-R3 MB Baa2 BBB $ 13,000,000 
AMSI 2005-RB M9 8aa3 BBB $ 13,000,000 
ARSI 2005-W2 MB Baa2 SSB $ 15,000,000 
ARS12005-W2 M9 Baa3 BBB $ 15,000,000 
ARSI 2006-W1 MB Baa2 BBB $ 15,000,000 
ARS12006-W1 M9 Baa3 888 $ 15,000,000 
BSASS 2005-EC1 MB Baa3 BBB $ 13,000,000 
BSABS 2005-HE11 M7 Baa2 BBB $ 15,000,000 
BSABS 2005-HE11 M8 Baa3 BBB $ 15,000,000 
BSA8S 2006-HE3 MB Baa2 BBB $ 15,000,000 
BSABS 2006-H E3 M9 Baa3 BBB- $ 15,000,000 
BSABS 2006-PC1 MB Baa3 BBB+ $ 13,000,000 
CARR 2006-NC1 MB 8aa2 BBB+ $ 15,000,000 
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' .. ~ .' Portfolio Composition 
Comprehensive COO Collateral Asset List: 

Reference Obligation Moody's S&P Size 
CARR 2006-NC1 M9 Baa3 BBB+ $ 15,000,000 
CARR 2006-NC2 M9 Baa3 BBB- $ 13,000,000 
CARR 2006-RFC1 M8 Baa2 A $ 13,000,000 
CBASS 2006-CB4 B3 Baa3 BBB+ $ 13,000,000 
CMLT12005-0PT4 M9 Baa3 BBB+ $ 13,000,000 
CWL 2005-10 MV8 Baa2 BBB $ 13,000,000 
CWL 2005-BC5 B Baa3 BBB $ 15,000,000 
CWL 2005-BC5 M8 Baa2 BBB+ $ 15,000,000 
CWL 2006-8 M8 Baa2 BBB $ 15,000,000 
CWL 2006-8 M9 Baa3 BBB- $ 15,000,000 
ECR 2005-2 B Baa3 BBB- $ 13,000,000 
EMLT 2005-1 M9 Baa3 BBB- $ 13,000,000 
FFML 2005-FF12 Baa3 BBB- $ 13,000,000 
FFML 2005-FF12 B2 Baa2 BBB+ $ 15,000,000 
FFML 2005-FF12 B3 Baa3 BBB $ 15,000,000 
FFML 2005-FF3 M9 Baa3 BBB $ 13,000,000 
FFML 2005-FF7 M8 Baa2 BBB+ $ 13,000,000 
FFML 2006-FF4 B1 Baa3 BBB+ $ 15,000,000 
FFML 2006-FF4 M8 Baa2 BBB+ $ 15,000,000 
FFML 2006-FF8 M9 Baa3 BBB+ $ 13,000,000 
FHLT 2005-B M10 Baa3 BBB+ $ 13,000,000 
FHLT 2006-1 M7 Baa2 BBB+ $ 13,000,000 
FHLT 2006-2 M7 Baa2 BBB+ $ 13,000,000 
FMIC 2006-1 M9 Baa3 BBB $ 13,000,000 
FMIC 2006-2 M9 Baa3 BBB $ 13,000,000 
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· .:'::., Portfolio Composition 
Comprehensive COO Collateral Asset List: 

Reference Obligation Moody's S&P Size 
GEWMC 2005-1 B3 Baa3 BBB+ $ 13,000,000 
GSAA 06-12 B2 Baa3 A- $ 15,500,000 
GSAA 06-14 B1 Baa2 BBB $ 15,500,000 
GSAA 06-16 B2 Baa3 BBB+ $ 15,500,000 
GSAA 06-3 B3 Baa3 BBB- $ 15,500,000 
GSAA 06-8 B1 Baa2 BBB+ $ 15,500,000 
GSAA 2005-3 B3 Baa3 BBB+ $ 15,500,000 
GSAA 2005-6 B2 Baa2 BBB $ 15,500,000 
GSAA 2005-8 B2 Baa2 BBB $ 15,500,000 
GSAM P 2005-H E4 B2 Baa2 BBB+ $ 15,000,000 
GSAMP 2005-HE4 B3 Baa3 BBB $ 15,000,000 
GSAMP 2006-HE1 M8 Baa2 A- $ 13,000,000 
GSAMP 2006-HE3 M8 Baa2 A- $ 15,000,000 
GSAMP 2006-HE3 M9 Baa3 BBB+ $ 15,000,000 
GSAMP 2006-NC2 M9 Baa3 BBB- $ 13,000,000 
HASC 2006-0PT4 M7 Baa2 BBB+ $ 13,000,000 
HEAT 2005-8 B1 Baa3 BBB+ $ 15,000,000 
HEAT 2005-8 M8 Baa2 BBB+ $ 15,000,000 
HEAT 2006-4 B1 Baa3 BBB+ $ 15,000,000 
HEAT 2006-4 M8 Baa2 BBB+ $ 15,000,000 
JPMAC 2005-0PT1 M8 Baa2 BBB+ $ 15,000,000 
JPMAC 2005-0PT1 M9 Baa3 BBB+ $ 15,000,000 
JPMAC 2006-ACC1 M8 Baa2 BBB $ 13,000,000 
JPMAC 2006-CW2 MV9 Baa3 BBB $ 13,000,000 
JPMAC 2006-FRE1 M8 Baa2 BBB $ 15,000,000 
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. -- Portfolio Composition 

Comprehensive COO Collateral Asset List: 

Reference Obligation Moody's S&P Size 
JPMAC 2006-FRE1 M9 Baa3 BBB $ 15,000,000 
JPMAC 2006-HE1 M8 Baa2 BBB $ 13,000,000 
LBML T 2005-WL2 M8 Baa2 BBB $ 15,000,000 
LSML T 2005-WL2 M9 Baa3 BSS $ 15,000,000 
LSML T 2006-1 M8 Baa2 BBB $ 15,000,000 
LBML T 2006-1 M9 Baa3 BBB $ 15,000,000 
MABS 2005-NC2 M8 Baa2 SSB $ 15,000,000 
MABS 2005-NC2 M9 Baa3 BBB $ 15,000,000 
MASS 2006-NC1 M8 Baa2 BBB $ 15,000,000 
MABS 2006-NC1 M9 Baa3 BBB $ 15,000,000 
MLM12005-AR1 B2 Baa2 BBB $ 15,000,000 
MLMI 2005-AR1 B3 Baa3 BBB $ 15,000,000 
MLMI 2006-HE1 S2A Baa2 BBS $ 15,000,000 
MLMI 2006-HE1 B3A Baa3 BBB $ 15,000,000 
MSAC 2005-HE5 B2 Baa2 BBB $ 15,000,000 
MSAC 2005-HE5 B3 Baa3 BSS $ 15,000,000 
MSAC 2006-WMC2 B2 Baa2 BBB $ 15,000,000 
MSAC 2006-WMC2 B3 Baa3 BBB $ 15,000,000 
MSC 2006-HE2 B2 Baa2 BBB $ 15,000,000 
MSC 2006-HE2 B3 Baa3 BBB $ 15,000,000 
MSHEL 2006-2 B2 Baa2 BBB+ $ 13,000,000 
NCHET 2005-4 M8 Baa2 BBB+ $ 15,000,000 
NCHET 2005-4 M9 Baa3 BBB+ $ 15,000,000 
NCHET 2005-C M8 Baa2 BSB+ $ 13,000,000 
NHEL 2005-2 M8 Baa2 A $ 13,000,000 
NHEL 2006-2 M7 Baa2 A $ 13,000,000 
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Comprehensive COO Collateral Asset List: 

Reference Obligation Moody's S&P Size 
OOMLT 2006-1 M9 Baa3 A $ 13,000,000 
OOML T 2006-2 M8 Baa2 BBB $ 13,000,000 
OWNIT 2006-2 B2 Baa2 A- $ 13,000,000 
POPLR 2006-A M6 Baa3 BBB $ 13,000,000 
RAMP 2005-EFC2 M9 Baa3 BBB $ 13,000,000 
RAMP 2005-EFC4 M8 Baa2 BBB+ $ 15,000,000 
RAMP 2005-EFC4 M9 Baa3 BBB $ 15,000,000 
RAMP 2006-NC2 M8 Baa2 BBB $ 15,000,000 
RAMP 2006-NC2 M9 Baa3 BBB- $ 15,000,000 
RAMP 2006-RZ2 M9 Baa3 BBB+ $ 13,000,000 
RASC 2005-EMX2 M9 Baa3 BBB- $ 13,000,000 
RASC 2005-KS 11 M8 Baa2 A $ 15,000,000 
RASC 2005-KS 11 M9 Baa3 BBB+ $ 15,000,000 
RASC 2006-EMX2 M8 Baa2 A- $ 13,000,000 
RASC 2006-KS3 M8 Baa2 A- $ 15,000,000 
RASC 2006-KS3 M9 Baa3 BBB+ $ 15,000,000 
SABR 2005-EC1 B2 Baa2 BBB+ $ 13,000,000 
SABR 2005-HE1 B2 Baa2 BBB+ $ 15,000,000 
SABR 2005-HE1 B3 Baa3 BBB $ 15,000,000 
SABR 2005-0P1 B2 Baa2 BBB+ $ 13,000,000 
SABR 2006-0P1 B2 Baa2 BBB+ $ 15,000,000 
SABR 2006-0P1 B3 Baa3 BBB+ $ 15,000,000 
SAIL 2005-HE3 M8 Baa2 BBB+ $ 15,000,000 
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, "~ ; , " Portfolio Composition 
Comprehensive COO Collateral Asset List: 

Reference Obligation Moody's S&P Size 
SAIL 2005-HE3 M9 Baa3 BBB+ $ 15,000,000 
SAIL 2006-4 M7 Baa2 BBB+ $ 15,000,000 
SAl L 2006-4 M8 Baa3 BBB+ $ 15,000,000 
SASC 2005-WF4 M8 Baa2 BBB+ $ 15,000,000 
SASC 2005-WF4 M9 Baa3 BBB+ $ 15,000,000 
SASC 2005-WMC1 M4 Baa2 BBB $ 13,000,000 
SASC 2006-WF2 M8 Baa2 BBB $ 15,000,000 
SASC 2006-WF2 M9 Baa3 BBB $ 15,000,000 
SAST 2005-2 B2 Baa2 BBB $ 13,000,000 
SURF 2006-BC1 B2A Baa2 BBB+ $ 13,000,000 
SVHE 2005-4 M8 Baa2 BBB+ $ 15,000,000 
SVHE 2005-4 M9 Baa3 BBB $ 15,000,000 
SVH E 2006-0PT2 M8 Baa3 BBB+ $ 13,000,000 
SVHE 2006-0PT5 M8 Baa2 BBB $ 15,000,000 
SVHE 2006-0PT5 M9 Baa3 BBB- $ 15,000,000 
WFHET 2006-1 M9 Baa3 BBB+ $ 13,000,000 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Jha, Arbind 
Thursday, October 12,20069:46 PM 
Herrick, Darryl K; Ganapathy, Mahesh 
Birnbaum, Josh 
Re: Risk Issue 

I am out tomorrow. Will call you on Monday to get the details. 
However, I'd appreciate if you could briefly try to address my following questions: 
(1) Do we really have scenario risk on $2bn not'l? $1.2bn of not'l is being sourced from 

ABX desk - this risk is already being captured in our risk number for SPG Trading desk. 
(2) The remaining $0.8bn will be composed of single name CDS. Since we do not have any 
pre-existing long (credit), we will be going short after we price this CDO and therefore 
will have a risk mitigating impact on our risk. 
Please correct me if I am getting this wrong. 
Thanks. 

----- Original Message ----­
From: Herrick, Darryl K 
To: Ganapathy, Mahesh 
Cc: Jha, Arbind 
Sent: Thu Oct 12 20:40:12 2006 
Subject: RE: Risk Issue 

Arbind 
Call me 

From: Ganapathy, Mahesh 
Sent: Thursday, October 12, 2006 8:13 PM 
To: Herrick, Darryl K 
Subject: Risk Issue 

Darryl, 

This is a summary of what Arbind wanted to talk to you about. He was wondering if 
the whole of the $2b assets in Hudson Mezz should be accounted as part of our risk calc 
since many of the assets (1.2B) were sourced from another desk who, technically are still 
owners of that risk . By stating that 100% of the warehouse risk belongs to us , we are 
double counting. 

Moreover, he also said that the remaining 0.8B were yet to be sourced, ( I am not 
sure what he meant by that) so the net result is that there should be no warehouse risk to 
us from Hudson Mezz. What is your view? He wanted me/you to follow up with him regarding 
this. 

Thanks 
Mahesh 

Confidential Treatment Requested by Goldn 
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From: Jha, Arbind <Arbind.Jha@ny.emai1.gs.com> 

Thursday, October 26,20065:58 PM Sent: 
To: 
Cc: 

Sobel, Jonathan <jonathan.sobel@ny.email.gs.com> 

Dinias, Michael <Michae1.Dinias@ny.emai1.gs.com>; Swenson, Michael 
<Michae1.Swenson@ny.emai1.gs.com>; Birnbaum, Josh 
<josh.birnbaum@ny.email.gs.com> 

Subject: RE: MarketRisk: Mortgage Risk Report (cob 10/25/2006) 

Per Mike S., we sold $1 bn of ABX BBB- and bought $1 bn protection on single name BBB- CDS. This is estimated to 
reduce the scenario risk by approx. $90mm. 

We will firm up the numbers tomorrow as we see the trade/risk details. 

From: Sobel, Jonathan 

Sent: Thursday, October 26,20065:20 PM 

To: Jha, Arbind 

Cc: Dinias, Michael 

Subject: RE: MarketRisk: Mortgage Risk Report (cob 10/25/2006) 

Risk should have been reduced further today in the ABX position. 

From: Jha, Arbind 

Sent: Thursday, October 26,20065:18 PM 

To: Blankfein, Lloyd (EO 85B30); Cohn, Gary (EO 85B30); Sobel, Jonathan; Sparks, Daniel L; Bell, Janet; Berry, Robert; Dinias, Michael; 
Birnbaum, Josh; Gmelich, Justin; Rosenblum, David J.; Pouraghabagher, Cyrus; Finck, Greg; Creed, Christopher J; Buono, Mark; Bohra, Bunty; 
Winkelried, Jon (EO 85B30); Resnick, Mitchell R; Nagel, Kyle; Gasvoda, Kevin; Mahoney, Justin; Pouraghabagher, Dariush; Cawthon, Michael; 
DeGiacinto, Clayton; Feingold, Jessica; Nichols, Matthew; Burns, Chris (IB NVP48); 'Kusari, Drenusha M.'; Eldor, Sarel (IB 85B19); Erbst, Jared 
R.; Devereux, Sara V; 'Jozoff, Matthew'; Nikodem, Paul; Nestor, Genevieve; Cohen, Jennifer L.; 'Lee, Ada (OP CKC66)'; Lee, Jay; Prakash, 
Arvin; Rosenblum, Rich; Sourov, Kroum R.; Wicker, Devin; Swenson, Michael; Salem, Deeb; Snyder, Brian; Perez, Jonathan; Tourre, Fabrice; 
Kamilla, Rajiv; Egol, Jonathan;·'Mangalgiri, Vickram S.'; 'Healey, Jeremiah'; Williams, Geoffrey; Heagle, Jonathan; Kong, Sarah C.; Chin, Edwin; 
'Koo, Simone'; Noh, Suok; Akunwafor, Obianyo; Kazmierczak, Craig; Motley, Chris B; Kung, Jameson; Lehman, David A.; Margolis, Jonathan; 
Mazumdar, Sanjay; Lin, Shelly; Purtell, Grant; Delikaris, Nickolas P; Gupta, Shashank; Ostrem, Peter L; Wang, Walter; McHugh, John; Kao, 
Kevin J.; Shah, Kunal (NY); Roy, Amit; Race, David M.; Mishra, Deva R.; Case, Benjamin; Bieber, Matthew G.; Herrick, Darryl K; U, John X; 
Brauman, Jonathan; Gallagher, Timothy (IB PBC07); AcriGarofalo, Domenico; Cameron, Sean; Patel, Nilesh; Bouquard, Douglas; Gregory, 
Justin G.; Solomon, Benjamin; Lee, Keith; Lakra, Kenneth; Anasetti, Marco; Ganapathy, Mahesh; Siegel, Eric; Rocha, Martha 

Cc: Lee, Brian-J (FI Controllers); Fortunato, Salvatore; Leventhal, Robert; Young, Paul; Brazil, Alan; Iqbal, Farrukh; Turok, Michael; Ng, 
Victor K; Little, John; Pantow, Albert; Fredman, Sheara; Armilio, Michael; Luo, Fei; Choi, Ron; McAndrew, Thomas R.; Charkoudian, Deron; gs­
mra-mtg 

Subject: MarketRisk: Mortgage Risk Report (cob 10/25/2006) 

Risk reduction is primarily due to pricing of $2bn Hudson Mez synthetic COO deal (SPG Secondary desk 
bought $325k1bp BBB and $350klbp BBB- RMBS Subprime protection) 

95% VaR ($MM) 
Desk 10/25 10/24 Limit 

MTG SPG 14.2 15.2 20 

stress Test ($MM) 

Permanent Subcommittee on Investigations 
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Desk 10/25 10/24 Limit 

MTG SPG 322 391 450 
Deriv 19 21 30 
Res Prime 91 91 100 

Res Credit 165 165 185 
Credit Resid 117 119 170 

Non-Resi Orig 27 27 70 
Second & Corr 11 84 110 
CDO/CLO 53 48 55 
Manager -45 -45 

CDO Warehouse 191 191 

iresults not included in Mortgage desk stress test and does not include Europe CLO Warehouse) 

« File: MortgageRiskSummary061 02S.pdf» 
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From: 
Sent: 
To: 

Cc: 

Subject: 

Ostrem, Peter L 

Monday, October 3Q, 2006 9:45 AM 

Schwartz, Harvey <Harvey.Schwartz@ny.emai1.gs.com>; Aliredha, Yusuf 
<yusuf.aliredha@ln.emai1.gs.com>; Salame, Pablo <pablo.salame@ln.emai1.gs.com>; 
Gupta, Vishal (FICC LDN Trading) <Visha1.Gupta@ln.emai1.gs.com>; Rothery, Simon 
( GSJBW ) <simon.rothery@gsjbw.com>; Cornacchia, Thomas 
<Thomas.Cornacchia@ny.emai1.gs.com>; Bash-Polley, Stacy 
<stacy.bash@ny.emai1.gs.com>; Recktenwald, Sara 
<Sara.Recktenwald@ny.emai1.gs.com>; Cher, Martin <martin.cher@si.emai1.gs.com>; 
Hickey, Steve <Steve.Hickey@ny.emai1.gs.com>; Radtke, Lorin 
<lorin.radtke@ny.emai1.gs.com>; Pinkos, Steve <steve.pinkos@ny.emai1.gs.com>; Raz, 
Shlomi <Shlomi.Raz@ny.emai1.gs.com>; Younan, Wassim 
<wassim.younan@ln.emai1.gs.com>; Kengeter, Carsten 
<carsten.kengeter@ln.email.gs.com>; Montag, Tom <tom.montag@ny.email.gs.com> 

Sobel, Jonathan <jonathan.sobel@ny.emai1.gs.com>; Sparks, Daniel L 
<dan.sparks@ny.email.gs.com>; Rosenblum, David J. 
<david.rosenblum@ny.emai1.gs.com>; Hardie, Norman 
<Norman.Hardie@ln.emai1.gs.com>; Herrick, Darryl K 
<Darry1.Herrick@ny.emai1.gs.com>; Swenson, Michael 
<Michae1.Swenson@ny.email.gs.com>; Birnbaum, Josh 
<j osh. birnbaum@ny.email.gs.com> 

Great Job on Hudson Mezz 

Wednesday of last week we priced Hudson Mezzanine SP COO, a static $2.0 billion structured product COO backed 
by $1.2 bin of the ABX index and $800mm of other RMBS subprime securities. Goldman was the sole buyer of protection 
on the entire $2.0 billion of assets. 

Darryl Herrick led a core team that executed this deal: Roman Shimonov, Deva Mishra, and Ariane West. Highlights of 
the deal include: 

• P&L booked of $8.5mm and reserves of $8+mm related to retained positions we expect to sell over next 3 
months. Plus, ongoing P&L to GS for acting as liquidation agent equal to $2.5mm per year for next 4 years 

• Hudson Mezz went long $1.2 bin of BBB/BBB- ABX from ABS trading desk at market wides 4 weeks ago 
• Fastest execution of a SP COO done at Goldman (4 weeks from inception to pricing) 
• Over half of the equity sold by Andy Davilman 
• Excellent super senior execution on top 60% of the transaction at 20bp (unfunded). Super senior note ($1.2bln in 

size) was executed in the first week of the transaction and was a key driver of this deals success (covered by 
Nicole Martin) 

• Other large and key orders in stack sold by Bridget Fraser/Lira Lee, George Maltezos, Darren Reinstein, Dick 
Loggins, and Abigail Matthias 

• Second issuance from the Hudson program ($1.5bln Hudson High Grade which priced last month was the first). 
We expect to repeat issuance of the Hudson program across High Grade and Mezz throughout 2007 

Goldman is currently mandated on $40+ bin of additional COOs and CLOs for next 12 months. Increasing velocity on 
debt and equity placement of our upcoming transactions will be the key to our success in 2007. Let's do it again. 

Permanent Subcommittee on Investigations 
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From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Wednesday, January 31, 2007 8:31 AM 
Montag, Tom 
FW: MTModel 

_ = Redacted by the Permanent 

Subcommittee on lnvesti ations 

In response to you question on residuals from deal, I'm guessing you meant .g ....... 
COO. Not much change from Friday's message below, but COO deal team is in Vegas and I'll 
get you an update as to whether any progress was made in last few days (doubtful). If you 
were asking about a different deal (subprime, CLO, I 2&, other) let me know. 

-----Original Message----­
From: Sparks, Daniel L 
Sent: Friday, January 26, 2007 2:55 AM 
To: Montag, Tom 
Subject: Re: MTModel 

• 

Not all done. Roughly retained stuff below - I just landed in london so doing from memory. 
We showed positive 10ish mm on deal, but half was recoapture of reserve against warehouse. 
Trying to be conservative on retained marks. Still more accounts looking so deal team will 
continue for a week or 2 -then move to secondary traders. 

Need you to send message to peter ostrem and darryl herrick telling them what a great job 
they did. They structured like mad and travelled the world, and worked their tails off to 
make some lemonade from some big old lemons. 

365mm Super senior terms done - just finalizing docs. 
5mm bbb 
9mm bb 
15mm equity - will go into orca fund when closed 11mm equity 

Team holding back 6ish mm against positions 

Please send great job on cambe message to ostrem and herrick 

----- Original Message 
From: Montag, Tom 
To: Sparks, Daniel L 
Sent: Thu Jan 25 20:32:40 2007 
Subject: RE: MTModel 

is it done--all risk gone or do we own some still--will that risk now move to traders? 

From: Sparks, Daniel L 
Sent: Thursday, January 25, 2007 2:07 PM 
To: Montag, Tom 
Subject: FW: MTModel 

SP COOs 
Go to the quick summary page in spreadsheet. 
Cambridge Place will likely be worth around $lOmm today 

Permanent Subcommittee on Investigations 
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From: Ostrem, Peter L 
Sent: Thursday, January 25, 2007 1:08 PM 
To: Fortunato, Salvatore; Fredman, Sheara 
Cc: Sparks, Daniel L; Rosenblum, David J.; Lehman, David A.; Swenson, Michael 
Subject: MTModel 

We are pricing Camber 7 today. We will remove Camber 7 from the MTModel 
analysis and therefore, we are taking a positive P&L of $5.643rnm relating to the removal 
of Camber 7 from the MTModel. In addition, we will have P&L from the Camber 7 deal which 
will be an additional P&L which will be reported at the end of today. I have enclosed the 
updated MTModel for review. 

2 
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From: Sparks, Daniel L 
Sent: Friday, February 02,200710:06 AM 
To: Montag, Tom; Viniar, David; Ruzika, Richard 
Subject: RE: Second lien deal performance and write-down 

We'll be sorting through all the potential breaches of reps and warranties, and fraud at origination (appraisal, income, 
occupancy) would be a likely one. Fraud is usually borrower, appraiser or broker fraud - not necessarily fraud by the 
seller of the loans to us. But generally for reps & warranties the loan seller is responsible if' fraud happened. 

The put backs will be a battie. 

From: Montag, Tom 
Sent: Friday, February 02, 2007 9:46 AM 
To: 
Subject: 

Sparks, Daniel L; Viniar, David; Ruzika, Richard 
RE: Second lien deal performance and write-down 

fraud at initiation? 

From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Friday, February 02, 2007 8:47 AM 
Viniar, David; Ruzika, Richard; Montag, Tom 
Second lien deal performance and write-down 

Gasvoda alerted me last night that we will take a write-down to some retained positions next week as the loan 
performance data from a few second lien sub-prime deals just came in (comes in monthly) and it is horrible. The 
team is still working through the numbers, but the amount will likely be in the $20mm loss zone. The main hit is not to 
the residuals which had already been written down, but will be to 88 and 888 positions. The team is working on 
putting loans in the deals back to the originators (New Century, WAMU, and Fremont - all real counterparties) as 
there seem to be issues potentially including some fraud at origination, but resolution will take months and be 
contentious. 

There may be a few small write-ups to other residuals (1st lien), but the team will work through in monthly mark 
update process with controllers. 

Focus is cleaning out rated bond positions, and the put back process. 

Sorry for more bad news. 

Permanent Subcommittee on Investigations 
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From: 
Sent: 
To: 
Subject: 

Bieber, Matthew G. 
Friday, February 23, 20079:51 PM 
Ostrem, Peter L 
Anderson 

Dan asked me to send out to the group names we're paired off with the ABS desk for the deal. 

© Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See http://www.gs.com/disclaimer/email­
salesandtrading.html for important risk disclosure, conflicts of interest and other terms and conditions relating to 
this e-mail and your reliance on information contained in it. This message may contain confidential or privileged 
information. If you are not the intended recipient, please advise us immediately and delete this message. See 
http://www.gs.com/disc1aimer/emaill for further information on confidentiality and the risks of non-secure 
electronic communication. If you cannot access these links, please notify us by reply message and we will send 
the contents to you. 

Permanent Subcommittee on Investigations 
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From: 
Sent: 
To: 

Subject: 

Attachments: 

Bieber, Matthew G. 
Friday, February 23, 2007 10:20 PM 
Sparks, Daniel L; Ostrem, Peter L; Swenson, Michael; Birnbaum, Josh; Case, Benjamin; 
Salem, Deeb; Chin, Edwin 
Current Anderson Positions 

Anderson WH.xls 

See attached. $140mm out of $305mm total are trades between the COO warehouse and ABS trading. 

itJI 
Anderson WH.xls 

© Copyright 2007 The Goldman Sachs Group, Inc. All lights reserved. See http://www.gs.com/discJa:imer/email­
salesandtrading.html for important risk disclosure, conflicts of interest and other terms and conditions relating to 
this e-mail and your reliance on infollnation contained in it. This message may contain confidential or plivileged 
information. If you are not the intended recipient, please advise us immediately and delete this message. See 
http://www.gs.com/disclaimer/emaillfor further information on confidentiality and the risks of non-secure 
electronic communication. If you cannot access these links, please notify us by reply message and we will send 
the contents to you, 
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CUSIP Name 

MSAC 2006-NCl B3 
FMIC 2006-2 

46629BBB4 JPMAC 2006-CW2 MV9 
126670UD8 CWL 2006-1 MV8 
57645FAS6 MABS 2006-AM2 M8 
126670LW6 CWL 2005-14 M8 
61744CUZ7 MSAC 2005-HE5 B2 
437097AP3 HEAT 2006-6 
64352VKJ9 NCHET 2005-1 M9 
64352VLS8 NCHET 2005-3 M9 
61744CNK8 MSAC 2005-HE2 B3 
03072SM85 AMSI 2005-RB M9 
61744CPQ3 MSAC 2005-NC2 B3 
03072ST62 AMS12005-Rl0 M9 
40430HDN5 HASC 2006-0PTl M9 
92534FAE8 VRGO 20061A Bl 
22237JAP2 CWL 2006-BC2 M9 

Counterparty Asset Type 

RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
RMBS B/C 
SPCDO 

RMBS B/C 

Original 
Face 

5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 

Current 
Factor 

1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

Currency 
Current Face Adjusted Curr 

Face 

5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 
5,000,000 5,000,000 

Mdy 

Baa2 
Baa3 
Baa2 
Baa2 
Baa2 
Baa2 
Baa2 
Baa3 
Baa3 
Baa3 
Baa3 
Baa3 
Baa3 
Baa3 
Baal 
Baa3 

Mdy 
Notch 

Baa2 
Baa3 
Baa2 
Baa2 
Baa2 
Baa2 
Baa2 
Baa3 
Baa3 
Baa3 
Baa3 
Baa3 
Baa3 
Baa3 
Baal 
Baa3 

S&P S&P Notch Fitch 

BBB+ BBB+ 
BBB- BBB- BBB-

A- A-

BBB BBB 
BBB+ BBB+ BBB+ 

A- A- A-
BBB- BBB- BBB-
BBB- BBB- BBB-
BBB- BBB- BBB-
BBB BBB BBB+ 
BBB- BBB- BBB-
BBB BBB BBB 

BBB+ BBB+ BBB+ 
BBB+ BBB+ 
BBB- BBB-

GS M BS-E-O 15511609 



61744CMS2 MSAC 2005-NC1 B2 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa2 Baa2 BBB BBB BBB 
004421PY3 ACE 2005-HE4 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB BBB BBB 
64352VLA7 NCHET 2005-2 M8 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa2 Baa2 BBB BBB 
04541GQH8 ABSHE 2005-HE2 M7 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB- BBB- BBB-
64360YAM7 NCHET 2006-2 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa2 Baa2 BBB- BBB-
126670NN4 CWL 2005-BC5 B RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB BBB 
64352VNB3 NCHET 2005-4 M8 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa2 Baa2 BBB BBB BBB 
40430HFA1 HASC 2006-NC1 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB- BBB-
46626LGQ7 JPMAC 2006-HE1 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB- BBB- BBB-
46626LJZ4 JPMAC 2006-NC1 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB- BBB- BBB-
004375FE6 ACCR 2006-1 M8 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa2 Baa2 BBB BBB 
40430HEH7 HASC 2006-0PT2 M8 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa2 Baa2 BBB+ BBB+ BBB+ 
004421VC4 ACE 2006-NC1 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB+ BBB+ 
03072SV93 AMS12005-R11 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB+ BBB+ BBB 
144531BK5 CARR 2005-NC1 M8 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB- BBB- BBB-
76112BL24 RAMP 2005-EFC6 M9 RMBS B/C 5,000,000 1.0000 5,000,000 5,000,000 Baa3 Baa3 BBB BBB 

GS MBS-E-015511609 



From: Ostrem, Peter L 

- Redacted by the Pennanent 

Subcommittee on Investi ations 

Sent: 
To: 
Subject: 

Sunday, February 25, 20074:23 PM 
Bieber, Matthew G. 
Re: Puts at 50 

Not if it sells net risk. 

----- Original Message ----­
From: Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Sun Feb 25 16:19:31 2007 
Subject: Re: Puts at 50 

Yes- but I see dan wanting to preserve that ability for goldman 

----- Original Message 
From: Ostrem, Peter L 
To: Bieber, Matthew G. 
Sent: Sun Feb 25 16:16:51 2007 
Subject: Re: Puts at 50 

Allow him to short some names in as a hedge too ... ? 

Original Message ----­
From: Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Sun Feb 25 16:15:35 2007 
Subject: Re: Puts at 50 

Add. as potential on mezz debt. Didn't mention anything in my email to ~ about 
liquidation agent fee, but that may be very useful. Spoke to someone at .... (not ~ 
friday about eq - and they're not really playing in mezz eq at the moment - but something 
like this may be an opportunity that causes them to reconsider. 

--~-- Original Message 
From: Ostrem, Peter L 
To: Bieber, Matthew G. 
Sent: Sun Feb 25 16:09:51 2007 
Subject: Re: Puts at 50 

Here is argument. Please comment. 
~ 

- _ and" on srs 
- , on mezz Q may kill this chance) 
- GSC takes 50% equity and unsold mezz debt 
- we pay in 5mm to cdo to increase yields if necessary 
- or pay ..... to take mezz debt / srs and give them control or liquidation agent role 

use all equity cashflow to turbo mezz debt and single-a's until paid off 
- give equity right to issue additional debt later 

----- Original Message 
From: Ostrem, Peter L 
To: Bieber, Matthew G. 
Sent: Sun Feb 25 15:56:40 2007 
Subject: Re: Puts at 50 

Confidential Treatment Requested by Gol( 
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Sparks. After we make our argument to price. - Original Message ----­
From: Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Sun Feb 25 15:54:19 2007 
Subject: Re: Puts at 50 

Do you know what will decide the price vs liquidate decision? Thought we'd announce deal 
tomorrow - but if we're just going to liquidate, that doesn't really make sense. 

----- Original Message 
From: Ostrem, Peter L 
To: Bieber, Matthew G. 

- Redacted by the Perm anent 
SubcOmmittee on Investi ations 

Sent: Sun Feb 25 15:43:30 2007 
Subject: Re: Puts at 50 

..... is great idea. 
Ask if he wants in today - so he has chance to think prior to Monday. 

----- Original Message ----­
From: Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Sun Feb 25 15:39:42 2007 
Subject: Re: Puts at 50 

We should also tall to ..... Think they have some capacity to take paper as well. 

----- Original Message 
From: Ostrem, Peter L 
To: Bieber, Matthew G. 
Sent: Sun Feb 25 15:33:47 2007 
Subject: Re: Puts at 50 

Agree on all ...... is good, but need ..... to agree on warehouse. Equity plus BBBs will be 
split with GSC . .......... Ii ...... llllliil .. .. 

Original Message 
From: Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Sun Feb 25 15:18:32 2007 
Subject: Re: Puts at 50 

We should see what liabilities gsc can take into its other vehicles at each level in the 
cap structure. They have a hg cdo sq with'" plus all their other deals. 

AAA - _, _ (positive feedback from them today) 

AA - hg cdos (sould talk to tcw about ds deals) 

A - point pleasant, paramax, any other cdo sq (we should call .... ) --,.'-
2 
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----- Original Message 
From: Ostrem, Peter L 
To: Bieber, Matthew G. 
Sent: Sun Feb 25 13:23:27 2007 
Subject: Re: Puts at 50 

I am talking to Ed today. We may liquidate Anderson Monday. Think of ways to price this 
quick. Don't call Ed. 

----- Original Message 
From: Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Sun Feb 25 11:52:59 2007 
Subject: FW: Puts at 50 

Do you think we're going to drop ORCA as well? 
Guessing this is a call to GSC you want to make your self, but figured I check and see if 
you want me to call Ed ... 

-----Original Message----­
From: Sparks, Daniel L 
Sent: Saturday, February 24, 2007 10:52 PM 
To: Ostrem, Peter L; Bieber, Matthew G.; Rosenblum, David J.; Herrick, Darryl K; Case, 
Benjamin 
Subject: RE: Puts at 50 

I want to liquidate Anderson Monday - we should begin the discussion with gsc asap. Do we 
just - each take our pro-portionate share, do we liquidate and give them the bill for 
their share, do they want to buy us out, etc. We match the trading desk on a lot, so we 
should do those internally. Please begin the discussion. 

-----Original Message----­
From: Ostrem, Peter L 
Sent: Saturday, February 24, 2007 5:21 PM 
To: Bieber, Matthew G.; Rosenblum, David J.; Herrick, Darryl K; Sparks, Daniel L; Case, 
Benjamin 
Subject: Re: Puts at 50 

Maybe declining puts starting at 80. Each year drops by 10 or 20. In return, we get 
premium pmt back to us. If premium is not payed, they lose the put ... 

----- Original Message ----­
From: Ostrem, Peter L 
To: Bieber, Matthew G.; Rosenblum, David J.i Herrick, Darryl K; Sparks, Daniel Li Case, 
Benjamin 
Sent: Sat Feb 24 17:08:59 2007 
Subject: Puts at 50 

We could write mezz debt puts at 50 to provide calm to market. For 1-2 yrs. We take a hit 
on mark of put but less than mtm hit and we retain upside. Think about it for GSC mezz and 
other deals. We can do date specific puts where put is canceled if default occurs. The 
point is creating a floor on marks to increase sales of debt if needed. 

Consider puts at 50, 60, 70 for 2, 1, and 1 yrs. 

More ideas about increasing executability and upside to follow. This is a great 
opportunity to create options for upside in nxt year or 2. 

Thoughts? 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Attachments: 

Kevin, 

Siegel, Eric 
Tuesday, March 13, 2007 12:06 PM 
Gasvoda, Kevin 
Ostrem, Peter L; Bieber, Matthew G. 
Anderson Mezzanine Portfolio- New Century 

Anderson Mezz Funding Portfolio. xis 

Attached please find the Anderson Mezz portfolio, with the bonds for which New Century is the largest originator 
high in yellow. 

Anderson Men 
Funding Portfoli ... 

Regards, 
Eric 

Eric Siegel 
Structured Products Group 
Fixed Income,Currency and Commodities Division 
Goldman, Sachs & Co. 
Ph: 212-357-9753 

Eric.Siegel@gs.com 
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Anderson Mezzanine Funding, Ltd. 

57645FAS6 MABS 2006-AM2 M8 Fargo Bank, N.A. 

004375FE6 ACCR 2006-1 M8 5.000.000 5.000.000 3.86 Accredited Home Lender, Inc. Baa2 BBB 633 

59020U3N3 MLMI 2006-HEI B2A 5.000.000 5.000.000 3.55 Wilshire Credit Corporation Baa2 BBB+ 630 

03072SM85 AMSI 2005-R8 M9 5.000.000 5.000.000 Ameriquest 3.48 Ameriquest Mortgage Company Baa3 BBB 619 

03072ST62 AMSI 2005-RIO M9 5.000.000 5.000.000 Ameriquest 3.99 Ameriquest Mortgage Company Baa3 BBB 631 

03072SV93 AMSI 2005-RII M9 5.000.000 5.000.000 Ameriquest 3.97 Ameriquest Mortgage Company Baa3 BBB+ 624 

040104TSO ARSI 2006-W4 M9 5.000.000 5.000.000 Argent 3.86 Ameriquest Mortgage Company Baa3 BBB 616 

86361KAM9 SAIL 2006-BNC3 M7 5.000.000 5.000.000 BNC Mortgage 4.36 Wells Fargo Bank, N.A. Baa2 BBB 618 

65106AAW3 NCMT 2006-1 M9 5.000.000 5.000.000 Centex Home Equity 4.32 Centex Home Equity Company,L Baa3 BBB+ 612 

46629BBB4 JPMAC 2006-CW2 MV9 5.000.000 5.000.000 Countrywide 4.12 Countrywide Home Loans Servic Baa3 BBB- 615 

126670LW6 CWL 2005-14 M8 5.000.000 5.000.000 Countrywide 3.65 Countrywide Home Loans Servic Baa2 BBB 603 

I 26670NN4 CWL 2005-BC5 B 5.000.000 5.000.000 Countrywide 3.76 Countrywide Home Loans Servic Baa3 BBB 620 

126670UD8 CWL 2006-1 MV8 5.000.000 5.000.000 Countrywide 3.74 Countrywide Home Loans Servic Baa2 A- 614 

22237JAP2 CWL 2006-BC2 M9 5.000.000 5.000.000 Countrywide 3.61 Countrywide Home Loans Servic Baa3 BBB- 624 

437097AP3 HEAT 2006-6 5.000.000 5.000.000 CSFB-HEAT 4.06 Select Portfolio Servicing, Inc. Baa2 A- 628 

83611MEE4 SVHE 2005-001 M8 5.000.000 5.000.000 Decision One 3.00 Countrywide Home Loans Servic Baa2 A- 622 

761 12BL24 RAMP 2005-EFC6 M9 5.000.000 5.000.000 EquiFirst 4.40 Residential Funding Baa3 BBB 632 

3 I 659EAMO FMIC2006-2 5.000.000 5.000.000 FieIdStone Mortgage 3.35 Fieldstone Servicing Corp Baa2 BBB+ 647 

00442BAP6 ACE 2006-HE4 M9 5.000.000 5.000.000 FirstNLC 4.70 Ocwen Loan Servicing, LLC Baa3 BBB 627 

813765AH7 SABR 2006-FR3 B2 5.000.000 5.000.000 Fremont 4.69 HomeEq Servicing Corporation Baa2 BBB 619 

59021AAMO MLMI 2006-FMI B2 5~000.000 5.000.000 Fremont 3.67 Wilshire Credit Corporation Baa2 BBB 618 

35729QAN8 FHLT 2006-B M8 5.000.000 5.000.000 Fremont 4.19 Fremont Investment & Loan Baa2 BBB 631 

93934JAN4 WMABS 2006-HE2 M9 5.000.000 5.000.000 Long Beach 3.67 Washington Mutual Mortgage Se· Baa3 BBB- 625 

59023AAN6 MLMI 2006-MLNI B2 5.000.000 5.000.000 MLN 4.19 Wilshire Credit Corporation Baa2 BBB+ 619 

92534FAE8 VRGO 20061A B I 5.000.000 5.000.000 N/A 6.61 Vertical Capital Baa1 BBB+ n1a 

35729TAP7 FHL T 2006-C M9 5.000.000 5.000.000 N/A 4.07 Wells Fargo Bank, N.A. Baa3 BBB- 628 

46629FANO' lPMAC 2006.NC2 M9 ~;OOO;OpO'. 5.000.000 New CentU1'}" ,4.02 JP MorganCh~eBank, ~ati()nal Baa3 BBB- 619 .. 
···'cMrfrf20Q6-NGt.M8 ..• 

< _ •• , 

1'72983AN8< !i.OOO,OOO 5,000,000 . New Ci:otury 3.67 Wells Fargo Bank; N.A.. .' Baa2 BBB· :620 

004421PYJ'" .... , '. 'ACE2005~HE4 M9 ;. 5,000,000 5,000;000 ~ew CerttIJo/ 3,13 Countrywide Home Loans Sentic .. ,BaaS' BBB ","629 
,,-, 

6l744qQ3 ,. MSA<>2005cNC2B3 '. .,5,Op.O,000 5,000;000 New Century" 2.61 Countrywide. Home Loans, S€rViC: Baa3 .BBB~ ·619 

'. 0454IG\\;'9 f 'ABSHE:20()6~HE2 M§ !iIOOO,QOO ····5.000.000 New CenturY 3.54 H?meEq Servicing Corporation" Baa3; . >BBB" 625 

. 61744CKW5" MSAC 200,S-HHB3 5,000.000 5:600,006 NeW CenturY 2.1.7 HomeEq Servicing Corporation' Baa3 ..•. BBBe 614 
. 6i144GMS2 }{' MSAG2005-NCLB1:" ;5.000,000 "'5,000,000 NcwCerttury .2.42 . HomeEq SeryicingCorporatiort . Baa2 :iBBB> 619 

61WiCYK6 MSA<?2,OO6-NCr~3.·" '5,000,000 '5,000,000 New Century. . 3.90 HomeEq. SerVicing Corporation Baa3 BBB. 620 

'40430HFAf HASC2006~NC1 M9" 
"'" 

5,000,000 ' 5,000,000 New Ge~tury .•.. 3.10 JP.MorganChaSeBIink,Nati6riaf. . Baa3 BBB- >666 
. 46626f.Ji4· JPMAC 20()6~Nci 1\19 "5,000,0,00 5;000,000' New CenfilrY 3.97 Jl>Morgan Chase Bank, National 'aaa3 BBB~' 623 

61744CWE2 ' ,,$.1SAC 2005·HE6 B2 '. 5,000.000 5,000,000 J':JcW Certtury' 3.80 • JP Morgan Chase Bartk;National . 8aa2 . BBB+ 630 
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144531BK5 CARR 2005-NCI M8 5,000,000 5,000,000 New Century 2.72 New Century Mortgage Corporati Baa3 BBB- 635 

144531FGO CARR 2006-NCI M9 5,000,000 5,000,000 New Century 3.77 New Century Mortgage Corporati Baa3 BBB+ 630 

14453FAN9 CARR 2006-NC2 M9 5,000,000. _ 5,000,000 New Century 3.55 New Century Mortgage Corporati Baa3 BBB- 623 

64352VKJ9 NCHET2005-1M9 5,000,000 5,000,000 . New Century 2.22 NewCentury Mortgage Coiporati Baa3 BBB- 623 

64352VLA7 NCHET 2005-2 M8 5,000,000 -5,000,000 New Century 2.53 New Century Mortgage Corporati Baa2 BBB 623 

64352VLS8 NCHET 2005-3 M9 5,000,000 5,000,000 NewCentpry 2.77 New Century Mortgage Corporati Baa3 BBB- 630 

64352VNB3 NCHET 2005-4 M8 5,000,000 5,000,000 New Century - 2.99 New Century MortgageCorporati Baa2 BBB 626 

64352VRB9 NCHET 2006-1 M9 5;000,000 5,000,000 New Century 3.69 New Century Mortgage Corporat) Baa3 BBB- 627 

64360YAM7 . NCHET 2006-2 M9 5,000,000 5,000,000 New Century 4.03 New Century Mortgage Corporati Baa2 BBB- 621 

-362463AP6 GSAMP 2006-NC2 M9 5,000;000 5,000,000 New Centtiry 3,66 Gcwen Loan Servicing,.LLC Baa3 _ BBB- _ 626 

57643LMXl MABS 2005·NC2 M8 5,000,000 5,000,000 New Century 2.96 Ocwen LoanServicfug,LLC -Baa2 A+ 657 

004421VC4 ACE 2006-NCI M9 5,000,000 5,000,000 New Centu.ry 3.58 Saxon Mortgage Services; 'Inc. Baa3 BBB+ 627 

04541GQH8 ABSHE 2005-HE2M7 '5,000,000 5,000,000 New Century 2.20 Saxon Mortgage SerVices, Inc: Baa3 BBB- 621 

86360PAR8 SASC 2006-NCI M9 5,000,000 5,000,000 New Century 4.06 -Wells FargoBank, N.A. Baa3 BBB- 618 

00442PAP5 ACE 2006-0Pl M8 5,000,000 5,000,000 Option One 3.83 Option One Mortgage Corporatio Baa2 BBB+ 626 

17307GSS8 CMLT! 2005-0PT3 M9 5,000,000 5,000,000 Option One 3.24 Option One Mortgage Corporatio Baa3 BBB 615 

40430HDN5 HASC 2006-0PTl M9 5,000,000 5,000,000 Option One 3.67 Option One Mortgage Corporatio Baa3 BBB+ 644 

40430HEH7 HASC 2006-0PT2 M8 5,000,000 5,000,000 Option One 3.77 Option One Mortgage Corporatio Baa2 BBB+ 626 

61744CNK8 MSAC 2005-HE2 B3 5,000,000 5,000,000 Option One 2.57 Option One Mortgage Corporatio Baa3 BBB- 616 

83611MMT2 SVHE 20060PT2 M7 5,000,000 5,000,000 Option One 3.43 Option One Mortgage Corporatio Baa2 A- 623 

46602WAN4 !XIS 2006-HE2 B3 5,000,000 5,000,000 Others 4.17 Saxon Mortgage Services, Inc. Baa3 BBB 629 

65536MAN7 NHELI 2006-HE2 M9 5,000,000 5,000,000 Ownit Mortgage Solutioil 3.51 Ocwen Loan Servicing, LLC Baa3 BBB 617 

46626LGQ7 lPMAC 2006-HEI M9 5,000,000 5,000,000 RESMAE MORTGAGE 4.45 lP Morgan Chase Bank, National Baa3 BBB- 641 

61744CUZ7 MSAC 2005-HE5 B2 5,000,000 5,000,000 WMC 3.54 Countrywide Home Loans Servic Baa2 BBB+ 637 
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From: Egol, Jonathan 
Sent: Friday, March 02, 20079:31 AM 
To: Sparks, Daniel L; Rosenblum, David J.; Ostrem, Peter L; Bieber, Matthew G.; Wisenbaker, 

Scott 
Subject: RE: Other thought on Anderson ... 

OK deal size should be cut to $305mm then and capital structure re-evaluated. 

I was suggesting an internal ramp where ABS desk selects names that fit and faces CDO desk (ie not taking any 
externalized risk). 

From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Friday, March 02, 20079:29 AM 
Egol, Jonathan; Rosenblum, David J.; Ostrem, Peter L; Bieber, Matthew G.; Wisenbaker, Scott 
RE: Other thought on Anderson ... 

We are not ramping - execute deal as is 

From: 
Sent: 
To: 
Subject: 

Egol, Jonathan 
Friday, March 02, 20079:23 AM 
Sparks, Daniel L; Rosenblum, David J.; Ostrem, Peter L; Bieber, Matthew G.; Wisenbaker, Scott 
Other thought on Anderson ... 

.. . is that the deal gets fully ramped to $500mm today and a new asset list is sent out ASAP. All trades should be 
internal. 

Goldman, Sachs & Co. 
85 Broad Street 1 New York, NY 10004 
tel: +1 2123573349 1 mobile: +1 917 •••• 1 fax: + 1 2124281247 
e-mail: jonathan.egol@gs.com ~ 

Jonathan M. Egol 
Structured Products Trading 

© Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. 

See http://www.as.com/disclaimerlemall-salesandtradin£J:lID:l! for important risk disclosure, conflicts of interest and other terms and conditions relating 
to this e-mail and your reliance on information contained in it. This message may contain confidential or privileged information. If you are not the 
Intended reCipient, please advise us immediately and delete this message. See http://www.gs.com/disclaimer/emalli for further information on 
confidentiality and the risks of non-secure electronic communication. If you cannot access these links, please notify us by reply message and we will 
send the contents to you. 

This material has been prepared specifically for you by the Fixed Income Trading Department and is not the product of Fixed Income Research. We 
are not soliciting any action based upon this material. Opinions expressed are our present opinions only. The material is based upon information which 
we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. Certain transactions, including 
those involving futures, options and high yield securities, give rise to substantial risk and are not suitable for all investors. We, or persons Involved in 
the preparation or issuance of this material, may from time to time, have long or short positions in, and buy or sell, the securities, futures, options or 
other instruments and investments identical with or related to those mentioned herein. Goldman Sachs does not provide accounting, tax or legal 
advice; such matters should be discussed with your advisors and or counsel. In addition, we mutually agree that, subject to applicable law, you may 
disclose any and all aspects of this material that are necessary to support any U.S. federal income tax benefits, without Goldman Sachs imposing any 
limitation of any kind. This material has been issued by Goldman, Sachs & Co. and has been approved by Goldman Sachs Intemational, which is 
regulated by The Financial Services Authority, in connection with its distribution in the United Kingdom and by Goldman Sachs Canada in connection 
with its distribution in Canada. Further information on any of the securities, futures or options mentioned in this material may be obtained upon request 
and for this purpose persons in Italy should contact Goldman Sachs S.I.M. S.pA in Milan, or at its London branch office at 133 Fleet Street. 

This material does not evidence or memorialize any agreement or legally binding commitment between any parties and does not constitute a contract 
or commitment to provide any financing or underwriting. Any financing or underwriting is subject in all respects to internal credit approval at Goldman 
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MEMORANDUM Goldman 
Sams 

To: Mortgage Capital Committee 

From: 

Cc: 

Date: 

Peter Ostrem 
Matthew Bieber 
Connie Kang 
Eric Siegel 
Jonathan Sobel 
Dan Sparks 
David Rosenblum 
Tim Saunders 

November 10, 2006 

_ = Redacted by the Permanent 

Re: Timbewolf COO - Single-A structured product COO with Greywolf Capital 

I. Introduction 

We have been asked to structure a $1.0 billion defensively managed single-A structured product COO 
("nmberowolf') backed by a portfolio of structured product COOs and CLOs with an average rating of 
A2/A3. Greywolf Capital ("Greywolf') will be the collateral manager of the COO, with the responsibilities 
of selecting the portfolio during the ramp-up, ongoing surveillance and selling assets they deem to be 
impaired. Greywolf has pre-committed to purchase half of the equity ($10 mm) in nmberwolf (total equity 
will be approx. $20.0 MM) upon closing of the transaction. Greywolf will share 50% of the warehouse risk 
up to the first $20mm in losses. 

We do not expect to charge any upfront fee and Similarly, Greywolf will not charge any ongoing 
management fee. Without fees, the equity yield is expected to be approximately 30%. We will be offering 
equity to third parties at a premium price with a no-loss yield of approximately 20%. We have consistently 
sold equity from high grade structured product COOs in the last 3 months to a no-loss yield of 15-20%. 
We expect approximately 70+% of the portfolio upon closing will have been acquired from our various 
structured product trading desks in primarily synthetic form. 

We intend to initiate preliminary discussions with debt and equity investors for this transaction over the 
next month. We expect to offer equity to major equity investors in our structured product COO pipeline 
such as .. " , ., , " 
-. and Similarly, we will initiate preliminary conversations with consistent subordinate debt 
investors such as ., , , various German and Asian Banks, and other COOs. 
We expect to offer the subordinate triple-A and double-A debt to the market through our syndicate. 
Goldman has no commitment on any of the offered notes, but Goldman may be subject to warehouse 
losses in the event the COO does not close. 

Goldman is currently in the process of structuring Greywolf's first CLO. The head of the structured 
products team at Greywolf, Greg Mount, was a co-head of the Structured Products Group and a partner at 
Goldman Sachs prior to moving to Greywolf. 

We expect approximately 25-40% of the portfolio upon closing will have been sourced through our various 
structured product trading desks in both cash and synthetiC form. Goldman has no commitment on any of 
the offered notes, but Goldman may be subject to warehouse losses on its 50% share of the first $20MM 
in losses and any losses in the warehouse in excess of $20mm. 

Permanent Subcommittee on Investigations 
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II. Transaction Overview 

A Cayman Islands limited liability company (the "Issuer") will be established which will purchase the 
warehoused portfolio at closing and will issue the following notes and equity: 

Expected 
% of Capital Ratings Expected Expected 

Class Balance Structure (Moody'slS&P) Spread Average Life 
Class A-1 Notes $800.0 MM 80.0% Aaa/AAA L+32bp 6.0 

Class A-2 Notes 50.0 MM 5.0% Aaa/AAA L+45bp 6.0 

Class B Notes 60.0 MM 6.0% Aa2/AA L+65bp 7.0 

Class C Notes 40.0 MM 4.0% A2/A L+145bp 7.0 

Class D Notes 30.0 MM 3.0% Baa2/BBB L+325bp 7.5 

Income Notes 20.0 MM 2.0% NR NA NA 

Portfolio $1,000 MM 100.0% Avg. A2/A3 L+105bp 7.0 

The transaction will have a legal maturity of 35 years. However, the expected average life of the Notes 
will be approximately 7 years respectively. limberwolf equity will also have the option to call the 
transaction after 3 years. 

Based on recent equity sales from the CDO desk (we have sold over $150.0 MM in CDO equity over the 
last 6 months), the market yield to sell this equity is approx. 20%. If we sell all of our equity and/or if we 
mark our equity to a 20% IRR, the underwriting P&L to Goldman will be approximately $6.0 MM. In return 
for high yielding equity and 70% of the net warehouse carry (net carry will be approx. $1.5 MM), Goldman 
will (a) take 50% of the warehouse risk on the first $20 MM of losses and 100% of the risk should losses 
exceed $20 MM and (b) place the Class A, Class B, C, and D Notes on a "best efforts· basis. Prior to 
pricing, we intend to make no debt commitments on limberwolf. Greywolf has pre-committed to purchase 
half of the equity and Goldman has committed to purchase half of the equity. 

Collateral Description 

• 100% of the Timberwolf portfolio will be identified at closing. There will no discretionary trading of the 
portfolio and Greywolf will only be able to sell credit risk assets. The sale proceeds from any credit 
risk sales will be used to pay down the Timberwolf Notes with the Class A-1 and Class A-2 being paid 
first, pro-rata. 

• 100% of the portfolio will be rated at least A3 by Moody's or A- by S&P. 100% of the portfolio is 
expected to be rated single-A. 

• The Timberwolf portfolio is expected to be approximately 50% SP CDOs 50% CLOs. Approximately 
60-80% of the portfolio will be single-name synthetic exposures that will be collateralized with triple-A 
money market notes. 

III. Asset Selector 

Greywolf Captial Management LP in an independent asset management firm ~pecializing in investments 
in credit derivatives and structured product markets. The firm was formed in February 2003 by former 
Goldman Sachs employees Jon Savitz, Jim Gillespie, Bob Miller Cevdet Samilkoglu and Bill Troy. 
Greywolf currently has $2.0 billion under management, invested in three credit focused strategies: 
Special Situations, High Yield and Senior Credit Opportunities. Greg Mount joined Greywolf as a partner 
in 2005 to start a structured products fund. Prior to joining Greywolf, Greg was a partner at Goldman 
Sachs and was co-head of the Structured Products Group. In addition to Greg, Joe Marconi, a former 
managing director at Goldman Sachs in ABS finance, joined Greywolf and is focused on structured 
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product opportunities along with Greg. The research and investment team is comprised of approximately 
26 people with average industry experience of over 10 years. Of the 26 members of the research and 
investment team, 17 members are Goldman Sachs alumni. 

For Greywolf, Timberwolf is an opportunity to grow their existing structured product COO platform. 
Goldman is currently mandated to structured and place Greywolf's first Collateralized Loan Obligation. 
Greywolf is not charging any management fees, and they are committing to 50% of the equity. The 
Timberwolf transaction will provide Goldman the opportunity to enhance our franchise by partnering with 
an experienced asset selector and maintain our leadership in the structured product COO market. 

IV. Underwriting Commitments: 

Goldman Sachs will act as sale placement agent of the Class A, B, C, and D Notes and the Income Notes 
and will be working on a "best efforts' basis on all of the debt. Greywolf is pre-committed to purchase half 
of the equity. 

The primary demand for mezzanine notes I equity in these types of transactions comes from Global 
banking and insurance institutions, US asset managers, other structured investment vehicles, and CDO 
equity funds. These various accounts continue to express interest in gaining a leveraged exposure to the 
U.S. mezzanine structured product market. The structured product COO vehicle allows them to gain this 
exposure on a diversified basis with the added comfort of a qualified money manager to oversee and 
manage these securities. 

We expect to purchase approximately $2-5 MM of the equity on the pricing date (we are committing to 
purchase $10 MM, but we may sell down our obligation), but we will have no commitment to hold such 
position after clOSing. 

Goldman's current portfolio of COO and CLO equity he.ld within the CDO group is detailed in Appendix B. 

V. Portfolio Ramp-Up and Eguity Marketing 

Initially, Goldman will assume 50% of the risk in the warehouse on the first $20 MM of losses and 100% of 
the risk should losses exceed $20MM in the event that the CDO fails to close. Greywolf will be taking 
50% of the risk in the warehouse on the first $20MM of losses. 

Additionally, we will continue to pursue early equity and mezzanine debt commitments from additional 
investors to reduce the risk of a failed closing. Appendix A details our current warehouse exposures 
across the COO group. 

The general terms of the portfolio ramp-up are as follows: 

• GS has the right to veto all asset purchases and Greywolf has the right to veto all asset purchases; 
• GS has unilateral right to liquidate any asset; 
• All assets are sold-forward to the COO at time of purchase and the forward price covers any hedge or 

trading gains/losses on assets duiing the warehouse phase; 
• All positive carry on our retained warehouse risk (70% of net carry) will be paid to GS (positive carry 

is equal to any net income in excess of Goldman's cost of financing during the warehousing period). 
Net carry due to Goldman is expected to be approximately $1.0 MM. 

• Position sizes will be limited to $20 MM. 

VI. Expected P&l 

Goldman will not earn an upfront fee. We expect to monetize a portion of our P&L through the sale of 
equity to third parties at a no-loss yield of approx. 20%. Separately, we expect to mark any retained 
equity positions to a market yield which may also result in additional P&L. We maintain a 10% liquidity 
reserve on our retained equity pOSitions which may reduce our upfront P&L depending on the amount of 
equity we retain. We expect a $1.0 billion transaction and the underwriting P&L, in that case, would be 
$6.0 MM if we sold our 50% of the equity at a 20% no-loss yield. Additionally, Goldman expects to earn 
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profits by selling assets into the COO and from Goldman's warehouse net carry (which is estimated to be 
$1.0 MM). 

Separately, Greywolf will not be paid any ongoing management fee by the COO. 

VII. Reasons to Pursue 

We are pursuing this transaction for the following reasons: 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

1. Goldman is approving every asset going into the warehouse. The respective trading desks are 
posted on each asset offered into the COO by Greywolf from the street and we do not accept any 
asset that is not approved by the respective trading desk. In addition, we expect that a significant 
portion of the portfolio by closing will come from Goldman'S offerings. 

2. Although we will be marketing a $1.0 billion limberwolf transaction, Goldman can price the 
transaction earlier with a lower balance if we are concerned about future market conditions or we 
can upsize the transaction if there are reasons to merit that action. 

3. We will be offering the equity to third party investors with a no-loss yield of 20% which is 
consistent with COO equity from high grade and mezzanine structured product COOs currently 
being sold into the market. 

4. We have identified various investors that we expect will be interested in equity and mezzanine 
debt " ,_ 

in Australia). We expect to offer the equity and mezzanine debt on an 
early commitment basis and will offer the double-A and triple-A debt to the market after we have 
ramped at least 70% of the portfolio. 

5. Greywolf is taking half of the first loss risk in the warehouse up to a cap of $10mm, Greywolf is 
committed to half of the equity, Goldman has a "best efforts" underwriting commitment on the 
remaining debt, and Goldman's expected P&L is $6-7 MM ($6.0 MM in premium sales or MTM, 
$1.0 MM in net warehouse carry). 

VIII. Strengths I Issues to Consider 

Strengths 

• Pre-Sold Equity: Greywolf has pre-committed to purchase half of the equity. 

• Warehouse Risk Shared: Greywolf is taking 50% of the warehouse risk up to $10mm ($20mm in 
total warehouse loss risk shared 50/50%). 

• Collateral: 100% of the collateral will have a credit rating of at least A3/A-. 

Issues to Consider 
• Warehouse: Goldman Sachs will be exposed to 50% of the first loss exposure in the warehouse and 

100% of any loss exposure above the first $20 MM of losses in the warehouse. 
• Equity: Goldman Sachs may end up retaining $10 MM of equity with an expected IRR in the 30+% 

area. Without a MTM to a market yield of 20%, we may not incur any positive underwriting P&L upon 
the closing of the transaction. 

IX. Recommendation 

Goldman Sachs will be involved in structuring the transaction, selling assets into the transaction, placing 
the Notes and up to half the equity of the COO and in return, will create high yielding equity which we may 
sell or retain for a profit. 
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In light of the above, we request that the Capital Committee approve our proposal to enter into a "best 
efforts· underwriting of debt and commitment on the equity for Timberwolf and to move forward with the 
warehouse risk sharing arrangement with Timberwolf. 

5 
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Appendix A: Current COO Warehouses 

Structured Product COO Warehouses 

Size I Current Collateral 
Deal Name Warehouse Description 

GSC High Grade $1.6 Billion I Aa2JAa3 - RMBS, 
(GSC Partners) $1.535 Billion CMBS, ABS, COO 

Davis Square VII $2.0 Billion! Aa2JAa3 - RMBS, 
(TCW) $1.998 Billion CMBS, ABS, COO 

Fortlus II (Aladdin) $525 Million! Baa2lBaa3 
$490 Million RMBS, CMBS 

JPMIM $2.0 Billionl Aa2lAa3 - RMBS, 
$488 Million CMBS, ABS, COO 

Camber VII $600 Million! 100% RMBS 
$566 Million 

Fort Denison $100mm/$19mm 100% RMBS 

Paramax $1.0 Billion/$O COO 

GSCII $1.5 Billion/477 RMBS/CMBS 
Million 

Hout Bay II $1 Billion/$106 RMBS 
Million 

TImber Wolf $1.0 Billionl CDOA2 
$466 Million 

Hudson Mezz II $500 Million! RMBS 
$280 Million 

U.S. CLO Warehouses 

Expected Approx. 
GS Warehouse Risk Pricing Fees 

50% to GS Nov-06 $7MM 

Priced Nov-06 $5.2MM 

Priced Nov-06 $9MM 

100% to GS Dec-06 $8MM 

100% to GS Nov-06 $6.25 MM 

50% to GS Nov-06 $5MM 

1 st $20mm of Losses - 50/50 lQ-07 $9MM 
Additional Losses - 100% to GS 

100% of Loss to GS Jan-07 $7MM 

50% to GS Jan -07 $6MM 

1 et Loss - 50% upto 20MM lQ-07 $7MM 

2"d Loss -100% to GS > 20MM 

60% of loss to GSC Partners lQ-07 $6MM 

40% of loss to GS 

Deal Name Size I Current Collateral GS Warehouse Risk Cost of Financing Expected Approx. 
Warehouse Description Pricing Fees 

Ballyrock 2006-2 $500 MM / 95% Loans 50% to GS Fed + 37.5 bps 4Q 2006 $6.5 MM $322 MM 5% Bonds 50% to Ballyrock 

Grant Grove CLO $3000 MM I 90% Loans 100% to GS L+75bps 4Q 2006 $4.5MM $108 MM 10% Bonds 

AMMCVII $400 MM / 100%.Loans 100%toGS L+75 bps 4Q 2006 $5.0MM $168 MM 

CSAM CLO $500 MM / $74 100% Loans 100% to GS L+75bps lQ 2007 $6.0MM MM 

l't Loss: 0% to GS, 
100% to Greywolf up to 

Greywolf I $400 MM 1$70 100% Loans 40mm L+ 50 bps 4Q 2006 $6.0 MM MM 
2"d Loss: 100% to GS 
above 40mm 

GSAM CLO $400 MM 1$29 
100% Loans 50% to GSCP L+ 75 bps lQ 2007 $5.1 MM MM 50% to GSAM 

6 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-010089470 



Halcyon CLO $400 MM I $0 
100% Loans MM 

Appendix B: COO Equity Positions 

Structured Product COO Equity Positions 

Transaction 

Putnam structured Product CDO 2002-1, Ltd 
Davis Square Fundina I Ltd 
NYLIM stratford CDO 2001-1, Ltd 
Sierra Madre Fundina, Ltd. 
Davis Square Fundinalll Ltd 
Camber III pic 
Adirondack 2005-1 Funding Ltd 
Coolidge Fundino. Ltd. 
Altius I Fundina. Ltd. 
Davis Square Funding V, Ltd. 
G street Finance Ltd. 
Adirondack 2005-2 Funding, Ltd 
Davis Square Funding IV, Ltd. 
Davis Square Funding VI Ltd. 
Hout Bav. Ltd. 
Fortius I Funding, Ltd. 
Altius III Funding, Ltd. 
West Coast Funding, Ltd. 
Lochsono, Ltd. 
Fortius" Funding, Ltd. 
Davis Sauare VII 
Hudson High Grade 
Hudson Mezzanine 2006-1 , Ltd. 
Total 

CLO Equity Positions 

Transaction 

FC CBO III Limited 
FC CBO II Limited 
First Dominion Fundino I 
First Dominion Fundino III 
Halyard CBO I limited 
Pennant CBO Limited 
Ballyrock II 
Signature 7 LP 
Victoria Falls CLO, Ltd 
Ballyrock III 
Navigare Fundina I CLO Ltd. 
Del Mar CLO I CLO Ltd. 
Flagship CLO V 
Loomis Sayles CLO I Ltd. 
Total 

Confidential Treatment Requested by Goldman Sachs 

1st Loss: 0% to GS, 
100% to Halcyon up to 
30mm 

Z'd Loss: 100% to GS 
above 30mm 

Face Deal Type ($MM) 

4.00 SPCDO 
2.00 SPCDO 
3.25 SPCDO 
1.15 SPCDO 
1.50 SPCDO 
8.90 SPCDO 
3.95 SPCDO 
5.40 SPCDO 
2.00 SPCDO 
4.00 SPCDO 
4.00 SPCDO 
4.64 SPCDO 
3.03 SPCDO 

2.80 SPCDO 
3.00 SPCDO 
2.00 SPCDO 
5.00 SPCDO 
4.50 SPCDO 

12.00 SPCDO 
8.00 SPCDO 
6.00 SPCDO 
6.50 SPCDO 
8.00 SPCDO 

91.62 

Face Deal Type ($MM) 

1.29 CLO 
1.66 CLO 
0.57 CLO 
1.04 CLO 
0.77 CLO 
0.63 CLO 
1.62 CLO 
0.97 CLO 
3.00 CLO 
2.10 CLO 
6.25 CLO 
7.13 CLO 
3.75 CLO 
5.20 CLO 
35.98 
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L+ 75 bps 1Q 2007 $5.6MM 

Currency 
Market Market Value 
Price ($MM) 

USD 58 2.32 

USD 65 1.30 

USD 1 0.03 

USD 72 0.83 
USD 70 1.05 

USD 85 7.57 
USD 90 3.56 

USD 90 4.86 
USD 90 1.80 
USD 90 3.60 

USD 60 2.40 
USD 90 4.18 

USD 80 2.42 

USD 90 2.52 
USD 90 2.70 

USD 90 1.80 
USD 90 4.50 
USD 90 3.60 

USD 74 8.85 
USD 90 7.2 

USD 90 5.4 

USD 90 5.85 
USD 90 7.20 

85.54 

Currency 
Market Market Value 
Price ($MM) 

USD - -
USD - -
USD 10 0.06 
USD 10 0.10 
USD - -
USD - -
USD 75 1.21 

USD 60 0.58 

USD 90 2.70 
USD 90 1.89 
USD 90 5.63 
USD 90 6.41 
USD 90 3.38 
USD 90 4.68 

26.64 
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Appendix C: 2006 COO Summary P&L 

Deal Manager I Deal Total pal Pricing 
Deal Tvpe Partner Size Taken Date 

GSC loans CLO GSC $ 300 000 000 $ 2,400000 Dec-05 

Fortius Mezz SP COO Aladdin $ 600,000,000 $ 10,"20000 Feb-06 

Ares VR CLO Ares $ 625,000,000 $ 7,233,800 Feb-06 

LNRII CRECDO LNR $ 1 600 000,000 $ 11,300,000 Feb-06 

CTCDO IV CRECDO CapTrust $ 500 000 000 $ 1800000 Mar-06 

Davis Sauare VI HGSP COO TCW $ 2000 000 000 $ 9100000 Mar-06 

GSMS CRE HGCDO GS $ 406,000,000 $ 855,000 Mar-06 

Tall Tree CLO Tall Tree $ 300,000,000 $ 5,620,000 Mar-06 

Hout Bav HG SP COO Investec I GS $ 1500 000 000 $ 4270389 Mar-06 

Broadwlck MezzSP COO Peloton $ 1000 000 000 $ 12400000 Apr-06 

Naviaare CLO Navlgare $ 300 000,000 $ 5223365 . Apr-06 

Beowulf HG SP COO Nordea $ - $ 2747934 May-06 

Katonah 8 CLO Katonah $ 400,000,000 $ 6,800,000 May-06 

Alcentra Euro CLO Alcentra $ 704000000 $ 8000000 May-06 

Del Mar CLO Caywood Scholl $ 400 000 000 $ 6,450,000 Jun-06 

West Coast Prime SP COO TCW $ 2700000000 $ 13030000 Jun-06 

GS-UBS CRE COO UBS $ 700000000 $ 1,900,000 Jul-06 

Ballyrock IR CLO Fidelity $ 400 000,000 $ 3,500,000 Jul-06 

Capmark CRECDO GMACCM $ 1000000000 $ 2000000 Jul-06 

Grammercy CRECDO Grammercy $ 1,000,000,000 $ "000000 Aug-06 

Flagship V CLO DAM $ 500000000 $ 7900000 Aua-06 

ICG Euro CLO ICG $ 700,000,000 $ 10,000,000 Aug-06 

Lochsona IG SP COO Winchester $ 1200000000 $ 8000000 Seo-06 

Altius III HGSPCDO AladdinlMlzuho $ 2000,000,000 $ 10000000 Seo-06 

Hlahland COO Mezz SP COO Hlahland Capital $ - $ 240000 Seo-06 

JER CRECDO JER $ 400000000 $ 2,657,235 Seo-06 

Hudson HG HGSP COO GS - liQuidation Agent $ 1 500,000,000 $ 3,024,500 Seo-06 

Loomis Savles CLO Loomis Sayles $ 400 000 000 $ 6,000000 Oct-06 
Hudson Mezz I Mezz SP COO GS - liQuidation Aaent $ 2000000000 $ 17400000 Oct-06 

Ballvrock IV CLO Fidelity $ 500,000,000 $ 6,600,000 Nov-06 

Fortius II Mezz SP COO Aladdin $ 500 000 000 $ 9000000 Nov-06 

Davis Sauare VII HGSPCDO TCW $ 2,000 000,000 $ 6,200,000 Nov-06 

AMMCCLOVII CLO AMMC $ 500,000,000 $ 5,100,000 2006 (Expected) 
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From: 
Sent: 
To: 
Subject: 

Salem, Deeb 
Friday, December 15, 2006 8:05 PM 
Swenson, Michael 
Re: Gsamp 06-FM1 N N2 

Cds mkt thinks that deal is one of worst of year ... hopefully they r wrong 

Sent from my BlackBerry Wireless Device 

----- Original Message 
From: Swenson, Michael 
To: Salem, Deeb 
Sent: Fri Dec 15 19:58:31 2006 
Subject: Re: Gsamp 06-FMIN N2 

It is not that bad 

Original Message 
From: Salem, Deeb 
To: Swenson, Michael 
Sent: Fri Dec 15 19:57:57 2006 
Subject: Re: Gsamp 06-FMIN N2 

This is worth 10. It stinks ... I don't want it in our book. 

Sent from my BlackBerry Wireless Device 

----- Original Message ----­
From: Swenson, Michael - = Redacted by the Pennanent 

To: Gasvoda, Kevin; Mahoney, Justin 
Cc: Salem, Deeb; Chin, Edwin 
Sent: Fri Dec 15 17:08:20 2006 
Subject: Gsamp 06-FM1N N2 

After inittially passing at 65-00 - ollie hit us at 65-00 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
tel: +1 212 902 5090 mobile: +1 917 fax: +1 212 428 9761 
e-mail: michael.swenson@gs.com 

Goldman 
Sachs 

Michael J. Swenson 
Fixed Income, Currency & Commodities 

This material has been prepared specifically for you by the Fixed Income Trading 
Department and is not the product of Fixed Income Research. We are not soliciting any 
action based upon this material. Opinions expressed are our present opinions only. The 
material is based upon information which we consider reliable, but we do not represent 
that it is accurate or complete, and it should not be relied upon as such. Certain 
transactions, including those involving futures, options and high yield securities, give 
rise to substantial risk and are not suitable for all investors. We, or persons involved 
in the preparation or issuance of this material, may from time to time, have long or short 
positions in, and buy or sell, the securities, futures, options or other instruments and 
investments identical with or related to those mentioned herein. Goldman Sachs does not 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-012650422 



provide accounting, tax or legal advice; such matters should be discussed with your 
advisors and or counsel. In addition, we mutually agree that, subject to applicable law, 
you may disclose any and all aspects of this material that are necessary to support any 
U.S. federal income tax benefits, without Goldman Sachs imposing any limitation of any 
kind. This material has been issued by Goldman, Sachs & Co. and has been approved by 
Goldman Sachs International, which is regulated by The Financial Services Authority, in 
connection with its distribution in the United Kingdom and by Goldman Sachs Canada in 
connection with its distribution in Canada. Further information on any of the securities, 
futures or options mentioned in this material may be obtained upon request and for this 
purpose persons in Italy should contact Goldman Sachs S.I.M. S.p.A. in Milan, or at its 
London branch office at 133 Fleet Street. 

This material does not evidence or memorialize any agreement or legally binding commitment 
between any parties and does not constitute a contract or commitment to provide any 
financing or underwriting. Any financing or underwriting is subject in all respects to 
internal credit approval at Goldman Sachs, and is subject to, among other things, the 
completion of documentation in form and substance satisfactory to' Goldman Sachs. 

This message may contain information that is confidential or privileged. If you are not 
the intended recipient, please advise the sender immediately and delete the message. See 
http://www.gs.com/disclaimer/email for further information on confidentiality and the 
risks inherent in electronic communication. 
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Timberwolf I, Ltd. 
$1.0 Billion Single-A Structured Product COO 

Greywolf Capital Management LP- Collateral Manager and Equity Investor 
Goldman, Sachs & Co. - Structuring & Placement Agent and Equity Investor 

February 2007 

The information contained herein is indicative only and the actual terms of any transaction will be set forth in the definitive Offering Circular. 
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Transaction Highlights 

• Timberwolf I, Ltd, ("Timberwolf') is a $1.0 billion defensively-managed cashflow COO consisting of a 
portfolio of single-A rated Structured Product COO ("SP COO") and CLO assets or reference obligations 

• Greywolf Capital Management LP ("Greywolf') is the collateral manager, responsible for initial asset 
selection, ongoing monitoring and execution of "credit risk" and "defaulted" sales as needed 

• Co-sponsorship 
• Goldman, Sachs and Co. ("Goldman Sachs") and Greywolf (through Greywolf Structured Products 

Fund I) are each expected to invest in 50% of the Income Notes on the Closing Date 

• Goldman Sachs will make a portion of its Income Note investment available to other investors 

• :nmberwolf portfolio acquisition process 

• The portfolio is expected to be 100% ramped at closing, and is expected to consist of 100% single-A 
rated assets or reference obligations 

• All assets will be purchased from the market, and sold to Timberwolf at original acquisition price / 
spread 

• The portfolio consists of both cash and synthetic assets 
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Transaction Highlights 
Portfolio 

• A "look through" analysis of the collateral underlying the SP COOs in Timberwolf indicates that the 
underlying collateral is diversified, and consists predominantly of 2004, 2005 and 1 Q 2006 issues 

• Timberwolf portfolio and collateral vintage: 

• Approximately 42% 1,2 of the Timberwolf portfolio consists of SP COO transactions that were issued 
prior to the end of the first quarter of 2006 

• Approximately 81 % 1,2 of the collateral underlying the SP COOs in Timberwolf (determined by 
reference to their CUSIPs) relate to transactions issued prior to the end of the first quarter of 2006 

• Timberwolf collateral diversification and risk profile2 : 

• The SP COO portfolios included in Timberwolf consist of more than 3,800 individual CUSIPs relating 
to underlying RMBS, CMBS, ABS, COO and other securities 

Approximately 71 % of those CUSIPs appear in only one of Timberwolf's SP COOs 

- Approximately 4% of those CUSIPs appear in five or more of Timberwolf's SP COOs 

1 This information is preliminary and subject to change. The actual composition of the collateral to be acquired and the structure of the securities to be 
issued will be determined at or around the time of pricing of the securities based upon market conditions and other applicable factors. 

2 This information has been provided by Greywolf, as of February 6, 2007, based on the current portfolio and information available as of that date from sources including 
Intex, Bloomberg and transaction marketing documents. This analysis does not include those assets classified as ·CDOA2". 
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Transaction Highlights 
Collateral Manager1 

• Greywolf Capital Management LP ("Greywolf") is an SEC-registered investment adviser with 
approximately $3.5 billion in assets under management (based on long exposure), including 
approximately $1 billion in structured product exposure 

• Greywolf was founded in 2003 by a team of former employees of Goldman Sachs' fixed income trading 
division and now has 50 employees, including 27 investment professionals 

• Greywolf was founded by professionals from Goldman's distressed and high yield trading and 
investing businesses, and the initial Greywolf funds were focused on those strategies 

• Greywolf began investing in structured products in 2005 

• Greg Mount and Joe Marconi, the Greywolf portfolio managers for Timberwolf, have extensive structured 
product expertise 

• Prior to joining Greywolf, Mr. Mount was a Partner at Goldman, Sachs & Co. Mr. Mount founded 
Goldman's COO business in 1996, initiated Goldman's proprietary COO investing activity in 2003, and 
was co-head of the Structured Products Group which includes the RMBS, ABS, CMBS and COO 
businesses 

• Prior to joining Greywolf, Mr. Marconi was a Managing Director in the Structured Products Group at 
Goldman Sachs where he was co-head of ABS Finance and a member of the Mortgage Capital 
Committee (which is responsible for approving capital commitments across the CMBS, RMBS, ABS 
and COO businesses) 

1 This information has been provided by Greywolf, as of February 6, 2007. 
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Transaction Overview 
Indicative Capital Structure1 

Ratings Principal 
Classes (Moody's/S&P) Balance 

Class S Notes Aaa/AAA [ ] 

Class A-1 Notes Aaa/AAA $[650.00] MM 

Class A-2 Notes Aaa/AAA $[155.00] MM 

Class B Notes Aa2/AA $[105.00] MM 

Class C Notes A2/A $[38.00] MM 

Class 0 Notes Baa2/BBB $[35.00] MM 

Income Notes NR $[20.00] MM 

% of Capital 
Structure 

[ ] 

64.8% 

15.5% 

10.5% 

3.8% 

3.5% 

2.0% 

Expected Initial 
Coupon Status WAL OC 

3M UBOR + [ ]% N/A [ ] N/A 

]%2 Offered [6.3] [153.8]% 

3M USOR + [ ]% Offered [6.6] [124.2]% 

3M UBOR + [ ]% Offered [7.0] [109.9]% 

3M UBOR + [ ]% Offered [7.0] [105.5]% 

3M UBOR + [ ]% Offered [6.8] [101.7]% 

NA Offered NA NA 

This information is preliminary and subject to change. The actual composition of the collateral to be acquired and the structure of the securities to be issued 
will be determined at or around the time of pricing of the securities based upon market conditions and other applicable factors. 
The A-1 tranche may be structured either in note or swap form depending upon investor preference. 
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Transaction Overview 
Indicative Summary of Terms1 

Issuer: 

Collateral Manager: 

Initial Purchaser: 

Ramp-Up Period: 

Collateral Management Fee: 

Deferred Structuring Expense: 

Discretionary Trading: 

Reinvestment Period: 

Non-Call Period: 

Call Price: 

Auction Call: 

Timberwolf I, Ltd. 

Greywolf Capital Management LP 

Goldman, Sachs & Co. 

None. 100% ramped at closing 

[4] bps per annum based on the par balance of collateral assets, payable senior to the liabilities 

[4] bps per annum, based on the par balance of collateral assets, payable senior to the liabilities 

None. Collateral Manager has the discretion to sell "credit risk" and "defaulted" assets and the 
proceeds will be treated as principal paydowns. 

None 

[3] years 

Par plus accrued interest on Class S Notes, Class A-1 Notes, Class A-2 Notes, Class B Notes, 
Class C Notes, and Class 0 Notes. 

[8] years. Starting on and after the payment date in U, [2015]. There is no minimum Income Note 
IRR required to effect an Auction Call. 

This information is preliminary and subject to change. The actual composition of the collateral to be acquired and the structure of the securities 
to be issued will be determined at or around the time of pricing of the securities based upon market conditions and other applicable factors. 
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Transaction Overview 
Indicative Summary of Terms (cont'd) 1 

Optional Redemption: 

Payment Frequency: 

Legal Final Maturity: 

Controlling Class: 

Asset Haircuts: 

On or after the payment date in U, [2010]. 

Quarterly 

[]2047 

The Class A-1 Notes and Class S Notes voting in aggregate, so long as the Class A-1 Notes and 
Class S Notes are outstanding, and then the Class A-2 Notes, so long as the Class A-2 Notes are 
outstanding and then the Class B Notes, so long as the Class B Notes are outstanding, and then the 
Class C Notes, so long as the Class C Notes are outstanding, and lastly the Class 0 Notes, so long 
as the Class 0 Notes are outstanding 

1) Assets rated less than Baa3 or BBB-, 90% of par value 
2) Assets rated less than Ba3 or BB-, 70% of par value 
3) Assets rated less than B3 or B-, 50% of par value 

This information is preliminary and subject to change. The actual composition of the collateral to be acquired and the structure of the securities 
to be issued will be determined at or around the time of pricing of the securities based upon market conditions and other applicable factors. 
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Transaction Overview 
Current Portfolio: Asset Type and Rating1,2 

Asset Type Credit Ratings3 

CLO CDOI\2 

6% 2% 100.00% 
HGSPCDO 91% 

12% CII 90.00% 
0 
r::: 
CIS 80.00% 
iii 
co 
iii 70.00% ... 
CII - 60.00% 
~ 
"0 

50.00% 0 
:!: 
0 40.00% 
~ 
CII 

..c 30.00% 
E 
i= 20.00% -0 

"if!. 10.00% 

80% 0% 0% 0% 
0.00% 

Aa3 A1 A2 A3 Baa1 

Represents the current portfolio as of February 6, 2007. Greywolf and Goldman Sachs do not represent or provide any assurance that the actual portfolio on the 
Closing Date or any future date will have the same characteristics as provided above or herein. 
Numbers may not add up to 100% due to rounding. 
Reflects the actual Moody's Rating. 
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Transaction Overview 
Current Portfolio: Portfolio and Collateral Vintage1,2,3 

SP COO Vintage 

'iij .. 
.! 30% 
.!l! 25% 26% 
(5 
0 20% 11°/. 
0 15% 

14% 
0 
0 10% 
a. 5% 2% 
00 ° 
'0 0% 
";!. 2004 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 

a. 
00_ 
mE 
!: CIl .- ->10 
~= 
QI 0 
"0 
:50 
.... 0 
00 

";!. 

20% 

15% 

10% 

5% 

0% 

2005 2005 2005 2005 2006 2006 2006 2006 2007 

Calendar Quarter 

SP COO Collateral Vintage 

0% 

2004 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 
2005 2005 2005 2005 2006 2006 2006 2006 2007 

Calendar Quarter 

Numbers may not add up to 100% due to rounding. 

• On a "look-through" basis, the underlying 
assets of the SP COOs in Timberwolf 
consist of mostly 2005-vintage collateral. 

• Approximately 42%2 of the SP COOs 
included in Timberwolf were issued prior to 
the end of 1 Q 2006. 

• Approximately 81 %3 of the underlying assets 
included in the Timberwolf SP COOs were 
issued prior to the end of 1 Q 2006. 

• This analysis indicates that Timberwolf has 
limited exposure to RMBS originated in 2006. 

Represents the current portfolio as of February 6, 2007. Greywolf and Goldman Sachs do not represent or provide any assurance that the actual portfolio on the Closing Date or any 
future date will have the same characteristics as provided above. . 
This information has been provided by Greywolf, as of February 6, 2007, based on the current portfolio and information available as of that date from sources including Intex, 
Bloomberg and transaction marketing documents. This analysis does not include those assets classified as "CDO'2 n

• 
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Transaction Overview 
Current Portfolio: Underlying Collateral Diversification1,2,3 

80. 00% ---------------------------------------------------------------------, 

• Of the more than 3,800 unique 
underlying CUSIPs included in the SP 
COOs held by Timberwolf, 
approximately 71 % appear in only one 
of Timberwolf's SP COOs 

!II 70.00% 
8 
<.J 
c.. 60.00% 
t/) 

Cl 

.~ 50.00% 

i 
-g 40.00% 
:::J 
c:: 
!II c.. 30.00% 

in 
:::J 

20.00% <.J 
'0 
~ 
" 10.00% 

0.00% 

70.6% 

5.9% 
-

LI 
3.1%150/0 Q 

• ~ .1.~YoO.5%0.4%0.2%0.1%0.1%0.1%0.0%0.00/0 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 

# of Underlying SP COO Deals 

• This graphs shows the percentage of 
unique underlying CUSIPs that appear 
in more than one SP COO transaction 

• As indicated, fewer than 30% of the 
unique CUSIPs appear in two or more 
transactions 

• Also, approximately 4% of the CUSIPs 
appear in five or more transactions 

• This analysis suggests that there is 
limited "single-:name" risk in the 
collateral underlying Timberwolf's SP 
COOs 

Represents the current portfolio as of February 6, 2007. Greywo/f and Goldman Sachs do not represent or provide any assurance that the actual portfolio on the ClOSing Date or any 
future date will have the same characteristics as provided above. 
Numbers may not add up to 100% due to rounding. 
This information has been provided by Greywolf, as of February 6, 2007, based on the current portfolio and information available as of that date from sources including Intex, 
Bloomberg and transaction marketing documents. This analysis does not include those assets classified as "CDO"2". 
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Transaction Overview 
Current Warehouse Statistics1 

Statistics lop 5 Collateral Manager Concentration2 

Current Warehouse Size $857.5 mm GSC Group 10.5% 

WARF 126 lCW 10.5% 

WAL 6.74 Vertical Capital 6.8% 

Moody's Correlation 28% Ischus Capital 5.2% 
WAS 1.84% Vanderbilt 5.2% 
Number of Obligors 52 

Total Number of Managers 32 
Moody's WA Recovery Rate 39.4% 

S&P AAA WA Recovery Rate 40.0% 

S&P AA WA Recovery Rate 45.0% 

S&P A WA Recovery Rate 55.0% 

S&P BBB WA Recovery Rate 65.0% 

% Fixed 0.0% 

% Floating 100.0% 

% Cash 13.7% 

% Synthetic 86.3% 

Represents the current portfolio as of February 6, 2007. Greywolf and Goldman Sachs do not represent or provide any assurance that the actual portfolio on 
the Closing Date or any future date will have the same characteristics as provided above. 
As a percentage of total collateral assets in Timberwolf. 
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Transaction Overview 
Structural Overview 

• Timberwolf is a "defensively managed" structured product CDO with the following features: 

• No exposure to reinvestment spread risk or reliance on reinvestment spread to generate debt service 
coverage 

• No reinvestment, substitution or discretionary trading; proceeds of any "credit risk" or "defaulted" sales 
are treated as principal paydowns 

• 100% ramped at closing 

• Timberwolf will have a fully issued capital structure with traditional overcollateralization tests 

• Structure has the ability to tailor average life profile of senior tranching upon investor request 

• Timberwolf will finance the collateral assets through: 

• The issuance of Class A, Class B, Class C, and Class D Notes 

• The issuance of Income Notes 

• Class S Notes will finance upfront fees and expenses, purchase accrued interest, and asset/liability 
accrual mismatch 
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Transaction Overview 
Structural Overview (cont'd) 

• Class A-1 Notes may be issued either in funded form or as an unfunded swap, depending on investor 
preference 

• The deal will use a "modified sequential" principal paydown structure, and will include a "turbo" to accelerate 
principal payments on Class 0 Notes 

• Synthetic Securities consist of single-name pay-as-you-go credit default swaps 

• No Minimum Income Note IRR required to effect an auction call 

• Increases the likelihood of a successful auction call or optional redemption 

• Mitigates the back ended pressure on transaction as costs of financing increases 
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Important Information 

The information contained herein is confidential information regarding securities that may in the future be offered by Timberwolf I, Ltd. (the "Issuer"). The information 
is being delivered to a limited number of sophisticated prospective institutional investors in order to assist them in determining whether they have an interest in the 
type of securities described herein and is solely for their internal use. By accepting this information, the recipient agrees that it will use and it will cause its directors, 
partners, officers, employees and representatives to use the information only to evaluate its potential interest in the securities described herein and for no other 
purpose and will not divulge any such information to any other party. Any reproduction of this information, in whole or in part, is prohibited. Notwithstanding the 
foregoing, each recipient (and each employee, representative, or other agent of such recipient) may disclose to any and all other persons, without limitation of any 
kind, the tax treatment and tax structure of the Issuer, the securities described herein and any future offering thereof and the ownership and disposition of such 
securities and all materials of any kind (including opinions or other tax analyses) that are provided to such recipient relating to such tax treatment and tax structure. 
However, any such information relating to such tax treatment or tax structure is required to be kept confidential to the extent necessary to comply with any applicable 
securities laws. For this purpose, the tax treatment of a transaction is the purported or claimed U.S. federal income tax treatment of the transaction, and the tax 
structure of a transaction is any fact that may be relevant to understanding the purported or claimed U.S. federal income tax treatment of the transaction. 

The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any 
security or instrument or to participate in any trading strategy. The information contained herein is preliminary and material changes to the proposed terms of the 
securities described herein may be made at any time. If any offer of securities is made, it shall be made pursuant to a definitive offering circular (the "Offering 
Circular") prepared by or on behalf of the Issuer, which would contain material information not contained herein and which shall supersede, amend and supplement 
this information in its entirety. Any decision to invest in the securities described herein should be made after reviewing the Offering Circular, conducting such 
investigations as the investor deems necessary or appropriate and consulting the investor's own legal, accounting, tax, and other advisors in order to make an 
independent determination of the suitability and consequences of an investment in the securities. 

The securities described herein will not be registered under the Securities Act of 1933, as amended, or the securities laws of any other jurisdiction and neither the 
Issuer nor the pool of securities held by the Issuer will be registered under the Investment Company Act of 1940, as amended. The securities offered herein will not 
be recommended by any United States federal or state securities commission or any other regulatory authority. Furthermore, the foregoing authorities have not 
confirmed the accuracy or determined the adequacy of this document. Any representation to the contrary is a criminal offense. The securities described herein will be 
subject to certain restrictions on transfers as described in the Offering Circular. 

None of the Issuer, Greywotf Capital Management LP ("Greywolf' or the "Collateral Manager") or Goldman Sachs (as used herein, such term shall include Goldman, 
Sachs & Co. and all of its affiliates) or any of their respective affiliates makes any representation or warranty, express or implied, as to the accuracy or completeness 
of the information contained herein and nothing contained herein shall be relied upon as a promise or representation whether as to the past or future performance. 
The information includes hypothetical illustrations and involves modeling components and assumptions that are required for purposes of such hypothetical 
illustrations. No representations are made as to the accuracy of such hypothetical illustrations or that all assumptions relating to such hypothetical illustrations have 
been considered or stated or that such hypothetical illustrations will be realized. The information contained herein does not purport to contain all of the information 
that may be required to evaluate such securities, and each recipient is encouraged to read the Offering Circular and should conduct its own independent analysis of 
the data referred to herein. The Issuer, Greywolf, Goldman Sachs, and their respective affiliates disclaim any and all liability relating to this information, including, 
without limitation, any express or implied representation or warranty for statements contained in and omissions from this information. None of the Issuer, Greywolf, 
Goldman Sachs or any of their respective affiliates expects to update or otherwise revise the information contained herein except by means of the Offering Circular. 
Additional information may be available on request. The securities and obligations of the Issuer are not issued by, obligations of, or guaranteed by Greywolf, 
Goldman Sachs or their respective affiliates, or other organizations. In particular, the obligations of the Issuer are not deposit obligations of any financial institution. 
The securities and obligations of the Issuer are complex, structured securities and there is no assurance that a secondary market for such securities will exist at any 
time. Accordingly, prospective investors should be prepared, and have the ability, to hold such securities until their respective stated maturities or stated redemption 
dates. 
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Important Information 

HYPOTHETICAL ILLUSTRATIONS AND PRO FORMA INFORMATION 

These materials contain statements that are not purely historical in nature. These include, among other things, hypothetical illustrations, sample or pro fonna portfolio 
structures or portfolio composition, scenario analysis of returns and proposed or pro forma levels of diversification or sector investment. These hypothetical 
illustrations of returns illustrate a range of potential outcomes based upon certain assumptions. Such potential outcomes are not a prediction by the Issuer, Greywolf, 
Goldman Sachs, or their respective affiliates of the performance of the securities described herein. Actual events are difficult to predict and are beyond the control of 
the Issuer, Greywolf, Goldman Sachs or their respective affiliates. Actual events may differ from those assumed and such differences may be material. There can be 
no assurance that illustrated returns will be realized or materialized or that actual returns or results will not be materially lower than those presented. All statements 
included are based on information available on the date hereof, and none of the Issuer, Greywolf, Goldman Sachs or their respective affiliates assumes any duty to 
update any such statement. Some important factors which could cause actual results to differ materially from those in any statements contained herein include the 
actual composition of the collateral and the price at which such collateral is actually purchased by the Issuer, any defaults on the collateral, the timing of any defaults 
and subsequent recoveries, changes in interest rates, and any weakening of the specific credits induded in the collateral, among others. The Offering Circular will 
contain other risk factors, which an investor should also consider in connection with an investment in the securities described herein. 

PRIOR INVESTMENT RESULTS 

Any prior investment results or returns are presented for illustrative purposes only and are not indicative of the future returns on the securities and obligations of the 
Issuer. Because of portfolio restrictions that apply to the Issuer and differences in market conditions, the investments selected by Greywolf on behalf of the Issuer 
may differ substantially from the investments made by <;3reywolf on behalf of other collateralized debt obligation ("COO") funds managed by it. The Issuer has no 
operating history. 
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Risk Factors 

Note: The Offering Circular will include more detailed descriptions of the risks described herein as well as additional risks relating to, among other 
things, insolvency considerations and conflicts of interest. Any decision to invest in the securities described herein should be made after reviewing 
such Offering Circular, conducting such investigations as the investor deems necessary and consulting the investor's own legal, accounting and tax 
advisors in order to make an independent determination of the suitability and consequences of an investment in the securities. The Offering Circular 
will supersede this document in its entirety. 

• Limited Liquidity, Restrictions on Transfer and Limited Recourse 

• There is currently no market for the Notes or the Income Notes and it is unlikely that any secondary market will develop. Accordingly, 
investors should be prepared to hold the Notes and the Income Notes for an indefinite period of time or until stated maturity. The Notes 
and the Income Notes should be viewed as a long-term investment, not as a trading vehicle. 

• The value of the Notes and the Income Notes are dependant upon the value of the underlying collateral and may vary from time to time 
such that if the Notes or the Income Notes are sold, the Notes and the Income Notes may be worth more or less than their original cost. 

• In addition, as the Notes will be sold in transactions exempt from SEC registration pursuant to Section 4(2) of the Securities Act of 1933 
and Rule 144A and/or Regulation S under the Securities Act, and neither the Issuer nor the pool of collateral will be registered under the 
Investment Company Act of 1940 pursuant to the Section 3(c)(7). Related exemptions from registration and restrictions on transfer of the 
Income Notes will apply which may further limit liquidity. 

• All liabilities are payable solely from the cash flow available from the collateral pledged by the Issuer to secure all classes of Notes. No 
other assets will be available for payment in the event of any deficiency. 

• Leveraged Credit Risk 

• The Income Notes are in a first loss position with respect to defaults on the underlying collateral. The highly leveraged nature of the 
Income Notes magnifies the adverse impact of any collateral defaults. 

• Subordination 
• The Notes and the Income Notes are issued in a senior-subordinated structure, with the Class S Notes ranking the highest in the priority of 

payments and the Income Notes ranking the lowest in the priority of payments. In the event of a default, holders of the Class S and Class 
A-1 Notes, will generally be entitled to determine the remedies to be exercised; such remedies could be adverse to the other Notes and the 
Income Notes. The Income Notes will not be able to declare an event of default and will not receive any payments after the occurrence of 
an event of default unless and until the Class S, A-1, A-2, B, C, and D Notes (the "Notes") are paid in full. 

• Volatility of Collateral and Value of Income Notes 
• The Income Notes represent a leveraged investment in the underlying collateral assets. The use of leverage generally magnifies an 

issuer's opportunities for gain and" risk of loss. Therefore, changes in the market value of the Income Notes can be expected to be greater 
than changes in the market value of the underlying assets included in the collateral, which themselves are subject to credit, liquidity and, 
with respect to the fixed rate portion of the portfolio, interest rate risk. 
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Risk Factors 

• Collateral Risk 
• The structure of the collateral assets and the terms of the investors' interest in the collateral can vary widely depending on the type of 

collateral, investor sentiment and the use of credit enhancements. 

• The market value of the collateral assets generally will fluctuate with, among other things, the financial conditions of the obligors on or 
issuers of the collateral assets, the credit quality of the underlying pool of assets in any collateral asset, general economic conditions, the 
condition of certain financial markets, political events, developments or trends in any particular industry and changes in prevailing interest 
rates. 

• Illiquidity of collateral assets 

• Some of the collateral assets purchased by the Issuer will have no, or only a limited, trading market. This illiquidity may restrict the Issuer's 
ability to dispose of investments in a timely fashion and for a fair price as well as its ability to take advantage of market opportunities. 

• Illiquid debt securities may also trade at a discount to comparable, more liquid investments. In addition, the Issuer may invest in privately 
placed collateral assets that are non-transferable or are transferable only at prices less than the fair value or the original purchase price of 
the securities. 

• Nature of Collateral 
• Some or all of the collateral assets may be subordinated securities which may be subject to leveraged credit risk. 

• The ability of the Issuer to sell collateral assets prior to maturity is subject to certain restrictions and limitations under the Indenture. 

• Timing and Amount of Recoveries 

• In the event of impairment of credit quality and/or defaults on the collateral assets, the Collateral Manager may sell or retain the affected 
assets. There can be no assurance as to the timing of the Collateral Manager's sale of affected assets, or if there will be any market for 
such assets or as to the rates of recovery on such affected collateral. Such sale may result in losses to the Issuer, which will be absorbed 
first by the Income Notes. The inability to realize immediate recoveries at the recovery levels assumed herein may result in lower cash flow 
and a lower yield to the Notes and Income Notes compared to the returns generated using the modeling assumptions set forth in the 
Offering Circular. 

• Limited Activities of the Co-Issuers 

• The Co-Issuers are recently formed legal entities and have no prior operating history or prior business, other than warehousing the 
collateral assets and related financing arrangements. The Issuer will have no significant assets other than the collateral which will be 
pledged to secure the Issuer's obligations under the Notes. The Issuer will not engage in any business activity other than the issuance of 
the Notes, Co-Issuing the Income Notes, the acqUisition, investment and reinvestment of the collateral and other prescribed activities 
relating to each of the foregoing. The Co-Issuer has and will not have any substantial assets. The Co-Issuer has no business activities 
other than the co-issuance of the Notes and its own common shares. 
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Risk Factors 

• Credit Exposure to Portfolio of Reference Obligations 

• On the closing date, the Issuer will enter into pay-as-you-go credit default swaps (the "Synthetic Securities") with Goldman Sachs 
International, ("GSI" and in such capacity, the "Counterparty"), pursuant to which the Issuer will sell credit default protection with respect to 
a portfolio of Reference Obligations. Approximately 80% of the collateral assets are expected to be Synthetic Securities on the Closing 
Date. If a credit event occurs with respect to any of the Reference Obligations, the Issuer will pay the Counterparty the amount of the write­
down or principal loss, or if the Counterparty elects to deliver the reference obligation, the notional amount of the Synthetic Security times 
the reference price. In return for the credit default protection, the Counterparty will pay the Issuer a premium which may be reduced (but 
not below zero) if certain Reference Obligations experience interest shortfalls. Credit events and interest shortfalls may adversely affect the 
Issuer's ability to make payments on the Notes and the Income Notes. 

• All Notes and Income Notes are subordinated to credit default protection payments under the Synthetic Securities and to certain 
termination payments payable to the Counterparty in connection with a termination event. The magnitude of such losses will be affected by 
the number of credit events and the recovery amount of any delivered Reference Obligations and timing of such credit events. 

• Nature of Reference Obligations 

• The Reference Obligations are expected to consist of COO Securities and CLOs. The Reference Obligations are subject to the credit, 
market, structural, legal, prepayment and interest rate risks associated with COO Securities, and CLO respectively. The economic return 
on the Synthetic Securities will depend substantially upon the performance of the related Reference Obligation. 

• Termination of the Synthetic Securities 
• Pursuant to the Synthetic Securities, the Issuer or the Counterparty will each have the right to terminate the Synthetic Securities in specified 

circumstances. In such event, the Issuer also may be required to make substantial termination payments to the Counterparty and such 
payments will reduce the amounts available to make payments on the Notes and the Income Notes. As a result, the Issuer may not have 
sufficient funds to make payments when due on the Notes and Income Notes and may not have sufficient funds to redeem the Notes and 
Income Notes. 

• Credit Exposure to Counterparty 

• The ability of the Issuer to meet its obligations under the Notes and the Income Notes will be dependent on its receipt of payments from the 
Counterparty under the SynthetiC Securities. Consequently, Noteholders will be exposed not only to the creditworthiness of the Reference 
Obligations but also to the creditworthiness of the Counterparty to perform its obligations under the Synthetic Securities. The insolvency of 
the Counterparty or a default by it under a Synthetic Security would adversely affect the ability of the Issuer to pay arnounts when due 
under the Notes and make distributions on the Income Notes and could result in a withdrawal or downgrade of the ratings on the Notes. 
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Risk Factors 

• Investment Decisions 
• In making an investment decision, investors must rely on consultations with their own legal, accounting and audit advisors to determine 

whether and to what extent they should invest in the Notes or the Income Notes. 

• Changes in the rate of interest paid on the Class S, A-1, A-2, B, C, and 0 Notes 

• There will be a basis and timing mismatch between the Notes and the collateral assets, since the interest rates on such collateral assets 
may adjust more frequently or less frequently, on different dates and based on different indices, than the interest rate on the Notes. The 
fixed rates and the margins over UBOR or other floating rates borne by collateral assets may be lower than those on sold or amortized 
collateral assets which could cause a Significant decline in interest coverage for the Notes. 

• The Issuer may enter into cashflow swap agreements to limit exposure to this risk, but no assurance can be given that such cashflow swap 
agreements will be executed or will be successful in reducing the exposure to this risk. However, there may be a termination payment 
related to one or more cashflow swap agreement in the event of a redemption of the deal prior to the expiration of the cashflow swap 
agreement. 

• Impairment of Credit Quality and/or Defaults on the Collateral Assets 

• Decline in credit quality of the collateral or defaults could result in losses which would adversely affect the Notes and the Income Notes. 

• There may be certain industry or sector concentrations in the COO, all of which could have a material adverse impact on the Notes and the 
Income Notes In the event of economic downturns or other events affecting the credit quality of any of the collateral. 

• Redemption of Class S, A-1 , A-2, B, C, and 0 Notes. 
• If certain over collateralization tests are not met, redemptions of the Class S, A-1, A-2, B, C, and 0 Notes would be required, which may 

effect the yields on more subordinated classes of Notes and the Income Notes and will be paid from amounts which otherwise be available 
for payment to holders of the Income Notes. 

• Mandatory redemption could result in an elimination, deferral or reduction in the amount paid to the Income Notes, which would adversely 
and materially affect their returns. 

• Auction of the Collateral Assets 

• Commencing approximately [8] years following the closing date, the Collateral Manager is require to take steps to conduct an auction of the 
collateral assets annually. If the minimum bid amount for the collateral assets is met or exceeded, the collateral assets will be sold and the 
Notes and the Income Notes will be redeemed. 

• There can be no assurance that an auction of the collateral assets will be successful; a successful auction will shorten the duration of the 
Notes and the Income Notes and is not required to result in any proceeds for distribution to the holder of the Income Notes. 

• Portfolio ManagementfTrading Risk 

• The Collateral Manager has the authority to sell certain collateral within certain parameters. If the transactions result in a net loss, such 
loss would be borne by the Income Notes and then the Notes and its effect would be magnified, in the case of the Income Notes, due to the 
leveraged nature and degree of subordination of Income Notes investment. 
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Risk Factors 

• Intemationallnvesting 
• Investing outside the U.S. may involve greater risks which may include (1) less publicly available infonnation, (2) varying levels of 

govemmental regulation and supervision, (3) the difficulty of enforcing legal rights in a foreign jurisdiction and uncertainties as to the status, 
interpretation and application of laws, (4) less stringent accounting practices, (5) different clearance and settlement procedures, (6) 
economic and political conditions and instability, (7) exchange control and foreign currency risk, (8) insolvency and (9) expropriation risk. 

• A portion of the collateral assets may consist of obligations of an issuer organized under the laws of the Bahamas, Bennuda, the Cayman 
Islands, the Channel Islands, the Netherlands Antilles or other jurisdictions offering favorable tax treatment. 

• Relation to Prior Investment Results 
• The prior investment results of the Collateral Manager or persons associated with the Collateral Manager are not indicative of the Issuer's 

future investment results. There can be no assurance that the Issuer's investments will perform as well as the past investments of any 
such persons or entities. Prior perfonnance shown reflects management of total retum products, which have investment restrictions and 
policies which are significantly different from those expected to apply to the Issuer. 

• Certain Conflicts of Interest 
• Both potential and actual conflicts of interest involving the Collateral Manager may arise from the overall investment activities of the 

Collateral Manager and its affiliates. The Collateral Manager and its affiliates, in connection with their other business activities, may acquire 
material non-pUblic confidential infonnation that may restrict the Collateral Manager from purchasing securities for itself or its clients 
(including the Issuer). 

• 

• 

• 

• 

Both potential and actual conflicts of interest involving Goldman Sachs include the possibility that some of the Collateral Assets acquired by 
the Issuer may consist of issuers or obligors, or obligations sponsored or serviced by companies, for which the Underwriter and/or one of its 
affiliates has acted as underwriter, agent, placement agent or dealer, lender or provided commercial or investment banking services. 

A portion of the collateral assets purchased by the Issuer on the Closing Date will be purchased from portfolios owned by the Underwriter 
and in which the Collateral Manager and an affiliate may have an interest. In any event, all purchases of collateral assets from the 
Underwriter will be on an anns'-Iength basis. 

The obligations of the Collateral Manager to the Issuer are not exclusive. The Collateral Manager and its affiliates may have other clients, 
Including certain holders of any class of notes, which may invest, directly or indirectly, in the same or similar securities or financial 
instruments as those in which the Issuer invests or that would be appropriate for inclusion in the Issuer'S holdings. 

The Collateral Manager may make investment decisions for the other clients and for affiliates that may be different from those made by the 
Collateral Manager on behalf of the Issuer. The Collateral Manager and its affiliates may also have equity and other investments in, and 
have other ongoing relationships with, or be affiliates of, companies whose securities are included in the collateral pool. Consequently, the 
Collateral Manager and its principals, officers, employees and affiliates may have conflicts of interest in allocating investments among the 
Issuer and other.clients. To the extent that a particular investment position is suitable to be taken or liquidated for both the Issuer and the 
other clients, such investment position taken or liquidated will be allocated among the Issuer and the other clients in a manner that the 
Collateral Manager detennined by in its sole discretion to be fair and equitable. 
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Risk Factors 

• Hypothetical Illustrations and Estimates 
• Estimates of the weighted average lives of the Class S, A-i, A-2, B, C, and D Notes and the returns and duration of the Income Notes 

included herein, together with any other hypothetical illustrations and estimates provided to prospective purchasers of the Class S, A-i, A-
2, B, C, and D Notes, are forward-looking statements. See "Hypothetical Illustrations and Pro Forma Information" on disclaimer page in the 
beginning of this book. 

• The hypothetical illustrations are only estimates. Actual results may vary, and the variations may be material. See "Hypothetical 
Illustrations and Pro Forma Information" on disclaimer page at the beginning of this book. 

• Yield Due to Prepayments 
• The yield to maturity on the Income Notes could be affected by the rate of prepayment of the collateral assets. Payments to the Income 

Notes at a rate slower than the rate anticipated by investors purchasing the Income Notes at a discount will result in an actual yield that is 
lower than anticipated by such investors. Conversely, payments to the Income Notes at a rate faster than the rate anticipated by investors 
purchasing the Income Notes at a premium will result in an actual yield that is lower than anticipated by such investors. 

• Changes in Tax Laws 
• The collateral is not permitted to be subject to withholding tax at the time of purchase, unless the issuer thereof is required to make "gross­

up" payments. There can be no assurance that, as a result of any change in any applicable law, treaty, rule or regulation or interpretation 
thereof, payments on the collateral might not in the future become subject to withholding tax which could adversely affect the amounts that 
would be available to make payments on the Income Notes. 

• In the event that any withholding taxes are imposed on payments under the Securities, the holders of such Securities will not be entitled to 
receive "grossed-up" amounts to compensate for such withholding taxes. 

• In case of a Tax Event (as defined in the Offering Circular), holders of at least 66 %% of any affected Income Note, or holders of more than 
50% of any Class of Notes which, as a result of such Withholding Tax Event, have not received 100% of payments due to them under the 
Notes may require the issuer to liquidate the collateral on any Payment Date, and redeem the Class S, A-i, A-2, B, C, and D Notes, prior 
to any distributions to holders of Income Notes. 

• Tax Treatment of Income Notes 

• Since the Issuer will be a passive foreign investment company, a U.S. person holding Income Notes may be subject to additional taxes 
unless it elects to treat the Issuer as a qualified electing fund and to recognize currently its proportionate share of the Issuer's income. The 
Issuer has agreed, and, by its acceptance of an Income Note, each holder of an Income Note will be deemed to have agreed, to treat the 
Income Notes as equity for tax purposes. 

• Income Note holders should consult their tax advisers about the special U.S. tax regimes that apply to shareholders of passive foreign 
investment companies and controlled foreign corporations. 

• Special tax considerations may apply to certain types of investors. Prospective investors should consult their own tax advisors regarding 
the tax implications of their investments. 
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Risk Factors 

• Anti Money Laundering Provisions 
• Uniting and Strengthening America By Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 (the "USA 

PATRIOT Act"), signed into law on and effective as of October 26, 2001, imposes anti money laundering obligations on different types of 
financial institutions, including banks, broker dealers and investment companies. The USA PATRIOT Act requires the Secretary of the 
United States Department of the Treasury (the "Treasury") to prescribe regulations to define the types of investment companies subject to 
the USA PATRIOT Act and the related anti money laundering obligations. It is not clear whether Treasury will require entities such as the 
Issuer to enact anti money laundering policies. It is possible that Treasury will promulgate regulations requiring the Issuers or the Initial 
Purchaser or other service providers to the Issuers, in connection with the establishment of anti money laundering procedures, to share 
information with governmental authorities with respect to investors in the Notes and/or the Income Notes. Such legislation and/or 
regulations could require the Issuers to implement additional restrictions on the transfer of the Notes and/or the Income Notes. As may be 
required, the Issuer reserves the right to request such information and take such actions as are necessary to enable it to comply with the 
USA PATRIOT Act. 

• Investment Company Act 
• Neither of the Issuers has registered with the United States Securities and Exchange CommiSSion as an investment company pursuant to 

the Investment Company Act. The Issuer has not so registered in reliance on an exception for investment companies organized under the 
laws of a jurisdiction other than the United States whose investors resident in the United States are solely Qualified Purchasers and which 
do not make a public offering of their securities in the United States. Counsel for the Issuers will opine, in connection with the sale of the 
Securities by the Initial Purchaser, that neither the Issuer nor the Co-Issuer is on the Closing Date an investment company required to be 
registered under the Investment Company Act (assuming, for the purposes of such opinion, that the Securities are sold by the Initial 
Purchaser in accordance with the terms of the Purchase Agreement). No opinion or no-action position has been requested of the SEC. 

• ERISA Regulations 
• Investor must review the "ERISA Considerations" section of the Offering Circular to determine their eligibility to hold the Notes and the 

Income Notes for purposes of the ERISA restrictions. Prospective investors should consult their own advisors regarding the ERISA-related 
implications of their investments. 

• European Securities Regulations 
• The listing of Notes or Income Notes on any European Union stock exchange would subject the Issuer to regulation under certain European 

regulations, although the reqUirements applicable to the Issuer are not yet fully clarified. The Indenture will not require the Issuer to apply 
for, list or maintain a listing for any Class of Notes or the Income Notes on a European Union stock exchange if compliance with these 
regulations becomes burdensome. Should the Notes or Income Notes be delisted from any exchange, the ability of the holders of such 
Notes or Income Notes to sell such Notes or Income Notes in the secondary market may be negatively impacted. 

• Material Tax Considerations 
• The Issuer does not expect to be subject to net income taxation in the United States. If the Issuer were treated as engaged in a United 

States trade or business, it would be subject to substantial U.S. income tax on its income. 
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Greywolf Capital Management LP 
Description of the Collateral Manager1 

• Greywolf Capital Management ("Greywolf") is an SEC-registered investment adviser with approximately 
$3.5 billion 1 in assets under management (based on long exposure), including approximately $1 billion 1 in 
structured product securities. 

• Greywolf was founded in 2003 by a team of former employees of Goldman Sachs' fixed income trading 
division and now has 50 employees, including 27 investment professionals 

• Greywolf was founded by professionals from Goldman's distressed and high yield trading and investing 
businesses, and the initial Greywolf funds were focused on those strategies 

• Greywolf began investing in structured products in 2005 

• Greywolf currently invests across three fund strategies: 

• Greywolf Structured Products Fund I which seeks to generate 20%+ per annum returns by investing 
in structured credit and other structured products including cash and synthetic COOs. This Fund will 
subscribe for 50% of the Income Notes in this transaction 

• Greywolf Special Situations Fund which seeks to generate 15 - 20% per annum returns in distressed 
and event-driven investing in leveraged companies 

• Greywolf High Yield Fund which seeks to generate 10 -15% per annum returns with lower volatility 
through long I short investment strategies in high yield corporate bank debt, bonds and CDS 

1 This information has been provided by Greywo/f, as of February 6, 2007. 
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Greywolf Capital Management LP 
Description of the Collateral Manager1 (cont'd) 

• Greywolfs structured product philosophy is to create integrated investment teams that combine expertise in 
underlying asset classes with structured products and derivative capability 

• Greywolf launched its first dedicated structured products fund, Greywolf Structured Products Fund I, in 2006 
• This Fund will invest in 50% of the Income Notes of Timberwolf. 

• Greywolf completed its first CLO, Greywolf CLO I, in 2006 as well 

1 This information has been provided by Greywolf. As of February 6, 2007. 
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Greywolf Capital Management LP 
Functional Organization 

1----------------------------------------------------------------, 
Investment Committee 1 

Jim Gillespie 
Partner 

PM- Special 
Situations 

Cevde! Samikoglu 
Pal1ner 

PM- Special 
Situations 

Jon Savitz 
Managing Partner, 

CID 

Bob Miller 
Partner 

PM - High Yield 

Bill Troy 
Partner 

PM - High Yield 

Greg Moun! 
Partner 

PM - Structured 
Products 
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Greywolf Capital Management LP 
Current Product Mix 

StructuredProclucts Ftinds 
Combines credit~driitenfundamerital· analysis with 
structured product and deriitativesexpertiseto create 
opportunities in the cash and synthetic markets for all 
types of securitization 1nstruments. 

• Targeted re(urn: 20%+ 
Products 

Funds 

High Yield 
Funds 
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Greywolf Capital Management LP 
Portfolio Management Responsibilities 

• Jon Savitz is Greywolfs Senior Partner, and serves as the CIO for all Greywolf funds 

• Prior to co-founding Greywolf, Mr. Savitz was a Partner of Goldman, Sachs & Co. where he held 
numerous positions in credit trading and investing, including co-head of Goldman's global distressed 
sales, trading and research efforts 

• Portfolio Management responsibilities are divided as follows: 

• Greg Mount is the Portfolio Manager for the Structured Products Fund 

• Jim Gillespie and Cevdet Samikoglu are the Portfolio Managers for the Special Situations Fund 

• Bob Miller and Bill Troy are the Portfolio Managers for the High Yield Fund 

• These individuals also represent Greywolfs Investment Committee 

• Greg Mount and Joe Marconi will be the portfolio managers for Timberwolf I, Ltd. 
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Greywolf Investment Process 

Stage 2 

Initial Analysis & Pre­
Screening 

Investment Process 

• Greywolfs investment process can be broadly described by the four 
stages shown to the left, which will be discussed in more detail in the 
following pages 

• Greywolfs investment process for the Timberwolf transaction is the same 
process that is used to evaluate structured product investments for 
Greywolfs other funds 

• The portfolio construc;tion for Timberwolf, as for each of Greywolfs 
existing funds, will take into account the fund's specific requirements and 
constraints 

• The primary objectives of Greywolfs structured product investing process 
as applied to Timberwolf are to identify COO investments that will provide: 

• diversification of underlying collateral exposures 

• rating stability 

• cash flow performance 

• attractive relative value 

• Ultimately, Greywolfs structured product investment process is intended 
to result in portfolios that will generate positive performance for the benefit 
of both the debt and equity investors 
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, Greywolf Investment Process 

STAGE I: Sourcing 

• Sourcing attractive investment opportunities is an important component in 
creating a portfolio that will meet Greywolf's investment objectives 

• Greywolf's structured products team has an active dialogue with all the 
leading sell-side structured product market participants 

• Also, given their long-term participation in the market, Greywolf's 
principals have established many relationships with market participants 
that support Greywolf's sourcing activities 

• Greywolf focuses on investment opportunities in both the primary and 
secondary markets and will make investments in either cash or CDS form 

• The ability to source investments synthetically through the CDS market 
permits Greywolf to construct a portfolio without reliance on the new 
issuance, cash market. This in turn enhances Greywolf's ability to create 
a tailored risk profile, maximize diversification and minimize risk 

• Once attractive COO investments are identified, Greywolf often will use a 
competitive BWIC ("bid wanted in comp") process to ensure the COO 
investment is sourced synthetically at the best possible spread 
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Greywolf Investment Process 

STAGE II: Initial Analysis & Pre-Screening 

• The initial analysis in Greywolf's COO investment process focuses on 
three primary aspects of a transaction: 

• underlying portfolio composition and credit quality 

• transaction structure 

• collateral manager 

• This analytical process involves information from numerous sources, 
including 

• transaction marketing materials 

• third-party information sources such as Intex and Bloomberg 

• transaction legal documents and trustee reports 

• rating agency and sell-side research 
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Greywolf Investment Process 

Stage 2 

Initial Analysis & Pre­
Screening 

STAGE II: Initial Analysis & Pre-Screening (cont.) 

• At this stage, the objective is to identify and exclude transactions that 
contain potentially adverse features, including: 

• higher risk, lower quality portfolios (examples include portfolios 
containing exposures to weaker RMBS vintages, programs or 
transactions; lower-rated collateral; "off-the-run" assets; more 
concentrated portfolios) 

• weaker structures (examples include structures with low OC or 
excess spread; tight cash flow or compliance triggers; short non-call 
periods; large "other asset" buckets; high fees and expenses) 

• inexperienced or under-performing managers (Greywolf favors 
experienced managers who have demonstrated a commitment to 
the CDO business, have an established market reputation and 
franchise and who invest in their deals) 
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Greywolf Investment Process 

STAGE III: Investment Evaluation 

• If a COO investment passes the initial screening process, a more detailed 
credit-driven analysis is then prepared and discussed with the portfolio 
managers 

• At this stage, there are two primary aspects to Greywolf's analysis: 

• a more in-depth focus on the primary elements of Greywolf's initial 
analysis (namely, underlying portfolio composition and credit quality, 
transaction structure and manager), 

• an additional analysis of the projected performance of the potential 
investment with an emphasis on downside risk and an objective of 
zero loss for COO debt investments 

• This additional component focuses on stress scenario and breakeven 
analysis tailored to the underlying portfolio composition and transaction 
structure 

• Finally, the impact of the proposed investment on the existing portfolio is 
analyzed to ensure appropriate diversification across the resulting 
portfolio 

• Greywolf follows an investment evaluation process that emphasizes 
rigorous discussion, perhaps best characterized as a multi-sided debate, 
over a formalized mUlti-stage approval process 
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Greywolf Investment Process 

STAGE IV: Surveillance & Monitoring 

• Greywolf conducts a monthly review of each COO in which it invests with 
particular emphasis on: 

• changes in the underlying portfolio composition and credit quality 

• performance relative to cash flow and compliance tests 

• diversification across underlying collateral portfolios 

• performance relative to initial projections and scenario analysis 

• In addition, existing positions are monitored continually using a variety of 
other information sources 

• rating agency and sell-side research 

• discussions with market participants, including collateral managers, 
rating analysts, sell-side research analysts and other investors 

• information and analysis provided in connection with new transactions 

• The over-riding objective of Greywolf's surveillance and monitoring activities 
is to ensure early detection of sub-performing credits in order to maintain 
cash flow performance and rating stability 

• If a position is viewed as sub-performing, Greywolf intends to be disciplined in 
regard to selling assets, as permitted by the transaction documents, in order 
to minimize the adverse impact to its investors 
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v. Current Warehouse Portfolio 

Note: As of February 6,2007, the information in this section is preliminary and subject to change, 
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Current Warehouse Portfolio 1 

Name Current Face Moody's S&P Asset Type Coupon Type Avg. Life 

ACABS 2005-2A A3 18,551,004 A3 A- MEZZ SP CDO synthetic sprd 9.6 
ACABS 2006-1A A3L 19,945,014 A2 A MEZZ SP CDO synthetic sprd 7.0 
ADMSQ 2006-1A C 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.5 
BFCGE 2006-1AA3L 9,926,160 A2 A MEZZSP CDO synthetic sprd 7.0 
BFCSL 2006-1A D 20,000,000 A2 A MEZZ SP CDO synthetic sprd 7.6 
CACDO 2006-1A C1 20,000,000 A2 A MEZZSP CDO synthetic sprd 7.5 
CAMBR5AB 15,000,000 A3 A- MEZZSP CDO synthetic sprd 7.6 
CETUS 2006-1A 8 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.7 
CETUS 2006-2A B 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.6 
CRNMZ 2006-2A C 3,000,000 A2 A MEZZ SP CDO LlBOR03M 6.9 
CRNMZ 2006-2A C 17,000,000 A2 A MEZZ SP CDO synthetic sprd 6.5 
DGCDO 2006-2A C 20,000,000 A2 A MEZZSP CDO synthetic sprd 6.2 
DUKEF 2006-1 OA A3 20,000,000 A2 A MEZZ SPCDO synthetic sprd 6.8 
FORTS 2006-2A C 20,000,000 A2 A MEZZ SP CDO synthetic sprd 5.4 
FTDRB 2005-1A A3L 15,000,000 A2 A MEZZ SP CDO synthetic sprd 6.5 
GEMST 2005-4A C 20,000,000 A2 A MEZZ SP CDO synthetic sprd 5.3 
GSCSF 2005-1A A3 10,000,000 A2 A MEZZ SPCDO synthetic sprd 5.3 
GSCSF 2006-2A D 20,000,000 A2 A MEZZ SP CDO synthetic sprd 5.3 
GSCSF 2006-4A A3 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.9 
ICM 2005-2A C 15,000,000 A2 A MEZZ SP CDO synthetic sprd 6.2 
ICM 2006-3A C 20,000,000 A2 A MEZZSP CDO synthetic sprd 6.7 
ICM 2006-S2A A3L 10,000,000 A2 A MEZZ SP CDO LlBOR03M 6.0 
INDE7 7A D 20,000,000 A3 A- MEZZSPCDO synthetic sprd 5.1 
LSTRT 2006-1 A D 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.2 
MAYF 2006-1AA3L 10,000,000 A2 A MEZZ SPCDO synthetic sprd 6.4 
MNTRS 2006-1A C 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.8 
NEPTN 2006-3A B 20,000,000 A2 A MEZZ SP CDO synthetic sprd 5.7 

1 As of February 6, 2007. Neither Greywolf nor Goldman Sachs represents or provides that the actual portfolio on the Closing Date or any future date will have the same 
characteristics as provided above. 
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Current Warehouse Portfolio 1 

Name Current Face Moody's S&P Asset Type Coupon Type Avg. Life 

PINEM 2005-A C 20,000,000 A2 A MEZZ SP CDO synthetic sprd 4.1 
RIVER 2005-1A C 15,000,000 A2 A MEZZ SP CDO synthetic sprd 6.0 
SCF 8AC 14,782,894 A2 A MEZZSP CDO synthetic sprd 6.0 
SMSTR 2005-1A B 10,000,000 A3 A- MEZZSP CDO synthetic sprd 7.1 
STAK 2006-1 A 5 20,000,000 A2 A MEZZ SP CDO synthetic sprd 8.0 
ST AK 2006-2A 5 20,000,000 A2 A MEZZ SP CDO synthetic sprd 7.0 
TABS 2005-4A D 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.7 
TABS 2006-5A A3 20,000,000 A2 A MEZZ SP CDO LlBOR03M 6.8 
TOPG 2005-1A B 15,000,000 A3 A- MEZZ SP CDO synthetic sprd 7.5 
TOPG 2006-2A B 10,000,000 A2 A MEZZ SP CDO LlBOR03M 7.2 
TOPG 2006-2A B 5,000,000 A2 A MEZZ SP CDO synthetic sprd 7.2 
TRNTY 2005-1A B 10,000,000 A3 A- MEZZ SP CDO synthetic sprd 9.6 
VERT 2006-1AA3 20,000,000 A2 A MEZZ SP CDO synthetic sprd 6.4 
VERT 2006-2A A3 15,000,000 A2 A MEZZ SP CDO synthetic sprd 5.8 
VRGO 2006-1 A A3 15,000,000 A2 A MEZZ SP CDO synthetic sprd 6.8 
ADROC 2005-2A C 20,000,000 A2 A HG SP CDO synthetic sprd 5.3 
BLHV 2005-1A C 15,000,000 A2 A HGSPCDO synthetic sprd 6.3 
DVSQ 2005-5A C 15,000,000 A2 A HG SPCDO synthetic sprd 7.9 
GRAND 2005-1A C 20,000,000 A2 A HG SPCDO synthetic sprd 7.3 
LOCH 2006-1A C 12,000,000 A2 A HG SP CDO LlBOR01M 6.2 
SHERW 2005-2A C 20,000,000 A2 A HG SP CDO synthetic sprd 6.0 
APID 2006-QA C 8,000,000 A2 A CLO LlBOR03M 11.0 
DUANE 2006-3A C 5,000,000 A2 A CLO LlBOR03M 10.8 
JERSY 2006-1A C 10,250,000 A2 A CLO LlBOR03M 7.7 
LOOM 2006-1A C 10,000,000 A2 A CLO LlBOR03M 11.0 
SHINN 2006-1A C 14,000,000 A2 A CLO LlBOR03M 9.2 
ABAC 2006-HG1A C 6,000,000 A2 A CDO/\2 LlBOR01 M 6.8 
ABAC 2006-HG1A D 9,000,000 A3 A- CDO/\2 LlBOR01M 6.8 

1 As of February 6, 2007. Neither Greywolf nor Goldman Sachs represents or provides that the actual portfolio on the Closing Date or any future date will have the same 
characteristics as provided above. 
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Appendix A - Greywolf Capital Management LP Biographies 

Note: All information in this section has been provided by Greywolf. 



o 
o 
:::J 
::::t1 
0.. 
CD 
:::J ....... 
0)" 

--I 
CD 
0) 

3" 
CD 
:::J ....... 
::u 
CD 
.0 
C 
CD en ....... 
CD 
0.. 
0-
'< 
G.l 
o 
0.. 
3 
0) 
:::J 
(J) 
0) 
() 
::T 
en 

G.l 
(J) 

s:: 
OJ 
(J) 

I m 
I o o 
@ 
""-I 
(J) 
ex> 
()1 
->. 

Greywolf Capital Management LP 
Team Biographies: Structured Products Team 

• Gregory Mount, Partner: Mr. Mount joined Greywolf in September 2005 as a Partner and is responsible 
for structured product investments. Prior to joining Greywolf, Mr. Mount worked at Goldman Sachs for 9 
years from which he retired as a Partner of the firm in 2005. Mr. Mount founded Goldman's COO business 
in 1996 and later held numerous senior positions in credit derivatives and structured products, including co­
head of the Structured Products Group, which consisted of the CMBS, RMBS, ABS and COO businesses 
and head of Portfolio Credit Derivatives which encompassed cash and synthetic COOs. Mr. Mount also 
initiated Goldman's proprietary COO investment activity in 2003 and was the primary decision-maker for that 
portfolio at its inception. Mr. Mount received a B.S. in Electrical Engineering from M.I.T. in 1987, and an 
M.B.A., with high honors, from The University of Chicago Graduate School of Business in 1992. 

• Joe Marconi, Vice President: Mr. Marconi joined Greywolf in April 2006 and is responsible for structured 
product investments. Prior to joining Greywolf, Mr. Marconi was a Managing Director in the Structured 
Products Group at Goldman Sachs where he was co-head of ABS Finance and a member of the Mortgage 
Capital Committee (which is responsible for approving capital commitments across the CMBS, RMBS, ABS 
and COO businesses). Mr. Marconi joined Goldman Sachs in 1993 and became a Managing Director in 
2003. Prior to joining Goldman Sachs, from 1984 to 1993, Mr. Marconi was an attorney with Cravath, 
Swaine & Moore in New York and London. Mr. Marconi received a B.A. in Economics, summa cum laude, 
from Columbia College in 1983 and was elected to Phi Beta Kappa. Mr. Marconi also received a J.D. from 
Columbia Law School in 1984 and was a Harlan Fiske Stone Scholar each of his three years. 
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Greywolf Capital Management LP 
Team Biographies: Structured Products Team 

• Sergey Pekarsky, Research Associate: Mr. Pekarsky joined Greywolf in May 2006 and specializes in 
quantitative analysis, structured products and derivative securities. Prior to joining Greywolf, Mr. Pekarsky 
was a Vice President in the Structured Products Group of IXIS Financial Guaranty ("IXIS") in New York. Mr. 
Pekarsky began his career in 1998, as a Visiting Research Assistant at Los Alamo National Laboratory 
working on weather models. In July 2000, he was employed as a Postdoctoral Scholar at California Institute 
of Technology ("Cal Tech"). Mr. Pekarsky joined Moody's Investors Service in 2001 as an Analyst in the 
Structured Finance, ABS & Credit Derivatives Group. Mr. Pekarsky graduated in 1992 with a 
Bachelor/Master of Science degree in Physics, cum laude, from Tomsk State University, Tomsk, Russia. 
Mr. Pekarsky also received a Master of Science in Applied Mathematics in 1996 from Weizmann Institute of 
Science, Rehovot, Israel, and a Ph.D. in Control and Dynamic Systems from Cal Tech in 2000. 

• Sam Spackman, Research Associate: Mr. Spackman joined Greywolf in January 2006 and specializes in 
CDO investments and structured products. Prior to joining Greywolf, Mr. Spackman was a Vice President in 
the Structured Credit Trading group at Rabobank for four years. At Rabobank, he was primarily responsible 
for sourcing and modeling ABS and CDO purchases in the primary and secondary markets for the various 
portfolios managed by the Structured Credit group. In addition, Mr. Spackman also evaluated prospective 
structures to be managed by the group, assisted in structuring and marketing transactions for the group, and 
served as portfolio manager for two CDO"2s. Prior to joining Rabobank, Mr. Spackman worked in Global 
Securitization at Citigroup for six years. Mr. Spackman received a B.A. from Vassar College in 1992. 
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Greywolf Capital Management LP 
Team Biographies: Greywolf Partners 

The following are biographies for the other Greywolf Partners 

• Jonathan Savitz, Partner: Mr. Savitz co-founded Greywolf in February 2003 and is the Firm's Chief 
Executive Officer and the Funds' Chief Investment Officer. Prior to co-founding Greywolf, Mr, Savitz worked 
at Goldman Sachs for over 15 years from which he retired as a Partner of the firm in 2002. From 1998-
2002, Mr. Savitz led Goldman's global distressed trading, sales and research effort and was a primary 
decision maker and risk manager in Goldman's proprietary investing activities across the fixed income 
markets. From 1995 - 1998, Mr. Savitz managed the high yield trading desk and prior thereto held positions 
in distressed proprietary investing and corporate bond trading. Mr. Savitz joined Goldman in 1987 after 
graduating with a B.A., with honors, from The Johns Hopkins University. 

• James Gillespie, Partner: Mr. Gillespie is a co-founder of Greywolf and is a Portfolio Manager of the 
Special Situations Funds. Prior to founding Greywolf, Mr. Gillespie worked at Goldman Sachs for six years. 
Mr. Gillespie was head of Distressed Bond Investing where he ran Goldman's proprietary distressed bond 
portfolio on the trading desk. Prior thereto, Mr. Gillespie was director of distressed bond research after 
having been a distressed analyst for Goldman's bank loan and bond desks. Mr. Gillespie has significant 
experience in analyzing, valuing and investing in distressed securities as well as managing a large portfolio 
of distressed investments. He also has experience actively participating in the workout process as both a 
committee member and large creditor. Prior to Goldman, Mr. Gillespie worked at Salomon Brothers in high 
yield capital markets. Mr. Gillespie received a Bachelor of Commerce degree, with honors, from the 
University of British Columbia in 1995 and is a Leslie Wong Fellow. Mr. Gillespie is a CFA charterholder. 
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Greywolf Capital Management LP 
Team Biographies: Greywolf Partners 

• Robert Miller, Partner: Mr. Miller is a co-founder of Greywolf and a Portfolio Manager for the Greywolf 
High Yield Funds. Prior to founding Greywolf, Mr. Miller worked at Goldman Sachs for 10 years and ran 
Goldman's high yield trading desks in New York and London from 1998 - 2000. After retiring from 
Goldman, Mr. Miller was retained by the firm for almost two years as a consultant on electronic bond trading 
platforms. Prior to heading the high yield trading desk, Mr. Miller was a high yield and corporate bond trader 
for Goldman and prior thereto was a credit analyst for PNC Bank. During his career, Mr. Miller has traded 
and analyzed most major industry sectors and held proprietary positions in straight debt, common and 
preferred stock, futures, convertibles, trust preferred, and credit derivatives. Mr. Miller received a B.A. 
magna cum laude from Franklin and Marshall College in 1983 and an M.B.A., with honors, from UNC­
Chapel Hill in 1989. 

• Cevdet Samikoglu, Partner: Mr. Samikoglu is a co-founder of Greywolf and a Portfolio Manager of the 
Special Situations Funds. Prior to founding Greywolf, Mr. Samikoglu worked at Goldman Sachs for ten 
years where he was one of three portfolio managers in the Special Situations Investing Group, a Goldman 
Sachs' proprietary internal hedge fund. Prior to assuming his portfolio management role in 2000, Mr. 
Samikoglu held numerous positions in distressed investing at Goldman including director of research in both 
the US and Europe. Mr. Samikoglu joined Goldman in 1992 as a corporate finance generalist before 
moving to the distressed investing business as a credit analyst in 1998 after returning from business school. 
Mr. Samikoglu has extensive experience investing in all layers of levered capital structures both on the long 
and short side and, at times, participating actively in steering and creditors' committees. Mr. Samikoglu 
received a B.A. cum laude from Hamilton College in 1992 and an M.B.A. from Harvard Business School in 
1997. 
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Greywolf Capital Management LP 
Team Biographies: Greywolf Partners 

• William Troy, Partner: Mr. Troy is a co-founder of Greywolf and a Portfolio Manager of the High Yield 
Funds, as well has having responsibility for firmwide risk management. Prior to founding Greywolf, Mr. 
Troy was the key manager for JP Morgan's High Yield business, which he joined following the merger of 
Smith Barney with Salomon Brothers. At JP Morgan, Mr. Troy was a member of the Senior Trader's 
Committee, the Underwriting Committee, the Risk Committee and the Credit Committee. Prior to JP 
Morgan, Mr. Troy joined Smith Barney in 1996 as a Managing Director to co-head the High Yield business, 
overseeing sales, trading, research and syndicate. Prior to Smith Barney, Mr. Troy joined Goldman Sachs 
in 1986 as a senior corporate bond trader where he was responsible for risk taking activities with a further 
mandate to expand the business and develop new trading personnel. He was later asked to join the High 
Yield department in 1991 as the senior trader. Prior to Goldman Sachs, Mr. Troy joined Salomon Brothers 
in 1978 as a manager for the international business in cashiering operations and subsequently as a trader 
on the corporate bond trading desk. Mr. Troy began his 37 -year Wall Street career in 1969 at Dean Witter. 
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Timberwolf Team 

Goldman, Sachs & Co. - Structuring and Placement Agent 

Structured Product COOs - Structuring, Marketing, and Principal Investments 

Peter Ostrem, Managing Director 

Matt Bieber, Vice President 

Connie Kang, Associate 

Roman Shimonov, Associate 

Eric Siegel, Analyst 

Syndication 

Bunty Bohra, Managing Director 

Scott Wisenbaker, Vice President 

Omar Chaudhary, Vice President 

Mitchell Resnick, Executive Director 

Tetsuya Ishikawa, Associate 

(212) 357-4617 

(212) 357-9193 

(212) 902-1376 

(212) 902-6964 

(212) 357-9753 

(212) 902-7645 

(212) 902-2858 

+81 (3) 6437-7198 

+44 (20) 7774-3068 

+44 (20) 7774-1025 
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Timberwolf I, Ltd.- Closing Portfolio 

No securities are being offered by these summary materials. If the securities described herein or other securities are ultimately offered, they will be offered 
only pursuant to a definitive Offering Circular, and prospective investors who consider purchasing any such securities should make their investment 
decisions based only upon the information provided therein (including the "Risk Factors" section contained therein) and consultation with their own 
advisers. This material is for your private information and we are not soliciting any action based upon it. This material is not to be construed as an offer to 
sell or the solicitation of any offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. This material is based on 
information that we consider reliable, but we do not represent that it is accurate or complete and it should not be relied upon as such. By accepting this 
material the recipient agrees that it will not distribute or provide the material to any other person. The information contained in this material may not 
pertain to any securities that will actually be sold. The information contained in this material may be based on assumptions regarding market conditions 
and other matters as reflected therein. We make no representations regarding the reasonableness of such assumptions or the likelihood that any of such 
assumptions will coincide with actual market conditions or events, and this material should not be relied upon for such purposes. We and our affiliates, 
officers, directors, partners and employees, including persons involved in the preparation or issuance of this material may, from time to time, have long or 
short positions in, and buy and sell, the securities mentioned therein or derivatives thereof (including options). Information contained in this material is 
current as of the date appearing on this material only. Information in this material regarding any assets backing any securities discussed herein 
supersedes all prior information regarding such assets. All information in this Term Sheet, whether regarding the assets backing any securities discussed 
herein or otherwise, will be superseded by the information contained in any final Offering Circular for any securities actually sold to you. Goldman Sachs 
does not provide accounting, tax or legal advice. In addition, we mutually agree that, subject to applicable law, you may disclose any and all aspects of any 
potential transaction or structure described herein that are necessary to support any U.S. federal income tax benefits expected to be claimed with respect 
to such transactions, and all materials of any kind (including tax opinions and other tax analyses) relating to those benefits, without Goldman Sachs 
imposing limitation of any kind. 

53959PAD6 LOCH 2006-1A C USD 12,000,000 1.000 12,000,000 A2 A LlBOR01M 6.2 HGSPCDO 
86565MAD9 SMSTR 2005-1A B USD 10,000,000 1.000 10,000,000 A3 A- A- synthetic sp rd 7.1 MEZZSP CDO 
87337WAD2 TABS 2006-5A A3 USD 20,000,000 1.000 20,000,000 A2 A LlBOR01M 6.8 MEZZSPCDO 
89053XAE6 TOPG 2005-1 A B USD 15,000,000 1.000 15,000,000 A3 A- synthetic sprd 7.5 MEZZSP CDO 
92534FADO VRGO 2006-1A A3 USD 15,000,000 1.000 15,000,000 A2 A synthetic sprd 6.8 MEZZSPCDO 
00082NAEO ACABS 2005-2A A3 USD 20,000,000 0.912 18,240,508 A3 A- synthetic sprd 9.6 MEZZSPCDO 
26441NAD3 DUKEF 2006-10A A3 USD 20,000,000 1.000 20,000,000 A2 A A synthetic sprd 6.8 MEZZSPCDO 
3622X4AH6 GSCSF 2006-2A D USD 20,000,000 1.000 20,000,000 A2 A A synthetic sprd 5.3 MEZZ SP CDO 
36868BAEO GEMST 2005-4A C USD 20,000,000 1.000 20,000,000 A2 A synthetic sprd 5.3 MEZZSPCDO 
722694AD8 PINEM 2005-A C USD 20,000,000 1.000 20,000,000 A2 A synthetic sprd 4.1 MEZZSPCDO 
768277AD7 RIVER 2005-1 A C USD 15,000,000 1.000 15,000,000 A2 A synthetic sprd 6.0 MEZZSPCDO 
85233TAD8 STAK 2006-1A 5 USD 20,000,000 1.000 20,000,000 A2 A synthetic sprd 8.0 MEZZSPCDO 
925345AEO VERT 2006-1 A A3 USD 20,000,000 1.000 20,000,000 A2 A A synthetic sprd 6.4 MEZZSP CDO 
239156AD4 DVSQ 2005-5A C USD 15,000,000 1.000 15,000,000 A2 A synthetic sprd 7.9 HGSPCDO 
13189LAD1 CAMBR 5A B USD 15,000,000 1.000 15,000,000 A3 A- synthetic sprd 7.6 MEZZSP CDO 

12777CAE9 CRNMZ 2006-2A C USD 3,000,000 1.000 3,000,000 A2 A LlBOR03M 6.9 MEZZSPCDO 
078451AD3 BLHV 2005-1A C USD 15,000,000 1.000 15,000,000 A2 A synthetic sprd 6.3 HGSPCDO 

GS MBS-E-001991482 
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00082WA02 

142146AE9 
362479A09 

45377MAL5 

543175AJ2 
87337UA06 
08861KACO 
46426YAC8 
82437XAOO 

007022A08 
38521PAE4 

85234AAG1 
64069PAJ7 

25454XA07 

006368AC8 
615120AE2 

157197AC8 
15719MAC5 
3622XOAC5 
553129A09 
82442VA07 

74732AA09 

37638NA03 
578325A04 

89643PA02 

89054BAE3 
23910VAH5 

362470ACO 

05539MA02 
13189BAF8 
12776YA04 

925338A07 

FTORB 2005-1A A3L 
ICM 2005-2A C 

SCF 8AC 
ABAC 2006-HG1A C 
ABAC 2006-HG1A 0 

TOPG 2006-2A B 
CRNMZ 2006-2A C 

FORTS 2006-2A C 

ICM 2006-3A C 
ACABS 2006-1A A3L 

CACOO 2006-1A C1 
GSCSF 2006-4A A3 
INOE77AO 

LSTRT 2006-1A 0 
TABS 2005-4A 0 
BFCSL 2006-1A 0 
ICM 2006-S2A A3L 
SHERW 2005-2A C 
AD ROC 2005-2A C 

GRAND 2005-1A C 
STAK 2006-2A 5 

NEPTN 2006-3A B 

OGCOO 2006-2A C 
AOMSQ 2006-1 A C 

MNTRS 2006-1A C 
CETUS 2006-1A B 

CETUS 2006-2A B 
GSCSF 2006-1 A B 
MKP 6AC 
SHERW 2006-3A A3 

PYXIS 2006-1A C 
GLCR 2006-4A C 
MAYF 2006-1 A A3L 

TRNTY 2005-1A B 

TOPG 2006-2A B 

OVSQ 2006-6A C 
GSCSF 2005-1A A3 

BFCGE 2006-1A A3L 
CAMBR 7AC 

CRNMZ 2006-1 A 5 
VERT 2006-2A A3 

USO 
USO 
USO 
USO 
USO 

USO 
USO 

USO 

USO 
USO 

USO 
USO 

USO 

USO 
USO 
USO 
USO 
USO 
USO 
USO 

USO 

USO 

USO 
USO 

USO 
USO 

USO 
USO 
USO 
USO 

USO 
USO 
USO 

USO 

USO 

USO 
USO 

USO 

USO 
USO 
USO 

15,000,000 
15,000,000 
15,000,000 

6,000,000 
9,000,000 

10,000,000 
17,000,000 

20,000,000 
20,000,000 

20,000,000 

20,000,000 
20,000,000 
20,000,000 

20,000,000 

20,000,000 
20,000,000 

10,000,000 
20,000,000 
20,000,000 
20,000,000 

20,000,000 

20,000,000 
20,000,000 

20,000,000 

20,000,000 
20,000,000 
20,000,000 
20,00Q,000 
20,000,000 

20,000,000 

20,000,000 
10,000,000 
20,000,000 

20,000,000 

10,000,000 

15,000,000 
20,000,000 

20,000,000 
20,248,366 
15,000,000 

20,000,000 

1.000 
1.000 
0.986 

1.000 
1.000 

1.000 
1.000 

1.000 
1.000 

0.997 

1.000 
1.000 
1.000 

1.000 

1.000 
1.000 

1.000 
1.000 
1.000 
1.000 

1.000 
1.000 

1.000 

1.000 
1.000 

1.000 
1.000 
1.000 
1.000 
1.000 

1.000 
0.994 

1.000 

1.000 

1.000 
1.000 

1.000 
0.993 

1.000 

1.000 
1.000 

15,000,000 
15,000,000 
14,782,894 

6,000,000 
9,000,000 

10,000,000 

17,000,000 
20,000,000 

20,000,000 

19,939,607 

20,000,000 
20,000,000 
20,000,000 

20,000,000 
20,000,000 
20,000,000 
10,000,000 
20,000,000 

20,000,000 
20,000,000 
20,000,000 

20,000,000 

20,000,000 

20,000,000 
20,000,000 

20,000,000 
20,000,000 
20,000,000 
20,000,000 
20,000,000 

20,000,000 
9,936,305 

20,000,000 

20,000,000 
10,000,000 

15,000,000 
20,000,000 

19,852,320 

20,248,366 
15,000,000 
20,000,000 

A2 

A2 
A2 
A2 
A3 

A2 
A2 
A2 

A2 

A2 

A2 
A2 

A3 
A2 

A2 
A2 
A2 
A2 
A2 
A2 
A2 

A2 
A2 

A2 
A2 

A2 
A2 
A2 
A2 
A2 

A2 

A2 
A2 

A3 
A2 

A2 

A2 
A2 

A2 
A2 

A2 

A 
A 
A 
A 
A­

A 

A 
A 
A 

A 
A 
A 
A­

A 
A 
A 
A 
A 
A 
A 
A 

A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 

A­

A 
A 
A 
A 
A 
A 

A 

A 

A 
A-

A 

A 

A 

A 

synthetic sprd 
synthetic sprd 
synthetic sprd 

LlBOR01M 
LlBOR01M 

LlBOR01M 

synthetic sprd 
synthetic sprd 

synthetic sprd 

synthetic sprd 
synthetic sprd 
synthetic sprd 

synthetic sprd 

synthetic sprd 
synthetic sprd 
synthetic sprd 

LlBOR03M 
synthetic sprd 
synthetic sprd 
synthetic sprd 

synthetic sprd 

synthetic sprd 

synthetic sprd 
synthetic sprd 

synthetic sprd 
synthetic sprd 
synthetic sprd 

synthetic sprd 
synthetic sprd 
synthetic sprd 

synthetic sprd 

synthetic sprd 
synthetic sprd 

synthetic sprd 
synthetic sprd 

synthetic sprd 

synthetic sprd 
synthetic sprd 

synthetic sprd 
synthetic sprd 
synthetic sprd 

6.5 MEZZ SP COO 
6.2 MEZZ SP COO 
6.0 MEZZ SP COO 

6.8 COO"2 
6.8 COO"2 
7.2 MEZZ SP COO 

6.5 MEZZ SP COO 
5.4 MEZZ SP COO 

6.7 MEZZ SP COO 

7.0 MEZZ SP COO 
7.5 MEZZ SP COO 

6.9 MEZZ SP COO 
5.1 MEZZ SP COO 

6.2 MEZZ SP COO 
6.7 MEZZ SP COO 
7.6 MEZZ SP COO 
6.0 MEZZ SP COO 
6.0 HG SP COO 
5.3 HG SP COO 
7.3 HG SP COO 

7.0 MEZZ SP COO 
5.7 MEZZSPCOO 

6.2 MEZZ SP COO 

6.5 MEZZ SP COO 

6.8 MEZZ SP COO 
6.7 MEZZ SP COO 
6.6 MEZZ SP COO 

6.4 HG SP COO 
6.6 MEZZ SP COO 
6.6 MEZZ SP COO 

6.8 MEZZ SP COO 

4.8 MEZZ SP COO 
6.4 MEZZ SP COO 

8.B MEZZ SP COO 
7.2 MEZZ SP COO 

B.2 HG SP COO 
5.3 MEZZ SP COO 

7.0 MEZZ SP COO 

7.6 MEZZ SP COO 
7.2 MEZZ SP COO 
4.1 MEZZ SP COO 
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From: 
Sent: 
To: 
Subject: 

Matt, 

Karp, Lauren 
Thursday, March 29,20076:31 AM 
Bieber, Matthew G. 
timberwolf 

Where did the single A's trade? 
Weren't there 36 mm? 

© Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See http://www.gs.comldisclaimer/email­
salesandtrading.html for important risk disclosure, conflicts of interest and other terms and conditions relating to 
this e-mail and your reliance on inforinationcontained in it. This message may contain confidential or privileged 
information. If you are not the intended recipient, please advise us immediately and delete this message. See 
http://www.~s.com/disclaimer/emaill for further information on confidentiality and the risks of non-secure 
electronic communication. If you cannot access these links, please notify us by reply message and we will send 
the contents to you. 

From: 
Sent: 
To: 
Subject: 

GS Syndicate 
Wednesday, March 28, 2007 3:21 PM 
'T-Mail Subscribers' 
GS Syndicate Structured Product CDO Axes (INTERNAL) [T-Mail] 

!NTERNAL ONLY 

GREAT JOB CACTUS RAAZI TRADING US OUT OF OUR ENTIRE TIMBERWOLF SINGLE-A POSITION -­
$16MM. 

SALES - GOOD JOB OVER THE LAST TWO WEEKS MOVING OVER $66MM OF RISK OFF THE AXE SHEET. 
PLEASE STAY FOCUSED ON TRADING THESE AXES. 

Tranche Deal 

SS AAA Anderson Mezz Funding 

Anderson Mezz Funding 

Mezz AAA Timberwolf I 

Fortius II 

Davis Square VII 

AA-Rated Timberwolf I 

Anderson Mezz Funding 

Lochsong 

Fortius II 

Fort Denison 

A-Rated Anderson Mezz Funding 

GSC ABS CDO 2006-3g 

Altius I 

Davis Square VII 

Bloomberg ticker Manager II Surveil.lance Class Mdys S&P Deal Type 
I Liquidation Agent 

TBD Goldman Sachs A-la Aaa AAA Mezz 

TBD Goldman Sachs A-lb Aaa AAA Mezz 

TBD Greywolf Capital A2 Aaa AAA Single-A, 

FORTS 2006-2A Aladdin Capital A2 Aaa AAA Mezz 

DVSQ 2006-7A TCW A3 Aaa AAA High Grade 

TBD Greywolf Capital B Aa2 AA Single-A, 

TBD Goldman Sachs B Aa2 AA Mezz 

LOCH 2006-1A Winchester Capital B Aa2 AA Single-A 

FORTS 2006-2A Aladdin Capital B Aa2 AA Mezz 

FORTD 2007-1A Basis Capital B Aa2 AA Mezz 

TBD Goldman Sachs C A2 A Mezz 

GSCSF 2006-3GA GSC C A2 A High Grade 

ALTS 2005-1A Aladdin Capital C A2 A High Grade 

DVSQ 2006-7A TC\~ C A2 A High Grade 

Permanent Subcommittee on Investigations 
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Coolidge COOL 2005-1A Allianz Risk Transfer C A3 A- Mezz 

BBB-Rated Davis Square VII DVSQ 2006-7A TCW D Baa2 BBB High Grade 

GSC ABS CDO 2006-3g GSCSF 2006-3GA GSC D Baa2 BBB High Grade 

Lochsong LOCH 2006-1A Winchester Capital D Baa2 BBB Single-A 

Altius III ALTS 2006-3A Aladdin Capital D Baa2 BBB High Grade 

Adlrondack 2005-2 ADROC 2005-2A Clinton Group D Baa2 BBB High Grade 

Hout Bay HOUT 2006-1A Investec D Baa2 BBB High Grade 

Hudson High Grade HUDHG 2006-1A Goldman Sachs D Baa2 BBB High Grade 

BB-Rated Camber 7 CAMBR 7A Cambridge Place E Bal BB+ Mezz 

Disclaimer: 
This memorandum is solely for internal use in the offices of Goldman, Sachs, and copies 
of this memorandum or any portion thereof may not be made available to customers or 
otherwise distributed outside the offices of Goldman, Sachs. If applicable, the 
information contained herein should be considered in conjunction with the prospectus or 
other official offering document relating to these securities which may be subject to 
completion or amendment. 
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From: Sparks, Daniel L 
Sent: Wednesday, April 11 ,200710:39 AM 
To: Aliredha, Yusuf; Cornacchia, Thomas; Bash-Polley, Stacy; Schwartz, Harvey; Kengeter, 

Carsten; Younan, Wassim 
Subject: FW: GS Syndicate Structured Product COO Axes (INTERNAL) 

Your focus on this ax would be very helpful - we are trying to clean up deals and this is our priority. 

From: Wisenbaker, Scott 
Sent: Wednesday, April 11, 2007 10:15 AM 
To: Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, Thomas; Recktenwald, Sara; Madoff, Paula; McArdle, Rich F.X.; Pinkos, Steve; 

Radtke, Lorin; LoBue, Undsay; Davilman, Andrew; Ricciardi, Steven; Raz, Shloml; Bhavsar, Avanlsh R; Mather, Blake; Incorvaia, 
Rob; Meltzer, Jonathan M (ACC); Waldman, Fred 

Cc: Sparks, Daniel L; ficc-spgsyn 
Subject: FVV: GS Syndicate Structured Product COO Axes (INTERNAL) 

Sales Management, 

We are very axed to move the Timberwolf mezz AAA and AA classes (details listed below). This deal is a single A 
SP CDOJ\2 managed by Greywolf Capital. 

We have 305mm of the mezz AAA and 107rnm of the AA's to sell. We have been offering these at wide levels vs 
where we have sold similarly rated SP COO risk, but have had limited traction so far. We need levels from accounts 
that will move this risk. We are planning to pay in the context of $20/bond 

Please focus your sales teams on these positions. Thank you for your help getting these bonds sold. 

From: 
Sent: 
To: 

GS Syndicate 
Wednesday, April 11, 20078:21 AM 
ficc-tmall-prod; ficc-nasales 

Subject: GS Syndicate Structured Product COO Axes (INTERNAL) 

INTERNAL ONLY 

SALES - PLEASE CONTINUE TO FOCUS ON THE AXES 
THE DESK 

BELOW - THEY REMAIN A HIGH PRIOIRTY FOR 

Tranche Deal Bloomber2 ticker Mana2er II Surveillance Cla .... Mdy .. S&P Deal Tll:Ee 
I Liquidation A2ent 

53 AM Anderson Mezz Funding TIlD Goldman Sachs Ala Aaa AAA Mezz 

Anderson Mezz Funding TBD Goldman Sachs A-lb Aaa AM Mezz 

Mezz AM Timberwolf I TBD Greywolf Capital A2 Aaa AM Single-A, 

Fortius II FORTS 2006-2A Aladdin Capital A2 Aaa AM Mezz 

Davis Square VII DVSQ 2006-7A TCW A3 Aaa AM High Grade 

AA-Rated Timberwolf I TBD Greywolf Capital B Aa2 AA Single-A, 

Anderson Mezz Funding TBD Goldman Sachs B Aa2 M Mezz 

Portius II FORTS 2006-2A Aladdin Capital B Aa2 AA Mezz 

Fort Denison FORTD 2007-1A Basis Capital B Aa2 AA Mezz 

A-Rated Anderson Mezz Funding TBD Goldman Sachs C A2 A Mezz 

GSC ARS CDO ;1.006-:lg GSCS1" ?'006-3G/\ GSC C A? A Hi.gh Gn.dp. 

A1Llutl I ALTS 2005-1A Aladdin Capllal C A2 A Hlyb Gcade 

Permanent Subcommittee on Investigations 
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Davis Square VII DVSQ 2006-7A TCW C A2 A High Grade 

Coolidge COOL 200S-1A Allianz Risk Transfer C A3 A- Mezz 

Altius II ALTS 2005-2A Aladdin Capital C A2 A High Grade 

BBB-Rated Davis Square VII DVSQ 2006-7A TCW D Baa2 BBB High Grade 

GSC ADS COO 2006 3g GSCSF 20063GA GSC 0 Oaa2 DOD lIigh Grade 

Lochsong LOCH 2006-1A Winchester Capital D Baa2 BBB Single-A 

Altius III ALTS 2006-3A Aladdin Capital D Baa2 BBB High Grade 

Adirondack 2005-2 ADROC 2005-2A Clinton Group 0 Baa2 BBB High Grade 

Hout Bay HOUT 2006-1A Investec D Baa2 BBB High Grade 

Hudson High Grade HUDHG 2006-1A Goldman Sachs 0 Baa2 BBB High Grade 

Altius II ALTS 2005-2A Aladdin Capital 0 Baa2 BBB High Grade 

BB-Rated Camber 7 C1\MBR 7A Cambridge Place E Bal BB+ Mezz 

Disclaimer: 
This memorandum is solely for internal use in the offices of Goldman, Sachs, and 
copies of this memorandum or any portion thereof may not be made available to 
customers or otherwise distributed outside the offices of Goldman, Sachs. If 
applicable, the information contained herein should be considered in conjunction 
with the prospectus or other official offering document relating to these securities 
which may be subject to completion or amendment. 
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From: Bohra, Bunty 
Sent: Thursday, April 19, 2007 11 :09 AM 

Sparks, Daniel L To: 
Subject: RE: *UPDATE* GS Syndicate Structured Product COO Axes (INTERNAL) [T-Mail] 

We have d.one that with tirnberwolf alread.y. Don't want to rollout any other focus axes 
until we get some traction there but at same time, don't want to stop showing the 
inventory. Do you disagree? 

From: Sparks, Daniel L 
Sent: Thursday, April 19, 2007 11:05 AM 

Bohra, Bunty To: 
Subject: PN: *UPDATE* GS Syndicate Structured Product COO Axes (INTERNAL) [T-Mailj 

Why don't we go one at a time with some ginormous credits - for example, let's double the current offering of credits 
for timberwolf 

From: 
Sent: 
To: 

GS Syndicate 
Thursday, April 19,2007 10:29 AM 
'T-Mail Subscribers' 

Subject: *UPDATE* GS Syndicate Structured Product COO Axes (INTERNAL) [T-Mailj 

INTERNAL ONLY 

SALES - WE HAVE UPDATED OFFERING LEVELS FOR MANY OF THE POSITIONS ON OUR RESIDUAL 
AXE LIST. PLEASE CALL THE DESK FOR UPDATES ON POSITIONS THAT YOUR ACCOUNTS ARE 
FOCUSED ON. 

Bloomberg tioker Tranohe 

ANDY 07-lA ALA SS AAA 
ANDY 07-1A ALB SS AAA 

PTPLS 07-111. Al Mezz AAA 
TWOLF 07-1A A2 Mezz AAA 
PTPLS 07-lA A2 Mezz A'AA 
FORTS 06-2A A2 Mezz AAA 
DVSQ 06-7A A3 Mezz AAA 

TWOLF 07-B. B AA-Rated 
PTPLS 07-lA B AA-Rated 
ANDY 07-lA B AA-Rated 
FORTS 06-2A B AA-Rated 
FORTD 07-1A B AA-Rated 

PTPLS 07-1A C A-Rated 
ANDY 07-1A C A-Rated 
GSCSF 06-3GA C A-Rated 
ALTS OS-LA C A-Rated 
DVSQ 06-7A C A-Rated 
COOl, 05-lA C A-Rated 
ALTS 05-2A C A-Rated 

Deal 

Anderson Mezz Funding 
Anderson Mezz Funding 

Point Pleasant 2007-1 
Timberwolf I 

Point Pleasant 2007-1 
Fortius II 
Davis Square VII 

Timberwolf I 

Point Pleasant 2007-1 
Anderson Mezz Funding 
Fortius II 
Fort Denison 

Point Pleasant 2007-1 
Anderson Mezz Funding 
GSC ABS CDO 2006-3g 
Altius I 

Davis Square VII 
Coolidge 
Altius II 

Manager / / Surveillanoe / Class 
Liquidation Agent 

Goldman Sachs A-la 
Goldman Sachs A-1b 

Dillon Read A-l 
Greywolf Capital A2 
Dillon Read A2 
Aladdin Capital A2 
TCW A3 

Greywolf Capital B 

Dillon Read B 
Goldman Sachs B 
Aladdin Capital B 

Basis Capital B 

Dillon Read C 
Goldman Sachs C 
GSC C 
Aladdin Capital C 
TCW C 
Al1ianz Risk Transfer C 
Aladdin Capital C 

Permanent Subcommittee on Investigations 
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Aaa 
Aaa 

Aaa 
Aaa 
Aaa 
Aaa 
Aaa 

Aa2 
Aa2 
Aa2 
Aa2 
Aa2 

A2 
A2 
A2 
A2 
A2 
AJ 
A2 
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PTPLS 07-1A D BBB-Rated Point Pleasant 2007-1 Dillon Read D Baa: 
DVSQ 06-7A D BBB-Rated Davis Square VII TCW D Baa~ 

GSCSF 06-3GA D BBB-Rated GSC ABS CDO 2006-3g GSC D Baa: 
LOCH 06-1A D BBB-Rated Lochsong Winchester Capital D Baa: 
ALTS 06-3A D BBB-Rated Altius III Aladdin Capital D Baa: 
ADROC 0~1-2A D BBB-Rated Adirondack 2005-2 Clinton Group D Baa~ 

HOUT 06-1A D BBB-Rated Hout Bay Investec D Baa: 
HUDHG 06-1A D BBB-Rated Hudson High Grade Goldman Sachs D Baa: 
Al.TS 05-2A D BBB-Rated Altius II Aladdin Capital D Baa: 

CAMBR 7A E BB-Rated Camber 7 Cambridge Place E Ba1 

ARE3R 2007-1A A2 AAA-rated Ares IIIR/IVR CLO LTD. Ares A2 AAA 

Disclaimer: 
This memorandum is solely for internal use in the offices of Goldman, Sachs, and 
copies of this memorandum or any portion thereof may not be made available to 
customers or otherwise distributed outside the offices of Goldman, Sachs. If 
applicable, the information contained herein should be considered in conjunction 
with the prospectus or other official offering document relating to these securities 
which may be subject to completion or amendment. 
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From: 
Sent: 
To: 
Subject: 

Schwartz, Harvey 
Friday, May 11,20077:12 PM 
Mullen, Donald; Montag, Tom; Sparks, Daniel L 
Re: Lester Called 

Yes. Completely agree. 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Mullen, Donald 
To: Montag, Tom; Sparks, Daniel L; Schwartz, Harvey 
Sent: Fri May 11 19:07:59 2007 
Subject: Re: Lester Called 

- = Redacted by the Permanent 

Agreed we just need to make sure the proper communication occurs w clients. And we have 
thought thru post sale pricing. 

----- Original Message ----­
From: Montag, Tom 
To: Sparks, Daniel L; Schwartz, Harvey; Mullen, Donald 
Sent: Fri May 11 19:01:29 2007 
Subject: Re: Lester Called 

Of course we should but this is how we find value by showing assets and seeing where bid 
comes. If can value bad debt from S5 they can do this. They don't look 
to us for guidance they pay what they think its worth. Is there a different issue? We 
will value where the market shows us it is if we find a bid won't we? 

----- Original Message ----­
From: Sparks, Daniel L 
To: Schwartz, Harvey; Mullen, Donald 
Cc: Montag, Tom 
Sent: Fri May 11 18:47:57 2007 
Subject: Re: Lester Called 

Sounds fine 

----- Original Message ----­
From: Schwartz, Harvey 
To: Mullen, Donald; Sparks, Daniel L 
Cc: Montag, Tom 
Sent: Fri May 11 18:16:38 2007 
Subject: Re: Lester Called 

Don't think we should slow or delay and discussions. However we need to huddle quickly 
before hitting bids I think. 

Is that not an option? 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Mullen, Donald 
To: Sparks, Daniel L 
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Cc: Montag, Tom; Schwartz, Harvey 
Sent: Fri May 11 17:46:13 2007 
Subject: Re: Lester Called 

I doubt they will sell over weekend. And harvey is concerned about the representations we 
may be making to clients as well as how we will price assets once we sell them to clients. 
I think we need to sort these things out before we make sales. 

----- Original Message 
From: Sparks, Daniel L 
To: Mullen, Donald 
Sent: Fri May 11 17:25:33 2007 
Subject: FW: Lester Called 

- = Redacted by the P 
S b 

ennanent 
U comm' Ittee on Investi 

There are some people working on Timberwolf - is continuing to work, ..... sales 
person feels there is a decent chance (but it will be a week out as they are traveling). 
Also, Cornac team working on it. If we get strong bids, can't we hit them? 

From: Lehman, David A. 
Sent: Friday, May 11, 2007 4:58 PM 
To: Sparks, Daniel L; Swenson, Michael; Birnbaum, Josh 
Subject: Lester Called 

He wants to us to talk with him or Mullen before we sell any of our retained 
positions 

I posted Ben and Bieber 

Goldman, Sachs & Co. 
85 Broad Street I 
Tel: 212-902-2927 

New York, NY 10004 
Fax: 212-493-9681 

e-mail: david.lehman@gs.com 

David Lehman 

Goldman 
Sachs 

Fixed Income, Currency & Commodities 

Disclaimer: 

Mob: 917~"""1 

This material has been prepared specifically for you by the Goldman Sachs Fixed 
Income Structured Product Group (SPG) Trading Desk and is not the product of Fixed Income 
Research. We are not soliciting any action based upon this material. Opinions expressed 
are our present opinions only. The material is based upon public information which we 
consider reliable, but we do not represent that it is accurate or complete, and it should 
not be relied upon as such. Additionally, the material is based on certain factors and 
assumptions as the SPG Trading Desk may in its absolute discretion have considered 
appropriate. There can be no assurance that these factors and assumptions are accurate or 
complete, that estimated returns or projections can be realized, or that actual returns or 
results will not be materially different than those presented. Certain transactions, 
including those involving ABS, CMBS, and CDOs, may give rise to substantial risk and are 
not suitable for all investors. The SPG Trading Desk may have accumulated long or short 
positions in, and buy or sell, the securities that are the basis of this analysis. The SPG 
Trading Desk does not undertake any obligation to update this material. 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Lehman, David A. 
Thursday, June 07, 2007 7:26 AM 
Sparks, Daniel L; Chaudhary, Omar; Bohra, Bunty 
Lee, Jay 
Re: TWOLF / Korea (internal only) 

Yes - go for it - = Redacted by the Permanent 

Subcommittee on Investigations 

David A. Lehman 
Goldman, Sachs & Co. 
85 Broad Street I 
Tel: 212-902-2927 

New York, NY 10004 
Fax: 212-902-1691 

e-mail: david.lehman@gs.com 

----- Original Message ----­
From: Sparks, Daniel L 

Mob: 917 

To: Chaudhary, Omar; Lehman, David A.; Bohra, Bunty 
Cc: Lee, Jay 
Sent: Thu Jun 07 07:07:06 2007 
Subject: Re: TWOLF I Korea (internal only) 

Get 'er done 

----- Original Message ----­
From: Chaudhary, Omar 
To: Lehman, David A.; Bohra, BuntYi Sparks, Daniel L 
Cc: Lee, Jay 
Sent: Thu Jun 07 04:39:28 2007 
Subject: TWOLF I Korea (internal only) 

David: 

Jay and I spoke to the head of Korea Sales today. He said that he feels like he can pu~h 
for • to increase their size from the 36rnrn of AAA's and wanted to see if we would 
pay more GC's if he got it done. Told him that if we sell -45-50rnrn+ that we would honor 
the 7.0% even if we trade at 84.5 dollar px (the expected price relative to the client). 
Trust you will support this as we are pushing on our personal relationships to get this 
done. 

Permanent Subcommittee on Investigations 
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From: Montag, Tom 
Sent: 
To: 

Friday, June 22, 2007 4:32 PM 
Sparks, Daniel L _ = Redacted by the Pennanent 

Subject: RE: Few trade posts 

boy that timeberwof was one shitty deal 

-----Original Message----­
From: Sparks, Daniel L 
Sent: Friday, June 22, 2007 4:30 PM 
To: Montag, Tom 
Subject: Re: Few trade posts 

Yes - main thing left is 300mm timberwolfs Other large positions were tmts - gone, octan -
gone, abacus - we will collapse against short There were some small rmbs positions 

I will get you a complete summary with details 

----- Original Message 
From: Montag, Tom 
To: Sparks, Daniel L 
Sent: Fri Jun 22 16:22:56 2007 
Subject: RE: Few trade posts 

can I get complete rundown on everything we bought from ..... and whats left? 

-----Original Message-----
From: Sparks, Daniel L 
Sent: Friday, June 22, 2007 3:00 PM 
To: Montag, Tom 
Subject: Fw: Few trade posts 

----- Original Message ----­
From: Lehman, David A. 
To: Mullen, Donald; Sparks, Daniel L; Brafman, Lester R 
Cc: Swenson, Michael; Birnbaum, Josh 
Sent: Fri Jun 22 14:28:20 2007 
Subject: Few trade posts 

Traded $20mm of the OCTAN 06-2 A3A mezz CDO bonds to 7 @ $82 .... we bot these bonds @ 

$80 from _ .. trying to upsize the ticket to 40mm @ $82 which will clean us out ... Egol did a 
great job w/ on this one. 

Also, we have sold $40mm RMBS A3/A- out of the WH account to ........ ] and another $10mm to 
£ F 
Only 40mm RMBS A3/A- remain in the WH accounts, 1/2 of which is Long Beach paper -
Edwin/Deeb continue to work. 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
Tel: 212-902-2927 I Fax: 212-493-9681 
e-mail: david.lehman@gs.com 

Goldman 
Sachs 

David Lehman 

Mob: 917-___ .1 
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From: 
Sent: 
To: 
Subject: 

Bieber, Matthew G. 
Monday, September 17, 200710:00 PM 
Creed, Christopher J 
Re: Timberwolf 

3/27 - a day that will live in infamy. 

----- Original Message ----­
From: Creed, Christopher J 
To: McHugh, John; Lehman, David A.; Bieber, Matthew G. 
Cc: Williams, Geoffrey 
Sent: Mon Sep 17 21:57:59 2007 
Subject: RE: Timberwolf 

Well, the deal didn't ~xist until 3/27/07 ... but, here is a basic history of prices for 
the A2 

3/31/07 
4/30/07 
5/31/07 
6/29/07 
7/31/07 
8/31/07 
Current 

94-12 
87-25 
83-16 
75-00 
30-00 
15-00 
15-00 

Hope this helps, 
-c 

-----Original Message----­
From: McHugh, John 
Sent: Monday, September 17, 2007 9:33 PM 
To: Creed, Christopher J; Lehman, David A.; Bieber, Matthew G. 
Subject: Re: Timberwolf 

Not sure, a class that went from near par in Jan to around 15 now. 

----- Original Message 
From: Creed, Christopher J 
To: McHugh, John; Lehman, David A.; Bieber, Matthew G. 
Sent: Mon Sep 17 21:25:20 2007 
Subject: RE: Timberwolf 

which class, exactly? 

-----Original Message----­
From: McHugh, John 
Sent: Monday, September 17, 2007 9:25 PM 
To: Creed, Christopher J; Lehman, David A.; Bieber, Matthew G. 
Subject: Fw: Timberwolf 

Can you pro-ide? 

----- Original Message 
From: Passingham, Amy 
To: McHugh, John 
Cc: Kaprelian, Michael; Stern, Matt; Alexander, Lee 
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Sent: Mon Sep 17 20:59:37 2007 
Subject: FW: Timberwolf 

Can we pls get the price action on this CDO squared so we can overlay it on the New 
Century! American Home stock price graph 

-----Original Message----­
From: Montag, Tom 
Sent: Monday, September 17, 2007 7:20 PM 
To: Brafman, Lester R; Lahey, Brian; Passingham, Amy 
Subject: 

To the market move slide can we also graph price action of timberwolf equity or some other 
mortgage product which ha gone from 98 to 15 
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From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Wednesday, December 20,20067:19 AM 
Egol, Jonathan; ficc-mtgcorr-desk 
Re: Paulson 

- = Redacted by the Permanent 

Subcommittee on Investi ations 

Remember Paulson doesn't really care abt us placing bbb risk. They are mostly looking at 
higher rated layers of risk 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Wed Dec 20 07:14:13 2006 
Subject: Re: Paulson 

Guys I think we need to be more mindful of distribution effectiveness if our goal is to 
place further down. So not sure or ..... rank highly. We know that if we show us 
with ... or .... (to name 2) is in for 15mm single-As on the wire plus maybe 
triple-Bs. This does not cannibalize our other distribution because they like those two 
managers so much. Perhaps we should focus on .... since we have lower chance to do other 
stuff with them. 

----- Original Message ----­
From: Tourre, Fabrice 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Wed Dec 20 06:39:28 2006 
Subject: RE: Paulson 

Am thinking also '..... ' and ... Well, why don't we try", as well, I 
think it's a low delta but might be worth trying. Let's brainstorm so that we can identify 
a couple of managers that: 

will be ok acting as portfolio selection agent 
will not need to take risk 
will be flexible w.r.t. portfolio selection (i.e. ideally we will send them a list of 

200 Baa2-rated 2006-vintage RMBS bonds that fit certain criteria, and the portfolio 
selection agent will select 100 out of the 200 bonds) 

will be ok working for at most $[750]k p.a. for 3 years, given a $2bn transaction where 
we distribute CLNs between 9% attach and 35% detach 

-----Original Message----­
From: Tourre, Fabrice 
Sent: Wednesday, December 20, 2006 11:31 AM 
To: ficc-mtgcorr-desk 
Subject: RE: Paulson 

Agreed. Do we want to talk to • or _ about this ? Trying to figure out what 
manager it makes sense to talk to ... If you guys are ok, Gerstie and I will flash this 
idea by and/or to see if this makes sense 

-----Original Message-----
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From: Williams, Geoffrey 1
_ = Redacted by the Permanent 

Subcommittee on Investigations 

Sent: Tuesday, December 19, 2006 5:48 PM 
To: Tourre, Fabrice; Egol, Jonathan; Gerst, 
Subject: RE: Paulson 

David; ficc-mtgcorr-desk 

There are more managers out there than just .... / g The way I look at it, the 
easiest managers to work with should be used for our own axes. Managers that are a bit 
more difficult should be used for trades like Paulson given how axed Paulson seems to be 
(i.e. I'm betting they can give on certain terms and overall portfolio increase). 

-----Original Message----­
From: Tourre, Fabrice 
Sent: Monday, December 18, 2006 5:30 PM 
To: Egol, Jonathan; Williams, Geoffrey; Gerst, David; ficc-mtgcorr-desk 
Subject: Re: Paulson 

Do you think4llt is easier to work with than 6 ze? They will never agree to the type of 
names paulson want to use, I don't thinkS ue will be willing to put ... s name at 
risk for small economics on a weak quality portfolio whose bonds are distributed globally 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Egol, Jonathan 
To: Williams, Geoffrey; Gerst, David; ficc-mtgcorr-desk 
Sent: Mon Dec 18 16:49:15 2006 
Subject: Re: Paulson 

Guys -- we should be suggesting III 
----- Original Message ----­
From: Williams, Geoffrey 
To: Gerst, David; ficc-mtgcorr-desk 
Sent: Mon Dec 18 12:48:00 2006 
Subject: RE: Paulson 

We already have a portfolio in front of 27 they probably will be willing to structure 
a short that I believe we would want to keep for oursel ves ... not sure if this is the best 
fit. 

From: Gerst, David 
Sent: Monday, December 18, 2006 12:44 PM 
To: Gerst, David; ficc-mtgcorr-desk 
Subject: RE: Paulson 

Spoke with Fabrice about this - he suggested 2Sas a potential portfolio selection 
agent since they are relatively inexpensive and easy to work with. 

From: Gerst, David 
Sent: Monday, December 18, 2006 9:33 AM 
To: ficc-mtgcorr-desk 
Subject: Paulson 

Paolo called to check in; he was concerned that his comments to the engagement 
letter had delayed us. I told him that the delay was still related to market conditions 
and deals in the pipelines and that we still needed to discuss his proposals with legal 
and rating agencies. 
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Paolo also suggested that he was open to the use of a manager to select a portfolio 
and including some higher-rated names in the portfolio. 

achs 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
Tel: (212) 902-4311 I Fax: (212) 256-2442 
e-mail: david.gerst@gs.com 

Goldman 

David Gerst 
Structured Products Trading 
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From: 

Sent: 

To: 

Tourre, Fabrice 

Wednesday, January 10,200711 :54 AM 

'Ischwartz@aca.com' 

Cc: Gerst, Oavid; Kreitman, Gail; ficc-mtgcorr-desk 

Subject: Transaction Summary 

Laura: we wanted to summarize ACA's proposed role as "Portfolio Selection Agent" for the transaction that would be 
sponsored by Paulson (the "Transaction Sponsor"). Feel free to let Oavid and I know if you have any questions. 

-- COO Transaction Size: between $1 bn and $2bn notional 
-- Reference Portfolio: static, fully identified upfront, and consisting of approx 100 equally-sized mezzanine subprime 
RMBS names issued between 04 2005 and today. Starting portfolio would be ideally what the Transaction Sponsor 
shared, but there is flexibility around the names. 
-- Portfolio monitoring required: none 
-- Transaction reporting: on a monthly basis, done by trustee (trustee expected to be Lasalle) 
-- Portfolio reinvestments required: none 
-- Portfolio Selection Agent would be disclosed as having selected the Reference Portfolio 
-- Portfolio Selection Agent would not be required to retain any risk in the COO transaction, although it would have the 
option to buy COO notes/unfunded swaps that will be distributed in the market. 
-- Portfolio Selection Agent would be asked to facilitate the marketing of the notes (including putting together marketing 
materials on ACA, discussing with customers on conference calls). No roadshow is expected; no travel is expected. 
-- No BWICs required to be run by the Portfolio Selection Agent 
-- Timing: the Transaction Sponsor is working under the assumption that Goldman be in the market with this transaction 
early February 

Contemplated Capital Structure -- subject to Reference Portfolio: 

• [34)% - [100]%: unfunded supersenior tranche distributed to a supersenior protection writer 
• [22)% - [34)%: Aaa/AAA class A tranche distributed broadly on a best efforts' basis by Goldman 
• [15)% - [22)%: Aa2/AA class B tranche distributed broadly on a best efforts' basis by Goldman 
• [9]% - [15]%: A2/A class C tranche distributed broadly on a best efforts' basis by Goldman 
• [0]% - [9]%: pre-committed first loss 

-- Economics: for transactions like this, where the Portfolio Selection Agent is not required to retain any risk, we have seen 
fees in the order of 15bps to 20bps paid on the portfolio notional amount (that's what we have been seeing for most of the 
Magnetar-sponsored transactions). In the context of this transaction, the portfolio selection fees will be paid in the form of 
a spread on the outstanding amount of the class A through class C tranches. For example, if you are asking to be paid: 

• Class A Portfolio Management Fee: 0.25% p.a. (the tranche is [12]% thick) 
• Class B Portfolio Management Fee: 0.50% p.a. (the tranche is [7]% thick) 
• Class C Portfolio Management Fee: 1.00% p.a. (the tranche is [6]% thick) 

This would mean that if Goldman is able to distribute 100% of the class A, class B and class C notes, the Portfolio 
Selection Agent WOUld, on a blended basis, receive 0.125% p.a. on the portfolio notional. This compensation structure 
aligns everyone's incentives: the Transaction Sponsor, the Portfolio Selection Agent and Goldman. 

-- The Transaction Sponsor is in discussions with a couple of potential COO managers, and will work with the 
manager who will provide the most appealing economic proposal and will be able to address all the stated objectives. 

We will send to you later today a termsheet that outlines the transaction structure. What would be constructive is for you 
to think about the fees that you would need to get paid to act as Portfolio Advisor, and also a draft portfolio that you would 
select, based upon the preliminary work you mentioned to us during the call. 

Thanks, 
Permanent Subcommittee on Investigations 
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Regards, 

Fabrice 

Goldman, Sachs & Co. 

65 Broad Street 1 26th Floor 1 New York, NY 10004 

Tel: 212-902-56911 Fax: 212-493-01061 Cell: 917 F • 
Email: fabrice.tourre@gs.com 

Fabrice Tourre 
Structured Products Group 

Disclaimer: 

Goldman 
Sachs 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

This material has been prepared specifically for you by the Structured Product Group Trading Department and Is not the product of Fixed Income or J. Aron 
Research. This document does not constitute an offer or invitation to acquire any security or to enter into any agreement and Goldman Sachs (as used herein, 
such term shall include affiliates of Goldman Sachs) is not soliciting any action based upon this material. Opinions expressed are our present opinions only. The 
material is based upon information which we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. 
Transactions described in this material may give rise to substantial risk and are not suitable for all investors. Goldman Sachs, or persons involved in the 
preparation or issuance of this material, may from time to time, have long or short positions in, and buy or sell, the securities, commodities, futures, options, 
derivatives or other instruments and investments identical with or related to those mentioned herein. Goldman Sachs does not provide accounting, tax or legal 
advice; such matters, as well as the suitability of a potential transaction or investment, should be discussed with your advisors and or counsel. In addition, we 
mutually agree that, subject to applicable law, you may disclose any and all aspects of this material that are necessary to support any U.S. federal income tax 
benefits, without Goldman Sachs imposing any limitation of any kind. Goldman Sachs, by virtue of its status as an advisor, underwriter or otherwise, may 
possess or have access to non-public information relating to the companies and assets that are referred to in this material, and does not intend to disclose such 
status or non-public information. This material has been issued by Goldman, Sachs & Co. and has been approved by Goldman Sachs International, which is 
authorized and regulated by the Financial Services Authority, in connection with its distribution in the United Kingdom and by Goldman Sachs Canada in 
connection with its distribution in Canada. Further information on any of the securities, futures or options mentioned in this material may be obtained upon 
request. 

This material does not evidence or memorialize any agreement or legally binding commitment between any parties and does not constitute a contract or 
commitment to provide any financing or underwriting. Any financing or underwriting is subject in all respects to internal credit approval at Goldman Sachs, and is 
subject to, among other things, the completion of documentation in form and substance satisfactory to Goldman Sachs. 
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From: 
Sent: 
To: 
Subject: 

Kreitman, Gail 
Sunday, January 14, 20074:58 PM 
Ischwartz@aca.com 
Re: Call with Fabrice on Friday 

Absolutely not-fabrice and the team hold you in the highest regard and would very much 
like to have you involved in this transaction, but only if you are comfortable with it. I 
will have the analysis on Tuesday and welcome your feedback. Safe travel tomorrow_gail 

----- Original Message 
From: Laura Schwartz <lschwartz@aca.com> 
To: Kreitman, Gail 
Cc: Keith Gorman <kgorrnan@aca.com> 
Sent: Sun Jan 14 16:08:29 2007 
Subject: Call with Fabrice on Friday 

Gail, 

I certainly hope I didn't corne across too antagonistic on the call with Fabrice last week 
but the structure looks difficult from a debt investor perspective. I can understand 
Paulson's equity perspective but for us to put our name on something, we have to be sure 
it enhances our reputation. I am looking forward to the analysis that he will corne back 
with on Tuesday. 

********************************************************************** 
This e-mail is not a contract and is not intended to, and does not, create any obligation. 
It is not a commitment to insure and is not to be construed as an offer to sell or the 
solicitation of an offer to buy any security or any insurance product. 

The information in this e-mail and in any attachments is confidential and intended solely 
for the attention and use of the named addressee(s). This information may be subject to 
legal, professional or other privilege or may otherwise be protected by work product 
immunity or other legal rules. It must not be disclosed to any person without our 
authority. 

If you are not the intended recipient, or a person responsible for delivering it to the 
intended recipient, please send a reply e-mail notifying us of the error and delete this 
e-mail from your system. You are not authorized to and must not disclose, copy, 
distribute, or retain this message or any part of it. 

********************************************************************** 

Permanent Subcommittee on Investigations 
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From: 

Sent: 

To: 
Cc: 

Subject: 

Laura Schwartz [Ischwartz@aca.comj 

Monday, January 22,20071 :52 PM 

Tourre, Fabrice; Kreitman, Gail; Gerst, David 

Keith Gorman 

proposed Paulson Portfolio 

Attachments: Paulson Portfolio 1-22-07.xls 

Attached please find a worksheet with 86 sub-prime mortgage positions that we would recommend taking exposure to 
synthetically. Of the 123 names that were originally submitted to us for review, we have included only 55. We do not 
recommend including the other 68 names because either: 1) we did not like them at the recommended attachment point; 
2) there are lower rated tranches that are already on negative watch; and 3) some names (Le. Long Beach and Fremont) 
are very susceptible to investor push back. 

The 31 new names are heavily weighted to new issue since we believe the underlying collateral to be of better quality. 

We provided a total of 86 names to give us some room since the term-sheet mentioned 80 names at 1.25% each. 

Please let me know if you have any questions. 

********************************************************************** 
This e-mail is nota contract and is not intended to, and does not, create any obligation. It is not 
a commitment to insure and is not to be construed as an offer to sell or the solicitation of an 
offer to buy any security or any insurance product. 

The information in this e-mail and in any attachments is confidential and intended solely for the 
attention and use of the named addressee(s). This information may be subject to legal, 
professional or other privilege or may otherwise be protected by work product immunity or 
other legal rules. It must not be disclosed to any person without our authority. 

If you are not the intended recipient, or a person responsible for delivering it to the intended 
recipient, please send a reply e-mail notifying us of the error and delete this e-mail from your 
system. You are not authorized to and must not disclose, copy, distribute, or retain this message 
or any part of it. 

********************************************************************** 

Permanent Subcommittee on Investigations 

EXHIBIT #110 

Confidential Treatment Requested by Go GS MBS-E-002522389 



From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Sunday, January 28, 2007 2:50 PM 
Kreitman, Gail; Gerst, David 
RE: ABACUS - Initial Draft Engagement Letter for ACA 

Any time during the day works. David and I should be there 

-----Original Message----­
From: Kreitman, Gail 
Sent: Sunday, January 28, 2007 1:31 PM 
To: Tourre, Fabrice; Gerst, David 
Subject: Re: ABACUS - Initial Draft Engagement Letter for ACA 

What time works on the 5th to have a paulson discussion who should be there? 

----- Original Message 
From: Tourre, Fabrice 
To: 'lschwartz@aca.com' <lschwartz@aca.com>; Gerst, David 
Cc: Kreitman, Gail; ficc-mtgcorr-desk; 'kgorman@aca.com' <kgorman@aca.com> 
Sent: Sun Jan 28 12:32:01 2007 
Subject: Re: ABACUS - Initial Draft Engagement Letter for ACA 

Thanks Laura for your email, this is confirming my initial impression that Paolo wanted to 
proceed with you subject to agreement on portfolio and compensation structure. Let's meet 
on Feb 5th to discuss this transaction. 

Sent from my BlackBerry Wireless Handheld 

----- Original Message -----
From: Laura Schwartz <lschwartz@aca.com> 
To: Tourre, Fabrice; Gerst, David 
Cc: Kreitman, Gail; ficc-mtgcorr-desk; Keith Gorman <kgorman@aca.com> 
Sent: Sun Jan 28 08:56:00 2007 
Subject: Re: ABACUS - Initial Draft Engagement Letter for ACA 

So I met with Paolo last night. We first talked about the collateral - why only 55 names 
from the first list and why the Baa3 and A3 names. He had summary performance and credit 
statistics on each piece of collateral on a spreadsheet (he may as much of a nerd as I am 
since he brought a laptop to the bar and he also seemed to have a worksheet from DB and 
another manager). I don't think he wants the A3 names and wasn't too keen on the Baa3 
names. Let's do the Baa3 names at Baa2. He also wanted to know if we had to have so many 
names - I said Goldman needed 100 to help sell the debt. He also wanted to talk about the 
super senior - I said we would definitely look at it if Goldman planned on placing it. We 
also talked about the auction call - he wants a 2 year. This may be tough to sell without 
a makewhole. We left it that we would both work on our respective engagement letters this 
week - I certainly got the impression the he wanted to go forward on this with us. He is 
also headed to ASF. Can we meet sometime on Feb 5th to discuss mechanics of this deal? 

Laura Schwartz 
ACA Capital 
(212) 375 2011 
Lschwartz@aca.com 

-----Original Message-----
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From: Laura Schwartz 
To: 'Fabrice.Tourre@gs.com' <Fabrice.Tourre@gs.com>i 'David.Gerst@gs.com' 
<David.Gerst@gs.com> 
CC: 'Gail.Kreitman@gs.com' <Gail.Kreitman@gs.com>i .ficc-mtgcorr-desk@ny.email.gs.com. 
<ficc-mtgcorr-desk@ny.email.gs.COrn>i Keith Gormani 'melanie.herald@gs.com' 
<melanie.herald@gs.com> 
Sent: Sat Jan 27 14:38:04 2007 
Subject: Re: ABACUS - Initial Draft Engagement Letter for ACA 

I am in Jackson Hole and Paolo is out here with his family skiing for a week and we ran 
into each other last night. He called me this morning and wants to meet for a drink and 
discuss the deal this afternoon. Will keep you informed. 

Laura Schwartz 
ACA Capital 
(212) 375 2011 
Lschwartz@aca.com 

-----Original Message-----
From: Tourre, Fabrice <Fabrice.Tourre@gs.com> 
To: Laura Schwartzi Gerst, David <David.Gerst@gs.com> 
CC: Kreitman, Gail <Gail.Kreitman@gs.com>i ficc-mtgcorr-desk <ficc-mtgcorr­
desk@ny.email.gs.com>i Keith Gormani Herald - Granoff, Melanie <Melanie.Herald@gs.com> 
Sent: Fri Jan 26 09:32:35 2007 
Subject: RE: ABACUS - Initial Draft Engagement Letter for ACA 

Laura -- all good questions. Some thoughts: 

1- What expenses do you envision would be incurred in connection with the transaciton ? I 
think we/Paulson can envision paying your expenses in connection with marketing the 
transaction, subject to a reasonable cap. 

2- In the engagement letter, the Portfolio Selection Fee is structured such that you get 
paid a spread (the "Portfolio Selection Fee Rate") on the tranches that are issued, 
subject to a floor of $lmm per annum. The Portfolio Selection Fee Rate is equal to 0.25% 
p.a. for the "AAA" tranche, 0.50% for the "AA" and "AA-" tranches, and 1.00% for the "A" 
tranche. Using our draft capital structure for a $lbn transaction and assuming we issue 
all the "AAA" through "A" notes, the aggregate Portfolio Selection Fees would be approx 
$1.25mm p.a. If we are able to upsize for a $2bn transaction and if we are able to issue 
all the "AAA" through "A" notes, the aggregate Portfolio Selection Fees would be approx 
$2.50mm p.a. 

3- We are using McKee Nelson as deal counsel since they have a deep knowledge of the 
ABACUS transaction documents. I am afraid that if we use counsel not familiar with our 
deal structure, legal expenses might be significantly higher than otherwise, and the 
transaction execution might take more time. 

4- Paolo at Paulson is out of the office until Wednesday of next week. We are trying to 
get his feedback on the target portfolio you have in mind, as well as on the compensation 
structure we have been discussing with you. Subject to Paolo being comfortable with those 
2 aspects, it sounds like we 'will be in a position to engage you on this transaction. 

From: Laura Schwartz [mailto:lschwartz@aca.coml 
Sent: Friday, January 26, 2007 9:03 AM 
To: Gerst, David 
Cc: Kreitman, Gail; Tourre, Fabrice; ficc-mtgcorr-desk; Keith Gorman; Herald - Granoff, 
Melanie 
Subject: RE: ABACUS - Initial Draft Engagement Letter for ACA 
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Just a few questions before I send it to my counsel: 

1. it says that any expenses we incur are for our account - I think the issuer/deal 
should pay our out of pocket in connection with this transaction (such as any travel etc) 
2. the fee rate is set at $1 million - is this regardless of the ultimate size? 
3. we generally like our counsel (Schulte) to be deal counsel 4. do you believe that we 
have this deal? do we need to do the work on the engagement letter before we know if we 
have the deal? 

From: Gerst, David [mailto:David.Gerst@gs.com] 
Sent: Thursday, January 25, 2007 10:53 AM 
To: Laura Schwartz 
Cc: Kreitman, Gail; Tourre, Fabrice; ficc-mtgcorr-desk 
Subject: ABACUS - Initial Draft Engagement Letter for ACA 

Laura, 

Attached is an initial draft of an Engagement Letter for the proposed ABACUS transaction. 
Please let us know your availability to discuss the draft and answer any questions you may 
have. 

Thanks, 

David 

«ABACUS ACA Engagement Letter 20070124.pdf» 

achs 

Goldman, Sachs & Co. 
B5 Broad Street I New York, NY 10004 
Tel: (212) 902-4311 I Fax: (212) 256-2442 
e-mail: david.gerst@gs.com 

Goldman 

David Gerst 
Structured Products Trading 

********************************************************************** 

s 

This e-mail is not a contract and is not intended to, and does not, create any obligation. 
It is not a commitment to insure and is not to be construed as an offer to sell or the 
solicitation of an offer to buy any security or any insurance product. 

The information in this e-mail and in any attachments is confidential and intended solely 
for the attention and use of the named addressee(s). This information may be subject to 
legal, professional or other privilege or may otherwise be protected by work product 
immunity or other legal rules. It must not be disclosed to any person without our 
authority. 

If you are not the intended recipient, or a person responsible for delivering it to the 
intended recipient, please send a reply e-mail notifying us of the error and delete this 
e-mail from your system. You are not authorized to and must not disclose, copy, 
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From: 
Sent: 
To: 
Subject: 

LDL 

Tourre, Fabrice 
Monday, January 29, 2007 1 :01 PM 
Egol, Jonathan 
RE: GSC post 

-----Original Message----­
From: Egol, Jonathan 
Sent: Monday, January 29, 2007 12:43 PM 
To: Tourre, Fabrice 
Subject: Re: GSC post 

Where are you going with this? 

Original Message 
From: Tourre, Fabrice 
To: Herrick, Darryl K; Rosenblum, David J.; Ostrem, Peter L; ficc-spgtrading; Bieber, 
Matthew G. 
Sent: Mon Jan 29 11:18:30 2007 
Subject: RE: GSC post 

GSC would select names they like. Here are a few nice things about this idea: 

1) we can decide to go long single-names we like through BWICs done by GSC. 

2) we can decide to go long ABX from Birnbaum's book, and ask GSC to do OWICs to hedge the 
ABX index names that GSC would not include in the reference portfolio 

3) if we decide to do this trade as principal and delta-hedge, we do not have to sell 
residual cashflow risk for consolidation reasons, and we can keep our partial call rights 

5) if we don't like this trade as principal and decide to cross this trade into a hedge 
funds for a fee, we can do that (either through a Paulson-like fund who would be outright 
short, or through a Citadel/Stark type hedge fund who would go long synthetic residual 
first loss) 

In a nutshell, we have a lot of flexibility from a risk management standpoint, while 
committing to take little risk. 

-----Original Message----­
From: Herrick, Darryl K 
Sent: Monday, January 29, 2007 11:00 AM 
To: Rosenblum, David J.; Tourre, Fabrice; Ostrem, Peter L; ficc-spgtradingi Bieber, 
Matthew G. 
Subject: Re: GSC post 

What is the selection process for non indexed names? 

----- Original Message ----­
From: Rosenblum, David J. 
To: Tourre, Fabricei Ostrem, Peter Li ficc-spgtrading; Herrick, Darryl K; Bieber, Matthew 
G. 
Sent: Mon Jan 29 10:54:27 2007 
Subject: Re: GSC post 
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Sort of like mg'd index, no? 
Or more like mg'd index meets huds mezz one, wrt portfolio ... 

D 

----- Original Message ----­
From: Tourre, Fabrice 
To: Ostrem, Peter L; Rosenblum, 
Matthew G. 

David J.; ficc-spgtrading; Herrick, Darryl K; Bieber, 

Sent~_I'1on Jan 29 1.0:51:09 2007 
Subject: GSC post 

I was discussing earlier this morning with Stefflin and Bissu the ACA/Paulson trade. As 
you know, a couple of weeks ago we had approached GSC to ask them to act as portfolio 
selection agent for that Paulson-sponsored trade, and GSC had declined given their 
negative views on most of the credits that Paulson had selected. But as a follow-up, the 
GSC guys mentioned that they would like to see from us a trade where they are acting as 
portfolio selection agent (and potentially full portfolio manager depending on fees) on a 
portfolio that would be described as follows: 

-- ABX.HE.06-1.BBB/BBB- minus worse [3] credits, ABX.HE.06-2.BBB/BBB- minus worse [3] 
credits, ABX.HE.07-1.BBB/BBB- minus worse [3] credits -- they would select the [3] worse 
from each of these indices 

[40] additional BBB/BBB- names selected by GSC 

GSC's name disclosed in the transaction documents 

GSC fees paid on the credit-linked notes sold -- expectation should be 20bps p.a. vs. 
portfolio notional 

-- GSC potentially investing themselves into some of the senior layers of risk (triple-As 
and double-As) off that portfolio 

-- This is a trade we would show to IKB for the reverse inquiry program we have been 
working with them on. 

-- GS Hedging strategy: we would have the choice of either (Al delta-hedging as principal, 
or (B) crossing for a fee into a Paulson-like hedge fund (we have had multiple discussions 
over the last month with accounts wanting to do that). 

Would like to show them an email and/or termsheet proposal outlining this idea, please let 
me know if you have questions or comments. 
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From: Gerst, David 
Sent: Wednesday, January 31, 20076:25 PM 

'Laura Schwartz' To: 
Cc: 
Subject: 

Kreitman, Gail; Herald - Granoff, Melanie; Tourre, Fabrice; ficc-mtgcorr-desk 
RE: ABACUS Transaction - update 

- Laura; 

In place of the 2 SAIL obligations mentioned below, Paulson has suggested we substitute GSAMP 06-HE4 M8 and 
GSAMP 06-HE5 M8. 

Can you please let us know your thoughts on including these names. 

Thanks, 

David 

From: 
Sent: 
To: 
Cc: 
Subject: 

Laura, 

Gerst, David 
Wednesday, January 31, 2007 5:42 PM 
'Laura Schwartz' 
Kreitman, Gail; Herald - Granoff, Melanie; Tourre, Fabrice; ficc-mtgcorr-desk 
ABACUS Transaction - update 

We wanted to provide you with an update on the transaction: 

From the 100 name portfolio that you had agreed to with Paolo (attached hereto), we would like to exclude SAIL 
2006-BNC1 M7 and SAIL 2006-BNC2 M7, which are both on negative credit watch by Moody's. This leaves us with 
a portfolio of 98 names, for which we have been updating our model to refresh the capital structure. In addition, we 
have been working on a flipbook and termsheet in anticipation of marketing the transaction. 

We will continue our discussions with Paolo to confirm his agreement with the proposed transaction as structured and 
look forward to discussing the transaction and draft Engagement Letter on Monday. In the meantime, can you please 
send us recent ACA marketing materials that we can include in our draft flipbook and term sheet. 

Thanks, 

David 

« File: Paulson Portfolio 1-22-07 (2) (2).xls» 

... GOldman, Sachs & Co. 
ss Broad Street I New York, NY 10004 
Tel: (212) 902-4311 I Fax: (212) 256-2442 
e-mail: david.gerst@gs.com 

David Gerst 
Structured Products Trading 

Permanent Subcommittee on Investigations 
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From: 
Sent: 
To: 
Cc: 
Subject: 

yes 

Lehman, David A. 
Thursday, February 08, 2007 7:06 AM 
Rosenblum, David J.; Tourre, Fabrice; Sparks, Daniel L 
Gerst, David; Swenson, Michael; Egol, Jonathan; Ostrem, Peter L 
RE: ACAlPaulson 

-----Original Message----­
From: Rosenblum, David J. 
Sent: Thursday, February 08, 2007 6:08 AM 
To: Tourre, Fabrice; Sparks, Daniel L 
Cc: Gerst, David; Swenson, Michael; Lehman, David A.; Egol, Jonathan; Ostrem, Peter L 
Subject: Re: ACA/Paulson 

Still reputational risk, so I suggest yes to MCC. 

D 

----- Original Message 
From: Tourre, Fabrice 
To: Sparks, Daniel L 
Cc: Gerst, David; Swenson, Michael; Lehman, David A.; Egol, Jonathan; Ostrem, Peter L; 
Rosenblum, David J. 
Sent: Wed Feb 07 22:49:45 2007 
Subject: ACA/Paulson 

Dan: 

Gerstie and I are finishing up engagement letters with ACA and Paulson for the large RMBS 
CDO ABACUS trade that will help Paulson short senior tranches off a reference portfolio of 
Baa2 subprime RMBS risk selected by ACA. We intend to go out in the market and distribute 
ABACUS notes off this trade starting on February 23. At the time we distribute, we will 
cross the tranches into Paulson -- therefore no commitment for us to take down any risk. 
Happy to sit down tomorrow to walk you through the economics. Do you need us to go to 
Mortgage Capital Committee for this trade? Let us know, thanks. 
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From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Wednesday, February 21,200710:14 PM 
Lehman, David A. 
RE: ACAlPaulson post 

- - Redacted by the Permanent 

Subcommittee on Investi ations 

My idea to brokertheshort-;--Pau1:s-on-'sidea-to--wo-rk-wi-th-a-manage-r.- My-idea-to-discuss 
this with ACA who could do supersenior at the same time ... 

-----Original Message----­
From: Lehman; David A. 
Sent: Wednesday, February 21, 2007 9:50 PM 
To: Tourre, Fabrice 
Subject: Re: ACA/Paulson post 

Ok - but how long have we been working on this and whose idea was it? Need to refresh my 
memory 

Walk josh through the $, if that makes sense let's go 

David A. Lehman 
Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
Tel: 212-902-2927 I Fax: 212-902-1691 
e-mail: david.lehman@gs.com 

----- Original Message 
From: Tourre, Fabrice 
To: Lehman, David A. 
Sent: Wed Feb 21 21:47:39 2007 
Subject: RE: ACA/Paulson post 

Mob: 9171liliiii' 

Sorry, just saw your email. I think people will be on board with this - Egol, Ostrem, Rosi 
and even Sweny sound ok with it, it is really Josh I need to walk carefully through my 
thinking. Sparks is really relying on us at this point. He is mostly focused on covering 
our single-names/idyosyncratic short trades to get better observability. 

-----Original Message----­
From: Lehman, David A. 
Sent: Wednesday, February 21, 2007 10:50 AM 
To: Tourre, Fabrice 
Subject: Re: ACA/Paulson post 

Put the #s in front of josh and/or swenny (live) as a gut check and walk them through it. 

As u know, I am for doing this deal for them/with them, let's just make sure we are 
charging enough for it given our axe as principal in this type of risk 

Also post sparks live (I'm assuming he is sitting next to you) 

Permanent Subcommittee on Investigations 
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David A. Lehman 
Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
Tel: 212-902-2927 I Fax: 212-902-1691 
e-=ma-U:-Cii:rvid ~Tehfuan@gs .-cott[--

----- Original Message 
From: Tourre, Fabrice 
To: Lehman, David A. 
Sent: Wed Feb 21 10:00:58 2007 
Subject: RE: ACA/Paulson post 

Mob: 917-••• 

14mm before. We are asking for higher min fee and wider strikes 

-----Original Message----­
From: Lehman, David A. 
Sent: Wednesday, February 21, 2007 10:00 AM 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

To: Tourre, Fabrice; Swenson, Michael; Ostrem, Peter Li Rosenblum, David J.; Birnbaum, 
Josh 
Cc: Wisenbaker, Scotti ficc-mtgcorr-desk 
Subject: Re: ACA/Paulson post 

The 19mm compares to what # before? (assuming equal not'l sold) 

David A. Lehman 
Goldman, Sachs & Co. 
85 Broad Street I 
Tel: 212-902-2927 

New York, NY 10004 
Fax: 212-902-1691 

e-mail: david.lehman@gs.com 

----- Original Message ----­
From: Tourre, Fabrice 

Mob: 917-•••• 

To: Lehman, David A.; Swenson, Michael; Ostrem, Peter L; Rosenblum, David J.; Birnbaum, 
Josh 
Cc: Wisenbaker, Scott; ficc-mtgcorr-desk 
Sent: Tue Feb 20 16:29:16 2007 
Subject: RE: ACA/Paulson post 

OK, based on the price thoughts circulated in the previous email for the ABACUS 2007-AC1 
transaction, I would like to update the Paulson engagement letter to reflect the 
following: 

-- Up to $1,300mm of supersenior @ a strike spread of 60bps. Distribution fee of 0.25% + 
1/2 the upside vs. the strike spread 

Up to $240mm of Aaa/AAA @ an all-in strike spread (including portfolio advisory fees) 
of 125bps. Distribution fee of 1.25% + 1/2 the upside vs. the strike spread 

Up to $100mm of Aa2/AA @ an all-in strike spread (including portfolio advisory fees) of 
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200bps. Distribution fee of 2.50% + 1/2 the upside vs. the strike spread 
-- Up to $80mm of Aa3/AA- @ an all-in strike spread (including portfolio advisory fees) of 
250bps. Distribution fee of 3.00% + 1/2 the upside vs. the strike spread 
-- Up to $100mm of A2/A @ an all-in strike spread (including portfolio advisory fees) of 
500bps. Distribution fee of 4.00% + 1/2 the upside vs. the strike spread 

My assumption is that we can execute at the levels below, and P&L in that case would be up 
to $19mm for this trade: 

supersenior @ 50bps 
Aaa/AAA. @·L+'7-5bps-(+25bps- of-- pocrtfolio· a-dvi-so1:'y-f.eesJ=-lOObps·- --------------~---- .. -~--.-.--.----­
Aa2/AA @ L+90bps (+50bps of portfolio advisory fees) = 140bps 
Aa3/AA- @ L+115bps (+50bps of portfolio advisory fees) = 165bps 
A2/A @ L+300bps (+100bps of portfolio advisory fees) = 400bps 

Please let me know if you have comments on this, thanks. 

From: Tourre, Fabrice 
Sent: Thursday, January 18, 2007 9:59 AM 
To: Lehman, David A.; Swenson, Michael; Ostrem, Peter L; Rosenblum, David J. 
Cc: Wisenbaker, Scott; ficc-mtgcorr-desk 
Subject: ACA/Paulson post 

ACA is going to be ok acting as portfolio selection agent for Paulson, in exchange for a 
portfolio advisory fee of at least $lmm per year. We will have to distribute supersenior 
through single-A rated notes off a static portfolio of mezzanine subprime RMBS obligations 
selected by ACA. 

The transaction will not be broadly marketed until February 23 since ACA is already locked 
with another investment bank until that date. If everyone agrees, the idea is to quietly 
show this trade to a select number of accounts, and broadly announce the transaction on 
Feb 23 if it fits with the overall CDO pipeline and if we feel ok with our existing Baa2 
RMBS risk position. 

We are trying to get Paulson to give us an order on the following tranches: 

Up to $l,300mm of supersenior @ a strike spread of 34bps. Distribution fee of 0.20% + 
1/2 the upside vs. the strike spread 

Up to $240mm of Aaa/AAA @ an all-in strike spread (including portfolio advisory fees) 
of 100bps. Distribution fee of 1.00% + 1/2 the upside vs. the strike spread 
-- Up to $100mm of Aa2/AA @ an all-in strike spread (including portfolio advisory fees) of 
150bps. Distribution fee of 2.00% + 1/2 the upside vs. the strike spread 
-- Up to $80mm of Aa3/AA- @ an all-in strike spread (including portfolio advisory fees) of 
175bps. Distribution fee of 2.50% + 1/2 the upside vs. the strike spread 
-- Up to $100mm of A2/A @ an all-in strike spread (including portfolio advisory fees) of 
425bps. Distribution fee of 3.00% + 1/2 the upside vs. the strike spread 

My assumption is that we can execute at the levels below, and P&L in that case would be up 
to $15mm for this trade ($7.5mm for a $lbn trade): 

supersenior @ 25bps 
Aaa/AAA @ L+60bps (+20bps of portfolio advisory fees) = 85bps 
Aa2/AA @ L+80bps (+50bps of portfolio advisory fees) = 130bps 
Aa3/AA- @ L+95bps (+50bps of portfolio advisory fees) = 145bps 
A2/A @ L+275bps (+100bps of portfolio advisory fees) = 375bps 
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From: 
Sent: 
To: 
Subject: 

***INTERNAL ONLY*** 

GS Syndicate 
Tuesday, February 27,20078:58 AM 
T -Mail Subscribers 
ABACUS 2007-AC1 -- Marketing Points (INTERNAL ONLY) [T-Mail] 

ABACUS 2007-ACl - 2bn synthetic RMBS COO 

OVERVIEW 
• Static portfolio consisting entirely of "Baa2"-rated midprime/subprime RMBS selected 

by ACA 
• ACA is one of the largest and most experienced COO managers in the world (see Overview 

of ACA below) 
• Goldman's market-leading ABACUS program currently has $5.1bn in outstanding CLNs with 

strong secondary trading desk support 

RELATIVE VALUE 

• 

• 
• 

Reference Portfolio more conservative (360 WARF) than traditional mezz ABS COOs 
(450-500 WARF) 
Capital Structure less aggressive than traditional mezz ABS COOs (see comp below) 
Attractive spreads relative to ABS COOs currently in the market (see comps below) 

PORTFOLIO 
• Granular portfolio of 90 equally-sized reference obligations selected by ACA 
• Static reference portfolio fully-identified, with no reinvestment, removals, 

substitutions or discretionary trading 
• 100% Baa2 Moody's-rated subprime/midprime (360 Moody's WARF) 
• Diversified across 30 shelves and 24 servicers 

STRUCTURE 
• 
• 
• 

• 
• 
• 
• 

Tranches offered across the entire capital structure 
No IC/OC tests: ABACUS notes will be uncapped and non-deferrable 
Sequential Principal Paydown Sequence: no subordination is leaked to residual tranches 
under any circumstance 
No upfront structuring fees 
Investors will not bear WAC and/or available funds cap risk 
Projected 4- to 5- year tranche WALs at the reference portfolio pricing speed 
Tranches available in unfunded CDS format as well as in CLN format (in all major 
currencies) 

OVERVIEW OF ACA MANAGEMENT LLC 

• 
• 
• 
• 

• 

One of the largest COO managers in the world 
Currently manages approximately $16bn in collateral assets across 22 COOs 
No rated notes in any ACA's COOs have ever been downgraded 
ACA team consists of 30 dedicated credit and portfolio management professionals with 
on average 13 years of relevant experience 
Portfolio Selection Fee structure aligns manager's incentive with investors' 

COMPs: 

ABACUS 2007-ACl TABS 2007-7 Alpha Mezz COO Draco 2007-1 
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Pricing Date 
Portfolio Advisor 

Underlying Portfolio 
WARF: 
Lowest Moody's: 
% NIG: 
% ABS COOs: 
% RMBS: 

ACA 

360 
Baa2 
0% 
0% 
100% 

Feb-07 
Tricadia 

450 
Ba2 
5% 
22% 
78% 

-~~Re.i-nves.&ment-Be*.i-Gd-~--N!A----- __ ~ 4---¥ears 
Principal Repayments: Sequential 
Interest Shorfalls: N/A 

Capital Structure 
Aaa/AAA C/E: 
Aa2/AA C/E: 
Aa3/AA- C/E: 
A2/A C/E: 

Pricing 
Aaa/AAA Pricing: 
Aa2/AA Pricing: 
Aa3/AA- Pricing: 
A2/A Pricing: 

Expected Timing: 

21. 0% 
18.0% 
13.0% 
10.0% 

L+ [ 
L+[ 
L+[ 
L+[ 

Price Guidance & Red - w/o March 5, 2007 

Disclaimer: 

Mod Pro-Rata 
Fixed Cap 

25.7% 
15.0% 

11. 9% 

L+55 
L+65 

L+275 

Feb-07 
Countrywide 

525 
Ba2 
5% 
15% 
85% 

Jan-07 
Declaration 

450 

0% 
3% 
97% 

-------A-y-ear.s ~--~---5--ll-ear_s 
Mod Pro-Rata 
Fixed Cap 

21. 0% 
15.0% 
14.0% 
9.4% 

L+44 
L+55 
L+62 
L+160 

Mod Pro-Rata 
Fixed Cap 

23.4% 
17.4% 

11. 2% 

L+48 
L+58 

L+225 

This memorandum is solely for internal use in the offices of Goldman, Sachs, and copies of this memorandum or any portion thereof 
may not be made available to customers or otherwise distributed outside the offices of Goldman, Sachs. If applicable, the information 
contained herein should be considered in conjunction with the prospectus or other official offering document relating to these 
securities which may be subject to completion or amendment. 
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CONFIDENTIAL 

February [ ], 2007 

Paulson Credit Opportunities Master Ltd. 
c/o Paulson & Co. Inc. 
590 Madison Avenue, 29th Floor 
New York, NY 10022 

Dear Sirs: 

DRAFT 2/5/2007 

This letter (the "Letter Agreement"), when countersigned by you, will confirm that 
Paulson Credit Opportunities Master Ltd. (Paulson Credit Opportunities Master Ltd., 
together with its affiliates, "PCO") has retained Goldman, Sachs & Co. to (1) purchase 
credit protection on the Targeted Tranches of a portfolio of residential mortgage backed 
securities (each, a "Reference Obligation", and collectively, the "Reference Portfolio"), 
through one or more credit default swaps (each a "Back-to-Back CDS") between 
Goldman and certain counterparties (each such counterparty, a "Back-to-Back 
Protection Seller") and/or through the offering of multiple tranches of secured securities 
(such securities, the "Notes") of a synthetic resecuritization (the "CDO") that are 
expected to be issued from a special purpose company (the "Issuer") and (2) 
simultaneously sell to PCO, subject to the provisions of Paragraph 10, credit protection 
through one or more credit default swaps between PCO and Goldman (each, a "PCO 
CDS") matching each Back-to-Back CDS and/or Issuer CDS (except to the extent 
described in this Letter Agreement). For the purpose of this Letter Agreement, 
"Goldman" means Goldman, Sachs & Co. or any of its affiliates, provided however, that 
Goldman Sachs & Co. will guaranty the performance of this agreement by any such 
affiliate. Capitalized terms used herein and not otherwise defined have the meanings 
assigned to such terms in Annex B attached hereto. 

The final terms and conditions of any Notes issued in connection with the CDO and the 
final terms and conditions of any Back-to-Back CDS will be set forth in complete 
documentation suitable in form and substance to Goldman and PCO. 
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1. Services of Goldman. It is currently contemplated that, in connection with the 
CDO, the Issuer will undertake one or more offerings and/or placements of 
securities (each an "Offering", the first such Offering, the "Initial Offering", and 
the securities placed, the "Notes"), pursuant to Regulation S and/or Rule 144A, as 
the case may be, under the Securities Act of 1933, as amended, in the United States 

·-·-·-·---·····--····-~--·\)r-othefwise~. I+-is-agr-ee<i-that-G0Idman,su.bj.ect-to-the....conditions...herein,.....wilLhe'----_____ _ 
offered the right to act as the sole book-running lead manager and/or lead placement 
agent in each Offering. If Goldman agrees to act in such capacity, the Issuer and 
Goldman will enter into an appropriate form of underwriting, placement agency or 
other agreement relating to the type of transaction involved and containing 
customary terms and conditions, including provisions relating to our indemnity. 
Except to the extent that Goldman may separately commit in such an underwriting, 
placement agency or other agreement to purchase securities, there is no 
understanding or obligation, expressed or implied, on Goldman's part of a 
commitment by Goldman to act as underwriter or placement agent with respect to 
an Offering or to purchase or place any securities in connection therewith and that 
any securities will be placed on a best efforts basis. Goldman's execution of such 
underwriting, placement agency or other agreement will be subject in its complete 
discretion to, among other things, mutual agreement as to the underwriting and 
offering documentation and terms, satisfactory completion of its due diligence 
investigation, its internal approval processes and, of course, market conditions. 

In addition, there is no understanding or obligation, expressed or implied, on 
Goldman's part of a commitment by Goldman to enter into any Back-to.:Back CDS 
and Goldman will only enter into such Back-to-Back CDS on a best efforts basis. 
Goldman's execution of any documentation related to a Back-to-Back CDS will be 
subject in its complete discretion to, among other things, mutual agreement as to the 
documentation and terms, its internal approval processes and, of course, market 
conditions. 

Subject to paragraph 8 of this Letter Agreement, the timing, amount and other terms 
of any issuance of the Notes or Goldman's entry into any Back-to-Back CDS shall 
be determined by Goldman in its sole discretion. Goldman agrees to consult with 
PCO regarding the timing of such issuance of the Notes or Goldman's entry into 
any Back-to-Back CDS. PCO agrees to promptly provide Goldman with all 
relevant information regarding the timing, status or other aspects of any other CDO 
transactions which may have a bearing on the marketing of the Notes or Goldman's 
ability to enter into any Back-to-Back CDS. 

2. Contemplated Offering. We understand, in connection with the CDO, that when the 
Issuer offers Goldman the right to act as the sole underwriter and/or sole placement 
agent in accordance with Paragraph 1 of this Letter Agreement, Goldman expects, 
subject to, among other things, the satisfactory completion of due diligence and the 
terms and conditions set forth in one or more placement agency agreements or other 
appropriate form of documentation, that it will purchase the securities issued as part 
of the Offering and offer them to prospective purchasers at a price to be agreed 
upon at the time of execution of such agreement. 
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The appointment of any co-managers in respect of any Offering will be subject to 
prior consent by Goldman. 

As stated in Paragraph 1 above, PCO understands that until any such related 
placement or other agreement is signed, Goldman is not under any obligation, 

---------expr:es-s---Gf-implied,--to-PUf-ehase or place securitieB~ILConnection herewith. 
Goldman understands that the Issuer is under no obligation, express or implied, to 
complete an Offering until any such related placement or other agreement is signed. 

In addition, as stated in Paragraph 1, PCO understands that until any such related 
documentation is signed, Goldman is not under any obligation, express or implied, 
to enter into any Back-to-Back CDS in connection herewith. 

3. Issuer and its Structure; Additional Roles of Goldman. In connection with the 
Initial Offering of the CDO, it is anticipated that Goldman will enter into several 
agreements with the Issuer, including (i) a credit derivative transaction (the "Issuer 
CDS"), (ii) a basis swap transaction (the "Basis Swap"), (iii) a collateral put 
agreement (the "Collateral Put"), (iv) a collateral disposal agreement (the 
"Collateral Disposal Agreement"), and that the Portfolio Selection Agent will 
enter into a portfolio selection agency agreement with the Issuer (the "Portfolio 
Selection Agency Agreement"). 

Pursuant to the Issuer CDS, it is anticipated, among other things, that: 

• Goldman Sachs Capital Markets (or an affiliate thereof) will act as 
protection buyer (the "Protection Buyer"), buying protection on all or a 
portion of the Targeted Tranches; 

• The Protection Buyer will make premium payments to the Issuer on an 
actuaV360 day count convention on the notional amount of such Issuer CDS 
corresponding to the stated spread over the benchmark index for each Class 
of Notes, as reduced from time to time upon (1) principal repayments on any 
Reference Obligation (to the extent the cumulative principal repayments 
exceed one minus the Exhaustion Point (as set forth in Annex B) of the 
related Targeted Tranche immediately prior to such determination), (2) 
Credit Events with respect to any Reference Obligation (to the extent the 
cumulative Loss Amounts exceed the related Targeted Tranche Attachment 
Point (as set forth in Annex B) immediately prior to such determination), 
and (3) any Partial Optional Redemption or optional redemption in whole 
of the Notes); 

• The notional amount of each tranche will be reduced in sequential order of 
priority in connection with the amortization of the Reference Portfolio and 
the notional amount of each tranche will be reduced in reverse sequentially 
order of priority in connection with Credit Events related to the Reference 
Portfolio; 
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• The Protection Buyer will make an up front payment to the Issuer in order to 
cover, among other things, up front expenses as described in paragraph 6 of 
this agreement; 

• The Issuer will use the proceeds received from the issuance of the Notes to 
--------------------~inv~~~~m~r~n~e~-~+Uctu~~~~cur~~b~e~'~'C~owl~la"t~eruaul ____________ ~ 

Securities") and eligible investments ("Eligible Investments") 
(collectively, the "Collateral") selected by the Protection Buyer. Any 
principal repayments on Collateral will be reinvested into replacement 
Collateral selected by the Protection Buyer and meeting the applicable 
criteria specified in the Issuer CDS; 

• The Protection Buyer will make ongoing payments to the Issuer covering 
ongoing transaction administrative expenses and any Portfolio Selection 
Fees; 

• "Failure to Pay Principal" and "Writedown" (as defined in a manner 
consistent with the current form of the Credit Derivative Transaction on 
Mortgage-Backed Security with Pay-As-You-Go or Physical Settlement 
(Form I) (Dealer Form) published by the International Swaps and 
Derivatives Association, Inc. (the "ISDA Dealer Form")) will be the sole 
credit events (the "Credit Events") under the CDO governing documents; 

• A loss amount (a "Loss Amount") shall be determined following the 
occurrence of a Credit Event. Such Loss Amount will be equal to (a) the 
related "Writedown Amount" (as defined in the ISDA Dealer Form) 
following the occurrence of a Writedown and (b) the related "Principal 
Shortfall Amount" (as defined in the ISDA Dealer Form) following the 
occurrence of a Failure to Pay Principal; 

• Following a Credit Event, the Protection Buyer will receive a cash 
settlement amount equal to the amount by which the related Loss Amount 
reduces the notional amount of the Targeted Tranche; 

• There will be no discretionary substitution, reinvestment or replacement of 
Reference Obligations; 

• The Protection Buyer will be sole notifying party of a Credit Event; 

• The Protection Buyer, in its sole discretion, will have the right to terminate 
(with no termination payment payable by the Protection Buyer) portions of 
the Issuer CDS related to the classes of Notes on any Payment Date 
occurring after the date that is specified in the indenture or related pricing 
supplement (in each case, the "Applicable Non-Call Period" and any such 
redemption, a "Partial Optional Redemption"), and the Notes redeemed in 
connection with any such Partial Optional Redemption will be redeemed at 
par; for the avoidance of doubt, based on market conditions, Goldman, in its 
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sole discretion, will have the right to cause the Issuer to issue Notes with 
Non-Call Periods longer than the Non-Call Period described above; 

• The Protection Buyer shall be the calculation agent; and 

-~---~-~--e.~---+TefII1inat-iefl--paymoot-s-payaOl€-t-O--th~r-OtectiQn--Buy-er----WilLbe--subor.u.djUJn""at .... e""'d_~ ____ _ 
to payment of principal of the related Notes solely in the event of a 
termination of the Issuer CDS (i) in respect of which the Protection Buyer is 
the "Defaulting Party" (as such term is defined in the Issuer CDS) or (ii) for 
which the Protection Buyer was the sole "Affected Party" (as such term is 
defined in the Issuer CDS) (other than in connection with a "Tax Event" or 
"Illegality", in each case as defined in the Issuer CDS). 

A preliminary Reference Portfolio is identified in Annex C. Goldman and pca 
have appointed [ACA Entity] (the "Portfolio Selection Agent") to help select the 
final Reference Portfolio in return for the payment of the Portfolio Selection Fees. 
The Reference Portfolio selected may be modified upon the mutual agreement of 
Goldman, pca and the Portfolio Selection Agent. 

"Moody's" means Moody's Investors Service, Inc. and any successor or successors 
thereto. 

"S&P" means Standard & Poor's Rating Services, a division of The McGraw-Hill 
Companies, Inc. or any successor to the ratings business thereof. 

Pursuant to the Basis Swap, it is anticipated, among other things, that: 

• Goldman Sachs Mitsui Marine Derivatives Product Inc. (or an affiliate 
thereot) will act as basis swap counterparty (the "Basis Swap 
Counterparty"); 

• Each payment period, the Issuer will swap with the Basis Swap 
Counterparty the total interest proceeds received on the Collateral held by 
the Issuer in exchange for the benchmark index of the Notes, based upon the 
aggregate outstanding amount of the Notes, as reduced from time to time by 
principal amortization of the Reference Portfolio, Credit Events, and/or 
Partial Optional Redemption or optional redemption in whole of the Notes; 

• The Basis Swap Counterparty shall be the calculation agent; and 

• Termination payments payable to the Basis Swap Counterparty will be 
subordinated to payment of principal of the related Notes solely in the event 
of a termination of the Basis Swap (i) in respect of which the Basis Swap 
Counterparty is the "Defaulting Party" (as such term is defined in the Basis 
Swap), (ii) resulting from a downgrade of the Basis Swap Counterparty's 
credit rating or (iii) in which the Basis Swap Counterparty was the sole 
"Affected Party" (as such term is defined in the Basis Swap) (other than in 
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connection with a "Tax Event" or "Illegality", in each case as defined in the 
Basis Swap). 

Pursuant to the Collateral Put, it is anticipated, among other things, that: 

--------.~. --GoldmaILS.achuntematiQ .. naL(or an affiliate thereot) will act as collateral 
put provider (the "Collateral Put Provider") and as compensation for 
acting as Collateral Put Provider will receive a fee of [0.06]% per annum 
accrued on an actual!360 day count convention on a notional amount equal 
to the aggregate outstanding amount of the Notes at the beginning of the 
related accrual period; 

• The Collateral Put Provider will cover any shortfall to par plus accrued 
interest arising from the liquidation of Collateral Securities and certain 
Eligible Investments held by the Issuer solely in connection with (i) 
principal amortization of the Reference Portfolio, (ii) recoveries on 
Reference Obligations following Credit Events, in the case of (i) and (ii) 
leading to principal amortization of one or more Classes of Notes, (iii) a 
Partial Optional Redemption or optional redemption in whole of the Notes 
and (iv) a redemption of the Notes at maturity; 

• The Collateral Put Provider will not cover any shortfalls in paying cash 
settlement amounts to Goldman following Credit Events if the Collateral 
Securities and certain Eligible Investments liquidated to make such payment 
is liquidated at a price of below 100% (in which case such market value risk 
will be borne by the Protection Buyer for such aforementioned Collateral 
who will be deemed to have been paid the related cash settlement amount in 
full) and (ii) with respect to the liquidation of Collateral in connection with a 
mandatory redemption (following a default of any Collateral Security, a 
default of Goldman, an adverse tax event, an event of default (as defined in 
the related CDO indenture) or other mandatory redemption events); 

• The Collateral Put Provider shall be the calculation agent; and 

• No termination payment will be payable under any circumstances III 

connection with the Collateral Put. 

Pursuant to the Collateral Disposal Agreement, it is anticipated, among other things, 
that: 

• Goldman, Sachs & Co. (or an affiliate thereot) will act as collateral disposal 
agent (the "Collateral Disposal Agent"); and 

• In connection with any liquidation of Collateral Securities held by the Issuer 
that may be required from time to time, whether in connection with (i) a 
Credit Event or (ii) principal amortization of the Notes (including pursuant 
to an Optional Redemption in part), the Collateral Disposal Agent shall 

6 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-002446044 



select in its sole discretion which Collateral Security or Collateral Securities 
shall be liquidated to satisfy such requirement. 

4. Back-to-Back CDS. 

-------------'G{)Jdrnan-wiU,--subject..:1o--1heJermLoLthis~ctteLAgre-ement.-p'-"'u"-'rc~h .... a"'se"----'<c~re~d'!c'it'---_____ _ 
protection from swap counterparties of its choice under one or more Back-to-Back 
CDS. 

Pursuant to each Back-to-Back CDS, it is anticipated, among other things, that: 

• The Protection Buyer will buy protection on all or a portion of the Targeted 
Tranches; 

• The Protection Buyer will make premium payments to the related Back-to­
Back Protection Seller on an actuaV360 day count convention on the 
notional amount of such Back-to-Back CDS, as reduced from time to time 
upon (1) principal repayments on any Reference Obligation (to the extent 
the cumulative principal repayments exceed one minus the Exhaustion Point 
(as set forth in Annex B) of the related Targeted Tranche immediately prior 
to such determination), (2) Credit Events with respect to any Reference 
Obligation (to the extent the cumulative Loss Amounts exceed the related 
Targeted Tranche Attachment Point (as set forth in Annex B) immediately 
prior to such determination), and (3) any optional termination of the Back­
to-Back CDS following the expiration of its Applicable Non-Call Period (as 
defined below); 

• The notional amount of each tranche will be reduced in sequential order of 
priority in connection with the amortization of the Reference Portfolio and 
the notional amount of each tranche will be reduced in reverse sequentially 
order of priority in connection with Credit Events related to the Reference 
Portfolio; 

• "Failure to Pay Principal" and "Writedown" (as defined in a manner 
consistent with the ISDA Dealer Form) will be the sole Credit Events; 

• A loss amount (a "Loss Amount") shall be determined following the 
occurrence of a Credit Event. Such Loss Amount will be equal to (a) the 
related "Writedown Amount" (as defined in the ISDA Dealer Form) 
following the occurrence of a Writedown and (b) the related "Principal 
Shortfall Amount" (as defined in the ISDA Dealer Form) following the 
occurrence of a Failure to Pay Principal; 

• Following a Credit Event, the Protection Buyer will receive a cash 
settlement amount equal to the amount by which the related Loss Amount 
reduces the notional amount of the Targeted Tranche; 
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• There will be no substitution, reinvestment or replacement of Reference 
Obligations; 

• The Protection Buyer will be sole notifying party of a Credit Event; 

---------.----!T-he-P-rot~ti_GIl-Illlyer,-in-it-S-SGle--discr-etion,wjlLha¥e-tbe right to terminate 
(with no termination payment payable by the Protection Buyer) a Back-to­
Back CDS on any Payment Date occurring after the date that is specified for 
such Back-to-BackCDS (in each case, the "Applicable Non-Call Period"); 
and 

• The Protection Buyer shall be the calculation agent. 

5. Breakage. If this Letter Agreement is terminated prior to the completion of the 
distribution of a notional amount of each Targeted Tranche equal to the Maximum 
Notional Amount of such Targeted Tranche by notification from PCO (in such 
capacity, the "Terminating Party") to Goldman (in such capacity, the "Non­
Terminating Party") of such termination, then the Non-Terminating Party will be 
entitled to payment in an amount equal to the aggregate of any reasonable and 
documented out-of-pocket expenses (including, without limitation, attorneys, rating 
agency and accounting fees and printing costs) borne by the Non-Terminating Party 
in connection with its activities under this agreement and submitted to the 
Terminating Party, provided however that (i) no payment shall be due to the extent 
that such out of pocket expenses are less than the total amount paid by PCO to 
Goldman under Paragraph 6 hereof and (ii) if such out of pocket expenses exceed 
the total amount paid by PCO to Goldman under Paragraph 6 hereof, PCO shall be 
liable to Goldman only as to the amount of such excess. Any such amounts payable 
pursuant to this paragraph will be paid in immediately available funds to the Non­
Terminating Party by the Terminating Party. 

6. Fees: Expenses. On the closing date of the CDO (the "Closing Date") or as 
promptly as practicable after such closing date, the Issuer shall pay (using proceeds 
received from an up front payment (the "Upfront Payment") made by the 
Protection Buyer at the Closing Date), without duplication, (i) reasonable fees and 
expenses of Goldman's outside counsel incurred in connection with the CDO, (ii) 
reasonable fees and expenses of counsel to the Issuer (if different from outside 
counsel to Goldman) and any other agents or professionals engaged by Goldman in 
structuring the CDO (other than the Portfolio Selection Agent) and executing the 
Initial Offering including local legal counsel, trustee, accountant, local 
administrator, printer, rating agency and their respective counsels, and other fees 
and expenses, plus any sales, use or similar taxes (including additions to such taxes, 
if any) arising in connection with any matter referred to in this Letter Agreement 
and (iii) the cost (in excess of par) of any Collateral Securities acquired by the 
Issuer on the Closing Date. 

Each Back-to-Back CDS or Issuer CDS, as the case may be, and the matching PCO 
CDS shall be executed simultaneously (such date of execution, an "Effective 
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Date"). On each Effective Date, PCO will make a payment to Goldman equal to, for 
each Targeted Tranche for which an Issuer CDS or Back-to-Back CDS was 
executed on such Effective Date, the product of (a) the Up front Fee Rate for such 
Targeted Tranche, as defined in Annex B, and (b) the notional amount of the PCO 
CDS for such Targeted Tranche. In addition, on the later of (i) the Closing Date 
and (ii) the first Effective Date on which cumulatively at least $[500,000,000] 
aggregate notional amount of the Targeted Tranches have been distributed on or 
prior to such date, PCO will make a payment to Goldman equal to $[2,000,000]. 

PCO will also pay all fees and expenses of PCO' s outside counsel incurred in 
connection with each PCO CDS and the arrangements contemplated hereby. 

The Notes may be issued in US Dollars or other currencies at Goldman's sole 
discretion. If Goldman elects to place any Notes in a currency other than US 
Dollars, PCO shall have the option to either (i) bear the currency risk associated 
with such non-US Dollar placement or (ii) allow Goldman to bear such risk, in 
which case PCO will pay the Strike Spread associated with such notional amount of 
the related tranche on the US Dollar equivalent of such issued notional amount. 

7. Reserved. 

8. Term of Letter Agreement. This Letter Agreement shall terminate on the earlier of 
(i) [June 30], 2007 (the "Expiration Date") and (ii) the pricing date on which, for 
each Targeted Tranche, the aggregate notional amount of the PCO CDS is at least 
equal to the Maximum Notional Amount of the Targeted Tranche (the earlier of (i) 
and (ii), the "Final Date"), or such earlier date upon receipt by either party hereto 
of written notice of the other party's desire to terminate the Letter Agreement. 
Notwithstanding the foregoing, the provisions of Paragraphs 4, 5, 9 and 19 shall 
survive any such termination hereof 

9. Nature of Relationship. As you know, Goldman Sachs is a full service securities 
firm engaged, either directly or through its affiliates in various activities, including 
securities trading, investment management, financing and brokerage activities and 
financial planning and benefits counseling for both companies and individuals. In 
the ordinary course of these activities, Goldman Sachs may actively trade the debt 
and equity securities (or related derivative securities) ofPCO and other companies 
which may be the subject of the matters contemplated by this Letter Agreement for 
their own account and for the accounts of their customers and may at any time hold 
long and short positions in such securities .. 

PCO recognizes that pursuant to this Letter Agreement Goldman Sachs will rely 
upon and assume the accuracy and completeness of all of the financial, accounting, 
tax and other information discussed with or reviewed by Goldman Sachs for such 
purposes, and it does not assume responsibility for the accuracy or completeness 
thereof Goldman Sachs will have no obligation to conduct any independent 
evaluation or appraisal of the assets or liabilities of PCO or any other party or to 
advise or opine on any related solvency issues. It is understood and agreed that 
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Goldman Sachs will act under this Letter Agreement as an independent contractor 
and nothing in this letter or the nature of our services shall be deemed to create a 
fiduciary, advisory or agency relationship between Goldman Sachs and PCO or 
their respective stockholders, employees or creditors. Nothing in this Letter 
Agreement is intended to confer upon any other person (including stockholders, 

--------~empleyees-t>r---erecl1ti:)r-s of peG) any rights or re-medies her-wnder or by r.easO'Hn----~-­
hereof 

In connection with any transaction contemplated in this Letter Agreement, Goldman 
Sachs is acting as arms' -length counterparty to PCO. Goldman Sachs is not acting 
as agent or advisor to PCO with respect to any such transaction or the terms thereof 
PCO, together with its legal, accounting and independent financial advisors, if any, 
must determine whether to accept the terms of any such transaction. 

10. Agreement to Trade. On each Effective Date, PCO will enter into one or more PCO 
CDS under which PCO will purchase from Goldman credit protection on a Targeted 
Tranche, in an amount equal to the notional amount of the Back-to-Back CDS 
executed on such Effective Date or Notes sold on such date with respect to the same 
Targeted Tranche, in each case only if (1) the Pricing Spread for such Back-to-Back 
CDS or such Notes is less than or equal to the Strike Spread for the Targeted 
Tranche as described in Annex B, (2) the Applicable Non-Call Period is three years 
from the first Payment Date, (3) the aggregate notional amount of Back-to-Back 
CDS and Issuer CDS for such Targeted Tranche (taking into account the Back-to­
Back CDS or Issuer CDS for such Targeted Tranche executed on such Effective 
Date) is less than or equal to the Maximum Notional Amount of the Targeted 
Tranche and (4) such Effective Date occurs prior to the Expiration Date; provided 
that, in its discretion, PCO may waive the requirements set forth in clauses (2) and 
(3) with respect to any Back-to-Back CDS or Notes and any Effective Date. The 
terms and conditions of the each PCO CDS shall be identical to the terms and 
conditions of the related Back-to-Back CDS or Issuer CDS, as the case may be, as 
summarized in this Letter Agreement (except for Goldman's role as calculation 
agent under each such CDS,· terms related to the Collateral Securities and in 
connection with any amounts payable pursuant to Paragraph 6 of this Letter 
Agreement) unless such terms and conditions are revised subject to mutual 
agreement by Goldman and PCO. 

11. Disclosure of Transaction. Without the prior consent of Goldman, PCO may not 
discuss or disclose any information about the Offering, any Back-to-Back CDS, any 
PCO CDS or any transaction relating thereto with any third party other than (i) to its 
legal, tax, accounting and other professional advisors and (ii) to the extent required 
by any applicable law. After the closing of the Offering, Goldman may publish a 
notice of the transaction in such format, in such publications and at such times as 
Goldman may deem appropriate and consistent with its customary practices. 
Communication of an approval or disapproval of any such notice referred to in this 
paragraph shall be made by the end of the second business day following the date 
such notice is submitted for approval. 
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12. Reserved. 

13. Amendments. This Letter Agreement may not be amended or modified or any term 
hereof waived except in a writing executed by each of the parties hereto. 

----------Jll.-"t4-.-Assignments Goldman may, in the performance of its services hereunder, delegate 
the performance of all or certain of such services as it may select to other Goldman 
affiliates or any affiliated entities; provided, however, that no such delegation by 
Goldman shall in any respect affect the terms hereof, and Goldman shall be 
responsible for any acts or omissions by any of its affiliated entities in the 
performance of any services delegated hereunder to such entity. In connection 
therewith, Goldman may direct with reasonable advance notice, prior to the 
payment of any amount to be made to it hereunder, that payment of such amount be 
made, in whole or in part, to a Goldman affiliated entity in satisfaction of the 
payment of such amount due to Goldman hereunder. 

15. Enforceability of Provisions. The invalidity or enforceability of any provisions of 
this Letter Agreement shall not affect the validity or enforceability of any other 
provisions of this Letter Agreement, which shall remain in full force and effect. 

16. Reserved. 

17. Choice of Law: Waiver of Jury Trial: Submission to Jurisdiction. This Letter 
Agreement shall be governed by and construed in accordance with the laws of the 
State of New York without regard to the conflicts of laws provisions thereof. ANY 
RIGHT TO TRIAL BY JURY WITH RESPECT TO ANY CLAIM OR ACTION 
ARISING OUT OF THIS LETTER AGREEMENT OR CONDUCT IN 
CONNECTION WITH THIS LETTER AGREEMENT IS HEREBY WAIVED. 
The parties hereto submit to the exclusive jurisdiction of the federal and New York 
State courts located in the Borough of Manhattan of the City of New York in 
connection with any dispute related to this Letter Agreement or any of the matters 
contemplated hereby. 

18. No Third Party Beneficiaries. There are no beneficiaries of this Letter Agreement 
other than the named parties. 

19. Miscellaneous. Goldman does not provide accounting, tax or legal advice. 
Notwithstanding anything herein to the contrary, PCO is authorized to disclose to 
any person, the U.S. federal and state income tax treatment and tax structure of the 
potential transaction and all materials of any kind (including tax opinions and other 
tax analyses) provided to PCO relating to that treatment and structure, without 
Goldman imposing any limitation of any kind. However, any information relating to 
the tax treatment and tax structure shall remain confidential (and the foregoing 
sentence shall not apply) to the extent necessary to enable any person to comply 
with securities laws. For this purpose, "tax structure" is limited to any facts that 
may be relevant to that treatment. 
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If this Letter Agreement correctly sets forth PCO's understanding, please so confirm by 
countersigning and returning the enclosed copy. Upon receipt of the copy by Goldman, 
this Letter Agreement shall be deemed a binding agreement. 

We are delighted to accept this agreement and look forward to working with you on this 
assignment. 

Very truly yours, 

(GOLDMAN, SACHS & CO.) 

PAULSON CREDIT OPPORTUNITIES MASTER LTD. 

By: ____________________ _ 

Name: ---------------------
Title: ____________________ _ 

Date: __________________ _ 
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AnnexA 

Reserved 
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AnnexB 

"Targeted Tranche" means each of the Super Senior, Class A, Class B, Class C and 
Class D tranche that Goldman will distribute on a best efforts basis, as set forth in the 

--~-------nc~01umn'1rranc~~T~tlre1~We~~e~lo~w~.---------------

"Distributed Tranche" means, with respect to an Effective Date, a tranche that has been 
distributed (through Goldman's purchase of credit protection through a Back-to-Back 
CDS or Issuer CDS) on such Effective Date. 

"Executed Spread" means, with respect to a PCO CDS, the Pricing Spread of the related 
Distributed Tranche. 

"Minimum Fee Rate" means for each Distributed Tranche the rate as set forth in the 
table below in the column "Minimum Fee Rate" corresponding to the row related to such 
tranche. 

"Payment Date": With respect to any Back-to-Back CDS or Issuer CDS, the 28th of 
each month or if such day is not a Business Day, the next succeeding Business Day, 
commencing on the month following the Effective Date and ending on the date specified 
in the related documentation. 

"Portfolio Selection Fee": With respect to any Targeted Tranche and any Payment Date, 
the product of (i) the average daily Aggregate Outstanding Amount of Notes of such 
Targeted Tranche during the related accrual period, (ii) the per annum Portfolio Selection 
Fee Rate for such Targeted Tranche as set forth in the table below and (iii) the actual 
number of days in such accrual period divided by 360; provided that the aggregate 
Portfolio Selection Fees for the period commencing on the Closing Date and ending 1 
year later and for each annual period thereafter during the Non-Call Period shall be no 
less than $[1,000,000], 

"Pricing Spread" means, (i) for each Class of Notes, the sum of (a) the stated spread 
above or below the index stated for the Notes of such Class issued on the Closing Date, 
as set forth in the indenture or issuing and paying agency agreement relating to the Notes, 
as applicable, and on the related Notes; provided that, with respect to any Class of Notes 
issued at a discount or premium to par, the amount determined pursuant to this subclause 
(a) shall be the discount margin (to maturity) to the index stated for the Notes of such 
Class, (b) 0.06% per annum related to the Collateral Put Provider fee and (c) the per 
annum Portfolio Selection Fee Rate with respect to such Targeted Tranche as set forth in 
the table below and (ii) for each Back-to-Back CDS, the stated fixed rate spread with 
respect to such tranche. 

"Initial Reference Portfolio Notional Amount" means $[2,000,000,000] 

"Strike Spread" means, with respect to each Distributed Tranche, the percentage 
corresponding to such tranche as set forth in the column "Strike Spread" in the table 
below. 
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Tranche 

"Maximum Notional Amount": For each Targeted Tranche, the product of (i) the 
percentage corresponding to such tranche as set forth in the column "Tranche Notional 
Amount (%)" in the table below and (ii) the Initial Reference Portfolio Notional Amount. 

"Upfront Fee Rate" means, for each Distributed Tranche, the sum of (A) the Minimum 
Fee Rate for such tranche and (B) the product of (i) 50%, (ii) 3 and (iii) the greater of (a) 
·zeny-and-Cb)tlredifference-between-(~)-the-Strike-SlJTead-and(y}ihe-Executed-Spread~--·-- .------~--------

Target Ratings Attachment Exhaustion Notional Maximum Strike Spread Minimum Portfolio 
(Moody's/S&P) Point (% of Point (%of Amount (% of Notional Fee Rate Selection 

Initial Initial Initial Amount of Fee Rate 
Reference Reference Reference Targeted 
Portfolio Portfolio Portfolio Tranche ($mm) 
Notional Notional Notional 

Amount)- Amount)* Amount) 

Super Senior [35.00]% [100.00]% [65.00]% [1,300.00] [0.34]% [0.20]% NA 

Cia" A [Aaa]/[AAA] [21.00]% [35.00]% [14.00]% [240.00] [0.90]% [1.00]% [0.25]% 

Class B [Aa2]/[AA] [18.00]% [21.00]% [3.00]% [100.00] [1.45]% [2.00]% [0.50]% 

Class C [Aa3]1[AA-] [13.00]% [18.00]% [5.00]% [80.00] [1.75]% [2.50]% [0.50]% 

Class D [.'\2]1[A] [9.50]% [13.00]% [3.50]% [100.00] [4.25]% [3.00]% [1.00]% 

Class FL [NR]/[NR] [0.00]% [9.50]% [9.50]% [180.00] NA NA NA 

*The Super Senior Tranche may be shadow rated by Moody's and/or S&P. 

The capital structure is subject to change upon feedback from the rating agencies. 
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Annex C 

Reference Portfolio* 

Reference 

Moody's 
Obligation 

CUSIP Reference Obligation S&PRating Fitch Rating Notional 
.- .".--"~.- .. ---"- ____ ~_Rating ._- . -_. --"---- ----Amount----~------------" 

00075QAM4 ABFC 2006-0PT1 M8 Baa2 BBB BBB 22,222,222.22 
00075XAP2 ABFC 2006-0PT2 M8 Baa2 BBB BBB 22,222,222.22 
04541 GXK3 ABSHE 2006-HE3 M7 Baa2 BBB BBB 22,222,222.22 
04544GAP4 ABSHE 2006-HE4 M7 Baa2 BBB BSB 22,222,222.22 
00442CAN9 ACE 2006-FM2 M8 Baa2 BBB 22,222,222.22 
00441YAP7 ACE 2006-0P2 M9 Baa2 BBB- 22,222,222.22 
040104RQ6 ARSI 2006-W1 M8 Baa2 BBB+ BBB+ 22,222,222.22 
144538AN5 CARR 2006-FRE1 M9 Baa2 A BBB+ 22,222,222.22 
14454AAN9 CARR 2006-FRE2 M8 Baa2 BBB+ 22,222,222.22 
144531FF2 CARR 2006-NC 1 M8 Baa2 BBB+ BBB 22,222,222.22 
14453FAM1 CARR 2006-NC2 M8 Baa2 BBB BBB 22,222,222.22 
144528AN6 CARR 2006-NC3 M9 Baa2 BBB- BBB- 22,222,222.22 
144531FV7 CARR 2006-0PT1 M8 Baa2 A- BBB+ 22,222,222.22 
17309PALO CML TI 2006-AMC1 M8 Baa2 BBB 22,222,222.22 
172983AN8 CML TI 2006-NC1 M8 Baa2 BBB 22,222,222.22 
17309MAN3 CML TI 2006-WFH2 M9 Baa2 BBB- 22,222,222.22 
17307G2F4 CML TI 2006-WMC1 M8 Baa2 BBB+ A- 22,222,222.22 
17311CAM3 CMLTI2007-WFH1 M9 Baa2 SBB- 22,222,222.22 
23243HAN1 CWL 2006-24 M8 Baa2 BBB 22,222,222.22 
32028PAPO FFML 2006-FF11 M8 Baa2 BBB BBB 22,222,222.22 
32027GAN6 FFML 2006-FF12 M8 Baa2 BBB BBB 22,222,222.22 
32027LAPO FFML 2006-FF14 M8 Baa2 BBB BBB 22,222,222.22 
32028GAPO FFML 2006-FF15 M8 Baa2 BBB BBB 22,222,222.22 
320275ANO FFML 2006-FF16 M8 Baa2 BBB+ 22,222,222.22 
32028KAP1 FFML 2006-FF17 M8 Baa2 BBB BBB 22,222,222.22 
320277AP1 FFML 2006-FF7 M8 Baa2 BBB BBB 22,222,222.22 
320276AP3 FFML 2006-FF9 M8 Baa2 BBB+ BBB+ 22,222,222.22 
35729RAN6 FHLT 2006-A M7 Baa2 BBB BBB+ 22,222,222.22 
35729QAN8 FHL T 2006-B M8 Baa2 BBB BBB+ 22,222,222.22 
31659EAMO FMIC 2006-2 M8 Baa2 BBB+ 22,222,222.22 
316599AN9 FMIC 2006-3 M8 Baa2 BBB 22,222,222.22 
36245DANO GSAMP 2006-FM2 M8 Baa2 BBB+ 22,222,222.22 
437084UZ7 HEAT 2006-3 M8 Baa2 BBB+ BBB+ 22,222,222.22 
437096AQ3 HEAT 2006-5 M8 Baa2 BBB+ BBB+ 22,222,222.22 
437097AP3 H EAT 2006-6 M8 Baa2 A- A- 22,222,222.22 
43709NAP8 HEAT 2006-7 M8 Baa2 BBB+ BBB+ 22,222,222.22 
43709QAP1 H EAT 2006-8 M8 Baa2 BBB+ BBB 22,222,222.22 
46602UAMO IXIS 2006-HE3 B2 Baa2 BBB BBB 22,222,222.22 
46629BBA6 JPMAC 2006-CW2 MV8 Baa2 BBB BBB 22,222,222.22 
46626LFV7 JPMAC 2006-FRE1 M8 Baa2 BBB BBB 22,222,222.22 
46629KAP4 JPMAC 2006-WMC3 M8 Baa2 BBB BBB 22,222,222.22 
542512AN8 LBML T 2006-11 M8 Baa2 BBB 22,222,222.22 
54251MAN4 LBML T 2006-4 M8 Baa2 A- 22,222,222.22 
54251RAN3 LBML T 2006-6 M8 Baa2 BBB+ BBB+ 22,222,222.22 
54251TAN9 LBML T 2006-7 M8 Baa2 A- BBB+ 22,222,222.22 
542514RD8 LBML T 2006-WL 1 M8 Baa2 BBB 22,222,222.22 
576455AN9 MASS 2006-HE5 M9 Saa2 SSB- 22,222,222.22 
55275SAP2 MASS 2006-NC2 M9 Saa2 SSB- SSS 22,222,222.22 
57645MAP7 MASS 2006-WMC4 M8 Baa2 BSB+ 22,222,222.22 
59020U4H5 MLMI 2006-WMC1 B2A Baa2 BSB+ 22,222,222.22 
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61750MAPO MSAC 2006-HE7 B2 Baa2 BBB 22,222,222.22 
61750SAP7 MSAC 2006-HE8 B2 Baa2 BBB 22,222,222.22 

61748LAN2 MSAC 2006-NC4 B2 Baa2 BBB BBB 22,222,222.22 
61749BAQ6 MSAC 2006-NC5 B3 Baa2 BBB- 22,222,222.22 
61744CXV3 MSAC 2006-WMC1 B2 Baa2 A- BBB+ 22,222,222.22 
61749KAP8 MSAC 2006-WMC2 B2 Baa2 BBB BBB 22,222,222.22 
617505AN2 MSAC 2007-NC1 B2 Baa2 BBB 22,222,222.22 

--~--~--61-7451FD6--~---~MSe--2006--HE2B2------Baa2----BBB+------BBB ""~----2~22,222-;-22---·"-----"-~--""~ 

617463AM6 MSIX 2006-2 B2 Baa2 BBB 22,222,222.22 
66988YAN2 NHEL 2006-5 M8 Baa2 BBB+ 22,222,222.22 
65536HCF3 NHELI 2006-FM1 M8 Baa2 BBB+ 22,222,222.22 

65537FAN1 NHELI 2006-FM2 M8 Baa2 BBB+ BBB+ 22,222,222.22 
65536QAN8 NHELI 2006-HE3 M8 Baa2 BBB+ BBB+ 22,222,222.22 

68400DAP9 OOMLT2007-1 M8 Baa2 BBB 22,222,222.22 
81375WJY3 SABR 2006-FR1 B2 Baa2 A- BBB+ 22,222,222.22 

813765AH7 SABR 2006-FR3 B2 Baa2 BBB BBB+ 22,222,222.22 
81377AAM4 SABR 2006-HE2 B2 Baa2 BBB BBB+ 22,222,222.22 
86360WAM4 SAIL 2006-4 M7 Baa2 BBB BBB 22,222,222.22 
86360RAN3 SASC 2006-EQ1A M8 Baa2 BBB 22,222,222.22 
86359UAN9 SASC 2006-0PT1 M7 Baa2 BBB BBB 22,222,222.22 

84752BAQ2 SURF 2007-BC1 B2 Baa2 BBB 22,222,222.22 
83611XAM6 SVHE 2006-EQ2 M8 Baa2 BBB BBB 22,222,222.22 
83611MMF2 SVHE 2006-0PT1 M7 Baa2 BBB BBB+ 22,222,222.22 
83611MMT2 SVHE 2006-0PT2 M7 Baa2 A- 22,222,222.22 
83611MPR3 SVHE 2006-0PT3 M7 Baa2 BBB 22,222,222.22 

83612CAN9 SVHE 2006-0PT5 M8 Baa2 BBB 22,222,222.22 
04544QAP2 ABSHE 2006-HE7 M9 Baa2 BBB- BBB- 22,222,222.22 

07389MAP2 BSABS 2006-HE9 M9 Baa2 BBB- 22,222,222.22 
17311BAL7 CMLTI2007-AMC1 M8 Baa2 BBB 22,222,222.22 
32028TAN7 FFML 2007-FF1 B2 Baa2 BBB 22,222,222.22 
44328BAP3 HASC 2006-HE2 M8 Baa2 BBB+ BBB+ 22,222,222.22 
43710LAN4 HEAT2007-1 M8 Baa2 BBB+ BBB 22,222,222.22 
54251UAN6 LBML T 2006-8 M8 Baa2 A- 22,222,222.22 
54251WAN2 LBML T 2006-9 M8 Baa2 BBB+ 22,222,222.22 
59023XAN6 MLMI 2006-HE6 B3 Baa2 BBB- 22,222,222.22 
59022VAN1 MLMI 2006-0PT1 B2 Baa2 BBB 22,222,222.22 
617526AP3 MSAC 2007-HE1 B2 Baa2 BBB 22,222,222.22 
68389BAM5 OOML T 2006-3 M9 Baa2 BBB- 22,222,222.22 
86361EAP6 SASC 2006-WF3 M9 Baa2 BBB- BBB- 22,222,222.22 

83611YAM4 SVHE 2006-0PT4 M7 Baa2 BBB+ 22,222,222.22 

*The Reference Portfolio may be modified upon the mutual agreement of Goldman, pea 
and the Portfolio Selection Agent. 
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MEMORANDUM 

To: Mortgage Capital Committee 

---Ffo~-~onatfjan Egol-------------­
David Gerst 

Cc: 

Date: 

Re: 

Jordan Kaufman 
Darren Thomas 
Fabrice Tourre 
Geoff Williams 
Shin Yukawa 

Armen Avanessians 
Robert Berry 
Justin Gmelich 
Margaret Holen 
Bill McMahon 
Bunty Bohra 
Slim Bentami 
Josh Birnbaum 
David Lehman 
Peter Ostrem 
Matt Schroeder 
Mike Swenson 
Mike Turok 
Steve Elia 
Glade Jacobsen 
Rob Leventhal 
Darren Littlejohn 
Mary Marr 
Mitch Resnick 

March 12, 2007 

ABACUS Transaction sponsored by ACA 

I. Introduction 

Goldman 
Sac.hs 

The Structured Product Correlation Trading Desk is currently structuring a synthetic COO, ABACUS 2007-
AC1 ("AC1", or the "Transaction"). AC1 will reference a $2 billion static portfolio consisting entirely of 
Baa2-rated midprime and subprime RMBS (such portfolio, the "Reference Portfolio"). ACA Capital 
Management (the "Portfolio Selection Agent"), will be the portfolio selection agent for the transaction. The 
Desk will distribute on a best efforts basis the super senior through AlA2 layers of credit risk of AC1 (such 
risk layers, the "Targeted Tranches"), and consistent with prior ABACUS transactions, Goldman will act as 
protection buyer in connection with the Transaction. Simultaneously with the distribution of AC1, Goldman 
will write protection on the Targeted Tranches to Paulson Credit Opportunities Master Ltd. ("Paulson"). 
Goldman will receive an upfront premium from Paulson for distributing risk at or within specified strike 
spreads. Through this arrangement, Goldman is effectively working an order for Paulson to buy 
protection on specific layers of the AC1 capital structure at or inside specific spread levels. 

Permanent Subcommittee on Investigations 

EXHIBIT #118 
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and margin terms of such exposure will be reviewed and approved by Legal and Credit prior to execution 
of such private CDS trades. 

The expected issuance is summarized below: 

Notional ACA Expected 
Amount Selection Ratings Target Investors I 

----~-~ ~----Tranche------($MM}---l;osS-Exposure--Fees~(Moody-'s/S&Pl--- ---Distribution~--

Super Senior (al 1,100.00 45.00% - 100.00% 

CiassA1 200.00 35.00% - 45.00% 

ClassA2 180.00 21.00% - 35.00% 

Class B 60.00 18.00% - 21.00% 

Class C 100.00 13.00% - 18.00% 

Class 0 60.00 10.00% -13.00% 

First Loss 200.00 0.00% - 10.00% 

Total 2,000.00 

NA 

0.250% 

0.250% 

0.500% 

0.500% 

1.000% 

NA 

Not Applicable 

Aaa/AAA 

Aaa/AAA 

Aa2/M 

Aa3/M-

A2/A 

NRlNR 

ACA, other hedge 
funds, monolines 

Syndicated Tranche 

Syndicated Tranche 

Syndicated Tranche 

Syndicated Tranche 

Syndicated Tranche 

Not Offered 

<al We expect to buy protection on the super senior tranche of the AC 1 transaction from one or more suitable counterparties. Such 
super senior trade would be executed in the form of a private credit default swap transaction. 

(b) ACA will earn portfolio selection fees accrued actuall360 and paid monthly on the outstanding notional amount (as reduced from 
time-to-time by amortization or credit losses) of the Notes as set forth above. 

We expect on the closing date to issue up to $700 million of Notes as summarized in the table above. All 
of the Notes will be rated by both S&P and Moody's. 

We intend to target suitable structured product investors who have previously participated in ACA­
managed cashflow COO transactions or who have previously partiCipated in prior ABACUS transactions. 

The Notes will have a legal maturity of 30 years. However, the expected average life of the Notes will be 
between 3 and 5 years. Goldman shall have the option to terminate the CDS and cause one or more 
classes of Notes to be redeemed on any payment date occurring on or after 2 years following the closing 
date. 

The Reference Portfolio has been selected and mutually agreed upon by ACA and Goldman. Following is 
a summary of the Reference Portfolio characteristics expected to pertain as of the pricing date: 

• 90 equally-sized Reference Obligations, $22.22 million notional per name. 

• Each Reference Obligation is a mid prime or subprime RMBS obligation. 

• All of the Reference Obligations were issued after January 1, 2006. 

• Each Reference Obligation has an actual rating by Moody's of "Baa2". 

Pursuant to a portfolio selection agency agreement that ACA will enter into on the Closing Date with the 
Issuer, ACA will select the initial Reference Portfolio. Following the Closing Date, the Reference Portfolio 
will remain static, and no discretionary removals, substitutions nor reinvestments will be permitted. 
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III. ACA's role 

ACA Capital Management (the "Portfolio Selection Agent"), will be the portfolio selection agent for the 
transaction. ACA has selected a Reference Portfolio of 90 Baa2 rated RMBS obligations for the 
Transaction. ACA has approximately $16 billion of assets in 22 CDOs under management. ACA currently 
employs 30 full-time professionals who are dedicated to the CDO asset management business and is 
active in both the cash and synthetic structured product markets. We expect to leverage ACA's credibility 

-~ ~---~--- _____ and_francbise Jo_belp_dislrihute_tbis Transaction. 
---~~ ----- ------ -~-- - --- -

The financial guarantee insurance company arm of ACA has also indicated its interest in participating as 
risk taker at the supersenior level of the capital structure. ACA has indicated that they would have interest 
in writing protection on the 45% - 100% supersenior tranche of the Reference Portfolio at a spread of 
approximately 40bps. This level does not include intermediation costs that will be incurred in order to be 
able to hedge the ACA counterparty risk. We expect the cost of such intermediation to be 10bps p.a. The 
Desk is still working on identifying counterparties that will be able to take ACA's counterparty risk. 

IV. Paulson's role 

Paulson is a large macro hedge fund that has taken directional views on the subprime RMBS market for 
the past few months. In 2006 the Desk worked an order for Paulson to buy protection on a supersenior 
tranche off a portfOlio similar to the Reference Portfolio selected by ACA, and the AC1 Transaction is 
another mean for Paulson to accomplish their trading objective: buying protection in tranched format on 
the subprime RMBS market. 

The Desk expects to enter over the next few days into a letter agreement with Paulson. Under such 
agreement, Goldman will work an order for Paulson to buy protection on specific layers of the AC1 capital 
structure (such layers, the "Targeted Tranches") at or inside specific spread levels (the "Strike Spreads'). 
If Goldman succeeds in placing a given Targeted Tranche inside the related Strike Spread, Goldman will 
receive from Paulson a fee on the notional amount of such Targeted Tranche distributed. Such fee will 
have a floor component (the "Minimum Fee Rate") and an upside sharing component, under which 
Goldman will share with Paulson any execution delivered at levels tighter than the Strike Spreads. 

Using reasonable pricing assumptions for the super senior and the mezzanine layers of risk as disclosed 
below, in conjunction with the strike Spreads that we expect to negotiate with Paulson, we project the all­
in profit for this transaction to be between $15mm and $20mm. 

Expected Expected 
Ratings Strike Spread PriCing Spread 

Tranche (Moody's/S&P) (% p.a.) (% p.a.) 

Super Senior (a) Not Applicable 0.95% 0.50% 

Class A1 Aaa/AAA L+1.25% L+1.00% 

Class A2 Aaa/AM L+1.50% L+1.25% 

Class B Aa2/AA L+2.40% L+1.75% 

ClassC Aa3/AA- L+2.90% L+2.50% 

Class D A2/A L+5.75% L+5.00% 

First Loss NRlNR NA NA 

V. Accounting Treatment 

With respect to Goldman's accounting treatment, AC1 has been reviewed and approved by Mary Marr in 
Accounting Policy, and the transaction contains the same structural provisions which were approved by 
Accounting Policy for the prior ABACUS transactions. In particular, given that the junior-most class of 
notes in each transaction is exposed to the substantial majority of expected losses in the structure and 
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the expectation that Goldman will not purchase any of the junior-most class of notes, Accounting Policy is 
comfortable that Goldman would not be required to consolidate the transaction. Similar to the prior 
ABACUS transactions, AC1 uses the so-called Beneficial Interest Exchange ("BIEj Option structure 
approved by Accounting Policy which permits Goldman to sell the initial triple-A collateral to the Issuer at 
fair market value without requiring Goldman to consolidate the transaction. The BIE Option allows 
noteholders to substitute the triple-A collateral securities held by the Issuer with other eligible securities of 
their choosing, subject to approval of Goldman (such approval not to be unreasonably withheld). 

"~-~-----~-~~""Mary""Marrin"Ancounting-Po1icy-tlas,eviewed-and-approved-this~aspeet~0f~the~tfaASaGt1en~wittt--respeGt~to-----" ----­
regulatory and accounting considerations. To the extent Goldman was to purchase Notes on the Closing 
Date, further review might be required to confirm the FIN 46 and FAS 140 analysis of this transaction. lim 
Saunders has received this memo and will sign off on the legal considerations prior to priCing. 

P&L recognition and valuation adjustments for ABACUS transactions will follow the valuation adjustment 
policy as approved by Brian Lee and Rob Leventhal in Controllers. As noted above, we expect to have full 
capital structure price observability on the pricing date. 

The CDS transaction will be marked to market, and P&L will be recognized reflecting observable spread 
movements on the reference obligations. For example, a general widening of spreads, holding implied 
correlation constant, would result in the recognition of a gain on the transaction, and conversely a general 
tightening of spreads would result in the recognition of a loss. Spreads on the reference obligations will be 
marked to market by the secondary traders responsible for cash and synthetic trading of such securities, 
and will be subject to price verification by Controllers. However, so long as Goldman's offsetting credit 
default swap trades with Paulson remain outstanding, Goldman should remain mark to market neutral 
following any such spread movements. 

VI. Model and Booking Policy 

There is not yet an industry standard model. for ABACUS type transactions. FICC Strategies have 
developed and Derivatives Analysis has approved a pricing model and tradable infrastructure specifically 
for the ABACUS CDS transactions which are in compliance with Firm policy. The model reflects the 
economic and legal structure of the reference obligations, the specialized credit events and settlement 
mechanisms applicable to the ABACUS CDS transactions, and a correlation framework for the structured 
product portfolios referenced in the ABACUS CDS transactions. This ABACUS CDS model is fully 
consistent with the pricing model and infrastructure which has already been put in place for single-name 
credit default swaps on structured products. No model waiver will be required for this transaction. 

As with the prior ABACUS transactions, the issuance of Notes will require the relevant Goldman affiliates 
to enter into a new basis swap and a new collateral security put. These aspects of the ABACUS structure 
are described in more detail in the Appendix. FICC Strategies has recently developed a pricing model for 
the basis swap and the put options for ABACUS trades. This model has been blessed by FICC Strategies, 
approved by Derivatives Analysis and affirmed by Model Control. 

VII. Strengths !Issues to Consider 

Strengths 

• Franchise: This transaction is a new and innovative transaction for Goldman Sachs and the COO 
market; it is the first ABACUS transaction using a Portfolio Selection Agent, using an attractively 
structured reference portfolio of Baa2 mid prime and subprime RMBS obligations that will be 
appealing to investors, in a challenging market environment. This transaction addresses the 
objectives of multiple clients of the firm: it helps ACA increase their assets under management and 
their fee income; it enables Paulson to execute a macro hedge on the RMBS market; it offers to COO 
investors an attractive product relative to other structured credit products available in the market. Our 
ability to structure and execute complicated transactions to meet multiple dient's needs and 
objectives is key for our franchise. 

• Attractive Risk/Return Profile: Goldman is not taking any warehouse risk in this transaction. No 
underlying risk is ramped before the execution of AC1, and Goldman's profits come directly from the 
purchase of credit protection on tranches of an RMBS portfolio (selected by ACA) from the COO 
market and simultaneous re-offering of such protection under the same terms for a pre-negotiated 
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premium that will be payable by Paulson. Goldman is therefore acting as agent, but retains the 
option to principal this AC1 transaction. 

• Establish Leadership in Growing Market Segment: Executing this transaction and others like it 
helps position Goldman to compete more aggressively in the growing market for synthetics written on 
structured products. 

• Profit: Assuming distribution in full of the super senior through "A2/A" tranches this transaction is 
expected to generate, after fees and expenses, between $15 and $20 million in P&L. 

Issues to Consider 

• Potential Conflicts of Interest: Although the reference portfolio has been selected by AC1 as 
portfolio selection agent, as in all the ABACUS transactions Goldman is acting as principal as a 
protection buyer in these transactions (as well as taking other principal roles summarized in the 
Appendix). The transaction disclosure notes the various capacities in which Goldman entities act as 
counterparty to the transactions and the risk factors section notes the potential for conflicts of interest. 
As with prior ABACUS transactions, we receive advice of outside counsel (McKee Nelson) regarding 
disclosure in ABACUS securities offerings and all such disclosure will be reviewed and approved by 
Tim Saunders in Legal. 

• Expense and Protection Cost: The AC1 transaction will entail non-refundable upfront expenses 
which are expected to be paid from an upfront expense payment made by Paulson to Goldman 
pursuant to the letter agreement expected to be entered into between Goldman and Paulson as well 
as ongoing protection costs (inclusive of portfolio selection fees paid to ACA) that will match the 
ongoing protection costs payable by Paulson to Goldman under our credit default swaps with 
Paulson. 

• Distribution Cannibalization: This transaction will be appealing to the same type of investors who 
traditionally purchase mezzanine ABS COOs. The firm is currently prioritizing the sale of ABS COOs 
for which the risk has already been aggregated vs. COOs that have not been ramped. For this 
reason the AC1 transaction is only being showed to accounts that have already declined to 
participate in other ABS COO transactions where Goldman has taken warehouse risk. 

• Contingent Market Value Risk on Collateral Securities: Similar to the prior ABACUS transactions, 
in the event that some or all of the collateral securities need to be liquidated to fund protection 
payments to Goldman under the credit default swap, or to fund certain other principal payments on 
the notes, Goldman will be exposed to the risk that such collateral securities have a market value less 
than par at the time of liquidation. This risk is mitigated somewhat by the facts that (1) the collateral 
securities will be triple-A floating rate structured securities selected by Goldman, (2) Goldman may 
select the particular securities to be liquidated and thus may select the securities expected to trade at 
or above par at such time and (3) only a relatively small amount of securities are expected to be 
liquidated at any given time. The exception to this third point is the case of optional redemption, which 
is entirely at Goldman's discretion. 

• Accounting: We do not expect any consolidation issues with respect to this transaction. P&L 
recognition, valuation adjustment policies and infrastructure/control enhancements are continuing 
subjects of discussion with Brian Lee and Rob Leventhal in Controllers. 
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VIII. Appendix: Structural Summary 

The Issuer will enter into a CDS with GSCM (as protection buyer), as well as several other hedging 
transactions with other Goldman entities as described below. Under the CDS, the Issuer will be obligated 
to pay GSCM for credit losses experienced on the Reference Portfolio to the extent a relevant tranche is 
impacted by such losses and the Issuer has sold protection to Goldman under the CDS on such tranche. 
In exchange for the protection payments, GSCM will be obligated to pay a stated running premium to the 

~--.... ------------'lssuer,-whicb..sbalLb.e....UsedJo...mak.e...i.nterest Ra.yments under the notes. _______ . ______ .. _____ ._ 

No Goldman entity shall be required to own or be otherwise exposed to any of the reference obligations 
as a condition for payment under the CDS. 

The CDS will be cash settled immediately upon satisfaction of conditions to settlement after a credit 
event. All credit events and related settlement mechanics are consistent with the current form of the 
Standard Terms Supplement for a Credit Derivative Transaction on a Mortgage- Sacked Security with 
Pay-As-You-Go or Physical Settlement (Form I) (Dealer Form) and Form of Confirmation. 

The Notes will be collateralized by relatively liquid triple-A structured product securities (none of which 
shall be issued by the same issuer as any reference obligation). GSCM (as protection buyer) will have the 
right to select the collateral securities, subject however to several constraints specified in the Offering 
Circular. Note that selection of high-quality collateral is generally in Goldman's interest and that in this 
respect our incentives are largely aligned with that of Noteholders. The collateral securities will be 
reviewed by Credit prior to closing. 

GSCM will enter into a basis swap with the Issuer, under which the accrued interest payments on the 
collateral securities (which bear interest at rates indexed to USOR) will be paid to GSCM and GSCM shall 
pay the related Issuer USOR flat. Noteholders will bear the credit risk of collateral security non-payment, 
as failure of the Issuer to pay the accrued coupons on the collateral securities to GSCM will be an event 
of default under the notes, and GSCM will not be required to continue payments under the basis swap. 
Amounts owed to GSCM under the basis swap will be senior to payments due under the notes. The 
combination of the USOR index payments by GSCM and the CDS premium by GSCM will always equal 
the sum of ongoing expenses of the Issuer and interest payments under the Notes. 

The rating agencies require that noteholders be protected against market value declines in the collateral 
securities, in the event that collateral must be liquidated to fund (1) cash settlements to GSCM, (2) 
amortization of the Notes (other than a mandatory early redemption), or (3) an optional redemption of the 
Notes if GSCM exercises its termination option under the CDS. 

Goldman, Sachs & Co. (as collateral disposal agent) will select which collateral securities are to be 
liquidated in each case above, and will be responsible for determining in good faith the strategy (in its 
commercially reasonable discretion) likely to achieve the highest proceeds for the collateral securities to 
be liquidated. 

In the first circumstance (cash settlements under the CDS), Goldman will bear the risk that the collateral 
has declined in value. When a loss amount is determined, a commensurate face amount of collateral will 
be liquidated, and GSCM under the CDS will only be entitled to receive such proceeds received on such 
liquidation. 

With respect to the other two circumstances, GSI (as put provider) shall be required to buy the collateral 
securities to be liquidated at par, if GS&Co. (as collateral disposal agent) is unable to obtain a price in the 
market of at least par. 

In the case of optional termination, the put is not really a risk to Goldman, since our decision to terminate 
the transaction will by definition include both the value of the CDS termination and the value of the 
collateral securities. We view the put more as a modest reduction in the value of our option to terminate 
the CDS. 

We believe the put risk arising from amortization of the notes (other than in connection with Goldman 
terminating the CDS) is small for the following reasons: 

• The notes cannot begin to amortize until after the super senior notional has been reduced to zero. We 
do not expect any of the Notes to receive any principal payments for at least 4.0 years under base­
case prepayment assumptions.! 
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• The amount of collateral required to be liquidated in any month is purely a function of reference 
portfolio amortizations in that month, which is likely to be small in relation to the principal balance of 
the notes and should be smoothly distributed over time. 

• Goldman (as protection buyer) has the right to direct reinvestment of any principal on collateral 
securities. The initial collateral securities are expected to have approximately a 2- to 3-year weighted 
average life. In the future, prior to any amortization of the notes occurring, we could direct the trustee 
to keep a suitable portion of the collateral invested in cash, incurring more negative carry on our 

------,.,protectionin--exchangeior-neg1igible~put-risk. ------- -----~-~~ 

The spread on the initial collateral securities is expected to be approximately 7-10 bps over UBOR. It is 
the put to Goldman which enables us to select high-quality collateral and earn this positive spread over 
UBOR in the ABACUS structure. For these reasons outlined above, we believe that this positive carry 
generated by the put feature creates significant value for the synthetic transaction and more than 
adequately compensates for the put risk. 

Lastly, as noted above, in a mandatory ear1y redemption of the Notes (arising from an adverse tax event 
or from a default of one or more Goldman entities that are parties to the transaction), the put would not be 
exercisable against Goldman, exposing noteholders to the market value of the collateral. 

The transaction structure is depicted in the schematic below. 

Cred~ 
Events 
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From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Monday, March 12,20071 :47 PM 
Egol, Jonathan; ficc-mtgcorr-desk 
Re: Abacus ACA 

As discussed with Nartey, we are taking his feedback into account and once we have gotten 
more feedback from accounts accross the cap structure we will decide what the best cours 
of action is. 

Gerstie, we need to have a follow up call with Paulson to see how they feel about the 
strike spreads and upfront fees we mentioned to them. When is this call happening ? 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Mon Mar 12 14:32:55 2007 
Subject: RE: Abacus ACA 

So what do you suggest we say to Joerg? 

-----Original Message----­
From: Tourre, Fabrice 
Sent: Monday, March 12, 2007 2:29 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 
Subject: Re: Abacus ACA 

I suggest to hold off for the time being. Paulson will likely not agree to this unless we 
tell them that nobody will buy these bonds if we don't make that change. 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Egolf Jonathan 
To: ficc-mtgcorr-desk 
Sent: Mon Mar 12 14:18:07 2007 
Subject: FW: Abacus ACA 

I suggest we ask Gail to relay. Thoughts? 

From: Zimmermann, Jorg [mailto:joerg.zimmermann@ikb-cam.de] 
Sent: Monday, March 12, 2007 1:51 PM 
To: Nartey, Michael 
Cc: Egol, Jonathan; Tourre, Fabrice 
Subject: Abacus ACA 

Permanent Subcommittee on Investi!!ations 

EXHIBIT #119 
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M, 

did you hear something on my request to remove Fremont and New Cenutry serviced 
bonds? I would like to try to the advisory comitee this week and would need consent on 
it. 

~--- ------Rgds 

J 

Jorg Zimmermann 

Vice President - Portfolio Investments 

IKB Credit Asset Management GmbH 

Uerdinger StraBe 90 

40474 Dusseldorf 

Tel.: +49 (0)211 8221-6283 

Fax: +49 (0)211 8221-6383 

E-Mail: joerg.zimmermann@ikb-cam.de 

Internet: www.ikb-cam.de 

Rechtsform Gesellschaft mit beschrankter Haftung 

Sitz Dusseldorf 

Handelsregister Amtsgericht Dusseldorf B Nr. 54720 

Geschaftsfuhrer: Winfried Reinke 

Vorsitzender des Beirats: Stefan Ortseifen 

Diese E-Mail begrundet keine Verpflichtung der 

IKB Credit Asset Management GmbH, es sei denn, 

dies ware durch schriftliche Vereinbarung mit dem 

Empfanger vereinbart. 

The contents of this e-mail do not constitute a commitment by 

IKB Credit Asset Management GmbH, except where 

provided for in a written agreement between the company 
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Capital 

CONFIDENTIAL - INDICA~IVE TERMS 

ABACUS 2007·AC1 
$2 Billion Synthetic COO 

Referencing a static RMBS Portfolio 

Selected by ACA Management, LLC 

March 23, 2007 

I 

The information contained herein is indicative only and the actual terms of any transaction will be set forth in the definitivOffering Circular. 

Capitalized terms but not defined herein shall have the meanings set forth in the definitive Offering Circular. 
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Capital 

Disclaimer 

The information contained herein is confidential information regarding securities that may in the future be offered by ABACUS 2007 -AC1, td. (the "Issuer"). The 
information is being delivered to a limited number of sophisticated prospective institutional investors in order to assist them in determining hether they have an 
interest in the type of securities described herein and is solely for their internal use. By accepting this information, the recipient agrees that it will use and it will 
cause its directors, partners, officers, employees and representatives to use the information only to evaluate its potential interest in the se urities described herein 
and for no other purpose and will not divulge any such information to any other party. Any reproduction of this information, in whole or in p rt, is prohibited. 
Notwithstanding the foregoing, each recipient (and each employee, representative, or other agent of such recipient) may disclose to any a d all other persons, 
without limitation of any kind, the tax treatment and tax structure of the Issuer, the securities described herein and any future offering there f and the ownership 
and disposition of such securities and all materials of any kind (including opinions or other tax analyses) that are provided to such recipien relating to such tax 
treatment and tax structure. However, any such information relating to such tax treatment or tax structure is required to be kept confidentif.1 to the extent 
reasonably necessary to comply with any applicable securities laws. For this purpose, the tax treatment of a transaction is the purported fclaimed U.S. federal 
income tax treatment of the transaction, and the tax structure of a transaction is any fact that may be relevant to understanding the purpo d or claimed U.S. 
federal income tax treatment of the transaction. 

The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of ~ offer to buy or sell 
any security or instrument or to participate in any trading strategy. The information contained herein is preliminary and material changes t the proposed terms of 
the securities described herein may be made at any time. If any offer of securities is made, it shall be made pursuant to a definitive offerin circular (the "Offering 
Circular") prepared by or on behalf of the Issuer, which would contain material information not contained herein and which shall supersed ,amend and 
supplement this information in its entirety. Any decision to invest in the securities described herein should be made after reviewing the off~ring Circular, 
conducting such investigations as the investor deems necessary or appropriate and consulting the investor's own legal, accounting, tax, a1rhd other advisors in 
order to make an independent determination of the suitability and consequences of an investment in the securities. 

The securities described herein (the "Notes") will not be registered under the Securities Act of 1933, as amended, or the sec,urities laws of any other jurisdiction 
and neither the Issuer nor the pool of securities held by the Issuer will be registered under the Investment Company Act of 1940, as amen I ed. The securities 
offered herein will not be recommended by any United States federal or state securities commission or any other regulatory authority. Furthermore, the foregoing 
authorities have not confirmed the accuracy or determined the adequacy of this document. Any representation to the contrary is a crimin offense. The securities 
described herein will be subject to certain restrictions on transfers as described in the Offering Circular. 
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Capital 

Disclaimer 

None of the Issuer, Goldman Sachs (as used herein, such term shall include Goldman, Sachs & Co. and all of its affiliates), the Portfolio S lectlon Agent or any of 
their respective affiliates makes any representation or warranty, express or implied, as to the accuracy or completeness of the information ontained herein and 
nothing contained herein shall be relied upon as a promise or representation whether as to the past or future performance. The informatio includes hypothetical 
illustrations and involves modeling components and assumptions that are required for purposes of such hypothetical illustrations. No repr sentations are made 
as to the accuracy of such hypothetical illustrations or that all assumptions relating to such hypothetical illustrations have been considered or stated or that such 
hypothetical illustrations will be realized. The information contained herein does not purport to contain all of the information that may be re uired to evaluate such 
securities, and each recipient is encouraged to read the Offering Circular and should conduct its own independent analysis of the data ref rred to herein. The 
Issuer, Goldman Sachs, the Portfolio Selection Agent and their respective affiliates disclaim any and all liability relating to this information, including, without 
limitation, any express or implied representation or warranty for statements contained in and omissions from this information. None of the ssuer, Goldman Sachs 
or any of their respective affiliates expects to update or otherwise revise the information contained herein except by means of the Offering ircular. Additional 
information may be available on request. The securities are obligations of the Issuer and are not issued by, obligations of, or guaranteed y Goldman Sachs, the 
Portfolio Selection Agent or their respective affiliates, or other organizations. The obligations of the Issuer are not deposit obligations of a y financial institution. 
The securities described herein are complex, structured securities and there is no assurance that a secondary market for such securities ill exist at any time. 
Accordingly, prospective investors should be prepared, and have the ability, to hold such securities until their respective stated maturities r stated redemption 
dates. 

The Portfolio Selection Agent's participation in the transaction is subject to review and approval of its credit committee, senior manageme t and counsel. No 
credit or other approval is implied, or shall be construed, by delivery of the information contained herein. 
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Capital 

Disclaimer 

HYPOTHETICAL ILLUSTRATIONS AND PRO FORMA INFORMATION 1 
These materials contain statements that are not purely historical in nature. These include, among other things, hypothetical illustrations, s mple or pro forma 
portfolio structures or portfolio composition, scenario analysis of returns and proposed or pro forma levels of diversification or sector investtnent. These 
hypothetical illustrations of returns illustrate a range of potential outcomes based upon certain assumptions. Such potential outcomes are hot a prediction by the 
Issuer, Goldman Sachs, the Portfolio Selection Agent or their respective affiliates of the performance of the securities described herein. A~tual events are difficult 
to predict and are beyond the control of the Issuer, Goldman Sachs, the Portfolio Selection Agent or their respective affiliates. Actual even~s may differ from 
those assumed and such differences may be material. There can be no assurance that illustrated returns will be realized or materialized olr that actual returns or 
results will not be materially lower than those presented. All statements included are based on information available on the date hereof, a~d none of the Issuer, 
Goldman Sachs, the Portfolio Selection Agent or their respective affiliates assumes any duty to update any such statement. Some import~nt factors which could 
cause actual results to differ materially from those in any statements contained herein include the actual composition of the reference portfplio, any Credit Events 
on the reference portfolio, the timing of any Credit Events and subsequent reimbursements, changes in interest rates, any weakening of the specific credits 
included in the reference portfolio, among others. The Offering Circular will contain other risk factors, which an investor should also consi er in connection with 
an investment in the securities described herein. 

PRIOR INVESTMENT RESULTS 

Any prior investment results or returns are presented for illustrative purposes only and are not indicative of the future returns on the securi ies and obligations of 
the Issuer. The Reference Portfolio selected by the Portfolio Selection Agent on behalf of the Issuer may differ substantially from investm nts made by the 
Portfolio Selection Agent on behalf of collateralized debt obligation funds managed by it. Meaningful comparisons between the Transactio and any prior 
transaction managed by the Portfolio Selection Agent (including those described herein) may be difficult. The Issuer has no operating hist ry. 

In addition, there can be no assurance that any member of the senior management team of the Portfolio Selection Agent will remain with t e Portfolio Selection 
Agent for the duration of the Transaction. 
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Capital 

Disclaimer 

Under no circumstances is this presentation to be used or considered as an offer to sell, or a solicitation of any offer to buy, any security. ny such offering may 
be made only by the Offering Circular. The information contained herein is in summary form for convenience of presentation. It is not co~plete and it should not 
be relied upon as such. 

No person has been authorized to give any information or to make any representations other than those to be contained in the Offering Ci cular regarding the 
offering of any securities described herein. An investment in the securities described herein, when and if offered, will involve substantial ri k. Prior to investing, 
prospective investors should carefully consider the risks, which will be described in the Offering Circular, and should consult their own inv stment advisors, and 
tax, legal, accounting and other regulatory advisors. Due to the risks involved in the securities described herein, investors should be prep red to suffer a loss of 
their entire investment. 

IRS Circular 230 Disclosure: The Issuer, Goldman Sachs and their respective affiliates do not provide legal, tax or accounting advice. An! statement contained 
in this communication (including any attachments) concerning U.S. tax matters was not intended or written to be used, and cannot be use, for the purpose of 
avoiding penalties under the Internal Revenue Code, and was written to support the promotion or marketing of the transaction(s) or matte (s) addressed. The 
recipient should obtain its own independent tax advice based on its particular circumstances. However, you should be aware that any pro osed transaction could 
have accounting, tax, legal or other implications that should be discussed with your advisors and or counsel. The materials should not be elied upon for the 

maintenance of your books and records or for any tax, accounting, legal or other purposes. 
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Capital 

Risk Factors 

PROSPECTIVE INVESTORS SHOULD READ THE OFFERING CIRCULAR FOR A MORE COMPLETE DESCRIPTION OF RISK FAC ORS RELEVANT TO 
A PARTICULAR INVESTMENT 

• Purchasing the Notes involves certain risks. Prospective investors should carefully consider the following factors, as well as the risk f ctors included in the 
final Offering Circular, prior to purchasing the Notes. The following is not intended to be an exhaustive list of the risks involved in the ransaction. 

• The final Offering Circular will include more complete descriptions of the risks described below as well as additional risks. Any decision to invest in the Notes 
described herein should be made after reviewing the Offering Circular, conducting such investigations as the investor deems necess ry and consulting the 
investor's own legal, accounting and tax advisors in order to make an independent determination of the suitability and consequences of an investment in the 
Notes. 

Leveraged Credit Exposure to Reference Entities 

• Investors will have leveraged exposure to the credit of a number of Reference Entities because the notional amount of the Reference Portfolio is significantly 
larger than the principal amount of the Notes. Following the delivery of a Credit Event Notice by Goldman Sachs in relation to a Credi Event with respect to 
a Reference Entity and the satisfaction of the other Conditions to Settlement, the outstanding principal amount of the investment may be reduced. Investors 
in the Notes may suffer significant reductions in their outstanding principal amounts. The maximum loss for investors is the full princi al amount. 

No Legal or Beneficial Interest in Obligations of Reference Entities j 
• Participation in the Transaction does not constitute a purchase or other acquisition or assignment of any interest in any obligation of ny Reference Entity. 

Neither the Issuer nor investors will have recourse against any Reference Entities. Neither the investors nor any other entity will hav~ any rights to acquire 
from Goldman Sachs any interest in any obligation of any Reference Entity, notwithstanding any reduction in the principal of the releJrnt class with respect 
to such Reference Entity. Neither the Issuer nor any investor will have the benefit of any collateral delivered by any Reference Entity or any right to enforce 
any remedies against any Reference Entity. 

Tax/Regulatory Impact 

• There may be a tax or regulatory impact of investing in the Notes. Goldman Sachs does not provide any opinion on these issues. Any investor should 
consult with its own advisors prior to investing in the Notes. 
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Risk Factors 

Limited Liquidity of the Transaction ~ 
• There is currently no market for the Notes. There can be no assurance that a secondary market for the Notes will develop or, if a sec, ndary market does 

develop, that it will provide the holder of the Notes with liquidity, or that it will continue for the life of the Notes. Moreover, the limited s ope of information 
available to the investors regarding the Reference Entities and the nature of any Credit Event, including uncertainty as to the extent l any reduction to be 
applied to the notional amount of each class if a Credit Event has occurred but the amount of the relevant reduction in the notional a ount has not been 
determined, may further affect the liquidity of the Notes. Consequently, any investor in the Notes must be prepared to hold such Note for an indefinite period 
of time or until final maturity. 

Mark-to-Market Risk 

• Investors are exposed to considerable mark-to-market volatility following changes in any of the following: spreads of the credits in th~Reference Portfolio, 
comparable CDO spreads, ratings migration in the reference portfolio, ratings migration of the Notes, ratings migration of the Collater I or issuers or 
providers thereof, and Credit Events in the Reference Portfolio (and hence reduction of subordination). These will be reflected in mar -to-market valuations 
which are likely to be more volatile than an equivalently rated unleveraged investment. 

Credit Events may vary from Defaults 

• Historical default statistics may not capture events that would trigger a Credit Event affecting the Notes. All Credit Event definitions w II be defined in the final 
legal documents and will be governed by the 2003 ISDA Credit Derivatives Definitions and any amendment or supplement thereto. 

Credit Ratings 

• Credit ratings represent the rating agencies' opinions regarding credit quality and are not a guarantee of quality. Rating agencies attempt to evaluate the 
safety of principal and/or interest payments and do not evaluate the risks of fluctuations in market value. Accordingly, the credit ratin s may not fully reflect 
the true risks of the Transaction. Also, rating agencies may fail to make timely changes in credit ratings in response to subsequent e ents, so that an issuer's 
current financial condition may be better or worse than its rating indicates. 

Rating Volatility 

• Rating agencies may from time to time change the ratings of the Notes (or the Reference Obligations in the Reference Portfolio) eve if no losses have been 
incurred under the Notes due to changes in rating methodology or rating migration of the Reference Obligations in the Reference Po olio. Due to the 
leveraged nature of the Transaction, the rating may be significantly more volatile than corporate debt with an equivalent credit rating. 
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Risk Factors 

Certain conflicts of interest relating to Goldman Sachs and its Affiliates; No reliance i 
I 

• 

• 

• 

• 

Goldman Sachs does not provide investment, accounting, tax or legal advice and shall not have a fiduciary relationship with any inve~tor. In particular, 
Goldman Sachs does not make any representations as to (a) the suitability of purchasing Notes, (b) the appropriate accounting treatf1'1ent or possible tax 
consequences of the Transaction or (c) the future performance of the Transaction either in absolute terms or relative to competing in~'estments. Potential 
investors should obtain their own independent accounting, tax and legal advice and should consult their own professional investment advisor to ascertain the 
suitability of the Transaction, including such independent investigation and analysis regarding the risks, security arrangements and c sh-flows associated 
with the Transaction as they deem appropriate to evaluate the merits and risks of the Transaction. I 

Goldman Sachs may, by virtue of its status as an underwriter, advisor or otherwise, possess or have access to non-publicly available!information relating to 
the Reference Obligations, the Reference Entities and/or other obligations of the Reference Entities and has not undertaken, and does not intend, to 
disclose, such status or non-public information in connection with the Transaction. Accordingly, this presentation may not contain all Information that would 
be material to the evaluation of the merits and risks of purchasing the Notes. j 

Goldman Sachs does not make any representation, recommendation or warranty, express or implied, regarding the accuracy, adeqU~CY, reasonableness or 
completeness of the information contained herein or in any further information, notice or other document which may at any time be s~pplied in connection 
with the Transaction and accepts no responsibility or liability therefore. Goldman Sachs is currently and may be from time to time in the future an active 
participant on both sides of the market and have long or short positions in, or buy and sell, securities, commodities, futures, options or other derivatives 
identical or related to those mentioned herein. Goldman Sachs may have potential conflicts of interest due to present or future relatiqnships between 
Goldman Sachs and any Collateral, the issuer thereof, any Reference Entity or any obligation of any Reference Entity. I 

Goldman Sachs & Co. will act as the initial purchaser for all classes of Notes, and affiliates of Goldman Sachs & Co. will act as the p~otection Buyer, the 
Basis Swap Counterparty, the Collateral Put Provider and the Collateral Disposal Agent. I 
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Risk Factors 

Reliance on Creditworthiness of the Collateral i 

• The ability of the Issuer of the Notes to meet its obligations under the Notes will depend on, amongst other things, the receipt by it of ~ayments of interest 
and principal from the Collateral. Consequently, investors are exposed not only to the occurrence of Credit Events in relation to any or the Reference 
Obligations, but also to the ability of the Collateral or the issuer or provider thereof, to perform its obligations to make payments to the Issuer of the Notes. 
Although at the time of purchase, such Collateral will be highly rated, there is no assurance that such rating will not be reduced or withdrawn in the future, nor 
is a rating a guarantee of future performance. I 

I 

Creditworthiness of Goldman Sachs 

• Premium payments will be required to be made by Goldman Sachs to the Issuer throughout the life of the Transaction. Consequentlyl investors are exposed 
not only to the occurrence of Credit Events in relation to any of the Reference Obligations, but also to the ability of Goldman Sachs to perform its obligations 
to make payments to the Issuer of the Notes, amongst other secured parties. 

Historical Performance does not Predict Future Performance of Transaction I 
I 

• Individual Reference Entities may not perform as indicated by historical performance for similarly rated credits. Furthermore, even if f~ture credit performance 
is similar to that of historic performance for the entire market, investors must make their own determination as to whether the Reference Portfolio will reflect 
the experience of the universe of rated credits. The frequency of Credit Events experienced under the Notes may be higher than that of historical rates, 
and/or that of future rates for the market as a whole. I 

I 

Projections, Forecasts and Estimates I 
I 

• Any projections, forecasts and estimates contained herein are forward looking statements and are based upon certain assumptions that the Issuer considers 
reasonable. Projections are necessarily speculative in nature, and it can be expected that some or all of the assumptions underlying the projections will not 
materialize or will vary significantly from actual results. Accordingly, the projections are only estimates. Actual results may vary from t~e projections, and the 
variations may be material. i 
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Transaction Overview 
Executive Summary I 

i 
• ABACUS 2007 -AC1 is a $2 billion notional synthetic COO (the "Transaction") referencing a portfolio 

(the "Reference Portfolio") consisting of RMBS obligations. I 
I 

• ACA Management, LLC ("ACA") will be acting as Portfolio Selection Agent in this Trar1saction. 
I 

• ACA currently manages 22 outstanding COOs with underlying portfolios consisting of $15.7 billion of 
I 

assets (1).. I 

• The 360 WARF target Reference Portfolio selected by ACA consists of 90 Baa2-ratedlmid-prime and 
subprime RMBS bonds issued over the past 18 months. . I 

• The COO tranches amortize principal using a full sequential amortization sequence, a~Oiding any 
reduction in the relative subordination of the COO tranches. I 

I 
. i 

• The COO tranches will have a projected average life(2) of 3.8 to 4.9 years, which is sh(i)rter than the 
average life of most traditional ABS COOs executed in the current market environmen~. 

• The COO tranches do not bear any available funds cap risk and other related interest Fhortfall risks. 

• Goldman Sachs' market-leading ABACUS program currently has $5.1 billion in outstahding CLNs 
with strong secondary trading desk support. I 

I 

(1) Source: ACA as of December 31, 2006 
(2) Based upon Modeling Assumptions described in the "Summary-Notes" section of the Offering Circular 

Capital ........................................................ ~ ........... 11 
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Capital 

Transaction Overview 
The Reference PorifoliO(1) 

I 
• The Portfolio Selection Agent has selected a target granular Reference Portfolio contalining 90 

equally-sized (by notional amount) Reference Obligations fully disclosed to investors. i 

Each Reference Obligation is issued by a distinct issuer I 

- Each Reference Obligation has an actual rating of Baa2 by Moody's. I 
I 

• Reference Portfolio WARF of 360, which represents a higher rating quality than o/lezzanine 
ABS COOs sold in the current market environment. j 

I 
- The Reference Portfolio includes a wide cross-section of shelves and servicers I 

• 31 different shelves represented, with the largest shelf (FFML) representing 11 o/J of the 
Reference Portfolio I 

• 21 different servicers represented, with the largest servicer (Wells Fargo) representing 29% of 
the Reference Portfolio i 

• The Reference Portfolio is static, with no substitutions, discretionary removals, notion~1 
reinvestments or discretionary trading of Reference Obligations permitted. i 

I 
• The Reference Portfolio is focused on the subprime and mid prime RMBS sector and \fIill not contain 

any exposure to COOs or Option ARMs. I 

• 4.1-year projected Reference Portfolio weighted average life. I 

I 

I 
I 

I 

(1) As of March 23, 2007. Goldman Sachs. neither represents nor provides any assurances that the actual Reference Portfolio on the Closing Date or an)1 future date will have 
the same characteristics as represented above. i 

I ....................................................................... 12 
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Capital 

ACA Sponsorship 

I 
i 

• ABACUS 2007-AC1 will be the 25th CDO sponsored by ACA and the 5th utilizing synt~etic RMBS. 
j 

• ACA will earn portfolio selection fees accrued on the principal amount of the Notes, an;d not on the 
super senior tranche or the first loss tranche I 

• The portfolio selection fee rate for each tranche is set forth under "Structure Overview+Capital 
Structure". I· 

I 

- Portfolio selection fee rates are higher on the lower-rated Notes. I 

I 

- The upward-sloping fee structure increases ACA's incentives to avoid losses relati~e to a standard 
flat fee accrued on the overall reference portfolio notional amount. I 

i 

(1) Source: ACA as of February 26, 2007 

....................................................................... 13 
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Capital 

Structure Overview 
Capital Structure(1) 

I 

I 

Initial Tranche Rating Tranche Tranche Tranche Projected Legal PortfOlio: Coupon 
Notional Final Selection Tranche Amount (Moody's / Size Attach Exhaust WAL 

Fee Ratel 
(US$) S&P) (%)(2) (%)(2) (%)(2) (yrs)(3) 

Super 
$[1,100,000,000] N/A [55.00]% [45.00]% [100.00]% [3.8] 2037 NA [ ]% 

Senior 

Class A-1 $[200,000,000] [Aaa]/[AAA] [10.00]% [35.00]% [45.00]% [4.3] 2037 [0.25]% : 1mL+[ ]% 
I 

Class A-2 $[280,000,000] [Aaa]/[AAA] [14.00]% [21.00]% [35.00]% [4.4] 2037 [0.25]% I 1mL+[ ]% 

Class B $[60,000,000] [Aa2]/[AA] [3.00]% [18.00]% [21.00]% [4.6] 2037 
I 

1mL+[ ]% [0.50]% I 

I 
Class C $[100,000,000] [Aa3]/[AA-] [5.00]% [13.00]% [18.00]% [4.7] 2037 [0.50]% i 1mL+[ ]% 

I 
Class 0 $[60,000,000] [A2]/[A] [3.00]% [10.00]% [13.00]% [4.9] 2037 [1.00]% i 

I 
1mL+[ ]% 

First Loss $[200,000,000] NA [10.00]% [0.00]% [10.00]% [5.1] 2037 NA 
I 

Not Offered 

I 

I 

(1) As of March 23, 2007. Goldman Sachs does not represent or provide any assurances that the actual capital structure on the Closing Date or any futut date will have the same 
characteristics as represented above. See the final Offering Circular for the final capital structure. 

(2) As a percentage of the Initial Reference Portfolio Notional Amount 
(3) Based upon ModeUng Assumptions described in the 'Summary-Notes' section of the Offering Circular 

....................................................................... 14 
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Capital 

Structure Overview 
Structural Features of Offered Tranches 

• Large benchmark COO transaction with tranches offered from the super senior tranche to the "A2/A"­
I 

rated tranche. : 

• COO tranches can be offered in credit linked note format or in unfunded swap format. I 

I 

• All Notes offered at par and may be issued in all major currencies. 

• Interest payments on the Notes are non-deferrable 

- Goldman Sachs bears the WAC andlor available funds cap risk on the Reference Portfolio. 
i 

• The Transaction has no over-collateralization (UO/C") or interest coverage ("I/C") cash~ow diversion 
triggers . 

, 

• The tranches will be allocated principal sequentially, avoiding any leakage of principal: to 
I 

subordinated tranches 

• Each Class of Notes is callable by the Issuer at par plus accrued interest on the outstanding principal 
amount of such Class of Notes on any Payment Date on or after April 2009 . 

....................................................................... 15 
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Capital 

Reference Portfolio Summary 
Broad Cross-Section of Issuance Shelves(1), (2), (3) 

CWL 
2.2% 

FHLT 

ACE ABFC 
2.2% 

---2.2% 

FMIC 
2.2% 

3.3% 3.3% 

Other 
13.3% 

3.3% 

CMLTI 
6.7% 

FFML 

I 

I 

SVHE 
6.7% . 

• Reference Portfolio includes 31 distinct issuing shelves, with the top 19 comprising 8~% of the 
Reference Portfolio notional amount. I 

I 

• Issuance shelves that have the highest concentration in the ABACUS 2007 -AC 1 portfolio are 
I 

FFML(11.1%), MSAC(10.0%), LBLMT(7.8%) and HEAT (7.8%). 

I 
I 

LBMLT 
7.8% 

(1) As of March 23, 2007. Goldman Sachs. neither represents nor provides any assurances that the actual Reference Portfolio on the Closing Date or any future date will have 
the same characteristics as represented above. ' 

(2) Source: Bloomberg 
(3) Percentages are based on notional amounts 
...................................................................... 16 
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Capital 

Reference Portfolio Summary 
Servicer Diversification(1), (2), (3) 

HSC 
3.3% 

JPM 
3.3% 

SM 
3.3% 

FREM CHLS 

5.6% CWHL 
5.6% WMB 

6.7% 

• Reference Obligations in the Reference Portfolio are serviced by 21 different servicers. 
I 

• Wells Fargo is the most represented servicer in the ABACUS 2007-AC1 Reference Portfolio, 
servicing 28.9% of the Reference Obligations. 

1 

(1) As of March 23, 2007. Goldman Sachs neither represents nor provides any assurances that the actual Reference Portfolio on the Closing Date or atiy future date will have the 
same characteristics as represented above. 

(2) Source: Bloomberg 
(3) Percentages are based on notional amounts 
....................................................................... 17 
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Capital 

Credit Events 
Overview and Settlement Mechanics 

• Credit Events applicable to Reference Obligations will include: 
i 
I 

- Writedown, a writedown or applied loss, forgiveness of principal or an Implied Writ~down; and 

- Failure to Pay Principal at the legal final maturity of the reference obligation or earlier if the 
assets securing the reference obligation are liquidated in full. . 

• Credit Events adhere to the current (as of the Closing Date) ISDA Standard Terms Su'pplement for a 
Credit Derivative Transaction on Mortgage-Backed Security with Pay-As-You-Go or Physical 
Settlement (Form I) (Dealer Form) and Form of Confirmation ("ISDA Dealer Form") definitions. 

! 

• Interest Shortfall shall not constitute a floating amount event under the Transaction: A~ACUS 2007-
AC1 noteholders will not bear either (a) the WAC risk (b) the available funds cap risk on the 
Reference Portfolio. 

• Credit Events will be settled on a Pay-As-You-Go basis. 

• A Reference Obligation will not be removed from the Reference Portfolio upon the occurrence of a 
Credit Event. Following a Writedown, further Credit Events are possible in respect of; such 
Reference Obligation. ' 

• Physical settlement will not apply to any Credit Event. 

(1) These terms are for illustrative purposes only and may not represent the final structure. Refer to the final Offering Circular for the final structure and t~rms . 

...................................................................... 18 
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Capital 

Transaction Overview 
Key Transaction Terms 

Issuer: 

Co-Issuer: 

Portfolio Selection Agent: 

Initial Purchaser: 

Protection Buyer: 

Portfolio Advisor: 

Closing Date: 

Legal Final Maturity Date: 

Offering Type: 

Debt Minimum Denominations: 

Control: 

Trustee/lssuing & Paying Agent: 

Notional Ramp-Up Period: 

Discretionary Reference Obligation 
Substitution, Reinvestment or Removals: 

Non-Call Period: 

Interest on the Notes: 

Listing, Clearing & Settlement: 

Tax Treatment: 

ERISA Eligibility: 

Governing Law: 

ABACUS 2007-AC1, Ltd., Incorporated with limited liability in the Cayman Islands 

ABACUS 2007 -AC1, Inc., a corporation organized under the laws of the State of Del:aware 

ACA Management, L.L.C. ("ACA") 

Goldman, Sachs & Co. (sole) 

Goldman Sachs Capital Markets, L.P. ("GSCM"), an affiliate of the Initial Purchaser 

None 

],2007 

] 2037 

Reg S (Non-US Persons only), Rule 144A 
Rule 144A purchasers must be qualified purchasers under the Investment Companx Act of 1940 

$250,000 for each Class of Notes under Rule 144A and $100,000 for each Class of Notes under Reg S, 
in each case in increments of $1 thereafter 

Majority of the Notes voting together in the aggregate 
I 

LaSalle Bank NA (Trustee for the Class A-1 through Class [C] Notes; Issuing & Paying Agent for the 
Class [0] Notes) : 

None. 100% of the Reference Obligations will be identified on the Closing Date. 

None. There will be no substitutions, notional reinvestments or discretionary removals in respect of the 
Reference Portfolio at any time subsequent to the Closing Date. 

Approximately two years from the Closing Date, ending on the Payment Date in [ ] ~2009 

Accrued daily on the Outstanding Principal Amount of the Notes and payable in arrears on an actuall360 
basis on the 28th of each month or following Business Day commencing [ ]2007 

Application will be made to list the Notes on an exchange of the Issuer's choice, if ptacticable. There can 
be no assurance that such admission will be granted. The Notes will settle through I 

Eurociear/Clearstream/DTC. 

It is expected that the Class A-1 through Class [C] Notes will be treated as debt. 

The Class A-1 Notes through Class [C] Notes are expected to be ERISA eligible, assuming that the 
purchase is not a prohibited transaction for the purchaser. . 

The Class A-1 through Class [C] Notes will be governed by, and construed in accordance with, the law of 
the State of New York. The Class [0] Notes will be governed by, and construed in apcordance with, the 
laws of the Cayman Islands. 

These terms are for illustrative purposes only and may not represent the final structure. Refer to the final Offering Circular for the final terms and structu~ . 
....................................................................... 19 
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II. Portfolio Selection Agent Overview(1) 

Capital 

(1) All Information concerning ACA Capital, its prior experience and its personnel contained herein has been provided by ACA Capital as of February 19, 
2007 (unless otherwise specified herein) and no such data has been independently verified by Goldman Sachs. ' 
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ACA - Business Strategy 

• Specialty financial services company 

- Assume, manage and trade credit risk 

• Three principal operating divisions 

- Municipal Finance 

• Financial guaranty insurance company 

• Only "A" (S&P) rated financial guarantor in business 

- COO Asset Management 

• Asset (collateral) management platform 

- Structured Credit 

• Diversified credit selection and trading platform 

• Alternative executions (principally synthetic) 

Capital ........................................................................ 21 
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ACA - Equity and Ownership Structure (1) 

Investor Ownership 0/0 Board Seats 

8SMB 28% 2 

Public Ownership 20% 0 

Stephens Group 13% 1 

Third Avenue Trust 13% 1 

Chestnut Hill ACA 11% 1 

Management & Others 15% 4 

..................................................................... 22 
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Capital 

ACA Capital Strategy 

• Financial guaranty subsidiary 'A' rated by S&P 

• Commitment to long-term bondholder and counterparty security 

- Durability and stability emphasized 

• Philosophy is to maintain insurance company capital at close to "AA" margin of safety ,while pursuing 
an "A" rated business strategy 

...................................................................... 23 
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Capital 

ACA - Business Mix as of December 31, 2006 

Municipal, 18% 

coo Asset 
Management, 36% 

Contribution to Net Operating Income 

Other, 3% 

~Ln'Glllred Credit, 
43% 

...................................................................... 24 
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ACA - Senior Management Team 

• 25 Years of Industry Experience 

• 22 Years of Industry Experience 

• GE Capital, Deutsche Bank, Paine vv~mn,F!r 

• 13 Years of Industry Experience 

• JPMorgan 

• 20 Years of Industry Experience 

• Sumitomo Mitsui, FGIC, Moody's, Citlgroup 

• 13 Years of Industry Experience 

• Merrill Lynch, New York Life 

• 22 Years of Industry Experience 

Capital ...................................................................... 25 
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Capital 

ACA - Investment Philosophy 

• Focus primarily on ABS and Corporate markets to identify attractive opportunities in several ways 

• Asset selection and asset management premised on credit fundamentals and then optimized for 
relative value 

• ACA Management will utilize proprietary models to stress and confirm the adequacy of cash flows 

• 30 professionals are dedicated to the COO asset management business representing 'a combination 
of skills and experience relating to credit underwriting and capital markets analysis and execution 

I 

• Preserve capital 

• Willing to use excess spread to hedge or sell deteriorated credits 

• Defensive trading 

• Minimize real market value exposure 

• Minimize maturity and interest rate risk through asset/liability matching and hedging 

........................................................................ 26 
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Capital 

Why ACA Management LLC? 

• Alignment of Economic Interest 

- ACA has invested over $200 million in internally managed COOs 

- A portion of management fees are subordinated and performance based 

• Investment Philosophy 

- Investment decisions are credit driven and conducted by industry specialists 

- Every investment is approved by a heavily experienced investment committee 

• Deep Expertise 

- 30 dedicated credit and portfolio management professionals with an average of 13 years relevant 
experience 

- Committee members have industry experience across several credit cycles 

• Asset Management Scale 

- Approximately $15.7 billion of assets in 22 COOs under management as of 12/31/2006. 

- Supported by a large infrastructure including an IT group, a legal team and a risk l11anagement 
department 

- Significant resources invested in systems and databases 

• Track Record 

- No rated notes in any of ACA's COOs have ever been downgraded 

....................................................................... 27 
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Capital 

ACA Capital - Overview 
Core Competencies in Analyzing Credit Risk 

• ACA Capital's CDO Asset Management Platform has extensive capabilities in analyzing credit risk in 
a variety of areas including: 

- Corporate Securities 

• Credit Default Swaps 

• High Grade Bonds 

• Crossover Bonds 

- Leveraged Loans (U.S. and Europe) 

• Traditional as well as middle market loans 

- Asset Backed Securities 

• Residential Mortgages 

• CLOs, CBOs, CSOs 

• Commercial Mortgages 

• Consumer Assets and Receivables 

• Corporate Assets and Receivables 

Source: ACA Capital 

...................................................................... 28 
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Capital 

ACA - CDO Asset Management Organization Chart 

II, 1111, 
'11' I I I I III I 

I I 

i II I II I 

I Alilll Roseman'l I 
I CEO I, I 

I ACA C"plial I 
I II' 

, 

Systems, Legal and 
Quantitative Support 

I' , I I 
I fll II II I I 

....................................................................... 29 
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Assets Under Management 
ACA Management, L.L.C. 

18,000 

16,000 

14,000 

12,000 

J 10,000 

:i 
.5 8000 .,. , 

6,000 

4,000 

2,000 

$0 
0...1..---------

2001 

$5,830 

$2,400 

2002 2003 

$7,998 

2004 

FYE December 31st 

.. Corporate CDS. ABS High Grade .. ABS Mezz IIli Leveraged Loans 

Note: Euro amounts converted at the rate on 1213112006, 1.31 dollars/euro 

$15,700 

$9,920 

2005 2006 

Capital ..................................................................... 30 
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ACA - 22 Proprietary COOs Originated to Oate(1) 

Corporate Transactions 

I I I I , I I i I I I I I I 

I 

ACA CDS' , ACA COS 'ACA CDS I A '49 ACA' ClO I A 57' 'Trlbunel ' I ACA CLO I ACA ClO 
'200H: 20\)2-1 : 2002-2 ,rgon I 2005-1 I I' rgon: 'Sentmel : 200IH" 2006-2 

I I! I II I I I I 

CDS CDS CDS CDS LL CDS CDS LL LL ~ Type 
01125/02 06126/02 04/09/03 OS/25/05 08117/05 04/29/06 06130/06 07/27/06 12107106 ~ Date Closed 
$1,000 $1,000 $1,000 €50 $300 €50 $330 $341 $300 ~ Notional Portfolio (millions) 

BBB/BBB+ BBBlBBB+ BBB/BBB+ BBB/BBB- B+/B BBB/BBB- AlA- B+/B B+/B ~ Asset Quality 
$22.5 $22.0 $25.0 N.A. $5.0 NA N.A. N.A. $2.4 ~ ACA Equity (millions) 

Commerz-bank UBS Inv. Bank WestLB Merrill Lynch Bear stearns Merrill Lynch RBC UBS Inv. Bank RBS Greenwich 
~ Investment Bank Capital 

ABS Transactions 
I I' I' I', I', ,I I, 'I " 
,ACA ABS ACA ABS Glel1~~j"~r ACA ABS I ACA ABS, IZel1lth ACA ABS Khalee \I ACA ABS Lancer I ACA ABS 'A uanll~ ACA ABS 
I 2002-1 , 2003-1 Funding 2003-2 2004-1' Fundmg 2005-1 ) 2005-2 FundIng 2006-1 '1 2006·2 

I I I I I I I I::' I I I, I I I I I I I 

ABS ABS ABS ABS ABS ABS ABS Syn ABS ABS ABS ABS ABS ABS 

07/29102 05120103 07121/03 11116/03 04127/04 12121104 03/02105 09/22105 08130/05 03/14106 04127/06 09112106 11/29/06 

$400 $400 $1,500 $725 $450 $1,500 $452 $750 $450 $1,500 $750 $2,000 $750 

BBB/BBB· BBB/BBB+ AA BBB/BBB+ BBB/BBB+ AA- BBBIBBB+ BBB/BBB+ BBB/BBB-- AA-IA+ BBBlBBB- BBBIBBB· BBB/BBB--

$18.0 $18.0 $22.5 $33.5 $10.0 $13.0 $4.4 $5.6 $2.25 $1.5 $1.965 NA $4.2 

CSFS Sane of Citigroup USS Inv. Sank Merrill Lynoh Citigroup RBS Merrill Lynch USS Inv. Sank USS Inv. Sank Bear Stearns USS Inv. Sank Bear stearns 
America Greenwich 

Capital 

Capital 31 
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Capital 

ACA Capital - Overview 
Investor Relations - ACA Website 
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ACA Capital: ABS Credit Process 

• ABS Credit Selection Process 

- Asset Class Analysis 

- SelierlServicer Analysis 

• On-Site Visit 

• Performance Review 

- Deal Analysis 

• Collateral Analysis 

• Structural Analysis 

Capital ....................................................................... 34 
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ACA - ABS Credit Selection Process 

Ongoing Sell~rlServicer and Collateral Monitoring 

Capital ................................................................... 35 
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ACA - ABS Credit Selection Process (Cont.) 

• Collateral Committee 

- Written credit report distributed to all committee members. 

- Analyst presents investment opportunity to committee. 

- 6 voting members. 

- Majority vote required for all decisions. 

- Credits approved by the committee are eligible to be included in the portfolio . 

Capital ....................................................................... 36 
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Capital 

ACA - ABS Credit Analysis Criteria 

• Seller/Servicer Tiering 

• ACA Capital will rank each seller/servicer according to a tiering system with the following criteria:= 

- Tier One - Strong companies with established track records and proven performance 

- Tier Two - Below investment grade, un-rated or private companies with established track records 
and proven performance 

- Tier Three - Companies with material issues relating to financial strength, performance or 
capabilities 

....................................................................... 37 
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Capital 

ACA - Servicer Tiering Criteria 

• Criteria for Tiering (not in order of importance): 

- Corporate Status 

- Operations Due Diligence 

- Historical Performance 

- Portfolio Growth 

- Servicer Ratings 

ACA Exposure by Tier (as of 12/31/06) 

Tier 2 
47% 

Tier 3 
1% 

Tier 1 
62% 

...................................................................... 38 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-002807120 



GOldman 
Sncl1s ' 

: , ! 

! l: 
: I 
: I 

Capital 

ACA - ABS Credit Analysis Criteria 

• Collateral Analysis 

- Loan Level Analysis 

- Historical Static Pool Data: Delinquencies, loss, recoveries, prepayments 

- Set expected net losses and loss curve 

....................................................................... 39 
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Capital 

ACA - Structural and Stress Analysis 

• Structural Analysis 

- Credit Enhancement 

- Interest Rate Hedges 

- Triggers 

- Available Funds Cap Risk 

- Deal Comparison 

• Stress Analysis 

- Break-even using ACA default ramp 

- Sensitivity analysis using issuer-specific delinquency curve 

....................................................................... 40 
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Capital 

ACA - ABS Collateral 

1.og.1 N.nte, I STRUCTURED ASSET INVESTMENT LOAN TR.UST %004-9 

I •• ue Date: ~O/Z004 Country where J.!lued: UNITED STATES 

1:000 •• 1: No 

S.rvlc .... AURORA LOAN SERVICES INC. 

Ot'tglnator: STRUCTURIlD ASSIlT SI!CURmSS CORP. 

•• n.n !!ITRUCTURI!O A!!ISIIT SI!CURmeS CORP. 

Underwriter: LEHMAN BROTHERS INC. 

ACA Anelyst: I< .. ith Gorman 

D •• I Slructu_ SENIOR-SU!VOVERCOUAT1!RALlZATION 
Desl:rlptlonl 

SolOd Tranche; !:EIB A .... --.do. 

CUSJP: e635eEMY9 

Table Is a hypothetical example and Is used for illustration purposes only 

Margin! 185.0000 

Confidential Treatment Reauested bv Goldman Sachs 
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Bloomberg Shelf Name, SAIL 

Currency 01' I .. ;ue: USD 

Mood,-. 
SlkP 
Fitch 

SQ1 
'Strono 
RPS1 

Bu •• n ••• Day Rule: FollowinO 
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Capital 

ACA Capital - Overview 
Extemallnformation Sources and Tools 

Source: ACA Capital 

..................................................................... 42 
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Capital 

ACA - Internal Information Sources and Tools 

• Portfolio Management and Surveillance 

Mit SARA - Surveillance and Reporting Analytics 
Copltol 

- Internally developed collateral database monitoring systems 

au 'CDO Portfolio Evaluator 
C.pltnl 

- Internal COO compliance application .m ACA Wizard 
C.pit,,1 

- Internal risk mana~ement and priCing application for COO's 

- Internally developed application which generates projected cash flows 

....................................................................... 43 
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Capital 

ACA - ABS COO Experience 

I ~ " ~ I 'I I I I I I 'I I ~CA ASS ~002~1 I: '; ',I in' h ,I 'Effective Date I , ' , I Current I 
$400 million. multr sector A S COO I j I I : I II gg I I I : 10/1112002,' I I \2/31120011 'I 

I I I I I I, I I II I 1 I I I I II I I I I 

Moody's Weighted Average Rating Factor Max 400 347 707 

Moody's Diversity Score Min 20 25 31.62 

S&P Minimum Average Recovery Rate Min 30.0% 36.9% 34.5% 

S&P COO Monitor Pass/Fail Pass Pass Pass 

Overcollaterallzatlon Test (Class C) Min 101.5% 104.0% 102.93% 

Number of Positions Experiencing Writedowns 2 

Ie ~L I b" I I I I , '. I 'I I I fI A ASS 200" 1 I I I I . , I ,EffectIve Dilte : I I Current 
$~OO million, multt 'sector ABS CO: I I 1, I : I 1n~wer " I I, ,I 05/2012003 I i I I 1210412006 I 

I I I' I II I I I I I I I I I I I 

Moody's Weighted Average Rating Factor Max 400 289 408 

Moody's Diversity Score Min 18 20 19.18 

S&P Minimum Average Recovery Rate Min 30% 35% 35.4% 

. S&P COO Monitor Pass/Fall Pass Pass Pass 

Overcollaterallzatlon Test (Class D) Min 100.0% 104.5% 105.16% 

Number of Positions Experiencing Wrltedowns 0 

, 'I I I I I' I I I , I I I 
ACA ABS 2003,.2 , I " I, I Tm ger' I Effectlye Date i ,I Curtent I 
$'125 million. multI sector AB::> cDo' I I I I , 9 I 11/0612003,' 1212912006 

I I I I r I I I I I I I I I I I I 

Moody's Weighted Average Rating Factor Max 350 277 349 

Moody's Diversity Score Min 19 19 23.22 

S&P Minimum Average Recovery Rate Min 34% 38% 37.3% 

S&P COO Monitor Pass/Fall Pass Pass Pass 

Overcollaterallzatlon Test (Class C) Min 101.6% 105.1% 105.15% 

Number of Positions Experiencing Writedowns Max 0 

Source: ACA ASS 2002-1 trom Trustee Report dated 1213112006; ACA ASS 2003-1 from Trustee Report dated 1210412006; ACA ASS 2003-2 from Trustee Report dated 
1212912006 • 
..................................................................... 44 
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Capital 

ACA - ABS CDO Experience 

I " I, I 'I ' ,I', I I I 'I' "I: I I I I l!I.CA AoS 2004 1 I ' I ' I, " I I'" Effective Date' " 'I Current I ' $450milHon,n[ulti~eCIOrABScbo' ' I, I I I' II 1~lgger I' I !, ',10/11/2002 I' I 01102/2007, , 
I I I I I I II I I' 1 , 'i, ,'I I, I I I I I II 

Moody's Weighted Average Rating Factor Max 350 346 332 

Moody's Diversity Score Min 15 15 25 

S&P Minimum Average Recovery Rate Min 33.75% 37.2% 38.6% 

S&P COO Monitor Pass/Fail Pass Pass Pass 

Overcollaterallzation Test (Class C) Min 101.0% 104.0% 105.12% 

Number of Positions Experiencing Wrltedowns 0 

I I I, I' 1,1, I I' I I' I' I I I' I .;l. I I I I I I I I ,]CA AsS 2005~1 I, I ' , ' I I Tn (er I , Effective uate , I I Current I I 1 
$452 million, multi lieGtor ASS COO I I I I, I q 1 : ,105/20/2003 I,' :, I' 1212812006 I I 

II I I I I I I, I I I I I I I I I I I I I I I i 

Moody's Weighted Average' Rating Factor Max 340 338 330 

Moody's Diversity Score Min 15 15 23 

S&P Minimum Average Recovery Rate Min 53.00% 53.60% 54.50% 

S&P COO Monitor Pass/Fall Pass Pass Pass 

Overcollateralization Test (Class C) Min 101.70% 103.70% 104.07% 

Number of Positions Experiencing Writedowns 0 

").,," ,),, I I I' I, 'I' , 'I I ' I I I 1 I' 
A, .... A AS", 2005~.: I I I I I I, ' 'I' I 'Tn er ' I' I E'ffectlve Date I ' ' Current I 
$450 million, multi sectbr ABS COO I I I gg, ' ,11106/2003 I I 1212912006 

I I I' I I I I I I II I I I I 

Moody's Weighted Average Rating Factor Max 585 542 540 

Moody's Diversity Score Min N/A N/A N/A 

S&P Minimum Average Recovery Rate Min 30.0% 32.40% 32.5% 

S&P COO Monitor Pass/Fall Pass Pass Pass 

Overcollaterallzatlon Test (Class B) Min 103.0% 105.56% 105.85% 

Number of Positions Experiencing Wrltedowns 0 

Source: ACA ASS 2004-1 from Trustee Report dated 0110212007; ACA ASS 2006-1 from Trustee Report dated 1212812006; ACA ASS 2006-2 from Trustee Report dated 
1212912006. 
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Capital 

ACA - ABS CDO Experience 

.], '- 'I i, : ' I" , I I , I I '] I I' I I : I I' c 'I I I I, ~hilleeJ II , I ,"] , , , : " , I : I ' ,. e I " " I Effective Date, ,I' Curren! ' 
$750mlliion.multl,sectorSyntheticABSCDO' , I ' I, ' Tng~ t I '" I I 110/1112002 I II ]] '121151200J i 

I I If I I I Jill I i I 1:1 II I I I I I II I I 

S&P Minimum Average Recovery Rate Min 
49.5% 

Pass Pass 

S&P COO Monitor Pass/Fall 
Pass 

Pass Pass 

Number of Positions Experiencing Wrltedowns o 

I "I I I I ,I I I I I, 'I , ] "I I I 
ACA AquarIUS I, : I ,'I :' I ' , , I 'I I Effective Date I I I I ] Current, ' 
$2 bilhon. ':'1tJltJ sector ABS COO, I I, i: I, 'i Trlg~r; : i 111103f2006 , I 01f03/2007 'I 

I, ," I " I 'I' I I 'I I' ,I I I I I I I" I I 

S&P Minimum Average Recovery Rate Min 
.p;;.', 

46.56% 46.56% 

S&P COO Monitor Pass/Fail Pass Pass Pass 

Number of Positions Experiencing Wrltedowns o 

I ACA AS I S '''0 1 ' " I I, I I I' ' " ' '", I 1 I I I L 06- I ': , I I , , , T - i I: EffectIve Date', Current I 
, : $750 million

r
' mu'lti sector ABS COO ' I I' " , "i ngger, 'I' 0513~f2006 'I I " II 210412006 , ' II I I I I I I I I I I I I I ,I 

Moody's Weighted Average Rating Factor Max 540 514 514 

Moddy's Asset Correlation Min 22.5 21.3 21.3 

Moody's Minimum Average Recovery Rate Min 22.75% 24.29 23.5% 

S&P COO Monitor Pass/Fail Pass Pass Pass 

Overcollateralization Test (Class 8-1 L) Min 110.0% 118.11% 118.05% 

Number of Defaulted Positions 0 

Khaleej /I from Trustee Report dated 1211612006; ACA Aquarius from Trustee Report dated 0110312007; ACA ASS 2006-1 from Trustee Report dated 1210412006 • 

................................................................... 46 
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ACA - CDS COO Experience 

'II "I' ~ "I' I I I I I I' , ACA 0051200,1-1 ! , I I 'I: I Tri er I : : Effective Date i ' 'Current I ' 
$1 billion.' 5-Year synthetic inve tmen! grade corporate crechts ,: I ' I, I 99, I I ' ' , I 02/14(2002 I : I i 11 (10/2006

1 

I 
I , I I I, I 'I I I : " I I , 

Moody's Weighted Average Rating Factor Max 260 219 694 

Diversity Score Min 54 55 55 

Overcollateralization Test Min 113.2% 121.4% 122.35% 

Number of Defaulted Positions 

I I I I I I " ',I'" I I I " , I I I I AGA 005,2002-1 'I "I' T" I I !:;ffectlve Dilte , , Clirrent' 
'$1 bllliQI1'15.year syllthetic illve~tllleni grade coqlorate <:redlls I" I rtgg~r I I I' 108/22f2002 ':' : I h/29f2006 ' , 
'I' I I' I, ,I I I ,I" I I I I I 

Moody's Weighted Average Rating Factor Max 260 215 498 

Diversity Score Min 54 55.41 56.13 

S&P COO Monitor PasS/Fall Pass Pass Pass 

Overcollaterallzation Test Min 112% 121.89% 118.75% 

Number of Defaulted Positions 

I" " I, I I I' , I' I I I I' " ACA CDS 2002,-2 " ' I. I Effective Date' I' Current I I , 
$11 billion, 5-year synthetic ltWe<;tn1ent grade corporate credits I' 'I I ,\,ngger ' 1 05109/2003 II ,I, II 111301200(1 I ' 

I I I I I , I I I I I , 

Moody's Weighted Average Rating Factor Max 260 216 455 

Diversity Score Min 54 58 59 

Overcollaterallzation Test Min 112.50% 120.80% 121.96% 

Number of Defaulted Positions o 

ACA CDS 2001-1 ftom Trustee Report dated 11/1012006; ACA CDS 2002-1 ftom Trustee Report dated 12129/2006; ACA CDS 2002-2 ftom Trustee Report dated 11/3012006. 
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ACA -High Grade ABS COO Experience 

G~enadler ~undmg, Limited " 1 I' T I Effective Date, 'I Current I I, II ..i I I ' . I' ,I, I I " 1 I I 1 I I' , , I I , I I 

$~.5 hllhOll; high grade multi sedor ASS c'oo ,I 'I, I I ~ rigger 'I' I' 101/20/2004 i' 1 I 1212912006 I 
I I I I II I I I I I I 

Moody's Weighted Average Rating Factor Max 30 9 18 

Moody's Diversity Score Min 25 46.1 48.3 

S&P Minimum Average Recovery Rate Pass/Fail Pass Pass Pass 

Number of Defaulted Positions o 

Zenith Funamg. LImited 'I I ' I 1 .' , I Effective Date ' I Current I i I' ',; I 1 'I I I I' I I " I' I " I' " 
$1'.5 billionl high grade multi sedor ASS CDO I I, I I I I Tngger 'I ' I" "106/15/2005,! I I i 1212912006 i

l I I I I I [I I I I I I I I I I I 

Moody's Weighted Average Rating Factor Max 40 40 41 

Moody's Diversity Score Min 15 23 34 

S&P Minimum Average Recovery Rate Pass/Fail Pass Pass Pass 

Number of Defaulted Positions o 

I I II I I I I I I I I I I I 

L~ncer Furldil1!l. Uinlted I I: I i,l , ~ . I' , Effective Date I I, : ' I ! Current I I , 
$~.5 billionl high gr,lde rtIultilsector ABS COO I I I, 1 In9qer I' ,I 1 03/1412006 I I' , I I 10/3112006 I 

j II I I 1 1 I I I i 'f I I I I I I I I I I I I I I I I I I I I I 

Moody's Weighted Average Rating Factor Max 59 57 58 

Moody's Asset Correlation Test Min 23 21 21.47 

S&P Minimum Average Recovery Rate Pass/Fall Pass Pass Pass 

Number of Defaulted Positions o o 

Source: Grenadier Funding, Limited from Trustee Report dated 1212912006; Zenith Funding, Limited from Trustee Report dated 1212912006; Lancer Funding, Limited from 
Trustee Report dated 1013112006 • 
....................................................................... 48 
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Capital 

Credit-Linked Note Structure 
Structural Diagram 

Credit 
Events 

r···········································j 

I! Super Senior II 

i Amount 
, I 
t ..........•...•................ , ......... .J 

f"" ......................................... j 
I I I First Loss ! 

I Amount I 
1 ............................................... 1 

These terms are for Illustrative purposes only and may not represent the final structure. Refer to the final Offering Circular for the final terms and structure . 
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Capital 

Credit-Linked Note Structure1 

Issuance and Use of Proceeds 

• ABACUS 2007-AC1, Ltd. (the "Issuer") a Cayman Islands SPV, will issue the Notes on the closing 
date. 

• Goldman Sachs will not be paid any structuring, underwriting or placement fees by the Issuer. 

• The proceeds of the issuance of the Notes will be invested in senior, floating-rate, triple-A structured 
product securities (the "Collateral Securities"). 

- Collateral Securities will be selected by Goldman Sachs, subject to the limitations set forth in the 
Offering Circular. 

- Any proceeds not invested in Collateral Securities on or after the closing date will be held in cash 
or cash equivalents ("Eligible Investments") pending investment in eligible Collateral Securities. 

- There will be no trading or substitution of Collateral Securities by Goldman Sachs; only 
reinvestment of principal paydowns into new eligible Collateral Securities will be permitted. 

• Goldman Sachs will enter into a CDS with the Issuer to buy protection on Reference Portfolio losses 
related to the Class A-1 through Class D Notes. 

- The Collateral Securities and/or Eligible Investments will be available to make payments to 
Goldman Sachs in the case of writedowns or other Credit Events occurring on the Reference 
Portfolio, which in each case incur writedowns on the Class A-1 through Class D Notes. 

• Goldman Sachs will cover all upfront expenses of the Issuer through an upfront payment under the 
CDS. 

• Goldman Sachs will cover all ongoing expenses of the Issuer through periodic payments under the 
CDS. 

(1) These terms are for Illustrative purposes only and may not represent the final structure. Refer to the final Offering Circular for the final structure and terms . 
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Capital 

Credit-Linked Note Structure(1) 
Interest Payments on the Notes 

• The Notes will pay interest monthly at the applicable Series Interest Rate, accrued actual/360 on the 
daily Outstanding Principal Amount of the Notes. 

• Goldman Sachs will pay the applicable spread over LlBOR(2) on the Notes to the Issuer via the CDS 
premium. 

• Goldman Sachs will pay the applicable LlBOR2 index on the Notes to the Issuer via the Basis Swap, 
versus receiving from the Issuer the interest collections in the relevant period paid on the Collateral 
Securities and/or Eligible Investments. 

(1) These terms are for illustrative purposes only and may not represent the final structure. Refer to the final Offering Circular for the final structure and terms. 
(2) USD LlBOR, or for any Notes Issued In Approved CurrencIes other than USD, the Applicable Index for such Notes . 

..................................................................... 52 
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Capital 

Credit-Linked Note Structure(1) 
Principal Payments on the Notes 

• Any notional principal amortization on Credit Events are applied to amortize the Transaction 
sequentially. 

• If notional principal is allocated to a Class of Notes, a like par amount of Collateral Securities and/or 
Eligible Investments will be liquidated to fund a payment of principal to such Notes. 

• Goldman Sachs writes a par put (the "Collateral Put") to the Issuer if Collateral Securities are 
liquidated in order to fund: 

- Cash settlements to Goldman Sachs under the CDS; 

- Principal amortization of the Notes reflecting principal amortization of the Reference Portfolio; and 

- Optional Redemption of one or more Classes of Notes. 

• The Collateral Put will not be exercisable upon the occurrence of a Mandatory Redemption of the 
Notes. 

(1) These terms are for illustrative purposes only and may not represent the final structure. Refer to the final Offering Circular for the final structure and terms . 
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A. Initial Reference Portfolio 
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Capital 

Reference Portfolio 

Notlon~ll 

Security Type Amount CUSIP Fitch Moody's sap Base WAL (yrs) Dated Date Leqal Final Servicer 

ABFC 200e-OPT1 M8 Subprlme 22,222,222 000750AM4 BBB Baa2 BBB 3,8 8/1012006 912512038 OOMO 
ABFC 2oo6-0PT2 M8 subprtme 22,222.222 oo075XAP2 BBB Baa2 BBB 4,0 10/1212006 1012512036 OOMC 
ABSHE 2006-HE3 M7 Subprlme 22.222.222 04541 GXK3 BBB Baa2 BBB 3,7 4/17/2006 312512036 OOMC 
ABSHE 2006-HE4 M7 Subprime 22,222,222 04544GAP4 BBB Baa2 BBB 3.7 412812006 512512036 SPS 
ABSHE 2006-HE7 M9 Subprlme 22.222.222 045440AP2 BBB- Baa2 BBB- 4,3 1113012006 11/2512036 SPS 
ACE 2006-FM2 M8 Mldpr1me 22.222.222 OO442CAN9 Baa2 BBB 4.4 1013012006 8125/2036 WFB 
ACE 2OO6-OP2 M9 Subprlme 22.222.222 oo441YAP7 Baa2 BBB- 4,2 1013012006 812512036 WFB 
ARSI 2006-Wl M8 Subprtme 22,222,222 040104R06 BBB+ Baa2 BBB+ 3,7 21712006 312512036 AQMC 
BNCMT 2007-1 M8 Subprlme 22.222.222 05569GAN6 BBB Baa2 BBB 4,6 212512007 3125/2037 ALS 
CARR 2oo6-FREI M9 Subprlme 22.222,222 144538AN5 BBB+ Baa2 A 3,7 612812006 712512036 FREM 
CARR 2oo6-FRE2 M8 Subprlme 22,222,222 14454AAN9 Baa2 BBB+ 4,0 10/1812006 10/2512036 FREM 
CARR 2oo6-OPT1 M8 Subprlme 22.222.222 144531FV7 BBB+ Baa2 A- 3.1 3/14/2006 212512036 OOMC 
CML TI 2006-AMCI M8 Subprtme 22.222.222 17309PALO Baa2 BBB 4,0 912812006 912512036 AQMC 
CMLTI2006-NCI M8 Subprime 22.222,222 172983AN8 Baa2 BBB 3,7 612912006 812512036 WFB 
CMLTI2006-WFH2 M9 Subprlme 22,222,222 17309MAN3 Baa2 BBB- 3,9 8130/2006 8125/2036 WFB 

CMLTI2006-WMC1 Me Mldprime 22.222,222 17307G2F4 A- Baa2 BBB+ 3.6 113112006 1212512035 WFB 
CMLTI2007-AMCI M8 Subprlme 22,222,222 17311BAL7 Baa2 BBB 4,6 319/2007 1212512036 CWHL 
CMLTI2007-WFHl M9 Subprlme 22,222.222 17311CAM3 Baa2 BBB- 4.4 21912007 1125/2037 WFB 
OWL 2006-24 M8 Subprime 22,222,222 23243HANI Baa2 BBB 4,8 12129/2006 512512037 CHLS 
CWL 2007-2 M8 Subprtme 22.222,222 12668NAN7 Baa2 BBB 5.2 212812007 212512037 CHLS 
FFML 2006-FFll M8 Mldpr1me 22.222.222 32028PAPO BBB Baa2 BBB 3,8 9/612006 8125/2036 WFB 
FFML 2006-FF12 Me Mldprime 22,222.222 32027GAN6 BBB Baa2 BBB 4,2 812512006 912512036 ALS 
FFML 2006-FF14 M8 Mldprime 22,222,222 32027LAPO BBB Baa2 BBB 4.2 9/2512006 10/25/2036 AURA 
FFML 2006-FF15 M8 Mldpr1me 22,222.222 32028GAPO BBB Baa2 BBB 4,3 1012512006 11/2512036 AURA 
FFML 2006-FF16 Me Mldpr1me 22.222,222 320275ANO Baa2 BBB+ 4.3 1113012006 1212512036 NCHL 
FFML 2oo6-FF17 M8 Mldprime 22,222,222 32028KAP1 BBB Baa2 BBB 4,3 1112512008 12125/2036 ALS 
FFM L 2oo6-FF7 M8 Mldprime 22,222,222 320277API BBB Baa2 BBB 3,5 5131/2006 5125/2036 WFB 
FFM L 2006-FF9 M8 Mldprime 22.222.222 320276AP3 BBB+ Baa2 BBB+ 3.6 71712006 612512036 WFB 
FFML 2007-FFI B2 Mldprime 22.222,222 32028TAN7 Baa2 BBB 4,7 112612007 112512038 HLS 
FFML 2007 -FF2 B2 Mldprime 22,222,222 32029GAN4 Baa2 BBB 4,7 2128/2007 3/2512037 HLS 
FHL T 2006-A M7 Subprime 22.222.222 35729RAN6 BBB+ Baa2 BBB 3.B 5/10/2006 512512036 WFB 
FHL T 2006-B Me Mldprime 22.222,222 357290AN8 BBB+ Baa2 BBB 4,2 813/2006 8/25/2036 WFB 
FMIC 2006-2 M8 Mldpr1me 22.222.222 31659EAMO Baa2 BBB+ 4.0 716/2006 7125/2036 WFB 
FMIC 2006-3 M8 Mldprime 22.222.222 316599AN9 Baa2 BBB 4,3 10127/2006 11/2512036 WFB 
GSAMP 2006-FM2 Me Mldprime 22,222.222 36245DANO Baa2 BBB+ 3,9 9/29/2006 9125/2036 WFB 

HASC 2006-HE2 M8 Mldprime 22.222.222 44328BAP3 BBB+ Baa2 BBB+ 4,0 121512006 1212512036 CMB 
HEAT 2006-3 MB Mldpr1me 22.222,222 437084UZ7 BBB+ Baa2 BBB+ 3.4 3130/2006 7125/2036 SPS 

HEAT 2006-5 Me Mldprime 22.222.222 437096A03 BBB+ Baa2 BBB+ 3,7 612512006 10125/2036 WFB 

HEAT 2006-6 M8 Mldprime 22,222.222 437097AP3 A- Baa2 A- 3,9 8/112006 11/2512036 SPS 
HEAT 2006-7 M8 Mldprime 22,222.222 43709NAP8 BBB+ Baa2 BBB+ 4.1 10/312006 1125/2037 SPS 

HEAT 2006-8 Me Mldprime 22,222,222 43709QAPI BBB Baa2 BBB+ 4.3 121112006 312512037 SPS 

HEAT 2007-1 MB Mldpr1me 22.222.222 43710LAN4 BBB Baa2 BBB+ 4.4 21112007 5125/2037 SPS 
HEAT 2007-2 MB Subprtme 22.222.222 43710KAN6 BBB Baa2 BBB 4.6 41212007 712512037 SPS 

IXIS 2006-HE3 B2 Mldpr1me 22,222,222 46602UAMO BBB Baa2 BBB 4.7 9/2912006 112512037 WFB 

JPMAC 2OO6-CW2 MVB Mid rime 22222222 46629BBA6 BBB Baa2 BBB 4,1 8/8/2006 8125/2036 CWHL 

As of March 23, 2007. Goldman Sachs neither represents nor provides any assurances that the actual Reference Portfolio on the Closing Date or any future date will 
have the same characteristics as represented above. See the final Offering Circular for the Initial Reference Portfolio. 

Reference Obligations are designated as "Mid prime" herein If the weighted average FICO score of the underlying collateral that secures such Reference Obligation Is greater than 
625. All other Reference Obligations are designated as "Suberlme" herein. 55 
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Reference Portfolio 

NotIOnal 
Security Type Amount CUSIP Fitch Moody's S&P Base WAL (yrs) Dated Date Leqal Final Servlcer 

JPMAC 2006-FRE1 M8 
JPMAC 2006-WMC3 M8 
LBML T 2006-11 M8 
LBML T 2006-4 M8 
LBML T 2oo6~ M8 
LBML T 2006-7 M8 
LBML T 2006~ Me 
LBML T 2006-9 Me 
LBMLT2006-WL1 M8 
MABS 2006-HE5 M9 
MABS 2006-NC2 M9 
MABS 2006-WMC4 M8 
MLMI 2006-WMC1 B2A 
MSAC 2006-HE7 B2 
MSAC 2006-HE8 B2 
MSAC 2006-NC4 B2 
MSAC 2006-NC5 B3 
MSAC 2006-WMC1 B2 
MSAC 2006-WMC2 B2 
MSAC 2007-HE1 B2 
MSAC 2007 -HE2 B2 
MSAC 2007-NC1 B2 
MSC 2006-HE2 B2 
MSHEL 2007-1 B2 
MSIX 2006-2 B2 
NHEL 2006-5 M8 
NHELI 2006-FM1 M8 
NHELI 2006-FM2 M8 
NHELI 2006-HE3 M8 
OOML T 2006-3 M9 
OOML T 2007-1 M8 
SABR 2006-FR1 B2 
SABR 2006-FR3 B2 
SABR 2006-HE2 B2 
SAIL 2006-4 M7 
SASC 2006-EQ1A M8 
SASC 2006-0PT1 M7 
SASC 2006-WF3 M9 
SURF 2oo7-BC1 B2 
SVHE 2006-EQ2 Me 
SVHE 2006-0PT1 M7 
SVHE 2006-OPT2 M7 
SVHE 2006-0PT3 M7 
SVHE 2006-0PT4 M7 
SVHE 2006-0PT5 M8 

Midprime 
Midprime 
Midprime 
Mldprime 
Mldprime 
Midprime 
Midprime 
Mldprime 
Midprime 
Subprlme 
Subprlme 
Midprime 
Mldprime 
Subprlme 
Mldprtme 
Subprlme 
Mldprime 
Mldprime 
Midprime 
Subprlme 
Mldprime 
Subprlme 
Midprime 
Mldprtme 
Mldprime 
Subprlme 
Midprtme 
Mldprime 
Subprlme 
Subprlme 
Subprlme 
Midprime 
Subprlme 
Subprime 
Subprlme 
Subprlme 
Subprlme 
Subprime 
subprlme 
Midprime 

. Subprtme 
Subprlme 
Subprlme 
Subprlme 
Su rime 

22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22,222,222 
22222222 

4e626LFV7 
46629KAP4 
542512AN8 
54251MAN4 
54251RAN3 
54251TAN9 
54251UAN6 
54251WAN2 
542514RD8 
576455AN9 
55275BAP2 
57645MAP7 
59020U4H5 
61750MAPO 
61750SAP7 
61748LAN2 
61749BA06 
61744CXV3 
61749KAP8 
617526AP3 
61753EAM2 
617505AN2 
617451FD6 
617510AM7 
617463AM6 
66988YAN2 
65536HCF3 
65537FAN1 
65536QAN8 
68389BAM5 
68400DAP9 
81375WJY3 
813765AH7 
81377AAM4 
96360WAM4 
86360RAN3 
86359UAN9 
86361EAP6 
84752BAQ2 
83611XAM6 
83611MMF2 
83611MMT2 
83611MPR3 
83611YAM4 
83612CAN9 

BBB 
BBB 

BBB+ 
BBB+ 

BBB 

BBB 

BBB+ 
BBB 

BBB 

BBB+ 
BBB+ 

BBB+ 
BBB+ 
BBB+ 
BBB 

BBB 
BBB-

BBB 
BBB+ 

Baa2 BBB 
Baa2 BBB 
Baa2 BBB 
Baa2 A-
Baa2 BBB+ 
Baa2 A-
Baa2 A-
Baa2 BBB+ 
Baa2 BBB 
Baa2 BBB-
Baa2 BBB-
Baa2 BBB+ 
Baa2 BBB+ 
Baa2 BBB 
Baa2 BBB 
B882 BBB 
Baa2 BBB-
Baa2 A-
Baa2 BBB 
Baa2 BBB 
Baa2 BBB 
Baa2 BBB 
Baa2 BBB+ 
Baa2 BBB 
Ba82 BBB 
Baa2 BBB+ 
Baa2 BBB+ 
Baa2 BBB+ 
Baa2 BBB+ 
Baa2 BBB-
Ba82 BBB 
Baa2 A-
Baa2 BBB 
Baa2 BBB 
Baa2 BBB 
Baa2 BBB 
Baa2 BBB 
Ba82 BBB-
Baa2 BBB 
Baa2 BBB 
Baa2 BBB 
Baa2 A-
Baa2 BBB 
Baa2 BBB+ 
Baa2 BBB 

3.5 112712006 512512035 JPM 
4.2 9/14/2006 812512036 JPM 
4.6 1211412006 1212512036 WMB 
3.8 51912006 512512036 WMB 
4.0 712612006 712512036 WMB 
4.1 8130/2006 812512036 WMB 
4.2 9121/2006 912512036 WMB 
4.3 1011212006 1012512036 WMB 
3.1 21812006 112512036 LBMC 
4.4 1212812006 1112512036 WFB 
4.1 912812006 812512036 WFB 
4.5 1113012006 1012512036 WFB 
3.6 2/1412006 112512037 WCC 
4.9 10/3112006 912512036 CWHL 
5.0 1112912006 1012512036 WFB 
4.4 612312006 612512036 WFB 
5.0 1112812006 10125/2036 CWHL 
4.1 112612006 12125/2035 JPM 
4.6 612812006 712512036 WFB 
5.1 112612007 11/2512036 SM 
5.3 212812007 1125/2037 8M 
5.2 1126/2007 11125/2036 CWHL 
4.4 412812006 312612036 WFB 
5.2 212812007 12125/2036 SM 
4.9 1112812006 11/2512036 SAX 
3.9 912812006 1112512036 NOVA 
3.3 113012006 1112512035 WFB 
4.1 10/3112006 712612036 WFB 
3.9 813112006 712512036 WFB 
3.9 10127/2006 212612037 OOMC 
4.2 112412007 112512037 OOMC 
4.6 212312006 11/26/2035 HSC 
4.8 81312006 512512036 HSC 
4.0 912612006 7125/2036 HSC 
4.4 612512006 712512036 ALS 
4.B 7/1712006 712512036 AURA 
3.6 412612006 4125/2036 AURA 
4.3 912512006 9125/2036 ALS 
4.6 112412007 112512038 WCC 
4.5 1212812006 1125/2037 OLS 
3.5 3/1012006 312512036 OOMC 
3.5 41712006 5125/2036 OOMC 
3.6 511212006 612512036 OOMC 

3.5 512612006 612512036 OOMC 
4.1 6/1912006 712512036 OOMC 

As of March 23, 2007. Goldman Sachs neither represents nor provides any assurances that the actual Reference Portfolio on the Closing Date or any future date will 
have the same characteristics as represented above. See the final Offering Circular for the Initial Reference Portfolio. 

Reference Obligations are designated as "Mldprime" herein If the weighted average FICO score of the underlying collateral that secures such Reference Obligation Is greater than 
625. All other Reference Obligations are designated as "SUberlme" herein. 56 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-00280713E 



Capital 

B. Selected ACA Biographies(1) 

(1) All Information concerning ACA Capital, Its prior experience and Its personnel contained herein has been provided by ACA Capital as of February 
19, 2007 (unless otherwise specified herein) and no such data has been Independently verified by Goldman Sachs. 
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Select ACA Biographies 

ALAN ROSEMAN 
President and Chief Executive Officer 

Alan Roseman is President and Chief Executive Officer of ACA Capital which he joined in May 2004. He also serves as Deputy Chainnan of the 
Board of Directors. Prior to joining ACA Capital, Mr. Roseman was the Executive Vice President and Co-Chief Operating Officer, as well as a 
member of the executive and Underwriting Committees of ACE Financial Solutions. Before joining ACE, he served for ten years as General 
Counsel and as a member of the Executive Committee of Capital Re Corporation, a financial guaranty reinsurance company. 
Mr. Roseman's career in the financial guaranty industry began as a first-vice president with Ambac Indemnity Corporation. From 1982-1984, he 
practiced law as an associate with Mordrall; Sperling, Roehl, Harris & Sisk in Albuquerque, NM and then with Kirkland & Ellis in Denver, Colorado. 
Mr. Roseman was admitted to the Bar ofthe State of New York in 1984 and is a member of the New York Bar Association. 

Mr. Roseman received his Bachelor's degree in Economics from the University of Rochester and his J.D. from Boston University School of Law. 

LAURA SCHWARTZ 
Senior Managing Director 

Laura Schwartz is Senior Managing Director of ACA Capital and COO of ACA Management, responsible for the company's CDO Asset 
Management, platfonn, including overseeing all proprietary CDO business encompassing ABS, CMBS, corporate credits and leveraged loans. 
Prior to joining ACA Capital, Ms. Schwartz was a director in the Asset Backed Finance Group at Merrill Lynch responsible for the origination and 
execution of U.S. sub-prime residential mortgage backed securities and whole loan mortgage pool purchases. Her dients included specialty 
finance companies, national and regional banks, international mortgage originators, money managers, and intemet originators. Ms. Schwartz was 
previously a director in Merrill Lynch's Global Real Estate Finance Group, responsible for origination and execution of commercial mortgage 
backed and residential mortgage backed securities outside of the United States with primary focus on Canada and Latin America. Transactions 
included single property, large loan securitization and seasoned loan portfOlio securitizations Including the use of derivative contracts such as 
interest rate, prepayment and credit default swaps. Ms. Schwartz began her career at New York Life Insurance Company as a senior analyst in 
the Commercial Mortgage Loans Group before becoming real estate vice president in the Mortgage Finance Group. Her last position there was 
as managing director In the Structured Finance Group, managing the public and private asset-backed and commercial mortgage backed securities 
portfOlios of New York Life Insurance Company and its managed accounts. 

Ms. Schwartz received her BA, cum laude, in Political Science from the University of Michigan and her MBA from New York University. She holds 
a CFA designation . 

..................................................................... 58 
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Select ACA Biographies 

JAMES ROTHMAN 
Senior Managing Director 

James Rothman heads ACA's Structured Credit group. Prior to his current role, Mr. Rothman developed ACA's senior structured credit business 
and also served as a credit analyst, covering mortgage and asset-backed securities and corporate credit. 
From 2000-2001, Mr. Rothman was a Vice President at GE Capital Commercial Finance, responsible for the origination of trade accounts 
receivable securitization transactions. From 1998-2000, Mr. Rothman was a Director in the ABS Group of Deutsche Bank Securities, responsible 
for managing key customers and executing securitization transactions in the home equity and recreational vehicle sectors. From 1996-1998, he 
was a Vice President in PaineWebber's Asset Finance Group, responsible for managing securitized and whole loan transactions in multiple asset 
classes, including mortgages, home equity loans, subprime auto loans and trade accounts receivable. Priorto joining PaineWebber, Mr. Rothman 
was Vice President for Chase Manhattan Mortgage Corporation, responsible for managing a variety of structured mortgage transactions involving 
performing and non-performing residential mortgages. 

A graduate ofthe University of Pennsylvania's Wharton School with a Bachelor of Science in Economics, Mr. Rothman holds a Masters degree in 
Public and Private Management from the Yale School of Management. 

HAOWU 
Managing Director 

Hao Wu is Managing Director, Head of Structured Finance Risk and Modeling for ACA Capital. Mr. Wu is responsible for portfolio and credit risk 
management issues for ACA's proprietary COO business and the structured credit business. 
Prior to Joining ACA, Mr. Wu was Senior Vice President, Managing Director and Head of Global Structured Product - Financial Products for 
Radian Asset Assurance Inc. His mandate was to develop and grow credit derivatives and synthetic products business. He was instrumental in 
building a book of business of single tranche COOs, CDOIl2, ABS COOs and other Credit Default Swap products, and developing new products 
such as Options on Single Tranche COOs and First to Default Basket of ABS. He also helped in establishing a U.K broker-dealer subsidiary based 
in London. Prior to Radian, he was senior financial analyst for American International Group, structuring and executing derivative transactions 
and analyzing portfolio risk and devising hedging strategies. He was a member of AIG Derivatives Committee. 

Mr. Wu received both a Ph.D. in Electrical Engineering and an MBA in Finance from University of Southern California, Los Angeles. He also 
attended Executive Education Programs at Harvard Business School. Mr. Wu holds CFA designation . 

..................................................................... 59 
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Capital 

Select ACA Biographies 

DENNIS KRAFT 
Managing Director 

Dennis Kraft is Managing Director for ACA, responsible for ASS credit. 
Prior to joining ACA, Mr. Kraft was director and head of consumer ABS research at Wachovia. Before joining Wachovia, he was head of credit 
research and trading at Conning Asset Management in Hartford, Connecticut. Mr. Kraft has an extensive background in structured finance. He 
spent eight years at The Hartford Financial Services Group. He was director of structured securities and sector manager, responsible for more 
than $10 billion of ABS and CMBS portfOlios for Hartford. He spent five years at The Travelers Cos., as asset class manager for over $5 billion of 
mortgage-backed securities. 
Mr. Kraft was head of mathematical and statistical applications at DRI/McGraw-HiII, and was an economist at the Federal Reserve Board and at 
The President's Council on Wage and Price Stability. 

Mr. Kraft has a Ph.D. in economics from the University of Califomia - San Diego. 

KEITH GORMAN 
Director 

Keith Gorman is a Director in the COO Asset Management and is the Portfolio Manager for the ABS COOs. Mr. Gorman's previous role at ACA 
Capital was Senior Credit Analyst, responsible for overseeing the credit team and leading ACA's RMBS credit analysis and originator and servicer 
reviews. Prior to joining ACA Capital in 2003, Mr. Gorman was an analyst in the RMBS group at Fitch Ratings. His primarily responsibilities were 
loan level analysis and structuring of sub-prime transactions, as well as surveillance of sub-prime mortgage, manufactured housing, and net 
interest margin transactions. He began his career as an analyst with Lewtan Technologies. 

Mr. Gorman holds a B.S. as well as an M.A. in Economics from the University of Delaware. 

AVA REGAL 
Director 

Ava Regal is Director in the COO Asset Management Group of ACA Capital. She is responsible for the student loan and COO asset classes as 
well as analysis and credit approval for ACA's asset management activities. Ms. Regal also participates in documentation and deal execution on 
the ABS COOs. 
Prior to joining ACA Capital, Ms. Regal worked in the Credit Structured Products Group at Gen Re Securities working to expand Gen Re's 
capabilities into structured finance through proprietary and third party COOs. Before joining Gen Re, she was an Investment Banking Analyst with 
Prudential Securities in the COO Group where her responsibilities included marketing presentations to clients as well as assistance in deal 
execution. 

Ms. Regal received her Bachelor's degree in Finance from Boston University in 1999 . 
..................................................................... 60 
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Select ACA Biographies 

SHELBY CARVALHO 
Director 

Shelby Carvalho is a Oirector in ACA's structured Credit group. Mr. Carvalho leads the Structured Credit group's investment efforts in the U.S. for 
risk related to ABS COOs and other asset-backed products. Prior to joining the Structured Credit group in July 2004, he was responsible for 
structuring and documenting ACA's proprietary ABS COOs. From February 2003 to July 2004 and concurrent with his work on ACA's COOs, Mr. 
Carvalho traded single-name credit default swaps for ACA's corporate COOs and served as a corporate credit analyst for various industries 
including airlines, aerospace and defense, cargo transportation and retailers. From July 2001 to February 2003, he was responsible for analyzing 
asset-backed credits for investment by ACA's proprietary COOs, covering various asset classes including business loans, equipment leases, 
aircraft, EETCs, and tobacco litigation receivables. 

Prior to joining ACA in July 2001, Mr. Carvalho worked as an Associate in the Asset Backed Finance Group of Prudential Securities. At Prudential 
Securities, he was involved in all aspects of asset securitization including relationship management, transaction execution and structuring interim 
loan facilities for securitization assets. Mr. Carvalho covered several asset sectors, including equipment leases, mortgage-related ABS, 
repackaged securities and pooled aircraft receivables. From 1996 - 1999, Mr. Carvalho served as an Analyst in Prudential's Asset Backed 
Finance Group. 

Mr. Carvalho received a Bachelor of Arts in Economics from Yale University. 

JEFFREY WYNER 
Vice President 

Jeffrey Wyner is a Vice President in the ABS Credit Group of ACA Capital. ,As ACA Capital's commercial real estate specialist, he is responsible 
for assessment and investment in CMBS, REIT and other real estate related securities for ACA Capital. Prior to joining ACA Capital, Mr. Wyner 
advised companies acquiring and financing real estate assets and securities. Before forming his advisory firm, Mr. Wyner was a Vice President at 
Lehman Brothers, Inc. where he provided CMBS deal management for the securitization of more than $15 billion of high yield and large loans. 
Prior to Lehman Brothers, he was a commercial real estate asset manager with GE Capital and a Senior Financial Analyst for a company of real 
estate joint venture partnerships held by Olympia & York, Inc. (USA). Mr. Wyner began his career working in architecturel engineering firms 
providing urban planning and land development services for projects in the US and overseas. 

Mr. Wyner received his Bachelors degree in Natural Resources from the University of Michigan and his MBA from the Wharton School, University 
of Pennsylvania . 

................................................................... 61 
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Select ACA Biographi'es 

TRACY PORTNOY 
Vice President 

TracyPortnoy is a Vice President in the ABS Credit Group of ACA Capital. Prior to joining ACA Capital, Ms. Portnoy worked at JPMorgan in COO 
investor relations and more recently in US asset-backed research covering Home Equity, Autos, Student Loans, and Credit Cards. 

Ms. Portnoy completed her B.S. at Comell University in Applied Resource Managerial Economics. 

LUCAS WESTREICH 
Vice President 

Lucas Westrelch Is a Vice President In the COO Asset Management Group of ACA. He is responsible for Execution and Operation functions 
within the ABS areas. Prior to joining ACA, Mr. Westreich was an Economics Research Assistant at Boston University responsible for collecting 
data on international markets. Before joining the economics department, Mr.Westreich held an internship with a division of Carlin Equities. He 
was a trading floor assistant where his responsibilities included tracking equity positions and analyzing market trends. 

Mr. Westreich received both his Bachelor's and Master's degree in Economics from Boston University. He graduated from the combined BAiMA 
program in four years. 

SARAH DUNN 
Assistant Portfolio Manager 

Sarah Dunn is an Assistant Portfolio Manager in the COO Asset Management Group at ACA. Prior to joining ACA, Ms. Dunn worked as an analyst 
in the COO Global Trust Services Department of LaSalle Bank. Her duties included running trade compliance models and developing monthly 
investor reports. 
Ms. Dunn earned her BA in Business Administration and English Literature from Trinity University 

..................................................................... 62 
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RITU B. CHACHRA 
Associate 

Ritu B. Chachra is an Associate in the ABS Credit Group of ACACapital. Prior to joining ACA Capital, Ms. Chachra worked at JPMorgan Asset 
Management where she was responsible for credit research and analytics relating to term asset-backed securities and asset-backed commercial 
paper investments. Prior to this role, she worked with Strategic Investment Advisory Group and performed specialized asset/liability and asset 
allocation analyses for pension funds and endowments. 

MS.Chachra holds a BA in Economics from Delhi University, India and an MA in Economics from University of Virginia. Ms. Chachra is a CFA 
charter holder. 

GREG HACKETT 
Analyst 

Greg Hackett is an Analyst in ABS Credit Group of ACA Capital. Prior to joining ACA Capital, Mr. Hackett worked at Fitch Ratings, where he was 
an analyst in the RMBS group. While at Fitch, Mr. Hackett assigned ratings for deals from several issuers, including scratch-and-dent deals. In 
addition, he was responsible for cash flow modeling and structuring for NIM transactions for all issuers. 

Mr. Hackett earned a B.S in Finance from Pace University. 

THOMAS LATRONICA 
Analyst 

Thomas Latronica is an Analyst in the ABS Credit Group of ACA Capital. Prior to joining ACA Capital, Mr. Latronica held an internship with a 
Connecticut based brokerage firm. 

Mr. Latronlca graduated from Sacred Heart University where he earned his B.S. in Business Administration . 
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Goldman Sachs Contacts 

Structured Product Global Syndicate 

Asia 

Omar Chaudhary 

Europe 

Mitch Resnick 
Tets Ishikawa 

North America 
Bunty Bohra 
Scott Wisenbaker 
Robert Black 

+81 (3) 6437 7198 

+44 (0)2077743068 
+44 (0)20 7774 1025 

+1 2129027645 
+1 2129022858 
+1 212902-5359 

Structured Product Correlation Trading & Structuring 

Jonathan Egol 
Fabrice Tourre 
David Gerst 
Jordan Kaufman 
Darren Thomas 
Geoff Williams 
Shin Yukawa 

Structured Credit Marketing 

Shlomi Raz 
Christopher Shin 
Will Bruns 

+1 212 357 3349 
+1 212 902 5891 
+1 2129024311 
+1 2129023550 
+1 212 357 8650 
+1 2123570818 
+1 2129024370 

+1 212902-2117 
+1 212357-3331 
+1 212357-5825 
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CONFIDENTIAL 

ABACUS 2007 -AC1 , LTD. 
(Incorporated with limited liability in the Cayman Islands) 

ABACUS 2007 -AC1, INC. 

Class SS Variable Rate Notes 
U.S.$50,OOO,OOO Class A-1 Variable Rate Notes, Due 2038 
U.S.$142,OOO,OOO Class A-2 Variable Rate Notes, Due 2038 

Class B Variable Rate Notes 
Class C Variable Rate Notes 
Class D Variable Rate Notes 
Class FL Variable Rate Notes 

ACA Management, L.L.C. 
Portfolio Selection Agent 

Secured Primarily by (i) the Collateral and (iI) the Issuer's rights under (a) the Collateral Put Agreement, 
(b) the Basis Swap and (c) as Protection Seller, the Credit Default Swap referencing a pool of 

Residential Mortgage-Backed Securities 

The Notes are being offered hereby by Goldman, Sachs & Co. to Qualified Institutional Buyers in the United States in reliance on Rule 144A 
under the Securities Act. In addition to the offering of the Notes in the United States, Goldman, Sachs & Co., selling through its agent, Goldman 
Sachs International is concurrently offering the Notes outside the United States to non-U.S. Persons in offshore transactions in reliance on 
Regulation S under the Securities Act. See "Underwriting". 

The Notes of any Class may be issued in more than one Series due to differences in one or more of the date of issuance, the Series 
Interest Rate, the Approved Currency in which such Notes are denominated, the Stated Maturity, the Non-Call Period and the date from which 
interest will accrue. 

See "Risk Factors" beginning on page 21 to read about factors you should consider before buying the Notes. 

There is no established trading market for the Notes. Application will be made to admit the Notes on a stock exchange of-the Issuer's 
choice, if practicable. There can be no assurance that any such admission will be sought, granted or maintained. 

It is a condition of the issuance of the Notes issued on the Closing Date that the Class A-1 Notes and the Class A-2 Notes be issued with a 
rating of "Aaa" by Moody's Investors Service, Inc. ("Moody's"), and "AAA" by Standard & Poor's Ratings Services, a division of The McGraw-Hili 
Companies, Inc. C'S&P"). A credit rating is not a recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at 
any time by the assigning rating agency. See "Ratings of the Notes". 

See "Underwriting" for a discussion of the terms and conditions of the purchase of the Notes by the Initial Purchaser. 

CERTAIN PLEDGED ASSETS OF THE ISSUER ARE THE SOLE SOURCE OF PAYMENTS ON THE NOTES. THE NOTES DO NOT 
REPRESENT AN INTEREST IN OR OBLIGATIONS OF, AND ARE NOT INSURED OR GUARANTEED BY, THE HOLDERS OF THE NOTES, 
GOLDMAN, SACHS & CO., GOLDMAN SACHS INTERNATIONAL, THE ADMINISTRATOR, THE SHARE TRUSTEE, THE PROTECTION 
BUYER, THE BASIS SWAP COUNTERPARTY, THE COLLATERAL PUT PROVIDER, THE COLLATERAL DISPOSAL AGENT, THE 
PORTFOLIO SELECTION AGENT OR ANY OF THEIR RESPECTIVE AFFILIATES. THE NOTES HAVE NOT BEEN AND WILL NOT BE 
REGISTERED UNDER THE UNITED STATES SECURITIES ACT OF 1933, AS AMENDED, AND NEITHER OF THE ISSUERS WILL BE 
REGISTERED UNDER THE UNITED STATES INVESTMENT COMPANY ACT OF 1940, AS AMENDED. THE NOTES ARE BEING OFFERED 
AND SOLD IN THE UNITED STATES ONLY TO PERSONS WHO ARE (1) QUALIFIED INSTITUTIONAL BUYERS IN RELIANCE ON THE 
EXEMPTION FROM THE REGISTRATION REQUIREMENTS PROVIDED BY RULE 144A UNDER THE SECURITIES ACT AND 
(2) QUALIFIED PURCHASERS (FOR PURPOSES OF SECTION 3(c)(7) OF THE INVESTMENT COMPANY ACT), AND IN ACCORDANCE 
WITH ANY OTHER APPLICABLE LAW. PROSPECTIVE PURCHASERS ARE HEREBY NOTIFIED THAT THE SELLER OF ANY NOTES MAY 
BE RELYING ON THE EXEMPTION FROM THE REGISTRATION REQUIREMENTS OF SECTION 5 OF THE SECURITIES ACT PROVIDED 
BY RULE 144A. THE NOTES ARE BEING OFFERED AND SOLD OUTSIDE THE UNITED STATES TO NON-U.S. PERSONS IN OFFSHORE 
TRANSACTIONS IN RELIANCE ON REGULATION S UNDER THE SECURITIES ACT. THE NOTES ARE NOT TRANSFERABLE EXCEPT IN 
ACCORDANCE WITH THE RESTRICTIONS DESCRIBED UNDER "TRANSFER RESTRICTIONS". 

The Notes are offered by the Initial Purchaser or its agent as specified herein, subject to its right to reject any order in whole or in part. It is 
expected that the Global Notes will be ready for delivery in book-entry form only in New York, New York, on or about April 26, 2007, through the 
facilities of DTC (or Euroclear, with respect to Notes issued in Approved Currencies other than Dollars, if any), against payment therefor in 
immediately available funds. The Notes will have the minimum denominations set forth in "Summary-Notes". 

Goldman, Sachs & Co. 

Offering Circular dated April 26, 2007. 

Permanent Subcommittee on Investigations 

EXHIBIT #121 
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THIS OFFERING CIRCULAR SUPERSEDES IN ALL RESPECTS ALL EARLIER DATED OFFERING 
CIRCULARS. 

GENERAL NOTICE 

The information contained in this Offering Circular has been provided by the Issuers and other 
sources identified herein. No representation or warranty, express or implied, is made by the Initial 
Purchaser, the Protection Buyer or the Portfolio Selection Agent (except, with respect to the Protection 
Buyer only, the information set forth under the heading "The Protection Buyer" and except, with respect to 
the Portfolio Selection Agent only, the information set forth under the heading "The Portfolio Selection 
Agent") as to the accuracy or completeness of such information, and nothing contained in this Offering 
Circular is, or shall be relied upon as, a promise or representation by the Initial Purchaser, the Protection 
Buyer or the Portfolio Selection Agent (except, with respect to the Protection Buyer only, the information 
set forth under the heading "The Protection Buyer" and except, with respect to the Portfolio Selection 
Agent only, the information set forth under the heading "The Portfolio Selection Agent"). 

The Issuers (and, with respect to the information contained in this Offering Circular under the 
heading "The Protection Buyer", the Protection Buyer and, with respect to the information contained in 
this Offering Circular under the heading ''The Portfolio Selection Agent", the Portfolio Selection Agent), 
having made all reasonable inquiries, confirm that the information contained in this Offering Circular is 
true and correct in all material respects and is not misleading, that the opinions and intentions expressed 
in this Offering Circular are honestly held and that there are no other facts the omission of which would 
make any of such information or the expression of any such opinions or intentions misleading. The 
Issuers (and, with respect to the information contained in this Offering Circular under the heading "The 
Protection Buyer", the Protection Buyer and, with respect to the information contained in this Offering 
Circular under the heading "The Portfolio Selection Agent", the Portfolio Selection Agent) take 
responsibility accordingly. 

The Initial Collateral Security set forth in this Offering Circular in the table under the heading "The 
Collateral Securities-Initial Collateral Securities" that is a CLO Security is described in the offering 
circular attached hereto, and prospective purchasers of the Notes should refer to such offering circular for 
a description of the terms of such Initial Collateral Security. 

No person has been authorized to give any information or to make any representation other than 
those contained in this Offering Circular, and, if given or made, such information or representation must 
not be relied upon as having been authorized. This Offering Circular does not constitute an offer to sell or 
the solicitation of an offer to buy any securities other than the Notes. 

The delivery of this Offering Circular at any time does not imply that the information herein is 
correct at any time subsequent to the date of this Offering Circular. 

Each purchaser ofthe Notes must comply with all applicable laws and regulations in force in each 
jurisdiction in which it purchases, offers or sells such Notes or possesses or distributes this Offering 
Circular and must obtain any consent, approval or permission required for the purchase, offer or sale by it 
of such Notes under the laws and regulations in force in any jurisdictions to which it is subject or in which 
it makes such purchases, offers or sales, and none of the Issuers or the Initial Purchaser specified herein 
shall have any responsibility therefor. Persons into whose possession this Offering Circular comes are 
required by the Issuers and the Initial Purchaser to inform themselves about and to observe such 
applicable laws and regulations. For a further description of certain restrictions on offering and sales of 
the Notes, see "Transfer Restrictions" and "Underwriting". This Offering Circular does not constitute an 
offer of, or an invitation to purchase, any of the Notes in any jurisdiction in which such offer or invitation 
would be unlawful. 

No invitation may be made to the public in the Cayman Islands to subscribe for the Notes. 

ii 
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INFORMATION APPLICABLE TO NON-U.S. INVESTORS 

NOTICE TO RESIDENTS OF UNITED KINGDOM 

There are restrictions on the offer and sale of the Notes in the United Kingdom. No action has 
been taken to permit the Notes to be offered to the public in the United Kingdom. This document may only 
be issued or passed on in or into the United Kingdom to any person to whom the document may lawfully 
be issued or passed on by reason of, or of any regulation made under, section 21 of the Financial 

. Services and Markets Act 2000 of the United Kingdom. It is the responsibility of all persons under whose 
control or into whose possession this document comes to inform themselves about and to ensure 
observance of all applicable provisions of the Public Offers of Securities Regulations 1995 and the 
Financial Services and Markets Act 2000 in respect of anything done in relation to the Notes in, from or 
otherwise involving the United Kingdom. See "Underwriting". 

NOTICE TO RESIDENTS OF GERMANY 

The Notes will not be offered or sold in the Federal Republic of Germany other than in 
accordance with the German Securities Sales Prospectus Act of December 13, 1990 of the Federal 
Republic of Germany, as amended (Wertpapierverkaufsprospektgesetz), the German Investment Act of 
December 15, 2003 of the Federal Republic of Germany, as amended (Investmentgesetz) and any other 
legal or regulatory requirements applicable in the Federal Republic of Germany governing the issue, offer 
and sale of securities. Upon the request of a German investor, the Issuer will (0 make available to the 
German investors the information required pursuant to § 5 (1) sentence 1 nos. 1 and 2 in connection with 
sentence 2, § 5 (1) sentence 1 no. 4 and § 5 (3) sentence 1 of the Investmentsteuergesetz (the "German 
Investment Tax Act"), (ii) furnish to the German Federal Tax Office (Bundesamt fUr Finanzen) upon its 
request within three months proof of the correctness of the information referred to under clause (i) above 
in accordance with § 5 (1) sentence 1 no. 5 of the German Investment Tax Act and (iii) make the 
publication in the electronic edition of the Federal Gazette (elektronischer Bundesanzeiger) required 
pursuant to § 5 (1) sentence 1 no. 3 of the German Investment Tax Act in the German language. All 
prospective German investors are urged to seek independent tax advice. The Initial Purchaser does not 
give tax advice. 

NOTICE TO RESIDENTS OF NETHERLANDS 

The Notes may not be offered or sold, transferred or delivered, as part of their initial distribution or 
at any time thereafter, directly or indirectly, to any individual or legal entity in the Netherlands other than 
to individuals or legal entities who or which trade or invest in securities in the conduct of their profession 
or trade, which includes banks, securities intermediaries, insurance companies, pension funds, other 
institutional investors and commercial enterprises which, as an anCillary activity, regularly trade or invest 
in securities. 

NOTICE TO RESIDENTS OF HONG KONG 

The Notes may not be offered or sold by means of any document other than to persons whose 
ordinary business is to buy or sell shares or debentures, whether as principal or agent, or in 
circumstances which do not constitute an offer to the public within the meaning of the Companies 
Ordinance (Cap. 32) of Hong Kong, and no advertisement, invitation or document relating to the Notes 
may be issued, whether in Hong Kong or elsewhere, which is directed at, or the contents of which are 
likely to be accessed or read by, the public in Hong Kong (except if permitted to do so under the 
securities laws of Hong Kong) other than with respect to Notes which are or are intended to be disposed 
of only to persons outside Hong Kong or only to "professional investors" within the meaning of the 
Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules made thereunder. 
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NOTICE TO RESIDENTS OF SINGAPORE 

This Offering Circular has not been registered as a prospectus with the Monetary Authority of 
Singapore. Accordingly, this Offering Circular and any other document or material in connection with the 
offer or sale, or invitation or subscription or purchase, of the Notes may not be circulated or distributed, 
nor may the Notes be offered or sold, or be made the subject of an invitation for subscription or purchase, 
whether directly or indirectly, to persons in Singapore other than under circumstances in which such offer, 
sale or invitation does not constitute an offer or sale, or invitation for subscription or purchase, of the 
Notes to the public in Singapore. 

NOTICE TO RESIDENTS OF JAPAN 

The Notes have not been registered under the Securities and Exchange Law of Japan and are 
not being offered or sold and may not be offered or sold, directly or indirectly, in Japan or to or for the 
account of any resident of Japan, except (1) pursuant to an exemption from the registration requirements 
of the Securities and Exchange Law of Japan and (2) in compliance with any other applicable 
requirements of Japanese law. 

INFORMATION APPLICABLE TO U.S. INVESTORS 

This Offering Circular is confidential and is being furnished by the Issuers in connection with an 
offering exempt from registration under the Securities Act, solely for the purpose of enabling a 
prospective investor to consider the purchase of the Notes described herein. Except as otherwise 
authorized under the following paragraph, any reproduction or distribution of this Offering Circular, in 
whole or in part, and any disclosure of its contents or use of any information herein for any purpose other 
than considering an investment in the Notes is prohibited. Each offeree of the Notes, by accepting 
delivery of this Offering Circular, agrees to the foregoing. 

EACH PROSPECTIVE INVESTOR (AND EACH EMPLOYEE, REPRESENTATIVE, OR OTHER 
AGENT OF SUCH PROSPECTIVE INVESTOR) MAY DISCLOSE TO ANY AND ALL PERSONS, 
WITHOUT LIMITATIONS OF ANY KIND, THE TAX TREATMENT AND TAX STRUCTURE OF THE 
TRANSACTION AND ALL MATERIALS OF ANY KIND (INCLUDING OPINIONS OR OTHER TAX 
ANALYSES) THAT ARE PROVIDED TO THE PROSPECTIVE INVESTOR RELATING TO SUCH TAX 
TREATMENT AND TAX STRUCTURE. HOWEVER, ANY SUCH INFORMATION RELATING TO THE 
TAX TREATMENT OR TAX STRUCTURE IS REQUIRED TO BE KEPT CONFIDENTIAL TO THE 
EXTENT REASONABLY NECESSARY TO COMPLY WITH APPLICABLE FEDERAL OR STATE 
SECURITIES LAWS. FOR PURPOSES OF THIS PARAGRAPH, THE TERMS "TAX TREATMENr', 
"TAX STRUCTURE", AND "TAX ANALYSES" HAVE THE MEANING GIVEN TO SUCH TERMS 
UNDER UNITED STATES TREASURY REGULATION SECTION 1.6011-4(c) AND APPLICABLE 
STATE OR LOCAL LAW. 

THE NOTES OFFERED HEREBY HAVE NOT BEEN RECOMMENDED BY ANY UNITED 
STATES FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. 
FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR 
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE 
CONTRARY IS A CRIMINAL OFFENSE. 

NOTICE TO NEW HAMPSHIRE RESIDENTS 

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN 
APPLICATION FOR A LICENSE HAS BEEN FILED UNDER CHAPTER 421-B OF 
THE NEW HAMPSHIRE REVISED STATUTES (THE "RSA") WITH THE STATE OF 
NEW HAMPSHIRE NOR THE FACT THAT A SECURITY IS EFFECTIVELY 
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REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW HAMPSHIRE 
CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE 
THAT ANY DOCUMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT 
MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION 
OR EXCEPTION IS AVAILABLE FOR A SECURITY OR A TRANSACTION MEANS 
THAT THE SECRETARY OF STATE HAS PASSED IN AN¥' WAY UPON THE 
MERITS OR QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAL 
TO, ANY PERSON, SECURITY, OR TRANSACTION. IT IS UNLAWFUL TO MAKE, 
OR CAUSE TO BE MADE, TO ANY PROSPECTIVE PURCHASER, CUSTOMER, OR 
CLIENT ANY REPRESENTATION INCONSISTENT WITH THE PROVISIONS OF 
THIS PARAGRAPH. 

AVAILABLE INFORMATION 

To permit compliance with the Securities Act in connection with the sale of the Notes in reliance 
on Rule 144A, the Issuer will be required under the Indenture and the Issuing and Paying Agency 
Agreement to furnish upon request to a Holder or beneficial owner who is a Qualified Institutional Buyer of 
a Note sold in reliance on Rule 144A or a prospective investor who is a Qualified Institutional Buyer 
designated by such Holder or beneficial owner the information required to be delivered under 
Rule 144A(d)(4) under the Securities Act if at the time of the request the Issuer is neither a reporting 
company under Section 13 or Section 15(d) of the United States Securities Exchange Act of 1934, as 
amended, nor exempt from reporting pursuant to Rule 12g-3-2(b) under the Exchange Act. 

In accordance with the Indenture and the Issuing and Paying Agency Agreement, the Trustee and 
the Issuing and Paying Agent, as applicable, also will make available for inspection by Holders of the 
Notes certain reports or communications received from the Issuers. 

Prior to making an investment decision, prospective investors should ensure that they have 
sufficient knowledge, experience and access to professional advisors to make their own legal, tax, 
accounting and fina ncial evalu ation of the merits and risks of investment in the Notes and should carefully 
consider the nature of the Notes, the matters set forth elsewhere in this Offering Circular and the extent of 
their exposure to the risks described in "Risk Factors". 
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TRANSACTION OVERVIEW 

This oveNiew is not complete and is qualified in its entirety by reference to (i) the detailed information 
appearing elsewhere in this Offering Circular, (ii) the terms and conditions of the Notes and (iii) the 
provisions of the documents referred to in this Offering Circular. 

® 

® 

® 

CD 

® 

Fixed 

Credit Default 
Payments 

~ Swap 01( 

Cash 
Settlement 
Amounts 

Applicable 
Index 

Basis Swap 
~ 

01( 

Collateral 
Interest 
Amount 

100% 
Collateral ~ 

Put Agreement 01( 

Collateral (other than 
Put Excluded 

Collateral) (if liquidated 
under certain 

circumstances 1 

ABACUS 
2007-AC1, Ltd. 

ABACUS 
2007-AC1, Inc. 

Proceeds of the Notes 

Applicable Index plus the 
Applicable Spread of 
each Series of Notes 

Collateral Interest 
Amount 

at least the Currency Adjusted 
Aggregate Outstanding 
Amount of the Notes, as 

expressed in each Approved 
Currency, as of the Closing 

Date 

On or prior to the Closing Date, the Initial Reference Portfolio will be selected by the Portfolio Selection Agent. 

Notes 

CD 
Collatenal I 

On the Closing Date, the Notes will be issued in the Original Principal Amount set forth in the "Summary-Notes", From time to time 
follOwing the Closing Date, additional Notes of any Class may be issued. 

The Issuer will use the net proceeds of the offering of the Notes, together with part or all of the Upfront Payment, to purchase the 
Initial Collateral Securities and Eligible Investments selected by the Protection Buyer; provided that, for each Approved Currency, the 
aggregate prinCipal amount of Collatenal Securities and Eligible Investments denominated in such Approved Currency and 
purchased with the proceeds of the offering will equal or exceed the Currency Adjusted Aggregate Outstanding Amount of Notes 
denominated in such Approved Currency on the Closing Date. 

On the Closing Date, the Issuer and Goldman Sachs Capital Markets, L.P., as the Protection Buyer, will enter into the Credit Default 
Swap whereby the Issuer (a) sells credit protection to the Protection Buyer with respect to a Reference Portfolio of RMBS and (b) 
receives from the Protection Buyer (i) an Upfront Payment on the Closing Date and (ii) a Fixed Payment on the Closing Date and 
each Payment Date. Following the occurrence of a Credit Event and the satisfaction of the Conditions to Settlement, the Issuer will 
pay to the Protection Buyer an amount equal to any Cash Settlement Amount. For a description of all payments to be made under 
the Credit Default Swap, see "The Credit Default Swap-Payments", 

On the Closing Date, the Issuer and Goldman Sachs Capital Markets, L.P" as the Basis Swap Counterparty, will enter into the Basis 
Swap whereby the Issuer (a) pays to the Basis Swap Counterparty any Collateral Interest Amount and (b) receives an amount from 
the Basis Swap Counterparty equal to the sum of the products for each Approved Currency in which Outstanding Notes are 
denominated of: (i) the Applicable Index for the Applicable Period; (ii) the avenage daily Currency Adjusted Aggregated Outstanding 
Amount of such Notes during the preceding Basis Swap Calculation Period; and (iiQ the actual number of days in the preceding 
Basis Swap Calculation Period in which a payment is made divided by 360. 

On the Closing Date, the Issuer and Goldman Sachs International, as the Collateral Put Provider, will enter into the Collateral Put 
Agreement whereby the Issuer will have the right to put Collateral (other than Put Excluded Collateral) to the Collateral Put Provider 
in return for a payment of 100% of the principal amount of such Collateral if the Collateral cannot be liquidated for an amount equal 
to at least 100% of par in connection with 0) the payment by the Issuer to the applicable Noteholders of any Currency Adjusted 
Notional Principal Adjustment Amount, (ii) an Optional Redemption in Whole or a Partial Optional Redemption and/or (iii) a Stated 
Maturity. 

1 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-001918040 



SUMMARY 

The following summary is qualified in its entirety by the detailed information appearing elsewhere 
in this Offering Circular. For a discussion of certain factors to be considered in connection with an 
investment in the Notes, see "Risk Factors". 

Capitalized terms used herein but not defined shall have the meanings set forth under "Glossary 
of Defined Terms". 

The Issuers ................................... . 

The Portfolio Selection Agent ...... . 

ABACUS 2007-AC1, Ltd. (the "Issuer"), a company incorporated 
under the laws of the Cayman Islands for the sole purpose of 
issuing the Notes, acquiring the Collateral, entering into the 
Credit Default Swap, the Basis Swap, the Collateral Put 
Agreement and the Portfolio Selection Agreement and engaging 
in certain related transactions. 

The Issuer will not have any material assets other than (Q the 
Collateral, (ii) its rights under the Credit Default Swap, the Basis 
Swap, the Collateral Put Agreement and the Portfolio Selection 
Agreement and (iii) certain other assets. 

ABACUS 2007-AC1, Inc. (the "Co-Issuer" and, together with the 
Issuer, the "Issuers"), a company incorporated under the laws of 
the State of Delaware for the sole purpose of co-issuing the Co­
Issued Notes. 

The Co-Issuer will not have any assets (other than $10 of equity 
capital) and will not pledge any assets to secure the Notes. The 
Co-Issuer will have no claim against the Issuer in respect of the 
Issuer Assets. 

The authorized share capital of the Issuer consists of 300 
ordinary shares, par value $1.00 per share (the "Issuer 
Ordinary Shares"), 300 of which will be issued on or prior to the 
ClOSing Date. The Issuer Ordinary Shares that have been 
issued will be held by Maples Finance Limited, a licensed trust 
company incorporated in the Cayman Islands and any successor 
thereto (the "Administrator'~, as the trustee pursuant to the 
terms of a charitable trust (the "Share Trustee"). The common 
stock of the Co-Issuer will be held by the Issuer. 

The Initial Reference Portfolio will be selected by ACA 
Management, L.L.C. (,ACA Management" and in such capacity, 
the "Portfolio Selection Agent") pursuant to the terms of the 
Portfolio Selection Agreement, dated as of the Closing Date (the 
"Portfolio Selection Agreement"), between the Issuer and the 
Portfolio Selection Agent. The Portfolio Selection Agent will not 
provide any other services to the Issuer or act as the "collateral 
manager" for the Collateral. The Portfolio Selection Agent will 
not have any fiduciary duties or other duties to the Issuer or to 
the holders of the Notes and will not have any ability to direct the 
Trustee to dispose of any items of Collateral. See "The Portfolio 
Selection Agent" and "The Portfolio Selection Agreement". 
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Notes 
Class Designation SS A-1 A-2 B C D FL 
Original Principal Amount 
(as expressed in Dollars)' $0 $50,000,000 $142,000,000 $0 $0 $0 $0 

Initial Class Notional 
Amount (as expressed in $1,100,000,000 $200,000,000 $280,000,000 $60,000,000 $100,000,000 $60,000,000 $200,000,000 
Dollars) 

Class Series Series 1 Series 1 Series 1 Series 1 Series 1 Series 1 Series 1 

Stated Maturity March 1, 2038 
Average Life 
(in years)2 3.5 4.0 4.2 4.3 4.4 4.6 5.1 

Minimum Denomination 
(Integral Multiples): 

Rule 144A $250,000, ($1) 

Reg S $100,000, ($1); €IOO,OOO, (€1); £100,000, (£1); ¥IO,OOO,OOO, (¥1); A$100,OOO, (A$I); C$IOO,OOO, (C$I); NZ$loo,ooO, (NZ$I) 

Applicable Investment 
Company Act of 1940 3(c)(7) 
Exemption 
Initial Ratings: 

S&P AAA AAA 
Moody's Aaa Aaa 
Pricing Date April 10,2007 
Closing Date April26,2007 

Issue Price The Notes will be offered for sale from time to time in negotiated transactions, or otherwise, at various prices to be determined at the time of 
such sale 

Series Interest Rate for 
Series issued on Closing 
Date3 

UBOR + 0.85% UBOR + 1.10% 

Fixed or Floating Rate Floating Floating Floating Floating Floating Floating Floating 

Interest Accrual Period Each period from and including the preceding Payment Date (or, the Closing Date, wHh respecl to the first Payment Date) to but excluding the 
current Payment Date (or, in the case of the Payment Date preceding the Stated Maturity, to but excluding the Stated Maturity) 

Payment Date On the 28"' calendar day of each month (or if such day is not a Business Day, the next succeeding Business Day) and at Stated Maturity 

First P ayrnent Date May 29, 2007 
Record Date 15 days prior to the applicable Payment Date 
Frequency of Payments Monthly Monthly Monthly Monthly Monthly Monthly Monthly 

Day Count Aclual/360 Actual/360 AcluaV360 ActuaV360 Aclual/360 Actual/360 Actuall360 

Co-Issued Notes or 
Co-Issued Notes Co-Issued Notes Issuer Notes Issuer Notes Issuer Notes Issuer Notes Issuer Notes Issuer Notes 

Form of Notes: 

Global Yes Yes Yes Yes Yes Yes Yes 

CUSIPS Rule 144A OO256UAA2 00256UABO 00256YM4 00256YAB2 oo256YACO 00256YAD8 00256YAE6 

CUSIPS RegS G0010JAA7 G0010JAB5 G0010AAA6 G0010AAB4 G0010MC2 G0010AADO G0010AAE8 

IS IN Reg S USG001 OJAA 72 USG0010JAB55 USG0010AAA63 USG0010AAB47 USG0010AAC20 USGOO1 OAAD03 USGOO10AAE85 

Common Code 029629897 029630569 029630780 029630941 029631026 029631174 029631662 
Clearing Method: 

Rule 144A DTC DTC DTC DTC DTC DTC DTC 

RegS Euroclearl Euroclearl Euroclearl 
Euroclearl 

Euroclearl Euroclearl Euroclearl 
Clearslrea m Clearslream Clearslream Clearslream Clearslream Clearslream 

Certificated N/A N1A N/A N/A N1A N/A N/A 

1 
Pursuant to the Indenture (in the case of the Co-Issued Notes) and the Issuing and Paying Agency Agreement (in the case of the Issuer Notes), 
the Notes of any Class may be issued from time to time following the Closing Date. See "Description of the Notes-The Indenture-Additional 
Issuance" and "Description of the Notes-The Issuing and Paying Agency Agreement-Additionallssuance." 

2 
Under a hypothetical scenario in which (i) each Reference Obligation will make a repayment of principal in full on a single date corresponding to 
the projected weighted average life of such Reference Obligation determined on the basis of a 30/360 day-count convention, whether or not such 
date falls on a Business Day or a Payment Date, (ii) principal payments on the Notes will occur on Payment Dates in accordance wHh the 
applicable cut-off dates, (iiQ the Notes will be repaid in accordance with the Priority of Payments and (iv) no Credit Events will have occurred with 
respect to the Reference Portfolio. The assumptions set forth above are not prediclive or a forecast, nor do they necessarily reflect historical 
performance and defautts. 

3 
The Series Interest Rate with respect to any Series of a Class will be determined at the time of issuance of such Series, and will equal the 
Applicable Index for such Series plus or minus the Applicable Spread to such Applicable Index. The Series Interest Rate with respect to different 
Series of a Class may vary. The Notes of any Class may be issued in more than one Series due to differences in one or more of the date of 
issuance, the Series Interest Rate, the Approved Currency in which such Notes are denominated, the Stated Maturity, the Non-Call Period and 
the date from which interest will accrue. See "Additional Issuance" herein. 
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The Issuer Notes .......................... . 

Status and Subordination .......... .. 

Use of Proceeds ........................... . 

Distributions of Interest 
Proceeds .................................... . 

Non-Call Period ............................ .. 

The Issuer Notes will be issued in accordance with one or more 
deeds of covenant (each, a "Deed of Covenant") and will be 
subject to the Issuing and Paying Agency Agreement, dated as 
of the Closing Date including the terms and conditions of such 
Notes contained therein (the "Issuing and Paying Agency 
Agreement',), between the Issuer and LaSalle Bank National 
Association, as Issuing and Paying Agent (in such capacity, the 
"Issuing and Paying Agent"). See "Description of Notes-The 
Issuing and Paying Agency Agreement". 

The Co-Issued Notes will be limited recourse obligations of the 
Issuers and the Issuer Notes will be limited recourse obligations 
of the Issuer. On (i) each Payment Date and (iQ any other 
Business Day on which Currency Adjusted Notional Principal 
Adjustment Amounts are paid by the Issuer to the Noteholders, 
the Class SS Notes will be senior in right of payment to the Class 
A-1 Notes, the Class A-1 Notes will be senior in right of payment 
to the Class A-2 Notes, the Class A-2 Notes will be senior in right 
of payment to the Class B Notes, the Class B Notes will be 
senior in right of payment to the Class C Notes, the Class C 
Notes will be senior in right of payment to the Class D Notes and 
the Class D Notes will be senior in right of payment to the Class 
FL Notes. 

The aggregate net proceeds of the offering of the Notes are 
expected to equal approximately $192,000,000 Qncluding the 
USD Equivalent of the Notes denominated in Approved 
Currencies other than Dollars). The Issuer will use such net 
proceeds, together with part or all of the Upfront Payment, to 
purchase Collateral Securities and Eligible Investments that will 
have an aggregate principal amount of at least $192,000,000 
(including the USD Equivalent of the Collateral Securities 
denominated in Approved Currencies other than Dollars); 
provided that, for each Approved Currency, the aggregate 
prinCipal amount of Collateral Securities and Eligible Investments 
denominated in such Approved Currency and purchased with the 
proceeds of the offering will equal or exceed the Currency 
Adjusted Aggregate Outstanding Amount of Notes denominated 
in such Approved Currency on the Closing Date. 

Interest Proceeds will be distributable monthly to Holders of the 
Notes in accordance with the Priority of Payments. See 
"Description ofthe Notes-Priority of Payments". 

With respect to each Series of Notes issued on the Closing Date, 
the period from the Closing Date to and including the Business 
Day immediately preceding the April 2009 Payment Date and, 
with respect to any Series of Notes issued after the Closing 
Date, the period deSignated for such Series at the time of 
issuance in the related offering circular supplement (the "Non­
Call Period"). 

So long as the Non-Call Period for each Series of Notes 
Outstanding has expired, the Notes will be redeemed in full at 
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Principal Payments 
on the Notes .............................. . 

the option of the Protection Buyer if the Protection Buyer elects 
to terminate the Credit Default Swap prior to the Scheduled 
Termination Date and certain conditions are satisfied. See 
"Description of the Notes-Optional Redemption in Whole and 
Partial Optional Redemption", "Description of the Notes-Priority 
of Payments-Principal Proceeds-Stated Maturity, Optional 
Redemption Date and Mandatory Redemption Date" and "The 
Credit Default Swap-Credit Default Swap Earty Termination­
Credit Default Swap Termination Events". 

After the applicable Non-Call Period, one or more Series of 
Notes may be redeemed in full if the Protection Buyer, in its sole 
discretion, elects to redeem such Series prior to its Stated 
Maturity and certain conditions are satisfied. In addition, if the 
Protection Buyer and/or one or more Affiliates thereof acquires 
any Notes prior to the end of the related Series' applicable Non­
Call Period (such Notes, "Protection Buyer Notes'1, such Notes 
may be redeemed notwithstanding that any such redemption 
may occur during the applicable Non-Call Period. See 
"Description of the Notes-Optional Redemption in Whole and 
Partial Optional Redemption", "Description of the Notes-Priority 
of Payments-Principal Proceeds-Other Payment Dates" and 
"The Credit Default Swap-payments-Payment on a Partial 
Optional Redemption Date". 

The following table sets forth the general circumstances and 
dates upon which Holders of the Notes will receive principal 
payments on their Notes prior to the Stated Maturity: 

Amounts Payable in 
accordance with the 

Event Date of Payment Priority of Payments 

The Payment Date 

Payment of Currency immediately following 
the Due Period in which Adjusted Notional 

such amounts were 
Notional Principal 

Principal Adjustment 
determined by the 

Adjustment Amounts 
Amounts 

Credit Default Swap 
Calculation Agent 

Currency Adjusted 
Aggregate Outstanding 
Amount plus, if the 
consent of each Holder 

Optional Redemption in Any Payment Date after of Notes ofa 
Whole due to an the expiration of the Reversible Loss Series 
optional termination of Non-Call Period for has not been obtained, 
the Credit Default Swap each Series of Notes with respect to each 
by the Protection Buyer Outstanding such Reversible Loss 

Series, the Optional 
Redemption 
Reimbursement 
Amount 
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Amounts Payable in 
accordance with the 

Event Date of Payment Priority of Payments 

Currency Adjusted 
Aggregate Outstanding 
Amount of each Series 
of Notes being 
redeemed plus, if any 

Partial Optional such Series is a 
Redemption due to the Any Payment Date after Reversible Loss Series 
election by the and the consent of 
Protection Buyer to the applicable Non-Call each Holder of such 
redeem one or more Period Reversible Loss Series 
Series of Notes in full has not been obtained, 

the Optional 
Redemption 
Reimbursement 
Amount for any such 
Reversible Loss Series 

Partial Optional Currency Adjusted 
Redemption due to the 
election by the 

Aggregate Outstanding 

Protection Buyer to Any Payment Date Amount of the 

redeem Protection Protection Buyer Notes 

Buyer Notes being redeemed 

Mandatory Redemption 
(other than a Mandatory 
Redemption caused by 
a (i) termination of the 
Credit Default Swap 
pursuant to which the 
Protection Buyer is the 
defaulting party, 
(ii) termination of the 
Collateral Put 
Agreement pursuant to 
which the Collateral Put 
Provider is the 
defaulting party or (iii) 
termination of the Basis 
Swap pursuant to which 
the Basis Swap 
Counterparty is the Any Business Day Principal Proceeds defaulting party, for 
which there would be 
insufficient liquidation 
proceeds to pay 
(a) items (i) through (iii) 
of the Priority of 
Payments and (b) with 
respect to each of the 
Class S5 Notes, the 
Class A Notes, the 
Class B Notes and the 
Class C Notes, the 
Currency Adjusted 
Aggregate Outstanding 
Amount of each Series 
of Notes of such Class 
and accrued interest 
thereon (if any)) 

Principal Proceeds 

Mandatory Redemption and/or delivery of 
Collateral Securities 

(other than as described Any Business Day subject to Special above) 
Termination 
liqUidation Procedure 

See "DeSCription of the Notes-Principal", "Description of the 
Notes-Optional Redemption in Whole and Partial Optional 
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Decrease in the Class Notional 
Amount of each Class of 
Notes .......................................... . 

Increase in the Class 
Notional Amount of each 
Class of Notes ........................... . 

Redemption", "Description of the Notes-Mandatory 
Redemption", "Description of the Notes-Priority of Payments" 
and "Description of the Notes-The Indenture-Events of 
Default". 

The Class Notional Amount of each Class of Notes will be 
decreased by an amount (as expressed in Dollars) equal to: 

(0 on the fifth Business Day following the calculation of any 
Loss Amount, if greater than zero, the lesser of (a) (i) the 
aggregate Loss Amount determined on the related 
Credit Default Swap Calculation Date less (ii) the Class 
Notional Amount of all Classes of Notes that are 
subordinated to such Class immediately prior to such 
determination and (b) the Class Notional Amount of 
such Class immediately prior to such determination 
(such amount, the "Unscaled Credit Event Adjustment 
Amount"); and 

(ii) on the Payment Date immediately following the Due 
Period in which such Reference Obligation Amortization 
Amount is determined by the Credit Default Swap 
Calculation Agent on one or more Reference 
Obligation(s), if greater than zero, the lesser of (x) (A) 
the aggregate Notional Principal Amount allocable on 
such date less (B) the Class Notional Amount of all 
Classes of Notes that are senior to such Class 
immediately prior to such determination, and (y) the 
Class Notional Amount of such Class immediately prior 
to such determination (such amount, the "Unscaled 
Notional Principal Adjustment Amount"). 

On any date of determination, increases .and decreases to the 
Class Notional Amount of any Class of Notes will be determined 
by giving effect, in the following order, to the (0 aggregate Loss 
Amount (if any), (iO aggregate Reference Obligation 
Reimbursement Amount (if any), and (iii) aggregate Notional 
Principal Amount (if any). 

See "Description of Notes-Principal". 

On the Payment Date immediately following the Due Period 
during which a Reference Obligation Reimbursement Amount is 
determined by the Credit Default Swap Calculation Agent with 
respect to one or more Reference Obligation(s), and so long as 
such Reference Obligation(s) remains in the Reference Portfolio 
at the time of such Reference Obligation Reimbursement, the 
Class Notional Amount of each Class of Notes will be increased 
by an amount (as expressed in Dollars) equal to, if greater than 
zero, the lesser of (i) such Reference Obligation Reimbursement 
Amount less the sum of the ICE Class Notional Amount 
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Decrease in the Aggregate 
USD Equivalent Outstanding 
Amount of each Class 
of Notes ...................................... . 

Differentials for the Classes of Notes that are senior to such 
Class immediately prior to such determination, and (ii) the ICE 
Class Notional Amount Differential of such Class immediately 
prior to such determination (such amount, the "Unscaled 
Reinstatement Adjustment Amount") (if any). 

On any date of determination, increases and decreases to the 
Class Notional Amount of any Class of Notes will be determined 
by giving effect, in the following order, to the (0 aggregate Loss 
Amount (if any), (iO aggregate Reference Obligation 
Reimbursement Amount (if any) and (iii) aggregate Notional 
Principal Amount (if any). 

See "Description of Notes-Principal". 

The Aggregate USD Equivalent Outstanding Amount of each 
Class of Notes will be decreased by an amount (as expressed in 
Dollars) equal to: 

(i) on the fifth Business Day following the calculation of any 
Loss Amount, without paying any principal on such Class 
of Notes, the product of (a) the related Unsealed Credit 
Event Adjustment Amount and (b) the related Note 
Scaling Factor (such amount determined under this 
subclause (i), the "Credit Event Adjustment Amount"); 

(ii) on the Payment Date immediately following the Due 
Period in which a Reference Obligation Amortization 
Amount is determined by the Credit Default Swap 
Calculation Agent on one or more Reference 
Obligation(s), a payment of principal representing the 
product of (a) the related Unscaled Notional Principal 
Adjustment Amount and (b) the related Note Scaling 
Factor (such amount determined under this subclause 
(ii), the "Notional Principal Adjustment Amount"); 

(iii) on any Stated Maturity related to a Series of such Class, 
after giving effect to dauses (i) and (iO above, the 
Aggregate USD Equivalent Outstanding Amount of each 
such Series maturing on such date; and 

(iv) on a Partial Optional Redemption Date, after giving effect 
to clauses (i) through (iii) above, with respect to a Class 
of Notes for which (A) one or more Series of such Class 
is redeemed in full on such date or (B) Protection Buyer 
Notes are redeemed, in each case in connection with a 
Partial Optional Redemption, a payment of principal 
representing the Aggregate USD Equivalent Outstanding 
Amount of the Notes of such Class redeemed in 
connection with such Partial Optional Redemption. 
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Increase in the Aggregate 
USD Equivalent Outstanding 
Amount of each Class 
of Notes ....................................... . 

For the avoidance of doubt, with respect to a Class with more 
than one Series Outstanding at such time of determination, any 
pro rata allocations made on such date pursuant to subclauses 
(i) through (iv) above will be based on the Aggregate USD 
Equivalent Outstanding Amount of each applicable Series of 
such Class, as expressed in Dollars. 

On any date of determination, increases and decreases to the 
Aggregate USD Equivalent Outstanding Amount of any Class of 
Notes will be determined by giving effect, in the following order, 
to (i) the aggregate related Unscaled Credit Event Adjustment 
Amount (if any), (ii) the aggregate related Unscaled 
Reinstatement Adjustment Amount (if any) and (iiQ the aggregate 
related Unscaled Notional Principal Adjustment Amount (if any). 

See "Description of Notes-Principal". 

The Aggregate USD Equivalent Outstanding Amount of each 
Class of Notes will be increased· by an amount (as expressed in 
Dollars) equal to: 

(i) on the Payment Date immediately following the Due 
Period .during which a Reference Obligation 
Reimbursement Amount is determined by the Credit 
Default Swap Calculation Agent (with the related 
Currency Adjusted Reinstatement Adjustment Amount 
(other than with respect to that portion of Reference 
Obligation Repayment Amount which will be applied to 
make principal payments on the Notes on such Payment 
Date) to be invested in Collateral Securities, or pending 
such investment, in Eligible Investments, as described 
under "-The Collateral Securities"), the product of (a) 
the related Unscaled Reinstatement Adjustment Amount 
and (b) the related Note Scaling Factor with respect to 
such Class of Notes (such amount, the "Reinstatement 
Adjustment Amount'1; provided that the Aggregate 
USD Equivalent Outstanding Amount of each Class of 
Notes may only be increased by an amount less than or 
equal to the ICE Aggregate USD Equivalent Outstanding 
Amount Differential of such Class; and 

(ii) on any day on which additional Notes of such Class are 
issued, the principal amount of such additional issuance 
(or the USD Equivalent of such principal amount if issued 
in an Approved Currency other than Dollars). 

For the avoidance of doubt, with respect to a Class with more 
than one Series Outstanding at such time of determination, any 
pro rata allocations made on such date pursuant to subclause (i) 
above will be based on the Aggregate USD Equivalent 
Outstanding Amount of each Series of such Class, as expressed 
in Dollars. 
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Decrease in the Currency Adjusted 
Aggregate Outstanding Amount 
of each Series of Notes .......... . 

Increase in the Currency Adjusted 
Aggregate Outstanding Amount 
of each Series of Notes ........... . 

Cancellation of Notes ................ . 

The Credit Default Swap 

Credit Default Swap ................... . 

Documentation ........................... . 

See "Description of Notes-Principal". 

The Currency Adjusted Aggregate Outstanding Amount of any 
Series of Notes will be decreased, with respect to (A) any event 
described under clauses (i) and (ii) of "-Decrease in the 
Aggregate USD Equivalent Outstanding Amount of each Class 
of Notes", by an amount equal to the quotient of (a) such Notes' 
allocation of any related Credit Event Adjustment Amount or 
Notional Principal Adjustment Amount, as applicable, divided by 
(b) the Applicable Series Foreign Exchange Rate (such quotient, 
the "Currency Adjusted Credit Event Adjustment Amount" or 
the "Currency Adjusted Notional Principal Adjustment 
Amount", as applicable), (B) on the Stated Maturity with respect 
to a Series of Notes, the Currency Adjusted Aggregate 
Outstanding Amount of such Notes maturing on such date, after 
giving effect to any reductions pursuant to subclause (A) above 
and (C) a Partial Optional Redemption of such Notes, by the 
Currency Adjusted Aggregate Outstanding Amount of such 
Notes, after giving effect to any reductions pursuant to 
subclauses (A) and (B) above. 

The Currency Adjusted Aggregate Outstanding Amount of any 
Series of Notes will be increased, with respect to any event 
described under clause (i) of "-Increase in the Aggregate USD 
Equivalent Outstanding Amount of each Class of Notes", by an 
amount equal to the quotient of (a) such Notes' allocation of any 
related Reinstatement Adjustment Amount divided by (b) the 
Applicable Series Foreign Exchange Rate (such quotient, the 
"Currency Adjusted Reinstatement Adjustment Amount"). 

A Class of Notes will be deemed to be cancelled and no longer 
Outstanding on the date that the ICE Class Notional Amount of 
such Class has been reduced to zero. 

On or prior to the Closing Date, the Issuer will enter into a credit 
default swap transaction (the "Credit Default Swap") with 
Goldman Sachs Capital Markets, L.P. (in such capacity, the 
"Protection Buyer") pursuant to which the Issuer will sell credit 
protection to the Protection Buyer with respect to a portfolio of 
Reference Obligations conSisting of RMBS. 

The Credit Default Swap will be documented by a confirmation 
that will be governed by, form part of and be subject to a 1992 
Master Agreement (Multicurrency-Cross Border) (the "ISDA 
Master Agreement") published by the International Swaps and 
Derivatives Association, Inc. ("ISDA"), and Schedule thereto. 
The definitions and provisions of the ISDA Credit Derivatives 
Definitions will be incorporated into the Credit Default Swap by 
reference (as supplemented by the May 2003 Supplement to 
such definitions published by ISDA), subject to certain 
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Reference Portfolio .................... . 

Modification of the 
Reference Portfolio ................ . 

Credit Events ............................. . 

Conditions to Settlement... ........ . 

Notifying Party ............................ . 

Credit Default Swap 
Calculation Agent .................... . 

Settlement Method ..................... . 

amendments as set out in the Credit Default Swap. The Credit 
Default Swap will be governed by New York law. 

On the Closing Date, it is expected that the Credit Default Swap 
will reference 90 Reference Obligations (collectively, the 
"Reference Portfolio"). See Schedule A. 

The Protection Buyer is not required to have any credit exposure 
to any Reference Entity or any Reference Obligation. 

The Reference Portfolio is static and no replacement Reference 
Obligations may be included in the Reference Portfolio. 
Following the redemption or amortization in full of a Reference 
Obligation, the Reference Obligation that has been redeemed or 
amortized in full, will be removed from the Reference Portfolio. 
Subject to the foregoing, if the Reference Obligation Notional 
Amount of a Reference Obligation that suffered one or more 
Credit Events is reduced to zero at any time on or prior to the 
Scheduled Termination Date and remains at zero for a period of 
one calendar year, such Reference Obligation shall be removed 
from the Reference Portfolio as of the last day of such one 
calendar year period; provided that, if such Reference Obligation 
that suffered one or more Credit Events experiences a 
Reference Obligation Reimbursement for which the Reference 
Obligation Repayment Amount equals the ICE Reference 
Obligation Notional Amount Differential of such Reference 
Obligation immediately prior to such determination, the 
Reference Obligation shall be removed from the Reference 
Portfolio immediately following the determination of such 
Reference Obligation Repayment Amount by the Credit Default 
Swap Calculation Agent. 

The following Credit Events (each a "Credit Event") shall apply 
with respect to each Reference Obligation: 

(Q Failure to Pay Principal; or 

(ii) Writedown. 

See "The Credit Default Swap-Credit Events". 

The "Conditions to Settlement" will be satisfied upon delivery 
to the Issuer and the Trustee of a Credit Event Notice and a 
Notice of Publicly Available Information. 

The Protection Buyer. 

Goldman, Sachs Capital Markets, L.P. will be the calculation 
agent (in this capacity the "Credit Default Swap Calculation 
Agent") under the Credit Default Swap. 

Cash. 
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Loss Amount ............................. .. 

Cash Settlement Amount .......... . 

Reimbursement following 
a Credit Event .......................... . 

Credit Default Swap 
Early Termination .................... . 

On the Business Day on which the Protection Buyer satisfied the 
Conditions to Settlement (in each case, a "Credit Default Swap 
Calculation Date"), the Credit Default Swap Calculation Agent 
will determine the loss amount (a "Loss Amount") with respect 
to the related Credit Event as follows: 

(Q with respect to a Writedown, the Loss Amount will be an 
amount equal to the related Writedown Amount; and 

(ii) with respect to a Failure to Pay Principal, the Loss 
Amount will be an amount equal to the related Principal 
Shortfall Amount. 

On the fifth Business Day following a Credit Default Swap 
Calculation Date (a "Credit Default Swap Settlement Date"), 
subject to the provision described in the following paragraph, the 
Issuer will pay to the Protection Buyer an amount (a "Cash 
Settlement Amount") equal to the aggregate of any Currency 
Adjusted Credit Event Adjustment Amounts determined on such 
day payable in the currencies of such Currency Adjusted Credit 
Event Adjustment Amounts. 

Pursuant to the terms of the Credit Default Swap, if the 
liquidation proceeds of Eligible Investments and Collateral 
Securities would have been sufficient to pay a Cash Settlement 
Amount had such Collateral (other than Put Excluded Collateral) 
been liquidated at least at 100% of par (instead of below 100% 
of par), the Issuer will be deemed to have paid such Cash 
Settlement Amount in full upon the Protection Buyer's receipt of 
the actual related liquidation proceeds. 

See "The Credit Default Swap-Payments". 

If, after the occurrence of a Credit Event, a Reference Obligation 
Reimbursement occurs with respect to the related Reference 
Obligation, and so long as such Reference Obligation remains in 
the Reference Portfolio at the time of such Reference Obligation 
Reimbursement, the Protection Buyer will pay to the Issuer, on 
the Payment Date immediately following the Due Period during 
which the related Reference Obligation Reimbursement Amount 
is determined by the Credit Default Swap Calculation Agent, an 
amount equal to the aggregate of: 

(i) the Currency Adjusted Reinstatement Adjustment 
Amounts payable on such date; and 

(ii) the ICE Currency Adjusted Interest Reimbursement 
Amounts payable on such date. 

The Credit Default Swap may be terminated by the Issuer or by 
the Protection Buyer ("Credit Default Swap Early 
Termination'1 at the option of the non-defaulting or non-affected 
party, as applicable, upon the occurrence of a Credit Default 
Swap Event of Default or a Credit Default Swap Termination 
Event. Upon the Trustee becoming aware of the occurrence of 
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The Collateral Securities 

any event that gives rise to the right of the Issuer to terminate the 
Credit Default Swap, the Basis Swap or the Collateral Put 
Agreement, the Trustee or the Issuing and Paying Agent, as 
applicable, will as promptly as practicable notify the Noteholders 
of such event and will terminate any such agreement on behalf 
of the Issuer at the direction of (i) in the case of the Credit 
Default SWap or the Basis Swap, a Majority of the Aggregate 
USD Equivalent Outstanding Amount of the Notes and (ii) in the 
case of the Collateral Put Agreement, 100% of the Aggregate 
USD Equivalent Outstanding Amount of the Notes,in each case 
voting as a single class. In connection with any Noteholder vote 
to terminate the Collateral Put Agreement, any Notes held by or 
on behalf of the Collateral Put Provider or any of its Affiliates will 
have no voting rights and will be deemed not to be Outstanding 
in connection with any such vote. 

See "The Credit Default Swap-Credit Default Swap Early 
Termination". 

The Initial Collateral Securities... On the Closing Date, the Issuer will use part of the proceeds of 
the offering to purchase at least $192,000,000 principal amount 
of Collateral Securities and Eligible Investments selected by the 
Protection Buyer as described in "The Collateral Securities-The 
Initial Collateral Securities" (including the USD Equivalent of the 
Notes denominated in Approved Currencies other than Dollars); 
provided that, for each Approved Currency, the aggregate 
principal amount of Collateral Securities and Eligible Investments 
denominated in such Approved Currency and purchased with the 
proceeds of the offering will equal or exceed the Currency 
Adjusted Aggregate Outstanding Amount of Notes denominated 
in such Approved Currency on the Closing Date. 

Supplemental Collateral Securities 

Substitution ............................. . 

Purchase of Supplemental 
Collateral Securities ............. . 

Any Noteholder may request that the Issuer substitute one or 
more Collateral Securities in accordance with the terms of the 
Indenture. 

See "Collateral Securities-Substitution of Collateral Securities". 

Upon or subsequent to: 

(i) the redemption or amortization, in whole or in part, of a 
Collateral Security (an "Amortized Collateral Security" 
and the principal amount of such redemption or 
amortization, the "Collateral Security Amortization 
Amount',), 

(ii) the additional issuance of Notes from time to time on any 
Payment Date after the Closing Date (the principal 
amount of such issuance, the "Additional Issuance 
Principal Amount"), 
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(iii) the receipt of Disposition Proceeds in connection with 
the liquidation of any principal amount of a Collateral 
Security in excess of the amount necessary to pay any 
Cash Settlement Amount, Currency Adjusted Notional 
Principal Adjustment Amount or in connection with a 
Partial Optional Redemption or a Stated Maturity (for the 
avoidance of doubt, excluding any Excess Disposition 
Proceeds) (such excess principal amount, the "Excess 
Principal Amount"), or 

(iv) the Issuer's receipt of a Currency Adjusted 
Reinstatement Adjustment Amount (other than with 
respect to that portion of any Reference Obligation 
Repayment Amount which shall be applied to make 
principal payments on the Notes on such Payment 
Date), 

the Protection Buyer may, in its sole discretion, direct the Issuer 
to purchase (and the Issuer shall so purchase) one or more 
replacement Collateral Securities or additional Collateral 
Securities (together, the "Supplemental Collateral Securities''), 
as the case may be, subject to (a) the Collateral Security 
Eligibility Criteria, (b) the Collateral Weighted Average Life Test 
and (c) the Collateral Security Quantity Constraint (in each case 
as confirmed by the Collateral Administrator based on 
information and calculations supplied by the Credit Default Swap 
Calculation Agent); 

provided that (1) in the case of clauses (i) and (iii) above, such 
Supplemental Collateral Securities will be denominated in the 
same Approved Currency as the Collateral Security that has 
been amortized, redeemed, or otherwise disposed of and (2) in 
the case of clauses (iO and (iv) above, such Supplemental 
Collateral Securities will be denominated in the same currency 
as such Notes that are issued or reinstated. See "The Collateral 
Securities-Supplemental Collateral Securities". Pending any 
such reinvestment, the Issuer will invest the Collateral Security 
Amortization Amount, Additional Issuance Principal Amount, 
Excess Principal Amount or Currency Adjusted Reinstatement 
Adjustment Amount, as the case may be, in Eligible Investments. 

If the Issuer liquidates a Collateral Security in order to pay a 
Cash Settlement Amount, a Currency Adjusted Notional Principal 
Adjustment Amount or in connection with a Partial Optional 
Redemption or a Stated Maturity, as the case may be, and the 
Issuer receives Disposition Proceeds in respect of such 
Collateral Security which exceed 100% of the principal amount of 
such Collateral Security (the excess proceeds described above, 
excluding any accrued and unpaid interest, "Excess 
Disposition Proceeds"), the Protection Buyer may, in its sole 
discretion, direct the Issuer to use such Excess Disposition 
Proceeds to purchase (and the Issuer shall so purchase) one or 
more Supplemental Collateral Securities in any Approved 
Currency, subject to clauses (iv) , (v) and (vii) through (xiii) of the 
Collateral Security Eligibility Criteria (as confirmed by the 
Collateral Administrator based on information and calculations 
supplied by the Credit Default Swap Calculation Agent). See 
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Liquidation of Collateral 
Securities ................................ .. 

"The Collateral Securities-Supplemental Collateral Securities". 
Pending any such reinvestment, the Issuer will invest such 
Excess Disposition Proceeds in Eligible Investments. 

The Collateral Securities will only be liquidated in connection 
with the events described below: 

(i) on a Credit Default SWap Calculation Date, the Issuer or 
the Trustee will notify the Collateral Disposal Agent to 
liquidate Collateral Securities in an amount (assuming 
that the Issuer will receive at least 100% of par for such 
Collateral Securities in any such liquidation, other than 
Put Excluded Collateral) that, when added to the 
proceeds from the liquidation of any Eligible Investments 
(assuming that the Issuer will receive at least 100% of 
par for such Eligible Investments, other than Put 
Excluded Collateral), would be sufficient to pay the 
Protection Buyer the Cash Settlement Amount on the 
related Credit Default Swap Settlement Date; 

(iO five Business Days prior to the Payment Date 
immediately following the Due Period in which a 
Reference Obligation Amortization . Amount is 
determined, in each case by the Credit Default Swap 
Calculation Agent on one or more Reference 
Obligation(s), if any Currency Adjusted Notional Principal 
Adjustment Amount will be paid to any Noteholders by 
the Issuer on the related Payment Date, the Issuer or the 
Trustee will notify the Collateral Disposal Agent to 
liquidate Collateral Securities in an amount (assuming 
that the Issuer will receive at least 100% of par for such 
Collateral Securities in any such liquidation, other than in 
connection with any Put Excluded Collateral) that, when 
added to the proceeds from the liquidation of any Eligible 
Investments (assuming that the Issuer will receive at 
least 100% of par for such Eligible Investments, other 
than Put Excluded Collateral), would be sufficient to pay 
to the applicable Noteholders such Currency Adjusted 
Notional Principal Adjustment Amount on the related 
Payment Date (provided that if the Issuer will not receive 
at least 100% of par for a Selected Collateral Security, 
such Selected Collateral Security (other than Put 
Excluded CollateraQ will not be liquidated but the 
Trustee will instead deliver such Selected Collateral 
Security to the Collateral Put Provider in exchange for 
the payment by the Collateral Put Provider to the Issuer 
of an amount equal to a price of 100% for any such 
Selected Collateral Security, plus accrued and unpaid 
interest thereon); 

(iii) after the occurrence and continuation of an Event of 
Default, if the Trustee is directed to liquidate the 
Collateral Securities in accordance with the terms of the 
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Indenture, the Trustee will notify the Collateral Disposal 
Agent to liquidate all Collateral Securities; 

(iv) in connection with any Optional Redemption in Whole, 
the Issuer or the Trustee will notify the Collateral 
Disposal Agent to liquidate all Collateral Securities 
(provided that if the Issuer will not receive at least 100% 
of par for a Selected Collateral Security, such Selected 
Collateral Security (other than Put Excluded Collateral) 
will not be liquidated but the Trustee will instead deliver 
such Selected Collateral Security to the Collateral Put 
Provider in exchange for the payment by the Collateral 
Put Provider to the Issuer of an amount equal to 100% of 
par for such Selected Collateral Security, plus accrued 
and unpaid interest thereon); 

(v) in connection with any Partial Optional Redemption, the 
Issuer or the Trustee will notify the Collateral Disposal 
Agent to liquidate Collateral Securities in an amount 
(assuming that the Issuer will receive at least 100% of 
par for such Collateral Securities in any such liquidation, 
other than Put Excluded ColiateraO that, when added to 
the proceeds from the liquidation of any Eligible 
Investments (assuming that the Issuer will receive at 
least 100% of par for such Eligible Investments, other 
than Put Excluded Collateral), would be sufficient to pay 
to the applicable Noteholders the principal amount of 
such Notes redeemed in connection with such Partial 
Optional Redemption (provided that if the Issuer will not 
receive at least 100% of par for a Selected Collateral 
Security, such Selected Collateral Security (other than 
Put Excluded ColiateraO will not be liquidated but the 
Trustee will instead deliver such Selected Collateral 
Security to the Collateral Put Provider in exchange for 
the payment by the Collateral Put Provider to the Issuer 
of an amount equal to 100% of par for such Selected 
Collateral Security, plus accrued and unpaid interest 
thereon); 

(vi) in connection with a Mandatory Redemption other than a 
Mandatory Redemption caused by a (a) termination of 
the Credit Default Swap pursuant to which the Protection 
Buyer is the defaulting party, (b) termination of the 
Collateral Put Agreement pursuant to which the 
Collateral Put Provider is the defaulting party or (c) 
termination of the Basis Swap pursuant to which the 
Basis Swap Counterparty is the defaulting party, the 
Issuer or the Trustee will notify the Collateral Disposal 
Agent to liquidate all Collateral Securities; 

(vii) in connection with a Mandatory Redemption other than 
as described in subclause (vi) above, Collateral 
Securities will be selected for liquidation and/or delivery 
to Noteholders pursuant to the Special Termination 
Liquidation Procedure; 
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Determination of Compliance 
of Reference Obligations and 
Collateral Securities with 
the Requirements under the 
Credit Default Swap and 
Certain Calculations pursuant 
to the Indenture and the 
Credit Default Swap ............ .. 

(viiO in connection with the Stated Maturity of any Series of 
Notes, the Issuer or Trustee will notify the Collateral 
Disposal Agent to liquidate Collateral Securities in an 
amount (assuming that the Issuer will receive at least 
100% of par for such Collateral Securities in any such 
liquidation, other than Put Excluded Collateral) that, 
when added to the proceeds from the liquidation of any 
Eligible Investments (assuming that the Issuer will 
receive at least 100% of par for such Eligible 
Investments, other than Put Excluded Collateral), would 
be sufficient to pay the applicable Noteholders the 
principal amount of such Notes maturing on the related 
Stated Maturity (provided that if the Issuer will not 
receive at least 100% of par for a Selected Collateral 
Security, such Selected Collateral Security (other than 
Put Excluded Collateral) will not be liquidated but the 
Trustee will instead deliver such Selected Collateral 
Security to the Collateral Put Provider in exchange for 
the payment by the Collateral Put Provider to the Issuer 
of an amount equal to 100% of par for such Selected 
Collateral Security, plus accrued and unpaid interest 
thereon); and 

(ix) in connection with the satisfaction of the Replacement 
Counterparty Procedures, the Issuer, or the Trustee on 
behalf of the Issuer, will notify the Collateral Disposal 
Agent to liquidate all Collateral Securities. 

The Credit Default Swap Calculation Agent will supply 
information and calculations to (i) the Collateral Administrator for 
use in the Collateral Administrator's confirmation of compliance 
of the Collateral (after the proposed addition of a Collateral 
Security) with any of the Collateral Security Eligibility Criteria, 
the Collateral Weighted Average Life Test and the Collateral 
Security Quantity Constraint, and (ii) the Trustee for use in the 
Trustee's confirmation of the BIE Collateral Security Eligibility 
Criteria. 

To the extent there is any difference between any of the 
Collateral Administrator's or the Trustee's (as the case may be) 
and the Credit Default Swap Calculation Agent's determination of 
the satisfaction of any of the Collateral Security Eligibility Criteria, 
the Collateral Weighted Average Life Test or the Collateral 
Security Quantity Constraint, the Collateral Administrator will use 
commercially reasonable efforts to resolve such difference. 

For the avoidance of doubt, the obligations of the Collateral 
Administrator under the Collateral Administration Agreement are 
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The Basis Swap 

The Basis Swap ........................ .. 

Tenns .......................................... . 

The Collateral Put Agreement 

The Collateral Put 
Agreement. .............................. . 

Tenns .......................................... . 

solely the obligations of the Collateral Administrator and not 
those of the Credit Default Swap Calculation Agent, the 
Protection Buyer or any of its Affiliates. 

On or prior to the Closing Date, the Issuer will enter into a basis 
swap transaction (the "Basis Swap") with Goldman Sachs 
Capital Markets, L.P. (in such capacity, the "Basis Swap 
Counterparty'1· 

On each Payment Date, the Issuer will pay to the Basis Swap 
Counterparty an amount (the "Basis Swap Payment") equal to 
the Collateral Interest Amount. 

"Collateral Interest Amount" means, with respect to any 
Payment Date (including the Optional Redemption Date and the 
Stated Maturity) or the Mandatory Redemption Date, without 
duplication (i) all interest payments that are scheduled to be paid 
by obligors of Collateral in accordance with the Underlying 
Instruments of such Collateral during the preceding Due Period, 
plus (ii) all amendment and waiver fees, late payment fees, 
make-whole premiums and other fees that are either (a) 
scheduled to be paid by obligors of Collateral during the 
preceding Due Period or (b) obligors of such Collateral have 
agreed to pay to holders of such Collateral during the preceding 
Due Period, plus (iii) all accrued and unpaid amounts described 
in subclause (0 and (iQ above that a buyer of such Collateral has 
agreed to pay to the Issuer upon the sale of such Collateral 
during the preceding Due Period, less any Purchased Accrued 
Interest Amount that the Issuer used in connection with the 
purchase of a Supplemental Collateral Security during the 
preceding Due Period, which in each of clauses (i) through (iii) 
above, for the avoidance of doubt, includes (a) amounts actually 
received by the Issuer and (b) amounts due and payable to the 
Issuer but not received by the Issuer. 

On each Payment Date, the Basis Swap Counterparty will pay to 
the Issuer the Monthly Basis Swap Payment. 

See "The Basis Swap" and "Description of the Notes-Priority of 
Payments-Interest Proceeds". 

On or prior to the Closing Date, the Issuer will enter into a put 
agreement (the "Collateral Put Agreement") with Goldman 
Sachs Intemational ("GSI" or in such capacity, the "Collateral 
Put Provider"). 

With respect to the Issuer's liquidation of Collateral (other than 
Put Excluded Collateral) in connection with (i) the payment of 
any Currency Adjusted Notional Principal Adjustment Amount by 
the Issuer to the applicable Noteholders, (ii) an Optional 
Redemption in Whole or a Partial Optional Redemption or (iiO a 
Stated Maturity of any Series of Notes, if (x) the Collateral 
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The Collateral Disposal Agreement 

The Collateral Disposal 
Agreement ............................... . 

Terms ......................................... . 

Additional Issuance ..................... . 

Governing Law ............................. . 

Disposal Agent is unable to obtain at least 100% of par for a 
Collateral Security and/or (y) the Trustee is unable to obtain at 
least 100% of par for Eligible Investments (in each case (i) other 
than Put Excluded Collateral and (ii) excluding any accrued and 
unpaid interest), the Collateral Disposal Agent will inform the 
Trustee and the Issuer (in the case of (x) above) and the Trustee 
will inform the Issuer (in the case of (y) above). The Trustee will 
then, on behalf of the Issuer, exercise the Issuer's rights under 
the Collateral Put Agreement pursuant to which the Trustee will 
deliver such Collateral (other than Put Excluded Collateral) to the 
Collateral Put Provider in exchange for the payment by the 
Collateral Put Provider of an amount equal to 100% of par for 
such Collateral (Plus accrued and unpaid interest). 

See "The Collateral Put Agreement". 

On or prior to the Closing Date, the Issuer will enter into a 
collateral disposal agreement (the "Collateral Disposal 
Agreement') with Goldman, Sachs & Co. (in such capacity, the 
"Collateral Disposal Agent'l 

Pursuant to the terms of the Collateral Disposal Agreement, the 
Collateral Disposal Agent will (i) subject to subclause (iii) below 
in connection with any partial liquidation of the portfolio of 
Collateral Securities, choose the Selected Collateral Securities to 
be liquidated (provided that any such Selected Collateral 
Securities will be denominated in the same currency as the 
Notes, the Currency Adjusted Aggregate Outstanding Amount of 
which is reduced by the related Credit Event Adjustment 
Amount, Notional Principal Adjustment Amount, Partial Optional 
Redemption or Stated Maturity), (ii) in connection with any 
liquidation of any Collateral Security, solicit bids on behalf of the 
Issuer and (iii) in connection with any liquidation of Collateral 
Securities as described in subclause (vii) under "-The Collateral 
Securities-Liquidation of Collateral Securities", perform the acts 
described under "DeSCription of the Notes-Mandatory 
Redemption", including, but not limited to, those acts described 
in the Special Termination Liquidation Procedure. 

The Notes of any Class may be issued from time to time 
following the Closing Date. See "Description of the Notes-The 
Indenture-Additional Issuance" and "Description of the Notes­
The Issuing and Paying Agency Agreement-Additional 
Issuance". 

The Co-Issued Notes, the Indenture, the Issuing and Paying 
Agency Agreement, the Credit Default Swap, the Basis Swap, 
the Collateral Put Agreement, the Collateral Disposal Agreement 
and the Portfolio Selection Agreement will be governed by, and 
construed in accordance with, the laws of the State of New York.. 
The Issuer Notes, the terms and conditions of the Issuer Notes 
(as set forth in the Issuing and Paying Agency Agreement) and 
each Deed of Covenant will be governed by, and construed in 
accordance with, the laws of the Cayman Islands. 
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Listing and Trading ...................... . 

Tax .Status ..................................... . 

ERISA Considerations ................ .. 

There is no established trading market for the Notes. Application 
will be made to admit the Notes on a stock exchange of the 
Issuer's choice, if practicable. There can be no assurance that 
such admission will be sought, granted or maintained. See 
"Listing and General Information". 

See "Income Tax Considerations". 

See "ERISA Considerations". 
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RISK FACTORS 

Prior to making an investment decision, prospective investors should carefully consider, in 
addition to the matters set forth elsewhere in this Offering Circular, the following factors: 

Limited Liquidity and Restrictions on Transfer. There is currently no market for the Notes. 
Although the Initial Purchaser has advised the Issuers that it intends to make a market in the Notes, the 
Initial Purchaser is not obligated to do so, and any such market-making with respect to the Notes may be 
discontinued at any time without notice. There can be no assurance that any secondary market for any of 
the Notes will develop, or, if a secondary market does develop, that it will provide the Holders of such 
Notes with liquidity of investment or that it will continue for the life of such Notes. Consequently, a 
purchaser must be prepared to hold the Notes for an indefinite period of time or until Stated Maturity. In 
addition, no sale, assignment, participation, pledge or transfer of the Notes may be effected if, among 
other things, it would require any of the Issuer, the Co-Issuer or any of their officers or directors to register 
under, or otherwise be subject to the provisions of, the Investment Company Act or any other similar 
legislation or regulatory action. Furthermore, the Notes will not be registered under the Securities Act or 
any state securities laws, and the Issuer has no plans, and is under no obligation, to register the Notes 
under the Securities Act. The Notes are subject to certain transfer restrictions and can be transferred 
only to certain transferees as described herein under "Transfer Restrictions". Such restrictions on the 
transfer of the Notes may further limit their liquidity. See "Transfer Restrictions". Application will be made 
to list the Notes on a stock exchange of the Issuer's choice, if practicable, but there can be no assurance 
that such admission will be sought, granted or maintained. 

Limited Recourse Obligations. The Co-Issued Notes will be limited recourse obligations of the 
Issuers and the Issuer Notes will be limited recourse obligations of the Issuer, payable solely from the 
Issuer Assets pledged by the Issuer to secure the Notes. None of the Noteholders, the Initial Purchaser, 
the Protection Buyer, the Basis Swap Counterparty, the Collateral Put Provider, the Collateral Disposal 
Agent, the Portfolio Selection Agent, the Trustee, the Issuing and Paying Agent, the Administrator, the 
Share Trustee or any affiliates of any of the foregOing or the Issuers' affiliates or any other person or 
entity will be obligated to make payments on the Notes. Consequently, Holders of the Notes must rely 
solely on distributions on the Issuer Assets pledged to secure the Notes for the payment of principal and 
interest thereon. If distributions on the Issuer Assets are insufficient to make payments on the Notes, no 
other ass~ts (and, in particular, no assets of the Noteholders, the Initial Purchaser, the Protection Buyer, 
the Basis Swap Counterparty, the Collateral Put Provider, the Collateral Disposal Agent, the Portfolio 
Selection Agent, the Trustee, the Issuing and Paying Agent, the Administrator, the Share Trustee or any 
affiliates of any of the foregoing) will be available for payment of the deficiency and following realization of 
the Issuer Assets pledged to secure the Notes, the obligations of the Issuers to pay such deficiency shall 
be extinguished and shall not thereafter revive. Each Holder of a Note by its acceptance of such Note will 
agree or be deemed to have agreed not to take any action or institute any proceedings against the 
Issuers under any insolvency law applicable to the Issuers or which would be likely to cause the Issuers 
to be subject to, or to seek the protection of, any insolvency law applicable to the Issuers, subject to 
certain limited exceptions. 

Subordination of the Notes. The rights of the Holders of the Notes with respect to the Issuer 
Assets will be subject to prior claims of the Trustee, the Issuing and Paying Agent, the Portfolio Selection 
Agent, the Protection Buyer, the Basis Swap Counterparty and the Collateral Put Provider, and may be 
subject to the claims of any other creditor of the Issuer that is entitled to priority as a matter of law or by 
virtue of any nonconsensual lien that such creditor has on the Issuer Assets or pursuant to the Priority of 
Payments. 

The Class A-1 Notes are subordinated to the Class SS Notes, Class A-2 Notes are subordinated 
to the Class A-1 Notes, the Class B Notes are subordinated to the Class A-2 Notes, the Class C Notes 
are subordinated to the Class B Notes, the Class D Notes are subordinated to the Class C Notes and the 
Class FL Notes are subordinated to the Class D Notes, in each case as described under "Summary-
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Notes-5tatus and Subordination". No payments of interest from Interest Proceeds will be made on any 
Class of Notes on any Payment Date until current and defaulted interest on the Notes of each Class to 
which such Class is subordinated has been paid, and no payments of principal will be made on any such 
Class of Notes (i) on any Payment Date or (iO any other Business Day on which payments of Currency 
Adjusted Notional Principal Adjustment Amounts are paid by the Issuer to the Noteholders, until principal 
of the Notes of each Class to which such Class is subordinated has been paid in accordance with the 
Priority of Payments described herein. See "Description of the Notes-Priority of Payments". 

In addition, if an Event of Default occurs, a Majority of the Aggregate USD Equivalent 
Outstanding Amount of the Notes voting as a single class will be entitled to determine the remedies to be 
exercised under the Indenture including the sale and liquidation of the Collateral in accordance with the 
procedures set forth in the Indenture. Remedies pursued by a Majority of the Aggregate USD Equivalent 
Outstanding Amount of the Notes voting as a Single class could be adverse to the interests of the Holders 
of a particular Class or Classes of Notes. See "Description of the Notes-The Indenture-Events of 
Default". 

Mandatory Redemption and the Special Termination Liquidation Procedure. If a Mandatory 
Redemption occurs and the Special Termination Liquidation Procedure is applied, the Holders of the 
Class SS Notes, the Class A Notes, the Class B Notes and the Class C Notes voting as a single class will 
be entitled to determine whether Collateral Securities allocated to such Classes of Notes will be liquidated 
or delivered to such Noteholders in accordance with the Special Termination Liquidation Procedure. With 
respeot to any of the Class SS Notes, the Class A Notes, the Class B Notes and the Class C Notes, such 
determination through voting as a single class could be adverse to the interests of the Holders of the 
Classes of Notes subordinated to such senior Classes, as the case may be, as Holders of any such 
senior Classes of Notes may elect to receive Collateral Securities with a market value in excess of the 
Aggregate USD Equivalent Outstanding Amount of such senior Classes of Notes (Plus accrued and 
unpaid interest thereon) rather than have the Collateral Securities allocated to such senior Classes 
liquidated, which would allow Holders of subordinated Classes of Notes to benefit from the liquidation of 
such Collateral Securities at a premium. See "Description of the Notes-Mandatory Redemption". 

Leverage. The Aggregate USD Equivalent Outstanding Amount of the Notes will be 
$192,000,000 on the Closing Date (including, for the avoidance of doubt, the USD Equivalent of the 
Notes denominated in Approved Currencies other than Dollars). However, the Reference Portfolio 
Notional Amount will equal $2,000,000,000 on the Closing Date, which amount represents the aggregate 
Reference Obligation Notional Amount on the Closing Date. Through the Credit Default Swap, investors 
in the Notes will be effectively providing the Protection Buyer loss protection with respect to each 
Reference Obligation up to the Reference Obligation Notional Amount of such Reference Obligation. 
Losses incurred will be borne by the Noteholders. Since the Reference Portfolio Notional Amount for the 
Reference Portfolio exceeds the Aggregate USD Equivalent Outstanding Amount of the Notes, investors 
in the Notes are providing such loss protection to the Protection Buyer on a leveraged basis. 

Volatility. Because investors in the Notes are providing loss protection to the Protection Buyer on 
a leveraged basis, the market value of the Notes may be subject to changes that are greater than the 
changes in market value that might occur to the Reference Portfolio. The market value of the Notes may 
vary over time and could be Significantly less than par (or even zero) in certain circumstances. 

Credit Linkage of the Notes. The Credit Default Swap will be linked to the credit of the Reference 
Entities. The amount payable in respect of principal of the Notes will depend upon, among other factors, 
whether and to the extent Credit Events have occurred under the Credit Default Swap. Under the Credit 
Default Swap, upon the occurrence of a Credit Event and the satisfaction of the Conditions to Settlement, 
the Issuer will be obligated to pay the Protection Buyer a Cash Settlement Amount in an amount equal to 
any Currency Adjusted Credit Event Adjustment Amounts. Any Cash Settlement Amount paid by the 
Issuer will reduce the Aggregate USD Equivalent Outstanding Amount of the Notes (in reverse order of 
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seniority). See "Summary-Notes-Decrease in the Aggregate USD Equivalent Outstanding Amount of 
each Class of Notes". Except in the limited circumstances as described under. "Summary-Notes­
Increase in the Aggregate USD Equivalent Outstanding Amount of each Class of Notes", a decrease in 
the Aggregate USD Equivalent Outstanding Amount of the Notes will be permanent and irreversible and 
the Noteholders will never receive a payment of principal in the amount of such decrease and from and 
after the date of such decrease, no interest will accrue on the amount of such decrease. See "­
Subordination of the Notes" and "Description of the Notes-Priority of Payments". 

Cash Available to Make Payments on the Notes. The ability of the Issuer to make payments on 
the Notes will depend primarily on several factors. To the extent (i) one or more Credit Events occur, (ii) 
the Protection Buyer, the Basis Swap Counterparty, the Collateral Put Provider or the Collateral Disposal 
Agent fails to perform its obligations or (iiQ there is a default in payments due in respect of any Collateral, 
the amount of available cash to make payments on the Notes in accordance with the Priority of Payments 
will be reduced. In addition, in the event that an Event of Default occurs in respect of the Notes or on the 
Mandatory Redemption Date, the Issuer may not be able to pay the principal of the Notes as a result of 
(a) paying unpaid Credit Default Swap Termination Payments, if any, owing to the Protection Buyer, (b) 
paying unpaid Basis Swap Termination Payments, if any, owing to the Basis Swap Counterparty, (c) 
amounts owed to the Collateral Put Provider pursuant to the Collateral Put Agreement and (d) the then 
applicable market value of the Collateral Securities being less than their principal amount. In the case of 
a Mandatory Redemption, the Holders of any subordinated Class of Notes could be adversely affected as 
described under "-Mandatory Redemption and the Special Termination Liquidation Procedure". See 
"Description of the Notes-Mandatory Redemption". 

Retention of a Portfolio Selection Agent. The Issuer will retain a portfolio sele.ction agent to select 
the Initial Reference PortfOliO, but following the Closing Date the Reference Portfolio will be statiC, subject 
to modification only in connection with the amortization of the Reference Portfolio. The Portfolio Selection 
Agent will not provide any other services to the Issuer or act as the "collateral manager" for the Collateral. 
The Portfolio Selection Agent will not have any fiduciary duties or other duties to the Issuer or to the 
holders of the Notes and will not have any ability to direct the Trustee to dispose of any items of 
Collateral. 

Interest Payments Dependent Primarily upon the Protection Buyer's Performance under the 
Credit Default Swap and the Basis Swap Counter party's Performance under the Basis Swap. Payments 
made by the Protection Buyer under the Credit Default Swap and payments made by the Basis Swap 
Counterparty under the Basis Swap are the Issuer's primary sources of funds to make interest payments 
on the Notes. Since the ability of the Issuer to make interest payments on the Notes prior to the 
occurrence of a Credit Default Swap Early Termination or a Basis Swap Early Termination will be 
dependent on its receipt of payments from the Protection Buyer under the Credit Default Swap and the 
Basis Swap Counterparty under the Basis Swap, the Noteholders are relying on the Protection Buyer to 
perform its obligations under the Credit Default Swap and the Basis Swap Counterparty to perform its 
obligations under the Basis Swap. Accordingly, if a Credit Default Swap Early Termination or a Basis 
Swap Early Termination occurs prior to a Payment Date, the Issuer may not have sufficient funds to make 
interest payments on all Classes of Notes. 

The insolvency of the Protection Buyer will be a Credit Default Swap Event of Default under the 
Credit Default Swap. In the event of the insolvency of the Protection Buyer, the Issuer will be treated as a 
general creditor of the Protection Buyer. Additionally, certain events with respect to a Credit Default 
Swap Early Termination (which can occur due to the insolvency of the Protection Buyer) will result in a 
Mandatory Redemption. Upon the occurrence of a Mandatory Redemption, the Trustee will liquidate all 
or a portion of the Collateral and will make any payments due to the Protection Buyer pursuant to the 
Credit Default Swap (other than a Protection Buyer Default Termination Payment), the Basis Swap 
Counterparty pursuant to the Basis Swap (other than a Basis Swap Counterparty Default Termination 
Payment) and the Collateral Put Provider pursuant to the Collateral Put Agreement prior to making 
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payments to the Noteholders. Under such circumstances, Noteholders may not receive sufficient funds to 
repay the principal of the Notes and, as a result, Noteholders should expect to lose a substantial part, if 
not all, of their principal investment in the Notes and to receive no interest on the Notes. In addition, in 
the case of a Mandatory Redemption, the Holders of any subordinated Class of Notes could be adversely 
affected as described under "-Mandatory Redemption and the Special Termination Liquidation 
Procedure". See "Description of the Notes-Mandatory Redemption". 

The insolvency of the Basis Swap Counterparty will be a Basis Swap Event of Default under the 
Basis Swap. In the event of the insolvency of the Basis Swap Counterparty, the Issuer will be treated as 
a general creditor of the Basis Swap Counterparty. Additionally, certain events with respect to a Basis 
Swap Early Termination (which can occur due to the insolvency of the Basis Swap Counterparty) will 
result in a Mandatory Redemption. Upon the occurrence of a Mandatory Redemption, the Trustee will 
liquidate the Collateral and will make any payments due to the Protection Buyer pursuant to the Credit 
Default Swap (other than a Protection Buyer Default Termination Payment), the Basis Swap Counterparty 
pursuant to the Basis Swap (other than a Basis Swap Counterparty Default Termination Payment) and 
the Collateral Put Provider pursuant to the Collateral Put Agreement prior to making payments to the 
Noteholders. Under such circumstances, Noteholders may not receive sufficient funds to repay the 
principal of the Notes and, as a result, Noteholders should expect to lose a substantial part, if not all, of 
their principal investment in the Notes and to receive no interest on the Notes. In addition, in the case of 
a Mandatory Redemption, the Holders of any subordinated Class of Notes could be adversely affected as 
described under "-Mandatory Redemption and the Special Termination Liquidation Procedure". See 
"Description of the Notes-Mandatory Redemption". 

Collateral Put Provider Default. In connection with an Optional Redemption in Whole, a Partial 
Optional Redemption, a Stated Maturity of any Series of Notes or the payment of any Currency Adjusted 
Notional Principal Adjustment Amount by the Issuer to the Noteholders, if (x) the Collateral Disposal 
Agent is unable to obtain at least 100% of par for a Selected Collateral Security and/or (y) the Trustee is 
unable to obtain at least 100% of par for Eligible Investments (in each case (0 other than Put Excluded 
Collateral and (ii) excluding any accrued and unpaid interest), the Collateral Disposal Agent will inform the 
Trustee and the Issuer (in the case of (x) above) and the Trustee will inform the Issuer (in the case of (y) 
above), who will then direct the Issuer to exercise the Issuer's rights under the Collateral Put Agreement 
pursuant to which the Issuer will deliver such Selected Collateral Security and/or such Eligible Investment 
to the Collateral Put Provider in exchange for 100% of the principal amount of such Selected Collateral 
Security and/or such Eligible Investments (Plus accrued and unpaid interest). If a Collateral Put Provider 
defaults in its obligations under the Collateral Put Agreement, the Collateral Disposal Agent will be 
required to liquidate the Collateral in an amount which may be insufficient to pay such Currency Adjusted 
Notional Principal Adjustment Amount or to redeem the Notes in full (in connection with an Optional 
Redemption in Whole) or in part (in connection with a Partial Optional Redemption) or the Holders of any 
subordinated Class of Notes could be adversely affected as described under "-Mandatory Redemption 
and the Special Termination Liquidation Procedure". See "Description of the Notes-Mandatory 
Redemption". 

No Claims on the Reference Entities. The Credit Default Swap does not constitute a purchase or 
other acquisition or assignment of any interest in any obligation of any Reference Entity. The Issuer will 
have a contractual relationship only with the Protection Buyer and not with any Reference Entity, and 
generally will have no rights to enforce directly compliance by any Reference Entity with the terms of its 
obligations that are referred to in the Credit Default Swap, no rights of set-off against a Reference Entity, 
and no voting rights with respect to any Reference Entity. The Issuer will not directly benefit from any 
collateral securing the obligations of the Reference Entities, and the Issuer will not have the benefit of the 
remedies that would normally be available to a holder of such secured obligation. 

To the extent that the Protection Buyer, the Credit Default Swap Calculation Agent, the Portfolio 
Selection Agent or any of their affiliates holds any obligation of a Reference Entity, neither the Protection 
Buyer, the Credit Default Swap Calculation Agent, the Portfolio Selection Agent nor any of their affiliates 
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will be, or will be deemed to be acting as, the Issuer's agent or trustee in connection with the exercise of, 
or the failure to exercise, any of the rights or powers of the Protection Buyer, the Credit Default Swap 
Calculation Agent, the Portfolio Selection Agent or any of their affiliates arising under or in connection 
with its or their holding of any such obligation. None Of the Issuer, the Trustee, the Issuing and Paying 
Agent, nor any Holder of any Note will have any right to acquire from the Protection Buyer, the Credit 
Default Swap Calculation Agent, the Portfolio Selection Agent or any of their affiliates (or to require the 
Protection Buyer, the Credit Default Swap Calculation Agent or any of their affiliates to transfer, assign or 
otherwise dispose of) any interest in any Reference Obligation or other obligation of any Reference Entity 
pursuant to the Credit Default Swap. Furthermore, to the extent that the Protection Buyer, the Credit 
Default Swap Calculation Agent, the Portfolio Selection Agent or any of their affiliates holds any obligation 
of a Reference Entity, none of the Protection Buyer, the Credit Default Swap Calculation Agent, the 
Portfolio Selection Agent nor any of their affiliates will grant the Issuer, the Trustee or the Issuing and 
Paying Agent any security interest in such obligation. 

In addition, in the event of the bankruptcy or insolvency of the Protection Buyer, the Issuer will be 
treated as a general creditor of the Protection Buyer and will not have any claim with respect to the 
Reference Entities. Consequently, the Issuer will be subject to the credit risk of the Protection Buyer as 
well as that of the Reference Entities. 

Limited Provision of Information about Reference ObligationslReference Entities. This Offering 
Circular does not provide any information with respect to any Reference Obligation or Reference Entity 
other than that contained in a description of the Reference Portfolio set forth under "The Credit Default 
Swap-The Reference Portfolio". As the occurrence of a Credit Event may result in a permanent 
decrease in the amounts payable in respect of the Notes, investors should review the list of Reference 
Obligations set forth herein and conduct their own investigation and analysis with respect to the 
creditworthiness of each Reference Obligation and the likelihood of the occurrence of a Credit Event with 
respect to each Reference Entity and Reference Obligation. 

The Protection Buyer or its affiliates and/or the Portfolio Selection Agent or its affiliates may have 
information, including material, non-public information, regarding the Reference Obligations and the 
Reference Entities. Neither the Protection Buyer nor the Portfolio Selection Agent will provide the Issuer, 
the Trustee, the Issuing and Paying Agent, any Noteholder or any other Person with any such non-public 
information. In addition, neither the Protection Buyer nor the Portfolio Selection Agent will provide the 
Issuer, the Trustee, the Issuing and Paying Agent, any Holder of any Note or any other Person with any 
such information that is public (including financial information or notices), except in the case of 
information pertaining to one or more Credit Events with respect to each Reference Entity and one or 
more Reference Obligation(s) of such Reference Entity in connection with which the Protection Buyer is 
seeking payment of one or more Cash Settlement Amounts. 

The Issuer will be required pursuant to the Indenture to provide the Noteholders with periodic 
reports. See "Description of the Notes-The Indenture-Reports Prepared Pursuant to the Indenture." 
None of the Initial Purchaser, the Protection Buyer, the Portfolio Selection Agent or any of their respective 
affiliates has any obligation to keep the Issuer, the Trustee, the Issuing and Paying Agent or the 
Noteholders informed as to any other matters with respect to any Reference Entity or any Reference 
Obligation, including whether or not circumstances exist that give rise to the possibility of the occurrence 
of a Credit Event with respect to any Reference Obligation or a Reference Entity. 

None of the Issuer, the Trustee, the Issuing and Paying Agent or the Noteholders will have the 
right to inspect any records of the Initial Purchaser, the Protection Buyer, the Portfolio Selection Agent or 
any of their respective affiliates. Except for the information contained in this Offering Circular, none of the 
Initial Purchaser, the Protection Buyer, the Portfolio Selection Agent nor any of their respective affiliates 
will have any obligation to disclose any information or evidence regarding the existence or terms of any 
obligation of any Reference Entity or any matters arising in relation thereto or otherwise regarding any 
Reference Entity, any guarantor or any other person. 
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Concentration Risk. The concentration of the Reference Obligations in the Reference Portfolio in 
anyone particular type of Structured Product Security subjects the Notes to a greater degree of risk with 
respect to credit defaults within such type of Structured Product Security. Investors should review the list 
of Reference Obligations set forth herein and conduct their own investigation and analysis with regard to 
each Reference Obligation. See "The Credit Default Swap-The Reference Portfolio". 

Collateral Default. To the extent that defaults occur with respect to any Collateral, a Mandatory 
Redemption will occur and the Collateral Disposal Agent will be required to liquidate the Collateral 
Securities. Thereafter, liquidation proceeds will be applied in accordance with "Description ofthe Notes­
Priority of Payments-Principal Proceeds-Stated Maturity, Optional Redemption Date or Mandatory 
Redemption Date". Depending on the market value of the remaining Collateral and the value of the 
Credit Default Swap and the Basis Swap at such time, the proceeds of such liquidation may not be 
sufficient to pay the unpaid principal of and interest on all of the Notes. 

Assets included in the Reference Portfolio or held as Collateral Securities. The risks generally 
described below under Commercial Mortgage-Backed Securities, Residential Mortgage-Backed 
Securities, CDO Cashflow Securities and Asset-Backed Securities could affect payments on the Notes to 
the extent any such asset is (i) included in the Reference Portfolio as a Reference Obligation and 
experiences a Credit Event or (ii) held by the Issuer as a Collateral Security and subsequently 
experiences a Collateral Default. 

Commercial Mortgage-Backed Securities. The Collateral Securities may include Commercial 
Mortgage-Backed Securities. 

CMBS bear various risks, including credit, market, interest rate, structural and legal risks. CMBS 
are securities backed by obligations (including certificates of participation in obligations) that are 
principally secured by mortgages on real property or interests therein having a multifamily or commercial 
use, such as regional malls, other retail space, office buildings, industrial or warehouse properties, hotels, 
rental apartments, self-storage, nursing homes and senior living centers. Risks affecting real estate 
investments include general economic conditions, the condition of financial markets, political events, 
developments or trends in any particular industry and changes in prevailing interest rates. The cyclicality 
and leverage associated with real estate-related investments have historically resulted in periods, 
induding significant periods, of adverse performance, induding performance that may be materially more 
adverse than the performance associated with other investments. In addition, commercial mortgage loans 
generally lack standardized terms, tend to have shorter maturities than residential mortgage loans and 
may provide for the payment of all or substantially all ofthe principal only at maturity. Additional risks may 
be presented by the type and use of a particular commercial property. For instance, commercial 
properties that operate as hospitals and nursing homes may present special risks to lenders due to the 
significant governmental regulation of the ownership, operation, maintenance and financing of health care 
institutions. Hotel and motel properties are often operated pursuant to franchise, management or 
operating agreements which may be terminable by the franchisor or operator; and the transferability of a 
hotel's operating, liquor and other licenses upon a transfer of the hotel, whether through purchase or 
foreclosure, is subject to local law requirements. All of these factors increase the risks involved with 
commercial real estate lending. Commercial lending is generally viewed as exposing a lender to a greater 
risk of loss than residential one-to-four family lending since it typically involves larger loans to a single 
borrower than residential one-to-four family lending. 

Commercial mortgage lenders typically look to the debt service coverage ratio of a loan secured 
by income-producing property as an important measure of the risk of default on such a loan. Commercial 
property values and net operating income are subject to volatility, and net operating income may be 
sufficient or insufficient to cover debt service on the related mortgage loan at any given time. The 
repayment of loans secured by income-producing properties is typically dependent upon the successful 
operation of the related real estate project rather than upon the liquidation value of the underlying real 

26 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-001918065 



estate. Furthermore, the net operating income from and value of any commercial property may be 
adversely affected by risks generally incident to interests in real property, including events which the 
borrower or manager of the property, or the issuer or servicer of the related issuance of commercial 
mortgage-backed securities, may be unable to predict or control, such as changes in general or local 
economic conditions and/or specific industry segments; declines in real estate values; declines in rental 
or occupancy rates; increases in interest rates, real estate tax rates and other operating expenses; 
changes in governmental rules, regulations and fiscal policies; acts of God; and social unrest and civil 
disturbances. The value of commercial real estate is also subject to a number of laws, such as laws 
regarding environmental clean-up and limitations on remedies imposed by bankruptcy laws and state 
laws regarding foreclosures and rights of redemption. Any decrease in income or value of the commercial 
real estate underlying an issue of CMBS could result in cash flow delays and losses on the related issue 
ofCMBS. 

A commercial property may not readily be converted to an alternative use in the event that the 
operation of such commercial property for its original purpose becomes unprofitable. In such cases, the 
conversion of the commercial property to an altemative use would generally require substantial capital 
expenditures. Thus, if the borrower becomes unable to meet its obligations under the related commercial 
mortgage loan, the liquidation value of any such commercial property may be substantially less, relative 
to the amount outstanding on the related commercial mortgage loan, than would be the case if such 
commercial property were readily adaptable to other uses. The exercise of remedies and successful 
realization of liquidation proceeds may be highly dependent on the performance of CMBS servicers or 
special servicers, of which there may be a limited number and which may have conflicts of interest in any 
given situation. The failure of the performance of such CMBS servicers or special servicers could result in 
cash flow delays and losses on the related issue of CMBS. 

At anyone time, a portfolio of CMBS may be backed by commercial mortgage loans with 
disproportionately large aggregate principal amounts secured by properties in only a few states or 
regions. As a result, the commercial mortgage loans may be more susceptible to geographic risks relating 
to such areas, such as adverse economic conditions, adverse events affecting industries located in such 
areas and natural hazards affecting such areas, than would be the case for a pool of mortgage loans 
having more diverse property locations. 

Mortgage loans underlying a CMBS issue may provide for no amortization of principal or may 
provide for amortization based on a schedule substantially longer than the maturity of the mortgage loan, 
resulting in a "balloon" payment due at maturity. If the underlying mortgage borrower experiences 
business problems, or other factors limit refinancing altematives, such balloon payment mortgages are 
likely to experience payment delays or even default. As a result, the related issue of CMBS could 
experience delays in cash flow and losses. 

In addition, interest payments on CMBS may be subject to an available funds-cap and/or a 
weighted average coupon cap (which cap will, in each case, have the practical effect of deferring part or 
all of such interest payments) if interest rate rises substantially. 

Residential Mortgage-Backed Securities. The Reference Obligations will include and the 
Collateral Securities may include Residential Mortgage-Backed Securities. 

RMBS bear various risks, including credit, market, interest rate, structural and legal risks. RMBS 
represent interests in pools of residential mortgage loans secured by one- to four-family residential 
mortgage loans. Such loans may be prepaid at any time. Residential mortgage loans are obligations of 
the borrowers thereunder only and are not typically insured or guaranteed by any other person or entity, 
although such loans may be securitized by Agencies and the securities issued are guaranteed. The rate 
of defaults and losses on residential mortgage loans will be affected by a number of factors, including 
general economic conditions and those in the area where the related mortgaged property is located, the 
borrower's equity in the mortgaged property and the financial Circumstances of the borrower. If a 
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residential mortgage loan is in default, foreclosure of such residential mortgage loan may be a lengthy 
and difficult process, and may involve significant expenses. Furthermore, the market for defaulted 
residential mortgage loans or foreclosed properties may be very limited. 

At anyone time, a portfolio of RMBS may be backed by residential mortgage loans with 
disproportionately large aggregate principal amounts secured by properties in only a few states or 
regions. As a result, the residential mortgage loans may be more susceptible to geographic risks relating 
to such areas, such as adverse economic conditions, adverse events affecting industries located in such 
areas and natural hazards affecting such areas, than would be the case for a pool of mortgage loans 
having more diverse property locations. In addition, the residential mortgage loans may include so-called 
"jumbo" mortgage loans, having original principal balances that are higher than is generally the case for 
residential mortgage loans. As a result, such portfolio of RMBS may experience increased losses. 

Each underlying residential mortgage loan in an issue of RMBS may have a balloon payment due 
on its maturity date. Balloon residential mortgage loans involve a greater risk to a lender than self­
amortizing loans, because the ability of a borrower to pay such amount will normally depend on its ability 
to obtain refinancing of the related mortgage loan or sell the related mortgaged property at a price 
sufficient to permit the borrower to make the balloon payment, which will depend on a number of factors 
prevailing at the time such refinancing or sale is required, including, without limitation, the strength of the 
residential real estate markets, tax laws, the financial situation and operating history of the underlying 
property, interest rates and general economic conditions. If the borrower is unable to make such balloon 
payment, the related issue of RMBS may experience losses. 

In addition, interest payments on RMBS may be subject to an available funds-cap and/or a 
weighted average coupon cap (which cap will, in each case, have the practical effect of deferring part or 
all of such interest payments) if interest rate rises substantially. 

Structural and Legal Risks of CMBS and RMBS. Residential mortgage loans in an issue of 
RMBS may be subject to various federal and state laws, public policies and principles of equity that 
protect consumers, which among other things may regulate interest rates and other charges, require 
certain disclosures, require licensing of originators, prohibit discriminatory lending practices, regulate the 
use of consumer credit information and regulate debt collection practices. Violation of certain provisions 
of these laws, public policies and principles may limit the servicer's ability to collect all or part of the 
principal of or interest on a residential mortgage loan, entitle the borrower to a refund of amounts 
previously paid by it, or subject the servicer to damages and sanctions. Any such violation could result 
also in cash flow delays and losses on the related issue of RMBS. 

In addition, structural and legal risks of CMBS and RMBS include the possibility that, in a 
bankruptcy or similar proceeding involving the originator or the servicer (often the same entity or 
affiliates), the assets of the issuer could be treated as never having been truly sold by the originator to the 
issuer and could be substantively consolidated with those of the originator, or the transfer of such assets 
to the issuer could be voided as a fraudulent transfer. Challenges based on such doctrines could result 
also in cash flow delays and losses on the related issue of CMBS or RMBS. 

It is not expected that CMBS or RMBS (other than the RMBS Agency Securities) will be 
guaranteed or insured by any govemmental agency or instrumentality or by any other person. 
Distributions on CMBS and RMBS will depend solely upon the amount and timing of payments and other 
collections on the related underlying mortgage loans. 

Some of the CMBS may, and the RMBS referenced in the Initial Reference Portfolio will, be 
subordinated to one or more other senior classes of securities of the same series for purposes of, among 
other things, offsetting losses and other shortfalls with respect to the related underlying mortgage loans. 
In addition, in the case of CMBS and certain RMBS, no distributions of principal will generally be made 
with respect to any class until the aggregate principal balances of the corresponding senior classes of 
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securities have been reduced to zero. As a result, the subordinate dasses are more sensitive to risk of 
loss and writedowns than senior classes of such securities. 

COO Cashflow Securities. The Collateral Securities may include COO Cashflow Securities. 
COO Cashflow Securities generally are limited recourse obligations of the issuer thereof payable solely 
from the underlying assets of the issuer ("COO Collateral'1 or proceeds thereof. Consequently, COO 
Cashflow Securities must rely solely on distributions on the underlying COO Collateral or proceeds 
thereof for payment in respect thereof. If distributions on the underlying COO Collateral are insufficient to 
make payments on the COO Cashflow Securities, no other assets will be available for payment of the 
deficiency and following realization of the underlying assets, the obligations of the issuer to pay such 
deficiency shall be extinguished. 

COO Cashflow Securities are subject to credit, liquidity and interest rate risks. COO Collateral 
may consist of high yield debt securities, loans, structured finance securities and other debt instruments. 
High yield debt securities are generally unsecured (and loans may be unsecured) and may be 
subordinated to certain other obligations of the issuer thereof. The below investment grade ratings of 
high yield securities reflect a greater possibility that adverse changes in the financial condition of an 
issuer or in general economic conditions or both may impair the ability of the issuer to make payments of 
principal or interest. Such investments may be speculative. 

Issuers of COO Cashflow Securities may acquire interests in loans and other debt obligations by 
way of assignment or participation. The purchaser of an assignment typically succeeds to all the rights 
and obligations of the assigning institution and becomes a lender under the credit agreement with respect 
to the debt obligation; however, its rights can be more restricted than those of the assigning institution. 

COO Cashflow Securities are subject to interest rate risk. The COO Collateral of an issuer of 
COO Cashflow Securities may bear interest at a fixed (floating) rate while the COO Cashflow Securities 
issued by such issuer may bear interest at a floating (fixed) rate. As a result, there could be a 
floating/fixed rate or basis mismatch between such COO Cashflow Securities and COO Collateral which 
bears interest at a fixed rate and there may be a timing mismatch between the COO Cashflow Securities 
and assets that bear interest at a floating rate as the interest rate on such assets bearing interest at a 
floating rate may adjust more frequently or less frequently, on different dates and based on different 
indices than the interest rates on the COO Cashflow Securities. As a result of such mismatches, an 
increase or decrease in the level of the floating rate indices could adversely impact the ability to make 
payments on the COO Cashflow Securities. 

In addition, certain COO Cashflow Securities may by their terms defer payment of interest or pay 
interest "in-kind". 

Asset-Backed Securities. The Collateral Securities may include Asset-Sacked Securities. The 
structure of an Asset-Sacked Security and the terms of the investors' interest in the collateral can vary 
widely depending on the type of collateral, the desires of investors and the use of credit enhancements. 
Individual transactions can differ markedly in both structure and execution. Important determinants of the 
risk associated with issuing, acquiring synthetic exposure through the Credit Default Swap or holding 
Asset-Sacked Securities include the relative seniority or subordination of the class of Asset-Sacked 
Securities, the relative allocation of prinCipal and interest payments in the priorities by which such 
payments are made under the goveming documents, how credit losses affect the issuing vehicle and the 
retum on the different classes, whether collateral represents a fixed set of specific assets or accounts, 
whether the underlying collateral assets are revolving or closed-end, under what terms (including maturity 
of the asset-backed instrument) any remaining balance in the accounts may revert to the issuing 
company and the extent to which the company that is the actual source of the collateral assets is 
obligated to provide support to the issuing vehicle or to any of the classes of securities. With respect to 
some types of Asset-Sacked Securities, the risk is more closely correlated with the default risk on 
corporate bonds of similar terms and maturities than with the performance of a pool of receivables. In 
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addition, certain Asset-Backed Securities (particularly subordinated Asset-Backed Securities) provide that 
the non-payment of interest in cash on such securities will not constitute an event of default in certain 
circumstances and the holders of such securities will not have available to them any associated default 
remedies. 

Holders of Asset-Backed Securities bear various risks, including credit risks, liquidity risks, 
interest rate risks, market risks, operations risks, structural risks and legal risks. Credit risk arises from 
losses due to defaults by the borrowers in the underlying collateral and the issuer's or servicer's failure to 
perform. These two elements may be related, as, for example, in the case of a servicer which does not 
provide adequate credit-review scrutiny to the serviced portfolio, leading to higher incidence of defaults. 
Market risk arises from the cash flow characteristics of the security, which for most Asset-Backed 
Securities tend to be predictable. The greatest variability in cash flows comes from credit performance, 
including the presence of wind-down or acceleration features designed to protect the investor in the event 
that credit losses in the portfolio rise well above expected levels. Interest rate risk arises for the issuer 
from the relationship between the pricing terms on the underlying collateral and the terms of the rate paid 
to holders of securities and from the need to mark to market the excess servicing or spread account 
proceeds carried on the balance sheet. For the holder of the security, interest rate risk depends on the 
expected life of the Asset-Backed Securities which may depend on prepayments on the underlying assets 
or the occurrence of wind-down or termination events. 

If the servicer becomes subject to financial difficulty or otherwise ceases to be able to carry out its 
functions, it may be difficult to find other acceptable substitute servicers and cash flow disruptions or 
losses may occur, particularly with non-standard receivables or receivables originated by private retailers 
who collect many of the payments at their stores. Structural and legal risks include the possibility that, in 
a bankruptcy or similar proceeding involving the originator or the servicer (often the same entity or 
affiliates), the assets of the Issuer could be treated as never having been truly sold by the originator to the 
Issuer and could be substantively consolidated with those of the originator, or the transfer of such assets 
to the issuer could be voided as a fraudulent transfer. Challenges based on such doctrines could result 
also in cash flow delays and reductions on the Asset-Backed Securities. Other similar risks relate to the 
degree to which cash flows on the assets of the Issuer may be commingled with those on the originator's 
other assets. 

Recent Developments in Subprime Residential Mortgage Lending. Recently, delinquencies, 
defaults and losses on residential mortgage loans have increased and may continue to increase, which 
may affect the performance of RMBS, in particular RMBS Residential BIC Mortgage Securities which are 
backed by subprime mortgage loans. Subprime mortgage loans are generally made to borrowers with 
lower credit scores. Accordingly, mortgage loans backing RMBS Residential BIC Mortgage Securities are 
more sensitive to economic factors that could affect the ability of borrowers to pay their obligations under 
the mortgage loans backing these securities. Market interest rates have been increasing and 
accordingly, with respect to adjustable rate mortgage loans and hybrid mortgage loans that have or will 
enter their adjustable-rate period, borrowers are likely to experience increases in their monthly payments 
and become increasingly likely to default on their payment obligations. Discovery of fraudulent mortgage 
loan applications in connection with rising default rates with respect to subprime mortgage loans may 
indicate that the risks with respect to these mortgage loans are particularly acute at this time. Such risks 
may result in further increases in default rates by subprime borrowers as it becomes more difficult for 
them to obtain refinancing. 

These economic trends have been accompanied by a recent downward trend or stabilization of 
property values after a sustained period of increase in property values. Because subprime mortgage 
loans generally have higher loan-to-value ratios, recoveries on defaulted mortgage loans are more likely 
not to result in payment in full of amounts owed under such mortgage loans, resulting in higher net losses 
than would have been the case had property values remained the same or increased. A decline in 
property values will particularly impact recoveries on second lien mortgage loans that may be included in 
the mortgage pools backing RMBS ReSidential BIC Mortgage Securities. 
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Structural features of RMBS may contribute to the impact of increased delinquencies and defaults 
and lower recoveries on the underlying mortgage pool. In particular, there may be a decline in the 
interest rate payable under those RMBS structured to limit interest payable to investors based on a 
weighted average coupon cap. Mortgage loans bearing interest at a higher rate will have a greater 
tendency to default than those with lower mortgage rates. Such defaults will reduce the weighted 
average coupon of the underlying mortgage loans and accordingly the interest rate payable to investors in 
the related RMBS. In addition, delinquencies, defaults and lower recoveries on underlying mortgage 
loans will reduce interest and principal actually paid to investors to less than the amounts owed to 
investors in accordance with the terms of their RMBS. RMBS may not be structured with significant or 
any overcollateralization, so performance will be sensitive to delays or reductions in payments, 
particularly in the case of subordinated tranches of RMBS. To the extent that RMBS provide for 
writedowns of principal, interest will cease to accrue on the portion of principal of an RMBS that has been 
written down. 

RMBS may provide that the servicer is required to make advances in respect of delinquent 
mortgage loans. However, servicers experiencing financial difficulties may not be able to perform these 
obligations. Servicers who have sought bankruptcy protection may, due to application ofthe provisions of 
bankruptcy law, not be required to advance such amounts. Even if a servicer were able to advance 
amounts in respect of delinquent mortgage loans, its obligation to make such advances may be limited to 
the extent that it does not expect to recover such advances due to the deteriorating credit of the 
delinquent mortgage loans. In addition, a servicer's obligation to make such advances may be limited to 
the amount of its servicing fee. 

Recently, a number of originators and servicers of mortgage loans have experienced serious 
financial difficulties and, in some cases, have entered bankruptcy proceedings. These difficulties have 
resulted in part from declining markets for their mortgage loans as well as from claims for repurchases of 
mortgage loans previously sold under provisions that require repurchase in the event of early payment 
defaults or for breaches of representations regarding loan quality. Such financial difficulties may have a 
negative effect on the ability of servicers to pursue collection on mortgage loans that are experiencing 
increased delinquencies and defaults and to maximize recoveries on sale of underlying properties 
following foreclosure. The inability of the originator to repurchase such mortgage loans in the event of 
early payment defaults and other loan representation breaches may also affect the performance of RMBS 
backed by those mortgage loans. 

Under certain Circumstances, including a failure to perform its selVlclng obligations or a 
bankruptcy of the servicer, investors will be entitled to remove and replace the existing servicer. There is 
no guarantee, however, that a suitable servicer could be found to assume the obligations of the existing 
servicer, and the transition of servicing responsibilities to a replacement servicer could have an adverse 
effect on performance of servicing functions during or following a transition period and a resulting 
increase in delinquencies and losses and decreases in recoveries. 

Transfers of mortgage loans by the originator or seller will be characterized in the applicable sale 
agreement as a sale transaction. Nevertheless, in the event of a bankruptcy of the originator or seller, the 
trustee in bankruptcy could attempt to recharacterize the sale of the mortgage loans as a borrowing 
secured by a pledge of the mortgage loans. If such attempt were successful, the trustee in bankruptcy 
could prevent the trustee for the RMBS from exerCising any of the rights of the owner of the mortgage 
loans and also could elect to liquidate the mortgage loans. Investors may suffer a loss to the extent that 
the proceeds of the liquidation of the underlying mortgage loans would not be sufficient to pay amounts 
owed in respect of their investments. If this occurs, investors would lose the right to future payments of 
interest and may fail to recover their initial investment. Regardless of whether a trustee elects to 
foreclose on the underlying mortgage loan pool, delays in payments on their investments and possible 
reductions in the amount of these payments could occur. 
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These adverse changes in market conditions may reduce the cashflow which the Issuer receives 
from RMBS held by the Issuer (or a Credit Default Swap that reference RMBS), decrease the market 
value of such RMBS and increase the incidence and severity of Credit Events under the Credit Default 
Swap. 

Currency Exchange Risk. The Reference Portfolio may include non-Dollar denominated 
Reference Obligations. At the time that such non-Dollar denominated Reference Obligation is included in 
the Reference Portfolio, the Credit Default Swap Calculation Agent will determine the Notional Foreign 
Exchange Rate with respect to such non-Dollar denominated Reference Obligation. This Notional 
Foreign Exchange Rate will not change during the time such non-Dollar denominated Reference 
Obligation is in the Reference Portfolio, and, as such, will protect the Issuer from any unfavorable 
fluctuation of the applicable currency rate (which would increase the amount of any Cash Settlement 
Amount and/or Notional Principal Adjustment Amount relating to such non-Dollar denominated Reference 
Obligation). However, because the Notional Foreign Exchange Rate is fixed, the Issuer will not benefit 
from any favorable fluctuation of the applicable currency exchange rate (which would reduce the amount 
of any Cash Settlement Amount and/or Notional Principal Adjustment Amount relating to such non-Dollar 
denominated Reference Obligation). 

In addition, in connection with a Mandatory Redemption, Collateral Securities may be liquidated 
and the proceeds of such liquidation may be insufficient to pay the Currency Adjusted Aggregate 
Outstanding Amount of each Series in full. To the extent that a Series of Notes is denominated in an 
Approved Currency for which there is insufficient proceeds in such Approved Currency (at the applicable 
level of priority) to pay the Currency Adjusted Aggregate Outstanding Amount of such Series of Notes in 
full, available proceeds denominated in other Approved Currencies will be exchanged for such needed 
Approved Currency at the applicable currency exchange rates at such time. Other Notes of such Class 
denominated in any such other Approved Currency and Notes junior to such Class may experience 
losses due to any adverse fluctuation of the applicable exchange currency rates. In addition, to the extent 
there would be insufficient Principal Proceeds after giving effect to any such exchange to make all 
prinCipal payments on the Notes in connection with a Mandatory Redemption, with respect to any Class in 
which Notes are denominated in more than one Approved Currency, such shortfall shall be bome pro rata 
by Holders of such Class based on the Dollar equivalent principal amount of such Notes as determined 
using the Spot FX Rate as of the third Business Day immediately prior to such Mandatory Redemption 
Date, rather than the Applicable Series Foreign Exchange Rate for each related Series. 

Average Ufe and Prepayment Considerations. The Stated Maturity of the Notes issued on the 
ClOSing Date is March 1, 2038. The Stated Maturity may vary with respect to any additional issuance of 
Notes; however, the average life of each Series of Notes is expected to be shorter than the number of 
years until the Stated Maturity. 

The approximations of the average life of each Class of Notes set forth in the table in 
"Summary-Notes" with respect to the average life of each Class of Notes are not predictive and do not 
necessarily reflect historical performance of the Reference Obligations. Such approximations will also be 
affected by any Optional Redemption in Whole, Partial Optional Redemption, Mandatory Redemption or 
the characteristics of the Reference Obligations, including the existence and frequency of exercise of any 
optional redemption, mandatory prepayment or sinking fund features, the prevailing level of interest rates 
and the actual default rate. 

Certain Conflicts of Interest Relating to the Initial Purchaser and its Affiliates. Various potential 
and actual conflicts of interest may nevertheless arise from the activities of the Initial Purchaser, the 
Protection Buyer, the Basis Swap Counterparty, the Collateral Put Provider, the Collateral Disposal Agent 
and their affiliates. The following, together with "-Limited Provision of Information about Reference 
Obligations/Reference Entities", briefly summarize some of these conflicts, but is not intended to be an 
exhaustive list of all such conflicts. 
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It is expected that the Initial Purchaser and/or its respective affiliates will have placed or 
underwritten certain of the Reference Obligations and/or Collateral Securities at original issuance and/or 
will have provided investment banking services, advisory, banking and other services to issuers of 
Reference Obligations and/or Collateral Securities. The Initial Purchaser may not have completed its 
resale of the Notes by any date certain, which may affect the liquidity of the Notes as well as the ability, if 
any, of the Initial Purchaser to make a market in the Notes. From time to time, the Issuer may purchase 
or sell Collateral Securities from and/or through Goldman, Sachs & Co. and/or any of its affiliates 
(collectively, "Goldman Sachs"). The Issuer may invest in money market funds that are managed by 
Goldman Sachs or for which the Trustee or its affiliates provides services, provided that such money 
market funds otherwise qualify as Eligible Investments. 

The Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the Collateral Put 
Provider, the Collateral Disposal Agent and certain of their respective affiliates are acting in a number of 
capacities in connection with the transactions described herein. The Initial Purchaser, the Protection 
Buyer, the Basis Swap Counterparty, the Collateral Put Provider, the Collateral Disposal Agent and each 
of their respective affiliates acting in such capacities will have only the duties and responsibilities 
expressly agreed to by such entity in the relevant capacity and will not, by virtue of acting in any other 
capacity, be deemed to have other duties or responsibilities, other than as expressly provided with 
respect to each such capacity. The initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, 
the Collateral Put Provider, the Collateral Disposal Agent and their respective affiliates in their various 
capacities may enter into business dealings from which they may derive revenues and profits in addition 
to the fees stated in the various transaction documents, without any duty to account therefor. In such 
dealings, the Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the Collateral Put 
Provider, the Collateral Disposal Agent and their respective affiliates may act in the same manner as if 
the Notes had not been issued, regardless of whether any such action (including without limitation, any 
action that might constitute or give rise to a Credit Event) might have an adverse effect on a Reference 
Entity, a Reference Obligation or any guarantor in respect thereof or otherwise. 

The Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the Collateral Put 
Provider, the Collateral Disposal Agent and their respective affiliates may hold long or short positions with 
respect to Reference Obligations and/or other securities or obligations of related Reference Entities and 
may enter into credit derivative or other derivative transactions with other parties pursuant to which it sells 
or buys credit protection with respect to one or more related Reference Entities and/or Reference 
Obligations. The Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, the Collateral Put 
Provider, the Collateral Disposal Agent and their respective affiliates may act with respect to such 
transactions and may exercise or enforce, or refrain from exercising or enforcing, any or all of its rights 
and powers in connection therewith as if it had not entered into the Credit Default Swap, the Basis Swap, 
the Collateral Put Agreement and the Collateral Disposal Agreement, and without regard to whether any 
such action might have an adverse effect on the Issuer, the Noteholders, a related Reference Entity or 
any Reference Obligation. If the Initial Purchaser, the Protection Buyer, the Basis Swap Counterparty, 
the Collateral Put Provider, the Collateral Disposal Agent or their respective affiliates, holds claims 
against a Reference Entity or a Reference Obligation other than in connection with the transactions 
contemplated in this Offering Circular, such party's interest as a creditor may be in conflict with the 
interests of the Issuer. 

Certain Conflicts of Interest Relating to the Portfolio Selection Agent and its Affiliates. Various 
potential and actual conflicts of interest may arise from the overall investment activities of the Portfolio 
Selection Agent and its Affiliates. The Portfolio Selection Agent and its Affiliates will select the Initial 
Reference Portfolio. The Portfolio Selection Agent, its Affiliates and accounts managed by any of the 
foregoing may invest or invest for the account of others in debt obligations that would be appropriate for 
inclusion in the Reference Portfolio and have no duty in making such investments or in acting in a way 
that is favorable to the Issuer and to the Noteholders. Such investments may be different from those debt 
obligations included in the Reference Portfolio. The Portfolio Selection Agent, its Affiliates and accounts 
managed by any of the foregoing may have economic interests in, or other relationships with, Reference 
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Entities or Reference Obligations. The Portfolio Selection Agent, its Affiliates or any account managed by 
any of the foregoing may make and/or hold an investment in an issuer's securities, sell credit protection 
under a credit default swap referencing securities or issue financial guaranty insurance policies covering 
securities (or make loans) that may be pari passu, senior or junior in ranking to a Reference Obligation or 
in which partners, security holders, officers, directors, agents or employees of the Portfolio Selection 
Agent, its Affiliates or any account managed by any of the foregoing serve on boards of directors or 
otherwise have ongoing relationships. In such instances, the Portfolio Selection Agent and its Affiliates 
may in their discretion make investment recommendations and decisions (on behalf of itself or an account 
managed by it) that may be the same as or different from those made with respect to the Issuer's 
investments. Accordingly, the Portfolio Selection Agent or any Affiliate of the Portfolio Selection Agent 
may be seeking, on behalf of itself or accounts for which it serves as manager, to acquire or dispose of 
securities which are included in the Initial Reference Portfolio (or securities of Reference Entities whose 
securities constitute Reference Obligations in the Initial Reference Portfolio) at the same time that the 
Issuer enters into the Credit Default Swap to sell protection with respect to the Initial Reference Portfolio. 

The Portfolio Selection Agent and its Affiliates may also serve as managers or co-managers of 
one or more other companies organized to invest in, or sell or buy credit protection with respect to, 
RMBS, CMBS, CDO Cashflow Securities or other types of Asset-Backed Securities. The Portfolio 
Selection Agent and its Affiliates may pursue its own interests as an issuer or servicer of obligations 
which are Reference Obligations or as an owner of, or seller of credit protection with respect to, other 
securities issued by an issuer of Reference Obligations, without considering the effect of its actions or 
omissions on the Issuer. 

The Portfolio Selection Agent, its Affiliates and client accounts for which the Portfolio Selection 
Agent or its Affiliates act as investment advisor may at times own Notes. Any Notes owned by the 
Portfolio Selection Agent or its Affiliates are subject to disposition by such parties in their discretion. At 
any given time the Portfolio Selection Agent and its Affiliates will be entitled to vote with respect to any 
Notes held by them and by such accounts with respect to all other matters. The ownership of Notes by 
the Portfolio Selection Agent or its Affiliates may give the Portfolio Selection Agent an incentive to take 
actions that vary from the interests of other holders ofthe Notes. 

Relation to Prior Investment Results. The prior investment results of Portfolio Selection Agent 
and the persons associated with the Portfolio Selection Agent or any other entity or person described 
herein are not indicative of the Issuer's future investment results. The nature of, and risks associated 
with, the Issuer's future investments may differ substantially from those investments and strategies 
undertaken historically by such persons and entities. There can be no assurance that the Issuer's 
investments will perform as well as the past investments of any such persons or entities. 

Evolving Nature of the Credit Default Swap Market. Credit default swaps are relatively new 
instruments in the market. While ISDA has published and supplemented the ISDA Credit Derivatives 
Definitions in order to facilitate transactions and promote uniformity in the credit default swap market, the 
credit default swap market is expected to change and the ISDA Credit Derivatives Definitions and terms 
applied to credit derivatives are subject to interpretation and further evolution. There can be no 
assurance that changes to the .ISDA Credit Derivatives Definitions and other terms applicable to credit 
derivatives generally will be predictable or favorable to the Issuer. Amendments or supplements to the 
ISDA Credit Derivatives Definitions that are published by ISDA will only apply to the Credit Default Swap if 
the Credit Default Swap is amended. Therefore, in addition to the credit risk of Reference Obligations, 
Reference Entities and the credit risk of the Protection Buyer, the Issuer is also subject to the risk that the 
ISDA Credit Derivatives Definitions could be interpreted in a manner that would be adverse to the Issuer 
or that the credit derivatives market generally may evolve in a manner that would be adverse to the 
Issuer. 
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DESCRIPTION OF THE NOTES 

The Co-Issued Notes will be issued pursuant to an Indenture (the "Indenture"), dated as of the 
Closing Date, among the Issuers and LaSalle Bank National Association, as Trustee. Each Class of 
Issuer Notes will be issued in accordance with a Deed of Covenant and will be subject to the Issuing and 
Paying Agency Agreement including the terms and conditions of such Notes contained therein. The 
following summary describes certain provisions of the Notes, the Indenture and the Issuing and Paying 
Agency Agreement. The summary does not purport to be complete and is subject to, and qualified in its 
entirety by reference to, the provisions of the Indenture and the Issuing and Paying Agency Agreement, 
copies of which may be obtained as described under "Listing and General Information". 

Status and Security 

The Co-Issued Notes will be limited recourse obligations of the Issuers and the Issuer Notes will 
be limited recourse obligations of the Issuer, secured as described below. Accordingly, payments of 
interest on and principal of the Notes will be made solely from the proceeds of the Issuer Assets, in 
accordance with the priorities described under "-Priority of Payments" and in certain circumstances 
described under "-Mandatory Redemption" subject to the Special Termination Liquidation Procedure. 

Under the terms of the Indenture, the Issuer will grant to the Trustee, for the benefit of the 
. Secured Parties, a security interest in the Issuer Assets that is of first priority (subject to the Trustee's lien 
described under "DeSCription of the Notes-The Indenture-Events of Default"), free of any adverse claim 
or the legal equivalent thereof, as applicable, to secure the Issuers' obligations with respect to the 
Secured Parties. 

Interest 

The Notes will bear interest from the Closing Date at the annual rates set forth under 
"Summary-Notes", payable, in each case, monthly in arrears on each Payment Date commencing May 
29, 2007 and ending on the Stated Maturity. 

Interest will cease to accrue on each Note, or, in the case of a partial repayment, write-down, or 
Partial Optional Redemption on such part, from the date of such repayment, write-down, Partial Optional 
Redemption of such Series or Protection Buyer Notes or Stated Maturity unless payment of principal is 
improperly withheld or unless a default is otherwise made with respect to such payments of principal. 
See "-Principal". To the extent lawful and enforceable, interest on any Defaulted Interest on the Notes 
will accrue at the interest rate applicable to such Notes, until paid as provided herein. 

The interest rate per annum payable on the Notes will be calculated based on the applicable Day 
Count Fraction, commencing on the Closing Date. In the event that the date of any Payment Date or the 
Stated Maturity, as the case may be, shall not be a Business Day, then payment need not be made on 
such date, but may be made on the next succeeding Business Day with the same force and effect as if 
made on the nominal date of any such Payment Date or the Stated Maturity, as the case may be, and, 
other than with respect to any Interest Accrual Period for a Series of Notes ending on the Stated Maturity 
of such Series of Notes, no interest shall accrue on such payment of interest for the period from and after 
any such nominal date; provided that interest shall accrue from and including the immediately preceding 
Payment Date or, in the case of the first Payment Date, the Closing Date to but excluding the following 
Payment Date or the Stated Maturity, as applicable. 

For purposes of calculating the Series Interest Rates, the Issuers will appoint as calculation agent 
LaSalle Bank National Association (solely in such capacity, the "Note Calculation Agent"). Absent 
manifest error, the Note Calculation Agent will determine each Series Interest Rate using the 
determination of each Applicable Index made by the Basis Swap Calculation Agent under the Basis 
Swap. The Basis Swap Calculation Agent will determine each Applicable Index in accordance with the 
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provisions set forth under the definitions of "UBOR", "EURIBOR", "GBP-UBOR", "AUD-UBOR", "CAD­
UBOR", "JPY-UBOR" and "NZD-BBR"; provided that such determinations will be made only with respect 
to any Applicable Index for which Notes denominated in the related Approved Currency are Outstanding 
in such Applicable Period. 

The Note Calculation Agent may be removed by the Issuers at any time. If the Note Calculation 
Agent is unable or unwilling to act as such or is removed by the Issuers, or if the Note Calculation Agent 
fails to determine the Series Interest Rates and the Series Interest Amounts for any Interest Accrual 
Period, the Issuers will promptly appoint as a replacement Note Calculation Agent a leading bank which is 
engaged in transactions in deposits in the Euro-zone interbank market and the London interbank market 
and which does not control or is not controlled by or under common control with the Issuers or their 
Affiliates. The Note Calculation Agent may not resign its duties without a successor having been duly 
appOinted. For so long as any of the Notes remain Outstanding, there will at all times be a Note 
Calculation Agent for the purpose of calculating the Series Interest Rates. In addition, for so long as any 
of the Notes are listed on any stock exchange and the rules of such exchange so require, the Issuer will 
notify such stock exchange of the appointment, termination or change in the office of such Note 
Calculation Agent. 

The Note Calculation Agent will cause the Series Interest Rates, the Series Interest Amounts and 
Payment Date to be communicated to Euroclear, Clearstream and if any Class of Notes is listed on any 
stock exchange, notify such stock exchange by the Business Day immediately following each Applicable 
Index Determination Date. The determination of the Series Interest Rates and the Series Interest 
Amounts by the Note Calculation Agent shall (in the absence of manifest error) be final and binding upon 
all parties. 

Principal 

Principal will not be payable on the Notes prior to the Stated Maturity, except in connection with 
(Q payment of any Currency Adjusted Notional Principal Adjustment Amount, (ii) an Optional Redemption 
in Whole or Partial Optional Redemption and/or (iii) a Mandatory Redemption. See "-Optional 
Redemption in Whole and Partial Optional Redemption", "-Mandatory Redemption", "-Priority of 
Payments--Principal Proceeds-Stated Maturity, Optional Redemption Date or Mandatory Redemption 
Date" and ''---Priority of Payments-Other Payment Dates" .. 

The Aggregate USD Equivalent Outstanding Amount of each Class of Notes and the Currency 
Adjusted Aggregate Outstanding Amount of each Series of Notes will be adjusted from time to time in 
accordance with the methodologies described in "Summary--Oecrease in the Aggregate USD Equivalent 
Outstanding Amount of each Class of Notes", "Summary-lncrease in the Aggregate USD Equivalent 
Outstanding Amount of each Class of Notes", "Summary-Decrease in the Currency Adjusted Aggregate 
Outstanding Amount of each Series of Notes" and "Summary-Increase in the Currency Adjusted 
Aggregate Outstanding Amount of each Series of Notes". 

From and after the date on which the Currency Adjusted Aggregate Outstanding Amount of any 
Series of Notes is reduced, no interest will accrue with respect to such reduced amount. From and after 
the date on which the principal amount of any Class of Notes is increased, interest will accrue with 
respect to such increased amount. 

Optional Redemption in Whole and Partial Optional Redemption 

The Notes will be redeemed in whole on any Payment Date after the latest Non-Call Period of 
any Series of Notes by the Issuer if (i) the Protection Buyer elects to terminate the Credit Default Swap 
prior to the Scheduled Termination Date (an "Optional Redemption in Whole") and (ii) the Collateral Put 
Agreement has not been terminated at such time; provided, however, that if one or more Credit Events 
have caused the Aggregate USD Equivalent Outstanding Amount of one or more Classes of Notes to be 
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reduced, (i) Noteholders of each Reversible Loss Series must consent in writing to such redemption or 
(ii) the Protection Buyer must have agreed to pay the Issuer, prior to the Optional Redemption Date, for 
each Reversible Loss Series, an amount equal to the Optional Redemption Reimbursement Amount (and 
the Issuer shall pay such Optional Redemption Reimbursement Amount to Holders of any such Series of 
Notes in accordance with the Priority of Payments on the Optional Redemption Date). . 

Notwithstanding the foregoing sentence, the Issuer may not sell any Collateral unless, after giving 
effect to such sale, there will be sufficient funds to pay the amounts described in "-Optional Redemption 
in Whole Procedures" below (when taking into consideration the exercise of the Issuer's rights under the 
Collateral Put Agreement and whether the Protection Buyer will make any End Payment to the Issuer). 

Any Optional Redemption in Whole of the Notes will be made at a price of, with respect to Notes 
denominated in any Approved Currency, 100% of the Currency Adjusted Aggregate Outstanding Amount 
of such Notes (including accrued and unpaid interest) plus, under the circumstances described above 
with respect to each Series of Notes of each Reversible Loss Series, the Optional Redemption 
Reimbursement Amount. 

(a) The Notes of one or more Series will be redeemed in whole on any Payment Date after the 
applicable Non-Call Period or (b) any Protection Buyer Notes will be redeemed on any Payment Date, in 
each case by the Issuer if (i) the Protection Buyer elects to optionally redeem such Series or Protection 
Buyer Notes, as applicable, prior to the Scheduled Termination Date (a "Partial Optional Redemption'), 
(ii) the Collateral Put Agreement has not been terminated at such time and (iiQ in the case of a Partial 
Optional Redemption of any of the Issuer Notes, the Issuer receives an opinion of counsel on or prior to 
such Partial Optional Redemption Date to the effect that the tax analysis of the Co-Issued Notes 
contained herein will not be affected by such Partial Optional Redemption; provided, however, that with 
respect to a Partial Optional Redemption pursuant to clause (a) above, if one or more Credit Events have 
caused the Aggregate USD Equivalent Outstanding Amount of one or more Series of Notes to be 
redeemed on such Payment Date to be reduced, O) Noteholders of each such Reversible Loss Series 
must consent in writing to such redemption or (ii) the Protection Buyer must have agreed to pay the 
Issuer, prior to the Partial Optional Redemption Date, with respect to each such Reversible Loss Series, 
an amount equal to the Optional Redemption Reimbursement Amount (and the Issuer shall pay such 
Optional Redemption Reimbursement Amount to Holders of such Notes in accordance with the Priority of 
Payments on the Partial Optional Redemption Date). Notwithstanding the foregoing sentence, the Issuer 
may not sell any Collateral unless, after giving effect to such sale, there will be sufficient funds to pay the 
amounts described in "-Partial Optional Redemption Procedures" below (when taking into conSideration 
the exercise of the Issuer's rights under the Collateral Put Agreement and whether the Protection Buyer 
will make any Partial Optional Redemption End Payment to the Issuer). 

Any Partial Optional Redemption of the Notes will be made at a price of 100% of the Currency 
Adjusted Aggregate Outstanding Amount of such Notes (including accrued and unpaid interest) plus, 
under the circumstances described above with respect to each Reversible Loss Series being redeemed, 
the Optional Redemption Reimbursement Amount. 

Optional Redemption in Whole Procedures. In connection with an Optional Redemption in 
Whole, if the Protection Buyer wishes to terminate the Credit Default Swap after the Non-Call Period of 
each Series of Notes Outstanding has expired, and therefore requires the Issuer to optionally redeem the 
Notes in whole, the Protection Buyer shall notify the Issuer, the Portfolio Selection Agent, the Trustee and 
the Issuing and Paying Agent in writing no less than 15 Business Days prior to the proposed redemption 
date (which date must be a Payment Date). If one or more Reversible Loss Series exist at such time, the 
Trustee or the Issuing and Paying Agent, as applicable, shall deliver a notice to each Noteholder of each 
such Reversible Loss Series, (i) notifying each such Noteholder (1) that the Protection Buyer has sought 
to terminate the Credit DefauH Swap prior to the Scheduled Termination Date, (2) of the proposed 
Optional Redemption Date and (3) that the consent of each such Noteholder is required under the 
Indenture or else Holders of each such Reversible Loss Series must receive the Optional Redemption 
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Reimbursement Amount allocable to each Series of such Class, (iO providing any other information that 
the Trustee or the Issuing and Paying Agent, as applicable, may deem appropriate in its sole discretion 
and (iiO soliciting the consent of each such Noteholder. If the Trustee or the Issuing and Paying Agent, as 
applicable, does not receive the consent of each such Noteholder within ten Business Days of the 
transmittal of such notice, the consent of each such Noteholder will be deemed not to have been obtained 
and an Optional Redemption in Whole may occur only if the Protection Buyer agrees to pay to the Issuer, 
for each Reversible Loss Series, the Optional Redemption Reimbursement Amount prior to the Optional 
Redemption Date. 

The Trustee and the Issuing and Paying Agent, as applicable, will then provide notice of Optional 
Redemption in Whole by first-class mail, postage prepaid, mailed not less than 10 Business Days prior to 
the scheduled redemption date, to each Noteholder at such Holder's address in the Note Register or the 
Issuer Note Register, as applicable, and for so long as any Class of Notes is listed on a stock exchange 
and the rules of such stock exchange shall so require, provide notice of an Optional Redemption in Whole 
to the Listing, Paying and Transfer Agent for such stock exchange. 

The Notes shall not be optionally redeemed in whole unless the Trustee has determined (based 
on the advice of the Collateral Disposal Agent with respect to Collateral Securities) that the proceeds 
expected to be received upon the liquidation of the Collateral, together with any other amounts available 
to be used for such optional redemption Oncluding any End Payment, Optional Redemption 
Reimbursement Amount and/or termination payments to be received by the Issuer under the Credit 
Default Swap and the Basis Swap), are equal to an amount sufficient to pay the amounts specified under 
subclauses (i) through (vii) in "-Priority of Payments-Principal Proceeds-Stated Maturity, Optional 
Redemption Date or Mandatory Redemption Date". See "-Priority of Payments-Principal Proceeds­
Stated Maturity, Optional Redemption Date or Mandatory Redemption Date". In determining whether 
sufficient proceeds will be available to redeem the Notes in whole under the preceding sentence, the 
Issuer's right under the Collateral Put Agreement to require the Collateral Put Provider to purchase 
Collateral (other than Put Excluded Collateral) at 100% of par of such Collateral and the Issuer's ability to 
enter into a currency exchange (if necessary) shall be taken into consideration. 

Partial Optional Redemption Procedures. In connection with a Partial Optional Redemption, if the 
Protection Buyer elects to have the Issuer redeem one or more Series of Notes after the applicable Non­
Call Period(s) (or, with respect to any Protection Buyer Notes, on any Payment Date), the Protection 
Buyer shall notify the Issuer, the Portfolio Selection Agent, the Trustee and the Issuing and Paying Agent 
in writing no less than 15 Business Days prior to the proposed redemption date (which date must be a 
Payment Date). If one or more Reversible Loss Series exist and will be redeemed at such time, the 
Trustee or the Issuing and Paying Agent, as applicable, shall deliver a notice to each Noteholder of each 
such Reversible Loss Series, (i) notifying each such Noteholder (1) that the Protection Buyer has sought 
to redeem such Series of Notes prior to the Stated Maturity, (2) of the proposed Partial Optional 
Redemption Date and (3) that the consent of each such Noteholder is required under the Indenture or 
else Holders of such Reversible Lo.ss Series must receive the Optional Redemption Reimbursement 
Amount allocable to such Series, (ii) providing any other information that the Trustee or the Issuing and 
Paying Agent, as applicable, may deem appropriate in its sole discretion and (iiO soliciting the consent of 
each such Noteholder. If the Trustee or the Issuing and Paying Agent, as applicable, does not receive 
the consent of each such Noteholder within 10 Business Days of the transmittal of such notice, the 
consent of each such Noteholder will be deemed not to have been obtained and a Partial Optional 
Redemption of such Series may occur only if the Protection Buyer agrees to pay to the Issuer, for each 
such Reversible Loss Series, the Optional Redemption Reimbursement Amount prior to the Partial 
Optional Redemption Date. 

Neither the Notes of any Series nor any Protection Buyer Notes shall be optionally redeemed in 
connection with a Partial Optional Redemption unless the Trustee has determined (based on the advice 
of the Collateral Disposal Agent with respect to Collateral Securities) that the proceeds expected to be 
received upon the liquidation of the Eligible Investments and Selected Collateral Securities, together with 
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any other amounts available to be used for such optional redemption (including any Partial Optional 
Redemption End Payment and/or Optional Redemption Reimbursement Amount), are equal to an amount 
sufficient to pay the principal amount of such Series of Notes and any Series senior to such Series under 
subclause (iii) in "-Priority of Payments-Principal Proceeds-Other Payment Dates". See "-Priority of 
Payments-Principal Proceeds-Other Payment Dates". In determining whether sufficient proceeds will 
be available to redeem the Notes in part under the preceding sentence, the Issuer's right under the 
Collateral Put Agreement to require the Collateral Put Provider to purchase Collateral (other than Put 
Excluded Collateral) at 100% of the principal amount of such Collateral Security and the Issuer's ability to 
enter into a currency exchange (if necessary) shall be taken into consideration. 

The Trustee and the Issuing and Paying Agent, as applicable, will then provide notice of a Partial 
Optional Redemption by first-class mail, postage prepaid, mailed not less than 10 Business Days prior to 
the scheduled redemption date, to each Holder of a Note to be redeemed at such Holder's address in the 
Note Register or the Issuer Note Register, as applicable, and for so long as any Class of Notes is listed 
on any stock exchange and the rules of such stock exchange shall so require, provide notice of a Partial 
Optional Redemption to the Listing, Paying and Transfer Agent for such stock exchange. 

Mandatory Redemption 

The occurrence of (i) either a termination event or an event of default (as such term is defined in 
the Credit Default Swap, Basis Swap and/or Collateral Put Agreement, as applicable) for which the 
Protection Buyer, Basis Swap Counterparty or Collateral Put Provider is the sole defaulting party or 
Affected Party (as such term is defined in the Credit Default Swap, Basis Swap and/or Collateral Put 
Agreement, as applicable) under the Credit Default Swap, Basis Swap and/or Collateral Put Agreement, 
as applicable, (ii) any termination event (other than a termination event triggered by an Event of Default or 
an event described in subclause (i) or, after the Non-Call Period for each Series of Notes Outstanding has 
expired, the Protection Buyer's election to terminate the Credit Default Swap prior to its scheduled 
termination date) or (iii) any event of default (other than an event described in subclause (i», in each case 
under the Credit Default Swap, the Basis Swap or the Collateral Put Agreement where (x) in the case of 
subclause (i) the Replacement Counterparty Procedures are not satisfied within 30 days of the 
termination of the swaps or (y) in the case of subclause (ii) or (iii) the party entitled to terminate such 
agreement has exercised such right shall constitute a "Mandatory Redemption". 

Upon the occurrence of a Mandatory Redemption other than a Mandatory Redemption caused by 
a (i) termination of the Credit Default Swap pursuant to which the Protection Buyer is the defaulting party, 
(ii) termination of the Collateral Put Agreement pursuant to which the Collateral Put Provider is the 
defaulting party or (iii) termination of the Basis Swap pursuant to which the Basis Swap Counterparty is 
the defaulting party, the Trustee will liquidate all Eligible Investments and the Issuer or the Trustee will 
notify the Collateral Disposal Agent to liquidate all Collateral Securities and apply such proceeds as 
described under "-Priority of Payments-Principal Proceeds-Stated Maturity, Optional Redemption 
Date or Mandatory Redemption Date". 

In the case of a Mandatory Redemption caused by a (i) termination of the Credit Default Swap 
pursuant to which the Protection Buyer is the defaulting party, (ii) termination of the Collateral Put 
Agreement pursuant to which the Collateral Put Provider is the defaulting party or (iii) termination of the 
Basis Swap pursuant to which the Basis Swap Counterparty is the defaulting party, the Trustee will 
request that the Collateral Disposal Agent solicit bids for all of the Collateral Securities and take the 
actions described below. 

If the Trustee determines that the expected liquidation proceeds of the Collateral Securities (as 
advised by the Collateral Disposal Agent) and the Eligible Investments will be an amount equal to or 
greater than the aggregate of (i) the amounts required to be paid under subclauses (i) through (iii) of "­
Priority of Payments-Principal Proceeds-Stated Maturity, Optional Redemption Date or Mandatory 
Redemption Date" and (ii) with respect to the Class SS Notes, the Class A Notes, the Class B Notes and 
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the Class C Notes, the Currency Adjusted Aggregate Outstanding Amount of each Series of such 
Classes of Notes plus any accrued interest thereon, the Trustee will liquidate the Eligible Investments and 
will notify the Collateral Disposal Agent to liquidate all Collateral Securities and, thereafter, apply such 
liquidation proceeds in accordance with the Priority of Payments. 

If the Trustee determines that the expected liquidation proceeds of the Collateral Securities (as 
advised by the Collateral Disposal Agent) and the Eligible Investments cannot be sold in an amount equal 
to or greater than the aggregate of (i) the amounts required to be paid under subclauses (i) through (iiO of 
"-Priority of Payments-Principal Proceeds-Stated Maturity, Optional Redemption Date or Mandatory 
Redemption Date" and (ii) with respect to the Class SS Notes, the Class A Notes, the Class B Notes and 
the Class C Notes, the Currency Adjusted Aggregate Outstanding Amount of each Series of such 
Classes of Notes plus any accrued interest thereon, the Trustee will notify (such notice, the "Special 
Tennination Notice',) Holders of the Class SS Notes, the Class A Notes, the Class B Notes and Class C 
Notes (a) of such occurrence, (b) that such Noteholders have the following options: (1) with the consent 
of 100% of such Noteholders, the Issuer will direct the Collateral Disposal Agent to liquidate all Collateral 
Securities distributable to such Classes of Notes pursuant to the SpeCial Termination Liquidation 
Procedure and (2) if such consent is not obtained, each such Noteholder will have the option of either 
requesting the Issuer to (A) deliver to it the Collateral Securities distributable to such Noteholder pursuant 
to the Special Termination Liquidation Procedure or (B) direct the Collateral Disposal Agent to liquidate 
the Collateral Securities distributable to such Noteholder pursuant to the Special Termination Liquidation 
Procedure and (c) of the identity of any Collateral Securities distributable to such Noteholders pursuant to 
the Special Termination Liquidation Procedure. 

Each Holder of the Class SS Notes, the Class A Notes, the Class B Notes and the Class C Notes 
may, within ten Business Days of receipt of a Special Termination Notice, notify (such notice, a "Special 
Tennination Request Notice'') the Trustee the option(s) that it chooses to exercise under the Special 
Termination Notice and the delivery instructions for such Noteholder with respect to any Collateral 
Securities to be delivered to such Noteholder pursuant to the Special Termination Liquidation Procedure. 
If a Noteholder fails to so notify the Trustee within 10 Business Days of receipt of such Special 
Termination Notice, such Noteholder will be deemed to have selected option (1) of the Special 
Termination Notice. 

Following the period in which the Trustee may receive timely Special Termination Request 
Notices, the Trustee and the Collateral Disposal Agent, at the direction of the Issuer, will follow the 
procedures described below (such procedure, the "Special Tennination Liquidation Procedure"): 

(i) the Trustee will liquidate all Eligible Investments; 

(ii) to the extent the liquidation proceeds of Eligible Investments are insufficient to 
make the payment described in this subclause (ii), the Collateral Disposal Agent will liquidate the 
highest-priced Collateral Security in the smallest principal amount that, when added to the 
proceeds obtained pursuant to subclause (i), will be sufficient to provide the Issuer with funds to 
pay amounts owed pursuant to subclause (iO of "-Priority of Payments-Principal Proceeds­
Stated Maturity, Optional Redemption Date or Mandatory Redemption Date", subject to the 
Administrative Expense Cap on the Mandatory Redemption Date (and the Issuer shall make such 
payment); provided, that if more than one Collateral Security has received the highest bid price, 
the Collateral Disposal Agent will liquidate any of such Collateral Securities that it determines in a 
commercially reasonable manner would maximize the liquidation proceeds received on all 
Collateral Securities; 

(iii) (A) if less than 100% of the Aggregate USD Equivalent Outstanding Amount 
of the Class SS Notes, the Class A Notes, the Class B Notes and the Class C Notes voting as a 
single class provide the Trustee with an effective Special Termination Request Notice exercising 
option (1) under the related Special Termination Notice, the Trustee will cause the remaining 
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Early Termination 

The Collateral Disposal Agreement will terminate on the earlier of (i) the final Stated Maturity of 
any Series of Notes, (ii) the Optional Redemption Date, (iii) the Mandatory Redemption Date, (iv) a 
liquidation of all Collateral Securities following the occurrence of an Event of Default and (v) the 
termination ofthe Indenture in accordance with its terms. 

Exercise of Put, Repurchase or Similar Right 

Notwithstanding any provision to the contrary contained herein, the Collateral Disposal Agent will 
direct the Trustee to exercise any put right, right under repurchase agreement or other similar right that 
the Issuer has under any Collateral Security within the applicable time period. 

Credit Support Amount Due and Payable 

If a Credit Support Annex has been entered into by the Collateral Put Provider and the Issuer 
and any credit support amount becomes due and payable pursuant to the terms thereof, the Collateral 
Disposal Agent will (i) calculate the market value of each Collateral Security and (ii) notify the Collateral 
Put Provider of any such Collateral Security that has a market value of 95% or less. 

Amendment 

The Collateral Disposal Agreement may be amended only (i) if the S&P Rating Condition and the 
Moody's Rating Condition have been satisfied and (ii) with the consent of a Majority of the Aggregate 
USD Equivalent Outstanding Amount of the Notes voting as a single class and the Protection Buyer. 
However, the Collateral Disposal Agreement may be amended at any time without the consent of the 
Noteholders so long as such amendment will not (i) reduce in any manner the amount of, or delay the 
timing of, payments which are required to be made to the Issuer or (ii) materially adversely affect the 
Noteholders (as evidenced by a failure of a Majority of the Noteholders to object to such amendment 
within 10 Business Days of the Issuer's delivering a notice of such amendment to all Noteholders). 

THE PORTFOLIO SELECTION AGENT 

The information appearing in this section (other than the information contained under the heading 
"General") has been prepared by the Portfolio Selection Agent and has not been independently verified 
by the Issuers, the Initial Purchaser or any other person or entity. None of the Issuers or the Initial 
Purchaser assumes any responsibility for the accuracy, completeness or applicability of such information. 
Accordingly, the Portfolio Selection Agent assumes sole responsibility for the accuracy, completeness or 
applicability of such information. The Portfolio Selection Agent does not assume responsibility for any 
other information in this Offering Circular. 

General 

The Portfolio Selection Agent will, pursuant to the terms of the Portfolio Selection Agreement, (a) 
select the Initial Reference Portfolio and (b) have the right to review the calculations of the Credit Default 
Swap Calculation Agent and the Trustee on any Determination Date. The Portfolio Selection Agent will 
not be responsible for producing or providing reports, notices or other information relating to the Notes or 
the Reference Portfolio. The Portfolio Selection Agent will not provide any other services to the Issuer or 
act as the "collateral manager" for the Collateral. The Portfolio Selection Agent will not have any fiduciary 
duties or other duties to the Issuer or to the holders of the Notes and will not have any ability to direct the 
Trustee to dispose of any items of Collateral. 

The Portfolio Selection Agent is not permitted under the terms of the Credit Default Swap to 
remove or replace any Reference Obligations at any time. 
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The Portfolio Selection Agent, its Affiliates or client accounts for which the Portfolio Selection 
Agent or its Affiliates act as investment advisor may at times own Notes. Any Notes owned by the 
Portfolio Selection Agent or its Affiliates are subject to disposition by such parties in their discretion. At 
any given time the Portfolio Selection Agent and its Affiliates will be entitled to vote with respect to any 
Notes held by them and by such accounts with respect to all other matters. See "Risk Factors-Certain 
Conflicts of Interest Relating to the Portfolio Selection Agent and its Affiliates". 

ACA Management, L.L.C. 

ACA Management, L.L.C. f'ACA Management',), a Delaware limited liability company formed on 
May 4, 2001 to provide asset management services to affiliated and non-affiliated investors, will be the 
portfolio selection agent under the Portfolio Selection Agreement (in such capacity, together with any 
successor, the "Portfolio Selection Agent"). 

ACA Management is registered as an "investment adviser" under the U.S. Investment Advisers 
Act of 1940, as amended (the "Advisers Act''). 

ACA Management is an indirect wholly-owned subsidiary of ACA Capital Holdings, Inc. f'ACA 
Capital Holdings"). ACA Capital Holdings is a publicly traded company listed on the New York Stock 
Exchange under the ticker "ACA." Shareholders owning more than 5% of ACA Capital Holdings' 
outstanding common stock include Bear Stearns Merchant Banking, GCC Investments, Inc., S.F. Holding 
Corp., Third Avenue Value Fund and Perry Corp. In addition to ACA Management, ACA Capital Holdings' 
significant subsidiaries include ACA Risk Solutions, L.L.C. f'ACA Risk Solutions"), ACA Management's 
direct parent corporation, ACA Service, L.L.C. ("ACA Service"), the holding company for the ACA Capital 
Holding's U.S. structured finance businesses and direct parent corporation of ACA Risk Solutions, and 
ACA Financial Guaranty Corporation ("ACA Guaranty"), a financial guaranty insurance corporation and 
the direct parent corporation of ACA Service. Both ACA Risk Solutions and ACA Service are Delaware 
limited liability corporations and ACA Guaranty is a Maryland stock insurance company. ACA Capital 
Holdings and its subsidiaries, including ACA Management, are referred to herein as "ACA Capital". The 
offices of ACA Capital and all of its U.S. domiciled subsidiaries are located at 140 Broadway, 4ih Floor, 
New York, New York 10005. 

ACA Service will assist the Portfolio Selection Agent in selecting the Initial Reference Portfolio. 

ACA Guaranty has "A" financial strength and financial enhancement ratings from S&P. The S&P 
rating reflects S&P's current assessment of the creditworthiness of ACA Guaranty and its ability to pay 
claims on its policies of insurance. Any further explanation as to the significance of the S&P's rating may 
be obtained only from S&P. The S&P rating is not a recommendation to buy, sell or hold any securities, 
and such rating may be subject to revision or withdrawal at any time by S&P. 

THE PORTFOLIO SELECTION AGREEMENT 

The following summary describes certain provisions of the Portfolio Selection Agreement. The 
summary does not purport to be complete and is subject to, and qualified in its entirety by reference to, 
the provisions of the Portfolio Selection Agreement. 

The Portfolio Selection Agent will, pursuant to the Portfolio Selection Agreement, select the Initial 
Reference Portfolio and have the right to review the calculations of the Credit Default Swap Calculation 
Agent and the Trustee on any Determination Date. 

As compensation for the performance of its obligations as Portfolio Selection Agent under the 
Portfolio Selection Agreement, the Portfolio Selection Agent will receive a fee (the "Portfolio Selection 
Fee"), to the extent of the funds available for such purpose in accordance with the Priority of Payments. 
The Portfolio Selection Fee will accrue daily from the Closing Date and will be an amount equal to the 
sum of (x) with respect to each Payment Date, the sum of the quotients determined for each Class of 
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Notes on each day of the related Interest Accrual Period of (i) the product of (a) the average daily 
Aggregate USD Equivalent Outstanding Amount of such Class during the preceding Interest Accrual 
Period, (b) the Applicable Class Portfolio Selection Fee Rate with respect to such Class of Notes and (c) 
the actual number of days in the preceding Interest Accrual Period divided by (ii) 360, payable in arrears 
on each Payment Date and (y) on the Payment Date occurring in April 2008 and occurring in each 
successive April to and including the Payment Date immediately following the end of the Non-Call Period, 
an amount equal to the excess (if any) of (1) $1,000,000 over (2) the aggregate of all Portfolio Selection 
Fees payable to the Portfolio Selection Agent from and excluding the Payment Date occurring in April of 
the immediately preceding year (or in the case of the Payment Date occurring in April 2008, from the 
Closing Date) and the Portfolio Selection Fee that is payable by the Issuer to the Portfolio Selection Agent 
pursuant to clause (x) on such date. . 

To the extent not paid on any Payment Date when due, any accrued Portfolio Selection Fee will 
be deferred and will be payable on the next subsequent Payment Date on which funds are available for 
the payment thereof in accordance with the Priority of Payments. Any unpaid Portfolio Selection Fee that 
is deferred due to the oper~tion of the Priority of Payments will not accrue interest. 

The Portfolio Selection Agent will be responsible for its own expenses and costs incurred in the 
course of performing its obligations under the Portfolio Selection Agreement. 

The Portfolio Selection Agent will not be liable to the Issuers, the Trustee, the Initial Purchaser, 
the Noteholders, the Protection Buyer, the Collateral Put Provider, the Basis Swap Counterparty, the 
Collateral Disposal Agent or any of their respective Affiliates, partners, shareholders, officers, directors, 
employees, agents, accountants and attorneys for any losses, damages, claims, liabilities, costs or 
expenses (including attorney's fees) incurred as a result of the actions taken or recommended by or on 
behalf of the Portfolio Selection Agent under the Portfolio Selection Agreement, the Credit Default Swap 
or the Indenture, except by reason of acts constituting bad faith, willful misconduct, gross negligence or 
reckless disregard of its duties and obligations thereunder. 

The Portfolio Selection Agent and any of its Affiliates may engage in other businesses and may 
furnish investment management and adviSOry services to related entities whose investment policies may 
differ from or be similar to those followed by the Portfolio Selection Agent on behalf of the Issuer, as 
required by the Portfolio Selection Agreement. The Portfolio Selection Agent and its Affiliates will be free, 
in their sole discretion, to make recommendations to others, or effect transactions on behalf of 
themselves or others which may be the same as or different from those effected with respect to the 
Reference Portfolio. In addition, the Portfolio Selection Agent and its Affiliates may, from time to time, 
cause, direct or recommend that their clients buy or sell securities of the same or different kind or class of 
the same issuer as securities that are part of the Reference Portfolio and that the Portfolio Selection 
Agent directs to be included in or removed from the Reference Portfolio. See "Risk Factors-Certain 
Conflicts of Interest Relating to the Portfolio Selection Agent and its Affiliates." 

Neither the Portfolio Selection Agent nor any of its Affiliates are under any obligation to maintain 
any investment in the Notes. 

ACCOUNTS 

Interest Collection Account and Principal Collection Account 

Interest Proceeds and interest payments received on the Collateral Securities (which interest 
payments shall be paid to the Basis Swap Counterparty pursuant to the Basis Swap) shall be deposited 
into a segregated trust account (within which related subaccounts may be created to deposit such 
amounts in different Approved Currencies) held in the name of the Issuer for the benefit of the Holders of 
the Notes (the "Interest Collection Account'l Amounts deposited in the Interest Collection Account will 
be available, together with reinvestment earnings thereon, for application to the payment of the amounts 
set forth under "DeSCription of the Notes-Priority of Payments". 
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Initial 
Reference 
Obligation 
Notional 

Obligor Amount Reference Obligation 

1 22,222,222 ABFC 2006-0PT1 M8 

2 22,222,222 ABFC 2006·0PT2 M8 

3 22,222,222 ABSHE 2006·HE3 M7 

4 22,222,222 ABSHE 2006·HE4 M7 

5 22,222,222 ABSHE 200S-HE7 M9 

6 22,222,222 ACE 2006·FM2 M8 

7 22,222,222 ACE 2006·0P2 M9 

8 22,222,222 ARSI 2OO6·W1 MB 

9 22,222,222 BNCMT 2007·1 MB 

10 22,222,222 CARR 2006-FRE1 M9 

11 22,222,222 CARR 2006-FRE2 M8 

12 22,222,222 CARR 2006-0PT1 M8 

13 22,222,222 CMLTI2006-AMC1 M8 

14 22,222,222 CMLTI2006·NC1 M8 

15 22,222,222 CMLTI2006·WFH2 M9 

16 22,222,222 CMLTI2006·WMC1 M8 

,17 22,222,222 CMLTI2007·AMC1 M8 

18 22,222,222 CMLTI2007·WFH1 M9 

19 22,222,222 CWL 2006-24 M8 

20 22,222,222 CWL 2007·2 M8 

21 22,222,222 FFML 2006-FF11 MB 

22 22,222,222 FFML 2006-FF12 MB 

23 22,222,222 FFML 2006-FF14 MB 

24 22,222,222 FFML 2006-FF15 M8 

25 22,222,222 FFML 2006-FF16 MB 

26 22,222,222 FFML 2006-FF17 MB 

27 22,222,222 FFML 2006·FF7 M8 

1 Source: Bloomberg. As of April 1 0,2007. 

Schedule A 

Original 
Initial Face Principal 

Reference Entity CUslP Type Amount Amount 

ABFC 2006·0PT1 00075QAM4 Residential BlC 22,222,222 12,445,000 
Mortgage Security 

ABFC 2006·0PT2 00075XAP2 Residential BlC 22,222,222 10,443,000 
Mortgage Security 

ABSHE 2006·HE3 04541GXK3 Residential BlC 22,222,222 11,585,000 
Mortgage Security 

ABSHE 2006·HE4 04544GAP4 Residential BlC 22,222,222 6,819,000 
Mortgage Security 

ABSHE 20OS·HE7 045440AP2 Residential BlC 22,222,222 11,891,000 
Mortgage Security 

ACE 2006·FM2 00442CAN9 Residential BlC 22,222,222 6,582,000 
Mortgage Security 

ACE 2006·0P2 00441YAP7 Residential BlC 22,222,222 11,597,000 
Mortgage Security 

ARSI 2006·W1 040104RQ6 Residential BlC 22,222,222 31,850,000 
Mortgage Securitv 

BNCMT 2007·1 05569GAN6 Residential BlC 22,222,222 8,305,000 
Mortgage Security 

CARR 2006-FRE1 144538AN5 Residential BlC 22,222,222 13,476,000 
Mortgage Security 

CARR 2006-FRE2 14454AAN9 Residential BlC 22,222,222 12,805,000 
Mortgage Security 

CARR 2OO6-0PT1 144531FV7 Residential BlC 22,222,222 12,954,000 
Mortgage Security 

CML TI 2006-AMC1 17309PALO Residential BlC 22,222,222 9,366,000 
Mortgage Securitv 

CMLTI 2006·NC1 172983AN8 Residential BlC 22,222,222 6,814,000 
Mortgage Security 

CML TI 2006·WFH2 17309MAN3 Residential BlC 22,222,222 11,666,000 
Mortgage Security 

CMLTI2oo6·WMC1 17307G2F4 Residential BlC 22,222,222 10,313,000 
Mortgage Security 

CMLTI2007·AMC1 173118AL7 Residential BlC 22,222,222 16,661,000 
Mortgage Security 

CMLTI2007·WFH1 17311CAM3 Residential BlC 22,222,222 4,465,000 
Mortgage Securitv 

CWL 2006-24 23243HAN1 Residential BlC 22,222,222 9,406,000 
Mortgage Security 

CWL2oo7·2 1286BNAN7 Residential BlC 22,222,222 12,480,000 
Mortgage Security 

FFML 200S-FF11 3202BPAPO Residential BlC 22,222,222 20,600,000 
Mortgage Security 

FFML 200S-FF12 32027GAN6 Residential BlC 22,222,222 8,397,000 
Mortgage Securitv 

FFML 200S-FF14 32027LAPO Residential BlC 22,222,222 7,559,000 
Mortgage Security 

FFML 200S-FF15 32028GAPO Residential BlC 22,222,222 15,612,000 
Mortgage Security 

FFML 200S-FF16 320275ANO Residential BlC 22,222,222 8,428,000 
Mortgage Security 

FFML 200S-FF17 32028KAP1 Residential BlC 22,222,222 4,663,000 
Mortgage Securitv 

FFML 2006·FF7 320277AP1 Residential BlC 22,222,222 8,701,000 
Mortgage Securitv 

S-A-1 

Fitch Moody's s&P Rated Final Remaining 

Initial Factor 1 
Actual Actual Actual Maturity Average 
Rating Rating Rating Date Life Service riC DO Manager Insurer 

1.0000000000 BBB Baa2 BBB 9/25/2036 3.4 Option One Mortgage Corp 

1.0000000000 BBB Baa2 BBB 1012512036 3.7 Option One Mortgage Corp 

1.0000000000 BBB Baa2 BBB 3/25/2036 3.3 Option One Mortgage Corp 

1.0000000000 BBB Baa2 BBB 5/25/2036 3.3 Select Portfolio Servicing, Inc 

1.0000000000 BBB- Baa2 BBB- 11125/2036 3.9 Select Portfolio Servicing, Inc 

1.0000000000 Baa2 BBB 8/2512036 4.0 Wells Fargo Bank 

1.0000000000 Baa2 BBB- 8/2512036 3.B Wells Fargo Bank 

1.0000000000 B88+ 8aa2 888+ 312512036 3.3 
Ameriquest Mortgage 

Company 

1.0000000000 B88 Baa2 BBB 3/25/2037 4.3 Aurora Loan Services Inc 

1.0000000000 888+ 8aa2 A 7/25/2036 3.3 
Fremont Investment And 

Loan 

1.0000000000 8aa2 88B+ 1012512036 3.6 Fremont Investment And 
Loan 

1.0000000000 8BB+ 8aa2 A· 212512036 3.1 Option One Mortgage Corp 

1.0000000000 Baa2 BB8 9125/2036 3.6 
Ameriquest Mortgage 

Company 

1.0000000000 Baa2 BBB 8/2512036 3.3 Wells Fargo Bank 

1.0000000000 Baa2 BBB- 8/2512036 3.6 Wells Fargo Bank 

1.0000000000 A· Baa2 BB8+ 12125/2035 3.2 Wells Fargo Bank 

1.0000000000 Baa2 88B 1212512036 4.2 
Countrywide Home Loans, 

Inc 

1.0000000000 Baa2 BBB· 1/2512037 4,0 Wells Fargo 8ank 

1.0000000000 Baa2 BBB 5125/2037 4,5 Countrywide Home Loans, 
Inc 

1,0000000000 Baa2 BBB 8125/2037 4.8 
Countrywide Home Loans, 

Inc 

1.0000000000 8BB Baa2 BBB 8/2512036 3.6 Wells Fargo Bank 

1.0000000000 8BB Baa2 BBB 9125/2036 4.1 Aurora Loan Services Inc 

1.0000000000 8BB Baa2 BBB 1012512036 4.1 Aurora Loan Services Inc 

1.0000000000 BBB Baa2 B8B 1112512036 4.2 Aurora Loan Services Inc 

1.0000000000 Baa2 BBB+ 1212512038 4.0 Home Loan Services, Inc. 

1.0000000000 BBB Baa2 BBB 1212512036 4.2 Aurora Loan Services Inc 

1.0000000000 BBB Baa2 BBB 512512036 3.3 Wells Fargo Bank 
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Obligor 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

4~ 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

Initial 
Reference 
Obligation 
Notional 
Amount 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,= 

22,222,= 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

22,222,222 

Reference Obligation 

FFML 2oo6·FF9 M8 

FFML 2007·FFl B2 

FFML 2007 ·FF2 B2 

FHL T 2006·A M7 

FHL T 2006·B M8 

FMIC 2006·2 M8 

FMIC 2006·3 M8 

GSAMP 2oo6-FM2 M8 

HASC 2006-HE2 M8 

HEAT 2006-3 M8 

HEAT 2006-5 M8 

HEAT 2006·6 M8 

HEAT 2006·7 M8 

HEAT 2006·8 M8 

HEAT 2007·1 M8 

HEAT 2007·2 M8 

'IXlS 2006·HE3 B2 

JPMAC 2006-CW2 MV8 

JPMAC 2006-FREl M8 

JPMAC 2006·WMC3 M8 

LBMLT 2006-11 M8 

LBML T 2006-4 M8 

LBML T 2006-6 M8 

LBML T 2006-7 M8 

LBML T 2006·8 M8 

LBMLT 2006·9 M8 

LBMLT 2006-WL 1 M8 

MABS 2006·HES M9 

MASS 2oo6·NC2 M9 

MASS 2006-WMC4 M8 

Initial Face 
Reference Entity CUSIP Type Amount 

FFML 2006·FF9 320276AP3 Residential BlC 22,222,222 
Mortgage Security 

FFML 2007·FFl 32028TAN7 Residential BlC 22,222,222 
Mortgage Security 

FFML 2oo7·FF2 32029GAN4 Residential BlC 22,222,222 
Mortgage Security 

FHLT2oo6·A 35729RAN6 Residential BlC 22,222,222 
Mortaaae Security 

FHLT2006·B 357290AN8 Residential BlC 22,=,222 
Mortaaae Security 

FMIC2006-2 31659EAMO Residential BlC 22,222,222 
Mortgage Security 

FMIC 2006·3 316599AN9 Residential BlC 22,222,222 
Mortgage Security 

GSAMP 2OO6-FM2 38245DANO Residential BlC 22,222,222 
Mortgage Security 

HASC 2006·HE2 44328BAP3 Residential BlC 22,222,222 
Mortgage Security 

HEAT 2006-3 437084UZ7 Residential BlC 22,222,222 
Mortgage SecuIit}< 

HEAT 2006-5 437096A03 Residential BlC 22,222,222 
Mortgage Security 

HEAT 2006-6 437097AP3 Residential BlC 22,=,222 
Mortgage Security 

HEAT 2006-7 43709NAP8 Residential BlC 22,222,222 
Mortgage Security 

HEAT 2006-8 437000AP1 Residential BlC 22,222,222 
Mortaaae Security 

HEAT 2007·1 43710LAN4 Residential BlC 22,=,222 
Mortgage Security 

HEAT 2007·2 43710KAN6 Residential BlC 22,222,222 
Mortgage Security 

IXIS 2oo6-HE3 46602UAMO Residential BlC 22,=,222 
Mortgage Security 

JPMAC 2006-CW2 46629BBA6 Residential BlC 22,222,222 
Mortgage Security 

JPMAC 2OO6-FREl 46626LFV7 Residential BlC 22,222,222 
Mortaaae Security 

JPMAC 2006-WMC3 46629KAP4 Residential BlC 22,222,222 
Mortaage Security 

LBML T 2006-11 542512AN8 Residential BlC 22,222,222 
Mortgage Security 

LBML T 2006·4 54251MAN4 Residential BlC 22,222,= 
Mortgage Security 

LBML T 2006·6 54251RAN3 Residential BlC 22,222,222 
Mortgage Security 

LBML T 2006-7 54251TAN9 Residential BlC 
22,=,= Mortgage Security 

LBML T 2006·8 54251UAN6 Residential BlC 22,=,222 
Mortgage Security 

LBML T 2006·9 54251WAN2 Residential BlC 22,222,222 
Mortaaae Security 

LBMLT 2006-WL 1 542514RD8 Residential BlC 22,222,222 
Mortaaae Securitv 

MABS 2006·HE5 576455AN9 Residential BlC 22,222,222 
Mortaaae Securitv 

MABS 2oo6·NC2 55275BAP2 Residential BlC 22,222,222 
Mortll'!9" Securill' 

MASS 2006·WMC4 57645MAP7 Residential BlC 22,222,222 
Mortgage Security 

Original Fitch Moody's S&P Rated Final Remaining 
Principal 

Initial Factor 1 Actual Actual Actual Maturity Average 
Amount Rating Rating Rating Date Life Servlcer/CDO Manager Insurer 

13,478,000 1.0000000000 BBB+ Baa2 BBB+ 612512036 3.4 Wells Fargo Bank 

15,254,000 1.0000000000 Baa2 BBB 112512038 4.4 Home Loan Services, Inc. 

19,500,000 1.0000000000 Baa2 BBB 312512037 4.4 Home Loan Services, Inc. 

13,264,000 1.0000000000 BBB+ Baa2 BBB 5/2512036 3.4 Wells Far90 Bank 

12,544,000 1.0000000000 BBB+ Baa2 BBB 812512036 3.8 Wells Fargo Bank 

10,800,000 1.0000000000 Baa2 BBB+ 712512036 3.1 Wells Fargo Bank 

12,026,000 1.0000000000 Baa2 BBB 1112512036 3.3 Wells Fargo Bank 

11,750,000 1.0000000000 Baa2 BBB+ 912512036 3.6 Wells Fargo Bank 

14,484,000 1.0000000000 BBB+ Baa2 BBB+ 12125/2036 5.2 C~iMortgage, Inc. 

14,700,000 1.0000000000 BBB+ Baa2 BBB+ 712512036 3.1 Select Portfolio Servicing, Inc 

10,625,000 1.0000000000 BBB+ Baa2 BBB+ 1012512036 3.4 Select Portfolio Servicing, Inc 

10,200,000 1.0000000000 A- Baa2 A· 1112512036 3.5 Select Portfolio Servicing, Inc 

11,000,000 1.0000000000 BBB+ Baa2 BBB+ 112512037 3.7 Select Portfolio Servicing, Inc 

10,350,000 1.0000000000 BBB Baa2 BBB+ 312512037 4.0 Select Portfolio Servicing, Inc 

10,500,000 1.0000000000 BBB Baa2 BBB+ 512512037 4.0 Select Portfolio Servicing, Inc 

14,400,000 1.0000000000 BBB Baa2 BBB 712512037 4.3 Select Portfolio Servicing, Inc 

12,837,000 1.0000000000 BBB Baa2 BBB 112512037 4.3 Wells Fargo Bank 

11,432,000 1.0000000000 BBB Baa2 BBB 812512036 3.8 
Countrywide Home Loans, 

Inc 

14,174,000 1.0000000000 BBB Baa2 BBB 512512035 3.0 JPMorgan Chase Bank 

11,510,000 1.0000000000 BBB Baa2 BBB 812512036 3.8 JPMorgan Chase Bank 

11,250,000 1.0000000000 Baa2 BBB 1212512036 4.2 
washington Mutual Bank, 

FA. 

22,111,000 1.0000000000 Baa2 A· 512512036 3.4 
Washington Mutual Bank, 

FA. 

19,413,000 1.0000000000 BBB+ Baa:! BBB+ 7125/2036 3.6 
Washington Mutual Bank, 

FA. 

15,966,000 1.0000000000 BBB+ Baa2 A- 812512036 3.7 
washington Mutual Bank, 

FA. 

11,046,000 1.0000000000 Baa2 A· 912512036 3.9 
washington Mutual Bank, 

FA. 

15,961,000 1.0000000000 Baa2 BBB+ 1012512036 4.0 Washington Mutual Bank, 
FA. 

23,864,000 1.0000000000 Baa2 BBB 112512036 3.0 
Long Beach Mortgage 

Company 

10,393,000 1.0000000000 Baa2 BBB. 1112512036 4.1 Wells Fargo Bank 

11,214,000 1.0000000000 BBB Baa2 BBB. 812512036 3.7 Wells Fargo Bank 

11,399,000 1.0000000000 Baa2 BBB+ 1012512036 4.1 Wells Fargo Bank 

S-A-2 
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76 

77 

78 

79 

80 
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83 
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Initial 
Reference 
Obligation 
Notional 
Amount Reference Obligation 

22,222,222 MLMI 2006-WMCI B2A 

22,222,222 MSAC 2006-HE7 B2 

22,222,222 MSAC 2006-HE8 B2 

22,222,222 MSAC 2006-NC4 B2 

22,222,222 MSAC 2000-NC5 B3 

22,222,222 MSAC 2006-WMC1 B2 

22,222,222 MSAC 2006-WMC2 B2 

22,222,222 MSAC 2007-HEI B2 

22,222,222 MSAC 2007-HE2 B2 

22,222,222 MSAC 2007-NCI B2 

22,222,222 MSAC 2oo6-HE2 B2 

22,222,222 MSHEL 2007-1 B2 

22,222,222 MSIX 2006-2 B2 

22,222,222 NHEL 2006-5 M8 

22,222,222 NHELI 2oo6-FMl M8 

22,222,222 NHELI 2006-FM2 M8 

22,222,222 NHELI 2006-HE3 MB 

22,222,222 OOML T 2006-3 M9 

22,222,222 OOMLT 2007-1 M8 

22,222,222 SABR 2006-FRI B2 

22,222,222 SABR 2006-FR3 B2 

22,222,222 SABR 2006-HE2 B2 

22,222,222 SAIL 2006-4 M7 

22,222,222 SASC 2006-E01A M8 

22,222,222 SASC 2006-0PTI M7 

22,222,222 SASC 2006-WF3 M9 

22,222,222 SURF 2007 -BCl B2 

22,222,222 SVHE 2006-E02 M8 

22,222,222 SVHE 2006-0PTI M7 

22,222,222 SVHE 2006-0PT2 M7 

Initial Face 
Reference Entity CUSIP Type Amount 

MLMI 2006-WMCI 59020U4H5 Residential BlC 22,222,222 
Mortaage Securitv 

MSAC 2oo6-HE7 61750MAPO Residential BlC 22,222,222 
Mortgage Secur~ 

MSAC 2006-HE8 61750SAP7 Residential BlC 22,222,222 
Mortgage Secur~ 

MSAC 2oo6-NC4 61748LAN2 Residential BlC 22,222,222 
Mortgage Secur~ 

MSAC 2006-NC5 61749BA06 Residential BlC 22,222,222 
Mortgage Secur~ 

MSAC 2006-WMC1 61744CXV3 Residential BlC 22,222,222 
Mortgage Security 

MSAC 2006-WMC2 61749KAP8 Residential BlC 22,222,222 
Mortgage Securitv 

MSAC 2007-HEI 617526AP3 Residential BlC 22,222,222 
Mortgage Secur~ 

MSAC 2oo7-HE2 61753EAM2 Residential BlC 22,222,222 
Mortgage Secur~ 

MSAC 2007-NCI 617505AN2 Residential BlC 22,222,222 
Mortgage Security 

MSAC 2006-HE2 617451FD6 Residential BlC 22,222,222 
Mortgage Securitv 

MSHEL 2007-1 617510AM7 Residential BlC 22,222,222 
Mortgage Secur~ 

MSIX2006-2 617463AM6 Residential BlC 22,222,222 
Mortgage Secur~ 

NHEL 2006-5 66968YAN2 Residential BlC 22,222,222 
Mortgage Secur~ 

NHELI 2006-FM1 65536HCF3 Residential BlC 22,222,222 
Mortgage Securitv 

NHELI 2006-FM2 65537FANI Residential BlC 22,222,222 
Mortgage Security 

NHELI 2006-HE3 655360AN8 Residential BlC 22,222,222 
Mortgage Securitv 

OOMLT 2006-3 68389BAM5 Residential BlC 22,222,222 
Mortgage Securitv 

OOMLT2007-1 68400DAP9 Residential BlC 22,222,222 
Mortgage Securitv 

SABR 2006-FRI 81375WJY3 Residential BlC 22,222,222 
Mortgage Securitv 

SABR 2006-FR3 813765AH7 Residential BlC 22,222,222 
Mortgage Secur~ 

SABR 2006-HE2 81377AAM4 Residential BlC 
22,222,222 Mortgage Security 

SAIL 2006-4 86360WAM4 Residential BlC 22,222,222 
Mortgage Secur~ 

SASC 2oo6-EOIA 86360RAN3 Residential BlC 22,222,222 
Mortgage Secur~ 

SASC 2006-0PTI 86359UAN9 Residential BlC 22,222,222 Mortgage Security 

SASC 2000-WF3 86361EAP6 Residential BlC 22,222,222 
Mortgage Secur~~ 

SURF 2007-BCl 84752BA02 Residential BlC 22,222,222 
Mortaaae Security 

SVHE 2006-E02 83611XAM6 Residential BlC 22,222,222 
Mortgage Securitv 

SVHE 2006-0PTI 83611MMF2 Residential BlC 22,222,222 
Mortgage Securitv 

SVHE 2006-0PT2 83611MMT2 Residential BlC 22,222,222 
Mortgage Secur~ 

Original Fitch Moody's sap Rated Final ~emalnlng 
Principal 

Initial Factor 1 Actual Actual Actual Maturity Average 
Amount Rating Rating Rating Date Life ServicerlCDO Manager Insurer 

13,953,000 1.0000000000 Baa2 BBB+ 112512037 3.1 Wilshire Cred~ Corp 

12,851,000 1.0000000000 Baa2 BBB 912512036 4.5 
Countrywide Home Loans, 

Inc 

17,398,000 1.0000000000 Baa2 BBB 10125/2036 4.9 Wells Fargo Bank 

23,729,000 1.0000000000 BBB Baa2 BBB 612512036 4.1 Wells Fargo Bank 

18,795,000 1.0000000000 Baa2 BBB- 1012512036 4.9 
Countrywide Home Loans, 

Inc 

14,285,000 1.0000000000 BBB+ Baa2 A- 1212512035 3.6 JPMorgan Chase Bank 

27,331,000 1.0000000000 BBB Baa2 BBB 712512036 4.3 Wells Fargo Bank 

9,779,000 1.0000000000 Baa2 BBB 1112512036 5.0 Saxon Mortgage 

9,830,000 1.0000000000 Baa2 BBB 1125/2037 5.2 Saxon Mortgage 

9,375,000 1.0000000000 Baa2 BBB 1112512036 5.1 Saxon Mortgage 

29,469,000 1.0000000000 BBB Baa2 BBB+ 312512036 4.0 Wells Fargo Bank 

8,601,000 1.0000000000 Baa2 BBB 1212512036 5.1 Saxon Mortgage 

12,472,000 1.0000000000 Baa2 BBB 1112512036 4.9 Saxon Mortgage 

9,100,000 1.0000000000 Baa2 BBB+ 11/2512036 3.6 Novas1ar Mortgage, Inc 

12,139,000 1.0000000000 Baa2 BBB+ 11/2512035 2.9 Wells Fargo Bank 

15,964,000 1.0000000000 BBB+ Baa2 BBB+ 712512036 3.7 Wells Fargo Bank 

15,048,000 1.0000000000 BBB+ Baa2 BBB+ 712512036 3.5 Wells Fargo Bank 

17,250,000 1.0000000000 Baa2 BBB- 212512037 3.6 Option One Mortgage Corp 

20,482,000 1.0000000000 Baa2 BBB 112512037 3.9 Option One Mortgage Corp 

14,343,000 1.0000000000 BBB+ Baa2 A- 1112512035 3.9 Homeq Servicing Corp 

12,839,000 1.0000000000 BBB+ Baa2 BBB 512512036 4.3 Homeq Servicing Corp 

7,686,000 1.0000000000 BBB+ Baa2 BBB 712512036 3.7 Homeq Servicing Corp 

19,571,000 1.0000000000 BBB Baa2 BBB 712512036 4.0 Aurora Loan Services Inc 

20,587,000 1.0000000000 Baa2 BBB 712512036 5.0 Aurora Loan Services Inc 

12,749,000 1.0000000000 BBB Baa2 BBB 412512036 3.5 Aurora Loan Services Inc 

16,901,000 1.0000000000 BBB- Baa2 BBB- 912512036 4.2 Aurora Loan Services Inc 

8,250,000 1.0000000000 Baa2 BBB 112512038 4.4 Wilshire Cred~ Corp 

6,262,000 1.0000000000 BBB Baa2 BBB 112512037 4.1 Wells Fargo Bank 

13,085,000 1.0000000000 BBB+ Baa2 BBB 3125/2036 3.1 Option One Mortgage Corp 

18,400,000 1.0000000000 Baa2 A- 512512036 3.1 Option One Mortgage Corp 

S-A-3 
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Initial 
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Notional 

Obligor Amount 

88 22,222,222 

89 22,222,222 

90 22,222,222 

Initial Face 
Reference Obligation Reference Entity CUSIP Type Amount 

SVHE 200S-0PT3 M7 SVHE 2006-0PT3 83611 MPR3 Residential BlC 22,222,222 
Mortgage Security 

SVHE 2006-0PT4 M7 SVHE 2006-0PT 4 83611YAM4 Residential BlC 22,222,222 
Mortaaae Security 

SVHE 200S-0PT5 M8 SVHE 2006-0PT5 83612CAN9 Residential BlC 22,222,222 
Mortgage Security 

Original Fitch Moody's sap Rated Final !Remaining 
Pr1nclpal 

Initial Factor 1 
Actual Actual Actual Maturity Average 

Amount Rating Rating Rating Date Life ServlcerfCDO Manager Insurer 

27,000,000 1.0000000000 Baa2 BBB 6125/2038 3.2 Option One Mortgage Corp 

10,000,000 1.0000000000 Baa2 BBB+ 6125/2038 3.3 Option One Mortgage Corp 

36,750,000 1.0000000000 Baa2 B8B 712512036 3.7 Option One Mortgage Corp 

S-A-4 



From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Wednesday, April 11, 2007 5:14 PM 
Raazi, Cactus 
Paulson 

Just spoke to Nico in GS credit. In order to make sure we don't have issues trading with 
Paulson going fwd, you need to ask Peter Kellman (the GS credit officer covering Paulson) 
to do an updated review of Paulson to enable us to put more trades with these guys. Also, 
it appears that they have done, since Jan 2007, over 2bn notional single name RMBS, which 
is utilizing most of the credit capacity we have for Paulson. We need to be sensitive of 
the profitability of these trades vs. profitability of abacus - we should prioritize the 
higher profit margin businesses with Paulson. 

Sent from my BlackBerry Wireless Handheld 

Permanent Subcommittee on Investigations 

EXHIBIT #122 
Confidential Treatment Requested by Goldm GS MBS-E-003634131 



From: 
Sent: 
To: 
Subject: 

Williams, Geoffrey 
Tuesday, May 08, 2007 9:46 PM 
Tourre,Fabrice 
Fw: Post on Paulson and ABACUS 07-AC1 

Don't think they're worried about charging too much ... am guessing the opposite is true 

Original Message ----­
From: Birnbaum, Josh 
To: Tourre, Fabrice; Egol, Jonathan; Williams, Geoffrey 
Cc: Swenson, Michael; Lehman, David A. 
Sent: Tue May 08 21:24:02 2007 
Subject: RE: Post on Paulson and ABACUS 07-AC1 

Ok, thanks. LDL in the morning. 

From: Tourre, Fabrice 
Sent: Tuesday, May 08, 2007 9:22 PM 
To: Birnbaum, Josh; Salem, Deeb 
Subject: RE: Post on Paulson and ABACUS 07-AC1 

2006 vintage. Tier 2/Tier 3 names. Avg spread of approx 450bps mid-market. We 
already executed a few trades on 21-35 tranche (got that done at 110bps $150mm notional, 
VERY good level), also traded 35-45 (got that done at 85bps $50mm notional, also good 
level, more to be printed over the next few weeks). Give me a buzz if you want to discuss 
live. 

From: Birnbaum, Josh 
Sent: Tuesday, May 08, 2007 9:19 PM 
To: Tourre, Fabrice; Salem, Deeb 
Subject: RE: Post on Paulson and ABACUS 07-AC1 

vintage? tier? 

what do we think is the portfolio spread? 

From: Tourre, Fabrice 
Sent: Tuesday, May 08, 2007 9:17 PM 
To: Birnbaum, Josh 
Subject: RE: Post on Paulson and ABACUS 07-AC1 

100% Baa2 RMBS selected by ACA/Paulson 

From: Birnbaum, Josh 
Sent: Tuesday, May 08, 2007 9:17 PM 
To: Tourre, Fabrice; Sparks, Daniel L 
Cc: Egol, Jonathan; Lehman, David A.; Gerst, David; Williams, Geoffrey; 

Swenson, Michael 

Permanent Subcommittee on Investigations 
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Subject: RE: Post on Paulson and ABACUS 07-ACI 

Remind me, what is the ref portfolio? 
- = Redacted by the Permanent 

Subcommittee on Investi ations 

From: Tourre, Fabrice 
Sent: Tuesday, May 08, 2007 8:35 PM 
To: Sparks, Daniel L 
Cc: Egol, Jonathan; Lehman, David A.; Gerst, David; Williams, Geoffrey; 

Swenson, Michael; Birnbaum, Josh 
Subject: Post on Paulson and ABACUS 07-ACl 

Dan, 

As you know we have been working on the ABACUS 07-ACl trade, the RMBS 
CDO short that we are brokering for Paulson. The supersenior tranche off that portfolio is 
most likely going to be executed with ACA, through ABN Amro as intermediation 
counterparty. The exact trade would be the following: GS would buy protection on $lbn 
notional of 50-100 tranche off the reference portfolio at an all-in level 67bps. Paulson 
was initially expecting to short the 45-100 tranche, and at this point we are not 100% 
sure they would want to execute on 50-100. Here are the options we are going to walk them 
through: 

Option 1: we offer them protection on 50-100 @ 80bps running, Ipt 
upfront, $lbn notional. We would make risk-free approx $14mm 

Option 2: we offer them protection on 45-100 @ 80bps running, 1.50pt 
upfront, $l.lbn notional. We would be at risk on $100mm of the 45-50 tranche, but 
assuming we can trade that tranche at approx 100bps spread (which i am confident we can 
do), we would make $18mm. 

Let me know if you have any questions on this. 

Goldman, Sachs & Co. 
85 Broad Street I 26th Floor I New York, NY 10004 
Tel: 212-902-5891 I Fax: 212-493-0106 I Cell:4 •• ?5 ......... 
Email: fabrice.tourre@gs.com 

Goldman 
Fabrice Tourre Sachs 
Structured Products Group 

This material has been prepared specifically for you by the Fixed Income 
Trading Department and is not the product of Fixed Income Research. We are not soliciting 
any action based upon this material. Opinions expressed are our present opinions only. The 
material is based upon information which we consider reliable, but we do not represent 
that it is accurate or complete, and it should not be relied upon as such. Certain 
transactions, including those involving futures, options and high yield securities, give 
rise to substantial risk and are not suitable for all investors. We, or persons involved 
in the preparation or issuance of this material, may from time to time, have long or short 
positions in, and buy or sell, the securities, futures, options or other instruments and 
investments identical with or related to those mentioned herein. Goldman Sachs does not 
provide accounting, tax or legal advice; such matters should be discussed with your 
advisors and or counsel. In addition, we mutually agree that, subject to applicable law, 
you may disclose any and all aspects of this material that are necessary to support any 
U.S. federal income tax benefits, without Goldman Sachs imposing any limitation of any 
kind. This material has been issued by Goldman, Sachs & Co. and has been approved by 
Goldman Sachs International, which is regulated by The Financial Services Authority, in 
connection with its distribution in the United Kingdom and by Goldman Sachs Canada in 
connection with its distribution in Canada. Further information on any of the securities, 

2 
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From: Herald - Granoff, Melanie 

Thursday, May 31,20072:24 PM 

Tourre, Fabrice; Gerst, David 

Bash-Polley, Stacy; Kreitman, Gail 

ACA - We are done! 

Sent: 

To: 

Cc: 

Subject: 

Attachments: Abacus 2007 AC-1 Portfolio 5-31-07.xls 

Fabrice & David - Thank you for your tireless work and perseverance on this trade!! Great job . 

...................................................................................................................................................................................................................................................................................................................................................... 

From: Nathalie Rushe [mailto:nrushe@aca.com] 
Sent: Thursday, May 31, 2007 1 :23 PM 
To: Tourre, Fabrice; Herald - Granoff, Melanie; stephen.potter@uk.abnamro.com; 
wade.newmark@uk.abnamro.com 
Cc: Shelby carvalho 
Subject: Abacus 2007 AC-l 

ACA Credit Products - ABN AMRO L.L.C. sells protection to ABN AMRO Bank NY London Branch on a super 
senior tranche backed by a $1 ,818,181,818.18 portfolio of Baa2 RMBS: 

Initial Tranche 
Notional Amount: 
Premium: 
Attachment: 
Detachment: 
Rating (S&P): 
S&PAAA 
Attachment Point: 
Portfolio: 
attached) 
Reinvestment: 
Trade Date: 
Effective Date: 
Scheduled 
Termination Date: 
Payment Date: 
Floating Amounts: 
subordination 
Physical/Cash 
Settlement: 
Optional Call: 
CSA Terms: 

Nathalie Rushe 
Vice President 
ACA Capital 

$909,090,909 
50 bps per annum net to ACA (67 bps gross) 
50% 
100% 
AAA 

21% 
$1,818,181,818.18 portfolio referencing 90 RMBS names rated Baa2 by Moody's (portfolio 

None 
5/31/2007 
5/31/2007 

3/112038 
One business day after the 28th calendar day of each month, commencing June 28, 2007 
Writedown amounts and Failure to Pay Principal amounts that exceed available 

No physical settlement or valuation/cash settlement of underlying assets or ACA's tranche 
3 years 
ACA S&P rating of A- or higher, infinity threshold 
ACA S&P rating of BBB+, $500,000 threshold 
ACA S&P rating of BBB or below, $0 threshold 

140 Broadway, 47th Floor 
New York, NY 10005 

Permanent Subcommittee on Investigations 

EXHIBIT #124 
Confidential Treatment Requested by Goldr GS MBS-E-002468293 



From: Tourre, Fabrice 

Sent: Wednesday, May 30,20077:03 PM 

To: Lehman, David A.; Swenson, Michael; Birnbaum, Josh; ficc-mtgcorr-desk 

Subject: RE: Paulson update 

Quick post on the trade: 

(A) ABN Amro/ACA has agreed to do $909mm notional of 50-100 tranche at an-all in level of 67bps 
(50 credit+ 17 intermediation). This is contingent on GS writing $27mm corp CDS protection to ABN 
Amro on ACA Financial Guaranty Corp @ 60bps. We just bought $20mm of such protection from a 
client @ 11 Obps, still working on the other $7mm but will take the risk for the time being and keep 
working on this remaining $7mm ACA corp CDS (we are exploring several different avenues -- i can 
post you live on those). We expect over the next couple of days to firm up the $909mm notional trade 
with ABN Amro/ACA. 

(B) Paulson has agreed to buy $1 ,000mm notional of 45-100 tranche at an all in level of 85bps p.a. + 
1.00% upfront. This would leave us net/net with $91 mm of 45-50 tranche risk that we would work on 
over the next few weeks - we are showing this tranche to a few accounts @ 80bps. As an FYI we 
priced the 35-45 tranche @ L+85 last month. 

Pis let me know if you have any questions. 

From: Tourre, Fabrice 
Sent: Tuesday, May 15, 2007 11:53 AM 
To: Lehman, David A.; Swenson, Michael; Birnbaum, Josh 
Cc: ficc-mtgcorr-desk 
Subject: Paulson update 

As you know we are working on the $1 bn notional 50-100 supersenior trade with ACA, intermediated 
by ABN. I think there is a 90% chance that ABN gets there on the ACA intermediation side by 
Thursday, but given that the ABX market has been rallying over the past 2 weeks, Paulson is starting 
to get "cold feet" on this supersenior trade, and I think we might loose their order if we wait too long. 
Would like to take down their supersenior risk tomorrow in order to avoid loosing their order. 

If ABN/ACA does comes through, we would either (a) trade directly with ACA (since these guys are 
good to go), and keep looking for intermediaries that could help us step in the middle (in the mean 
time we would reserve any P&L associated with the ACA trade), or (b) keep this trade as prinCipal 
and use it as a hedge of the supersenior shorts we have executed back in December, since it would 
be an attractive way to hedge our correlation/capital structure risk. 

Let me know if you are ok with me proceeding on this basis . 

............................................................................................................................ _----.., 
Goldman, Sachs & Co. Permanent Subcommittee on Investigations 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Gerst, David 
Tuesday, June 05,200710:35 AM 
Egol, Jonathan 
Tourre, Fabrice 
ABACUS 2007-AC1 Portfolio and OC for BSAM 

Attachments: ABACUS 07-AC1 Final OC w-CLO 20070426.pdf; ABACUS 2007-AC1 Reference Portfolio 
20070531.xls 

Attached are the OC and portfolio for the ABACUS 2007-AC1 transaction. 

We can offer approximately $91mm Class Junior SS Notes (a newly formed Class) to BSAM @ par, L+0.75% 
coupon. 
• $2bn Reference Portfolio selected by ACA, manager of over 20 COOs 
• Static portfolio consisting of 90 mid and subprime HMBS securities each rated Baa2 by Moody's (360 portfolio 

WARF) 
• Sequential principal paydown sequence, no IC/OC tests 
• The Junior SS Class represents the 45%-50% tranche off the Reference Portfolio 
• no WAC and/or AFC risk 

II II 
ABACUS 07-ACl ABACUS 2007-ACl 

Rnal OC w-CLO 2... Reference Port ... 

Goldman, Sa.chs & Co. 
85 Broad Street I New York, NY 10004 
Tel: (212) 902-4311 I Fax: (212) 256-2442 
e-mail: david.gerst@gs.com 

David Gerst 
Structured Products Trading 

Permanent Subcommittee on Investigations 
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From: Lehman, David A. 
Sent: Tuesday, November 27,20078:12 AM 

Sparks, Daniel L To: 
Cc: 
Subject: 

Williams, Geoffrey; Gerst, David 
FW: ACA 

From: 
Sent: 
To: 
Cc: 
Subject: 

Tourre, Fabrice 
Monday, November 26, 2007 4:43 PM 
Sparks, Daniel L 
Williams, Geoffrey; Gerst, David; Lehman, David A.; Egol, Jonathan 
ACA 

Dan, as mentioned to Geoff and David, our desk (and to my knowledge, the corporate credit derivatives businesses) 
have never executed any derivatives trades with ACA. We have $2.3mm notional of net exposure on ACA CDS, and 
we have been discussing with Paul Huchro (the CDS trader for financials) and GS legal what would happen upon an 
ACA bankruptcy (which is the most likely scenario in our opinion). David Gerst or I can give you more color live on 
the credit, and next steps given our CDS exposure. Bigger issue in my view is the fact t~ our counterparties for all 
the supersenior trades we have indirectly executed with ACA (those counterparties are and • .) are 
most likely going to come back to us to ask us for MTM on the trades they are intermediating - some of these trades 
have been outright short trades for us, and some of them have been crosses for Paulson. 

Goldman Sachs International 

Peterborough Court 1133 Fleet Street 1 London EC4A 2BB 

Tel: +44-20-705Hl5881 Fax: +1-212-493-01061 Cell: +1-917'~7 ••• a 
Email: fabrice.tourre@gs.com 

Fabrice Tourre 
Structured Products Trading 

Gokhmm 
8nchs 

- Redacted by the Permanent 

Subcommittee on Investi ations 

This material has been prepared specifically for you by the Fixed Income Trading Department and is no1the product of Fixed Income Research. We are 
no1 soliciting any action based upon this material. Opinions expressed are our present opinions only. The material is based upon information which we 
consider reliable, but we do no1 represent that it is accurate or complete, and it should no1 be relied upon as such. Certain transactions, including those 
involving futures, options and high yield securities, give rise to substantial risk and are no1 suitable for all investors. We, or persons involved in the 
preparation or issuance of this material, may from time to time, have long or short positions in, and buy or sell, the securities, futures, options or o1her 
instruments and investments identical with or related to those mentioned herein. Goldman Sachs does no1 provide accounting, tax or legal advice; such 
matters should be discussed with your advisors and or counsel. In addition, we mutually agree that, subject to applicable law, you may disclose any and 
all aspects of this material that are necessary to support any U.S. federal income tax benefits, without Goldman Sachs imposing any limitation of any kind. 
This material has been issued by Goldman, Sachs & Co. and has been approved by Goldman Sachs International, which is regulated by The Financial 
Services Authority, in connection with its distribution in the United Kingdom and by Goldman Sachs Canada in connection with its distribution in Canada. 
Further information on any of the securities, futures or options mentioned in this material may be obtained upon request and for this purpose persons in 
Italy should contact Goldman Sachs S.I.M. S.pA in Milan, or at its London branch office at 133 Fleet Street. 

This material does no1 evidence or memorialize any agreement or legally binding commitment between any parties and does no1 constitute a contract or 
commitment to provide any financing or underwriting. Any financing or underwriting is subject in all respects to internal credit approval at Goldman Sachs, 
and is subject to, among o1her things, the completion of documentation in form and substance satisfactory to Goldman Sachs. 

This message may contain information that is confidential or privileged. If you are no1 the intended recipient, please advise the sender immediately and 
delete the message. See h1tp:/lwww.gs.com/disclaimer/em.)ii for further information on confidentiality and the risks inherent in electronic communication. 

@ Copyright 2006 The Goldman Sachs Group, Inc. All rights reserved. 

See h1tp:/lwww.gs.comldisclaimer/email-salesand1rading.htmlfor important risk disclosure, conflicts of interest and o1her terms and conditions relating to 
this e-mail and your reliance on information contained in it. This message may contain confidential or privileged information. If you are not the intended 
recipient, please advise us immediately and delete this message. See http://www.gs.com/disclaimer/email/ for further information on confidentiality and 
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From: Egol, Jonathan 
Sent: Wednesday, April 23, 20082:33 PM 
To: Tourre, Fabrice; Lehman, David A.; Gerst, David; Williams, Geoffrey; Bieber, Matthew G. 
Subject: RE: __ _ 

- = Redacted by the Permanent 

I am available any time after 3:30pm NY time 

From: Tourre, Fabrice 
Sent: Wednesday, April 23, 20082:29 PM 
To: 
Subject: 

Egol, Jonathani Lehman, David A.i Gerst, Davidi Williams, GeoffreYi Bieber, Matthew G. 
RE:_ 

Good idea. FYI he said that .was all over them on "hedging ideas". Am going to see them with Patrick Street and 
Zara on Wednesday next week on reg cap trade ideas and hedging ideas for their ABS/CDOs -- we want to see their 
entire book. Before that let's talk over the phone through ideas we could show them on their portfolio of neg 
basis/intermediation trades, I have a few thoughts that I want to share with you guys. Can we pencil a time tomorrow 
night my time? 

From: Egol, Jonathan 
Sent: Wednesday, April 23, 2008 7:25 PM 
To: 
Subject: 

Tou~e, Fabricei Lehman, David A.i Gerst, Davidi Williams, GeoffreYi Bieber, Matthew G. 
RE: 

This is very interesting -- I'd suggest we focus on the 07-AC1 leg for now, and show out the CMBS stuff after figuring 
out where we are on that. 

From: Tourre, Fabrice 
Sent: Wednesday, April 23, 2008-2:12 PM 
To: 
Subject: 

Egol, tnathan; Lehman, David A.; Gerst, David; Williams, Geoffreyi Bieber, Matthew G. 

Had a long call with Steve at _ yesterday - he inherited the neg basis book and the intermediation book from 
ABN Amra. We are having conversations with Steve on a private side trade, but we spoke at length about (a) 
ACA intermediation trades done with ABN (our infamous ABAC 07-AC1), and (b) CMBS supersenior trades 
intermediated for e-
On ACA he expressed interest in taking off the entire trade if level makes sense. On .. ' he asked that we 
show him hedging alternatives for the risk he has. My thoughts: 

** On ABAC 07-AC1, we indicate to him roughly where the trade would come out, without giving him any firm 
level -- this portfolio is worse than ABX.06-1.BBB- and INDX, assuming SOpet loss severity on 60+ delinq + REO 
+ foreclosure there is not one Single bond that has any "coverage" in this portfolio so 99.99% probability of full 
writedown within 2-3yrs - this has become a pure rate trade. So would be inclined to give him an indication of 
6-00 to 8-00 and see how he reacts. W.r.t. the $27.3mm notional ACA corp CDS trades, he may think these 
hedges are worth a lot more than they actually are (given that the delivery ability is pretty much limited to 
wrapped muni bonds that trade at 60+ price levels), so not inclined to offer anything on those for now. 

Have asked Cactus to ask Paulson whether they would consider unwinding ABAC 07-AC1. If answer is ye. 
should try to use same route as INDX - i.e. get an order at a reasonable level from Paulson and work with 
on a firm unwind level. 

« File: Book3 (S).xls » 

** On the _ intermediation trades, there are 3 trades we can look at: 

Permanent Subcommittee on Investigations 
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• CMBX.BBB- 06-1/06-2 30-100 ($1.05bn notional) _ = Redacted by the Permanent 

• ABACUS 07-18 47-100 ($530mm notional) 
• ABACUS 07-INDE1 32-100 ($441.4mm notional) 

Idea is that we show them some "deltas" against the" risk, i.e. we show them a supersenior jr~tection 
offering in a notional amount equal to a fraction of the notional amount they intermediated for , such 
fraction corresponding roughly to the market implied_ default probability. For example, given '-is 
trading at around 750bps mid for 5yrs, this implies a risk neutral expected loss of approx -25%, and assuming 
LGD for _ is very hi, this should correspond to a -25% risk neutral expected default proba for~ -­
therefore we should go back to .. with an outright supersenior protection on up to 25% of the notional of the 
trades they intermediated for .... 

Comments pis? 
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Goldman Sachs Makes Further Comments on SEC Complaint 
April 16.2010 

New York, April 16, 2010 - The Goldman Sachs Group, Inc. (NYSE: GS) said today:We are disapPointed that the SEC 
would bring this action related to a single transaction in the face of an extensive record which establishes that the 
accusations are unfounded in law and fact. 

We want to emphasize the following four critical points which were missing from the SEC's complaint. 

• Goldman Sachs Lost Money On The Transaction. Goldman Sachs, itself, lost more than $90 million. Our fee was 
$15 million. We were subject to losses and we did not structure a portfolio that was designed to lose money. 

• Extensive Disclosure Was Provided. IKB, a large German Bank and sophisticated CDO market participant and ACA 
Capital Management, the two investors, were provided extensive information about the underlying mortgage securities. 
The risk associated with the securities was known to these investors, who were among the most sophisticated mortgage 
investors in the world. These investors also understood that a synthetic CDO transaction necessarily included both a 
long and short side. 

• ACA, the Largest Investor, Selected The Portfolio. The portfolio of mortgage backed securities in this investment 
was selected by an independent and experienced portfolio selection agent after a series of discussions, including with 
Paulson & Co., which were entirely typical of these types of transactions. ACA had the largest exposure to the 
transaction, investing $951 million. It had an obligation and every incentive to select appropriate securities. 

• Goldman Sachs Never Represented to ACA That Paulson Was Going To Be A Long Investor. The SEC's 
complaint accuses the firm of fraud because it didn't disclose to one party of the transaction who was on the other side of 
that transaction. As normal business practice, market makers do not disclose the identities of a buyer to a seller and 
vice versa. Goldman Sachs never represented to ACA that Paulson was going to be a long investor. 

Background 

In 2006. Paulson & Co. indicated its interest in positioning itself for a decline in housing prices. The firm structured a 
synthetic CDO through which Paulson benefitted from a decline in the value of the underlying securities. Those on the 
other side of the transaction, IKB and ACA Capital Management. the portfolio selection agent, would benefit from an 
increase in the value of the securities. ACA had a long established track record as a CDO manager, having 26 separate 
transactions before the transaction. Goldman Sachs retained a significant residual long risk position in the transaction 

IKB, ACA and Paulson all provided their input regarding the composition of the underlying securities. ACA ultimately and 
independently approved the selection of 90 Residential Mortgage Backed Securities, which it stood behind as the 
portfoliO selection agent and the largest investor in the transaction. 

The offering documents for the transaction included every underlying mortgage security. The offering documents for 
each of these RMBS in turn disclosed the various categories of information required by the SEC, including detailed 
information concerning the mortgages held by the trust that issued the RMBS. 

Any investor losses result from the overall negative performance of the entire sector, not because of which particular 
securities ended in the reference portfoliO or how they were selected. 

The transaction was not created as a way for Goldman Sachs to short the subprime market. To the contrary, Goldman 
Sachs's substantial long position in the transaction lost money for the firm. 
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From: 
Sent: 
To: 
Subject: 

Montag, Tom 
Sunday, February 11, 2007 2:09 PM 
81ankfein, Lloyd (EO 85830) 
Re: Mortgage Risk - Credit residential 

Should we have done before? Most likely but we did mark them up last year and the 
strategy seemed to be to do the deals and keep the cheap equity piece-not sure but think 
doing for years 

One of first things I did do is push them to move residuals out of origination and into 
traders. That had started well before this As for other books thinking about bill young 
deals or clo looking into it 

original Message 
From: Blankfein, Lloyd (EO 85B30) 
To: Montag, Torn 
Sent: Sun Feb 11 06:47:00 2007 
Subject: Re: Mortgage Risk - Credit residential 

Torn, you refer to losses stemming from residual positions in old deals. Could/should we 
have cleaned up these books before and are we doing enough right now to sell off cats and 
dogs in other books throughout the division. 

----- Original Message 
From: Montag, Torn 
To: Blankfein, Lloyd 
Sent: Sun Feb 11 06:04:55 2007 
Subject: Re: Mortgage Risk - Credit residential 

Try to be brief 

Riskiest in terms of likelihood not amount is still 2nd liens-stopped buying in the summer 
but still down 40 already. Another 20-30 possible 

Subprime-could lose 30i-50 over next 6 months all res ids and old bonds 

Alt-A - nothing has happened here yet, better credits if gets here 30-40. All in residual 
altho balance sheet here is over 4 billion 

Scratxh and dent just wrote down 30. Loan book could lose this again, residuals and 
retained bonds could lose 20-30 

Most of the risk is in old residual positions from deals done over the last few years. The 
majority of warehouse seems fine and has hedges with basis risk of course 

If looked at by category residuals and retained bonds are 100-150 of potential losses -­
and again these are aged items by and large. For ezamp1e our subprime residuals are 204 
million and over half is pre 2005. 

Loans are only 25-40 but here is where the basis risk is 

Hope that was helpful if not clear let me know 

If things got no worse the desk,perhaps in wishful mode, feels they have gains we haven't 
shown-they did make 21 on friday outside of write down 

Torn 
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----- Original Message ----­
From: Blankfein, Lloyd (EO 85B30) 
To: Montag, Tom; Winkelried, Jon (EO 85B30) 
Sent: Sun Feb 11 01:40:31 2007 
Subject: Re: Mortgage Risk - Credit residential 

Tom, what is the short summary of our risk and the further writedowns that are lilkely. 

----- Original Message ----­
From: Montag, Tom 
To: Winkelried, Jon; Blankfein, Lloyd 
Sent: Sun Feb 11 01:26:26 2007 
Subject: Fw: Mortgage Risk - Credit residential 

Very good writeup of our positions in each sector hedges we have on and potential for 
further write-down over next six months. Need to view on regular email to see tables. 

We are moving residuals to traders which has been a focus before the latest problems 

Tom 

Original Message 
From: Gasvoda, Kevin 
To: Montag, Tom 
Cc: Sparks, Daniel L; Ruzika, Richard 
Sent: Thu Feb 08 23:40:34 2007 
Subject: Mortgage Risk - Credit residential 

Tom, 

For clarity, none of the below includes cash bonds in the ABS 2ndry book (Swenson) or CDO 
retained positions (FYI - the stress case in CDO positions looks like down $25mm, although 
bonds have been trading at our marks) Below pertains strictly to risk in the whole loan 
trading businesses: 

OVERVIEW 

These 
* 
* 
* 

are our primary reidiential mortgage businesses w/ credit risk: 
Subprime (Matt Nichols) 
Scratch & Dent (Michael Cawthon) 
Alt-A (Genevieve Nestor) 

* 
* 

Prime Hybrids/Option Arms (Clay DeGiacinto) => I'll send details on this tmrw 
2nd liens (Dariush Pouraghabagher) 

Each of these desks buy resi whole loans, securitize them and generally keep some or all 
of the levered equity (residuals). They have 3 primary positions with the following 
risks: 
* Loans (held pre-securitization on average 4-8 weeks) 
* Bond spreads widen pre-securitization, hedged with ABX/CDS and eurodollars/swaps 
* Duration or rates, hedged w/ swaps, mortgages, UST and ED's 
* Liquidity - no bids for bonds 
* Residuals or equity (created in securitization, levered first loss risk held at 
after-loss yields of 12-30%) 
* Actual losses hedged w/ CDS/ABX since there is some correlation 
* Duration (ED's, swaps) 

(Note, a lot of the performance is dependent on loss timing rather than loss 
magnitude - big late losses may be less painful than small early losses) 
* Retained bonds and NIMs (bonds not sold at securitization time) 
* Spreads (ABX/CDS) 
* Duration (ED's, swaps, UST) 

(Note, NIM's are rated bonds we create w/ residual cashflows that are very short 
duration and lever our residual returns) 

2 
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At your and Dan's urging, we are moving all retained bonds to 2ndry trading hands next 
week (mostly Mike Swenson). Also, we are moving all residual positions to a central 
residual trading desk next week (Cyrus Pouraghabagher). 

****************************************************************************************** 
******* 
SUMMARY OF LOSSES 

Where we have gotten hurt this year: 
* 2nd lien residual - took $20-2Srnm write-downs over last 3 months (could lose 
$S-lSrnm more) 
* 2nd lien retained bonds - took $18rnm write-down this week (could lose $S-lSrnm more) 
* Subperforming loan book - taking $28rnm write-down this week (could lose $20-40rnm 
more) 

What do these areas have in cornmon? - most HPA sensitive sectors. They've crumbled under 
HPA slowdown as these are the most levered borrowers. 

What have we done to mitigate? - we stopped buying subprime 2nd liens in the summer of '06 
and have focused on alt-a and prime 

- more emphasis at moving new issue bonds at any clearing levels 
- moving retained bonds out of primary desk hands to 2ndry desk 

Next shoe to drop? - 'OS vintage subprime residuals, possible creep in bad performance up 
into alt-a 

****************************************************************************************** 
*********** 

SUMMARY OF POSITIONS 
(Note loss ranges below are not predictions. Overall feel good alb our marks at this 
point but trying to show possible nearer term downsides.) 

SUBPRIME 
* Loans - net short spreads significantly «Picture (Metafile»> (mostly ABX) and long 
$3B loans. Don't see a lot of near term P&L risk in this position. 

«Picture (Metafile»> 

* Residuals - $204rnm (60% is pre-200S vintage and less risky). Actively marketing 
$21rnm resid trust position (aggregation of a bunch of old deals). OK wi overall 
valuation, if loss performance de «Picture (Metafile»> teriorates rather substantially 
over next 3-9 months, we could lose $20-40rnm in these positions (mostly '06 vintage). 

«Picture (Metafile»> 

* BondslNIMs - much larger than usual as a byproduct of jamming out a lot of deals in 
Dec and Jan (some of the ABX short intentionally covers us here). Long $115rnm bonds and 
$81rnm NIMS. Downside on «Picture (Metafile»> bo «Picture (Metafile»> nds is probably 
$5rnm and NIMs could be $10-lSrnm (we've seen some stronger 2ndry prints last 2 days but 
haven't sold any NIMs, have sold $40rnm bonds) . 

«Picture (Metafile»> «Picture (Metafile»> 

ALT-A 
Sector has not been effected yet by lower credit contagion but we expect it to corne so 
we've upped due dilg and are turning the book fast 
* Loans - Long $5.2B loans (on the high side of normal). Higher quality loans so t 
«Picture (Metafile»> hey produce far less lower rated bonds. Hedging wi AAA and BBB ABX 
but net long spreads above BBB's (flat BBB's). Priced $660rnm deal today so this drops to 
$4.4B. Feel good alb executing out of loans here. 

«Picture (Metafile»> 
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* «Picture (Metafile»> Residuals - Importantly, we plan to bring our first Alt-A 
resid trust in March wi a goal of selling $50-100mm of this risk (we'll sell all we get 
demand for). If defaults spiked up in Alt-a over next 6-9 months we cou «Picture 
(Metafile»> ld «Picture (Metafile»> drop $20-30mm here. 

«Picture (Metafile»> 

* BondslNIMS - Good shape here wi $182mm bonds but $132mm of them AAA and new, working 
on a large BB trade ($44mm owned) and $21mm NIMs (mostly single A). Risk is in the BB's, 
could lose $5mm in big spread widening. 

«Picture (Metafile»> «Picture (Metafile»> 

2nd LIENS 
* Loans - $550mm of this is seasoned 2nd lien subprime ('OS vi «Picture (Metafile»> 
ntage) that is performing well and will be securitized next month. $250mm is Alt-A 2nds 
(again performing well) and $250mm is prime HELOCs. Overall slightly long spreads above 
BBB and short below. Execution looks OK still on these but we could lose $5mm in this 
space if spreads had to widen more dramatically to place all the bonds. 
«Picture (Metafile»> 

* Residuals - $48mm but $38mm of this is Alt-A 2nds (performing well) and $10mm 
subprime (has been written down $20-25m «Picture (Metafile»> m over last 3 months). The 
$10mm is mostly prepay penalty value, no value in the credit IO's. Could lose $5-15mm if 
performance problems creeps up into Alt-A 2nd liens in next 3-6 months. 

* BondslNIMs - Took $18mm write down this week. Could drop another $5-15mm if 
performance falls further. Big focus t «Picture (Metafile»> 0 reduce these positions 
but bids are hard to come by. 

«Picture (Metafile»> 

S&D 
* Loans - Net long top of the capital structure and short the bottom for the 
securitizable portion of this loan book ($380mm). Remaining subperforming book ($854mm) 
was written down $28mm this week do to poorer cashflows. Very credit sensitive, could 
lose another $20-40mm if performance falls further . 

«Picture (Metafile»> 

* Residuals - $55mm total value, these are cashflowing and less levered struct 
«Picture (Metafile»> ures than Alt-a, subprime, etc. (but lower credit quality). Could 
lose $5-15mm in this book if losses increased more than expected. 

* Retained bonds - The BBB-BB bonds are retained for investment generally and the 
higher rated are marketed. Tougher bond sales since the sizes are small, the deals are 
private and credit work is extensive. We could lose $5-15mm here if losses stepped up and 
bond spreads widened materially. 

«Picture (Metafile»> 

Goldman, Sachs & Co. 
85 Broad Street, 26th Floor I New York, New York 10004 
Tel: 212-902-8768 I Fax: 212-902-1691 
email: kevin.gasvoda@gs.com 

Kevin S. Gasvoda Goldman 
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From: 
Sent: 
To: 

Cohn, Gary 
Tuesday, March 20, 20076:41 PM 
Blankfein, Lloyd 

Subject: RE: Daily Estimate 03-20-07 - Net Revenues $111.0 M 

No market rallied a bit still short 

-----Original Message----­
From: Blankfein, Lloyd 
Sent: Tuesday, March 20, 2007 7:27 PM 
To: Cohn, G.ary 
Subject: Fw: Daily Estimate 03-20-07 - Net.Revenues $111.0 M 

Anything noteworthy about the losses in mortgages? 

----- Original Message 
From: Davydova, Bella 
To: gs-fr-daily-est-ny <gs-fr-daily-est-ny@ny.email.gs.com> 
Sent: Tue Mar 20 19:17:58 2007 
Subject: Daily Estimate 03-20-07 - Net Revenues $111.0 M 

Enclosed please find the Daily Estimate for Tuesday, March 20th, 2007. 

Daily Estimate - As of March 20, 2007 
($ in Millions, Except Diluted EPS) 

DAY 
Revenues $ 111 
Expenses 74 
Pre-Tax Earnings 37 
Provision for Taxes 13 
Net Earnings 24 
Preferred Stock Dividends 0 
Net Earnings to Common Shares 24 
Diluted Earnings Per Common Share 

Highlights include: 

$ 0.05 

Redacted by the Pemlanent 

* 

* Mortgages -21.4 (Resi Credit -11.1 / CDO-CLO -5.9 / SPG trading -5.0) 

Redacted By 

Permanent Subcommittee on Investigations 
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«Daily Estimate 2007 03 20.xls» 

Thank you, 
Bella 
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From: 
Sent: 
To: 
Subject: 

Cohn, Gary 
Saturday, July 21, 2007 12:32 PM 
Blankfein, Lloyd 
Fw: Mortgages Estimate 

----- Original Message ----­
From: Sparks, Daniel L 
To: Mullen, Donald; Montag, Tom; Viniar, David; Cohn, Gary; Salame, Pablo 
Sent: Sat Jul 21 08:33:39 2007 
Subject: FW: Mortgages Estimate 

The combination of our large AAA ABX index shorts and the relatively new volatility in the 
AAA part of the index will result in much larger daily swings in P&L both ways - like 
Thursday when we were down $50mm mid-day but ended flat, and Friday where about half of 
the P&L was from the AAA index short. Much of the shorts are hedges for loans and some 
senior AAA CDOs (basis risk), but there is also a large net short that we are chipping 
away to cover - it will take time as liquidity is tough. 

From: Bin, Ki-Jun 
Sent: Friday, July 20, 2007 6:02 PM 
To: ficc-eod 
Subject: Mortgages Estimate 

FICC Mortgages - Daily P&L Estimate 

I. SUMMARY 

TOTAL 
Structured Products 

- Resi Prime/Mtg 
- Resi Credit 
- CRE LT 
- ABS L&F 

Derivs 
71,410,000 

(375,000) 
25,200,000 

4,585,000 

- SPG Trading 
- CDO / CLO 
- Other Structure 

64,000,000 
(22,000,000) 

Products 
Europe 
Other (Advisory, PFG, 
MORTGAGES 

1,225,000 
Managers/other) 

72,635,000 

Mortgages WTD 
Mortgages MTD 

102,262,015 
32,535,380 

II. DETAIL 

Business Strategy Desk Daily Total Comments 

STRUCTURED PRODUCTS 
Mortgage Derivative 

Agency Derivatives 
Whole Loan Derivs 
MSR 

Residential Prime 
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FHA/VA - Primary 
FHA/VA - Secondary 
Prime Hybrid - Primary 
Prime Hybrid - Secondary 
Agency Hybrid 
Prime Fixed 
Agency CMO - Primary 
Agency CMO - Secondary 

1,500,000 ABX 
(1,750,000) 

(125,000) 

25,200,000 Residential Credit 
Scratch and 
Subprime 
Alt-A 

Dent 4,500,000 ABX widening 
13,000,000 ABX widening 

14,700,000 ABX widening 
2nd Liens 
Subs (7,000,000) 
Residuals - Scratch & Dent 
Residuals - Subprime 
Residuals - Alt-A 
Residuals - 2nd Liens 

CRE Loan Trading 

Spreads Wider 

4,585,000 

non-agency spreads wider 

Fixed Large Loan 
Floater Large Loan 
Fixed Conduit 
Transitional Loans 
CRE CDO 

50,000 
4,450,000 

50,000 
35,000 

Hedges Wider; 50/50 CMJV 

ABS Loans & Finance 
Consumer 
Commercial 
Europe 
Warehouse 

SPG Trading 64,000,000 
CMBS Trading 
CRE CDO 

• (5,000,000) CMBS CDS 

ABS Trading 57,000,000 
Property Derivatives 
Correlation 12,000,000 

CDO/CLO 
ABS / MBS CDO 
GSI SP Credit 
US CLO 
EURO CLO 
CRE CDO 

(22,000,000) 
(22,000,000) 

Warehouse 

Retained Principal Positions 

Tax Related Securities 
Non-economic residuals 
Economic residuals 

Warehouse Lending 
Residential 
Commercial 
Asset Backed 

Syndicate 
ASS 
CMBS 
CDO 
RMBS 

other 

Confidential Treatment Requested by Goldman Sachs 
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Total Structured Products 

EUROPE 
Acquisition Finance 

Syndicate 
Trading 

71,410,000 

European CMBS 
Syndicate 
Trading 

1,225,000 

1,225,000 

Total Europe 1,225,000 

Total Advisory 

Total PFG JV 

Total Manager's Account / Other 

Goldman, Sachs & Co. 
180 Maiden Lane I New York, NY 10038 
Tel: 212-357-7385 
e-mail: ki-jun.bin@gs.com 

Ki-Jun Bin 
Finance Division 

Goldman 
Sachs 

This message may contain information that is confidential or proprietary. If you are 
not the intended recipient, please advise the sender immediately and delete this message 
and any attachments. Follow this link for further information on confidentiality and the 
risks inherent in electronic communication: http://www.gs.com/disclaimer/email/ 
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From: 
Sent: 
To: 
~ubject: 

Blankfein, Lloyd 
Thursday, July 26, 2007 6:48 PM 
Montag, Tom 
RE: 

If the shorts went up today, shouldn't the longs have dropped (unless they're already at 
zero ...... ) 

-----Original Message----­
From: Montag, Torn 
Sent: Thursday, July 26, 2007 6:39 PM 
To: Blankfein, Lloyd 
Subject: Re: 

We marked things down 100 yesterday. Could have done 15 or more today but don't know. 
Other than super senior not a lot left. We have great gamma in cor~elation book 

Original Message 
From: Blankfein, Lloyd (EO 85B30) 
To: Montag, Torn 
Sent: Thu Jul 26 18:32:29 2007 
Subject: RE: 

I assume we are properly marking down our longs? 

-----Original Message----­
From: Montag, Torn 
Sent: Thursday, July 26, 2007 6:20 PM 
To: Blankfein, Lloyd 
Subject: Re: 

Now 170 hopefully 

----- Original Message 
From: Blankfein, Lloyd (EO 85B30) 
To: Montag, Torn 
Sent: Thu Jul 26 18:12:10 2007 
Subject: RE: 

Is that right? 

-----Original Message----­
From: Montag, Torn 
Sent: Thursday, July 26, 2007 5:49 PM 
To: Blankfein, Lloyd; Cohn, Gary 
Subject: 

Mortgages goimg to show up 135 or so today it seems 

Permanent Subcommittee on Investigations 
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From: 
Sent: 
Cc: 

Montag, Tom 
Tuesday, July 31, 20076:37 PM 
Blankfein, Lloyd 

Another will day. Lcdx up early on no volume as people praying to have good month end 
marks. Then with cbass news and rumours of caxton market crapped out again in a hurry to 
close the day 

Still have loads of index shorts vs cash or single name risk in mtg and credit which will 
bite us sometime. Dealers keep pounding marks funds go to sell the bids aren't there and 
we start again. Leverage comong out 

Big bid on cbass loans no one better than lenders so jp dresdner end up owning the whole 
billion more than five points over our bid 

Returns and redemptions will be key. Did cover 500 million of short single A ABX still 
one million to go.. 11 has covered 3 billion of risk overast three weeks. Still 
showing 7 and others risk but not biting 

Still plenty of mortgage product with no discernible bid Lcdx ended up down 1.5 points 
after starting up 2.75-huge volume 

Tom 

_ = Redacted by the Permanent 
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From: 
Sent: 
To: 
Subject: 

Kraus, Peter 
Wednesday, September 26,2007 10:15 PM 
Blankfein, Lloyd 
Re: Fortune: How Goldman Sachs defies gravity 

I met with 10+ individual prospects and clients ( and 5 institutional clients) since 
earnings were announced. The institutions don't and I wouldn't expect them to, make any 
comments like ur good at making money for urself but not us. The individuals do sometimes, 
but while it requires the utmost humility from us in response I feel very strongly it 
binds clients even closer to the firm, because the alternative of take ur money to a firm 
who is an under performer and not the best, just isn't reasonable. Client's ultimately 
believe association with the best is good for them in the long run. 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----­
From: Blankfein, Lloyd (EO 85B30) 
To: Winkelried, Jon (EO 85B30); van Praag, Lucas (EO PBC09); Cohn, Gary (EO 85B30); 
Viniar, David; Rogers, John F.W. (EO 85B30); Forst, Edward (FIN PBC009); Kraus, Peter; 
Spilker, Marc 
Cc: Robinson, Samuel (EO CKC68); Miner, Heather (Kennedy); Raphael, Andrea (EO 85B07); 
Rachman, Andrea (EO 85B07); DuVally, Michael (EO 85B07); Canaday, Ed (EO 85B07); Williams, 
Christopher (EO 85B07); Horwitz, Russell (EO 85B30) 
Sent: Wed Sep 26 13:46:18 2007 
Subject: Re: Fortune: How Goldman Sachs defies gravity 

Also, the short position wasn't a bet. It was a hedge. Ie, the avoidance of a bet. Which 
is why for a part it subtracted from var, not added to var. 

----- Original Message ----­
From: Winkelried, Jon 
To: van Praag, Lucas; Blankfein, Lloyd; Cohn, Gary; Viniar, David; Rogers, John F.W.; 
Forst, Edward; Kraus, Peter; Spilker, Marc 
Cc: Robinson, Samuel; Miner, Heather; Raphael, Andrea; Rachman, Andrea; DuVally, Michael; 
Canaday, Ed; Williams·, Christopher (EO, 85B/07); Horwitz, Russell 
Sent: Wed Sep 26 13:41:02 2007 
Subject: RE: Fortune: How Goldman Sachs defies gravity 

Once again they completely miss the franchise strength and attribute it all to positions 
and bets 

From: van Praag, Lucas 
Sent: Wednesday, September 26, 2007 1:37 PM 
To: Blankfein, Lloyd; Winkelried, Jon; Cohn, Gary; Viniar, David; Rogers, John F.W.; 
Forst, Edward; Kraus., Peter; Spilker, Marc 
Cc: Robinson, Samuel; Miner, Heather; Raphael, Andrea; Rachman, Andrea; DuVally, 
Michael; Canaday, Ed; Williams, Christopher (EO, 85B/07); Horwitz, Russell 
Subject: Fortune: How Goldman Sachs defies gravity 

How Goldman Sachs defies gravity 
While the credit markets went sour, one investment bank made a huge, shrewd bet - and 
seems to have won big. Fortune's Peter Eavis explains the stunning strategy. 
By Peter Eavis <mailto:peavis@fortunemail.com> , Fortune writer September 20 2007: 5:46 PM 
EDT NEW YORK (Fortune) -- It is one of the most stunning bets Wall Street has seen in 
decades. 
As the credit markets fell apart over the summer, causing the prices of hundreds of 
billions of dollars of mortgage-backed bonds to plunge, Goldman Sachs 
<http://money.cnn.com/quote/quote.html?symb=GS&source=story_quote_link> (Charts 
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<http://money.cnn.com/quote/chart/chart.html?symb=GS&source=story charts link> , Fortune 
500 <http://money.cnn.com/magazines/fortune/fortune500/2007/snapshots/575.html? 
source=storY_f500_link> ) had already positioned itself so that it would profit massively 
from a decline in those securities. Thursday, Goldman reported earnings for its fiscal 
third quarter that were far above expectations. 
While several businesses were surprisingly strong in a difficult period, the chief 
contributor to the earnings blowout were trades that made money from price drops in 
mortgage-backed securities. Goldman indicated this in its press release when it said that 
"significant losses" on certain bonds were "more than offset by gains on short mortgage 
products." (In Wall Street parlance, being "short" a stock or bond means that you will 
make money if it goes down in price.) "Goldman Sachs showed an ability to not only protect 
itself from the problems in the market but also to capitalize on them," says Mike Mayo, 
banks analyst at Deutsche Bank (Mayo rates Goldman a buy.) When asked on a public 
conference call Thursday, Goldman's chief financial officer David Viniar declined to give 
a number for the amount of money Goldman made on its mortgage short in the third quarter. 
Lehman sits on the hedge </2007/09/18/magazines/fortune/eavis lehman.fortune/index.htm> 
Goldman doesn't provide enough numbers in its public financials to come up with an 
informed guess, but the firm's statement that the short trades "more than offset" bond 
losses that were "Significant" is a clear sign that it took time to deliberately set 
itself up for an expected crash in the market for mortgage-backed bonds. Indeed, Merrill 
Lynch analyst Guy Moszkowski said Goldman's trading results were $1.7 billion above his 
forecast in the third quarter, according to a research note released Thursday. (He rates 
Goldman a buy.) Amassing a large bearish position in mortgages would have required 
planning and direction from a senior level. On the conference call, Viniar said the bet 
was executed across the whole mortgage business, implying that it wasn't the work of one 
swashbuckling trader or trading desk. Of course, the prescience of the short sale would 
seem to confirm the view that Goldman is the nimblest, and perhaps smartest, brokerage on 
Wall Street. Morgan Stanley <http://money.cnn.com/quote/quote.html? 
symb=MS&source=story quote link> (Charts <http://money.cnn.com/quote/chart/chart.html? 
symb=MS&source=story-charts link> , Fortune 500 
<http://money.cnn.com/magazines/fortune/fortune500/2007/snapshots/905.html? 
source=story_f500_link> ), Goldman's biggest rival, wasn't as well hedged to bond losses, 
while Bear Stearns' <http://money.cnn.com/quote/quote.html? . 
symb=BSC&source=story quote link> (Charts <http://money.cnn.com/quote/chart/chart.html? 
symb=BSC&source=story-charts link> , Fortune 500 
<http://money.cnn.com7magazines/fortune/fortuneSOO/2007/snapshots/1341.html? 
source=story_f500_link> ) mortgage business suffered considerably in the quarter. 
True, from third quarter numbers, it appears that Lehman Brothers 
<http://money.cnn.com/quote/quote.html?symb=LEH&source=story quote link> (Charts 
<http://money.cnn.com/quote/chart/chart.html?symb=LEH&source~story-charts link> , Fortune 
500 <http://money.cnn.com/magazines/fortune/fortuneSOO/2007/snapshots/780~html? 
source=story fSOO link> ) also benefited from a short position in mortgages, but its bet 
wasn't big enough-to allow the bank to report earnings that grew from either the previous 
or year-ago quarters. Goldman's net third quarter profits of $2.8 billion were 
substantially higher than in both those two prior periods, a notable achievement during a 
very testing period. 
While the short sale allowed Goldman to show outstandingly strong earnings in the quarter, 
it may actually cause problems for the bank in other ways. First, investors in Goldman's 
two large poorly performing hedge funds will want to know why the savvy deployed in 
trading for Goldman's own account was not deployed in their funds. If a strategic decision 
to be short certain bonds was made high up, why didn't this end up helping the Global 
Alpha hedge fund and the Global Equity Opportunities fund, which were down 30% and 20%, 
respectively, in the third quarter alone? 
Subprime: Let the finger-pointing begin! 
<!galleries!2007!fortune!0709!gallery.subprime blame.fortune!!index.html> 
Goldman spokesman Lucas van Praag responds: "We're always disappointed when we don't meet 
our clients' expectations. We're working hard to adjust our strategies to reflect the 
lessons we learned in August." In addition, the large gains from the mortgage trade will 
also deepen investors' desires to get a better handle on how brokerages like Goldman make 
money. 
One of the figures that didn't seem to make sense in Goldman's earnings was a number that 
estimates the market risk on a broker's balance sheet. This indicator, called Value at 
Risk, or VaR, moved up only 5% in the third quarter from the second. If Goldman was 
placing big bets in volatile markets - like the short trade in mortgages - VaR might be 
expected to move up by more. 
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In other words, Goldman seems implausibly immune from the general rule in investing that 
higher returns almost always carry higher levels of risk. Van Praag responds that VaR 
didn't go up by much because Goldman reduced positions as volatility in the markets went 
up. 
Goldman does seem to have institutionalized a higher level of trading savvy - the third 
quarter numbers bear that out. The market recognizes that in awarding the broker a 
valuation that is higher than that of its peers. Quarter in, quarter out, Goldman posts a 
return on equity in excess of 30%, even though it's highly leveraged, like all brokers. 
The high leverage should translate into at least some rough quarters. That was the case 
for Goldman's ailing hedge funds in the third quarter. Why is it never the case for 
Goldman itself? \1 "TOP" « OLE Object: Picture (Metafile) » \1 "TOP" 

Goldman, Sachs & Co. 
85 Broad Street, 7th Floor 
New York, New York 10004 
Phone: 212-855-0568 
Fax: 212-902-3925 
anna.leath@gs.com 

Anna Leath 
Executive Office 

Confidential Treatment Requested by Goldman Sachs 

3 

Goldman 
Sachs 

GS MBS-E-009592728 



From: 
Sent: 
To: 
Subject: . 

Viniar, David 
Tuesday, October 30, 2007 6:27 PM 
Blankfein, Lloyd 
RE: 

Extremely well. You will be very pleased. When I scheduled the review with you for Monday 
I didn't realize you are in on Friday so I've changed the meeting to Friday at 10:30. 

-----Original Message-----
From: Blankfein, Lloyd (EO 85B30) 
Sent: Tuesday, October 30, 2007 7:26 PM 
To: Cohn, Gary (EO 85B30); Viniar, David 
Subject: 

How did the review of the mortgage and cdo books go? 
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Goldman Sachs IOn the Issues - To avoid crises, we need more transparency 

To avoid crises, we need more transparency 
Op-Ed, The Financial Times by Lloyd Blankfein, October 13, 2009 

Page 1 01 L 

One lesson from the crisis is the need for more effective systemic regulation. There has been a focus on who should 
exercise this responsibility. But the most critical question is what the systemic regulator should do, and what 
responsibilities will make it effective - not who, so much as how? 

Regulators need to be able to identify risk concentrations early and prevent them from growing so large as to threaten 
the system. If systemic problems arise, regulators need to take prompt action to limit their impact and protect the safety 
of the system. 

To do this, the systemic regulator must be able to see all the risks to which an institution is exposed and require that all 
exposures be clearly recognised. Consider off-balance sheet vehicles, such as Structured Investment Vehicles, which 
represented big sources of funding for many institutions. Many risk models ignored these activities, even though their 
sponsors had exposure to them. If existing and contingent liabilities, credit commitments and other exposures are not 
transparent, how can risk managers and regulators see all the risks an institution is exposed to? 

It is not enough even that all exposures be identified. An institution's assets must also be valued at their fair market value 
- the price at which willing buyers and sellers transact - not at the (frequently irrelevant) historic value. Some argue that 
fair value accounting exacerbated the credit crisis. I see it differently. If institutions had been required to recognise their 
exposures promptly and value them appropriately, they would have been likely to curtail the worst risks. Instead, 
positions were not monitored, so changes in value were often ignored until losses grew to a point when solvency 
became an issue. 

At Goldman Sachs, we calculate the fair value of our positions every day, because we would not know how to assess or 
manage risk if market prices were not reflected on our books. This approach provides an essential early warning system 
that is critical for risk managers and regulators. 

Regulators also need to ensure that prices are tested through an independent verification process. It would make sense 
to compare pricing information for similar pOSitions across firms. Where wide discrepancies exist, so, often, will 
problems 

The importance of fair value accounting to responsible systemic fisk management is hard to overstate. We also believe 
regulators should avoid implementing a more comprehensive fair value regime in the midst of a fragile market. But, we 
support the Financial Accounting Standard Board's efforts to begin that process. 

In extreme circumstances of systemic illiquidity, an institution is not required to use a distressed price - it is only required 
to use reasonable judgments and estimates to determine an asset's fair market value. We believe the broader aspiration, 
however, is a guiding one: markets, and ultimately investors, are better served with information that more closely reflects 
the judgment of the market rather than the historical price. 

More generally, we have to build a culture whereby firms are required to share concerns about systemic risks with 
regulators. I remember being told by my mentors we do not fire people for losses or mistakes that were honestly made. 
But if anyone conceals or fails to escalate a problem, they must be held accountable immediately. The same principle 
should inform regulatory oversight. 

Regulators could establish a multi-firm business practices committee to examine issues such as underwriting standards. 
If practices slip, regulators would be among the first to know. They should ask questions such as: "Where are policies 
being stretched and pressures building? Where are you seeing concentrations in risk, crowded trades or one-way bets?" 
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Understandably, there has been much discussion about the concept of "too big to fail". There is consensus that a clear 
resolution authority - the mechanism to oversee and execute an orderly liquidation of a failing firm - is necessary. But, 
when systemic problems surface, regulators need the tools to limit their impact and minimise the need for public capital. 

For instance, regulators need the authority of a fast trigger to force any big shortfalls in capital to be swiftly addressed by 
reducing risk, raising capital or both. The quality, not just quantity, of a bank's capital matters. Hybrid securities, like 
preferred equity, combine elements of debt and equity. They are a key part of a capital structure but, in a crisis, can feel 
more debt-like; they do not absorb losses, and failure to pay dividends may compound a crisis of confidence. 

Certainly, raising capital requirements will reduce systemic risk. But we should not overlook liquidity concerns. An 
institution can have a very low leverage ratio, but that tells you nothing about its liquidity. 

If a significant portion of an institution's assets are impaired and illiquid, and its funding is reliant on short-term borrowing, 
low leverage will not be much comfort. Problems within financial institutions nearly always become life-threatening as 
liquidity begins to dry up. That is why systemic regulators should layout standards that emphasise prudence and the 
need for longer-term maturities depending on the assets being funded. Institutions should also be required to carry a 
significant liquidity reserve at all times, insuring against extreme events. Because of the interconnected nature of 
finance, one institution's liquidity crisis can swiftly be transmitted around the system. In determining a robust level of 
liquidity, regulators should insist on recurring stress tests that include government-supplied (ie tougher) assumptions. 

The task of a systemic regulator will be superhuman without the transparency and tools to instil market discipline. The 
trouble with the old system is it is too easy for institutions to deny problems that allow systemic risks to fester and grow. 
This denial contributed significantly to the distrust that froze the system. 

© Copyrighi 2010 The Goldman Sachs Group, Inc. All Rights Reserved. 



30ldman Sachs lOw-People - Business Principles 

Our People 

Our clients' interests always come first. 
Our experience shows that if we serve our clients well, our own success will follow. 

Our assets are our people, capital and reputation. 
If any of these is ever diminished, the last is the most difficult to restore. We are dedicated to complying fully with the letter and spirit of 
the laws, rules and ethical principles that govern us. Our continued success depends upon unswerving adherence to this standard. 

Our goal is to provide superior returns to our shareholders. 
Profitability is critical to achieving superior returns, building our capital, and attracting and keeping our best people. Significant employee 
stock ownership aligns the interests of our employees and our shareholders. 

We take great pride in the professional quality of our work. 
We have an uncompromising determination to achieve excellence in everything we undertake. Though we may be involved in a wide 
variety and heavy volume of activity, we would, if it came to a choice, rather be best than biggest. 

We stress creativity and imagination in everything we do. 
While recognizing that the old way may still be the best way, we constantly strive to fmd a better solution to a client's problems. We pride 
ourselves on having pioneered many of the practices and techniques that have become standard in the industry. 

We make an unusual effort to identify and recruit the very best person for every job. 
Although our activities are measured in billions of dollars, we select our people one by one. In a service business, we know that without 
the best people, we carmot be the best firm. 

We offer our people the opportunity to move ahead more rapidly than is possible at most other places. 
Advancement depends on merit and we have yet to find the limits to the responsibility our best people are able to assume. For us to be 
successful, our men and women must reflect the diversity of the communities and cultures in which we operate. That means we must 
attract, retain and motivate people from many backgrounds and perspectives. Being diverse is not optional; it is what we must be. 

We stress teamwork in everything we do. 
While individual creativity is always encouraged, we have found that team effort often produces the best results. We have no room for 
those who put their personal interests ahead of the interests of the frrm and its clients. 

The dedication of our people to the firm and the intense effort they give their jobs are greater than one finds in most other organizations. 
We think that this is an important part of our success. 

We consider our size an asset that we try hard to preserve. 
We want to be big enough to undertake the largest project that any of our clients could contemplate, yet small enough to maintain the 
loyalty, intimacy and the esprit de corps that we all treasure and that contribute greatly to our success. 

We constantly strive to anticipate the rapidly changing needs of our clients and to develop new services to meet those needs. 
We know that the world of finance will not stand still and that complacency can lead to extinction. 

We regularly receive confidential information as part of our normal client relationships. 
To breach a confidence or to use confidential information improperly or carelessly would be unthinkable. 

Our business is highly competitive, and we aggressively seek to expand our client relationships. 
However, we must always be fair competitors and must never denigrate other firms. 

Integrity and honesty are at the heart of our business. 
We expect our people to maintain high ethical standards in everything they do, both in their work for the firm and in their personal lives. 

© Copyright 2010 The Goldman Sachs Group, Inc. All Rights Reserved. 
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Amended and restated as of May 2009 

CODE OF BUSINESS CONDUCT AND ETHICS 

Introduction 

This Code of Business Conduct and Ethics (the "Code") embodies the 
commitment of The Goldman Sachs Group, Inc. and its subsidiaries to conduct our 
business in accordance with all applicable laws, rules and regulations and the highest 
ethical standards. All employees and members of our Board of Directors are expected to 
adhere to those principles and procedures set forth in this Code that apply to them. We 
also expect the consultants we retain generally to abide by this Code. (For purposes of 
Section 406 of the Sarbanes-Oxley Act of 2002 and the rules promulgated thereunder, 
Section I of this Code shall be our code of ethics for Senior Financial Officers (as defined 
below).) 

The Code should be read in conjunction with Our Business Principles, which 
provide in part that, "Integrity and honesty are at the heart of our business. We expect 
our people to maintain high ethical standards in everything they do, both in their work for 
the firm and in their personal lives." Our Business Principles are attached to this Code. 
Each employee, consultant and director should also read and be familiar with the portions 
of the Compendium of Firmwide Compliance Policies (the "Compendium") applicable to 
such employee, consultant or director, which Compendium is not part of this Code. 

SECTION I 

A. Compliance and Reporting 

Employees and directors should strive to identify and raise potential issues before 
they lead to problems, and should ask about the application of this Code whenever in 
doubt. Any employee or director who becomes aware of any existing or potential 
violation of this Code should promptly notify, in the case of employees, an appropriate 
contact listed in the Directory of Contacts included in the Compendium and, in the case 
of directors and the Chief Executive Officer, the Chief Financial Officer and the Principal 
Accounting Officer (the "Senior Financial Officers"), one of the firm's General Counsel 
(we refer to such contacts as "Appropriate Ethics Contacts"). The firm will take such 
disciplinary or preventive action as it deems appropriate to address any existing or 
potential violation of this Code brought to its attention. 

Any questions relating to how these policies should be interpreted or applied 
should be addressed to an Appropriate Ethics Contact. 

B. Personal Conflicts of Interest 

A "personal conflict of interest" occurs when an individual's private interest 
improperly interferes with the interests of the firm. Personal conflicts of interest are 
prohibited as a matter of firm policy, unless they have been approved by the firm. In 
particular, an employee or director must never use or attempt to use his or her position at 
the firm to obtain any improper personal benefit for himself or herself, for his or her 
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family members, or for any other person, including loans or guarantees of obligations, 
from any person or entity. 

Service to the firm should never be subordinated to personal gain and advantage. 
Conflicts of interest should, to the extent possible, be avoided. 

Any employee or director who is aware of a material transaction or relationship 
that could reasonably be expected to give rise to a conflict of interest or perceived 
conflict of interest should discuss the matter promptly with an Appropriate Ethics 
Contact. 

C. Public Disclosure 

It is the firm's policy that the information in its public communications, including 
SEC filings, be full, fair, accurate, timely and understandable. All employees and 
directors who are involved in the company's disclosure process, including the Senior 
Financial Officers, are responsible for acting in furtherance of this policy. In particular, 
these individuals are required to maintain familiarity with the disclosure requirements 
applicable to the firm and are prohibited from knowingly misrepresenting, omitting, or 
causing others to misrepresent or omit, material facts about the finn to others, whether 
within or outside the firm, including the firm's independent auditors. In addition, any 
employee or director who has a supervisory role in the firm's disclosure process has an 
obligation to discharge his or her responsibilities diligently. 

D. Compliance with Laws, Rules and Regulations 

It is the firm's policy to comply with all applicable laws, rules and regulations. It 
is the personal responsibility of each employee and director to adhere to the standards and 
restrictions imposed by those . laws, rules and regulations. The Compendium provides 
guidance as to certain of the laws, rules and regulations that apply to the firm's activities. 

Generally, it is both illegal and against firm policy for any employee or director 
who is aware of material nonpublic information relating to the firm, any of the firm's 
clients or any other private or governmental issuer of securities to buy or sell any 
securities of those issuers, or recommend that another person buy, sell or hold the 
securities of those issuers. 

More detailed rules governing the trading of securities by the firm's employees 
and directors are set forth in the Compendium. Any employee or director who is 
uncertain about the legal rules involving his or her purchase or sale of any firm securities 
or any securities in issuers that he or she is familiar with by virtue of his or her work for 
the firm should consult with an Appropriate Ethics Contact before making any such 
purchase or sale. 



SECTION II 

A. Corporate Opportunities 

Employees and directors owe a duty to the firm to advance the firm's legitimate 
business interests when the opportunity to do so arises. Employees and directors are 
prohibited from taking for themselves (or directing to a third party) a business 
opportunity that is discovered through the use of corporate property, information or 
position, unless the firm has already been offered the opportunity and turned it down. 
More generally, employees and directors are prohibited from using corporate property, 
information or position for personal gain or competing with the firm. 

Sometimes the line between personal and firm benefits is difficult to draw, and 
sometimes both personal and firm benefits may be derived from certain activities. The 
only prudent course of conduct for our employees and directors is to make sure that any 
use of firm property or services that is not solely for the benefit of the firm is approved 
beforehand through the Appropriate Ethics Contact. 

B. Confidentiality 

In carrying out the firm's business, employees and directors often learn 
confidential or proprietary information about the firm, its clients/customers, prospective 
clients/customers or other third parties. Employees and directors must maintain the 
confidentiality of all information so entrusted to them, except when disclosure is 
authorized or legally mandated. Confidential or proprietary information includes, among 
other things, any non-public information concerning the firm, including its businesses, 
financial performance, results or prospects, and any non-public information provided by a 
third party with the expectation that the information will be kept confidential and used 
solely for the business purpose for which it was conveyed. Employees and directors 
should refer to the policies set forth in the Compendium under "The Use and Misuse of 
Information - Policies and Procedures Regarding Confidential or Proprietary 
Information, The Chinese Wall" and "Additional Policies Regarding the Protection of 
Information - Intellectual Property Belonging to Goldman Sachs" for more detailed 
guidance on this topic. 

C. Fair Dealing 

We have a history of succeeding through honest business competition. We do not 
seek competitive advantages through illegal or unethical business practices. Each 
employee and director should endeavor to deal fairly with the firm's clients, service 
providers, suppliers, competitors and employees. No employee or director should take 
unfair advantage of anyone through manipulation, concealment, abuse of privileged 
information, misrepresentation of material facts, or any unfair dealing practice. 

D. Equal Employment Opportunity and Harassment 

Our focus in personnel decisions is on merit and contribution to the firm's 
success. Concern for the personal dignity and individual worth of every person is an 



indispensable element in the standard of conduct that we have set for ourselves. The firm 
affords equal employment opportunity to all qualified persons without regard to any 
impermissible criterion or circumstance. This means equal opportunity in regard to each 
individual's terms and conditions of employment and in regard to any other matter that 
affects in any way the working environment of the employee. We do not tolerate or 
condone any type of discrimination prohibited by law, including harassment. 

E. Protection and Proper Use of Firm Assets 

All employees should protect the firm's assets and ensure their efficient use. All 
firm assets should be used for legitimate business purposes only. 

SECTION III 

Waivers of This Code 

From time to time, the firm may waive certain provisions of this Code. Any 
employee or director who believes that a waiver may be called for should discuss the 
matter with an Appropriate Ethics Contact. Waivers for executive officers (including 
Senior Financial Officers) or directors of the firm may be made only by the Board of 
Directors or a committee of the Board. 

Any employee or director who is aware of a material transaction or relationship that 
could reasonably be expected to give rise to a conflict of interest should discuss the 
matter promptly with an Appropriate Ethics Contact. 



From: 
Sent: 
To: 
Cc: 

Subject: 

NOT TO BE FORWARDED 

Tourre, Fabrice 
Friday, June 09, 2006 8:47 PM 
Tourre, Fabrice; Iyengar, Vijay 
Verrochi, Matthew P.; Churchill, Caroline S; Duthie, Brett; Williams, Geoffrey; Gerst, David; 
Egol, Jonathan; Swenson, Michael; Birnbaum, Josh 
Re: eproposal 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Just to emphasize again the potential pros and cons of shorting the subprime RMBS market 
in the proposed "ABACUS" format vs. using already existing ABS COO bonds: 

- ABACUS enables to create a levered short in significant size vs. shorting several ABS 
CDO CUSIPs in smaller size 

- ABACUS execution will take more time to execute and will be less liquid than the single 
name ABS CDOshort strategy 

- ABACUS is a static short vs. potentially shorting ABS COOs that are actively managed by 
collateral managers for the benefit of the noteholders 

If Derek is also close to .. ' he might be shown a similar (but inferior) proposal from~, 
which would look like the following: 

- Derek buys protection in single name CDS format from" on a portfolio of 100 ref obs. 

- It creates a COO SPV that sells single name CDS protection on the 100 selected ref obs 
to .. and that issues supersenior, investment grade rated notes and equity (full cap 
structure transaction) 

- the investment grade rated notes are sold in the COO market and Derek buys back the 
supersenior and equity, therefore achieving the desired result of being short mezz 
tranches off that mezz RMBS portfolio. 

This structure is inferior to our structure for the following reasons: 

- ABACUS is balancesheet-efficient for Derek. If Derek uses the" structure, Derek would 
have to buy back 100pct of the equity and therefore consolidate the transaction 

- ABACUS is long individual single-tranche call ~tions (i.e. each tranche is callable 
separately), vs. the transaction format used by" for which you can either call the 
entire transaction or nothing. 

- the cost of protection to Derek is simply equal to the tranche spread on the notes 
issued. If those notes write-down, Derek is no longer paying premium on the written down 
amount. In the" structure, the waterfall is such that even if portfolio losses increase 
beyond the investment grade note subordination level, Derek might still be paying full 
premium on his short. 

- ABACUS is flexible: we can issue as many notes as there is demand for the product. If 
there is more demand for AAs than for AAAs, we can over-issue that specific tranche if it 
is perceived to be a good short. 

- Distribution/Flexibility: we will distribute ABACUS bonds globally in multiple 
currencies, and we can trade using tranche CDS or credit-linked note issuance. We maximize 
distribution flexibility and efficiency. 

As you can see there are many reasons why he should prefer this route. Let's discuss live 
Monday 
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Fabrice 

------Original Message-----­
From: Tourre, Fabrice 
To: Iyengar, Vijay 
Cc: Verrochi, Matthew P. 
Cc: Churchill, Caroline S 
Cc: Duthie, Brett 
Cc: Geoffrey Williams 
Cc: Gerst, David 
Cc: Egol, Jonathan 
Cc: Swenson, Michael 
Cc: Birnbaum, Josh 
Sent: Jun~ 2006 4:16 PM 
Subject: ... proposal 

Vijay, 

Following our discussion earlier today, please see attached an updated draft proposal to 
be sent to .... prop. I will be available all next week if you want to set up a conference 
call to walk Derek through this transaction proposal. 

Fabrice 

«~ Hedge Proposal 20060608.pdf» 

Sent from my BlackBerry Wireless Handheld 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Williams, Geoffrey 
Friday, September 22,20065:16 PM 
gs-mcc-members 
ficc-mtgcorr -desk 
MCC Posting -- ABACUS 2006-14 

_ = Redacted by the perm~en~ 
subcommittee on Invest! atiOns 

Attachments: ABACUS 2006-11 Capital Commitee Memo 20060726v2.doc 

As you know, we recently priced and closed ABACUS 06-11, with a majority of the bonds going to Aladdin for use in 
Altius III and Fortius II. Aladdin has requested that we create an additional bespoke transaction for Altius 111/ Fortius II 
with identical terms / features 1 portfolio mix but different reference obligations. Altius III will close next Thursday so we 
need price this additional bespoke before then. Like ABACUS 06-11 we expect to hedge by crossing the tranched shorts 
into I so we do not expect to retain any correlation risk. 

ABACUS 2006-14 Details: 
• $838.5mm reference portfolio broken down among Aaa conduit CMBS (30.8%) and Baa2lBaa3 RMBS (69.2%) 
• The transaction is being sponsored by Aladdin Capital Management ("Aladdin") with whom we expect to place 

$70mm Aa1 through Baa1 bonds for use in Altius III (which is closing this Thursday) and Fortius II (which is currently 
being ramped). 

• Terms of this transaction are expected to be very similar to ABACUS 11 which recently closed and was also 
sponsored by Aladdin (there will also be a 30 month ABX reinvestment period during which GS can reinvest 
amortizations into the on the on-the-run ABX subject to investor veto rights). 

• We expect to hedge ABACUS 2006-14 by writing protection in tranched format to the Chicago-based hedge fund 
, . ; these protection sales are will reference the same tranches that we are placing with Aladdin so we do not 
expect to retain any correlation risk. 

For your reference, attached is the ABACUS 2006-11 MCC Memo; MCC originally approved ABACUS 2006-11 on 
7/31/2006. 

ABACUS 2006,11 
Capital Commite ... 

Please let us know if you have any questions or require additional information. 

GOid'mM:'s;ich~'&'Co:'''''''''''''''''''''''''''''''''''''''''''' ................... .. 
85 Broad Street 1 New York, NY 10004 
Tel: (212) 357,08181 Fax: (212) 493,9565 
e--mail: geoffrey.williams@gs.com 

Geoff Williams 
Structured Products Trading 

This material has been prepared specifically for you by the Fixed Income Trading Department and is not the product of Fixed Income Research. Weare not 
soliciting any action based upon this material. Opinions expressed are our present opinions only. The material is based upon information which we consider 
reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. Certain transactions, including those involving 
futures, options and high yield securities, give rise to substantial risk and are not suitable for all investors. We, or persons involved in the preparation or 
issuance of this material, may from time to time, have long or short positions in, and buy or sell, the securities, futures, options or other instruments and 
investments identical with or related to those mentioned herein. Goldman Sachs does not provide accounting, tax or legal advice; such matters should be 
discussed with your advisors and or counsel. In addition, we mutually agree that, subject to applicable law, you may disclose any and all aspects of this 
material that are necessary to support any U.S. federal income tax benefits, without Goldman Sachs imposing any limitation of any kind. This material has 
been issued by Goldman, Sachs & Co. and has been approved by Goldman Sachs International, which is regulated by The Financial Services Authority, in 
connection with its distribution in the United Kingdom and by Goldman Sachs Canada in connection with its distribution in Canada Further information on any 
of the securities, futures or options mentioned in this material may be obtained upon request and for this purpose' persons in Italy should contact Goldman 
Sachs S.I.M. S.p.A. in Milan, or at its London branch office at 133 Fleet Street. 
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July 31, 2006 

MEMORANDUM 

ABACUS 11 Structured Product Synthetic COO 

I. Introduction 

Goldman 
Sachs 

The Structured Product Correlation Desk is currently structuring a synthetic structured product COO, 
ABACUS 11 ("ABACUS 11"). ABACUS 11 will initially reference a $750 million notional portfolio consisting 
of 66.7% triple-B subprime RMBS, 6.7% triple-B commercial real estate ("CRE") COOs and 26.7% triple-A 
conduit CMBS. 

The sponsor investor for ABACUS 11 is Aladdin Capital Management ("Aladdin"), a large structured 
products investor and repeat manager of both CLOs and Structured Product COOs. (Aladdin is described 
in more detail under "Sponsor Investor" below.) We expect to place $68.75 million of credit-linked notes 
from ABACUS 11 with Aladdin for inclusion in their high-grade Altius III and mezzanine-grade Fortius II 
COO transactions, both of which are currently being arranged by Goldman. Aladdin has participated in 3 
prior ABACUS transactions during 2005 and 2006. 

We expect to place up to $137.5 million of "Aaa", "Aa1", "Aa3", "Baa1" and "Baa3" rated credit-linked 
notes ofthe ABACUS 11 transaction with other investors through Global Structured Products Syndicate. 

Similar to several prior ABACUS transactions, Goldman will be permitted to make certain discretionary 
reinvestments with respect to the reference portfolio, subject to rules prescribed in the governing 
documents. Under the terms agreed to by Aladdin, Goldman may, for a period of 30 months after the 
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closing date, reinvest notional paydowns of RMBS reference obligations (and no other type of reference 
obligation) in new reference obligations which are included in the then-current ABX.HE index (such 
reinvestment, the "ABX Reinvestment"). Furthermore, investors in ABACUS 11 will have a measure of 
control (via a veto process described herein) to partially constrain Goldman's discretion with respect to 
ABX Reinvestment. The ABX Reinvestment feature of ABACUS 11 is described in more detail herein. 
Note that in ABACUS 11, only reinvestments of amortized notional principal will be permitted, not 
discretionary reference obligation substitutions As with the prior ABACUS transactions in which Goldman 
has a measure of discretion over the reference portfOliO, any such reference portfolio changes will be 
reviewed and approved by Jon Sobel, Dan Sparks, Armen Avanessians and Bill McMahon. Goldman 
Legal has reviewed and is comfortable with this procedure for approving discretionary changes in 
ABACUS reference portfolios. 

We are pursuing this transaction for the following reasons: 

• The proposed transaction provides Goldman with an effiCient, effective and attractive mechanism to 
buy protection on triple-B subprime RMBS, CMBS conduit and CRE COO credit risks. 

• Trading of single-name credit default swaps ("CDS") on structured product securities (particularly 
CMBS and subprime RMBS, and, to a lesser extent, CRE COOs) has become active over the past 
year and a half, with Goldman taking a market-leading position. Structured product synthetiC COOs 
like ABACUS have become an important source of liquidity for single-name structured product CDS 
(and vice versa). 

• The desk intends to hedge the spread risk related to ABACUS 11 by writing single name CDS 
protection to the single name ABS and CMBS trading desks. This transaction will therefore provide 
each single name trading desk with a strong axe to write protection either (a) in single name CDS 
format or (b) using the ABX.HE.BBB indices. 

• As described below in more detail, we project that the transaction, when fully placed, will generate a 
day-1 NPV of approximately $8 million, of which approximately $2.5 million will be initially classified 
as EITF 02-3 and approximately $5.5 million as various valuation adjustments. The profitability 
estimate above does not attribute any value to the firm from the reinvestment option that the 
correlation desk is long, the ability to hedge a portion of the ABACUS 11 portfolio related to the 
ABX.HE.BBB.06-1 index (which trades at a positive basis versus single-name CDS) or trading 

. opportunities created by this short position for the single-name trading desk. 

We expect to price the transaction in early August and to close in early September. 

Given the franchise value and innovative nature of this transaction, as well as the potential to benefit the 
overall structured products business, we request the Committee's approval to execute the proposed 
synthetic COO. 

II. Transaction Overview 

As with the prior ABACUS transactions, a Cayman Islands limited liability company (the "Issuer") will be 
established and will issue on the closing date $68.75 million of credit-linked notes which will be purchased 
by Aladdin. The Issuer will enter into a CDS with Goldman to write protection on the mezzanine layers of 
risk of the reference portfOlio. Under the CDS, the Issuer will write protection to Goldman covering 
cumulative losses between 3.875% and 19.000% of the notional principal amount of the reference 
portfolio in part (notes sold to Aladdin do not comprise the total issuable size of each tranche). In addition, 
as described herein, we intend to buy protection from other investors on the remaining portions of the 
2.5% to 30.0% layer of risk of the ABACUS 11 reference portfolio not covered by the Aladdin's note 
purchases. The Issuer's obligations to Goldman under the CDS will be collateralized by triple-A securities 
selected by the desk and approved by Credit. In retum for this credit protection, Goldman will pay a stated 
premium equal to the periodic administrative expenses of the Issuer and the spread over UBOR on the 
outstanding classes of notes. The structure is described in more detail in the Appendix. 

We intend to separately purchase credit default swap protection from a suitable counterparty approved by 
Credit on the super senior 30.0% to 100.0% risk layer and on the first loss 0.00% to 2.50% risk layer. 
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The expected issuance is summarized below: 

Approximate 
Expected 

Initial Initial Annual Cost 
Notional Issued Expected on Initial 
Amount Amount Ratings Expected Amount 

Tranche {$MMl (SMMl Loss Ex~osure (Moody's/S&P) S~read Issued 
Super Senior 525.000 NA 30.000% -100.000% Not Issued 0.18% N/A 
Amount(S) 
Class A-1 82.500 19.000% - 30.000% Aaa/AAA 0.50% N/A 

Class A-2 49.688 20.000 12.375% -19.000% Aa1/AAA 0.60% $120k 

Class B 29.063 19.063 8.500% -12.375% Aa3/AA+ 0.78% $149k 

Class C 19.688 19.688 5.875% - 8.500% A2/A- 1.80% $354k 

Class D 15.000 10.000 3.875% - 5.875% Baa1/BBB 3.30% $330k 

Class E 10.313 2.500% - 3.875% Baa3IBBB- 5.00% N/A 

First Loss 18.750 NA Amount(a) 0.000% - 2.500% Not Issued 18.00% N/A 

Total 750.000 68.750 S953~b) 

(a) Subsequent to closing of ABACUS 11, we expect to issue the Class A-1 and Class E Notes and the remaining amount of the Class 
A-2, Class B, Class C and Class 0 Notes (potentially in COS format). We do not expect to buy protection on the super senior or 
first loss layers of risk immediately, but will seek to purchase such protection from one or more credit-approved counterparties. 

(b) Protection cost includes $100,000 of annual ongoing expenses, which are offset by approximately $100,000 of expected annual 
income on collateral securities which is payable to Goldman under the basis swap. 

Aladdin intends to purchase the Class A-2, Class B, Class C and Class D Notes in sizes detailed in the 
"Initial Amount Issued" column. In aggregate, Aladdin will purchase $68.75 million of credit-linked notes 
issued by ABACUS 11, referencing the 3.875% to 19.000% credit risk layers of the ABACUS 11 reference 
portfolio in part. Goldman's cost of protection on the 3.875-19.000% loss layer of the reference portfolio 
purchased by Aladdin will be approximately $953 thousand per annum, or 13 bps running on the 
reference portfolio notional amount. 

The remaining Class A-1, Class A-2, Class B, Class D and Class E Notes not issued initially will be 
authorized for issuance on or after the closing date. We expect to market these notes to a select group of 
suitable investors (primarily portfolio managers of structured product CDOs). Assuming the remaining 
notes are subsequently issued at the "Expected Spread" levels detailed in the table above, Goldman's 
cost of protection on the 2.50-30.00% loss layer of the reference portfolio will be approximately $2.35 
million per annum, or 31 bps running on the reference portfolio notional amount. The average mid-market 
CDS spread for the reference portfolio is currently approximately equal to 131 bps. 

Any subsequent issuance of notes will be subject to rating confirmation by each rating agency rating such 
notes at the time of such issuance. In the event of such subsequent issuance, additional triple-A collateral 
securities will be selected by Goldman and procured by the Issuer to collateralize Goldman's protection. 

Subsequent to the issuance of ABACUS 11, we expect to negotiate (A) a private super senior CDS trade 
and (B) a private first loss CDS trade, both referencing the same portfolio and the same credit events as 
the notes, but covering losses from 30% to 100% (for the super senior CDS trade) and 0.00% to 2.50% 
(for the first loss CDS trade) of the reference portfoliO. The super senior CDS trade might be structured 
using either (i) a levered super senior note issuance structure similar to the ABACUS 2005-7 transaction 
(which enables the desk to broaden the super senior counterparties from which we can purchase 
protection on this type of credit risk) or (iO a more typical unlevered super senior credit default swap 
executed with a counterparty approved by Credit. The first loss CDS trade is expected to be executed 
with hedge funds that will try to either (a) take outright levered exposure to a diversified portfolio of single­
A structured product securities or (b) take a long correlation view on a portfolio of single-A structured 
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product securities by writing protection on the first loss tranche and exchanging deltas on the reference 
obligations. The consequence of these trades would be the release of any EITF 02-3 reserves held in 
connection with the ABACUS 11 transaction. 

The ABACUS 11 transaction will have a legal maturity of 39 years. However, the expected average life of 
the notes will be roughly 8-9 years. Goldman shall have the option to terminate the CDS and cause the 
notes to be redeemed at par on any payment date occurring on or after 3 years following the closing date. 
We would expect to exercise our termination option if spreads (either on the reference obligations or on 
the issued notes themselves) were to tighten significantly from current levels. 

As summarized above, executing the various tranches of the ABACUS 11 transaction at the spreads 
listed in the table on the preceding page would result in gross day-1 NPV of approximately $8mm and 
EITF 02-3 of approximately $2.5mm. We would expect to release such EITF 02-3 into P&L upon 
substantial completion of the capital structure, in accordance with our approved valuation adjustment 
policy. As a crude measure of execution risk, buying protection on the super senior tranche 1 bp wide of 
our current assumption would reduce our projected profitability by approximately $160,000. Likewise, 
buying protection on the first loss tranche 100 bps wide of our current assumption would reduce our 
projected profitability by approximately $480,000. 

As described in more detail under "Model and Booking Policy" below, the current positive basis of the 
ABX.HE.BBB.06-1 index versus single-name CDS levels is projected to generate additional P&L of 
approximately $1 mm over the expected life of the ABACUS 11 transaction .. 

The profitability estimate mentioned above does not incorporate any value to the firm from the ABX 
Reinvestment option or trading and/or hedging opportunities created by this short position for the single­
name or origination desks. 

III. Reference Portfolio 

The initial reference portfolio was selected and mutually agreed upon by Aladdin and the desk. The initial 
reference portfolio consists of: 

• 50 "Baa2" and "Baa3" equally-sized subprime RMBS reference obligations, representing 66.7% of the 
initial reference portfolio (and includes 100% of the ABX.HE.BBB.06-1 index) 

• 4 "Baa2" equally-sized CRE COO reference obligations, representing 6.7% of the initial reference 
portfolio 

• 25 "Aaa" equally-sized CMBS conduit reference obligations, representing 26.7% of the initial 
reference portfolio 

Under the ABX Reinvestment terms of the transaction, Goldman will have reinvestment rights with 
respect to any amortizations of RMBS reference obligations in th.e reference portfolio during the first 30 
months subsequent to closing. Such reinvestments will be at Goldman's discretion as protection buyer, 
but will be consistent with the rating agency concentration and other constraints. Any discretionary 
reinvestments will be subject to prior review and approval by Jon Sobel, Dan Sparks, Armen Avanessians 
and Bill McMahon. Goldman Legal has reviewed and is comfortable with this procedure for approving 
discretionary changes in ABACUS reference portfolios. 

Furthermore, the ABACUS 11 disclosure will clearly state that Goldman will act as a protection buyer, not 
as a fiduciary to noteholders, and will not consider the interests of the noteholders in exercising such 
reinvestments. Goldman will not be paid any collateral management fees or other similar fees. Tim 
Saunders in Goldman Legal, deal counsel (McKee Nelson) and Sullivan & Cromwell have reviewed and 
approved the disclosure used in these ABACUS transactions, and are comfortable that, as a legal matter, 
Goldman would not be a portfoliO advisor or manager for holders of the ABACUS notes. 

The ABX Reinvestment procedure will be as follows: 

• Following each roll of the ABX.HE index, Goldman may elect to make a reinvestment (in the amount of 
notional paydowns not previously reinvested) by initiating a voting process among noteholders through 
the trustee; 

• Under this voting process, each noteholder can elect to exclude up to 20% of the reference entities 
included in the corresponding roll of ABX.HE; 
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• Cumulative votes by all noteholders will determine the 20% of the reference entities related to the 
corresponding roll of ABX.HE that will be deemed "Vetoed Reference Entities"; reference obligations 
issued by each ''Vetoed Reference Entity" will be excluded from any reinvestment; 

• Following the voting process, Goldman will have 50 business days to make the reinvestment; after the 
50 business days, no reinvestment may be made into that specific roll of the ABX.HE index. 

The ABX Reinvestment option will likely extend the duration of the ABACUS 11 transaction compared to 
a statiC portfOlio. Given that the obligations included in the ABX index are selected according to a publicly 
disseminated algorithm, Aladdin was comfortable that this mechanism functions in a manner that provides 
a measure of protection for investors against adverse selection by Goldman as protection buyer. 

IV. Sponsor Investor 

This is the second ABACUS transaction sponsored by Aladdin (and the fourth ABACUS transaction in 
which Aladdin will participate). Aladdin is a diversified asset management company, which was founded 
in 1999 as a non-traditional fixed income based money manager. As of November 2005, Aladdin 
managed $8.1 billion in assets. Aladdin is staffed with 47 investment profeSSionals, including researchers 
and operations personnel. Goldman has been the structuring and placement agent on two prior structured 
product cashflow COO transactions managed by Aladdin (Altius I and Fortius I) and is currently the 
structuring and placement agent for Altius III and Fortius II, Aladdin's upcoming high grade and 
mezzanine transactions respectively. It is expected that Aladdin will include the ABACUS 11 notes it 
intends to purchase in the upcoming Altius III and Fortius II transactions. Our understanding is that 
Aladdin's investment in this ABACUS transaction is motivated by the following main considerations: 

• Through this highly negotiated trade, Aladdin is able to customize the reference portfolio, the layers of 
risks it will be exposed to, and other key aspects of the structure; 

• Aladdin is able to invest in synthetic COO products pricing at spreads wider than what is currently 
available in the cash COO market; and 

• Aladdin avoids the risk of being allocated through the usual dealer syndication process, and can rely 
on an efficient and fast execution. 

V. Accounting Treatment 

With respect to Goldman's accounting treatment, ABACUS 11 has been reviewed and approved by Mary 
Marr in Accounting Policy, and the transaction contains the same structural provisions which were 
approved by Accounting Policy for the prior ABACUS transactions. In particular, given that the junior-most 
class of notes in each transaction is exposed to the substantial majority of expected losses in the 
structure and the expectation that Goldman will not purchase any of the junior-most class of notes, 
Accounting Policy is comfortable that Goldman would not be required to consolidate the transaction. 
Similar to the prior ABACUS transactions, ABACUS 11 uses the so-called Beneficial Interest Exchange 
("BIEn) Option structure approved by Accounting Policy which permits Goldman to sell the initial triple-A 
collateral to the Issuer at fair market value without requiring Goldman to consolidate the transaction. The 
BIE Option allows noteholders to substitute the triple-A collateral securities held by the Issuer with other 
eligible securities of their choosing, subject to approval of Goldman (such approval not to be 
unreasonably withheld). 

Both Tim Saunders in Legal and Mary Marr in Accounting Policy have reviewed and approved this aspect 
of the transaction with respect to legal, regulatory and accounting considerations. 

P&L recognition and valuation adjustments for ABACUS transactions will follow the valuation adjustment 
policy as approved by Brian Lee and Rob Leventhal in Controllers. 

The CDS transaction will be marked to market, and P&L will be recognized reflecting observable spread 
movements on the reference obligations. For example, a general widening of spreads, holding implied 
correlation constant, would result in the recognition of a gain on the transaction, and conversely a general 
tightening of spreads would result in the recognition of a loss. Spreads on the reference obligations will be 
marked to market by the secondary traders responsible for cash and synthetiC trading of such securities, 
and will be subject to price verification by Controllers. 

5 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-01 0069340 



VI. Model and Booking Policy 

There is not yet an industry standard model for ABACUS type transactions. FICC Strategies have 
developed and Derivatives Analysis has approved a pricing model and tradable infrastructure specifically 
for the ABACUS CDS transactions which are in compliance with Firm policy. The model reflects the 
economic and legal structure of the reference obligations, the specialized credit events and settlement 
mechanisms applicable to the ABACUS CDS transactions, and a correlation framework for the structured 
product portfolios referenced in the ABACUS CDS transactions. This ABACUS CDS model is fully 
consistent with the priCing model and infrastructure which has already been put in place for single-name 
credit default swaps on structured products. No model waiver will be required for this transaction. 

The ABX index generally trades at a basis to the blended single-name CDS spreads (currently the 
index/single-name basis is significantly positive for the ABX BBB and BBB- sub-indices for both the 06-1 
and 06-2 series). The ABACUS model handles this by computing NPVs and risk for pure ABX index 
tranche trades incorporating the basis O.e., assuming that such index tranche trades will be hedged using 
the index) and using the single-name CDS levels for "bespoke" portfoliOS which include some or all of the 
ABX names in a broader diversified portfolio. As noted above, the projected NPVs for ABACUS 11 noted 
in this memo are based upon the single-name CDS levels and give no benefit to the wider spreads 
available by hedging with the ABX index directly. In exchange for taking index/single-name basis risk (Le., 
expressing a trading view that the index will tighten relative to the single-names over time), the desk can 
eam additional positive carry not reflected in the NPV projections contained herein. We estimate that the 
NPV of this additional carry is currently worth about $1 million for the ABACUS 11 transaction. 

As with the prior ABACUS transactions, the issuance of notes will require the relevant Goldman affiliates 
to enter into a new basis swap and a new collateral security put. These aspects of the ABACUS structure 
are described in more detail in the Appendix. ABACUS 11 will be the ninth transaction where the basis 
swap and the put will be booked both in the front-office systems and in the back-office systems at the time 
of execution. 

VII. Strengths !Issues to Consider 

Strengths 

• Franchise Business: Customers are focusing on structured product synthetics as a leveraged way 
to access tight collateral markets and achieve their investment objectives. Our ability to structure and 
execute a complicated transaction to meet these needs and which also fits our trading and hedging 
objectives is a significant business opportunity for us. The ABACUS 11 transaction also fits the 
investment goals of our client Aladdin and helps the cash Structured Product COO business achieve 
ramp-up targets for the Altius III and Fortius II transactions. 

• Efficient and Effective Spread Short: This transaction allows Goldman to short spreads in our core 
structured products businesses. Current market conditions allow Goldman to purchase protection at 
more efficient levels in the tranched market via synthetic COOs compared to the underlying single­
name CDS markets. 

• Maintain Leadership inGrowing Market Segment: Executing these transactions and others like it 
will help position Goldman to maintain its leadership position in the growing market for synthetics 
written on structured products. 

• Profit: This transaction, when fully placed, is expected to generate, after fees and expenses; 
approximately $2.5 million in EITF 02-3 before taking into account the reinvestment option, the ABX 
basis and trading opportunities created for the single name trading desks. 

Issues to Consider 

• Potential Conflicts of Interest: As in all the ABACUS transactions Goldman is acting as principal as 
a protection buyer in these transactions (as well as taking other principal roles summarized in the 
Appendix). The transaction disclosure notes the various capacities in which Goldman entities act as 
counterparty to the transactions and the risk factors section notes the potential for conflicts of interest. 
As with prior ABACUS transactions, we receive advice of outside counsel (McKee Nelson) regarding 
disclosure in ABACUS securities offerings and all such disclosure will be reviewed and approved by 
Tim Saunders in Legal. 
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• Expense and Protection Cost: The ABACUS 11 transaction will entail non-refundable upfront 
expenses of approximately $800 thousand as well as ongoing protection costs expected to be 
approximately $953 thousand per annum. Ongoing costs are mitigated by the fact that the desk has 
optional call rights on each risk tranche beginning after year 3. 

• Contingent Market Value Risk on Collateral Securities: Similar to the prior ABACUS transactions, 
in the event that some or all of the collateral securities need to be liquidated to fund protection 
payments to Goldman under the credit default swap, or to fund certain other principal payments on 
the notes, Goldman will be exposed to the risk that such collateral securities have a market value less 
than par at the time of liquidation. This risk is mitigated somewhat by the facts that (1) the collateral 
securities will be triple-A floating rate senior structured product securities selected by Goldman, (2) 
Goldman may select the particular securities to be liquidated and thus may select the securities 
expected to trade at or above par at such time, (3) only a relatively small amount of securities are 
expected to be liquidated at any given time and (4) GS can choose whether or not to reinvest into 
new collateral securities upon the redemption and/or amortization of existing collateral securities. The 
exception to (3) above is the case of early optional redemption, which is entirely at Goldman'S 
discretion. Note that all selections of collateral securities are approved by Pat Welch in GS Credit. 

• Accounting: We do not expect any consolidation issues with respect to this transaction. P&L 
recognition, valuation adjustment policies and infrastructure/control enhancements are continuing 
subjects of discussion with Brian Lee and Rob Leventhal in Controllers. 

7 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-010069342 



VIII. Appendix: Structural Summary 

The Issuer will enter into the CDS with GSCM (as protection buyer), as well as several other hedging 
transactions with other Goldman entities as described below. Under the CDS, the Issuer will be obligated 
to pay GSCM for credit losses experienced on the reference portfolio to the extent a relevant tranche 
(including the first loss tranche) is impacted by such losses and the Issuer has sold protection to Goldman 
under the CDS on such tranche. In exchange for the protection payments, GSCM will be obligated to pay 
a stated running premium to the Issuer, which shall be used to make interest payments under the notes. 

No Goldman entity shall be required to own or be otherwise exposed to any of the reference obligations 
as a condition for payment under the CDS. 

The CDS will be cash settled immediately upon satisfaction of conditions to settlement after a credit 
event. The credit events will be (1) failure to pay principal, either at legal maturity or upon ear1y liquidation 
of the reference entity's assets and (2) partial write-down of a CMSS, RMSS or CRE COO reference 
obligation. For the "failure to pay principal" and ·write-down" credit events, the cash settlement shall be 
the actual amount of such unpaid principal or write-down. 

The CLNs will be collateralized by relatively liquid triple-A structured product securities (none of which 
shall be issued by the same issuer as any reference obligation). GSCM (as protection buyer) will have the 
right to select the collateral securities, subject however to several constraints specified in the Offering 
Circular. Note that selection of high-quality collateral is generally in Goldman's interest and that in this 
respect our incentives are largely aligned with that of Noteholders. The collateral securities will be 
reviewed by Credit prior to closing. 

GSMMDP will enter into a basis swap with the Issuer, under which the accrued interest payments on the 
collateral securities (which bear interest at rates indexed to USOR) will be paid to GSMMDPand 
GSMMDP shall pay the Issuer USOR flat. Noteholders will bear the credit risk of collateral security non­
payment, as failure of the Issuer to pay the accrued coupons on the collateral securities to GSMMDP will 
be an event of default under the notes, and GSMMDP will not be required to continue payments under the 
basis swap. Amounts owed to GSMMDP under the basis swap will be senior to payments due under the 
notes. The combination of the USOR index payments by GSMMDP and the CDS premium by GSCM will 
always equal the sum of ongoing expenses of the Issuer and interest payments under the notes. 

The rating agencies require that noteholders be protected against market value declines in the collateral 
securities, in the event that collateral must be liquidated to fund (1) cash settlements to GSCM, (2) 
amortization of the notes (other than a mandatory ear1y redemption), or (3) an optional redemption of the 
notes if GSCM exercises its termination option under the CDS. 

Goldman, Sachs & Co. (as collateral disposal agent) will select which collateral securities are to be 
liquidated in each case above, and will be responsible for determining in good faith the strategy (in its 
commercially reasonable discretion) likely to achieve the highest proceeds for the collateral securities to 
be liquidated. 

In the first circumstance (cash settlements under the CDS), Goldman will bear the risk that the collateral 
has declined in value. When a loss amount is determined, a commensurate face amount of collateral will 
be liquidated, and GSCM under the CDS will only be entitled to receive such proceeds received on such 
liquidation. 

With respect to the other two circumstances, GSI (as put provider) shall be required to buy the collateral 
securities to be liquidated at par, if GS&Co. (as collateral disposal agent) is unable to obtain a price in the 
market of at least par. 

In the case of optional termination, the put is not really a risk to Goldman, since our decision to terminate 
the transaction will by definition include both the value of the CDS termination and the value of the 
collateral securities. We view the put more as a modest reduction in the value of our option to terminate 
the CDS. 

We believe the put risk arising from amortization of the notes (other than in connection with Goldman 
terminating the CDS) is small for the following reasons: 

• The notes cannot begin to amortize until after the super senior notional has been substantially 
reduced. We do not expect any of the notes to receive any principal payments for at least 5 years 
under base-case prepayment assumptions. 
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• The amount of collateral required to be liquidated in any month is purely a function of reference 
portfolio amortizations in that month, which is likely to be small in relation to the principal balance of 
the notes and should be smoothly distributed overtime. 

• Goldman (as protection buyer) has the right to direct reinvestment of any principal on collateral 
securities. The initial collateral securities are expected to have approximately a 2- to 3-year weighted 
average life. In the future, prior to any amortization of the notes occurring, we could direct the trustee 
to keep a suitable portion of the collateral invested in cash, incurring more negative carry on our 
protection in exchange for negligible put risk. 

The spread on the initial collateral securities is expected to be approximately 5-10 bps over UBOR. It is 
the put to Goldman which enables us to select high-quality collateral and eam this positive spread over 
UBOR in the ABACUS structure. For these reasons outlined above, we believe that this positive carry 
generated by the put feature creates significant value for the synthetic transaction and more than 
adequately compensates for the put risk. 

Lastly, as noted above, in a mandatory early redemption of the notes (arising from an adverse tax event 
or from a default of one or more Goldman entities that are parties to the transaction), the put would not be 
eXercisable against Goldman, exposing noteholders to the market value ofthe collateral. 

The transaction structure is depicted in the schematic below. 

CreclR 
E¥ents 
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From: 
Sent: 
To: 
Subject: 

x-gs-classification: 

Opportunities: 

Tourre, Fabrice 
Sunday, December 10, 2006 6:40 PM 
Lehman, David A. 
RE: Opportunities/Challenges 

Intemal-GS 

1- Market value based products (for e.g. levered supersenior, CPPI, CPDO) 

2- Managed synthetic CDOs 

3- ABACUS-rental strategies, according to which we "rent" our ABACUS platform to 
counterparties focused on putting on macro short in the sector 

Challenges: 

1- the ABX position, not allowing us to market new businesses, and not allowing us to 
implement "ABACUS-rental" strategies 

2- confusion of the sales force as to how the different CDO businesses are organized (for 
e.g. who are sales people supposed to be calling when they get an inquiry) 

3- What risks are the different CDO businesses supposed to take (i.e. cash CDO business 
vs. correlation book, risk/trading business vs. agent business, what desk is supposed to 
take what risk, supersenior risk placement, risk management of unsold allotments, etc.) 

-----Original Message----­
From: Lehman, David A. 
Sent: Sunday, December 10, 2006 6:29 PM 
To: ficc-mtgcorr-desk 
Subject: Opportunities/Challenges 

Tomorrow afternoon there is a mortgage MD offsite where we will be discussing 
opportunities + challenges to our business for 2007. 

To that end, pIs reply (to me only) with 2 opportunities + 2 challenges in the SP 
correlation business over the next 12 months. 

I will (anonymously) aggregate the opps/challenges and re-send the list to the group. 

Will post everyone on the offsite Tuesday morning the latest. 

David A. Lehman 
Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
Tel: 212-902-2927 I Fax: 212-902-1691 
e-mail: david.lehman@gs.com 

Mob: 917-..... 
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From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Thursday, March 01, 20079:05 AM 
Sparks, Daniel L 
dinner 

Quick review of subprime mkt - what it is, what has happened, and what is happening, & potential meanings for related 
mkts 

All credit markets generally - credit environment with little risk premium 
2004-2006 - strong economies, good fundamental, great liquidity, desire for increased earnings and returns, new financial 
technology to diseminate risk 
Subprime market - caught in this, and demonstrate what can happen when capital markets overshoot 
More volume for originators meant more profits - capital markets accepted most everything, you could refinance and 
relever guys, you could come up with new products that required less down-payments and monthly payments so more 
people could buy homes, home price appreciation bailed out any mistakes 
Business generally is that orginators make loans, those loans are warehoused, they are then sold to the street, 
securitized or help on the balance sheet often in levered form. 
Originators cost to make a loan has been around 2% and for a while they could sell loans for 104, then 103, then 102. 
The street was taking out 1 point, then half a point, then a quarter, then just the carry and the chance to create and hold 
resids. 
In securitization, pools of specific loans are pooled together, tranched into different rating categories AAA, AA to BB, and 
residuals, a servicer is selected, and unique securities are issued. 
Demand grow from all types of investors all over the world, including investors in structured vehicles. 
The general view was that it was all about the economy and employment, and people generally pay their mortgage. 
Margins continued to decrease, participants became vertically integrated to be more competitive, participants accepted 
more risk, and structured more ways to make money. 
The trading business was generally long to flat. 
In last 2 years - derivatives market created that allowed a very physical unique CUSIP market became a market where 
people could get dramatically more exposure on the long side, and now people could play it from the short side. 
Early on in synthetics, people wanted more risk because the loss assumption was viewed as out of the money. 
Most of the synthetic flows were hedge funds getting short and CDO vehicles getting long. 
What happened next. 
Home prices stopped going up. 
Loan performance information declined. 
Lending mistakes started to be a problem - EPDs which are early payment defaults became a real issue leading to 
losses. 
The synthetic market started forecasting signifcantly higher risk premium and losses. 
Loans had been bought assuming a 4% cumulative loss projection, derivatives were subjesting 8-10%. 
Very levered originators had to deal with putbacks, write downs, concerned lenders and inability to operate business at a 
profit as loan resale prices went to par. 
Put backs can also include reps & warranties including fraud - any type of fraud. 
Disarray. 
And it became clear that many people should not have been given loans. 

Questions about who owns the risk - it's spread out all over the world in various formats including repackaging vehicles. 
Not that obvious to find who is feeling the pain. 

What isABX 
Each index is 20 names by rating category - AAA,AA,A,BBB,BBB-. 
Contracts are pay as you go. 
The most sensitive and levered contract is a 2006 originated paper for attactment points from 4 to 5.25% - there is 
excess spread. 
An index that included $300mm of underlyiers had over a hundred billion of trading volume. 
Very sensitive to losses. 
Loss assumptions doubled. 
The index was an out of the money option on cumulative losses became closer to an at-the-money option. 
Many loss models - HPA, unemployment, economy, interest rates, borrower behavior. 
As this is now close to in-the-money, I don't think anyone is good enough to model this within 20 points. 
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You want to be long vol if you can. 
There became a very volatile trading market. 
Dramatic dislocations between loan trading values, cash RMBS levels, single name CDS and indexes. 
Great trading opportunities. 
Major stress, pain and volatility. 

Who is feeling the pain 
Alt A and prime 
COOs 
Commercial real estate -7 ,_ cap rates, fundamentals, demand for space, limited supply, liquidity, capital, 
but asset repricing and no risk premium. 
But I am a lender - so tough to call as fundamentals are good. 

_ = Redacted by the Permanent 
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From: Birnbaum, Josh 
Sent: Thursday, March 22, 2007 12:28 PM 
To: Lehman, David A.; Swenson, Michael; Birnbaum, Josh 
Subject: RE: Here is the list of questions. For most of the questions, each of you should be ready to 

have input. 

From: Gmelich, Justin 
Sent: Thursday, March 22, 2007 10:30 AM 
To: Lehman, David A.i Prabhu, Siddhartl1i Birnbaum, Joshi Swenson, Michael . 
Subject: Here is the list of questions. For most of the questions, each of you should be ready to have input. 

Also, I like to impromptu stuff, so be ready. 

1) Please describe the impetus for the development of the various credit index products The tranche market? What 
has been the biggest disappointment in the design of the product? How do you see it evolving (Index composition, 
credit events, ref ob selection, hpa incorporation)? David 

2) Your best guess, how big is the synthetic market vis a vis the cash market in each of your indices? 

ABX: 
Volume - all tranches GS volume> $250Bln, est. market $750-$1Tln 
Volume - AAA: 27%, AA: 2%, A: 15%, BBB: 22%, BBB-: 34%, so overall mezz A8X::: $500Bln+ volume 
OtNolume::: BBB: 46%, BBB-: 50%, so overall mezz index Ot ::: appro x $250Btn 
07-1: = only 3% of overall ABX volume, so only using 40 deals 
40 deals x 1$Bln / deal ~ 2.5% for BBB/BBB- layers = $1Bln in cash mezz underlyer ABX --> ratio is 250:1 
synthetic:cash 

Single names: 
Volume - GS $70Bln, est. market $250-$350Bln 
Volume - BBB; 33%, B8B-: 44%, so overall mezz Single name - $200-$250Bln 
OINolume ::: BBB: 96%, BBB-: 90%, so overall mezz single 01 ::: approx $200Bln 
Single name universe in mezz - 1000 names @ $25mm/ name = $25Bln in cash mezz underlyer in single names --> 
ratio is 8-10:1 

Does the size disparity pose any problems for your product or business? 

- Pay as you go disperses the credit events 
- loan buyouts - if executed in the context of a derivatives trade violates SEC Rule 10b relating to Manipulative and 
Deceptive Practices. Trigger management would not violate this rule. 

- loan modifications undertaken by the servicer - hot topic: 

in general loan provisions can be amended as long as in the best judgment ofthe servicer, (1) w/o the modification the 
borrower wOllld likely defaLllt, and (2) the modification would not adversely impact the interests of the bond holders. 

Modification delays the inevitable (MH delayed it for i8mo's). Could lead to interest shortfalls and delay prinCipal 
writedown - NPV of short side looks worse - could lead to impatience on the short side. 

3) What impact do the rating agencies have on your market? How do you see that changing? Swenny 

4) Currently who are the main users of the various indices? 
Hedge funds: 50% (traditional structured product, macro, equity long/short -- hedge fund community net short risk) 
CDO: 21% 

Permanent Subcommittee on Investigations 

EXHIBIT #144 
Confidential Treatment Requested by Goldm. GS MBS-E-01123724~ 



Dealer: 27% 
Other (banks, money mgr, etc): 2% 

Have you seen a change in the accounts that use the products? 

Account composition can change dramatically from month to month. For example, December was dominated by > 
$2081n in COO ramping. February by contrast, when 06-2 BBB- dropped 25pts, was hedge fund dominated and 
almost entirely index. General trend is more and more players outside the traditional mortgage area getting involved 
as either outright trades or paired trades vs equities or corp credit. 

5) Let's talk about the fundamentals in abx. 
Valuation tool: 
- model collateral prepay and loss vectors given HPA scenarios 
- given those vectors - NPV the protection payments + credit events for each tranche in index 
- weight the scenarios. Very sensitive to HPA. Some of the indices dP/dHPA > 20pts! 
- implied losses: 06-1 : 7%, 06-2: 9%,07-1: 12%. Worst subprime vintages in history were < 5, so very extrapolative. 

Current trading level of indices seems to imply a reasonable level of forward HPA, around flat over next 3yrs. With 
so much sensitivity to HPA, make not be enough risk premium for longs. If risk clears in tile negative territory in 
HPA forwards for example, then indices would be worth much less. 

How do you explain the divergent pricing between the cash, single name CDS market and the index? Do they have 
to converge? If so, what time period? If they don't have to converge, isn't there a flaw in the construction of the 
index? Swenny 

6) Sid, to date HY has been largely bullet proof to the move in the ABX market? Is the performance of HY credit 
sustainable in light of the deterioration of the housing market? What is the future "subprime" for the traditional credit 
market? Sid 

7) What are the technicals in your market? Who is moving your markets - COOS, hedge funds, real money? 
All 

8) How does HPA (or HPD) effect your market? 
David - CMBS contagion 

Will the nascent real estate derivatives market cannibalize some of the business in ABX? 

To a small extent. ABX penetration with: 

Structured product or credit hedge funds - great 
Equities - good 
Macros - ok. 
RV- very little 

Expect to see the reverse with prop derivs, as well as partiCipation from bricks and morter players. Overall 
expect it to be complementary as many RV players play the basis. 

9) What are the types of trades you have seen in your market?Swenny 
a) directional 
b) con-elation 
c) inter-market rv 
d) x market rv 

10) Do the panel members hedge or use each other's indices? Has the recent price action b/w abx, cmbx and 
credit indices changed the way people trader there various products? 
Way less than '06. ABX used to closely track CDXlS&Ps. Not anymore. 

11) What are the biggest opportunities in your space over the next 12 months? Swenny, distressed 

12) How much will the ALTA sector be impacted by some of the cum loss assumptions implied in the ABX 
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market? Needs work 

13) How far along are we in the subprime trade unwind? Why? Does the feds dovish statement yesterday 
change your framework on the subprime space? 
- how much does a fed cut help 200bp reset on subprime? 
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Goldman Sachs COO Platform 
Global Bookrunners Collateralized Debt Obligations 

2006 Market 2005 Market 
Issuance No. of Share 2005 Issuance No. of Share 

($Mil.) Deals (%) Ranking ($Mil.) Deals (%) 

1 Merrill L:tnch $54,153.50 67 12.2 2 $27,327.10 45 11.3 
2 Deutsche Bank 34,866.10 68 7.8 7 12,281.40 42 5.1 
3 Citigrou~ 32,871.10 60 7.4 1 28,146.60 43 11.7 

\4' .··.§9fdri1ari •• $1iIc~·.· •• •• a· •• .••••• 8 •••••• ) .•••••.•••.• ~~i~o.i:3]() ••••••••••. •·• .• · ••••• ~1 · •• ·• .•••••. u .••••• ; ...... lJ~.· ..... · .. ) ... ....... ·.5 .•.••••••.••••.•.• ~4.;~3,$i6.0 ••• · • .• <.· .• ~()a ..• :}··.a·. n.·fl;Q···.·:u· ••• 
5 Credit Suisse 25,364.70 43 5.7 10 11,179.90 32 4.6 
6 Bear Stearns 23,091.90 46 5.2 6 12,963.60 39 5.4 
7 UBS 21,937.70 70 4.9 13 7,142.00 18 3.0 
8 Banc of America 21,858.80 51 4.9 12 10,072.90 34 4.2 
9 J.P. Morgan Chase 20,608.40 43 4.6 8 11,791.80 28 4.9 
10 Wachovia 19,519.70 44 4.4 4 17,325.70 32 7.2 
11 Morgan Stanle:t 19,225.40 66 4.3 9 11,305.80 42 4.7 
12 Cal:t0n 18,744.70 65 4.2 16 2,698.00 36 1.1 
13 Barcla:ts Caeital 17,837.60 82 4.0 3 17,705.80 18 7.3 
14 IXIS Securities 17,759.50 27 4.0 14 6,664.60 12 2.8 
15 R0:tal Bank of Scotland 16,348.50 26 3.7 15 4,044.00 12 1.7 
16 Lehman Brothers 15,776.70 47 3.5 11 10,630.00 37 4.4 
17 BNP Paribas 5,221.90 14 1.2 17 2,145.10 19 0.9 
18 Fortis Bank 5,090.90 9 1.1 18 594.30 5 0.2 

OTHERS 23,042.00 42 5.2 32,705.40 69 13.5 
TOTAL 445,279.10 965 100.0 241,263.60 593 100.0 

Source: Asset·Backed Alert as of January 2007 
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ABS COOs 
Issuance - Changing Composition (Deal Sizes) 

• European ASS 

• High Grade ASS/MSS 

rn COO of COOs 

Cl Market Value MSS 

• Commercial Real Estate-Related 

II Mezz ASSIMSS 

2000 Issuance: 

$9,246mm 
938 

P;;;:;;;~~1,442 

2,149 

2001 Issuance: 
$13,416mm 

1,005 

1,585 
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2002 Issuance: 
$23,442mm 

1,223 

1,909 
300 

2003 Issuance: 
$33,305mm 

2004 Issuance: 
$58,868mm 

2,521 

2,313 

2005 Issuance: 
$84,478mm 

2,469 

625 
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Subcommittee on Investigations 
From: 
Sent: 
To: 
Subject: 

Birnbaum, Josh 
Thursday, July 12, 2007 12:12 PM 
F I 
RE: * ABX Markets 07-1,06-2,06-1: 12:00pm 

He's definitely the man in this space, up 2-3 bil on this trade. We were giving him a run 
for his money for a while but now are a definitive #2. 

-----0riginal Message-----
From: •• 1 [mail to : •••••• tII •••• 
Sent: Thursday, July 12, 2007 12:09 PM 
To: Birnbaum, Josh 
Subject: RE: * ABX Markets 07-1, 06-2, 06-1: 12:00pm 

We hit a bilsky in PNL today .... i'm no john paulson though 

-----Original Message-----
From: Birnbaum, Josh [mailto:josh.birnbaum@gs.com] 
Sent: Thursday, July 12, 2007 12:09 PM 
To: • [ 
Subject: RE: * ABX Markets 07-1, 06-2, 06-1: 12:00pm 

Seen massive flows recently. Many accounts "throwing in the towel". 
Anybody who tried to call the bottom left in bodybags. 

-----Oi6&inal Message-----
From: ... [mailto: .... ~ .............. . 
Sent: Thursday, July 12, 2007 12:05 PM 
To: Birnbaum, Josh 
Subject: RE: * ABX Markets 07-1, 06-2, 06-1: 12:00pm 

That's the way to make my markets, joshua, that's my boy! 

-----Original Message-----
From: Birnbaum, Josh [mailto:josh.birnbaum@gs.com] 
Sent: Thursday, July 12, 2007 12:03 PM 
Subject: * ABX Markets 07-1, 06-2, 06-1: 12:00pm 

ABX.HE.07-1 
Cpn I Price Ch Spread 

SpDur 
AAA 9 97-24 / 98-24 0-11+ 57 / 36 

Ch 

-7.6 
AA 15 91-24 / 93-24 -0-20+ 252 / 195 +18.4 

Size 

SOx 
25x 
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A 64 74-16 / 76-16 -0-l3+ 837 / 776 +12.7 I 25x 25 I 3.3 
BBB 224 54-16 / 56-16 0-141 1646 / 1583 -13.8 lOx 10 I 
3.2 
BBB- 389 48-00 / 50-00 0-11+ 2061 / 1997 -11.6 lOx 10 
3.11 
ABX.HE.06-2 

Cpn I Price Ch Spread Ch Size 
SpDur 
AAA 11 98-20 / 99-20 -0-001 42 / 19 +0.1 I 50x 50 I 4.42 
AA 17 94-00 / 96-00 -0-18+ 216 / 150 +19.3 I 25x 25 I 3.01 
A 44 78-16 / 80-l6 -0-25 780 / 712 +26.7 I 25x 25 I 2.92 
BBB 133 62-00 / 64-00 -0-01 1485 / 1414 +1.1 I lOx 10 I 
2.81 
BBB- 242 54-00 / 56-00 0-085 1933 / 1860 -9.9 lOx 10 
2.72 

ABX.HE. 07-1/ABX.HE. 06-2 Roll 
I Price Ch Spread Ch I Size 

AAA I 0-24 / 1-00 -0-115 -13 / -18 +7.8 I 50x 50 
AA I 2-04 / 2-12 0-017 -37 / -44 +0.9 I 50x 50 
A I 3-00 / 5-00 -0-11+ -30 / -91 +14.0 I 25x 25 
BBB I 6-16 / 8-16 -0-15 -134 / -196 +14.8 I 25x 25 
BBB- I 5-00 / 7-00 -0-027 -100 / -165 +1. 6 I 25x 25 
ABX.HE.06-1 

Cpn I Price Ch Spread Ch Size 
SpDur 
AAA 18 99-12 / 100-12 0-021 34 / 8 -1.7 I 50x 50 I 3.86 
AA 32 98-00 / 100-00 -0-01 107 / 32 +1.1 I 25x 25 I 2.68 
A 54 91-24 / 93-24 -0-08 384 / 304 +10.0 I 25x 25 I 2.5 
BBB 154 80-l6 / 82-16 -0-075 977 / 892 +10.1 I lOx 10 I 2.37 
BBB- 267 72-08 / 74-08 0-056 1453 / 1367 -7.7 I lOx 10 I 
2.34 

**Spreads computed from prices using a weighted average spread duration (generated at the 
base Bloomberg speed) for all 20 reference obligations in the index. 

Not an offer, recommendation, general solicitation or official confirmation of terms. 
Prepared by Research or Sales/Trading personnel from generally available information 
believed to be reliable. No representation of accuracy or completeness. Indicated returns 
not guaranteed. Assumption changes may materially impact returns. 
Price/availability subject to change without notice. Past performance is not indicative of 
future results. Goldman Sachs may have previously accumulated long/short positions in any 
subject investment. For UK purposes, issued or approved'by GS International, which is 
authorized and regulated by the financial Services Authority, but not made available to 
private customers 

This communication may contain privileged or confidential information. 
If you are not the intended recipient, you are hereby notified that you have received this 
message in error and that any review, dissemination, distribution or copying of this 
message is strictly prohibited. Any views or opinions presented are solely those of the 
author and do not necessarily represent those of Third Point LLC or its affiliates. If you 
have received this communication in error, please notify us immediately by email, and 
delete the original message. We do not waive confidentiality if you have received this 
communication in error. In the UK, this communication is directed in the UK to those 
persons who are market counterparties or intermediate customers (as defined in the rules 
of the Financial Services Authority) . 

This is not an offer, or solicitation of any offer to buy or sell any security, investment 
or other product. 
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Summary 
Securitization Market Dislocation 

• The securitization market is a critical distribution channel for several asset classes including 

Residential and commercial mortgages 

Corporate credit risk, both non-investment grade and investment grade 

Highly leveraged entities have replaced banks and insurance companies as key ABS and CLO/CDO Investors 

Today more than half of the ABS investors mark portfolios to market 

Recently almost all securitization mezzanine risk was repackaged into COOs, increasing leverage 

Hedge funds were active participants in COO senior and subordinated risk, often using repo financing 

Bank sponsored ABCP conduits and SIVs were significant participants in higher yielding AAAlAaa risk, 
funding almost exclusively with commercial paper 

• Recent market volatility has restricted access to capital for these investors, creating a supply demand imbalance 

Deterioration in sub-prime performance resulted in downgrades for many MBS and COO transactions 

Rating agencies are revising COO methodology (correlation risk assumptions), closing the COO market 

Lack of COO bid has closed distribution channel for CLO, CMBS and MBS product 

Spreads are wider in all securitization product, resulting in margin calls and negative carry for ABCP 
vehicles and conduits 

Dealer inventory overhang in ABS mezzanine, leveraged loans, commercial mortgages and residential 
mortgages held for securitization has exacerbated the problem 

• The aforementioned dislocation has created a significant and unique investment opportunity 

We propose to raise a $10 billion + in capital to pursue structured credit investments 

GSCP, Whitehall, etc may commit equity capital to accelerate the fund raiSing process 

We propose to form an internal joint venture to leverage underwriting, sourcing and trading expertise 
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COO Market 
Disruption has Caused Three Markets to Re-Price 

Sueel~ Demand Imbalance Imeacted Markets Current Market Color 

• Leveraged loans • Leveraged loans 

Banks hold $300-$400 Impacted Market No market for new leveraged 
billion in unsold risk 2006 Issuance Volumes lending above $1 billion 
70%-80% of past loan Many loans now trading 
demand tied to CLO/Hedges between 85% and 98% 

80%+ CLO mezzanine CLO market, AM and equity 
distributed to COOs bid re-priced, no mezzanine bid 

Commercial mortgages • Commercial mortgages 
Banks are holding $40 Banks continue extending 
billion in unsold risk credit, albeit at a reduced pace 
A majority of the market Mezzanine now are quoted 
distributed through CMBS wider than in 1998 and 2001 
80% of mezzanine resold CMBS Band C note pricing at 
through COOs 20%+ returns 

• Residential mortgages • Residential mortgages 

US residential market for No short-term warehouse lines, 
non-conforming loans has calling collateral has forced 
ceased to operate bankruptcies 

$1 trillion in Alt-A, Jumbo No bid for any part of the 
and HEL securitization in capital structure 
2006 $10 billion in ASS mezz Jumbo and prime collateral 
Almost 100% of mezzanine 

In dealer inventory 
now pricing 100-125 bps wider 

risk sold through COOs 
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Structured Credit Opportunity Fund 
Proposed Strategy 

Target $10 billion + term funding vehicle 
Critical to attack opportunity with significant size/commitment 

• Become one of three entities that can purchase risk in size 
• Ability to facilitate portfolio transactions for banks with collateral 

No funding or mark-to-market mismatch - term equity and debt funding 
Important fund can act quickly to commit capital, respond to market opportunities 
Club equity participants 

• Pool internal sources of capital for the fund: allocation from internal funds (GSCP, 
Whitehall, etc) 

• Selectively arrange capital from other external participants: AIG, epPIB, GIC, etc. 
Provide co-invest opportunity for large positions 

Raise term lending facility - target 60-70% leverage 
Traditional management and performance fees (after return of lIBOR + 100 to investors) 

• Investment strategy based on traditional credit analysis 
Three core areas of focus - residential, commercial mortgages, and leveraged loans 
Focus on preservation of capital: underwriting process 

• Securities held to maturity, detailed underlying cash flow analysis 

• Minimize downside risk, stressed cash flow analysis 
Upside through re-valuation, trading of residual interests 
Selectively acquire, create platforms to capitalize on market dislocation 

• Target returns 
Leveraged 15%-20%+ 

4 
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Summary 
External Focus Areas 

Residential Mortgage 

Target collateral 
• Sub-prime and Alt-A collateral 

· Direct pools of collateral 

· COO, ABS mezz exposure 
• Jumbo performing, non-

performing, whole loans 

Sellers 

• Banks, hedge funds, 
commercial paper conduits 

• Dealers holding inventory for 
re-securitization 

Exit - enhanced value alternatives 

• Create new underwriting 
platform (seek to acquire 
teams and combine with clean 
banking platform) 

• Fund operating losses during 
collateral build-up period 
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Structured Credit 
Opportunity Fund 

Commercial Mortgage 

Target collateral 
• CMBS Band C pieces 

• Secondary market bid 

• Direct pools of exposure 

• Create product with 
underwriters 

Sellers 

• Dealers holding inventory for 
re-securitization 

• Banks, hedge funds, insurance 
companies 

Exit - enhanced value alternatives 

• Develop credit platform, 
available for re-float 
(Newcastle, Eurocastle) 

• Selectively re-sell risk once 
market liquidity improves 

5 

Leveraged Loan 

Target collateral 
• CLO BB, equity tranches 

• Secondary market bid 

• Create product with 
underwriters (BCE or Citigroup) 

• Direct loans (private CLO) 

Sellers 

• Dealers holding inventory for 
re-securitization 

• Banks, hedge funds, insurance 
companies 

Exit - enhanced value alternatives 

• Develop credit platform, 
available for re-float 
(Newcastle, Eurocastle) 

• Selectively re-sell risk once 
market liquidity improves 
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Structured Credit Opportunity Fund 
Internal Organization 

• Leverage and coordinate different expertise in firm to maximize economic impact of fund 
Mortgage department 

• Seeking platform opportunities in US 
• Trying to build staff in Europe 

- Residential and commercial mortgage expertise 
Merchant Bank 

• PIA is pursuing large mortgage platforms 
- Building and owning operating platforms 

• REPIA works in partnership with SSG in Europe on commercial mortgage mezzanine, 
distressed residential opportunities; in US, REPIA is reinvigorating SSG relationship 

- Underwrite commercial and residential real estate through Whitehall and Archon 
GSAM 

• Liquidity Partners, target $1 billion 
- Investor network. trading expertise, residential mortgage expertise 

SSG 

• Raise third party capital to leverage firm capital returns, mitigate market risk, validate investment 
thesis 

• Create large fund for risk accumulation 
Need to speak in size to negotiate favorable transactions with underwriters 
Fund a jOint venture with relevant diviSions (GSAM, Merchant Bank, Securities Division) 
Light staffing, with resources contributed on an as needed basis 
Public side versus private side fund 

6 
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Goldman Sachs Returns 

• Key assumptions 
Promote: 20% 

Management fee: 1 % net 

• Capital raise 
$3.2 billion in external equity capital 

$800 million Goldman Sachs equity capital 

• Limited partner returns 
I RR 16%-17% after fees 

IRR upside 25% 
Downside case I RR 10% 

• Goldman Sachs gross profit 
$900 million/31 % IRR 

Upside $1.6 billion/46% IRR 

Downside case $500 million/19% IRR 
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Appendix: Market Background 

8 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009656190 



Mortgage Market 
How The Problem Started 

How does the Residential Mortgage Market function? 
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Mortgages ere 
placed in collateral 
pOOls wlth thousands 
of other mortgages 

Dealers cream 
residential mortgage 
backed securttles 
(RMBS) witl, differoot 
risk levels 

DEALERS 

Dealers create 
col~ataralized debt 
obligations {COOs) With 
various collateral pools, 
sometimes with a 
combination of assets, 
such as bank loans, 
OOI'POlllte debt, RMBS, 
CMBS,eJndA6S 

RMBS S9C1uitles 

AAA 

AA 

A 

BBB 

Equity 

CDO SectJfities 

AM AAA 

AA AA 

A A 

BBB BBB 

Equity Equity 

Investors 
buyRMBS 
and COOs 

... 
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Investors ere 
repaid from 
payments 
made by 
borrowers 

Provide credit 
protection .above 
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as ·SUP&T Senior 
AM+·, fora 
diversified pool of 
assets 

Provide credit 
enhancement to 
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INVESTORS 
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COO Distribution 
Equity and Senior AAA Mezzanine COO Tranches 

Hedge 
Fund, 34 

Insurance, 

Source: Citigroup 

Equity Investors 

Other, 29 
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Hedge Fund AAA COO Distribution 
Illustration of margin calls related to repo agreements 

• 

• 

Effect on Leveraged Player 

Hedge Funds were significant users of repo 
financing 
Example uses 4% haircut, USOR flat financing 

• For asset with L + 45 yield, investor earns over 
20% return on carry 

• Repo financing mark-to-market, sometimes with 
recourse to fund 

• Market changes result in significant adverse return 
scenarios for fund manager 

2% price drop results in -46% return on 
invested capital 

Reduction in leverage to 94% reduces return 
to 13% 

• Absence of liquidity for structured asset backed 
paper has created severe price movements 
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Repo Financing on Senior Tranche 

$100 Million AAA COO Tranche 
Cou pon 3ML + 45 bps 

Repo 
Financing 

Invested 
Capital 

-----. 

Return = $3M = 20.36%, assuming repo at LIBOR Flat 
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Commercial Paper Backed Vehicles 
Key Participant in AAA and AA investment market 

ABCP and SIV Description SIV Asset Composition 

• 

• 

• 

Approximately half the $2 trillion commercial paper 
market is backed by structured investment vehicles 

Asset Backed Commercial Paper Vehicles 
(ABCP) and 
Structured Investment Vehicles (SIVs) 

The ABCP programs are typically sponsored by banks 

Banks provide short-term liquidity lines to 
support CP issuance 
Historically they earned the difference between 
high quality asset backed paper and the funding 
and costs associated with the programs 

Many liquidity lines are not allowed to 
repurchase defaulted or distressed assets 

Structured investment vehicles are similar, but for the 
fact that they carry less than full liquidity 

SIVs issue about $400 billion in CP market 

Assets include high quality asset backed paper, 
predominantly rated AAA 

Liquidity based in part on market value of 
collateral 

SIV Lights specialize in specific asset classes 
Primarily MBS 

• SIVs run with extremely high leverage 
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Leveraged Loan Market 
CLOs Now Represent a Majority of the Market 

US Loan Market Volume 
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2006 Institutional Loan Market Investors 

Finance Co. 
7% Hedge, HY, 

Distressed 
Funds 
16% 

Prime Rate 
Funds 
14% 

Insurance 
Companies 

2% 
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Leveraged Loan Market 
Distribution of Risk and Reliance on CLO and Hedge Fund Market 

Leveraged Loan Demand by Investor Type 
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The Goldman Sachs Group, Inc. lOne New York Plaza I New York, New York 10004 
Tel: 212-902-4762 I Fax: 212-482-3966 

Gregory K. Palm 
Executive Vice President 
and General Counsel 

- ---------- --------. - ------------------

Mr. Philip N. Angelides 
Chairman 
Financial Crisis Inquiry Commission 
1717 Pennsylvania Avenue, NW 
Washington, D.C. 20006-4614 

Dear Chainnan Angelides: 

March 1,2010 

Many of the questions during the first hearing of the Financial Crisis Inquiry Commission 
focused on issues with respect to residential mortgage-related products. In light of the 
Commission's interest in this area, we are submitting this letter in an effort to provide a more 
comprehensive overview of certain of the issues raised over the course of the hearing. 

In this letter, we elaborate on the role Goldman Sachs plays as a market maker, how we 
manage the risk we assume through that role, especially within the context of residential 
mortgage-related products, our exposure to the housing market, investors in the market for 
residential mortgage-related products, the different roles and obligations of underwriters and 
market makers and the extent of our activities in the residential mortgage-related securitization 
markets in 2006 and 2007. We also discuss Goldman Sachs' due diligence practices and the 
disclosures that the firm made to the institutions that considered investing in securities that we 
underwrote. 

Role as a Market Maker 

Market makers or financial intennediaries are critical to the efficient functioning of the 
financial markets: their role is to stand ready to make an offer to buy or sell a given financial 
instrwnent whenever a seller or a buyer enters the market. As a market maker, we execute a 
variety of transactions each day with clients and others, buying and selling financial instruments, 
which may result in long or short risk exposures to thousands of different instruments at any 
given time. This does not mean that we know or even think that prices will fall every time we 

Permanent Subcommittee on Investigations 

EXHIBIT #148 
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sell or are short. or rise when we buy or are long. In these cases, we are executing transactions in 
connection with our role of providing liquidity to markets. Clients come to us as a market maker 
because of our willingness and ability to commit our capital and to assume market risk. Indeed, 
during the fourth quarter of 2009, for example, our clients asked us to bid on approximately 
$7 billion (face amount) per week of mortgage- and asset-backed securities. Further, our clients 
typically have relationships with a number of other financial intermediaries and they compare the 
products, services and pricing offered by such other intennediaries and us prior to determining 
with whom to transact. 

Without market makers that are ready, willing and able to take the other side of a 
transaction, a liquid market simply cannot exist. That is why financial intennediation is critical 
to the functioning of the capital markets and, ultimately, the fmancial system. Financial 
intermediaries connect buyers and sellers. When a buyer or seller is not readily available, 
fmancial intennediaries take the other side of a transaction and assume the risk of the trade on 
their own books. These transactions often are initiated by our clients, and when proposed by us 
are often in response to previously expressed investment interests of the client. We are 
responding to our clients' desire either to establish, or to increase or decrease, their exposure to a 
position based on their own investment views. We are not "betting against them." 

How We Manage Our Risk 

Our willingness to take on risk is fundamental to our role as a financial intermediary. 
The better we understand and can manage that risk, the more willing we are to transact with 
clients (regardless of our view on the market) and, thereby, to offer them better prices. Our 
clients expect us to be willing to transact in all market conditions. They often competitively bid 
positions, and execute with us depending on whether we satisfy their objectives - e.g., pricing, 
speed and certainty of full execution - better than competing market makers or other financial 
intermediaries. 

The exposures created through transactions with clients are part of the overall 
"inventory" of instruments we generaIly carry as part of our business. This inventory is 
comprised of long and short positions. Its composition reflects the accumulation of customer 
trades and our judgments about supply and demand or market direction. If a client asks us to 
transact in an instrument we hold in inventory, we may be able to give the client a better price 
than it could find elsewhere in the market and to execute the order without potential delay and 
price movement. This inventory represents a risk position that we manage continuously. 

In so doing, we must also mailage the size of our inventory and keep exposures in line 
with risk limits. We believe that risk limits are an important tool in managing our finn. They are 
established by senior management, and scaled to be in line with our financial resources (capital, 
liquidity, etc.). They help ensure that regardless of the opinions of an individual or business unit 
about market direction, our risk remains within prescribed levels. 

In additi()n to selling positions, we use other techniques to manage risk. These include 
establishing offsetting positions ("hedges'') through the same or other instruments, which serve 
to reduce the firm's overall exposure. Hedges, however, may give rise to other risks. For 
example, the use of credit default swaps as hedges in tum results in a new credit risk: the ability 
of the writer of the credit default swap to perfonn on the obligation. In order to manage this risk, 
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Goldman Sachs generally requires the writer of the credit default swap to post cash collateral 
against its obligations to the firm, or may structure other risk mitigants. 

In this way, we are able to serve our clients and to maintain a robust client franchise 
while prudently limiting overall risk consistent with our financial resources. 

Goldman Sachs' Exposure to, and Results from Business Relating to, the Residential 
Housing Market 

With that background, we want to outline for you Goldman Sachs' exposure to, and 
results from business relating to, the residential housing market. While this has been the subject 
of much recent attention, it has always been a very small part of our overall business. For 
example, during the period 2003 to 2008, the finn's annual net revenues attributable to 
residential mortgage-related products never exceeded 2% of our overall net revenues. Through 
the end of2006, Goldman Sachs generally was long in exposure to residential mortgages and 
mortgage-related products, such as residential mortgage-backed securities ("RMBS"), 
collateralized debt obligations ("enOs") backed by residential mortgages and credit default 
swaps referencing residential mortgage products. In late 2006, we began to experience losses in 
our daily residential mortgage-related products P&L as we marked down the value of our 
inventory of various residential mortgage-related products to reflect lower market prices. 

In response to those losses, we decided to reduce our overall exposure to the residential 
housing market. We wanted to get "closer to home" - i.e., to reduce our overall exposure to the 
residential housing market, consistent with our risk protocols - given the uncertainty of the 
future direction of the housing market and the increased volatility of mortgage-related product 
markets. Indeed, we reduced both our short positions and our long positions in these products 
over the course of2007. For example, during the first quarter of2007, we reduced various short 
positions in light of applicable risk limits even though (viewed in isolation) these positions had 
been profitable. Overall, our residential mortgage-related product positions had a negligible 
effect on the finn's net revenues or profits for fiscal year 2007. During fiscal year 2008, we had 
net losses of approximately $1.7 billion on residential mortgage-related product positions. As 
these results demonstrate, the firm did not generate enormous net revenues or profits by betting 
against residential mortgage-related products, as some have speculated; rather, our relatively 
early risk reduction resulted in our losing less money than we otherwise would have when the 
residential housing market began to deteriorate. 

Investors in the Market for Residential Mortgage-Related Products in 2007 

The markets for residential mortgage-related products, and subpriroe mortgage securities 
in particular, were volatile and unpredictable in the first half of 2007. Goldman Sachs had no 
"inside information" about the residential housing trends or macroeconomic factors that 
ultimately would drive market values. Investors in these markets held very different views of the 
future direction of the housing market based on their outlook on factors that were equally 
available to all market participants, including housing prices, interest rates and personal income 
and indebtedness data. Some investors, including some hedge funds, developed aggressively 
negative views on the residential mortgage market. Other investors, including other hedge funds, 
believed that any weakness in RMBS and the residential housing market would be relatively 
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mild and temporary. Investors with both sets of views came to Goldman Sachs and other 
financial intermediaries to establish long and short exposures to the residential housing market, 
through RMBS, CDOs, credit default swaps and other types of instruments or transactions. We 
would also note that broadly-disseminated research from Goldman Sachs Economic Research 
("Economic Research"), which is independent from other divisions of the firm, expressed 
consistently negative views on the residential housing market in 2006 and 2007. Indeed, our 
Economic Research expressed an increasing level of concern about the run up in housing prices 
in papers dating back to at least 2004. (See Appendix I) Various other firms' broadly­
disseminated research reports from 2006 contained warnings of deteriorating residential housing 
market conditions. 

The investors who transacted with Goldman Sachs in CDOs in 2007, as in prior years, 
were primarily large, global financial institutions, insurance companies and hedge funds (no 
pension funds invested in these products, with one exception: a corporate-related pension fund 
that had long been active in this area made a purchase of less than $5 million). These investors 
had significant resources, relationships with multiple financial intermediaries and access to 
extensive information and research flow, performed their own analysis of the data, formed their 
own views about trends, and many actively negotiated the structure and terms of transactions. 

These investors entered into transactions having certain characteristics in order to achieve 
their desired long or short exposure. They were aware of and accepted the market risk they were 
assuming. For securities backed by residential mortgages, the characteristics of the underlying 
mortgages were disclosed in detail and investors knew what they were buying. The investment 
views of different participants in these markets depended on their respective assessments of 
macroeconomic trends, as well as their analysis of the disclosed characteristics of the mortgages. 
Neither their views on macroeconomic trends nor their analysis of loan characteristics depended 
on whether Goldman Sachs hedged or retained the initial exposure we took on as a result of the 
transaction. 

It is also important to note that it is not just a belief in the absolute direction of prices but 
also the relative level of prices that drive investors' actions. For example, a particular security 
may trade at a distressed level. The institution holding that asset may nonetheless want to sell 
the security to remove what it believes is a source of further risk from its balance sheet or to free 
up capital for other investments. A buyer of that asset believes that the distressed pricing may 
potentially reflect good value and is willing to take on that risk for a price, even if other investors 
think otherwise. The process of being able to buy risk from those unwilling or unable to 
shoulder it is vital to a functioning market and economy. 

Residential mortgage-related products issued or underwritten by numerous firms 
ultimately did not perform as expected because of unprecedented economic developments. 
Goldman Sachs, as well as the sophisticated investors who invested in these products, certainly 
did not envision the events that led to such poor performance. With the benefit of hindsight, it is 
apparent that most participants - including rating agencies, financial institutions and government 
agencies - put too much faith in historical performance, believing that most residential mortgage 
assets were highly resilient to downturns. It was clear, however, that many loans with the 
characteristics disclosed in offering documents for these products would perform poorly in a 
very rapidly deteriorating housing market and meaningful economic recession, but Goldman 
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Sachs and most investors simply did not predict or anticipate how severe the contraction in the 
housing market would become. 

Role of an Underwriter 

The role of an underwriter differs from that of a market maker. As described above, a 
market maker is primarily engaged in the business of assisting clients in executing transactions. 
This business is client-driven, and Goldman Sachs strives to provide a fair price to our clients. 

In contrast, an underwriter works with the issuer in connection with offering financial 
instruments to investors. In this context, the federal securities laws effectively impose a 
"gatekeeper" role on Goldman Sachs: as an underwriter we are expected to assist the issuer in 
providing an offering document to investors that discloses all material information relevant to the 
offering and, absent a showing that we conducted an appropriate review (so-called "due 
diligence") regarding the securities being offered, we are potentially liable to investors for any 
losses resulting from any material misstatements or omissions in the offering document. The 
same disclosure obligations do not apply to a market maker, including because a market maker 
must execute countless transactions in order to meet the demands of clients and other parties. If 
a market maker were required to perform extensive due diligence on each security in which it 
was asked to execute a transaction, and to update disclosures every time it bought or sold 
securities, real-time, liquid markets could not exist. 

In connection with our underwriting of residential mortgage-related securities, Goldman 
Sachs had a process in place to examine the management, relevant policies and procedures, 
underwriting standards, creditworthiness and other aspects of each mortgage originator before 
the firm began purchasing loans for securitization. As a result of these reviews, we determined 
not to do business with dozens of originators. Goldman Sachs also emphasized maintaining 
regular contact with major loan originators to understand the issues that they faced and the steps 
they were taking to address them. We also employed internal and third-party resources to 
conduct due diligence on the individual loans in the pools backing the securities in its RMBS 
offerings, including reviewing selected loan files, verifying compliance with state and federal 
lending statutes, and selective review of property appraisals against comparable values. As a 
result of these reviews, Goldman Sachs did not accept loans that, based on its review and 
analysis, appeared to have potentially significant legal, regulatory compliance or other issues. 
Knowing what we know today, of course, we wish that we had done even more. 

Regardless of the degree of due diligence performed by underwriters in connection with 
RMBS securitizations, however, they cannot guarantee payment, performance or any rate of 
return. Rather, it is up to the purchaser of securities to evaluate whether the securities are worthy 
of investment based on the purchaser's 0'WIl view and analysis of the securities' value in light of 
the purchaser's expectations about the future of the housing market and the economy and, 
importantly, the disclosures set forth in the offering documents including, in the case of asset­
backed securities, detailed descriptions of the underlying assets. The Securities and Exchange 
Commission's Regulation AB, which provides extensive requirements and guidance for 
disclosures in offerings of asset-backed securities, properly focuses on disclosure of the material 
characteristics of the assets on which investors rely for the cash flows that provide the basis for 
payment of interest and principal on the securities they are purchasing. Those disclosures for 
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RMBS include detailed statistical information on the loans in the pool backing the RMBS, 
including the material originators of the loans, borrower credit scores, locations of the properties, 
loan to value percentages and the type ofloans (e.g., second lien, adjustable rate, or option 
adjustable rate). The disclosures also included detailed descriptions of the policies and . 
procedures used by the material loan originator or originators to evaluate and determine whether 
to make a loan. (See Appendix II) 

In addition, Goldman Sachs, like other underwriters of RMBS, disclosed extensive data 
on every individual loan in its securitizations through "loan tapes," and other documents 
analyzing the underlying loans, which were publicly filed by the issuer with the Securities and 
Exchange Commission. These documents contained detailed information on each individual 
loan underlying the securitization, such as: (1) the original term of the loan; (2) the current 
balance; (3) the applicable interest rate; (4) the type ofloan (e.g., adjustable rate or fixed rate); 
(5) whether the loan was a first or second lien; (6) the originalloan-to-value ratio; (7) the 
property type (e.g., single family home); (8) the borrower's FICO score; (9) whether the property 
was owner-occupied; and (10) the due date and delinquency status. This information enabled the 
sophisticated investors that purchased these instruments to run their own models and make their 
investment decisions based on their views of relevant macroeconomic factors, market and 
housing trends, as well as the apparent credit of the borrowers whose mortgages backed the 
securities. (See Appendix III) 

Nationally recognized law and accounting firms also were retained in connection with 
underwritings to assist in ensuring that the disclosures were complete, accurate and in 
compliance with the securities laws. These disclosures included numerous risk factors, which 
highlighted those characteristics ofloans that increased risk (such as lower quality credit history, 
high loan-to-value ratio, and lack of documentation or independent verification). 
(See Appendix II) 

Based on these disclosures, and publicly-available macroeconomic, housing and other 
data, investors could and did employ sophisticated analysis of the characteristics of the loan pool 
before deciding whether to invest in the transaction and which types of securities to purchase 
(from the highly rated senior securities that offered the most protection against deterioration of 
the asset pool and lowest return, to lower rated securities that offered less protection and a higher 
return). 

In short, the securities being sold were as described - the investors purchased what they 
knowingly determined to buy. In view of what transpired in the housing market and the 
economy, the securities performed substantially as would have been expected in those 
unexpected circumstances. At the time of purchase, however, what participants in this market -
including Goldman Sachs - could not know was how the housing market and the economy 
would perfonn in the future. 

For non-synthetic COOs - i.e., CDOs collateralized by cash securities - the offering 
materials contained detailed risk disclosures, and set forth each of the securities in the portfolio 
at or about the time of closing that determined the cash flows to investors. (See Appendix IV) 
We provided analyses to investors that highlighted how the securities would perform under 
certain scenarios and based upon stated assumptions, and these investors often had their own 
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models to analyze the credit worthiness of the underlying cash securities. Investors then could 
(and did) refer to those disclosures in making investment decisions. Again, investors had 
detailed information that allowed them to analyze how the securities would perform under 
different assumptions and scenarios. 

For COOs containing predominantly or exclusively synthetic assets - i.e., credit default 
swaps referencing RMBS or COO securities, rather than the RMBS or COO securities 
themselves - one party (the counterparty to the credit default swap) necessarily has to assume a 
short position with respect to the synthetic assets in order for there to be a long position for 
investors to take - there was no "secret" short position. As part of our disclosures, we indicated 
that Goldman Sachs initially would take the short side of the transaction, where applicable. 
There was no limitation on our ability to sell some or all of the short position. (See Appendix V) 
The sophisticated institutions that bought COO securities did not make their decisions based on 
whether Goldman Sachs or other firms entering into credit default swaps with the CDO issuer 
would keep or sell that short position; they made their investment decisions based on their 
fundamental analysis of the characteristics of the underlying referenced assets and their 
prediction of where the housing market and the economy would be in the future. In fact, 
Goldman Sachs' CD Os containing primarily residential mortgage-related synthetic assets were 
initially created in response to the request of a sophisticated institutional investor that 
approached the firm specifically seeking that particular exposure. Reverse inquiries from clients 
were a common feature of this market. 

Participation in the Residential Mortgage-Related Securitization Markets 

Goldman Sachs has never been a significant originator of mortgages. I And, in the 
context of the overall mortgage markets, we were neither a leading issuer2 nor a leading 
underwriter of securitized residential mortgage-related products. During the period 2002 through 
2007, our market shares as an issuer and underwriter of Non-Agency RMBS varied between 
1.9% and 4.0% as an issuer and 4.7% and 6.7% as an underwriter.3 In 2007, for example, the 
firm's market share as an issuer of Non-Agency RMBS was 3.0% and we were not among the 
top 10 underwriters of these securities.4 For overall RMBS issuance, including agency securities, 
Goldman Sachs was ranked 12th as an issuer in 2006 with a market share of 2.3% and 18th as an 
issuer in 2007, with a market share of 1.2%.5 Thus, although Goldman Sachs was a participant 
in the RMBS securitization business, it certainly did not dominate the market as either an issuer 
or underwriter. 

In March 1007. Goldman Sachs acquired Senderra. a small mortgage originator. 

An issuer is the legal entity that owns the pool of residential mortgages or RMBS, CDOs or combination thereof and "issues" 
securities representing various interests therein. For the purpose of compiling market share data. industry sources treated afirm as 
the issuer of RMBS if the securities were issued off of one ofthatfirm's shelf registration statements. even though the issuing entity 
was often a separate legal entity. 

Source: Inside Mortgage Finance. It was always the case that we were the underwriters of securities that we issued. so all securities 
issued off of Goldman Sachs' shelf registration statements would be counted in both categories. 

Source: Inside Mortgage Finance. Rankings below the top ten were not published in 1007. so our market share is unavailable. We 
note. however. that the 10th ranked underwriter had a market share of5.5%. 

Source: Inside Mortgage Finance. Inside Mortgage Finance published overall RMBS market share information with respect to issuer 
partiCipation only and did not publish such information for years prior to 1006. 
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This point is equally true if one focuses solely on the so-called "subprime" segment of 
the overall RMBS market. ~uring the period 2002 to 2007, our market shares as an issuer and 
underwriter of subprime RMBS varied between 0.9% and 4.7% as an issuer and less than 4.2% 
and 6.5% as an underwriter.6 In 2007, for example, the firm's market share as an issuer was 
1.7% (we were ranked 21 st) and we were not ranked in the top ten as an underwriter. 7 

Goldman Sachs also was not a dominant participant in new-issue residential mortgage­
related COO activity. During the period 2002 through the first three quarters of 2007 our market 
share as an underwriter of new-issue COOs where the collateral consisted primarily of RMBS 
varied between 2.4% and 8.2%.8 For example, Goldman Sachs' market share in the first three 
quarters of 2007 was approximately 5.6%.9 As discussed above, substantially all COOs were 
sold to sophisticated institutions that met the definition of Qualified Institutional Buyers under 
Securities and Exchange Commission Rule 144A. 

Conclusion 

Although Goldman Sachs held various positions in residential mortgage-related products 
in 2007, our short positions were not a "bet against our clients." Rather, they served to offset our 
long positions. Our goal was, and is, to be in a position to make markets for our clients while 
managing our risk within prescribed limits. Our predominant view of the risks arising from the 
residential housing market in early 2007 caused us to reduce our overall exposure to market 
movements in either direction consistent with established risk protocols. 

We certainly did not know the future of the residential housing market in the first half of 
2007 any more than we can predict the future of markets today. We also did not know whether 
the value of the instruments we sold would increase or decrease. It was well known that housing 
prices were weakening in early 2007, but no one - including Goldman Sachs - knew whether 
they would continue to fall or to stabilize at levels where purchasers of residential mortgage­
related securities would have received their full interest and principal payments. Finally, we 
were not consistently or significantly overall net "short the market" in residential mortgage­
related products, and, contrary to media speCUlation, we did not generate enormous net revenues 
or profits from our residential mortgage-related activities. 

Source: Inside Mortgage Finance. 

Source: Inside Mortgage Finance. Rankings below the top ten were not published in 2007 so our market share in unavailable. We 
note, however, that the 10th ranked underwriter had a market share of 4.2%' 

Source: Asset-Backed Alert. No CDOs were issued off of Goldman Sachs' shelf registration statements and therefore issuer 
iriformation is not applicable. 

Source: Asset-Backed Alert. Market share data for the fourth quarter of2007 is not available. 
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We hope that the infonnation above is helpful to the continuing work of the Commission. 

cc: Hon. Bill Thomas 
(Commission Vice Chairman) 
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Effective Regulation: Part 1 

Avoiding Another Meltdown 

Fix the system, not just today's problems 

Global Markets 
Institute 

This is the first in a series of papers addressing the topic of financial regulation, We analyze the build-up of 
global economic imbalances; how these imbalances led to housing bubbles in many countries; and how poorly­
managed risk related to securitization, along with inconsistencies in the regulations that applied to different 
financial activities, helped to transform these imbalances into a global financial crisis. 

A II global savings glut" fed the housing bubble 
Imbalances in the real economy in recent years forced the global financial system to absorb enormous excess 
liquidity. The problem was not the savings themselves, but the magnitude and speed of their accumulation. The 
resulting "global savings glut" overwhelmed domestic investment opportunities in emerging markets and 
instead flowed into developed-country asset markets, especially housing markets. 

Systemic firebreaks failed 
Securitization - which historically had been useful in reducing risk at the firm level and the regional level -
ultimately increased risk at the system-wide level. It reduced the effectiveness of systemic "firebreaks" by 
spreading what had traditionally been very local risks; this increased correlations across asset classes and 
regions, At the same time, the regulatory treatment of securitized loans reduced system-wide capital levels, 
impeding the financial sy!?tem's ability to manage large shocks. Further damage was caused by the spread of 
complex financial holding companies. Because different arms of these entities were subject to different 
accounting rules and regulatory oversight, firms could exploit those differences to drive near-term profits higher 
while building and warehousing risks that only became apparent later. 

Looking ahead 
We offer four principles for rebuilding the global financial system: (1) Capital gluts must be managed, and asset 
bubbles cannot simply be allowed to run their course. (2) Securitized loans should, in aggregate, face the same 
capital requirements as the underlying loans would if they were held on bank balance sheets. Securitization 
would then be driven by a desire to reduce hazardous concentrations of risk, rather than a desire for capital relief. 
(3) Lending institutions should be required to mark large loans to market at origination, forcing symmetry across 
the recognition of profit and risk. (4) Lending linked to investment banking activities should be consolidated into 
the investment banking arm and subjected to full mark-to-market discipline and all regulatory and accounting 
rules that apply to trading assets. This would eliminate the ability to exploit differences in regulation or 
accounting. Further, financial institutions involved in investment banking should be required to have an 
independent, appropriately staffed and fully-resourced control group to mark and manage the resulting risks. 
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Introduction: credit crisis retrospective and regulatory implications 

This paper is the first in a series addressing the topic of financial market regulation. 
We analyze how imbalances in the global economy built up over the past decade, 
how these imbalances led to asset bubbles in housing markets around the world, and 
how securitization and the blurring of traditional lines between commercial and 
investment banking helped transform these imbalances into a global financial crisis. 
We offer some thoughts on implications for the regulatory reforms that should 
emerge from today's crisis. 

There is no shortage of proposals for strengthening the international financial system. 
Many focus on specific aspects of the current crisis - subprime lending, opacity in 
derivatives markets and unregulated over-the-counter markets, for example. It is easy to 
see how improved regulations and systems in these areas might have mitigated the 
contagion and made managing the damage easier. It is harder to see, however, how such 
measures could have prevented the build-up of underlying risk or checked its geographic 
and systemic spread. 

A smaller number of proposals look at the financial system as whole in an attempt to 
identify and address the underlying, systemic causes of the crisis. The goal of legislation 
and regulation enacted in the wake of this crisis should be to remedy structural 
weaknesses in international finance, not just to allow for a more orderly unwinding the 
next time. 

We would focus on two fundamental issues: 

• The build-up of dangerously large global imbalances, and 

• The ways in which financial innovation and regulation ultimately made the global 
financial system riskier, even as they appeared to reduce the level of risk. 

The build-up of dangerously large global imbalances. Imbalances in the "real economy" 
that built up over the past decade forced the global financial system to absorb enormous 
amounts of excess liquidity. Two factors drove the "global savings glut:" the sharp rise in 
Asian foreign-exchange holdings in the wake of the 1997-1998 Asian crisis; and soaring oil 
prices that filled the coffers of the oil-exporting countries. 

The problem was not the savings themselves, but the magnitude and speed of their 
accumulation, which overwhelmed efforts to allocate them efficiently. These excess 
savings vastly exceeded domestic investment opportunities in the emerging markets that 
were generating the capital. Accordingly, they flowed instead into the open markets of 
developed countries, particularly housing markets. Excess liquidity also found weaknesses 
in the regulatory system - weaknesses that did not become apparent until it was too late. 

Inadequate regulation allowed securitization to damage systemic firebreaks. That 
major problems arose given the size of these capital flows is not, in retrospect, surprising. 
It is surprising, however, how widespread the damage has been throughout the global 
financial system - much like a forest fire that was unexpectedly found to have kindling in 
the firebreaks. Innovations that were intended to reduce risk - namely the spread of 
securitization, particularly in its application to low-quality assets, and the spread of 
complex financial holding companies - actually added fuel to the fire. 

It is important to note that securitization, by itself, was not problematic. Indeed, 
securitization did, for a time, reduce risk atthe firm level and free up capital for lending. 
Accordingly, regulators allowed individual institutions to enjoy higher leverage ratios and 
lower capital requirements. In aggregate, however, securitization allowed many financial 
firms to build positions in (what unexpectedly turned out to be) very risky assets, often 
employing leverage while enjoying reduced capital requirements. The spreading of risk 
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raised correlations across countries and across sectors ofthe financial industry, essentially 
turning the financial system into one highly correlated shared risk pool. At the same 
time, due in part to inadequate oversight of the credit rating agencies, securitization also 
lowered the total amount of capital in the financial system. 

An added, though not nearly as important, part of the problem was the spread of the large 
multi-business financial holding company, which emerged full force in the last decade. 
These complex holding companies merged a wide variety of businesses, often with very 
different business models and operating cultures - most notably the mark-to-market 
culture of investment banks and the held-to-maturity culture of classic commercial banks. 
Mixing these models without centralized monitoring and sufficiently independent risk 
controls allowed firms to exploit differences (sometimes accidently) in the rules applying to 
different parts of the same firm, 

While some firms were clearly able to manage these complexities, others failed to develop 
the needed systems and infrastructure, or did not allow these systems to operate with 
sufficient independence. 

Risk will naturally flow to where it is least monitored and where capital requirements 
are lowest. There is nothing sinister about this - it is the "invisible hand" of the market at 
work. It is extremely difficult for regulators to identify in advance all possible loopholes­
and equally difficult to close them all. 

Rather than focusing on the individual problems that the current crisis has brought to light, 
we think the most viable solution is to force as much symmetry and equality of treatment 
of assets across all parts of a firm as possible, thus eliminating odd incentives that 
encourage activities like poor lending. 

As we rebuild the financial system, four things are clear: 

,. Capital gluts must be managed, and asset bubbles cannot simply be allowed to 
run their course. Regulators have focused on managing risk at the level of institutions, 
and have sought to strengthen financial systems against small and local shocks. Major 
regulators have largely been successful in this - but in the process, they have 
unintentionally increased the system's vulnerability to global and macro shocks. In the 
future, regulators should give stronger focus to macro-prudential supervision. This will 
entail greater international information-sharing and cooperation. 

2. Securitized loans should, in aggregate, face the same capital requirements as the 
underlying loans would if they were held on bank balance sheets. Securitization 
would then be driven by a desire to reduce hazardous concentrations of risk, rather 
than a desire for capital relief. Regulators should also monitor the quality of the assets 
being securitized and the ratings assigned by rating agencies. 

3. Lending institutions should be required to mark large loans to market at 
origination, forcing symmetry across the recognition of profit and risk. Banks 
should not be allowed to defer losses via their commercial banking lines while 
recognizing profits immediately in their investment banking units. 

4. Lending linked to investment banking activities should be consolidated into the 
investment banking arm and subjected to full mark-to-market discipline and all 
regulatory and accounting rules that apply to trading assets. This would eliminate 
the ability to exploit differences in regulation or accounting. Further, financial 
institutions involved in investment banking should be required to have an 
independent, appropriately staffed and fully-resourced control group to mark and 
manage the resulting risks. 

Despite their best efforts in the months ahead, it is unlikely that governments, regulators 
and market participants can build a regulatory system so flawless that it can perfectly 
manage another influx of capital like the one we have just seen. Accordingly, the best 

Goldman Sachs Global Investment Research 4 



March 31, 2009 Global Markets Institute 

solution will include finding ways to mitigate capital imbalances that may occur in the 
future, while simultaneously developing a stronger regulatory system that limits the spread 
of damage. 

The II global savings glut ll and the shallow pool of investments 

It is now widely accepted that the world economy developed an excess of savings from the 
start of the decade to the onset of the credit crunch in mid-2007, an excess that has been 
dubbed the "global savings glut".' An excess of savings seems like a good problem to 
have, but it has in fact proved to be very damaging. Thus, it is worth understanding how 
this" glut" came about, how the savings accumulated at a pace not seen before, and how 
this resulted in an asset bubble that ultimately imperiled the global financial system. 

The savings glut had two principal drivers: the accumulation of Asian foreign-exchange 
reserves, and the savings arising from the skyrocketing price of oil. Although these two 
phenomena operated independently of each other, they did occur simultaneously - and 
quickly. Had they occurred separately, or mor€ slowly, the world economy might have 
been able to absorb the excess liquidity without too much strain. Instead, the rapid build­
up of savings swamped the available global investment opportunities. 

The II global savings glut" (I): Foreign exchange reserves 
The first driver of the excess savings was the current account surpluses generated by many 
emerging market countries, especially in Asia. This was also one of the great anomalies of 
the global economy in this decade. Under a "normal" state of affairs, domestic savings in 
emerging markets are usually insufficient to fund the available investment opportunities. 
These countries will import capital and, in doing so, will run current account deficits. 
Developed countries, in which savings normally outstrip the attractive investment 
opportunities, will typically export capital to emerging markets and accordingly will run 
current account surpluses. A classic example of this occurred in the late 19th century, when 
the United Kingdom financed much of the rail and canal systems built as the United States 
expanded westward. 

But in recent years this "normal" state of affairs has been turned on its head. Emerging 
economies responded to a string of financial crises - in Latin America, Asia and Russia - by 
generating large current account surpluses. Although each crisis differed in cause and 
severity, the common response was for emerging market economies to "self-insure" by 
building up large foreign exchange reserves. (See Exhibit 4 for background on the 
accumulation and role of foreign-exchange reserves.) These were intended to shield their 
currencies from another round of debt mismatches and currency devaluations. 

Robust trade and managed currencies generated large current account surpluses. China's 
surplus spiraled from less than 2% of GDP in the early part of this decade to a whopping 
11 % in 2007 - a remarkable position for a major emerging economy. In part by managing 
their currencies to keep them weak relative to the US Dollar, Asian exporters generated 
substantial foreign exchange reserves. China is the most obvious example - its foreign 
exchange reserves have reached nearly $2 trillion (see Exhibit 2) - while South Korea, 
Taiwan and India also saw significant run-ups in their own reserves. There is no clear rule 
of thumb to say how much is "too much", but we estimate that developing Asian 

, The "global savings glut" was first dubbed as such by current Federal Reserve chair Ben Bernanke in 
2005. His speech, "The Global Saving Glut and the U.S. Current Account Deficit," is available at 

www.federalreserve.gov/boarddocs/speeches/2005/200503102/default.htm . 
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economies together accumulated several hundred billion dollars above and beyond what 
prudential macroeconomic management would suggest. 

Exhibit 1: What is the current account balance, and why does it matter? 

The current account is the combined balances on international trade of goods and services (exports 
and imports) along with income flows (remittances, dividends and interest) and net unilateral transfers. 
What is of interest is not the current account itself but the current account balance - whether it is in 
deficit or in surplus. 

The current account balance can be defined in two ways: 

• The gap between imports and exports: If a country spends more on imports and other 
payments to foreigners (such as remittances, dividends and interest) than it takes in through exports 
(and other payments), it runs a current account deficit. If exports exceed imports, it runs a surplus. 

• The gap between savings and investment: Countries that invest more than they save must 
borrow from international capital markets to finance this investment (and consumption); this yields a 
current account deficit. Countries that save more than they invest, and lend this excess overseas, run a 
current account surplus. 

At least in theory, developing countries should run current account deficits. They will have more 
investment opportunities than they can self-finance, and their populations are typically relatively young, 
with low savings (China, with its rapidly aging population is a key exception). They should be net 
importers of capital from developed countries, where fewer and lower-yielding investment 
opportunities and aging populations should together produce a surplus. This has not been the case for 
much of the past decade, as we discuss in the main text. 

Running a current account deficit is not an inherently dangerous position, even for developed 
economies. But when the deficit reaches about 3% of GOP, and when a high deficit persists for many 
years, it puts the economy at risk of a disorderly unwinding. If foreign appetite for financing excess 
spending and saving suddenly disappears, or if the return expected on these investments falls, the 
country in deficit may face a nasty transition: an abrupt currency collapse and sharply higher domestic 
interest rates, along with the need to curb spending, reduce imports and increase exports. For 
countries in deficit, the IMF describes the current account as "the point at which international 
economics collides with political reality. " 

Source: Goldman Sachs Global Investment Research. 
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Market observers developed a variety of explanations for the "bond conundrum". Those 
who focused on the demand side of capital markets argued that pension funds and 
insurance companies had increased their demand for long-duration US securities following 
the bursting ofthe equity bubble. This was viewed partly as a response to regulation and 
partly as a consequence of their desire to better match assets to long-term liabilities by 
reducing the share of equities in their portfolios. 

An alternative explanation, first discussed in detail by Ben Bernanke, now Chairman of the 
Federal Reserve, was that a "global savings glut" was fueling demand for assets in the 
developed economies. More specifically, some countries - most notably China - channeled 
their rapid savings build-up into US Treasury and agency securities (see Exhibit 9), and this 
is what caused long-term rates to remain stubbornly low. Strong demand for corporate 
bonds and other fixed-income instruments also narrowed the spreads that these securities 
yielded over Treasuries, compressing the yield premium here. While it is difficult to isolate 
the demand and supply side effects on long-term rates, we think this supply-side argument 
more accurately explains the lasting downward pressure on bond yields. 

The challenges of controlling capital gluts 
Historically, there has been little consensus on how to best deal with global imbalances. In 
fact, there has never even been agreement on whether they should be addressed at all. 
This lack of consensus arises in part from pronounced differences in the self-interest of 
individual countries, which make it very challenging to agree on a multilateral approach. It 
is also unclear how a single central bank could address these global imbalances in 
isolation - or if monetary policy is even able to address them. 

It is unlikely that these problems will be resolved easily, if at all. We suggest that, at a 
minimum, regulators pay more attention to monitoring global capital flows and 
governments pay more attention to the restrictions on real investment that created the 
savings glut in the first place. While energy policy is clearly outside the scope of this paper, 
had policies been enacted that allowed for larger streams of real investment in 
commodities, the size of the global imbalances would have been reduced, and sustainable 
growth would have been supported. Although dampening the savings glut by raising 
interest rates will never be particularly attractive politically, creating new real investment 
opportunities to absorb excess savings is better for long-term growth and better politics. 

Global savings found a home 

The excess liquidity flowing out of Asia and the petrodollar states found an outlet in the 
housing markets of many developed economies - not just the United States. These savings 
might have flowed into other assets, so it is helpful to understand why they were so 
disproportionately channeled into housing. It is also helpful to understand how the 
dynamics of the housing market itself fuelled the asset bubble. 

Why housing? 
Several factors made developed-country housing markets an attractive outlet for excess 
savings: 

• Size. First, and importantly, developed-economy housing markets are large enough to 
absorb a significant amount of capital without causing the formation of an 
instantaneous asset bubble. The value of outstanding residential mortgages in the 
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United States alone was more than $11 trillion at the end of 2008. For comparison, US 
GDP that year was $14.3 trillion. 

• Supply growth. Second, it is easy to expand housing supply beyond underlying 
demand. Sustainable increases in housing supply should roughly keep pace with 
population growth, household formation and, to a lesser extent, rising income. These 
normal dynamics certainly did not constrain growth in the United States during the 
recent housing boom.4ln fact, it appears that the only limit imposed on housing supply 
in the US was the availability of construction machinery, labor and materials. Even 
land was not in short supply (though it was in other countries that experienced 
housing bubbles, notably the United Kingdom). 

• lack of investment discipline. Third, households often do not impose a high level of 
investment discipline on themselves. Companies need to earn a rate of return on their 
investments - and justify them beforehand with plausible assumptions about these 
returns. This does not guarantee that all investments will succeed as planned, but it 
does impose an assessment framework and open investment decisions to scrutiny. 
This is in contrast to households, which do not need to earn a rate of return and which 
may feel justified in paying for non-cash returns on their housing investments - such 
as the quality of life to be had in a nicer house or a better neighborhood. 

Exhibit 10: Why didn't companies over-lever during the global savings glut? 

To convincingly conclude that the global savings glut was the most important fundamental driver of 
the mortgage-fueled and housing boom requires that we explain why the corporate sector was not 
similarly vulnerable to over-leveraging. In contrast to the household sector, the corporate sector's 
financing position had improved notably in many countries since the start of the decade. European 
firms, particularly in Germany and the United Kingdom, swung from net borrowing in 2000 to net 
savings. Firms in the United States, which had started the period on much sounder footing, also 
improved their finanCing positions. 

One explanation is for the accumulation of large cash balances on corporate balance sheets -- the 
opposite of adding leverage -- is that companies, scarred by their experiences with outsized debt 
burdens after the bursting of the technology bubble, turned more conservative. Having spent the first 
part of this decade repairing their own balance sheets, companies were hesitant to repeat their 
previous errors. With corporate profits near record highs, self-financing became the principal source of 
corporate funding. 

Secondly, internal monitoring and public scrutiny probably played a role in keeping the corporate debt 
burden to reasonable levels. As we noted in the main text, companies need to earn a rate of return on 
their investments -- and justify them beforehand with plausible assumptions about these returns. This 
is in contrast to households, which do not need to earn a rate of return and which may not mind paying 
for non-cash returns on their housing investments (such as the quality of life to be had in a nicer house 
or better neighborhood). 

A third answer lies with the lenders behind the global savings glut, who sought low-risk fixed-income 
assets. They viewed mortgage assets as a close substitute for government debt, especially given the 
implicit US guarantee for Fannie Mae and Freddie Mac debt. 

Of course, corporate financing was not entirely immune to the global savings glut. Arguably, the LBO 
boom that peaked in early 2007 was an attempt by private equity sponsors to arbitrage the relative 
cheapness of credit. Corporate CFOs might have been tempted to take on more leverage themselves, 
had it not been for the fact that corporate profits were growing so robustly. Share buybacks rose 
accordingly, but even so, corporate treasuries filled to overflowing. 

Source: Goldman Sachs Global Investment Research. 

4 See Bank for International Settlements Working Paper Number 259; "The housing meltdown: Why did it happen in 

the United States?" by Luci Ellis; September 2008. 
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• Housing market regulations. Mortgage market regulation, at least in the United 
States, also played an important role. Widespread home ownership has long been a 
public-policy objective, and the United States has enacted mUltiple incentives to 
support home ownership, including the tax-deductibility of mortgage interest; the 
government sponsored enterprises (GSEs); and reductions in capital gains taxes on 
home sales. Partially as a result of these incentives, there was a deep and widely 
shared belief that a nation-wide decline in home prices was impossible - a view that 
has clearly been proved wrong in recent months. 

• Cheap credit. Low real interest rates (a result of the global savings glut) made 
mortgage credit "cheap", and this drove a surge in mortgage originations. While the 
availability of cheap credit cannot entirely explain why the housing market absorbed 
so much excess liquidity, as many other forms of credit were also cheap and easily 
available, it was a significant contributing factor. 

The global housing boom 
The impact of this influx of capital on global housing markets is easily seen in the 
significant growth in mortgage originations, the subsequent erosion of lending standards, 
and the widespread nature of the increases in home prices. 

• Mortgage originations soared. Mortgage financing expanded dramatically during the 
first half of the decade. In the United States, for example, mortgage origination as a 
percentage of total mortgage debt outstanding surged to an average rate of 10.0% 
from 2001-2006 (see Exhibit 11), up significantly from the average rate of 6.3% from 
1985-2000. 

Exhibit 11: Mortgage origination surged - mortgage origination as a percentage of total mortgage debt outstanding 
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• Lending standards eroded sharply. In the United States, the erosion of lending 
standards was visible in the increase in the number of subprime mortgages that were 
issued. The share of subprime mortgages rose from 2% to 14% of the total between 
2000 and 2007. See Exhibits 12 and 13. It was also visible in lax standards for 
documentation of information like income and assets. Further, loan-to-valuation (LTV) 
ratios on new mortgages increased significantly, with the issuance of 100% financing 
(e.g. no down payment) mortgages increasing dramatically. In parts of the United 
States, even negative down payments were available! The increase in arrears that 
occurred even prior to the decline in house prices is yet another indicator of how loose 
lending standards had become during the boom. 

Exhibit 12: The surge in capital inflows eroded lending standards 
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Exhibit 13: The percentage of subprime mortgages soared to record levels 
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• This erosion of lending standards only worsened when the "bond conundrum" 
finally ended. As the yield curve began to flatten and subsequently to rise, demand for 
mortgages began to decline. In order to stimulate incremental demand, mortgage 
originators reduced their lending standards even further. This allowed less-qualified 
borrowers - individuals who might never have taken out a loan - to take out 
mortgages, and high risk ones at that. 

• The housing bubble was not confined to the United States. While much of our 
analysis thus far has focused on the US housing market, the myth that the housing 
bubble was isolated to the United States should be debunked entirely. The housing 
bubble was a common phenomenon across developed countries. From 1998 to 2006, 
real home prices increased rapidly in many countries, including Ireland, the United 
Kingdom, Australia, France and Spain (see Exhibit 14). In fact, home price appreciation 
in these countries far outpaced the 49% increase in home prices that occurred in the 
United States - in Ireland, for example, home price appreciation peaked at nearly 250% 
from 1998 to 2007. 
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Exhibit 14: Appreciation in real home prices in developed economies 2001-2006 
Real home price index; 1998 = 100 
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Home price appreciation outpaced domestic income growth. Growth in national home 

prices outstripped income growth between 2001 and 2006 in many countries. As we show 

in Exhibit 15, in many cases, income growth only drove about two-thirds of the increase in 

home prices. This sort of outsized growth eventually becomes unsustainable, as home 

prices inevitably reach a price that local buyers simply cannot afford. Importantly, however, 

foreign purchasers provided a further source of funds, and the countries that experienced 
the greatest inflow of foreign savings between 2001 and 2006 also experienced the greatest 

increase in home prices, Spain, France and the United Kingdom are excellent examples of 

this. 
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Exhibit 15: Home price appreciation was driven by more than income growth 
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Securitizing sub-prime, and other mistakes 

The role of securitization 
In a different world, these housing bubbles might have remained localized problems - as 
they had in the past - hurting many individual economies when they burst, but without 
threatening the entire global financial system. Understanding why they did in fact cause 
widespread damage is, in our eyes, critical to understanding what regulatory reforms wi" 
be most effective in averting another crisis. 

Securitization has been one of the real success stories of risk management in the financial 
industry. It ultimately backfired, however, because the way it was applied to sub-prime and 
other low-quality assets, and the weakness of the ratings-agency assessments involved, 
actually lowered the total capital cushion in the financial system. 

One of the most celebrated achievements of modern finance was the way in which 
securitization was able to spread risk across the financial system. Before securitization 
became widespread, banks had kept loans that they had made on their books and therefore 
"warehoused" risk. This made individual banks quite vulnerable to sector-specific or 
regional downturns - but the fact that risk was localized meant that another part of the 
financial system could always step in to clean up the problems. For example, regional 
banks filled the lending gap that emerged as a result of the 1990s savings and loan crisis in 
the United States, and foreign banks bought local banks or specific pools of bad loans in 
the wake of the 1997-1998 Asian crisis. 

The fundamental problem of securitization - one that was missed by regulators and 
bankers alike until the crisis actually hit - was that the combination of inadequate 
ratings oversight and the inclusion of poor-quality underlying assets (such as sub-
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prime mortgages) allowed for a reduction in the global capital cushion without 
actually reducing the level of risk. What had made sense on the level of individual 
institutions ultimately had extremely dangerous consequences when played out on a 
global scale - as we are now seeing in vivid detail. 

The growing gap between risk and capital can be best illustrated using specific examples:5 

Situation 1: A bank made a sub-prime loan with a face value of $100 and retained the loan 
as an asset on its books. Under international banking standards (Basel 1),6 the bank was 
required to hold a capital cushion consisting of two parts: first, the Tier 1 capital ratio of 8% 
of the face value/ adjusted for the risk weighting of the specific asset, which in this case 
was 50%; and second, minimum reserves of 1 % of the face value, Thus the total "cushion" 
was ($100 x 8% x 50%) + ($100 x 1 %), or $5, The details of this transaction are explained 
and shown graphically in Exhibit 17. 

Situation 2: A bank made a sub-prime loan with a face value of $100 and immediately 
packaged it, along with hundreds of similar sub-prime loans, into a residential-mortgage­
backed security (RMBS). The bank received a fee for originating the loans and potentially 
another for structuring the RMBS, a point that will be important later. 

The RMBS was sliced into tranches, each carrying different risk characteristics, generating 
different yields for investors and thus receiving different ratings from credit ratings 
agencies, As Exhibit 17 also shows, a typical RMBS securitization moved 75% ofthe loan 
into an AAA-rated debt tranche, 10% into an AA tranche, 8% into A. 5% into BBB and 2% 
into an equity or "first loss" tranche. 

Securitization did not change the risk inherent in our single loan. But it did concentrate the 
risk into a single tranche, the "equity tranche," which in our example was comprised of BB 
assets. Worth 2% of a typical RMBS, the equity tranche was expected to absorb any losses 
on the loans in aggregate. 

Pooling, and the diversification effect it was thought to have brought, allowed regulators to 
vary capital requirements across tranches. Because most of the risk was held in the equity 
tranche, this slice bore the highest capital requirements. Specifically: 

• The risk weighting for the AAA through BBB tranches - which made up 98% of the 
value of the RMBS - was roughly 25% on a weighted-average basis. This was just half 
the risk weight for the whole loan in Situation 1. Moreover, the bank was not required 
to hold any minimum reserves on the security (compared to the 1% reserve in 
Situation 1). Thus the capital charge for 98% of the value of the RMBS was ($100 x 8% 
x 25%) or $2.10. 

• Regulators assumed that the "equity tranche" would absorb any losses, and so they 
imposed a much higher capital charge - 100% on this tranche. In our example, it was 
($100 x 2%) or $2. 

• Thus the total charge for our "typical" RMBS was just over $4, about 20% lower than 
under Situation 1. 

The fact that the capital requirement was concentrated in the equity tranche, and in the 
reserves against that tranche, created an arbitrage opportunity. The bank could find a 
willing buyer for the equity tranche in hedge funds, who were searching for levered 

5 The examples that follow are meant to be illustrative, and we stress that the details will differ across 
banks, products and securitization structures. 

6 Virtually all US banks currently use Basel I capital requirements, although banks elsewhere in the 
world have begun to shift to Basel II standards. We discuss the Basel standards further in Exhibit 21. 

7 The minimum Tier 1 capital requirement under Basel I is 6%. Banks more typically hold 7%-10% 
capital; we use 8% as a representative average. 
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exposure and who ultimately held some 25% of all the BBB- and BB-rated tranches (see 
Exhibit 16 for an example of the arbitrage opportunity). The key fact here is that hedge 
funds were not subject to Basel requirements. Their capital levels and their leverage were 
limited only by the amount of financing they could secure from lenders. Insurance funds, 
which were also not subject to Basel rules (though they were regulated by other 
institutions), held a fu rther 25% of these lower-rated tranches. See Exhibit 16. 

Exhibit 16: Securitization created an arbitrage opportunity between banks and hedge funds 

Capital arbitrage between hedge fund investors and banks for RMBS equity tranches - illustrative example 

Par value of equity tranche ($) (assumed) 1001 

Levera!i!e (assumed! Nil 2.0x 4.0x 6.0x 8.0x 10.0x 
Equity 100% 33% 20% 14% 11% 9% 
Debt 0% 67% 80% 86% 89% 91% 
Return on equity tranche (assumed) 6% 6% 6% 6% 6% 6% 
Cost of debt (assumed) 5% 5% 5% 5% 5% 5% 

Equity ($) 100.0 33.3 20.0 14.3 11.1 9.1 
Debt ($) 0.0 66.7 80.0 85.7 88.9 90.9 
Gross return ($) 6.0 6.0 6.0 6.0 6.0 6.0 
Interest expense ($) 0.0 3.3 4.0 4.3 4.4 4.5 

1.7 1.6 1.5 

Source: Goldman Sachs Global Investment Research. 
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Exhibit 18: Under Basel II, securitization further reduces the capital cushion required 

Basel II 

Securitization reduces the capital cushion required 

(A) (B) (C) (D) (E) 
Total 

Reserve Risk M,nImum Tier 1 capital 
Whole loans reqUirement weighting lier 1 allocabon held 

(B *C) (A+D) 
Pool of mortgage loans 1.00% 35% 8.0% 2.8% 3.8% 
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(A) (B) (C) (D) (E) 
Tier 1 Tier 1 

Risk MInimum allocation capital 
RMBS Spltt welghltng tier 1 (of loans) held 

AM 
AA 
A 
BBB 

75% 
10% 
8% 
5% 

12% 
15% 
24% 
75% 

8.0% 
8.0% 
8.0% 
8.0% 

(B* CJ (A* D) 
1.0% 
1.2% 
1.9% 
6.0% 

0.7% 
0.1% 
0.2% 
0.3% 

Transforming RMBS into COOs also reduces the capital required 

w ~ ~ ~ ~ 
Tier 1 Tier 1 

Risk Minimum allocation capital 
RMBS (BBB tranches) Spltt weighting tier 1 (of loans) held 

(B*C) (A" D) 
BBB 100% 75% 8% 6.0% 6.0% 

i~~rl~?iri};;~ ~:~~~::,~:'l~~;~~r:~;~*~6!q~~E-~~~~'~~;~~t:~~~;~~~~~,i~f;~~~~1t{~t:~fl~)~fg~~!1 \1;i:~>~O?!Y;1\;6~(j9&1 

w ~ ~ ~ ~ 
Tier 1 Tier 1 

Risk Mlnllnum allocation capital 
COO Spltt weighting tIer 1 (of loans) held 

. ~.C) ~*m 

AM (super senior) 60% 12% 8.0% 1.0% 0.6% 
AM 20% 12% 8.0% 1.0% 0.2% 
AA 6% 15% 8.0% 1.2% 0.1% 
A 5% 24% 8.0% 1.9% 0.1% 
BBB 2% 75% 8.0% 6.0% 0.1% 
BB 2% 442% 35.3% 0.7% 

Source: Goldman Sachs Global Investment Research. 

So while the sale of the equity tranche generated capital relief for the bank (at least under 
Basel I), it did not necessarily dispose of the risk embedded - and concentrated - in that 
tranche. The bank might ultimately retain the risk (whether it was aware of the fact or not), 
by selling to a special-purpose vehicle that ultimately did become the responsibility of the 
parent bank,s or by lending to a hedge fund and relying on the tranche as collateral. Either 
of these outcomes would have brought the risk back into the regulated financial system -
but would have left the capital far beneath the fully-consolidated loan level. 

8 These special-purpose vehicles are the infamous SIVs, special investment vehicles, which allowed 
banks to move risk off their balance sheets to what were essentially captive buyers, When these SIVs 
encountered financial trouble beginning in 2007, banks came under pressure to bring these assets back 
onto their balance sheets, which weakened the parent bank's capital position, The FASB has proposed 
new rules designed to eliminate this specific arbitrage, as we discuss later in this paper. 
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The full danger to the financial system can be seen in the effective leverage ratios 
that securitization generated. As Exhibit 19 shows, the equity tranche carried no implied 
leverage (Le., the capital charge was equivalent to the value of the risk). Direct loans 
(Situation 1) were levered 20 times under Basel I (and 26 times under Basel II). Under 
Situation 2, the equity tranches were again not levered at all. But the implied leverage in 
the other tranches was nearly 50 times (and close to 80 times under Basel II!). 

Exhibit 19: Concentrating risk in the equity tranche leads to high implied leverage elsewhere 

RMBS RMBS 
Equity AAA-BB Direct 

Exposure to expected vs tail risk tranche tranches loans 

Implied leverage (Basel I) 

Implied leverage (Basel II) 

Source: GOldman Sachs Global Investment Research. 

Exhibit 20: Global financial institution exposure to COOs 
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Source: Goldman Sachs Global Investment Research. 
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Situation 3. This repeats the securitization story, with a twist. Banks could gain further 
capital relief by repackaging RMBS themselves into collateralized debt obligations (CDOs). 
See Exhibit 17. This second round was conceptually similar to the first: it took a pool of 
assets - in this example, the BBB tranches of several RMBS.9 Within the CDO, this pool of 
assets was then sliced into tranches, with each assigned a rating according to its perceived 
riskiness. (The banks that structured the CDO also received a fee, as in Situation 2.) 

The twist in this situation was that one tranche (typically 20%) of the CDO structure (which, 
remember, consisted of BBB-rated RMBS paper in this example) could be rated AAA, while 
another tranche (typically about 60% of the total) could be rated "super-senior" - higher 
than the ratings of many sovereign governments. As Exhibit 17 shows, the capital held 
against a CDO of BBB-rated tranches was lower than the capital required for the BBB 
tranches held separately: $7.10 for the CDO compared to $8.00 forthe BBB tranches on a 
standalone basis. This reflected the assumption that the diversification inherent in the CDO, 

9 Again, this BBB example is illustrative. Residential real estate CDOs were typically made up of RMBS 

tranches rated from AA to BB. 
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along with a relatively large equity tranche (5% in the COO compared to 2% in the RMBS), 
protected the senior debt holders and thus enabled ratings agencies to assign AAA ratings 
to some 80% of the total COO. 

This pattern of risk holding is particularly problematic when the underlying assets for 
securitizations are poor-quality loans such as subprime mortgages, as we have used in 
our examples. The hedge fund in our example is holding the first loss (the equity tranche) 
while the banks hold the later losses. With high-quality assets, including prime jumbo 
mortgage loans, student loans, auto loans and others, this is likely to remain a stable risk 
formulation.'o But with poor quality assets, the likelihood of an extremely large shock - in 
which the risk pool becomes highly correlated and the valuation models fail - rises 
substantially. If that occurs, the banks are left holding levered risk and inadequate capital. 
Securitization can only spread risk more efficiently - it cannot make bad lending into good 
lending. 

Since the crisis hit, new rules have been proposed that would force lending banks 
potentially to consolidate many of their off-balance-sheet entities." There are concerns that 
the change in accounting treatment would affect capital-adequacy requirements, given the 
magnitude of the potential transfer. In particular, there are concerns that banks might need 
to hold the full capital charge for the equity tranche of an RMBS or COO even if they sold it 
to an independent investor. These changes to the accounting rules have not yet been 
implemented, in part because of these concerns. 

For now, at least, these proposals have effectively eliminated the appeal of securitization -
the potential capital relief - and the market remains essentially closed. We expect that 
these rules will be weakened over time if regulators want the securitization market to 
reopen. Alternatively, the banks themselves may find ways of restructuring their off­
balance-sheet entities in ways that reduce the new capital burden. 

10 Higher-quality assets could also be securitized. CDOs consisting of these securities typically had a 
larger proportion of higher-rated tranches, and thinner equity tranches, reflecting their lower perceived 
riskiness. These CDOs did not cause nearly as much trouble as did the sub-prime CDOs, which we 
attribute to the fact that these assets were of higher quality. 

11 In 2008 the Financial Accounting Standards Board (FASB), the US standards-setter, proposed 
revisions to current standards governing the transfer of assets and the consolidation of special-purpose 
entities (FAS 140 and FIN 46(R)). The change to FAS 140 would eliminate the concept of a "qualifying 
special purpose entity," which had been critical to securitization. This would apply not only to future 
QSPEs but also to all existing ones, forcing banks to consolidate many formerly off-balance-sheet 
entities back onto their balance sheets, and thus potentially raising their capital requirements. 
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More broadly, as we discuss in the next section, genuine equivalent treatment is the only 
realistic way of preventing innovation from finding, and exploiting, new stress points in the 
financial system. 

It needs to be said that financial innovation is the result of the natural functioning of 
markets: finding the most economically efficient way of allocating credit. The "invisible 
hand" of the market is in this case also the "invisible inventor." Unless regulators impose 
true neutrality as to form and holder, simple economics will dictate that innovation search 
out the disparities and find the weak points. But if the accounting and regulatory 
treatments are harmonized, innovation will shift to finding true risk reduction and other 
forms of value creation. 

Financial holding companies and too many sets of rules 

The 1990s saw the spread of highly complex financial holding companies that replaced the 
classic separation of investment bank, commercial bank and insurance company. This was 
driven by many causes, both regulatory and economic. While little has occurred to 
suggest that this mixing of traditionally distinct activities was in itself problematic, 
the governance of and regulatory oversight over many of these complex 
organizations has proven problematic at best. 

Strict rules exist to prevent banks from creating profits simply by shifting an asset from 
one part of the firm to another. But arbitrage is rarely so easily defeated. As an example 
of the problem, using "mixed accounting" allows banks to enjoy the best of both worlds. 
Below we outline a classic example (see Exhibit 22 for specific accounting details): 

• A bank could generate immediate revenues in its mark-to-market entity (its investment 
bank) by originating loans for a fee (Situation 2). 

• The bank could earn separate underwriting fees by bundling these loans into a security 
(for example an RMBS) and/or repackaging them into a COO, as in Situations 2 and 3). 

• The bank could then sell all or part of this RMBS or COO to an off-balance-sheet 
special-purpose vehicle, which would value and hold the asset at par, often relying on 
ratings-agency ratings as the basis for the pricing. Under "available-for-sale" 
accounting, losses would be reflected in the balance sheet, but would not flow through 
the income statement. 

This structure allowed the bank to bypass true mark-to-market discipline while still 
realizing profits. It deferred losses while at the same time retaining risk. Our banking-sector 
analysts estimate that commercial and investment banks together held more than 40% of 
all COOs, including one-third of the riskiest tranches (see Exhibit 20). Much of this was held 
in SIVS that were intended to be off-balance-sheet but that ultimately did become liabilities 
of the parent bank. 

This particular arbitrage is now likely to become impossible if the proposed FASB rules 
discussed above do force banks to bring off-balance-sheet assets back onto their balance 
sheets. But this is not likely to be the end of the problem. As long as different parts'of a 
financial holding company have different views as to the value of a single asset, and as 
long as these different units operate under different regulatory or accounting rules for that 
asset, arbitrage opportunities will exist. 

Risk will naturally flow to where it is least monitored and where capital requirements 
are lowest. That is the nature of markets. While it is not possible to identify today what 
gaps will emerge in the proposed rules, it is highly likely that innovation will eventually 
find them. 
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The only sure way to shut down these arbitrage activities is, as with capital adequacy, to 
replace the rules rather than continue to patch them, Complex firms should be required to 
treat similar assets using one consistent set of valuation and accounting conventions, and 
facing one set of regulatory and capital requirements, across the firm, regardless of the 
name given to the business unit,12 

An added problem with complex holding companies, in retrospect, is that not all of them 
had sufficient operational expertise to deal with the complexity of the risk they were 
holding, The ability to consolidate positions across related businesses, to mark assets 
correctly, and to assess total risk correctly is essential. Without holding-company-wide 
consolidation of risk management and pricing, bad assets can move to areas of the 
firm that have weaker risk systems and provide more favorable marks, This has often 
led to poor decisions and rapid increases in risk levels, Even with the reforms we are 
talking about, it is essential that the holding companies themselves can monitor risk in line 
with the rules, Thus the need to have risk systems that are staffed and empowered - by the 
organization itself - to monitor risk appropriately relative to the business being done, 

This principle of equal treatment will also help to prevent other, similar types of arbitrage, 
and help to strengthen the financial system against future crises. Mortgages are not the 
only sector in which the mixed structure has allowed arbitrage opportunities. Similar 
dynamics were on display in the levered-loan market in 2008, involving problem loans tied 
to banks' involvement in investment banking transactions. The issue here, much discussed 
over the years, is that of tying "relationship lending" to fee-based investment-banking 
business. Although it is illegal for banks to demand formal ties, even so, corporations often 
link their own willingness to assign investment banking business to (both previous and 
anticipated) access to funding. 

From the banking perspective, the problem is again one of "profits first, losses later." 
Banks can immediately book profits on investment banking fees, but can defer recognizing 
losses on loans until they fail to perform. This timing mismatch creates tremendous 
incentives to lend at below-market rates and to lend in excess, in an effort to generate fee 
income. 

"Profits now and losses later" is always a bad recipe for financial control. Over the past 
two decades, it has allowed financial institutions with inadequate controls to build up large 
amounts of under-capitalized risk. Regulatory and accounting controls have sought to 
block these arbitrage opportunities. In many cases, however, they have had the effect of 
encouraging complexity (in the form of structuring, like our RMBS and COO examples), 
without actually preventing banks from finding the most favorable treatment. 

Part of the problem is that regulatory and corporate governance systems develop by trial 
and error. Gaps in these systems are not often obvious based on first principles, and are 
often only understood over time as problems emerge. This is why we say that, while we do 
not know today what gaps will emerge from the proposed FASB rules, we are certain that 
some will. 

The only truly effective way to keep these arbitrage opportunities from running out of 
control is to limit the mix. This could be done in three inter-related ways: 

• Forcing financial institutions to collect linked activities into the same arm of the 
organization, and to treat all linked activities according to the same rules-for capital, 
accounting, recognition of profit and loss, etc.; 

12 An equally valid approach would be to require banks to consolidate all of their activities on their 
balance sheets. This point is argued in an excellent review of the crisis and proposals for reforms 
issued by the Group of 30 in January 2009. See Financial Reform: A Framework for Financial Stability, 
http://www.group30.org/pubs/reformreport.pdf . See also The Road to Reform, issued by CPRMG III in 
August 2008, http://www.crmpolicygroup.org/docs/CRMPG-lll.pdf. 
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• Requiring banks to have strong and independent valuation and reporting functions 
that operate at the firm-wide level, in order to monitor these risks in the aggregate; and 

• Requiring these risk-control entities to screen internal transfers, to ensure that firms 
cannot change the value of assets simply by moving them to units with more favorable 
local marks, regulatory or accounting treatments. 

Among other things, this would indicate that: 

• All activities associated with investment banking activities, including lending, should 
be consolidated within the investment banking unit. This would subject them to the full 
discipline of mark-to-market, as well as the capital, leverage and other regulatory 
restrictions that apply to "investment banking," 

• Lending institutions that engage in both investment banking and lending with a single 
client should be required to mark large loans to market as soon as they are originated. 
This would erase the timing arbitrage that currently exists, by forcing banks to 
recognize losses from below-market loans at the same time that they recognize 
associated fee income. This in turn should reduce the incentives for poor lending 
practices. 

• Securitized assets should have to remain in the investment bank unless sold outside 
the holding company entirely. 

Whatever the specific form of future regulations, the intent should be to force companies 
to treat transactions consistently, regardless of how they are handled, and to impose a 
consistent valuation and timing of recognition of profits, losses and risks, regardless of 
where the assets are held or how they are structured. 
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As we rebuild the financial system, four things are clear: 
1. Capital gluts must be managed, and asset bubbles cannot simply be allowed to 

run their course. Regulators have focused on managing risk at the level of institutions, 
and have sought to strengthen financial systems against small and local shocks. Major 
regulators have largely been successful in this - but in the process, they have 
unintentionally increased the system's vulnerability to global and macro shocks. In the 
future, regulators should give stronger focus to macro-prudential supervision. This will 
entail greater international information-sharing and cooperation. 

2. Securitized loans should, in aggregate, face the same capital requirements as the 
underlying loans would if they were held on bank balance sheets. Securitization 
would then be driven by a desire to reduce hazardous concentrations of risk, rather 
than a desire for capital relief. Regulators should also monitor the quality of the assets 
being securitized and the ratings assigned by rating agencies. 

3. Lending institutions should be required to mark large loans to market at 
origination, forcing symmetry across the recognition of profit and risk. Banks 
should not be allowed to defer losses via their commercial banking lines while 
recognizing profits immediately in their investment banking units. 

4. Lending linked to investment banking activities should be consolidated into the 
investment banking arm and subjected to full mark-to-market discipline and all 
regulatory and accounting rules that apply to trading assets. This would eliminate 
the ability to exploit differences in regulation or accounting. Further, financial 
institutions involved in investment banking should be required to have an 
independent, appropriately staffed and fully-resourced control group to mark and 
manage the resulting risks. 

Accordingly: 

• All activities associated with investment banking activities, including lending, should 
be consolidated within the investment banking unit. This would subject them to the full 
discipline of mark-to-market, as well as the capital, leverage and other regulatory 
restrictions that apply to "investment banking." 

• Lending institutions that engage in both investment banking and lending with a single 
client should be required to mark large loans to market as soon as they are originated. 
This would erase the timing arbitrage that currently exists, by forcing banks to 
recognize the losses from below-market loans at the same time that they recognize the 
associated fee income. This in turn should reduce the incentives for poor lending 
practices. 

• Securitized assets should have to remain in the investment bank unless sold outside 
the holding company entirely. 

Whatever the specific form of future regulations, the intent should be to force companies 
to treat transactions consistently, regardless of how they are handled, and to impose a 
consistent valuation and timing of recognition of profits, losses and risks, regardless of 
where the assets are held or how they are structured. 

Despite their best efforts in the months ahead, it is unlikely that governments, regulators 
and market participants can build a regulatory system so flawless that it can perfectly 
manage another influx of capital like the one we have just seen. Accordingly, the best 
solution will include finding ways to offset capital imbalances that may occur in the future, 
while simultaneously developing a stronger regulatory system that limits the spread of the 
damage. 
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Reduce arbitrage opportunities 

Global Markets Institute 

Global Markets 
Institute 

In the first paper of our series on effective regulation, entitled "Avoiding Another Meltdown," we outlined key 
principles for improving financial regulation by reducing opportunities for financial holding companies to 
arbitrage regulatory and accounting standards, asset pricing, and risk controls. In this paper, we offer proposals 
that would help to put these principles into practice. We illustrate our ideas with simplified case studies of 

some key arbitrage problems, and show how our suggestions could potentially reduce them. 

Strengthen controls on transfers of risk between affiliates 
A serious set of problems that surfaced during the financial crisis relates to transfers of risk within financial 
holding companies that allowed risks to move to where they would receive favorable accounting or regulatory 
treatments. The range of failures and the sizeable differences in the way these issues surfaced, suggest that the 
problem is not so much a specific set of rules, but the generally unconstrained nature of these transfers of risk. 
We therefore propose that risk transfers between affiliates should be restricted so that risks flow to entities that 
employ full mark-to-market accounting and on-balance-sheet reporting. In essence this means that, within a 
financial company, risks should flow only to its investment banking arm, not away from it. Further, affiliates 
should not be able to subsidize investment banking businesses by offering other financial services at below­
market prices. This is especially important when these businesses are subsidized by government-guaranteed 
deposit insurance or any other government-based advantage. 

Additional restrictions are appropriate for securitizations 
For transactions involving asset-backed securitizations, we recommend two additional restrictions. First, 
securitized loans should, in aggregate, face the same capital requirements as the underlying loans would face if 
they were held on financial institutions' balance sheets. Second, to qualify for regulatory capital relief, 
securitizations must be sold to true third parties (not to affiliates). and tranches of securitizations must be sold 
in equal-proportional "slices" relative to their size. 

Helping to restore transparency 
The current system provided significant incentives for financial companies to hold and internally transfer 
complex forms of risk. This made monitoring these risks challenging, and therefore made the unwind of the 
current crisis more difficult than it otherwise might have been. If the incentives to hold and internally transfer 
complex forms of risk are reduced, then financial firms will likely evolve into simpler and more transparent 
entities. This should make it easier, in our view, for regulators and investors alike to evaluate the health of 

financial firms, and would reduce the likelihood of a similar crisis. 
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Improving transparency 

In the first of a series of papers on effective regulation, entitled" Avoiding Another 
Meltdown'," we offered principles for improving regulation of the global financial system 
in the wake of the financial crisis. These principles focused on eliminating the opportunities 
for arbitrage of regulatory and accounting standards, asset pricing, and risk controls that 
have accompanied the growth of complex financial holding companies and the spread of 
securitization. 

Since the publication of that paper, we have been asked to provide more details on how 
these suggestions might be implemented. Of course, our suggestions are among many 
that have been proposed by various regulators and market participants2 • We hope our 
ideas will provide an overview of the key requirements for preventing similar problems in 
the future. Thus, in this third paper of the series, we sketch out our proposals, 
illustrating them with simplified examples of arbitrage problems and showing how 
these problems might be reduced. 

Before we begin, it is worth noting that most financial institutions maintained disciplined 
risk controls in the face of powerful competitive pressures. The problems that have arisen 
involved a small number of financial products and firms. Further, by helping to 
intermediate the global flow of capital between borrowers and savers, the financial system 
overall helped to support global economic growth. The response to the crisis must 
continue to permit capital to flow through an efficient market process to where it will be 
most productive. Nevertheless, we acknowledge that the damage caused has been 
enormous, and solutions must address the gaps in the financial system that allowed 
problems to go unchecked. 

Unconstrained transfers of risk within financial companies 

A serious set of problems that surfaced during the financial crisis relates to transfers of risk 
within financial holding companies that allowed risks to move to where they would receive 
favorable accounting or regulatory treatments. The range of failures and the large 
differences in the way these problems surfaced, suggest that the problem is not so much a 
specific set of rules, but rather the generally unconstrained nature of these transfers of risk. 
Specifically: 

• For a number of years, major financial institutions have been allowed to operate 
several business lines-each with potentially different accounting, regulatory 
standards, and capital requirements, and separate methods of internal pricing. 

• This allowed risks to be housed in the units where accounting, regulation, capital 
requirements and internal pricing were most favorable. Risks often gravitated to areas 

, Please see "Effective Regulation Part 1: Avoiding Another Meltdown," published in March 2009 and 
available at http://www2.goldmansachs.com/ideas/public-policylindex.html. 

2 Some of the key initiatives that have been put forward include the creation of a systemic risk 
regulator and a resolution authority; higher standards for capital and risk management for systemically 
important firms; more transparent and comprehensive disclosures for over the counter (OTC) 
derivatives markets; requirements for money market funds to reduce the risk of rapid withdrawals; and 
requirements for hedge funds or other private pools of capital above a certain size to register with the 
SEC. The FASB (the US accounting standard setter). in conjunction with the IASB (the international 
accounting standard setter). has also established the Financial Crisis Advisory Group (FCAG), which 
provides advice on the standard-setting implications of the global financial crisis. Several amendments 
regarding fair value measurements have been made by the FASB since the FCAG was formed. 
(Footnote 2 continued on page 4). 
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where supervision was weakest, and were permitted to grow beyond appropriate and 
manageable bounds. 

• This is particularly true for certain securitizations, which allowed for complex transfers 
of risks within financial companies that were difficult to track. 

As we noted earlier, a number of regulatory and accounting proposals have been made to 
address these problems, as well·as several other issues that arose during the financial 
crisis. We add some overriding principles that we believe should help to address a major 
contributing problem-namely, generally unconstrained risk transfers within financial 
companies. In our view, risk transfers must be tightened so that risks follow predictable 
paths and are visible to markets and regulators alike. This would help to simplify the 
assessment of the health of financial companies by forcing profits and risks reported by 
financial firms to accurately and fully reflect their true economic value. 

This is relatively straightforward in principle, but more complex in execution. Our 
suggestion for implementation of these principles is as follows: 

• Within financial holding companies, risk transfers between affiliates should be 
restricted so that risks flow to entities that employ full mark-to-market accounting 
and on-balance-sheet reporting. In essence, this means that risks should 
flow only to the investment banking arm and not away from it. 

• Affiliates should not be able to subsidize investment banking businesses 
by offering other financial services at below-market prices. This is 
especially important when these businesses are subsidized by government­
guaranteed deposit insurance or other government-based advantages. In 
particular, loans to investment banking clients should be marked to market and 
reported on the balance sheet to ensure that revenues and profits are accurately 
stated. Without such restrictions, revenues and profits can be substantially 
overstated and risks hidden. 

For transactions involving asset-backed securitizations, we would recommend the 
following additional restrictions: 

• Securitized loans must, in aggregate, face the same capital requirements as 
the underlying loans would face if they were held on financial institutions' 
balance sheets. Securitization allows for the dispersal of risk-it does not 
eliminate it. Therefore, the total capital held against the tranches of a securitization 
should equal the aggregate capital that would have been held against the 
underlying loans (had they not been securitized). 

• To reduce risks reported on financial statements or receive regulatory capital 
relief, securitizations must be sold to true third parties (not to affiliates) and 
tranches of securitizations must be sold in equal-proportional "slices." These 
restrictions would force the establishment of market prices for all tranches, and 
would make these prices visible to both markets and regulators. They should also 

2 (Continued from page 3). Additionally, the FASB has proposed revisions to current standards 
governing the transfer of assets and the consolidation of special-purpose entities (FAS 140 and FIN 
46(R)). The change to FAS 140 would eliminate the concept of a "qualifying special purpose entity," 
which had been critical to securitization. This would apply not only to future QSPEs but also to all 
existing ones, forcing banks to consolidate many formerly off-balance-sheet entities back onto their 
balance sheets, potentially raising their capital requirements. For a substantive and thorough review of 
the regulatory issues and specific recommendations that have been suggested, we recommend the 
following pieces: (1) A Framework for Financial Stability, www.group30.org/pubs/reformreport.pdf. (2) 
The Road to Reform, issued by CPRMG III in August 2008, www.crmpolicygroup.org/docs/CRMPG­
IIl.pdf and (3) Treasury Outlines Framework for Regulatory Reform, 
www.treasury.gov/press/releases/tg72.htm. 
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prevent financial companies from warehousing difficult-to-sell or under-capitalized 
tranches. Market discipline can only be expected to work if assets are actually sold 
into the market. 

As we discussed in the first paper in our series on effective regulation, and as we will show 
here in a handful of simplified examples, the regulatory and accounting systems in place 
today provided significant rewards for complexity. This includes complex structuring of 
securities, balance sheets, and even financial holding companies themselves. We believe 
that if proposals such as ours, or proposals that are aimed at removing those incentives, 
are implemented, much of the complexity that has developed in the financial system will 
fade. Financial firms may even reorganize so that they are structured along product and 
client lines rather than according to regulatory distinctions. This would make it easier, in 
our view, for both markets and regulators to evaluate the health of financial firms, and 
would reduce the likelihood of a similar crisis. 

Illustrative case studies: Detailing the arbitrage opportunities 

To better understand how the rules we propose could have affected behavior in the run-up 
to today's crisis, we provide some illustrative case studies: 

Accounting arbitrage 
In this illustrative case study, we focus on how financial companies can recognize profits 
today while deferring the recognition of related losses until tomorrow. This practice can 
allow financial companies to obscure the true economics of a transaction, and it limits 
financial statement transparency and encourages poor lending. in our view. 

Illustrative case study 
• Company A wants to buy a subsidiary from a competitor. To do so, it needs both 

advice on structuring the transaction and financing in the form of loans. 

• The economic profit the financial holding company can earn by providing the 
combined services is $5 mn. 

• A financial institution that can "split" the transaction-offering advice from its 
investment banking unit and loans from its commercial banking unit-can appear 
to generate far higher profits. For example, a financial company can charge 
$50 mn for the investment banking services, but rebate $45 mn by providing the 
loans needed at below-market interest rates, such that a true mark-to-market on 
the loan would show a $45 mn loss. 

• The underlying economic result is that the financial institution still earns $5 mn on 
the combined transaction, but it can report revenues today of $50 mn. 

The bank has two options to show the inflated revenues: 

• Hold the loan as an asset on its books at full face value, under "held-to-maturity" 
accounting. In this case, the financial institution would recognize the $45 mn loss 
on the loan only if the loan became non-performing over time. 

• Alternatively, hold the loan as an asset under "held-for-sale" accounting. Under 
these rules, the financial institution would need to show a "temporary 
impairment" to the value of the loan. This impairment would reduce the value of 
the loan on the financial institution's balance sheet. But it would not be recorded 
on the profit-and-Ioss statement, and thus would not diminish revenues today. 
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Why does the choice of accounting treatment matter? 
It matters because choosing a certain method of accounting can allow the financial 
institution, within existing regulations, to overstate revenues and understate losses­
distorting the underlying economics of a transaction. In this example, the unreported loss 
inherent in below-market lending allows revenues to be overstated and may not be visible 
to the investor unless the loan becomes impaired at a later date. This "profits today, losses 
tomorrow" approach not only obscures the true economics of the transaction, but it also 
makes financial statements less transparent and strongly incentivizes poor lending 
practices. 

Mark-to-market accounting, on the other hand, ensures that revenues reflect the actual 
economics of the transaction. Further, mark-to-market accounting ensures that balance 
sheets are more accurate, making it easier for capital markets to assess risk and provide 
capital in periods of stress. This compares to the recent past, when concerns about the 
validity of balance sheets undermined the ability of markets to provide capital, forcing 
financial institutions to turn instead to governments. 

However, this does not imply that mark-to-market accounting is necessary or even 
appropriate in all circumstances. For simple consumer and small business loans, classic 
held-to-maturity accounting can provide more stable access to credit for communities, and 
no less a form of transparent reporting. The key problem arises when lending is either 
directly or indirectly linked to a broader banking relationship, where off-market loans can 
distort both the reported economics and lending incentives. 

How would our suggestions reduce this arbitrage opportunity? 
Forcing the loan to be held in the investment bank would subject it to mark-to-market 
accounting. In our example, this would force the financial institution to realize both the 
$50 mn in fees and the $45 mn in losses on the loan, at the same time, reducing the net 
profit to $5 mn. This would make the income and balance sheet reflect the actual 
economics of the transaction and would reduce the incentive to make bad loans. 

Capital arbitrage 
Here we focus on how securitization allows for financial companies to reduce their capital 
reserves without reducing their risk exposure. We explain how our suggestions would 
address this arbitrage opportunity when we discuss the ratings arbitrage example next. 

Illustrative case study 
• When a bank makes a loan, it is required under international standards (Basel 

standards) to hold a certain amount of capital against the risk of the loan going 
bad. As we show in Exhibit 1, we assume that the capital "cushion" required for a 
$100 loan is $5. 

• However, if the bank securitizes this loan (along with others), and keeps the entire 
security on its own balance sheet, the same international standards allow the 
capital cushion to fall to $4.10 (also illustrated below). Securitization has allowed 
the bank to reduce its capital by a remarkable 20%-while still holding 100% of the 
risk. While this example is highly simplified, the problem is quite real. In many 
cases, the simple act of securitizing loans lowered capital requirements 
substantially-even though the loans were never sold in a public market. 
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Exhibit 1: Securitization allows for an approximately 20% reduction in capital held 

ITier 1 (min) 

Total 
Reserve Risk Minimum Tier 1 capital 

Whole loans requirement weighting tier 1 allocation allocation 
Pool of loans 1 % 50% 8.0% 4.0% 5.0% 

";~~~J ::t~~i~;?;:i~h, t1t~~~:~;~~?:!::.;ii~;~:~8~1~~J~~~;1~)~~·~;:~~~~f~,'::(;~ ::r~;~~:~1~}~:~~:;(i~;~;~~i~~~~t~K::fF'i~:~}i{I:,{~;~~~~~f:J·~::~ti~it~~~~'$TOW41 

Tier 1 Tier 1 
Risk Tier 1 capItal for the tranche capital allocation 

RMBS Split (A) weighting (8) capital (0) (B '0) (A*B'G) 
AM 
AA 

75% 
10% 

20% 
20% 

8.0% 
8.0% 

1.6% 
1.6% 

1.2% 
0.2% 

A 8% 50% 8.0% 4.0% 0.3% 
BBB 5% 100% 8.0% 8.0% 0.4% 
Equity* 2% NA 8.0% 100.0% 2.0% 
~1Q~~1~{~:~~Y,~~;2~J~~: ,', .~,.::~,,~?:'~;~;~; '~~~·:::;"~~~;:f5=:;~1Qt!%;t:;~~·'~;~:\5~1{::/~f;:i,::~·~~i·:i:~~&;";~·;~~~t1~~~~'i;:::::'~:::;'<)i5::i~:~~':~!(;:'i,t~~~~~~~ ~i:~*{~;~~/~il ~~:~:;·~J~;:·~.)W~~~)K~.~·~I~t<,~i;'1·,~~~~i1t(E~~;rf;~~~,~A:i'%'1 
*The BB-rated tranche is considered to be 'residual equity.' It has no risk weighting, but the capital requirement is 
100%. 

Source: Goldman Sachs Global Investment Research. 

Ratings arbitrage 
Current regulations surrounding securitization tacitly assume that securitized assets are 
sold, rather than retained on the originating firm's balance sheet. The previous example 
focused on the arbitrage available when an entire securitized asset is held within a financial 
holding company rather than sold. This next example focuses on the issues that arise 
when parts, but not all, of a securitized asset are sold. 

Illustrative case study 
• An asset-backed security is created, consisting of two tranches, each assigned a 

rating. The lower-rated tranche contains 80% of the risk of the security, while the 

higher-rated tranche contains 20% of the risk. 

• If capital requirements match the underlying risk of the tranches in this securitized 
asset, no problems should arise, For example, of the total capital held for the loans, 
80% of that capital should be associated with the lower-rated tranche and 20% 

with the higher-rated tranche. 

• There is an arbitrage opportunity, however, if the security is designed and rated 
such that 90% of the capital required is associated with the lower-rated tranche. In 
this case, the financial company would have very strong incentives to sell the low­
rated tranche and keep the highly rated tranche. This would create a situation 
where the financial institution was left with less capital than would be appropriate 
to manage the risk-in this case, just half of the appropriate level (10% of the 
capital versus 20% of the risk). 

How would we propose to reduce these arbitrage opportunities? 
• Capital should add up. The simplest way to reduce the capital arbitrage 

opportunity highlighted above is to require that securitized loans, in aggregate, 
face the same capital requirements as the underlying loans would face if they were 
held on financial institutions' balance sheets. After all, securitization transfers 
risk-it does not eliminate it. Thus, the underlying capital cushion should not be 
dramatically reduced. 
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In the capital arbitrage case study above, the financial institution would be 
required to hold the full $5 in capital against 100% of the risk, even if the loan were 
securitized, unless and until the institution sold part of that risk to a truly 
independent third party. This would more accurately reflect the true risk on the 
financial institution's balance sheet. 

• Securitizations must be sold to true third parties and tranches of 
securitizations must be sold in equal-proportional"slices." The easiest way to 
reduce the ratings arbitrage opportunity outlined above is to allow for regulatory 
capital relief only when full "slices" of securitizations are sold to true third parties 
(not to affiliates). We refer to the sale of a "slice" as the sale of all tranches in 
proportions relative to their size. See Exhibit 2. 

Exhibit 2: A "slice" of the tranches of a securitization 

"Slice" 
~ 

r-------------------~ 

AAA 

A 

BBB 

Equity 

Source: Goldman Sachs Global Investment Research, 

Assume that in our ratings arbitrage case study, the low-rated tranche contains 25% of the 
total dollars associated with the securitized assets. In order to achieve capital relief, a 
financial firm would need to sell $3 of the higher-rated tranche for each $1 of the lower­
rated tranche, This requirement may seem too stringent, given that risk was diminished by 
the sale of a tranche, regardless of what was sold. Yet, although this is true, partial capital 
relief could easily provide strong incentives to warehouse mispriced risk. 

We believe that the rules we propose would strongly encourage underwriters to design 
securitized assets that would make all tranches attractive for sale. They would further 
incentivize underwriters not to warehouse the "ugly parts" of securitized assets. This 
would be likely to bring market discipline back into the process and return securitization to 
its original intent of reducing hazardous concentrations of risk. At its most basic level, this 
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rule says, "If something is a loan, treat it as a loan. If it is treated as a security, it needs to 
be sold and not simply labeled as such." 

Valuation arbitrage 
Here we discuss an arbitrage opportunity that does not exist in theory (as it is technically 
not allowed), but which can occur in practice. If assets are priced differently in different 
affiliates within a single holding company, and transfers between those affiliates are 
allowed, then "phantom" profits can be created by changing an asset's location. 

Illustrative case study 
• Consider an AAA-rated tranche that a trading desk values at 50 cents on the dollar, 

based on the desk's actual ability to sell the asset. Consider that the same asset is 
valued at 100 cents on the dollar by a structured investment vehicle (SIV) of the 
same financial company, where valuation is driven by ratings. 

• In this case study, there are strong incentives for the investment banking arm to 
continue to produce more AAA-rated tranches, and to sell them to the SIV, as long 
as the sale price is between $0,50 and $1.00. 

• In theory, all parts of a holding company should value the same asset at the same 
price, and transfers of this type should never produce profits, However, when 
internal valuation and risk control systems fail to prevent this type of transaction, 
the potential build-up of risk is tremendous. Collecting risk in the investment bank 
(rather than shifting it to the SIV) and using trading desk valuations (rather than 
ratings-based prices) make this type of build-up in risk far less likely, in our view. 

How do we propose that this problem be addressed? 
We believe that financial holding companies and investment banks, in particular, should be 
required to have a strong, independent valuation and control group that can require each 
asset to have a single price, regardless of where it sits within the financial institution. 
Further, by prohibiting sales between the investment bank that originates securities, on 
one hand, and affiliates such as SIVs, on the other hand, the potential for building large 
amounts of this type of risk could be substantially reduced, Further, by making risk move 
toward the investment bank, where assets are traded rather than held, pricing is likely to 
become more accurate rather than less, 

We believe that regulators and capital market participants are best able to evaluate 
financial markets when financial firms are required to use similar means to build, mark, 
and hold risks, and are required to employ the most transparent financial reporting 
possible. If, instead, firms are allowed to choose which regulatory systems, accounting 
frameworks, or internal controls suit them, then the likelihood of something going wrong 
goes up significantly. Although we recognize that the investment banking model is 
imperfect, we believe that it has the strongest pricing, risk discipline, and transparency of 
the different models used today. Thus, requiring risk to flow to the investment bank-and 
remain there unless sold to a true third party-would likely provide the greatest 
transparency and risk discipline by subjecting the transferred asset to full mark-to-market 
accounting. This requirement would also likely provide the strongest capital and disclosure 
requirements. 

Goldman Sachs Global Investment Research 9 



June 4, 2009 Global Markets Institute 

As we noted earlier, we think that if proposals such as ours or others aimed at removing 
the incentives to arbitrage the system are implemented, then much of the organizational 
complexity that has developed in financial holding companies would disappear. We expect 
that financial firms would be incentivized to reorganize along product and client lines, 
rather than along regulatory or accounting lines. One possibility for how a financial holding 
company might organize itself-though clearly not the only one-is as follows: 

• A lending bank, funded by deposits and dealing mostly with retail consumers and 
small- to- medium-sized businesses. Loans made to such clients are best 
understood in terms of risk to future cash flows rather than market volatility; 
accordingly, these transactions would be recorded-appropriately-under hold-to­
maturity accounting standards. 

• An investment bank (or a broker-dealer or a trading company), which would deal 
with marketable securities and financial services for companies that access public 
markets for funding, as investors, or both. For these sorts of transactions, market 
prices are almost always available, and we believe that mark-to-market accounting 
should be employed. Such accounting provides the most immediate and clear 
assessment of the health and profitability of the entity. 

Such an arrangement, which mirrors how a number of holding companies organize their 
business relationships today (though not their balance sheets or income statements), 
would likely make it easier for both market participants and regulators to assess the health 
and profitability of financial companies. Perhaps even more importantly, if the rules no 
longer rewarded complexity or allowed the system to be arbitraged, then markets should 
be able to provide the appropriate rewards for clarity, transparency, and economic value 
added. 
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Capital. _ Capital currently has 23 COOs under management, spanning sectors such as Mezzanine 
ABS, High Grade ABS, Emering Martet Sovereign, Investment Grade and High Yield (both Global and 
Asian-focused). Goldman executed a managed synthetic corporate COO with _in August 2006. 
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The role of the Portfolio Advisor will be described in more detail below. As with prior ABACUS 
transactions, Goldman will be the protection buyer in connection with the transaction, in addition to the 
other roles described herein. 

Several additional key aspects of the LC1 transaction include: 

• The tranches issued in connection with LC1 and not retained b~ and/or _ are intended to be 
distributed to suitable investors through the Structured Products Syndicate Desk. 

• This will be the fifth ABACUS transaction lightly-managed by a third party. Prior managed ABACUS 
transactions include ABACUS 2005-CB1 (C-BASS), ABACUS 2006-NS1 (NorthStar), ABACUS 2006-
HGS1 (BSAM). We are also currently in the marKet with ABACUS 2007-AC1 (ACA), a mezzanine 
RMBS synthetic COO. 

• We project the profitability of the transaction to be approximately $10 million in present value after 
expenses. This estimate does not attribute any value to the call option and bid/offer the trading desk 
can eam on the double-A ABS COO protection generated by the transaction. 

We are pursuing this transaction for the following reasons: 

• Partnering with _ on this innovative, franchise-building transaction will enhance our leadership 
position in the marKet for structured product synthetic COOs. We expect that the role of _ as 
portfolio advisor and junior tr~lnche investor will broaden the investor base for this and future 
ABACUS offerings. Also of note is that the transaction would be the first Goldman structured product 
COO sponsored and managed by a leading Asian COO manager. 

• The desk has an axe to short structured product COOs in bulk. The ABACUS transactions are 
currently one of the unique formats available to source efficient spread and credit protection in large 
size on this type of structured product risk. 

We expect to begin actively marketing the transaction in April and to price and close the transaction in 
May. 

Given the franchise value and innovative nature of this transaction, as well as the potential to benefit the 
overall structured products business, we request the Committee's approval to execute the proposed 
synthetic COO. 

II. Transaction Overview 

A Cayman's special purpose vehicle will be established for the sale purpose of issuing up to $350 million 
of Notes (such special purpose vehicle, the ~Issuer"). 

The Issuer will enter into a CDS with Goldman to write protection on the mezzanine and junior layers of 
risk of the Reference Portfolio. Under the CDS, the Issuer will write protection to Goldman covering 
cumulative losses between 0.00% and 35.00% of the notional amount of the Reference Portfolio . The 
Issuer's obligations to Goldman under the CDS will be collateralized by triple-A securities selected by 
Goldman. In retum for this credit protection, Goldman will pay a stated premium equal to the periodic 
administrative expenses of the Issuers, the spread over USOR on the outstanding classes of Notes and 
the advisory fees accrued actual/360 and paid monthly on the outstanding classes of the Notes. The 
structure is described in more detail in the Appendix. 

In connection with the transaction, we will seek to separately purchase credit default swap protection from 
one or more suitable counterparties approved by Credit on the super senior 35% to 100% risk layer. In 
spite of the current dislocated market for super senior risk layers on structured products, we are optimistic 
that the unusually high-grade nature of the underlying portfolio (all double-A rated) and the unusually high 
35% attachment po int of the super senior tranche will be interesting to monolines or other target 
counterparties at a suitable price point. If we seek to purchase credit protection from one or more 
monolines, a suitable intermediary approved by Credit willing to post mark-to-market collateral will be 
obtained in connection with such-super senior trade. 

Note that Goldman bears no warehouse risk in tile LC1 transaction. Reference Obligations identified for 
the transaction may be freely traded by the single-name COO CDS desk, without committing to deliver 
risk to the LC1 transaction at a pre-defined spread. As customers purchase various tranches (induding 
the tranches committed to by _ andlor ~, corresponding model-based short exposures in the 
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Reference Obligations will arise (see Model and Book.ing Policy herein). Such short exposures will be 
hedged intemally or externalized to the market in connection with the overall trading and risk 
management posture of the structured products trading desk. 

The expected issuance is summarized below: 

Notional lion Expected 
Amount Advisory Ratings Target Investors I 

Tranche ($MMI Loss Exposure Fees !') (Moody's1S&P) Distribution 

Super Senior 650.00 35.00% - 100.00% NA Not Applicable Monolines, 
Hedge Funds 

Class A-1 200.00 15.00% - 35.00% 0.20% Aaa/AAA Syndicated Tranche 

Class A-2 75.00 7.50% - 15.00% 0.35% Aaa/AAA Syndicated Tranche 

Class B 30.00 4.50% - 7.50% 0.50% Aa2/AA Syndicaled Tranche 

Class C 25.00 2.00% - 4.50% 0.75% A2IA 100%to_(b) 

Class D 10.00 1.00% - 2.00% 1.00 % Baa2lBBB At least 55% to" 

Class E 5.00 0.50% - 1.00% NA Ba1IBB+ 50% to 

Class FL 5.00 0.00% - 0.55% NA NRlNR 20% to_ 

Total 1,000.00 

Of the Notes 

(01 _has indicated potentiai lnterest for all $25 million of the Clau C Notes, but has not obtained form,,1 approval for such 
purchase as of the date of this memo. 

All of the Notes will be rated by both sap and Moody's. 

We expect __ Capital to be in a position to execute an engagement letter with Goldman on the 
transaction the week of March 12. Tim Saunders in Legal has reviewed the engagement letter, and our 
proposed engagement with Lion has deared background/conflicts checks. 

Under the contemplated terms of the engagement letter, we expect that _ will commit to purchase: 

• At least 55% ($5.5 million) of Ihe Baa2IBBB Class D Notes, and potentially up to 100% ($10.0 million) 
of such Class of Notes; 

• 50% (S5.0 million) of the Ba1IBB+ Class E Notes; and 

• 20% ($1.0 million) of the unrated Class FL Notes. 

As each reference obligation comprises 2% of the Reference Portfolio, Uon is effectively committing to 
purchase a substantial fraction of the first-loss risk In the transaction . The balance of such junior dasses 
would be marketed in connection with the transaction. 

We also expect that -. affiliate _. under a separate purchase commitment, win purchase 100% 
($25.0 miUion) of the A2JA Class C Notes. _s portfolio manager has indicated interest to invest in 
this class for ~·s ABS/CDO portfOliO, although formal approval for such purchase has not yet been 
received as of the date of this memo. 

Wrth respect to distribution of the $305 million of Notes not pre-placed with _or ~, we intend to 
target suitable structured product investors who have (a) participated in prior ... managed CDO 
transactions, (b) participated in prior ABACUS transactions (such as ABACUS 2006-HGS1) or (c) have 
expressed interest in taking exposure to similar tranches as part of relative value long/short strategies in 
the structured product COO space. 

The Notes will have a legal maturity of 40 years. However, the expected average life of the Notes will be 
approximately 7-10 years. Goldman shall have the option to terminate the CDS and cause one or more 
classes of Notes to be redeemed on any payment date occurring on or after 4 years following Ihe closing 
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dale. We would expect to exercise our termination option if spreads (either on the Reference Obligations 
or on the issued Notes themselves) were to tighten significantly from current levels. 

The Reference Portfolio has been selected and mutually agreed upon by _ and Goldman. Following is 
a summary oflhe Reference Portfolio characteristics expected to pertain as of the pricing date: 

• 50 equally-sized Reference Obl igations, $20 million notional per name. 

• Each Reference Obligation is a mezzanine ABS cashflow COO (none of which are managed by Lion) . 

• Substantially all of the Reference Obligations were issued in late 2005 or 2006. 

• The Reference Portfolio will consist entirely of obligations rated "Aa2- by Moody'S and "AA" by S&P. 

Pursuant 10 portfolio advisory agreements that Lion will enter into on the ClOSing Date with the Issuer, 
"will monitor the Reference Portfolio and may elect to remove credit-impaired obligations using a 
mar1<et-valuation process . The determination of impaired Obligations will be made according to objective 
criteria similar to previous managed ABACUS transactions (e .g. , rating downgrade) . Upon removal of a 
credit-impaired obligation , any reduction in mar1<et value attributed to the removed obligation will be 
applied as a loss against the principal balance of the junior-most outstanding tranche, starting with the 
Class FL tranche. 

Pursuant to the portfolio advisory agreement retated to the Notes, neither discretionary substitutions nor 
reinvestments will be pennitted . 

III. Accounting Treatment 

Wrth respect to Goldman's accounting treatment, LC1 has been reviewed and approved by Mary Marr in 
Accounting Policy, and the transaction contains the same structural provisions which were approved by 
Accounting Policy for the prior ABACUS transactions. In particular, given that the junior-most class of 
notes in each transaction Is exposed to the substantial majority of expected losses in the structure and 
the expectation that Goldman will not purchase any of the junior-most class of notes, Accounting Policy is 
comfortable that Goldman would not be required to consolidate the transaction . Similar to the prior 
ABACUS transactions , lC1 uses the so-caUed Beneficial Interest Exchange ("BIE") Option structure 
approved by Accounting Policy which permits Goldman to sell the initial triple-A collateral to the Issuer at 
fair market value without requiring Goldman to consolidate the transaction . The BIE Option allows 
noteholders to substitute the tripfe-A collateral securities held by the Issuer with other eligible securities of 
their choosing, subject to approval of Goldman (such approval not to be unreasonably withheld). 

Mary MaTT in Accounting Policy has reviewed and approved this aspect of the transaction with respect to 
regulatory and accounting considerations. To the extent Goldman was to purchase Notes issued by 
either the Investment Grade Issuer or the Non-Investment Grade Issuer on the Crosing Date, further 
review might be required to confirrn the FIN 46 and FAS 140 analysis of this transaction. Tim Saunders 
has received this memo and will sign off on the legal considerations prior to pricing. 

pal recognition and valuation adjustments for ABACUS transactions will follow the valuation adjustment 
policy as approved by Brian Lee and Rob Leventhal in Controllers. 

IV. Model and Booking Policy 

There is not yet an industry standard moclel for ABACUS type transactions. FICC strategies have 
developed and Derivatives Analysis has approved a pricing modet and tradable infrastructure specifically 
for the ABACUS CDS transactions which are in compliance with Firm policy. The model reflects the 
economic and legal structure of the reference obligatIons, the specialized credit events and settlement 
mechanisms applicable to the ABACUS CDS transactions, and a correlation framewor1< for the structured 
product portfolios referenced in the ABACUS CDS transactions. This ABACUS CDS model is fully 
consistent with the pricing model and infrastructure which has already been put in place for Single-name 
credit default swaps on structured products. No model waiver will be required for this transaction . 

As with the prior ABACUS transactions, the issuance of Notes will require the relevant Goldman affiliates 
to enter into a new basis swap and a new collateral security put. These aspects of the ABACUS structure 
are described in more detail in the Appendix. FICC strategies has recently developed a pricing model for 
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the basis swap and the put options for ABACUS trades. This model has been blessed by FICC Strategies, 
approved by Derivatives Analysis and affirmed by Model Control. 

V. Strengths I Issues to Consider 

Strengths 

• Franchise Business: This transaction is sponsored by and is an innovative partnership with_ 
and Both _and _ have been identified as key Asian customers for the structured 
products business. Our ability to structure and execute opportunistic transactions that meet customer 
objectives and frt the firm's hedging objectives creates a significant business opportunity for us. 

• Efficient and Effective Spread Short: These transactions allow Goldman to short spreads in our 
core structured products businesses in large size. Current mal1:.et conditions allow Goldman to 
purchase protection at more efficient levels in the tranched market via synthetic COOs compared to 
the under1ying single-name CDS markets. 

• Establish Leadership in Growing Market Segment: Executing these transactions and others like it 
will help position Goldman to compete more aggressively in the market for synthetics written on 
structured products. 

• Profit: This transaction is expected to generate, after fees and expenses, approximately $10 million 
in present value after expenses, without taking into account either the value of the call options 
retained by the desk related to LC1 , or trading opportunities created for the desk by the contemplated 
short position in mezzanine ASS COO spreadS. 

Issues to Cons ider 

• Potential Connicts of Interest: Although the reference portfolio has been selected by Lion as 
portfolio advisor, as In all the ABACUS transactions Goldman is acting as principal as a protection 
buyer in these transactions (as well as taking other principal roles summarized in the Appendix). The 
transaction disclosure notes the various capacities in which Goldman entities act as counterparty to 
the transactions and the risk factors section notes the potential for conflicts of interest . As with prior 
ABACUS transactions, we receive advice of outside counsel (McKee Nelson) regarding disclosure in 
ABACUS securities offerings and all such disclosure will be reviewed and approved by Tim Saunders 
in legal. 

• Contingent Market Value Risk on Collateral Securities: Similar to the prior ABACUS transactions, 
in the event that some or all of the collateral securities need to be liquidated to fund protection 
payments to Goldman under the credit default swap, or to fund certain other principal payments on 
the notes, Goldman will be exposed to the risk that such collateral securities have a market value less 
than par at the time of liquidation. This risk is mitigated somewhat by the facts that (1) the collateral 
securities will be triple-A floating rate structured securities selected by Goldman, (2) Goldman may 
select the particular securities to be liquidated and thus may select the securities expected to trade at 
or above par at such time and (3) only a relatively small amount of securities are expected to be 
liquidated at any given time. The exception to this third point is the case of optional redemption, which 
is entirely at Goldman's discretion. 

• Aggregation/Short Covering Risk: The P&L projections have been estimated using the 
conservative assumption that the blended bid-side CDS spread on the double-A Reference Portfolio 
is approximately 110 bps per annum. If the single-name CDS mal1c.et tightens significantly from the 
current market levels, given that COO liabilities are usually less elastic that single-name CDS 
spreads, there is a risk that the actual P&L realized on this transaction would be less than projected. 
To put this risk in perspective, the transaction approximately breaks even if the blended bid-side CDS 
spread on the Reference Portfolio tightens by 20 bps from estimated current levels, to 90 bps per 
annum. 

5 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-002665366 



VI. Appendix: Structural Summary 

The Issuer will enter into a CDS with GSCM (as protection buyer) , as well as several other hedging 
transactions with other Goldman entities as described below. Under the CDS, the Issuer will be obligated 
to pay GSCM for credit losses experienced on the Reference Portfolio to the extent a relevant tranche 
(Induding the first loss tranche) is impacted by such losses and the Issuer has sold protection to Goldman 
under the CDS on such tranche. In exchange for the protection payments, GSCM will be .obligated to pay 
a stated running premium to the Issuer, which shall be used to make interest payments under the notes. 

No Goldman entity shall be required to own or be otherwise exposed to any of the reference obligations 
as a condition for payment under the CDS. 

The CDS will be cash settled immediately upon satisfaction of conditions to settlement after a credit 
event. All credit events and related settlement mechanics are consistent with the current form of the 
Credit Derivative Transaction on Asset-Backed Security with Pay-As-You-Go or Physical Settlement 
(Form I) (Dealer Form) published by the International Swaps and Derivatives Association , Inc. (such 
form, the "'SDA Dealer Form") in June 2006, electing Implied Writedown "applicable", Fixed Cap 
"applicable" and Interest Compounding "applicable". 

The Notes will be collateralized by relatively liquid triple-A structured product securities (none of which 
shall be issued by the same issuer as any reference obligation). GSCM (as protection buyer) will have the 
right to select the collateral securities, subject however to several constraints specified in the Offering 
Circular. Note that selection of high-quality collateral is generally in Goldman'S interest and that in this 
respect our incentives are largely aligned with that of Noteholders. The collateral securities will be 
reviewed by Credit prior to dosing. 

GSCM will enter into a basis swap with the Issuer, under which the accrued interest payments on the 
collateral securities (which bear interest at rates indexed to USOR) will be paid to GSCM and GSCM shall 
pay the related Issuer LlSOR flat. Noteholders will bear the credit risk of collaleral security non-payment. 
as failure of the Issuer to pay the accrued coupons on the collateral securities to GSCM wi ll be an event 
of default under the notes, and GSCM will not be required to continue payments under the basis swap. 
Amounts owed to GSCM under the basis swap will be senior to payments due under the notes. The 
combination of the LlBOR index payments by GSCM and the CDS premium by GSCM will always equal 
the sum of ongoing expenses of the Issuer and interest paymenls under the Notes. 

The rating agencies require that noleholders be protected against market value dedines in the collateral 
sect.Jrities, in the event that coliateral must be liquidated to fund (1) cash settlements to GSCM, (2) 
amortization of the Notes (other than a mandatory early redemption) , or (3) an optional redemption of the 
Notes if GSCM exercises its termination option under the CDS. 

Goldman, Sachs & Co. (as collateral disposal agent) will select which collateral securities are to be 
liquidated in each case above, and will be responsible for determining in good faith the strategy (in its 
commf;!rcially reasonable discretion) likely to achieve the highest proceeds for the collateral securities to 
be liquidated. 

In the first circumstance (cash settlements under the CDS), Goldman will bear the risk that the collateral 
has declined in value. When a loss amount is determined, a commensurate face amount of collateral will 
be liquidated, and GSCM under the CDS will only be entitled to receive such proceeds received on such 
liquidation. 

With respect to the other two circumstances, GSI (as put provider) shall be required to buy the collateral 
securities to be liquidated at par, if GS&Co. (as collateral disposal agent) is unable to obtain a price in the 
maf1(et of at least par. 

In the case of optiona l termination, the put is not really a risk to Goldman, since our decision to terminate 
the transaction will by definition include both the value of the CDS termination and the value of the 
collateral securities. We view the put more as a modest reduction in the value of our option to terminate 
the CDS. 

We believe the put risk arising from amortization of the notes (other than in connection with Goldman 
terminating the CDS) is small for the following reasons: 
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• The notes cannot begin to amortize until after the super senior notional has been substantially 
reduced. We do not expect any of the Notes to receive any principal payments for at least 5 years 
under base-case prepayment assumptions. 

• The amount of collateral required to be liquidated in any month is purely a fUnction of reference 
portfolio amortizations in that month, which is likely to be small in relation to the principal balance of 
the notes and should be smoothly distributed over time. 

• Goldman (as protection buyer) has the right to direct reinvestment of any principal on collaleral 
securities. The initial collateral securities are expected 10 have approximately a 2- to 3-year weighted 
average life. In the future, prior to any amortization of the notes occurring, we could direct the trustee 
to keep a suitable portion of the collateral invested in cash , incurring more negative carry on our 
protection in exchange for negligible put risk.. 

The spread on the initial collateral securities is expected to be approximately 7-10 bps over UBOR. It is 
the put to Goldman which enables us to select high-quality collateral and earn this positive spread over 
USOR in the ABACUS structure. For these reasons outlined above, we believe that this positive carry 
generated by the put feature creates significant value for the synthetic transaction and more than 
adequately compensates for the put risk. 

Lastly, as noted above, in a mandatory ear1y redemption of the Notes (arising from an adverse tax event 
or from a default of one or more Goldman entities that are parties to the transaction), the put would not be 
exercisable against Goldman, exposing noteholders to the market value of the collateral. 
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From: Lehman, David A. 
Sent: Wednesday, December 20, 20061 :37 PM 
To; Gasvoda, Kevin; Bash-Polley, Stacy; Swenson, Michael; Birnbaum, Josh; Ostrem, Peter L; 

Rosenblum, David J. 
Sparks. Daniel L; Schwartz. Harvey: Pinkos. Steve; Radtke. Lorin; Martin, Nicole; 
Cornacchia, Thomas 

Subject: RE: Mez? Risk 

We have selectively been showing tranche pricing out on the ABX1 BBB- + ABX2 BBB- (500/0/S0%) portfolio. 

Below is where we are bidding protection in tranched format: 

• 40-100% T rancha .-
• 25-40% Tranche 
• 20-25% T rancha 
• 15-20% T rancha 
• 10-15% Tranche 
• 5- 10% Tranche 
• 0-5% T raocha 

- Non-Callable 
- Sequential pay-down 

30bps running 
aObps running 
110bps running 
250bps running 
SOObps running, 600bps upfront (-650 running) 
SOObps running. 17S0bps upfront (-950 running) 
SOObps running, SOOObps upfront (-2050 running) 

- Credit events: Writedown and FTP prin (I.e. realized losses) 

We will continue to coordinate with the COO group on the above pricing as well as the below accounts so our tranche 
efforts do not impede the marketing of Hudson Mezz II . 

Hudson Mezz below .... 

Hudson Mezzan i ne Funding, 2006-2, Ltd. -- Price Guidance(144a/RegS) 
Lead Manager & Sole Bookrunner : Goldman, Sachs & Co. 
Liquidation Agent : Goldman, Sachs & Co . 
~ 4 00mm Static Mezzanine Structured Product COO 

Class Sue (.$mm) \Dea l Mdy/S&P WALly) Init OC Px Guidance 
S [7.9 } N/A Aaa/1!Ju'l. 2.9 NfA Not Offered 
A-I 240 . 0 60 . 0\ Aaa/A..:..A <1 • I 166 .7\ Call Desk 
.z>'-2 4£ . 0 11 . 5\ Aaa/A.1l,P. 4 .5 139 .9\ l rnL+60a 
B 56 .0 14 . 0\ Aa 2/ .lill.+ , . 9 117.0% ImL+75a 
C 20 . 0 5 . 0\: A.2/A+ 5. 1 110 .5 \ 1mL+250a 
D 18 . 0 4 . 5\ Baal/BBB+ 0.' 105.3% ImL+low 500s 
E 4.0 1.0\ Baa3/BBB- 5. , 104 .2\ ImL+800a 
Inc . Notes 1 6 . 0 4 . 0\ NR NfA N/A N/A 

From: Gasvoda, Kevin 
Sent: Wednesday, December 20,2006 10:08 AM 
To: 
Coo, 
Subject: 

Bash-Polley, Stacy; Swenson, Michael; Lehman, David A.; Birnbaum, Josh; Ostrem, Peter L; Rosenblum, David J. 
Sparks, Daniell; Sctrwartz, Harvey; Pinkos, Steve; Radtke, Lorin; Martin, Nicole; ComacchIa, Thomas 
RE: Men Risk. 

Makes sense to me 

From: 
Sent: 
To: 
Ce, 
Subject: 

Bash-Polley, Stacy 
Wednesday, December 20, 2006 9:0 1 AM 
Swenson, Michael; Lehman, David A.; Bimbaum, Josh; Ostrem, Petel-l; Rosenblum, David J.; Gasvoda, Kevin 
Sparlcs, DanIell; Schwartz, Harvey; PinkOs, Steve; Radtke, LorIn; Martin, Nicole; Cornacchia, 1homas 
Mezz Risk 
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We have been thinking collectively as a group about how to help move some of the risk. 
While we have made great progress moving the tnil Jisks-ssr and equity -we think it is critical 
to focus on the mezz risk that has been built up over the past few months. Both through 
sequential abacus ssr/equ trades and lhe hudson deals (current and prior). We atso recognize 
the pipeline coming in 07 and want to make sure we have a game plan before the focus shifts 
to moving the new issues. 

While many slspte have talked to their clients abt mezz risk it is not clear that they have 
current pricing in hand-to make the newer case on break evens etc .. There is a lot of price 
points in the market. tranche indications, Hudson, other dealers' sequential ABX 
u·anches) .. So we need to make SUIe we arm slc;people with our pridng-and have them focus 
on the more difficult positions-- clearly given where plicing has moved-we should be able to 
tell a different story. Given some of the feedback we have received so far-it seems that cdo's 
maybe the best target for moving some of thie; risk but clearly in li mited size (and timing right 
now not ideal). We would like to appeal to clients that can possibly do larger size at a level 
that would be attractive when you take into consideration the size of risk we could move. 
Clearly the ideal trade is to buy protection on ABX . .. and the obvious targets at these levels 
are those who are currently short and could take some risk off. (ie _ ) 

Here are a few clients in the US we think make sense to target- We would like to ann the 
salespp\e with the pricing malrLx--a few breakevens- and make sure they come back with 
specific feedback.-at a miniumum we will learn a bit more abt appetite and best case--pdnt 
some trades. We are sure some of these conversations have happened-but we should make 
sme the light price was presented in the disucssion - feel free to comment. if it is ok we want 
to start making the targeted calls 

Redacted By The 
Permanent Subcommittee 

on Investigations 
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From: 
Sent: 
To: 
Subject: 

Swenson, Michael 
Saturday, January 06, 2007 8:44 PM 
Tourre, Fabrice 
Re: Post on Paulson 

I wonder who gave bear the liquidity 

~ ~ ~ ~- Original Message 
From : Tour re, Fabrice 
To : Swenson, Michael 
Sent : Sat Jan 06 20 : 42:50 2007 
Subject: RE : Post on Paulson 

_ - Redacted by the Permanent 

Suhcommittee on Investi~alions 

The meeting itself was surreal . Am hearing that Paulson bought $2bn of II CDS pr.otection, 
sucking all the liquidity on that name in the corporate CDS market . 
Also, on the side , ..... mentio ned to me that he had heard from many different sources 
~t.hla.t .. o.n.e .. r.elason why the ARK market was trading down so much in December was related to 
.. 2 building a sizable short and buying large amounts of ABX protecti.on from the 
market . 

~~--~Origina l Message----­
From: Swenson, Michael 
Sent: Saturda y, January 06, 2007 8:38 ~M 
To : Tourre , Fabrice 
Subject : Re: Post on Paulson 

I can not believe it!!! Absolutely amazing. 

Original Message ~---­
From : Tourre, Fabrice 
To: Sparks , Daniel Li Swenson, Michaeli Lehman, David A.i Rosenblum, David J .i Ostrem, 
Peter L 
Cc : ficc- rntqcorr- desk 
Sent: Sat Jan 06 19 : 06 :4 1 2007 
Subject : Post on Paulson 

David Gerst , Cactus Razzi and I had a meeting with John Paulson and his team last Friday. 
The meeting was attended by and at __ The purpose of the meeting 
was for the Paulson team to meet ... and understand whether'" could be a good candidate 
for acting as portfolio selection agent for an ABACUS COO trade where all t he risk would 
be provided by Paulson. 

At the end of the meeting, the Paulson team told us t hat they were happy to have met ... , 
and aS5uming that (l) III could get comfortable with a sufficient number of obli gations 
that Paulson is looking to buy protection o n in ABACUS format , (2) _ could get 
comfortable being in the market as early as end of January with a transaction under which 
III is disclosed as Portfolio Selection Age n t (without any credit risk removal rights), 
and (3) Paulson, Goldman and _ agrees on ~ s required compensation for a transaction 
like this , then Paulson will want to proceed with ... as soon as possible and be in the 
market as soon as possible . 

One issue remains w.r.t . this Paulson-sponso red transaction : it is related to the fact 
that Paulson is concerned about Goldman's counterparty risk in this illiquid COO 
transaction, even with the eKisting CSA that is binding Goldman and Paulson . For this 
reason they are asking us to strucLure a trade under which they would be acting as 
protection buyer, facing the ABACUS SPY (as opposed to a structure where Goldma n is the 

Permanent Subcommittee on Investie;alions 

EXHffiIT #152 
Confidential Treatment Requested by Gold GS MBS-E-00344598, 



;;r~tecticn buy<!:r, as :"s usually t.he c~5e) . As an FYI, f or s.ing l e name COS trades that: 
Paulson is executing wit.h dealers such as Goldman, and they 
are buying large amounts of corporate CDS protect.ion (on the broker dealer reference 
entities) to hedge their counterparty credit risk!!! 
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From: Mullen, Donald 
Sent: 
To: 
Subject: 

Wednesday, July 25.20078:12 AM 
Sparks, Daniel L 
Fw: Seeking Approval: Equ ities trading in SPG 

_ - Redacted by the Pennanent 

Subcommittee on Investi >ations 

He is too large "111111111111111111111111. Bruce is going to discuss w him today 

----- Original Message ----­
From : Birnbaum, Josh 
To: Montag, Tom; Mullen, Donald ; McMahon, Bill ; Petersen, Bruce 
Cc : Sparks, Daniel L; Gmelich, Justin ; Swenson, Michael; Lehman, David A . ; Birnbaum, Josh 
Sent : Tue Jul 24 20:35:09 2007 
Subject: Seeking Approval: Equities trading i n SPG 

Since 6/21, t he SPG Trading group has paused in our equities trading while we work with 
management and market risk to come up with quantitative limits for these positions. It 
sounds like we are getting close to having something systematic in p lace , but in the 
meantime, we are looking for approval to opportunistically buy puts on certain mortgage 
ori ginators , insurers, mortgage REITs , broker-dealers, and other related n ames exposed to 
RMBS, CMBS . Examples names include: 

Countrywide, I ndyrna c , Cap One, NatCity, Bear Stea rns, Merrill, Lehman , Morgan Stanley , 
MBIA, PMI, Ambac, JER Investors, Redwood Trust, etc . 

Overall stats on what we ' d like to add : 

Premium : up t o $25mm 
$ Delta : up to $200mm 
Max potential los s per name in +30% move for name : up to $15mm 

In concert with these puts, we would like to buy back up to 50% of the $ delta (i . e. the 
beta) of these pos i tions with S&P futures recognizing that even as we are bearish on these 
sectors , we a r e unli kel y to hit our strikes if the broader market rallies. 

YTD P&L is +$49mm for our equities portfolio . Our current positions are below (excluding 
very small ones) : 

Avg Avg Put Time Average Beta Adj 
Company Ticker Price Strike Exp Value (=) Value [~) , Delta $De1ta 
(rom) Beta $Delta (rom) 

MOODY 'S CORP MCO 55.94 60 . 12 Dec-07 33.0 9 . 6 0 . 58 -128 . 9 1.36 -175.2 

BEAR STEARNS COMPANIES INC BSC 129 .8 5 143 . 22 Nov-07 4.9 1. 1 0.67 
- 24.3 1. 67 - 40 . 5 

NATIONAL CITY CORP NCC 30.80 33.96 Dec-07 2 . 3 0 . 3 0,73 - 12 .1 0 .63 -7.7 
PMI GROUP INC/THE PMI 39 . 55 43.81 Oct-07 1.3 0 . 3 0.67 - 6.2 0.95 - 5.9 
WASHINGTON MUTUAL INC '1M 39.09 36 . 96 Dec-07 0.6 0 . 3 0.42 - 3 . 7 0 . 91 -3.4 
CAPITAL ONE FINANCIAL CORP COF 7 5 . 36 65 . 00 Apr-OS 0 . 1 0 .1 0 . 24 -1. 1 0 .72 

-0.6 
s&P Fu t u r es ESU7 7·, . 6 1. 00 77 .6 

Net 42 . 6 12 . 0 -99 . 3 -157 . 7 
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I able or COll[{,llt~ 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORMS-K 

CURRENT REPORT 
Pursuant to Section 13 OR IS(d) of The Securities Exchange Act of 1934 

Date of Repon (Date of earliest event reported): 
September 20, 2007 

Page 2 of 18 

THE GOLDMAN SACHS GROUP, INC. 

Delaware 
(State or other jurisdiction 

of incorporation) 

(Exact name of regisU'ant as specified in its chaner) 

No. 001 -14965 
(Commission 
File Number) 

No. 13-4019460 
(IRS Employer 

Identification No.) 

85 Broad Street 
New York, New York 10004 

(Address ofprincipaJ executive offices) (Zip Code) 

Registr3m 's telephone number, including area code: (II2) 902-1000 

NIA 

(Former name or fonner address, if changed since last report.) 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the 
registrant under any of the following provisions: 

f } Wrinen communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

(1 Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 crR 240.14a-12) 

[ ] Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.l4d-2(b» 

(] Pre-commencement communications pursuant to Rule 13c-4(c) under the Exchange Act (1 7 CFR 240.l3e-4(c)) 
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EXHIBIT #154 
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Item 2.02 Results of Operations and Financial Condition. 

On September 20,2007, The Goldman Sachs Group, Inc. (the Registrant) reported its earnings for its fiscal third quarter 
ended August 31, 2007. A copy of the Registrant's press release containing this information is being furnished as 
Exhibit 99.1 to this Repon on Fonn 8·K and is incorporated herein by reference. 

The information furnished pursuant to this hem 2.02, including Exhibit 99.1, shall not be deemed "filed" for purposes of 
Section 18 of the Securities Exchange Act of 1934 (the Exchange Act) or otherwise subject to the liabilities under that 
Section and shall not be deemed to be incorporated by reference into any filing of the Registrant under the Securities Act of 
1933 or the Exchange Act 

Item 8.01 Other Events. 

On September 20, 2007, the Registrant reported net revenues of$12.33 billion and net earnings of$2.85 billion for its third 
quartcr ended August 31 ,2007. Diluted earnings per common share were $6.13 compared with $3.26 for the third quarter of 
2006 and $4.93 for the sccond quarter of 2007. Annualized return on average tangible common shareholders' equity (\) was 
36.6% forthe third quarter of2007 and 37.5% for the fIrst nine months of2007. Annualized return on average common 
shareholders' cquity was 31.6% forthe third quarter of2007 and 32.0% for the fIrst nine months of2007. 

Net Revenues 

Investment Banking 

Net revenues in Investment Banking were $2.15 billion, 67% higher than the third quarter of2006 and 25% higher than the 
second quarter of2007, as mergers and acquisitions activity remained strong. Net revenues in Financial Advisory were 
$1.41 billion, more than double the amount of net revenues in the third quarter of 2006, reflecting significantly higher client 
activity. Net revenues in the firm's Underwriting business were $733 million, 8% higher than the third quartcr 0[2006, due 
to higher net revenues in cquity underwriting, primarily reflecting an increase in industry-wide equity and equity-related 
offerings, partially offset by lower nct revenues in debt underwriting, as the fmancing environment became less favorable. 
The decrease in debt underwriting reflected lower net revenues in leveraged fmance. The finn 's investment banking 
transaction backlog decreased during the quarter, but was higher than at the end of2oo6. (2) 

·2 · 
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Tradin2 and Princinal Investments 

Net revenues in Trading and Principal Investments were $8.23 billion, 70% higher than the third quarter of 2006 and 24% 
higher than the second quarter of2007. 

Net revenues in Fixed Income, Currency and Commodities (Fl eC) were $4.89 billion, 71% higher than the third quarter of 
2006, reflecting significantly higher nel revenues in currencies and interest rate products. Net revenues in mortgages were 
also significantly higher, despite continued deterioration in the market environment. Significant losses on non-prime loans 
and securities were mOTe than offset by gains on short mortgage positions. In addition, net revenues in both commodities and 
credit products were higher compared with the th ird quarter of2006. Credit products included substantial gains from equiry 
investments, including a 'gain of approximately $900 million related 10 !be disposition of Horizon Wind Energy LLC. In 
addition, credit products included a loss of$1.71 billion ($1.48 billion, net of hedges) related to non-investment grade credit 
origination activities. Although the mortgage and corporate credit markets were characterized by significantly wider spreads 
and reduced levels ofliquidity, FICC benefited from strong customer-driven activity and favorable market opportunities in 
certain businesses during the quarter. 

Net revenues in Equities were $3.13 billion, more than double the amount of net revenues in the third quarter of2006. Net 
revenues were significantly higher in derivatives, reflecting strength across all regions, as well as in shares due to higher 
commiss ion volumes. In addition, nel revenues in principal strategies increased compared with the third quarter of2006. 
During the quarter, Equities operated in an environment characterized by strong customer-driven activity and higher 
volatility. 

Principal Investments recorded nct revenues of .$211 million, reflecting gains and overrides from real estate principal 
investments. Results in Principal Investments included a $230 million gain related to the finn's investment in the ordinary 
shares oflndustrial and Commercial Bank of China Limited (IeGC) and a $261 million loss related to the finn's investment 
in the convertible preferred stock ofSumitomo Mitsui Financial Group, Inc. (SMFG). 

Asset Ma nagement and Securities Services 

Net revenues in Asset Management and Securities Services were $1 .96 billion, 35% higher than the third quarter of 2006 and 
8% higher than the second quarter of2oo7. 

Asset Management net revenues were $1 .20 billion, 31% higher than the third quarter of2006, reflecting a 40% increase in 
management and other fees, partially offset by lower incentive fees . During the quarter, assets under management increased 
$38 billion to $796 billion, reflecting money market net inflows of$31 billion, non-money market net inflows of$19 billion 
spread across all asset classes, and net market depreciation of $]2 billion, reflecting depreciation in equity and alternative 
investment assets, partially offset by appreciation in fixed income assets. 

Securities Services net revenues were $762 million, 42% higher than the third quarter of2006, as the finn's prime brokerage 
business continued to generate strong results, reflecting sign ificantly higher customer balances in securities lending and 
margin Icnding. 

- 3 -
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El.:pcnscs 

Operating expenses were S8,08 bill ion, 55% higher than the third quarter of 2006 and 20% higher than the second quaner of 
2007. 

Compensa tion and Benefits 

Compensation and benefits expenses were $5 .92 billion. 68% higher than the third quaner of2006, primarily reflecting the 
impact of higher net revenues. The ratio of compensation and benefits to net revenues was 48.00/a for the first nine months of 
2007 compared with 49.4% for the first nine months of 2006. Employment levels increased 7% during the quarter. 

Non-Compensation Expenses 

Non-compensation expenses were $2. 16 billion, 27% higher than the third quarter of2006 and 16% higher than the second 
quarter of2D07. The increase compared with the third quarter of2006 was primarily attributable to continued geographic 
expansion and the impact of higher levels of business activity. The majority of this increase was in brokerage, clearing, 
exchange and distribution fees, which principally reflected higher transaction volumes in Equitics. Other expenses also 
increased and included provisions for litigation and regulatory proceedings of$35 million. 

Provision For Taxes 

The effective income tax rate was 33.2% for the frrst nine months of2007, essentially unchanged fTom the first half of2007 
and down from 34.5% for fiscal year 2006. The decrease in the effective tax rate from fiscal year 2006 was primarily duc to 
changes in the geographic earnings mix and an increase in tax credits. 

Capilal 

As of August 31 , 2007, total capital was $190.19 billion, cons isting ofS39.12 bil1ioo in total shareholders' equity (common 
shareholders' equity of$36.02 billion and preferred stock of $3. 10 billion) and $151.07 billion in unsecured long-tenn 
borrowings. Book value per common share was $84.65 and tangible book value per common share was $73. 10 (I), each 
increasing 4% compared with the end of the second quarter o f 2007. Book value and tangible book value per common share 
are based on common shares outstanding, including restricted stock units granted to employees with no furure service 
requirements, of 425.5 million at period end. 

- 4 -
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Th e fi nn repurchased 11.2 mi llion shares of ils common stock al an average co~ t per shiue of S21 9.35 , for a 10lal cost of 
$2.45 bill ion during the quarter. "111e remai ning authorization under the finn's existing share repurchase program is 
23.0 million shares. 

Dividends 

The Board of Directors of The Goldman Sachs Group, Inc. (the Board) declared a dividend of$0.35 per common share to be 
paid on November 26, 2007 to common shareholders of record on October 29, 2007 . The Board also declared dividends of 
$404.41 , S387.50, $404.41 and $399.13 per share of Series A Preferred Stock, Series B Preferred Stock, Series C Preferred 
Stock and Series 0 Preferred Stock, respectively (represented by depositary shares, each representing a 1/ 1,000th interest in a 
share of preferred stock), to be paid on November 13, 2007 to preferred shareholders of record on October 29, 2007. 

Cautionary Notc Rcgarding Forward-Looking Statements 

This Report on Fonn 8-K contains "forward-looking statements" within the meaning of the safe harbor provisions of the 
Private Securities Litigation Reform Act of 1995. These statements are nO! historical facts but instead represent only the 
Registrant's beliefs regarding future events, many of which, by their nature, are inherently uncertain and outside of the 
Registrant's control. It is possible that the Registrant's actual results and financial condition may differ, possibly materially, 
from the anticipated results and financial condition indicated in these forward-looking statements. For a discussion of some 
of the risks and important factors that could affect the Registrant's future results and financial condition, see "Risk Factors" 
in Part r, Item l A of the Registrant ' s Annual Report on Fonn IO-K forthe fiscal year ended November 24, 2006 and 
"Management' s Discussion and Analysis of Financial Condition and Results of Operations" in Part II, Item 7 of the 
Registrant ' s Annual Report on Fonn 10-K for the fiscal year ended November 24 , 2006. 

Statements about the Registrant's invesnnent banking transaction backlog also may constitute forward -looking statements. 
Such statements are subject to the risk that the tenns of these transactions may be modified or that they may not be completed 
at all; therefore, the net revenues, if any, that the Registrant actually eams from these transactions may differ, possibly 
materially, from those currently expected. Important factors that could result in a modification of the tenns of a transaction or 
a transaction not being completed include, in the case of underwriting transactions, a decline in general economic conditions, 
outbreak of hostilities, volatility in the securities markets generally or an adverse development with respect to the issuer of 
the securities and, in the case of financial advisory transactions, a decline in the securities markets, an adverse development 
with respect to a party to the transaction or a failure to obtain a required regulatory approval. For a discussion of other 
important factors that could adversely affect the Registrant's investment banking transactions, see "Risk Factors" in Part I, 
Item lA of the Registrant's Annual Report on Fonn 10-K for the fiscal year ended November 24, 2006. 

- 5 -
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From: irma@eq.gs.com 

Sent: Wednesday, March 28 , 2007 1 :31 AM 

To: Wilson, Edward; McMahon, Bill; eq-irma-dev; Petersen, Bruce; Birnbaum, Josh 

Subject: Full Risk for Mtg NYC ABS Equities Portfolio on 27Mar07 

for NYC ASS Portfolio on 27Mar07 

SO% 'm 3m 

Risk Report by Portfolio for MIg NYC ASS Equities Portfolio on 27Mar07 J 

Risk Report by GICS Sector for MIg NYC ASS Equities Portfolio on 27Mar07 I 
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Top Single Name Equity Exposures for MIg NYC ABS Equities Portfolio on 27Mar07 

Top Index Equity Ex osures for MIg NYC ASS Equities Portfolio on 27Mar07 
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Risk Report by Country for Mtg NYC ABS Equities Portfolio on 27Mar07 

Delta$ and Topsheel Delta$ Difference by Portfolio for MIg NYC ASS Equities Portfolio on 
27Mar07 

Books With Stale Data 

I G,oup I ,,0;.' I .. T. I E'I SV I Eq D" I Eq v_. I i.DN SP Eq 
-'" GenSeen Ml 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-012990725 



From: irma@eq.gs.com 

Sent: Saturday, July 28 , 20072:31 AM 

To: aq-irma-dell; Birnbaum, Josh; Turok, Michael; Kaufman, Jordan; Lehman, David A ; Petersen, Bruce 

Subject: Full Risk for Mtg NYC A8S Equilies Portfolio on 27Jul07 

Full Risk for portfolio MtQ NYC ABS EQuities Portfolio on 27Jul07 

Risk Report by Region for Mtg NYC ABS Equities Portfolio on 27Jul07 I 

Risk Report by Porlfollo for Mfg NYC ABS Equities Portfolio on 27Jul07 I 

Risk Report by GICS Sector for Mtg NYC ABS Equities Portfolio on 27Jul07 I 
Std SId 

Gles $&ctQr I>Qtta$ 'jI, Ws~'" SntaAdjDella$ GammaS VegaS W ~Ia D~'U",fld SlcflW$ 3m oro%. 00"'-
V'S. ,.... 'I9g'" "" 5J(aw$ +5pt +10pl 

Top Single Name Equity Exposures for Mig NYC ABS Equities Porlfollo on 27Jul07 I 

Permanent Subcommittet on In ... estigation~ 

EXHIBIT #157 
Confidential Treatment Requested by Gold ... --~~~~:.:.,;;;,:~~-... GS MBS-E-OI1207633 



Top Private Equity Exposures for Mtg NYC A8S Equities Portfolio on 27JulO7 
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I)e(. 18. 2007/1t:OOIlM, GS-Q42007 GoidmoillSad!sEamings ~m:nCll.4:~ 

Roger Freeman - L~hman Brothers - Anolyst 

Good morning, David. 

David Vlnlar - Goldman Sachs - CFO 

Good morning, Roger. 

Roger Freeman - L~hman Brothers - Analysr 

FINAl TUN SCRIPT 

With respect to any net Impact of your positioning in mortgage credit thIs quarter, looks like It was pretty much a push, where 
it was a positive last quarter. Is that a fair assessment? 

David Vinlar -Goldman Sachs -ao 
No, I think what we said was it was still strong or solid, but lower than the record third quarter. 

Roger Freeman -Lehman Brothers - Analyst 

Okay. Would - where would you characterize your positioning there right now1 Are you net long or short, mortgage credit? 

Davtd V1niar - Goldman Sochs - ao 
I think you can assume that the fact that we told you we were short atttle end of the third quarter was a moment in time thing. 
That is not likely to happen very often. It's not good for us to disclose long or short in a trading position, and it's something that 
can change every day. So I think you should not expect to see that very often. 

RogfiC" Freeman -Lehman Brothers -Analyst 

Let mejust ask this. Last quarter, you thought we were sort ofdoser to the bottom in valuations. What do you think about the 
market right now, and specifically, when do you think there's going to be a bid for some of the maybe higher quality, say, COO, 
the higher quality tranches In CDOs, and do you expect to actually be a liquidity provider in that area? 

Davtd V1nlar - Goldman Sachs - CFO 

I think we are still closer to the bottom, and I don't think there's a problem with the bid. I think there's a bid. I don't think there 
were many offers. So I, Ithink it's a question of people actually being willing to sell what they have, not the fact that there aren't 
buyers. I think there are buyers there. For the right assets at the right price, yes,. we would be a buyer. 

Roger Freeman - Lehman Brothers - Analyst 

Well, I mean the transactions that have ocC1Jrred have la rgely been institutions that are in a distress situation. I guess the question 
is when does that bid asset narrow to a point where you actually get a sort of liquid secondary 7 
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Dec. 18, 2007 /1 1 ;OOAM, GS -<141007 Goldman Sachsfamings COnferu1C1! CaB. 

Your next question will come from the line of Mike Mayo with Deutsche Bank. 

Mike Mayo · Deutscile Bank -Ana,yst 

Good moming. 

David Vlnlar - Goldman Scxhs· (fO 

Good mmning, Mike. 

Mike Mayo-~tsche Bank-Ano,yst 

FINAl THNSCR!PT 

Hi. I might have missed iI, but how mud! In total write-downs did you take? You said maybe 800 million on COOS and COOS if 
you could confirm that. Also, if you have write-downs on mortgages orCDOs elsewhere? 

David Vlnlar · Goldman Sachs · (fa 

We didn 't say. so you didn't miss it It's not a numbefwe disclose. Our mortgage business was profitable over the year. We took 
some write downs on our loan mortgage inventory, and in cases where we had hedges or omer short posi tions mey were up, 
they wete upmore man tile loans wete down. but on bom sides of it. and we're not going to d isclose me number in the context 
of some numbers you've seen, both sides were relatively modest. 

Mike Mayo - Deutscile Bank -Ana,yst 

Would the wrile-doWl1s have been mOl'e than the S500 million of recoveries from the leveraged loans? 

David Vlnlar - Goldman Sachs - CFO 

We're not going to disclose the number. 

Mike Mayo · Deutsche Bank -Analyst 

Okay, and your leverage loan, you had 42 billion at the end of the third quarter. INhere is that now, and how did it get there? 

David Vlnlar · Goldman Sachs - (FO 

We had S42 billion of unfunded commitments at the end or the, at the end of the third quarter. In the fourth quarter, we sold 
or canceled 16 billion. 9 billion was funded. We made S10 blUlOI1 of new commItments and that leaves us with $27 billion of 
unfunded commitments at me end of me fourth quart!!r. 1 think those numtll!rs add up. 
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4007 F3ct Sheet 

• Geogr3phic mix: 

Redacll:d by the Permanent 

Subcommiuce on Investi ations 

• Compenntion ratio' tax r3te 4Q impacts: Redacted by the Permanent 

Subcomminee on Invcsti~ations 

• Alternative Investments: 

Redacted by the Permanent 

Subcommittee on Investi2ations 

• Projected 1008 Incentive fees (as of November 30111 2007): 

Redacted by the Permanent I 
Subcommittee on Inve!>ti2ations I 

• Mortgages: 4Q07 Mortgage non-prime balance sheet: $6.68 (Subprime: $1.58; AIt-A: $4.28; 8&0: $513M; COOs: $355M) 
o 4007 P&L; loans/securities ..$1 .28; derivatives +$1 .58. FY07 P&l..: loans/securities ..$4.88; derivatives +$5.98. 

• Leveraged f1nance·..-__________ -, 

Redacted by the Permanent 

Subcommittee on Investigations 

• Market risk: -4007: Ending VaR: $1J.4M; High VaR: $181 M-record (10110): low VaR: $128M (1 1'12); Avg. VaR: $151 M-i'ecord. 
o 4Q07 (preliminary): 24 trading loss days (8 days> $100M loss); 4 (to 6) VaR breaches. 
o FY07 (preliminary): 53 trading los$ days; 10 (to 12) VaR breaches. 
o FY06: 56 trading loss days; 3 VaR breaches. 

• other market risk 10% sensitlvtties (preliminary): 

Redacted by lhe Permanent 

Subcommittee on Investi2ations 

• Ballilnce sheet: ! 

Redacted by the Permanent I 
Subcommittee on Investi2ations I 

• level 3 information: 

• eVA 

Redacted by the Pennanent 

Subcommittee on inveslipations 

• Total shareholders' equity! 

• Headcount 

Redacted by the Pennanent 

Subcommillec on Invest; ations 

Redacted by the Permanent 

Subcommince on Investi2ations 

Permanent Suixommiltee on 1nvc5tigations 
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• FY07 tax rate: 

Redacted by the Permanent 

Subcommiuec on im'csligations 
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L===----------- - -,,"gat" 
~...as: 1",tlIX, M ""'" h .. S7OOrrwn " ..... no- (OS b.tys S3OCir.'wn, os MIlo $~, 
v_~"'prior"' ...... d ...... _""""""~........_ """' ..... _"IIflUlMdll>l .... _"""'" ~1II"-_._ oontir> ... lO_ot'OO'I _ _ ........ __ _ 

I'r<>m tTlt<:n:l-'1n1$. VI'e ~ ... _Il10 _ _ """I ~ -.. __ puCon_ 

Permanent Subcommittee on Invts ti t!ations 

Confidential Treatment Requested by ( .. __ .E.XH ••• I;;;B.I.T~#;;;1 ;;6;;O __ ... GS MBS-E-0096486 



Mortgages 

Mort • s P",rlormanee ($mm) 

% Ym I "'.w .... 1 
,~, 

I 
Chang'" 

Indices W~k (_I 
WTD oro Qro YTD IIs.Acl en Inde~ 2.ZOO 1,490 (710) 

Res; Prime (26.3) {71.2} (101.5) (175 .0j -436% A8X.HLAAA. 07-1 Spread '" <9' (206) 
Rest Credil (27.0) (112.1) (302.4) (981.5) -414% A8X.HE,B8B-.07·' Spread 3.229 3,145 (84) 
CDQ/CLO (8.9) (132.8) (252.3) (1.750.3) N,M. BOAAAA lQYR CMBS pePef 110.5 103.2 (1.3) 
SPG 54.1 208.2 947.2 3.HZ.3 N.M. CMBX 07-2 AAA Spread 105.0 75.0 (30.0) 
0_' (45.7) (32.6) ' .0 294.8 JC,'" CMBX 07 ·2 A Spread '" .. 0 PS) 
Rever.ues: (53.1) (140.4) 292.0 1,130.4 '''' CMBX 07·2 BBB· Spread ,",00 1,110 (90) 
Expenses: (10..2) (61.2) (252.6) {77S.2) 
Pretax Pt.L; (63.S) (201.6) 39.4 355.2 

·CREl-.l'~_~'f"_T ... ,_(,--'*9l.~'ono. 

Market Color: 
Stt'uctured Products 

• CMO secondary: Volatility in the Mortgage PasSl.hrough, ABX. aod interest rale markclS kepl flows quiet in structured space. We believe thaI Prime and AIl·A 
paper may soon capture the tightening that some Other mongage produCts haw. c~pcriOncod. and we continue to recommend buying Non-Agency versus Agency 
CMOS. In particular. we think short Non·Agoncy sequentials and SSNR bonds me both fundllmentally undervalued and havo limited credit risk. 

• Agency New Issue: The New tssue desk Is working on m(lrketing a variety o f front sequentlals oft' Gold 5.5s. 10120 10 cotlawraland 20 'if 5.5s. We are IooIIIng at 
poICntlallloater deals as well. We also SC!tlkld our November deal. FH 3383. and am working on a December S6ClJ"itization. Flows have continued to be quiet 
anidst mantel volatiijty. 

• Non-Agency Ne w Issue: W.th no paper out for the bid from origir'IlItorS and ~nle acticrl on the securities side. the whole loan market remains quiet. We sold 
S 100mm PACs and are looItin9 10 move the rest 01 our structu:ed invertoo')'. particularly anti·sir*efs_ The recent raly in rates ncrmally p-esents fcfl opportunitios 
for borrowers. yet liquidity problems in the whole loan market have held origirla(()fs back from SC!wng agg-essive mort9ll9C rates. 

• Hybrids/ARMs: Flows were very light this ~k. with the mujaity of activity WIIS in the agen:y origination space. The Non·Agency market continues to be 
completely illiquid as investors remllin on the slcletines. Single·names and indices gapping lighter this week did not Impaclthe ARMs market. 

• Subprime Newsnow: Markets rallied on the ~ with spreads lightening in sympathy with the recovery in equities. However. mantel fundamentals continue to 
deteriorale in the ho1Jsing s.ector. In addition. liquidity coronucs to be ttin as money managers be9n closing their books for IhOir year. In news IIow. frosh capital 
fOf Ciligroup, and Freddie Mac. as well as positive Fed speak contributed to mar\(el sentiment. 
• Ci~group received S7.5bn from Abu Dhabi. and will pay 11% agalnstlhe convertible shares it sold 
• Freddie Mac plans 10 soli S6bn in prefOl'md stOCk and ~ut its dividend in half 10 shore up tapilal depleted by record mortgago delfaulL'; and foreclosures 
• HSBC s/lid it would ~e two 5tVs and -S.5bn onto its balance sheet In OIdor to prevent flre·sates 
• The Bush adrrinistration and major flnancllllln51iwtions are agreeing on a plan to tomporarily freeze interl!st rates on certllin troubkld subprime home loans 
• MBIA has shrunk its Hudson Thamos Capital $IV 10 about $400mm from S2bn through asset sales 10 bondholders 
• WeRs Fargo will take a S1.4bn Q407 chlIf9C tied to incteased losses on home equity loans 
• Bear Steams is cuttng 650 jobs of its is global W(rtfon:e of about 15,500 in response 10 subprime losses 
• Citadel pumped S2.55bn into E°Ttadc .• whose holdings 01 home loans and ABS resukcd in lost customer business 
• Germany's KfW expects losses (rom its rescue 01 subprmc casually IKB to nearly dOLbIo to U .8bn (S7.1bn) 
• Mnndys SoIIid it may ~ the credit rating d GMAC LlC because ollhc! Ionder's cantinucxi 5Upport for iL .. RESCAP mortgage unil 
• New home sales rose 1.7% in October, according 10 Commerce Dcpartrncntdata: the median price fetl 13% year ova" )'{lar 
• S&P'Case·Shilte~s U.S. home-price index was reponed dowr1 •. 5% for Q307 vs. Q306 
• US exlsting·hOme sales felt in October by 1.2%: Inventory 01 unsold homes hit 22·year high. rising 1.9% 
• US home foreclosures atmost dou~ed In OCIOber. a 94%Jump from Octol)Qr 2006 lind II 2% illCroasc from the previous month 
• House prices in London declined 0.6% from a month earlier. the biggest drop since August 2005 

• $ubprime Primary (US): The primary mMket had no news with the ourlook remaining bl/lak for the remainder of rhe CJllendltr ~ctJ(. Ordinarily. a rally similar to 
the one we expcricncod !his week would hs\'(! provlded for decent opponunltJes in the new issue space. However. origination and secU"itization mar\(cts remain 
severely dislocated and unfavorable. liquidity concerns should continue 10 hamper new Issue acWity into Oecember. 

• Subprime Prima.')· (Europe): Tl1Il dr!:!;k funded iL<; rlfstloans on the wamhouse line for PmjecI ChnstnUl Appmrlmat!!ly £lrrm is in principal balMIUI. 

• Subprime secondary: In ABX, the desI< had S70Qnvn in total flows (GS buys SlOOmm. GS seHs UOQn'wn). VOlumes picked up prior to remit dala as fast money 
shorts coupted with dcak!r seI~ng pushed the markCl wider. Even al these lows. we continue to see short interest. Post remits. we have seen sholl covering rrom 
macro accounts. We have also soon several CJlpilBl structure !Tares pul on li S macro players speculate on convet'9CflCe. ABX 06--1 continues to undetperformed 
retative to Its counterpartS. largely due to being a cheaper shan compared to the other i1dIccs. Every inde~ continues 10 trade st lts an time low. 
Single·NlrrKI volume romained lighlthis wcclI . The desk saw roughly ssoomm in BWlC/OWlC a~tivity. We contlnuflto soc farge amounts d short interBSl avon at 
these BII time wides with man~ line items uoolng north of 90 points upfront. Delliers remllin risk ·averse in torms of dfering protoction. 

In cash trading. "'Ie saw active selling up tho cllpitat structure. Real money accounts continuo to sell short. AM securities. Non-resi ABS ~ontinues to widen, 
speciflCatty cllfds and autos. The desk saw over $lbn in non-resi cf).sh up fOl" the bid. Overall. tho lack of liquidity hilS inCfClIsed frustration amongst investors. 

• eRE PrimMy: Little activity on tm fi~Cld raIn loan origination front. Cost of funds continues to increase with CMBS spreads and the fun up in votatitity is creating 
uncertainly to CRE lfan<;aclions in genom!. 000 S10rm11oan <;ignCld '-P last wed! and we fato locked !tis week. On the disposition front, we priced and cllded a 
S10 mm B note that Is expected to settle Dn<:ember 18th. On the lIoatlng fllte loan Ofiglna~on fforA. there was 8150 little actJvity. We settled the following 
mcuanlne loan sales this week: COf'VIII ParkIng (first loss): S22mm (l+390). ClJlwest Indusulal S85.75mm (L+ lao), S60mm (L+250). In terms of Equity Inns. we 
contir.:.JO 10 marl<ct the b-nolC and meuanlnc c:Iebt and 10 date have tlrdod!he loIlOwing saleS: (in order of SCfIiorily in !he cspiUl! structure) B-2: S50rnm @l.25O, 
1.4·3: Sl00mm 0 L.~OO. M·6: S75.5mm ® L.575, M· 7 (rlfSlloss piece): $75.5mm @I L .. 625. 

• CMBS Secondary: We saw Illargc IImount of <;han covering this wee!< BCro~'1 lhe CJlpital SlI'UCIum, causing a very shIIrp rlllly. Sprca~ were on IIVefllgfl 20-125 
bps tighter woss most CMBX tranchesltime series. 

In r.ash. AAA spr~ad<; tightened abolJ. 10 tIpS over the week. driven by strccI now as dealers cnvered shats. Wfl saw lighl retaij now on that side of the mai'l<.eL 
Our c!lenL~ actually tried to take advantage 01 th9 l>\root firming up cash and !>Old inlo the lightening. About S2bn ClIme out in bid tiSIS this week (S~ on Friday). 
Away from cash. therP. was strong tWO'WRY nOw In TRS as aCCOUnL~ nrmed up positions for month end. 
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Goldman Sachs: Risk Management and the Residential Mortgage Market 

I. Executive Summary 

The financial crisis has been a humbling experience for every participant in the financial system. 
The events of the past few years have put a particular focus on risk management, its failures and 
its economic implications. 

At Goldman Sachs, we have dealt with both the challenges of nav igating the crisis itself and with 
questions about our actions before and during the crisis. Our ri sk management and business 
practices in the mortgage market have received much attention. In that connection, we would 
like to make the following points: 

~ Goldman Sachs did not take a large directional "bet" against the U.S. housing market, 
and the finn was not consistently or significantly net "short the market" in residential 
mortgage-related products in 2007 and 2008, as the perfonnance of our residential 
mortgage-related products business demonstrates. 

~ Goldman Sachs was not a dominant participant in the residential mortgage-related 
products market. The finn's net revenues from residential mortgage-related activities 
were very small, both in total and relative to the rest of our business. In fact , from 2003 
to 2008, annual net revenues attributable to mortgage-related products, commercial and 
residential, never exceeded approximately 2% of the finn 's overall net revenues. In 
fiscal year 2007, the finn had less than $500 million of net revenue from residential 
mortgage-related products -approximately 1 % of the firm' s overall net revenues. 

~ Goldman Sachs did not have access to any special infonnation that caused us to know 
l.hat the U.S. housing market would collapse. In fact, as a result of the spread of the crisis 
from subprime to all residential mortgages, Goldman Sachs had overall net losses of 
approximately $1.7 billion with respect to residential mortgage-related products for fiscal 
year 2008. 

~ Goldman Sachs did not cngage in some type of massive "bet" against our clients. The 
risk management of the flITIl ' s exposures and the activities of our clients dictated the 
finn 's overall actions, not any view of what might or might not happen to any security or 
market. 

)0 We maintained appropriately high standards with regard to client selection, suitability 
and disclosure as a market maker and underwriter. As a market maker in the mortgage 
market, we are primarily engaged in the business of assist ing clients in executing their 
desired transactions. As an underwriter, the finn is cxpeeted to assist the issuer in 
providing an offering document to investors that discloses all material information 
relevant to the offering. 

Permanent Subcommittee on Investigations 
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:> Goldman Sachs' risk management decisions were motivated not by any collective view 
of what would happen next, but rather by fear of the unknown. The firm's risk 
management processes did not, and could not, provide absolute clarity; they underscored 
deep uncertainty about evolving conditions in the U.S. residential housing market. That 
uncertainty dictated our decision to attempt to reduce the firm's overall risk. 

). Goldman Sachs sold Collateralized Debt Obl igations ("COOs") principally to large 
financial institutions, insurance companies and hedge funds with a focus on this type of 
product. ! These investors had access to highly detailed information that allowed them to 
conduct their own independent research and analysis. 

)- Goldman Sachs never created mortgage-related products that were designed to fa il. It is 
critical to remember that the decline in value of mortgage· related securities occurred as a 
result of the broader collapse of the housing market. It was not because there were any 
deficiencies in the underlying instruments. The instruments performed as would have 
been expected in those unexpected circumstances. 

There are valuable lessons to be learned from the financial crisis in general, and the collapse of 
the mortgage market in particular. It is critical that we and other financial institutions learn the 
right lessons, if we are to avoid futu re crises in the financial system. 

II. Go ldman Sachs as Market Maker 

At the heart of Goldman Sachs' sales and trading business is our role as a "market maker." As a 
market maker, the firm stands ready, willing and able to buy and sell financial instruments at the 
initiation of our clients. Goldman Sachs' clients expect the firm to do so, regardless of whether 
the other side of a transaction bas been identified or is readily avai lable. In light of the global 
and complex. nature of markets, it would be very difficult for companies, institutions and 
governments to raise capital, manage their risks and fund their operations without financial 
institutions committing their capital on behalf of clients. 

Our clients' needs are the single biggest factor driving Goldman Sachs to accept risk. The 
exposures created through transactions with clients are part of the overall "inventory" of 
instruments we generally carry as part of our business. These risks _. like market price, volatility 
and credit •• all must be actively managed. Once the finn transacts with a client, thereby taking 
on an exposure, our most effective risk management too l is to enter into a transaction that 
counterbalances the risk we have just assumed. In many cases, however, this can be difficult 
because of imperfect, mismatched or unavailable offsetting exposures. Nevertheless, Goldman 
Sachs' clients expect the firm to stand rcady to transact in all market conditions. 

A corporatNclatcd pension fund that had 101"18 been active in this area also made a purchase oness than S5 million. 
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111. Goldman Sachs' Participation in the Residential Mortl!age Market 

Goldman Sachs' residenti al mortgage-related business consists of structuring, trading, 
underwriting and distributing mortgage- and asset-backed related products. These products 
include loans, securities and derivatives backed by residential real estate loans. 

The residential mortgage-backed security (RMBS) is one such product. Through an RMBS, 
pools of home loans are structured into a security, with the underlying mortgage loans serving as 
collateral and providing income to the investors in the security. 

A Collateralized Debt Obligation (CDO) pools various RMBS and other income-producing 
assets into different tranches with varying degrees of risk. The most senior tranches carry the 
least risk of default and, in tum, provide the lowest interest rate to the investor. In a "synthetic" 
CDO, two parties enter into a derivative transaction, which references particular assets. By the 
very nature of a synthetic CDO, one counterparty must be long the risk (i.e. , hoping to benefit 
from an increase in the value of the referenced assets), and the other counterparty must be short 
the risk (i.e., hoping to benefit from a decrease in the value of the referenced assets). 

Goldman Sachs has not been a significant participant in the market for originating mortgages. In 
fact, the number of loans originated by Goldman Sachs, wh ich acquired a small originator in 
March 2007, never exceeded one-tenth of one percent of total domestic residential mortgages. 

In structuring and underwriting RMBS, Goldman Sachs often purchased the underlying loans 
from banks and other lenders. In other cases, Goldman Sachs acted as an underwriter for 
securitizations of the loans of mortgage originators. In both situations, Goldman Sachs engaged 
in a due diligence process to examine (i) the counterparty, (i i) loan level credit, (i ii) compliance 
and (iv) property valuation. 

In this context, the finn was acting as an underwriter of financial instruments, rather than a 
market maker. A market maker is primarily engaged in the bus iness of assisting cl ients in 
executing their desired transactions. This business is client-driven, and serves an intenncdiary 
function. Goldman Sachs strives to provide a fair price to our clients. 

In contrast, an underwriter of financial instruments works with the issuer in connection with 
offering financial instruments to investors. In thi s context, federal securities laws effectively 
impose a "gatekeeper" role on Goldman Sachs: as an underwriter,the finn is expected to assist 
the issuer in providing an offering document to investors that discloses all material information 
relevant to the offering. 

In connection with our underwriting of residential mortgage-related securities, Goldman Sachs 
had a process to examine the management, relevant policies and procedures, underwriting 
standards, creditworthiness and other aspects of each mortgage originator berore the finn began 
purchasing loans for securitization. As a result of these reviews, we detennined not to do 
business with dozens of originators and suspended our business relationships with many more. 
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The firm also employed internal and third-party resources to conduct due diligence on the 
individual loans in the pools backing the securities in our RMBS offerings, including reviewing 
selected loan files, verifying compliance with state and federal lending statutes, and selective 
review of property appraisals against comparable values. As a result, Goldman Sachs generally 
did not accept loans that, based on our rev iew and analysis, appeared to have potentially 
significant legal, regulatory compliance or other issues. Knowing what we know today, of 
course, we wish we had done even more. 

Regardless of the degree of due diligence perfonned by underwriters in connection with RMBS 
securitizations, however, they cannot and do not guarantee payment, performance or any rate of 
return. Rather, it is up to the purchaser of securities to evaluate whether the securities are worthy 
of investment based on the purchaser's own view and analysis of the securities ' value in light of 
the purchaser's expectations about the future of the housing market and the economy. 
Importantly, in the case of asset-backed securities, the disclosures set forth in the finn 's offering 
documents included detailed descriptions of the underlying assets. 

IV. Goldman Sachs' Position in the Residential Mortgage and CDO Markets 

Goldman Sachs certainly was not the dominant participant in the residential mortgage securities 
underwriting market. The firm entered this market space relatively late, with a small amount of 
customer activity and without a significant mortgage origination business. 

Goldman Sachs Underwriting Market Shares in Subprime RMBS and COOs 

Subprime RMBS COOS 

. . . 
zoos Z006 Z005 Z006 Z007 

Year Year 

II Others • GS 
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V. Risk Management 

A. Getting "Closer to Home" 

The foundation of Goldman Sachs ' approach to risk management is disciplined mark-to-market 
accounting. This involves the daily practice of valuing the firm's assets and liabilities to current 
market levels - that is, the value one might expect to find on the open market. Without a 
transparent and realistic insight into our own financial position, Go ldman Sachs would not be 
able properly to assess or manage our risk. It was mark-to-market accounting that spurred 
Goldman Sachs to reduce the firm's risk in the residential mortgage market near the end of 2006. 

As a result of this finnwide discipline, Dan Sparks, then head of the mortgage department, was 
able to tell senior members of the finn in an email on December 5, 2006, that the "Subprime 
market [was] getting hit hard ... At this point we are down $20mm today.,,2 

For senior management, the emergence of a pattern of losses, even relatively modest losses, in a 
bus iness of the firm will typicall y raise a red flag. Concerned by increasing vo latility and 
repeated daily losses in the finn' s mortgage business P&L, David Viniar, the firm' s Chief 
Financial Officer, convened a meeting of the firm ' s senior mortgage traders and risk managers 
on December 14, 2006. At that time, Goldman Sachs had a net long exposure to subprime, 
prime and other residential mortgage risk. It was agreed during the meeting that the firm should 
reduce its overall exposure to the subprime mortgage market - getting, in effect, "closer to 
home." To be clear, Mr. Viniar did not instruct the mortgage business to take a particular 
directional view on the subprime mortgage market. Nor did Mr. Viniar prohibit the mortgage 
business from taking short positions or becoming net short. Instead, Mr. Viniar' s guidance to the 
mortgage department was to not take a significant directional position -- short or long -- in any 
direction and to do its best to reduce the size of the depanment's overall pos itions in the 
subprime market. 

In a December IS , e-mail to Tom Montag, then co-head of the Securities Division, Mr. Viniar 
recounted the meeting of the day before, stating, "Dan and team did a very good job going 
through the risks. On ABX 3

, the position is reasonably sensible but isjust too big. Might have 
to spend a little to size it appropriately. On everything el se my basic message was let 's be 
aggressive distributing things [i.e., reducin g risk] because there will be very good opportunities 
as the markets goes into what is likely to be even greater distress and we want to be in position to 
take advantage of them [i.e., opportunities].'''' In an email two days later, Dan Sparks updated 
senior management: "We made progress last week, but still more work to do ... Below shows risk 
reduction trade[s]."s 

GS MBS-E'{)I0930468 (Deecmbto- S. 2006 e-maU from Dan Spatks 10 Tom Montag, el a.l) (All 'US MBS-E references are 10 
m.terials provided to the Pcnnanmt Subcommittee on Investigations) 
ABX is an il1dex that uacks the performanet ofsubprime residential mongage bonds. 
GS MBS-E.-009726498 (December 15,2006 e-mail ftom David viniar to Tom Montag) 
GS MBS-F.-009726143 (ik<:embto- 17,2006 e-mail from Dan Sra!ks to Tom Montag, et II) 
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In an e-mail to the finn's senior management on February 14, 2007, Mr. Sparks outlined the 
efforts to reduce long risk that his department had commenced: 

Over the last few months, our risk reduction program consisted of: 

(1) selling index outright 
(2) buying single name protection 
(3) buying protection on super-senior portions o(the BBBIBBB- index (40-

100% of the index).6 

On February 22, 2007, Mr. Sparks sent an e-mail to several people on the mortgage desk urging 
them to continue getting closer to home, including reducing short positions: 

We need to buy back $1 billion single names and $2 billion of the stuff below­
today. 1 know that sounds huge, but you can do it - spend bid/offer, pay through 
the market, whatever to get it done. It is a great time to do it - bad news on HPA, 
originators pulling out, recent upticks in unemployment, originator pain. J will 
not want us to trade property derivatives until we get much closer to home as it 
will be a significant distraction from our goal. This is a time to just do it, show 
respect for risk, and show the ability to listen and execute finn directives.7 

Attempting to reduce its overall risk to subprime residential mortgage-related securities meant 
that the finn at various times would find itself net short, though not significantly so. 

B. Concerns about Short Positions 

It was well known that housing prices were weakening in earl y 2007. But no one knew when the 
market would reach bottom and whether values wou ld continue to fall, rebound, or at least 
stabilize at levels whcre buyers or residential subprime mortgage-related securities would receive 
their full interest and principal payments. The impact of subprime mortgage-related securities on 
the housing market and broader economy was s imilarly unclear. In March 2007, Federal Reserve 
chainnan Ben Bernanke told lawmakers that "the impact on the broader economy and financial 
markets of the problems in the subprime market seems likely to be contained."!! Other policy 
makers and economists repeated this assertion through the summer and early fall, while still 
others took the reverse view. 

Goldman Sachs continued to attempt to reduce its risk in the subprime market and to move to a 
more balanced position, which at various times caused the flITTl to have a net short bias . At the 
time, however, there was no internal consensus on the future of the subprime residential housing 
market. On one hand, for instance, Josh Birnbaum, a managing director in the mortgage 
department, believed very strongly that the firm should take a larger net short position. On the 
other hand, there was a concern among some that the firm might be too short, as emails from the 
time period reflect: 

• GS MBS-E-OI09&9331 (Februwy 14, 2007 e-mail from DllI1 Sparks 10 Tom Montag, et al) 
GS MBS-E-OI0381411 (February 22, 2007 e-mail from Dan Sparks to Josh Birnbaum e1 a1 .) 
Testimony ofFedcraJ Rdervc Chairman Ben Bemanke before the Joint Economie Commi11ec of the US Con&1~, March 2&, 2007. 
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• Gary Cohn, the firm 's Pres ident and Chief Operating Officer, remarked in a 
March 6, 2007 e-mail that "A big plus would hurt the Mortgage business but 
Justin thinks he has a big lrade lined up for the morning to get us out of a bunch 
of our short risk[.],,9 

• Dan Sparks noted on March 8, 2007 that "Aside from the counterparty risks, the 
large risks I worry about are ... [cJovering our shorts. We have longs against 
them, but we are still net short." ! 

• On March 14, 2007, Tom Montag told Lloyd Blankfein that the firm "[c]overed 
another 1.2 billion in shorts in mortgages - almost flat - now need to reduce 
risk[.]"! I 

• On April 11 , 2007, Mr. Sparks received an estimate of the mortgage department' s 
exposure to certain products and noted to Kevin Gasvoda, a member of the 
department : "Subprime down 3mm from shorts? Is that right and are we too 
short?" Mr. Gasvoda replied: "Yes. SUbprime has near zero loans and is short 
some mez abx and $2B aaa abx[ .} [T]he aaa short is painful .. . . Plan is to chip 
away at covering on every chance.,,12 

During thi s period, the mortgage department covered more than $2.8 billion in single-name short 
positions. Even though these short positions proved profitable when viewed in isolation, thi s 
meaningfully reduced the firm 's net exposure to subprime residential mortgages by several 
billion dollars -- in effect, getting the finn closer to home. In addition, by March, the finn ' s net 
long exposure to prime and other residential mortgages had grown as a result of meeting client 
needs in the mortgage market. 

C, Different Views In The Finn 

In the spring of2007, there was continued debate amongst senior managers about the d irection of 
the residential mortgage market. !) For instance, on March 14, Jon Winkelried e-mailed Mr. 
Sparks, and others, indicating that the finn should be prepared for a downturn in the performance 
of securities backed by prime loans and asked what it was doing to insulate itself from losses.1 4 

Mr. Sparks replied: "Trying to be smaller .. . We are also short a bunch of sub-prime AAA index 
,. . k . " IS lor Jump ns protect ion. 

• 
" 
" 
" 
" 
" 

GS MRS·F.-009686278 (M.rch 6. 2007 ~·m8i! from Gary Cohn to senior management) . 

GS MBS·E·0097!8900 (March 8, 2007 c·mail from Pan Spllfks). 
GS MBS· E·00968S73g (March 14,2007 c· ma i! from Tom Montag 10 Uoyd B!ankfein). 
GS MBS·E.o !09S2383·8S (April I I, 2007 e-mai! rrom Dan Sparks to Kevin Gasvod.). 
GS MBS·E-009718900 (Mart:h 8, 2007 e-mail from Danid Spaiks 10 Jon Winkelrt:ld, d all. 
GS MRS·E·009718239 (March 14,2007 e·mail nom Jon Winkelriecl to Uoyd Blan kfei n, eI aI) 
GS MBS·E-0097 J823g (March 14,2007 e·mai! from Dan Sparks to Jon Winkelried, d a!). 

7 



Richard Ruzika, a senior Securities Divis ion panner, on the other hand, replied: 

It does feel to me like the market in genera l underestimated how bad it could get. 
And now could be overestimating where we are heading .... While undoubtedly 
there will be some continued spi llover, I' m not so convinced this is a total death 
spiral. In fact, we may have terrific opportunit ies. Dan' s team is working hard 
(literally around the clock) so we have a shot at them ... . 16 

As Mr. Ruzika's e-mail indicates, Goldman Sachs carefully monitored our short positions and 
explored the possibility of increasing long positions and other opportunities in the mortgage 
markets if market conditions appeared favorable. The firm even explored the possibility of 
buying interests in, or pools of assets from, subprime originators. In a March 9, 2007 e-mail that 
Gary Cohn subsequently forwarded to Lloyd Blankfein, Dan S~arks discussed potential 
investments that the finn might make in subprime originators. I The finn also continued to 
respond to client requests to sell mortgage securities and submit bids on long positions. Various 
bids were accepted by clients, and the finn took on additional long risk. 

In the third quarter of2007, the subprime mortgage market deteriorated further. As David Viniar 
stated in the third quarter earnings conference call , " The mortgage sector continues to be 
challenged and there is a broad decline in the value of mortgage inventories during the quarter. 
As a result, we took significant markdowns on our long inventory positions during the quarter as 
we had in the previous two quarters. However, our risk bias from that market was to be short and 
that net short position was profitable.,,18 The firm, however, did not amass a large net short 
position to "bet against the housing market." For the quarter, the finn 's net revenues from 
residential mortgage-related activities were less than 5% of its total revenues. 

Some in Goldman Sachs' mortgage business began to argue that the firm should consider buying 
more mortgage assets, believ ing that prices may have bottomed. For example: 

• 
" 
" 

" • 

• 

• 

In an e-mail onAugust20. 2007. Mr. Sparks told Mr. Winkelried (and others) that 
"We think it is now time to start using balance sheet and it is a unique opportunity 
with real upside-specifically for AAA RMBS." Mr. Sparks also said that he was 
going to devise a "plan describing the opportun ity and parameters (including 
funding and risk) relating to buying billions.,,19 

In an August 21, 2007 e-mail, Josh Birnbaum told Tom Montag and others, "Thc 
mortgage department thinks therc is currently an extraordinary opportunity for 
those with dry powder to add AAA subprime risk in either cash or synthetic 
fonn. ,,2o . 

GS MSS-E-0097 18239 (March 14.2007 e-mail from Rkhard Ruzika to Dan Sparks, et aI). 
GS MBS-E-OO%56302 (March 9, 2007 e-mail from DiI1l Sparks 10 Gary Cohn et aI , f~rded \0 Lloyd Blankfein) 
Go ld man Sach5 Earn ings Confercrn:e Call dated Se p!.. 20. 2007, al 3. 

GS MBS-E'()II03S212 (Au8ust 20, 2007 e·mail from Dan Sparks 10 senior management) 
GS MBS·E-00972 1 27~ (August 2 1, 2007 e-ml il from Josf1 Birnbaum 10 Tom Montag. et al) 
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In late August, the mortgage department again purchased $350 million in triple·B ABX and 
covered $150 million in single· name shorts. Without greater clarity on the direction of the 
housing market, the finn sought to maintain a balanced position in the subprime mortgage 
market. A mortgage presentation to the Board of Directors, dated September 17,2007, shows 
the subprime mortgage position on a notional basis and indicates a substant ially balanced 
position.21 

D. End of2007IBeginning of2008 

On November 18, 2007 Lucas van Praag, globa l head of Corporate Communications, sent an e· 
mail to Lloyd Blankfein and Gary Cohn about a New York Times article suggesting that Goldman 
Sachs profited on the subprime market collapse.22 Mr. Blankfein responded, "Of course we 
didn't dodge the mortgage mess. We lost money, then made more than we lost because of 
shorts. Also, it's not over, so who knows how it will tum out ultimately.,,23 Mr. Cohn qualified, 
"We were just smaller in the toxic products.,,24 

A November 2007 document entitled "How Did GS Avoid the Mortgage Cris is," prepared for 
David Viniar in advance ofeamings conFerence calls, summarized the finn 's position following 
our prudent risk reduction efforts. After outlining the actions in late 2006 and early 2007, the 
document states: 

However, one should not be lead [sic] to believe that we went through this period 
unscathed and somehow significantly profiled from a 'bet' on the downturn in 
mortgage markets. The actions that I outlined led to significant write downs in 
the value of our long mortgage inventory over the course of this year. We 
mentioned during our second quarter conference call that a weak quarter in 
Mortgages contributed to lower results in our FlCC bus inesses. A better 
characterization of the situation is that we effectively avoided greater losses by 
taking these proactive steps and in fact during the third quarter we were able to 

make money on mortgages as a result of our net short position.25 

By November 30, 2007, Go ldman Sachs' net exposure to subprime residential mortgages was 
balanced. The finn's prime and other residential mortgage exposure continued to be long cash 
instruments of approximately $13.5 billion. 

" , 
, 
" » 

as MBS-E-OOI7939IS-930 (Seplember 17, 2007 prc:senlaliOl1lo Board ofDirectOl"S at p. 6.) 
GS MBS·E.Q09671378 (November 18,2001 e-mail from Lucas van Praag to Lloyd B1II.nkfein, C1 all. 

GS MBS-E-009671318 (November 18, 2007 e-mail from Gary Cohn 10 Lloyd Blankfcin, ct al) 
GS MBS-E-009671J78 (November 17.2007 e-mail from Uoyd 8lankfcin 10 Lucas Vall Pru&. ct aL) 
as MBS-E-009713204-4l7 (Goldman Sachs internal document.. "How Did GS Avoid the Mortgage Crisis "j 
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For much of2007, Goldman Sachs and most other market participants , economists and policy 
makers believed that the credit crisis was contained to the subprime mortgage market. During 
this period, the finn continued market making and underwriting activities in residential 
mortgages, which resulted in an increase in prime and other residential mortgage exposure. 
Unfortunately, in 200S, it became clear that these other asset classes were deteriorating as well. 
For the fi scal year ending November 200S, although profitable overall, the deterioration of these 
asset classes was a meaningful contributor to the firm's overall net loss of approximately $1. 7 
billion in residential mortgage-related products. 

E. Increases in Value at Risk (VaR) 

Throughout the course of our risk-reduction efforts starting in late 2006, the mortgage 
department experienced periodic spikes in VaR, or "Value at Risk." VaR is a risk metric that 
measures the potential loss in value of trading inventory due to adverse moves in the market over 
a defined period of time. The key inputs to VaR are the size and type of positions in the 
respective assets (both long and short) as well as the volatility of the underlying assets. Between 
November 24, 2006 and February 23, 2007, daily VaR in the mortgage department increased 
from $13 million to $S5 million , predominantly from increases in volatility.26 

Increases in VaR were the result of dramatic fluctuations in the mortgage market (which had a 
corresponding effect on VaR), not an effort on the part of Goldman Sachs to take a large 
directional bet on the subprime market. to fact, because of the volatility of the markets, the 
increases in VaR occurred despite efforts by the firm to reduce our overall exposure to the 
mortgage market. 

In a February 14,2007 e-mail, Dan Sparks wrote, "Over var due to massive spike in subprime 
volatility and we are working with bruce on that. Over limit on cre loan scenario list but will 
correct next week with large securitization pricing. Over limit on cdo risk but that will adjust as 
moving positions to desks_ Bad week in subprimc.,,27 

A February 21, 2007 e-mail from Mr. Sparks to Jon Winkelried described the volatility in the 
subprime market: 

• 
" • 

We are net short, but mostly in single name CDS and some tranched index vs the 
some [sic] index longs. We are working to cover more, but liquidity makes it 
tough. Volatility is causing our V AR numbers to grow dramatically.28 

as MBS·E-Ol0037310 (Mortgage VaR Change (Q I '07 vs. Q4 '06) 
(jS MBS·E"()o22Q1268 (February 14.2007 e-mail notes taken by Dan Sparks) 
as MBS-E-O I0381094 (February 21, 2007 e-mail from Dan Spms 10 Jon Wink.elncd) 
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That volatility continued into the summer of2007. as Bill McMahon, then COO & Head of Risk 
Management for the Securities Division, communicated to Gary Cohn and David Viniar in an 
email on August 15,2007: 

The volatilities and correlations among our assets are really driving the swings in 
var right now. Robert Berry [the finn 's Chief Market Risk Officer) sent out a 
note last night ind icating that the sensitivity of our var models to correlations 
suggests that the var can swing between 140 and 160 without any changes in the 
complexion of our trading books - essentially, it is noise. The only solution is to 
reduce the size of the books, which is what we are working on with mortgages 
and credillTading.29 

VI. The Effect of Goldman Sachs' Risk Management on Our Profits and Losses During the 
Financial Crisis . 

Given the deteriorating perfonnance of the mortgage market in 2007 and 2008 and the 
corresponding decl ine in the value of mortgage-related products, the best and most relevant proof 
of whether Goldman Sachs had a large net short position is our actual revenues in mortgages. 
The relative consistency of revenues underlines the finn's on-going market making activities and 
prudent risk management- not a massive proprietary, directional view of where the market might 
have been headed. 

The flffil 'S mortgage-related positions had a rel atively small effect on our net revenues or profits 
for fiscal year 2007. The finn had net revenues of less than $500 million from our residential 
mortgage-related products business in 2007. During fiscal year 2008, the finn had net losses of 
approximately $1.7 billion related to our residential mortgage-related products business. 

GS MB5-E-00977&S7) (Augusl IS. 2001 e-mail from Bill McMahon to Gary Cohn and David Vmiar) 
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Firm Residential Mortgage Quarterty Net Revenues Compared to Total Net Revenues: 
2007 - 2008 ($ in millions) 
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As Lloyd Blankfcin and Gary Cohn explained in a letter to shareholders on April 7, 20 10, "The 
finn did not generate enonnous net revenues or profits by betting against residenti al mortgage· 
related products, as some have speculated; rather, our relatively early risk reduction resulted in 
our losing less money than we otherwise would have when the residential housing market began 
to deteriorate rapidly ... Although Goldman Sachs held various positions in residential mortgage· 
related products in 2007, our short positions were not a ' bel against our clients. ' Rather, they 
served to offset our long positions. Our goal was, and is, to be in a position to make markets for 
our clients while managing our risk within prescribed limits.,,30 

» Goldman S.di5 2009 AIlnual Repoft, letter to shareholders. 
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Goldman Sachs Mortgage Department Total Net Short Position, February - December 2007 in $ Billions 
(Including All Synthetic and Cash Positions in Mortaaae Related 
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9/28/07 -5 .8 
10/1/07 -6.0 
10/2/07 -5.8 

10/3/07 -6.2 

10/ 4/07 -6.4 

10/9/07 -5.2 
10/10/07 -4.7 

10/11/07 
10/12/07 
10/17/07 

10/18/07 
10/19/07 
10/22/07 
10/23/07 
10/24/07 
10/25/07 
10/26/07 
10/30/07 
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11/1/07 
11/2/07 
11/5/07 
11/6/07 
11/7/07 
11/8/07 

11/13/07 
11/14/07 
11/15/07 
11/19/07 
11/20/07 
11/23/07 
11/26/07 
11/27/07 
11/28/07 
11/29/07 
11/30/07 

12/3/07 
12/4/07 
12/5/07 
12/6/07 
12/7/07 

12/11/07 
12/12/07 
12/14/07 
12/19/07 
12/20/07 
12/21/07 
12/26/07 
12/27/07 
12/28/07 

Prepared by the u.s. Senate Permanent Subcommittee on Investigations, April 2010. 

-4.4 

-4.0 
-4.8 

-3.9 
-2.5 
-3.5 
-3.6 
-2.6 
-2.2 
-1.6 
-4.3 
-4.9 
-2.3 
-3.6 
-5.6 
-5.0 
-4.0 
-3.2 
-4.0 
-4.0 
-4.2 
-3.0 
-2.6 
-2.8 
-2.5 
-1.8 

-2.6 
-2.7 
-3.5 
-6 .4 

-4.1 
-2.1 
-2.8 
-3.2 
-3.6 
-4.2 
-4.9 
-3.4 
6.7 
6.6 
5.6 
5.8 
6.7 

Source: Goldman Sachs Mortgage Strategies, Mortgage Dept Top Sheet for dates provided by Goldman Sachs. 
Highlighted positions are high and low figures over time. 
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Data from Nov. 7, 2007, letterfrom Goldman Sachs to the Securities and Exchange Commission, GS MBS-E-015713460, at 5 (Exhibit 50) . 



.. 
~ 
3 

,~ 
• 

t'l a 
~, 
... 3 
Cd 3 
- :=: ., i 
"" g .... -
'" = .. ~ 

o =. 
:a 
Ig' 
o 

Goldman Sachs Mortgage Department Value at Risk (VaR) 
December 2006 - December 2007 (in $ Mi llions) 

120 ~-------------------------------------------------------------------------------------

100 I A I I \ \: 

80 1 If ' , /I '/" ~ \ " '\ \ 

60 I 1/ ' , If 
"""""""" " I 

40 -I " '~\---/7V~-------------------------------------

- Mortgage Department VaR 

20 I I - Mortgage Department Permanent VaR limit 
7' 

- Mortgage Department Temporary VaR limit 

o -·~I----~-----.-----.----__ ----__ ----__ ----____ ----r-----__ ----__ ----'-----'---

",# 
0" 
" 

, 
",'" ,,\" 

, 
",'" 

0" 

, 
",'" ,,\" 

, 
",'" .\" 

, 
",'" 

~\" 
l' 

~\" 
l' 

~\" 
","'~ 

.,\" 
","'~ 

~\" 
l' ",'V' 

'" 

, 
",'" 

.... :~ ..... 

, 
",'" 

0" 
" 

Derived from Goldman Sachs Firmwide Risk Committee Appendices and Market Risk End of Day Summaries provided by Goldman Sachs. 
Prepared by the U.S. Senate Permanent Subcommittee on Invesiigati ons, April 2010. 



From: 
Sent: 
To: 
Subject: 

Ego!, Jonathan 
Thursday, October 19, 2006 6:52 AM 
Tourre, Fabrice; Williams, Geoffrey 
Fw: BBBRMBS 

Pls get looped in in case they have anything 

----- Original Message - ---­
From: Rosenblum, David J . 
To: Resnick , Mitchell R; ggol, Jonathan ; Herr ick, Darryl K 
Cc : Brazil, Alan ; Marschoun , Mi chael : Swenson, Michael; Birnbaum, Josh ; Primer , Jeremy; 
Bieber, Matthew G.; Case, Benjamin; Ostrem, Peter L 
Sent : Thu Oct 19 06 :4 2 : 24 2006 
Subject : Re : BBB RMBS 

So amazing you should ask -- we had this convo for an hour last night- - brazil and 
marschoun and primer-- THIS IS WHAT Wg'Rg TALKING ABOUT! Ca n you come to the rescue here! 

Thx 
D 

----- Original Message ----­
Fr om : Resnick, Mitchell R 
To : ggol, Jonathan; Herrick, Darryl K 
Cc: Rosenblum, David J. 
Sent : Thu Oct 19 04 :54:2 5 2006 
Subject : BBB RMBS 

do we have anything talking about how great the BBB sector of RMBS is at this point in 
time ... a common response I am hearing on both Hudson' HGSl 1s a conce rn about the housing 
market and BBB in particular! 

We need to a~ sales with a bit more - do we have anything! 

Perman ... nt Subcommittee on Investigations 

EXHIBIT #165 Confidential Treatment Requested by Goldm .. ____________ ... GS MBS-E-009557391 



From: 
Sent: 
To: 
Subject: 

INTERNAL USE ONLY 

GS Syndicate 
Friday, June 22, 2007 8:55 AM 
T-Mail Subscribers 
SENIOR COO AXES (INTERNAL USE ONL V) IT-Mall] 

Sales - Please focus on the COO axes below . Please contact the COO Trading desk for more 
information on either offerinq. 

GSC SUper Senior Offering 
$1 . 188 GSCSF 06 3G A1LT @ $99 . 5 (6 .7yr , ~ 30 bps OM) 

• Backed by high grade assets (A3 minimum) ',O/i th a diverse portfolio Of 256 positions , 
each position is approx 0.4% of the portfo l io - compare that with a 1 % average 

• Moody's WARF is - 118 (A1/A2) 
• 30% sub0rdination to super senior class , compa r e that with the typical high - grade 

transact ion (14-20%) 
• Current portfoli o composition ; (19% COOs, 18% CMBS conduit, 5% CRE COO , 58% RMBS) 
• Compare to recent HG super senior print - Altius 4 (May 2007) (14-1 00%, .... ' ith 10% COO 

bucket) @ -24 OM 

··New Purchase.. Timberwolf Super AAA Offering 
$200mm TWOLF 07 1A AlB @ $98.5 (6 . 1yr , -80 bps OM) 
$100mm TWOLF 07-1A AIC @ $95 (7 . 6yr , -170 bps OM) 

• Timberwolf is an A2/A backed ASS COO~2 issued in March 2007 
• Current portfolio composition ; (84% Mezz COOs , 1 6% High Grade COOs) 
• AlB represents the 70-90% tranche of t he transaction while the AIC tranche represents 

the 60-70% tranche 
• The TWOLF Junior Aaa/AAA t r anche a ttaches @ -20\, so AlB and AIC have -40% and -50\ 

Aaa/AAA bonds below them 
• Recent p rints over the past three wee ks in TWOLF paper include -200mm A2s (20 - 50\ 

t ranche) in the mid S80s and 50mm AAs (10-20% t ranche) in the high $705 

Disc l aimer : 
This memorandum is solely for internal use in t he offices of Goldman , Sachs , and copies of 
this memorandum or any portion thereof may not be made available to customers or otherwise 
distributed outside the offices o f Goldman, Sachs . If applicable, the information 
contained herein should be considered i n conjunction with the prospectus or other official 
o ffering document relating to these securities wh ich may be subject to completion or 
amendment. 

Permanent Subcommittee on Investigations 

EXHIBIT #166 Confidential Treatment Requested by GOlclo ____________ ... GS MBS-E-002805537 



From: 
Sent: 
To: 
Subject: 

INTERNAL USE ONLY 

GS Syndicate 
Tuesday, June 26,20078:48 AM 
T-Mail Subscribers 
SENIOR CDO AXES (INTERNAL USE ONLY) IT-Man] 

Sales - Flease focus on the COO axes below . Please contact the COO Trading desk for more 
information on either offering . 

GSC Super Senior Of feri ng 
$1 . 188 GSCSF 06 3G AILT @ $99.5 (6.7yr, -30 bps OM) 

• Backed by high grade assets (A3 minimum) with a diverse portfolio of 256 positions, 
each position is approx 0.4% of t he portfolio - compare that with a 1% average 

• Moody's WARF i s -118 (Al/A2) 
• 30% subordination to super senior class, compare that with t he t ypical h igh- grade 

transaction (14-20%) 
• Current portfolio composition: (19% COOs , 18% CMBS conduit, 5% CRE COO, 58% RMBS) 
• Compare to rece n t HG super senior print - Altius 4 (May 2007) (14-100% , with 10 % COO 

bucket) @ -24 OM 

··New Purchase.. Timberwolf Super AAA Offering 
$200mm TWOLF 07 l A AlB @ $98.5 (6 . 1yr, -80 bps OM) 
$100nun TWOLF 07-1 A AIC @ 895 (7.6yr, ~170 bps OM) 

• Timberwolf is an A2!A backed ASS CDO~2 issued in March 2007 
• Current portfolio composition : (84% Mczz COOs, 16% High Grade COOs) 
• AlB represents the 70-90 % tranche of the transaction while the Ale tranche represents 

the 60-70% tranche 
• The TWOLF Junior Aaa!AAA tranche attaches @ -20%, so AlB and AIC have -40% and -50% 

Aaa!AAA bonds below them 
• Recent print s over the past t hree weeks in TWOLF paper include -200mm A2 s (20 - 50% 

tranche) in the mid $80s and SOmm Ms (10-20% tranche) in the high $70s 

Disclaimer : 
This memorandum is solely for internal use in the offices of Go ldman, Sachs, and copies of 
this memorandum or any portion thereof may not be made avai l able to customers or otherwise 
distributed outside the offices of Goldman, Sachs. If applicable, the information 
contained herein should be considered in conjunction with the prospectus or other official 
offering document relating to these securities which may be subject to completion or 
amendment . 

1 
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From: 
Sent: 
To: 
Cc: 

GS Syndicate 
Sunday, July 01, 2007 6:46 PM 
ficc-spgasia 
Waller, Scott; Chaudhary, Omar; Lee, Jay; Sugioka, Hirolaka 

Subject: Structured Product New Issue Pipeline (INTERNAL USE ONLY I VERBAL ONLY) 

**INTERNAL USE ONLY** 

Structured Products Syndicate Tokyo +81 3 6437 7198 
Scott Walter from NY is on Tokyo desk this week. 

NEW ISSUE UPDATE 

To p Priority AXES 
DEAL: Ti mberwolf I 
DETA ILS : $lbn Single-A Defensive l y Managed SP CDO A 2 for Greywolf , GS Sale lead I book 
TIMING: Termsheet, marketing book and final OC available . 

Deals in the Market 
US CLO 
DEAL: US CLX 2007-1 
DETAILS : Full Leverage, US Index Based, Lightly Managed Cash CLO for Gul f Stream, GS 
Sale lead / book 
TIMING: Pricing mid July . Termsheet and marketing book available. 

DEAL: Del Mar CLO II 
DETAILS : 
TIMING: 

$400mm Cash CLO for Caywood-Scholl Capital Management, GS Jo i nt lead I book 
Pricing mid/late July. Termsheet and marketing book avai l able . 

EUR CLO 
DEAL : Harbourmaster Low Leveraged Fund 
DETAILS: €lbn Low Leverage, Global Index Based, Managed Cash CLO for Harbourmaster, GS 
Sale lead / book 
TIMING: Pricing end July (long settle will allow for orders through Aug) . Marketing 
book available . 

COO 
DEAL : La ndgrove Synthetic COO 
DETAILS : 
TIMING: 

$[ ]mm Corporate Managed IG Synt hetic COO for wel lingt on . GS Sole l ead / Book 
Pr ice guidance, red, te rmsheet, marketing book and portfolio avai lable . 

_s 
DEAL : 
DETAILS : 
TIMING: 

STARM 2007-51 
$691mm ARM deal for Sun Trust, GS Co-mgr without retention . 
Pricing w/o June 25 . 

UpeQraing Deals 

CLO 
DEAL : U. S . AMP S I 
DETAILS : $200-300mm CLO sponsorship veh i c l e for Credit Suisse Alternative Capital , GS 
Sole lead / Book 
TI MING : Expected first closing J a n 2008 . 

_s 
DEAL : IMSC 2007-AR2 
DETAILS : 
TIMING: 

$275mm Indymac 5 year Hybrids done off the t r ading desk , GS Sale lead / Book 
Announcing w/o July 2 . 

1 
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CRE coo 
DEAL : 
DETAILS : 
Book 
TIMING: 

Disclaimer: 

Hartford Mezzanine Investors CRE CDO 2007-1 
S [500]mm Cash Flow CRE CDO managed by Hartford and Key Capital, GS Joint lead I 

Announcing wlo July 2. 

This memorandum is solely for int ernal use in the offices of Goldman, Sachs , and copies of 
this memorandum or any portion thereof may not be made available to customers or ot herwise 
distributed outside the offices of Go l dman, · Sachs. If applicable, t he information 
contained herein should be considered in conjunction with the prospectus or other official 
offering document relating to these securities which may be subject to completion o r 
amendment. 
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From: 
Sent: 
To: 
Subject: 

GS Syndicate 
Tuesday, July 24, 20072:46 AM 
ficc-Iondon·spgsales 
Structured ProouctsiABS Morning Update (Internal Use On[y) 

**lnternal Use Only** 

US &. European Structured Products! ABS 
London Desk +44 20 7774 3068 
Tony Kim is on the desk in London 

DETAILS: $IB Single-A Defensively Managed SP CDO A 2 for Greywolf, GS Sole lead I book 
COMMENT: Termsheet, marketing book and final OC available. 

DEAL: GSCSF 2006-3G AlLT (Aaa/ AAA) 
DETAILS: $1.68 Single A Focused High Grade ABS COO 
COMMENT: SS Aaa, attach @ 30% 

Deals in the Market 
CMBS 
Deal; 
Details: 

Windermere XII 
E1.SB single asset securitisation of Coeur Defense In Paris, GS co lead/book 

Timing: 
next 

Investor presentation available, available, expect price guidance this morning, pricing late this week/early 

CLO 
DEAL: Harbourmaster Index Low Leveraged Fund 
DETAILS: 
TIMING: 

€lB Global Large Cap Index lOw Leveraged Fund for Harbourmaster, GS Sole Lead /Book 
Expected pricing August Revised Investor presentation to reflect the new structure is available. 

DEAL: usax2007-J 
DETAILS: 
TIMING: 

$18 Full Leverage, US Index Based, Ughtly Managed Cash CLO for Gulf Stream, GS SOle lead / book 
Expected pricing late July/early August. Investor presentation, termsheet & portfolio available. 

DEAL: USAMPSI 
DETAILS: 
TIMING: 

$200-300mm CLO sponsorship vehicle for Credit Suisse Altemative Capital, GS SOle lead / Book 
European sales presentation last week, expected closing 0407 

coo (Commercial Real Estate) 
DEAL: Gramercy CDO 2007·1 
DETAILS: $1.18 CRE COO managed by GKK Manager, GS co· lead / Joint book with Wachovia 
n MING: Price guidance availablei expected pricing early this week. 

coo (Corporate) 
DEAL: Landgrove Synthetic COO 
DETAILS: $[ ]mm Corporate Managed IG Synthetic COO for Wellington. GS Sole lead / book 
nMING: European Roadshow last week. Updated price guidance, termsheet, marketing book, portfolio available. 
Pricing next week. 

RMBS 
DEAL: 
DETAILS: 

FirstAZ 
$300mm deal for First Arizona composed of 70% fixed and 30% hybrid collateral, GS Sole Lead ! Book 

1 
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TIMING: Announcing wlo 23 July 

Upcoming Events 
GS RMBS London Conference: 
Rescheduled from earlier this year, GS will be hosting a conference to discuss the current state of the RMBS & COO 
markets. 10-11 SeP 07 in our London offices. 

0I$d.I1mcr; 
Thlli rnemooJIodum iii solely tor Int.erNoII/SO! In the oma:s at Goldman, Sachs, .. lid copies at thlli ITIeI'!'IOf3ndum or .. ny portion therealllliY not ~ ~ oov .. ILilbie to customers or 
CJtherMs4!: dlsb1butcd outside the atnccs at GoIdlNn, Sachs. If BppIiQ~ the Wonnatlan OI)I'IbIned herein IIhoIIId be eon~ In conjunction with the ~ or other 
QtTIdIoI ofI'<:rln!I 60cument rdatIng to these secur1He5 which may be subject to compI~on Of Imclldment. 

Q COpyright 2007 Tht: Goldman SKhs Group, Int. AI fI9ht:s reserved. 
This ~ INY contain Information ttl.at Is conlldentLill or prMleged. If \'OO .. rt: not tht Inttn<itd rtdplent, pltiiK;tdvtse the sender ~1iItdy ~nd delete this rntSYgt. 
See btt;:1Iwww Q~.'ornIdlsd.l!rneIfemjll! to<" fUrther Inforr'nI.tIon on C~11ty "nd the risks lnM;rtnt In e!ectronk; tonVTIUnlation. See l!ttp:fIwlo<w gs comldlKlllmer!smil­
sales.n4trJdIng.html to<" Irnpor't.nt risk dltdosurt:, connict5 allnterest and other temJs Incf eondltloN; rel.thIQ to the e-rNlllnd )'OUr relioonte on Information C<lnUlned In It. 

Goldman SKhs IntenW:lOlliI ("GSli 15 Iuthoris-ed and regullted byThe Rn.lInclool Services : C.,·;::·"., 
the FSA t\lles.nd t;luldlntt, det.11s aI which Cln be found on the !'SA's website at 
Wales (Company Number 2263951). [VAT ret;llrtratlon number G8 44' 2649 28). 

Think about the environment - do roo nted to prtnt this email? 
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From: 
Sent: 
To: 

Resnick, Mitchell R 
Tuesday, July 03, 2007 10:43 AM 
Bieber, Matthew G. 

Subject: RE: Timberwolf I ltd. - Computational Materials and Final OM (144a1RegSHexternal) 

I know you are - there are those people I trust ... you are one of t hem 

From: 
Sent: 
To: 
Subject: 

Bieber", Matthew- G. 
Tuesday, July 03, 2007 3:31 PM 
Resnick,. Mitchell R 
fIN: Timberwolf I Ltd. - Computational Materials and Final OM (l44a/RegS)(extemal) 

Another FYI. .. I'm all over these guys. 

From: castelino, Kenneth 
Sent: Tuesday, July 03,200710:30 AM 
To: Turok, Michael; Bieber, Matthew G.; Primer, Jeremy; Ulov, Krastio 
Subject: RE: Tlmberwolf I ltd. - Computational Materials and Rnal OM (144a/RegS)(extemal) 

I just spoke with Matt and am working on it right now 

From: Turok, Michael 
Sent: Tuesday, July 03,200710 :29 AM 
To: Bieber, Matthew- G.; Primer, Jeremy; Ulov, Krastio; Castellno, Kenneth 
Subject: RE: Timberwolf I Ltd. - Computatiooal Materials arld Final OM (144a/RegS)(extemal) 

Krastio is out today. Ken, would possibly be able to take a quick look at the spreadsheet? 

From: Bieber, Matthew G. 
Sent: Tuesday, July 03,20078:16 AM 
To: Turok, Michael; Primer, Jeremy; Lilov, Krastio; CastelillO, Kenneth 
Subject: fIN: limberwolf I LttI. - Computatiooal Materials and Final OM (l44a/RegS)(extemal) 

Is it possible to update the RMBS categorization lor the TWOLF look through today? The "FICO Sect" tab and 
"Sector" tabs don't match up lor the RMBS asset class. New Israeli account looking at the AA's and would like to 
see the look through. 

From: GS Syndicate 
Sent: Wednesday, May 30, 2007 1:56 PM 
Subject: Timberwolf I Ltd. - Computational Materials and Final OM (l44a/RegS)(extemal) 

Strictly Confidential and proprietary 

«File: Timberwolf Summary 30May2007.zip» 
Circular (disclaimed) .pdf » 
Important Changes: 

« File: Timben ... olf - final Offering 

• On the raw data page of the prior version of this file, attachment and exhaustion points for 
CDOs were computed inconsistently with our stated definition and should not be used . The 
attachment points on the CDO Stats page conform to the definition, and they remain the 
same as before. 

• LTV, lien, and Documentation are now based only on Loan Performance and not on Intex 
data. Consequently, CUSIP counts will be different from the prior version, because we are not 
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discarding CUSIPs that show discrepancies between Jntex and Loan Performance in these 
fields. 

The attached electronic version of the confidential Offering Circular is for your 
personal use only . Any reproduct ion or distribution of the Offering Circular, in 
whole or in part (including by forwarding of t his e-mail to any person) is 
prohibited . Any disclosure of its contents or use of any information therein for any 
purpose other than considering an investment in the Securities described therein is 
also prohibited. 

Upon rece i pt of the paper version of the attached Offering Circular p l ease destroy 
t he electronic version of the Offering Circular attached to this email. By receipt 
of this email, you agree to the foregoing. 

Risk Factors: An investment in the securities presents certain risks, please see the 
Final Offer ing Circular for a description of certain risk factors. 

Disclaimer : 
This material has been prepared specifically for you and contains indicative t erms 
only . All material contained herein, including proposed terms and conditions are for 
discussion purposes only. Finalized terms and conditions are subject to fu r ther 
discussion and negotiation . Goldman Sachs shall have no liability, contingent or 
otherwi se, to the . user or to third parties, for the quality, accuracy, timeliness, 
continued availability or completeness of t he data and informat ion. Goldman Sachs 
does not provide accounting, tax or legal advice; such matters should be discussed 
with your advisors and or counsel. In addition, we mutually agree that, subject to 
applicable law, you may discl ose any and all aspects of this material that are 
necessary to support any U.S. federal income tax benefits, without Goldman Sachs 
impos ing any limitation of any kind . 

This communication shall not constitute an offer to sell or the solicitation of an 
offer to buy nor shall there be any sale of these securities in any State in which 
such offer, solicitation or sale would be unlawful prior to registration or 
qualification under the securities laws of any such State. These securities are 
being offered by the issuer and represent a new financing. A final prospectus 
relating to these securities may be obtained from the offices of Goldman, Sachs & 
Co ., 85 Broad Street, New York, NY 10004 . 

This message may contain confidential or privileged i nformation . If you are not t he 
intended recipie nt, please advise us immediate l y and delete this message. See 
http://ww'..;.gs . com/disc l aimer/email/ for further i nformation on confidentia l ity and 
t he risks of non secure electronic communication. If you cannot access these links, 
please notify us by reply message and we will send the contents to you . 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Attachments: 

··Internal Use Only·· 

GS Syndicate 
Wednesday, August 22, 2007 3:54 AM 
ficc-Ioodon-spgsales 
Resnick, Mitchell R; Reis, Jessica 
Structured ProductS/ASS Morning Update (Internal Use Only) 

SIV-Lite sap Artiete.pdf; CDOfTABX Commentary (internal use only) 

US & European Structured Productsl ABS 
london Desk +44 20 7774 3068 
Omar Chaudhary is on the London desk. Mitch is on the Tokyo desk this week. 

Comment: 
Relatively light flows overnight in the ABS secondary market skewed towards the sell side. S&P released a report taking 
rating action on SIV~lite structures with subprime exposure (see attached). Also, please take a moment to read the 
commentary from our secondary ABS COO trading desk which came out late last night (attached). 

m lEI 
SlV-Ute S&P CDOfTABX 

Article.pdf >mmentary (internal 

Top priority AXES 
DEAL: Fleet Street III 
Details: €1.1B CM8S priced by GS in June 
COMMENT: We have some residual positions that we need to move pdor to quarter end. Please revert to 
Andy Bristow or the Syndicate desk with interest 

DEAL: Timberwo/f 1 
DETAILS: $lB Sing le~A Defensively Managed $P COO" 2 for Greywolf, GS Sole lead I book 
COMMENT: Termsheet, marketing book and final OC available. 

DEAL: GSCSF 2006-3G AILT (Aaa/AM) 
DETAILS: Single A Focused High Grade ABS COO 
COMMENT: SS Aaa, attach @ 30% 

Deals in the Market 
no 
DEAL: 
DETAILS: 

Harbounnaster Index Low Leveraged Fund 
€lB Global Large Cap Index Low Leveraged Fund for Harbourmaster, GS Sole Lead I Book 

TIMING: 
desk). 

Expected pricing september. updated investor presentation has been circulated (hard copies avaitable at the 

DEAL: 
DETAILS: 
TIMING: 
portfolio. 

DEAL: 
DETAILS: 
TIMING: 

Muir Grove CLO 
$500mm Cash Flow CLO for Tall Tree Investment Management, GS Joint Lead I Book 
Expected pricing w/o Aug. 27. Termsheet, marketing book and red ava ilable; ca ll desk for collateral 

USAMP$1 
$200~300mm CLO sponsorship vehicle for Credit Suisse Altemat ive Capital, GS Sole lead I Book 
Expected closing Q407 
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eRE 
DEAL: Cd/West Industti.3/ Portfolio 
DETAILS: $1.348bn Floating Rate Mezzanine loan Syndication. GS Joint Bookrunner with BARe + LB 
TIMING: Price guidance and materials available. Indications due Aug 23; Pricing by Aug 27. Deal is being run directly 
off the eRE desk. 

GoldIN" s.c:hIl~f ("GSI") Is lutho!15ed • ...:1 re<Jul~ed by The RMndoll Serllces Audlortty and 'wears In the fSA register und." nu!Tiler 142888. GSlls subject to 
the f5A niles ¥Id lIuld.rKe, details ~v.i1id1 Cln be found on the FSA's _bsit~ at http"lwwwfa.goy.uk. GSI Is registered IS I Prtv.u UnllrniUld Company In England and 
Wiles {Company Number 2263951}. [VAT ~Istmlon number G8 +'17 26+9 281 . Registered OI'I'Ice IS .bo<.e. 

Thlnk.bout: the environment - do you noeed to print this elmll? 
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Goldman 
Sadls 

Washington Mutual, Inc. 

Follow Up - Subprime Mortgage Market 

Goldman, Sachs & Co. 
January 2004 
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SaChS I Gold~nl Performance by FICO Distribution - Fixed Rate Loans 
Cumulative Defaults - Long Beach Portfolio 

Actual Long Beach experience has ~n more disparate than the aggregate subprime mal1o;:el.Mlile tile 590-610 tier is in line 
with aggregate performance, !he bYter FICO tier performed worse than the aggregate. 
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SOURCE: Loan Perfoonance Corp. 
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Goldman 
Sacns Performance by FICO Distribution - ARM Loans 

Cumulative Defaults - Long Beach Portfolio 

As was the case with fIXed-rate loans, Long Beach's actual lower FICO experience in ARMs trails the industry. 
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From: Gasvoda, Kevin 

Sent: Thursday, March 24, 2005 9:27 AM 

To: Gething, Christopher; Lewellen, Richard F 

Cc: Weiss, Mark; Gill, Michelle; Flamino, Marc; Sparks, Daniel L 

Subject: RE: Presentation in St. Petersburg, FL 

Dennis and Don are on the WAMU portfolio side, not on the Long Beach origination side. I don't know the others. They 
have possibly the largest subprime portfolio on the planet, funded by the bank. not securitizations. They buy monthly from 
Fremont and Ameriquest in size (and others) . I think they bought over $208 last year from various originators. They 
traditionally have not purchased much Long Beach collateral directly but just recently did buy $2-3B. I expect that they 
will be doing more of this going fwd. Dennis is a very smart credit guy and they have carved out the sweet spot of the 
Joan market. I expect them to largely cheny-pick the LB originations. 

In addition to this relatively new direct loan exposure to Long Beach, WAMU has traditionally securitized all their Long 
Beach loan production and retained the residuals. Therefore, as an institution they have a lot of exposure \0 Long Beach 
loan performance · traditionally as a securitization/resid holder and henceforth (possibly more often) as a whole loan 
owner. Long Beach is planning to originate $248 in 2005 and possibly securitize 112 of that. The lion's share of the other 
half will likely end up in Dennis' hands in the bank portfolio. 

Remember this is a platform they purchased from Ameriquest (formerly known as Long Beach) in the late ·90·s. They had 
substantial integration problems and servicing platform nightmares. Started to work thru them in the last year or two. 
Additionally, they were late to the FICO based lending decision model and were big in MH so their '98-'01 vintage 
originations have underperformed the market (they've had a number of deals downgraded, etc.). 

Couple other points· they are trying to phase ouVdown their i/o program (currently lower FICO tMn the rest of the market, 
more full doc than the industry, and 2 yr i/o period vs . the quickly emerging consenses of 5 yr io period). They launched a 
40 yr mrlg product for this reason . 40 due in 40. Expect most of it to be hybrids 3/37. 

-----Original Message--·--­
From: Gething, Christopher 
Sent: Thursday, March 24, 2005 7:11 AM 
To: Lewellen, Richard F 
Cc: Gasvoda, Kevin; Weiss, Mark; Gill, Michelle 
Subject: RE: Presentation in St. Petersburg, FL 

Good work Rick. Please make sure to have a conrerence call to discuss with them the spC(:ifics or what they would like 
to see so that we can tailor the presentatioo .......... and lei me know tbe plans ror a dinner 

··-·-Original Message····· 
From: Lewellen, Richard F 
Sent: Thursday, March 24, 2005 7:06 AM 
To: Gething, Christopher 
Subject: FW: Presentation in St. Petersburg, FL 

Attendees for the WAMUlLongbeach presentation April 13th 

----·Original Message····· 
From: Vitug, Michelle A. [mailto:michelle.vitug@wamu.net] 
Sent: Wednesday, March 23, 2005 6:47 PM 
To: Lewellen, Richard F 
Subject: RE: Presentation in St. Petersburg, FL 

Rick, 

The following are the attendees from WaMu: 

Permanent Subcommittee on Investil!ations 
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Dennis Lau, FVP, Capital Markets Mgr 
Don Roden, SVP, Specially Mortgage Finance 
Lenice Johnson, FVP, Due Diligence-SMF 
Nathan Hennigan, VP, Nat'l Servicing Mgr 
Ang ie Dotson, VP, Portfolio Mgr 

Please let me know if you need additional information. 

Michelle 
949.580.6655 direct 

-----Original Message-----
From: lewellen, Richard F [mailto:Richard.Lewellen@gs,comJ 
Sent: Wednesday, March 23, 2005 11:39 AM 
To: Vitug, Michelle A. 
Cc: Gething, Christopher 
SUbject: RE: Presentation in St. Petersburg, FL 

I would recommend the Hyatt, Tampa Bay. This hotel is close to the Tampa airport and only 
a short drive to our office in Sf. Petersburg . I would like to schedule a dinner for the even ing 
of the 12th. 11 you could send me a complete list of who wit! be here from WAMU I would 
appreciate it. 
Thanks 
Rick 
727-825-3819 

-----Original Message-----
From: Vitug, Michelle A. [mailto:michelle.vitug@wamu.net] 
Sent: Wednesday, March 23, 2005 2:18 PM 
To: lewellen, Richard F 
Subject: Presentation in St. Petersburg, FL 

Richard, 

Good morning . 

I am coordinating the travel plans for Dennis Lau, Don Rooen and the other attendees 
for your meeting on April 13 at SI. Petersburg. They will all be flying in on the evening 
of the 12th at the Tampa airport. 

Can you please suggest some hotels near your office? 

Thank you, 

Michelle 

Michelle Vi tug 

Specialty Mortgage Fin:l1t\ce 

Washington Mutual Bank 
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From: 
Sent; 
To: 
Cc: 

Verrochi, Matthew P. 
Tuesday, November 21, 2006 1:54 PM 

Subject; 

Pouraghabagher, Dariush; Salem, Deeb; Heagle, Jonathan; Chin, Edwin 
Swenson, Michael; Gasvoda, Kevin; Bash-Polley, Stacy; Willing, Curtis 
Cohen 

Attachments: Picture (Enhanced Metafile); Picture (Enhanced Metafile); Picture (Enhanced Metafile) 

Cohen Recap 
- They are focused on reducing exposure down in credit (BBB) within 2 of their more recent COO's thai have 

higher (compared to historic) second lien buckets 
- They have been getting negative feedback from COO investors on 2nd liens in general and are looking to 

unwind some of their underlying exposure 
- Not looking to exit the sector but will focus higher up in the capital structure in the near future 

Position They Are Looking To Sell 
. 12.516mm Long Beach 2006 A M5 (Baa1) 

- This deal priced on April 27th of this year @ 1 ml+ 115 
- Cohen purchased the whole class 
- Its been marked by GS at 100-00 sinee the deal priced 

Petfonnance 
The fonowing graphs compare performance (losses, speed) of this Long Beach deal versus other GS 2nd lien 
deals issued in 2006 
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Fixod Income Or.+..ion 
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From: 
Sent: 
To: 
Subject, 

Attachments: 

Toune, Fabrics 
Thursday, February 08, 2007 11 :46 PM 
Serres, Marine 
FW : 2006 Subprime 2nds Deals Continue to Underperform "INTERNAL ONLY" 

Picture (Metafile); Picture (Metafile); Picture (Metafile); Picture (Metafile); Picture (Metafile); 
Picture (Metafile); Picture (Enhanced Metafile) ; INTERNAL ONLY Subprime 2nds 05 vs 06 
compare.pjf 

Yoo should take a look at this ... 

From: 
Sent: 
To: 

Pou~, Darlush 
Thursday, February 08, 2007 3:01 PM 
fio:-sales-spg 

C<, 
Subject: 

Bash-PQlley, St&c;y: Spar1<s, Daniel L: Gasvoda, KevIn: Swenson, Mid'laeli Pinkos, Steve; Radtke, lorin; 13ot1ra, Bunty 
2006 SubpI1me 2nds Deals COntinue to l.Irl6erperform "INTERNAL ONLY" 

INTERNAL ONLY 
INTERNAL ONLY 

Mar1<e1 Overview: 

Since the last performance update (Nov 16 of last year), 2006 vintage Subpfime closed·end seconds (CES) issuance has 
continued to deteriorate. There has been an increase in early delinquencies and defaults in the Subprime market, most 
notably those deals backed by CES collateral originated in mid-la-late 2005 and 2006. We have seen this trend in our 
2006 Subprime CES deals (GSAMP 06-S1, S2, $3, S5), although thus far, our Alt-A CES deals have held up and have 
not experienced such a shift in performance (GSAMP 06-S4, GSAMP 06-S6 and GSAA 06-S1). OS currently owns the 
equity in all of its CES deals, and on a relative basis, our 2006 Subprime CES deals are performing in the context of the 
market, as non-GS Subprime CES deals are categorically experiencing similar negative behavior across shelves, 
originators, and servicers. Primary issuers include Deutsche (ACE), Greenwich (SVHE), Bear (SACO), C·BASS 
(CBASS), Lehman (SASC), MerriU (MLMI) , UBS (MASL), Fremont (FHLT), Long Beach (LBMLT), New Century (NCHET) 
and Countrywide (CWL) . 

This deteriorating market trend applies widely to later 2005 and 2006 Subprime 80120 originations that back 2006 
issuance (while Subprime production backing 2004 and early 2005 deals continues to outperform). Collateral from all 
Subprime originators, large and small, has exhibited a notable increase in delinquencies and defaults, however, deals 
backed by Fremont and Long Beach collateral have generally underperformed the most. The poor performance results 
from a combination of weaker underwriting standards, the turn in the appreciation of housing prices and subsequent 
guideline tightenings. Weaker borrowers without equity grolNth in their homes do not have the same avenues to 
refinance, leading to slower prepayments and higher delinquency and default rates. Past guideline relaxation has also 
been a contributor, increasing the pool of weaker borrowers as most originators expanded their oHerings to the furthest 
fringes of credit in early 2005. Having witnessed the deteriorating performance, originators have made significant 
guideline changes in late 2006 and early 2007. While these revisions OOde well for the loans originated going forward, 
they are exacerbating the level of delinquencies and defaults in past originations as underperforming tJo(rowers' 
refinancing options are eliminated. 

Outlook: 
-2006 vintage Subprime CES losses could eventually reach 4-5+ times that of 2004/early 2005 vintages (more than 
double that of RA expected losses). This would mean lifetime losses in the teens, and over 20% in some deals 
-The vast majority, if not every 2006 Subprime CES deal (across all originators and shelves), is likely to experience 
some form of downgrade in their life, and potentially sub-bond writedowns 
-Identification of breach of reps and warrants will continue to be a central focus industry-wide, and will put added 
pressure on originator survival, including the major players 

How GS Is Addressing I Other Measures: 
-Our Asset Mgmt group is closely monitoring servicers to make sure the most effective delinquency mitigation and 
foreclosure equity analysis procedures are implemented 
·Our Asset Mgmt is diligently scrultling pcx>ls 10 identify systematic problems in credit. We will enforce our originator 
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repurchase obligations when and if we find breaches or reps and warrants 
-We will continue to perform a greater level of due diligence 
-Many originators have reversed guideline expansion and have been tightening back credit on current originations shown 
out for bid. We will continue to be vocal to originators about performance problems we experience 
-We have not purchased a newly originated Subprime 2nd lien pOOl since April of 06 (10 months ago) and our pipeline 
consists entirely of Alt-A CES, prime HElOCs, and very seasoned (2 yrs) Subprime CES paper 

We have had regular dialog with many of your accounts the last few months and we encourage more moving forward. 
We are here to discuss the performance and management of our deals and rur outlook on the state of the market. We 
currently own first lass risk and various sub-bonds in all of our deals, so our interests are aligned with our investors. 

-Dariush Pouraghabagher (x2-2131) 
-Jon Heagle 
-Jon Brosterman 

Perfonnance Details: 

2005 Issuance -- General Performance {see comp charts below}: 
-Backed by late 2004 and 2005 production with meaningful HPA since ori9ination 
-Fast prepayments and low losses to--date (eg, our debut CES deal, GSAMP 05-S1, is currently at a 180/0 factor with 2.20/0 
of cum loss, significantly outperforming original assumptions) 
-Since 2002, S&P had granted 92 CES upgrades and not a single downgrade until Q2 2006 
-All three of our 2005 Subprime CES deals (GSAMP 05-S1, GSAMP 05--S2 and FFML 05--FFA) are among the top 
performers of deals issued in 2005 backed by Subprime CES collateral 

2006 Issuance -- General Performance (see comp charts below); 
-Performance decline focused on Subprime CES collateral, while Alt-A CES deals have held up more favorably 
-Mainstream production exhibits overall lower quality credit profile than previous years, again reflecting the guideline 
loosening that occurred in 2005 
-Reduction in HPA has left levered borrowers without equity and without avenues to refinance (see Case Shiller Weiss 
chart at bottom) 
-Subsequent guideline tightening has negatively impacted performance of loans, as fewer originators are willing to 
refinance loans to weaker borrowers 
-Speeds have slowed and delinquencies have risen out of the gates, leading to early default, but mitigated partially by 
greater excess spread . 
-Performance expectations are definitively worse than rating agency expectaions, downgrades are imminent 
-Our deals are performing in the context of the market, however, our GSAMP 06-S3 and GSAMP 06-S5 deals are 
underperforming the average 
-On the other hand, our GSAMP 06-81 and G8AMP 06-S2 deals are outperforming the average, though the industry as a 
whole is underperforming to a much greater extent 

Deal Performance Comparisons: 
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INTRODUCTION 
Closed-end second lien-backed RMBS (,eES securities') originated in 2006 have 
seen material and unexpectedly rapid credit deterioration. To date, Moody's has 
downgraded at least some tranches - and in many cases all tranches - from most 
deals in this category. 

The poor performance of 2006 CES mortgage loans is due to a combination of 
factors, induding among other things the aggressive lending atmosphere that 
peaked in 2006, increasingly 'layered risks' such as lower documentation levels 
and lower FICO scores, and the sustained slowdown in property values. 

This paper will highlight performance issues and will cover ratings activity to date 
on the entire 2006 CES vintage. Moody's has previously discussed the 2006 
subprime vintage in general, and CES securities in particular, in a number of 
reports 1.2. 

Soo ·',1mw1·Fnrl Sf'rnnri<;: Rf'r.f'nt PP.rfflftT\ilnr.f' I'lflrl uprll'l'~ tn M~Ii1flrlology: Moorl{~ Invp.~ol"\ SP.!vic'.P.. 
April 2. 2007 

2 See www.rTlOodys.comlSubprime 
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SUMMARY OF RATINGS ACTIVITY 
Neany all 2006 CES deals have seen some rating activity. Moody's began deal specific actions in early 2007, 
focusing on a handful of deals from the GSAMP. Terwin, and MASTR second lien issuance programs. In light of 
the more systemic sector performance issues that became evident, Moody's completed the fi rst sector-wide 
actions in April, followed by a second round of actions in June. by which time three-quarters of Moody's-rated 
2006 CES deals had at least one tranche affected by negative rating actMty. 

The latest round of actions on 2006 CES deals, on August 16, was the broadest action to date, affecting 705 
securities ($19.7 binion original face value) - including Aaa-rated tranches from most deals. These actions 
reflect the unabated pace of CES loan pool losses and Moody's view that losses will ultimately, in many cases, 
very signifICantly exceed initial expectations. Moody's also notes that many underlying first ~en mortgages might 
be subject to interest rate resets in coming months, thereby exacerbating the pressure on borrowers to default 
on their second lien loans. 

Table 7 shows lifetime rating migrations for Moody's-rated 2006 CES securities, weighted by dollar volume at 
origination and excluding securities benefiting from a monoline guarantee. For example, 30% of the Aaa -rated 
CES securities issued in 2006 remain Aaa as of today, while 54% have been downgraded to Aa, 11 % to A and 
5% to Baa. Note that this table shows migrations by broad rating category; so for example, securities down­
graded from Aa1 to Aa3 will appear as part of the 26% of originally Aa- rated securities that did not migrate to a 
lower rating category. See Appendix A for a lifetime migration table by alpha-numeric rating category. 

Table 1 
Rating Migration Table 

(by Broad Rating category) 

CLneOl Rating level 

~~~~~~~ x..---,;;a--- -X ----- S .. ------ Ba B 

1% 
10% 
18% 
6% 

- Caa ----

0% 
0% 
7% 
0% 

Ca C 

1% 
6% 6% 
15% 40% 
4% B8% 

Table 2 shows the percentage of 2006 CES securities, dassified by original rating category, that have been 
downgraded and/or are currently on review for possible downgrade. The downgrade rates in Table 2 are also 
weighted by dollar volume at issuance, and reflect all actions, including those where downgrades were within 
the same broad rating category O.e. from Aa1 to Aa3. etc} . 

Table 2 
DowngradeslReviews by Rating Category 

Original Ratilg 
-_ . -- - . . - . 
Aaa 
Aa 

% of CES Securities Downgraded and I Of 

00 Review for Possible Downgrade -_ •. - -- ._. - -- --
71% 

B8% 

A 96% 

Baa 9B% 

Ba 100% 
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SEVERAL ORIGINATORS STANO OUT 
Although the 2006 CES vintage as a VYhote is performing very poorly, there is variation in performance of loans 
from different originators. In the course of Moody's review of the vintage, Moody's looked at several merries to 
evaluate performance by originator. 

One such metric was the cumulative loss-ta-liquidation rate, which represents the percentage of the aggregate 
pool principal reduction that is attributable to losses. In other words, if a deal has a reduction of principal of 
$100. $75 of which is principal repayment and $25 of which is losses, the loss-ta-liquidation rate would be 
25%. (A limitation on this measure is that deals with large amounts of loans over 180 days delinquent may 
report fewer losses and thus may erroneously appear to perform better than deals where loans are succinctly 
charged off after 180 days of delinquency.) Table 3 lists some of the notably poor perfonners based on the 
Ioss-to-liquidation measure. 

Table 3 
Closing Pool Cum l..o:ss-to-

Date Factor loss tifidatjon Originator(s) 

~~~ 
Deal Name 

Jun-06 H% 11% 

2006-$5 Aug.()6 67% H% 
-- ------ - - - . __ ._-

2006-$3 Apr-06 S9% '6% 
--------_.-

Nov-06 91% ,% - _.,-- --.-~- _._ .. 
A"9-06 78% B% Loans, Inc. 

Jun-06 69% 9% Company I Argent 

Mcrtgage Loan Sep.()6 77% 6% Series 2006-$11 
lllans 

-- .-~--- - ---- . 
Mar.()6 63% 9% 

, 
2006-=-, isL-" .• NOV-oEf--- a3%" 4% 

Aug-06 76% 6% 

Mar.()6 67% B% 

May.()6 72% 7% 

MASTR Second I..ien Trust 2006-1 Feb-06 54% 11% 

Home loan Trust 2006-A Jul--06 6a% 7% 

loan Series Dec-06 82% ,% 

As dearly seen in the table above, a feN originators stand out as the worst perfonners on a loss-to-liquidation 
basis. Fremont. Long Beach, Countrywide, Ne\o\I Century. and First Franklin appear in 11 of the 12 worst deals 
by this metric. Transactions backed by these ()(iginatcrs' collateral have seen numerous rating actions to date cr, 
as in the case of First Franklin, have seen signifICant losses after a reduction of just 10% to 12% in the pool factor. 
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As mentioned above. a potential drawback of the Ioss-to-liquidation metric is that it may be skewed by servicer 
practices. Some deals require strict write-off of delinquent loans within 6 months of delinquency. However, in 
some deals. servicers don't necessarily charge off loans in a set timeframe, As a result, some deals may recog ­
nize losses sooner than others (see discussion below in "Impact of Servicer Practices") . 

In order to minimize the impact of varying servicer practices. a second useful metric is the combined ~cumulative 
loss piuS pipeline" (that is. losses plus severe delinquencies. both taken as a percentage of original balance). (See 
Table 4.) This meuic will capture both lifetine-to-date kJsses as weR as potential pending losses. For example. 
New Century Home Equity Loan Trust. Series 2006-51 appears to be one of the weaker performers by this met­
rie, although losses to date have been relatively limited. The table includes seasoning to aHow for a more consis­
tent comparison of the data. 

Table 4 
Cumulative 60+ 

60+ Delinq as Lossas% Delinq 
" Orig Orig plus Cum Months 

I Name Balance Balance los, Seasoned Originator(s) 

Trust 2006·S3 8.0% 16.5%' I 

Trust ZOO6·55 9.3% 14.4% 

.--- ---.--.. ---
Trust 2006·8 

18.6% 4.0% 17 New CentlJ"} Mmgage Corporation 

13.6% 7.6% 16 

2006·SPS1 
7.4% 11.8% 13 ColIltrywide Heme loons. loc. 

7.8% 9.5% 13 Amerique" -gage Company 

7.2% 7.9% " Countrywide HOOle Loans, Inc. 

Srundview HOOle Loan trust ZOO6-A 7.5% 7.5% 11 New 

• ... __ ._- -_ ... __ ._-_ ... _-
MASTR Second Lien Trust ZOO6-1 4.1% 10.6% Fremont I 

ACE Securities Corp. Home Equity Loan 
6.7% 7.7% Trust. Series ZOO6-Sl1 

10.4% 3.8% 7 

As evidenced by the Tables 3 and 4 above, lNflich list the worst-performing pools for each metric, there is 
clearty variation in CES pool perfonnance VYithin the 2006 Vintage, and the very worst-performing CES pools 
tend to consist of loans originated by Fremont Investment & Loan. Long Beach Mortgage Company. and New 
Century Mortgage Corporation. Although pool perlormance is not the sole driver of ratings - capital structure 
and enhancement levels are also integral to ratings, so there is not a perfect correlation between CES loan per­
formance and rating activity - it is still fair to say that deals backed by these originators' collateral tended to see 
more severe downgrades, higher up in the capital structure. 
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RAPID DETERIDRATION IN CES DEALS: 2006 VERSUS 2005 ORIGINATIONS 
When looking at the 2006 vintage compared to the 2005 vintage, there is a stark deterioration in collateral qual­
ity. even between deals backed by collateral from the same originator. Taking Long Beach CES mortgage per­
formance as an example, we can examine GSAMP 2005-52 and 2006-$1 vssued in May 2005 and January 
2006, respectively) . Although both are backed by Long Beach originated collateral and were issued only B 
months apart. the deals have performed very differently. After 18 months of seasoning, the 2005 deal had only 
1.3% of cumulative losses while the 2006 deal had 11.6% of cumulative losses. (See Chart 1.) Furthermore, 
severe delinquencies as a percentage of original balance at 18 months seasoning were over 5% in the 2006 
deal while the 2005 deal had less than 2% severe delinquencies at the same seasoning. (See Chart 2.) 

Chan 1 Chart 2 
Long Beach Com~rison - Cumulative loss % 

6 vs. 2005 
Long Beach Com~ison - 60+ Delinquency 

2 vs.2005 -- ... - - - --
14 6 

.12 II< 
u r • 5 ..... V • u 
..!! 10 • • 

J ~ " ~ 

T .. 8 ~ 

• 1! 3 .'" r ~ 6 .'" 0 .? •• .. • o 2 

" ...... .. f"""-- • 
2 ", f- ; 
0 0 , 3 5 7 9 " 13 15 17 19 21 23 25 , 3 5 7 9 " 13 15 17 19 21 23 25 

Months Since Issuance Months Since Issuance 

I -+-GSAMP 2005·S2 ___ GSA'" 2006-51 I I -+-GS_ 2OO5-S2 
___ GSAM' 

2OO6-S1 I 

The collateral pools from these deals had a few key differences that are likely to have contributed to the differ­
ence in performance. Specifically. CES mortgage loans backing the 2006 deal had slightly lower documenta~ 
tion standards and less seasoning than those backing the 2005 deal. (See Table 5) . 

Table 5 

Closing % Full % Stated % No Seasoning 
Deal Name Date Documentation Documentation Documentation FleO CLTV (at dosing) 
GSAMP-Trust i"005-52 .-- ---May:65-··- ·-- 45%----- -55% ··------ --~-·--·--67-, _._-. 99%-- --~ --,-, -_ .. -
GSAMP Trust 2006-51 Jan-06 34% 64% 2% 661 100% " 

The weaker collateral characteristics may justify some level of weaker performance. However. the vast differ­
ence in performance indicates that other drivers are contributing to the considerable deterioration of the 2006 
pool. One such driver is the more limited refinancing opportunities available to the borrowers whose loans back 
the 2006 transactions. The recent combination of falling home prices and more stringent lending guidelines has 
made it difficult for the 2006 borrowers. compared to the 2005 borrowers. to refinance their way out of trouble. 
The 200.5 Long Beach pool has been amortizing at a much faster pace than the 2006 pool (see Chart 3 below), 
likely due to the higher number of voluntary prepayments made when borrowers had greater opportunities to 
refinance. 
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Chart 3 
Long Beach Comparison · Pool Factor over Time 
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Moody's believes that these factors· lower documentation, weakened home price environment and fewer refi­
nancing opportunities - which are driving the weakened performance of the Long Beach 2006 pool described 
above, are similarly impacting the 2006 CES vintage as a whole and its poOr perfonnance vis-~-vis the 2005 
vintage. In addition, other contributing factors may include the presence of more first-time homebuyers in 2006 
pools, as well as other potentially less visible factors. 

SURVEILLANCE CHALLENGES 
Several aspects of CES deals pose a challenge in the credit monitoring process. SignifICantly, the rapid veOcity of 
conateral wit.e--olfs provides little advance warning. From the 2006 CES Vintage, many deals saw pipelines build 
and then proceeded to take large collateral losses within a 6-month time horizon. First-lien mongages. on the 
other hanel. take on average around one and a half years to go through the foreclosure, REO. and sale process 
before losses are realized. 

An additional challenge in monitoring is forecasting ultimate expected losses on the 2006 CES deals. The dra­
matic early delinquencies and losses could. in the best case. represent a culling of the worst performers, and 
the remaining loans could in theory perform in line with initial expectations. A less desirable. but at this point 
more likely case would be that the pace of losses may continue unabated for a period of time before leveling off. 
In performing its review of 2006 CES deals, Moody's genE!fally assumed that the entire current 90+ day delin­
quency pipeline of a deal would flow through and result in collateral write-offs. For the rest of the pool (i.e. the 
non-delinquent loans). Moody's assumed a loss expectation based on our original loss expectation for the 
enUre pool magnified by a stress factor. The stress factor is typicany 20-30%, as noted in a recent report3. 

As mentioned briefly above. a further cause for concern is the pending interest rate resets on underlying first­
lien mortgages, which are likely to exacerbate the pressure on borrowers to default on their second lien mort­
gages. As part of its effort to dimension the risks associated with resets in the current real estate and mortgage 
origination environment, Moody's is surveying major mortgage servicers in order to measure servicers' pre­
paredness to implement loan modifICations where appropriate. Moody's believes that judicious modifications, 
including extension of pre-reset or -teaser" interest rates, will in general reduce losses on the collateral and ben­
efit RMBS trusts:' 

3 , See -Closed·End Seconds: Recent Perlormance lind Update to MethodoIogy.- Moodys n.-estors Service. Apri 2. 2007 
See -Lo.!In Modificlltions In U.S. RMBS: Frequertly Asked Questioos' Mood)'"s IrwestOfS Setvic:e. June 7. 2007 
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IMPACT OF SERVICER PRACTICES 
Although loan quality and performance is the main driver of the rapid losses on the 2006 CES vintage, servicer 
practices have also had an impact on the timing of losses. In some cases servicers have kept delinquent loans 
on the trust's books for over half a year, expecting some recovery on the loans. This has delayed ultimate write· 
downs. [n some occasional cases, such delays may be due to seNicers not foUowing transaction guidelines, 
such as in the case of Long Beach 2006-A where roughly $50 million of collateral that had been held in foreclo­
sure status was written down in one month. 

Timing of CES collateral write-offs makes a difference in excess spread available to offset losses in a deal. 
When non-cashflowing collateral remains on the trust's books and is not written down, there is no associated 
writedown to certifICates. As the deaf's interest expenses have not, therefore, been reduced, there is less 
excess spread available to the deal to cover losses. 5ervicers' CE5 write-off policies, which are governed 
uniquely from deal to deal, can therefore make a difference in the outcomes for certificateholders. 

POOR COLLATERAL PERFORMANCE RAPIDLY IMPACTS CES DEALS: A CASE STUDY 
This section will show performance from a sample deal - G5AMP 2006·53 • to demonstrate how the timing and 
velocity of losses can impact a deal's credit quality quickly and at every level of the capital structure. 

This transaction is backed by closed-end second lien subprime collateral originated by Fremont Investment & 
Loan and Long Beach Mortgage Company. The velocity and magnitude of losses have been particular1y dra­
matic in this transaction's performance. Over 5% of loans became severely delinquent within three months of 
closing, and the bottom Moody's·rated tranche (origina lly rated Ba2) was written off 11 months after closing. 

The following graph illustrates the amortization, tranche write·downs, and cumulative losses over the life of the 
deal to date: 

'i •• ! 

Chan 4 
GSAMP Trust 2006-53 

M.ly. JIA'1 - JuI- Aug· Sep· Oct· No,- DeC· J"l- feb - MM_ Ap"- May-J .... - Ju ­
Q4j G6 06 06 06 06 06 06 01 01 01 01 01 07 01 

_ Amortiution 

_ A;i3 tr.tnches 

_ Aa tr.Inches 

_Atr3ncheS 

_ Baa trenches 

c:::::=:J Sa tnndll!$ 

= oc 
_ Tntnche Writadowns 

- • - cum PooIlOS5e$ 

Overcollateralization (~OC") , which was pre· funded in the amount of roughly $14 million when the deal closed in 
April 2006. was intended to build to a target balance of over $32 million. The DC only built up to approximately 
$22 million in September 2006 before starting to decline as losses hit the deal. OC was completely depleted in 
March 2007. and in the past several months. the originally·rated Ba2. Sa1 , Baa3. Baa2. and most of the Baa1 
tranches have been written down. The result is like a ~race~ between, on the one hand, pool losses working 
their way up the capital structure causing writedowns on the DC and then the junior tranches. and. on the other 
hand, pool amortization paying down the tranches from the top down. Given the substantial pace of losses, 
Moody's has downgraded this dears tranches multiple times. The (originally) Aaa-rated tranches have been 
downgraded to Baal and the Aa2 tranche to B2 , and all the remaining junior tranches have been downgraded 
to Caa or below, indicating that these tranches have already suffered losses or are likely to do so. 

Moody's Update On 2006 Closed·End Second Lien RMBS Moody's Investors Service· 7 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-01 1092098 



While performance of most 2006 CES deals is not this dramatically poor. many deals have failed to build to target 
OC levels before losses have overtaken excess spread and started to erode OC and. in some cases. junior 
tranches. This "race" between losses from the bottom and amortization at the top of the capital structure is 
present. to some degree. in many 2006 CES deals and is one of the drivers of current rating levels. In many 
cases. securities originally rated Aaa remain relatively insulated from losses. but no longer warrant a Aaa rating: 
hence the many downgrades of senior tranches to M and in some cases lower ratings. 

CONCLUDING REMARKS 
The poor performance of the 2006 CES Vintage has been both dramatic and far in excess of expectations. The 
2006 subprime vintage as a whole. induding first- lien mortgages. has underperformed. but 'piggyback' CES 
loans. at the riskier end of the subprime spectrum. have shown particularly poor performance. The poor CES 
performance manifested itself rapidly in deals: delinquency pipelines grew very large very rapidly in a great num­
ber of CES deals. and since these delinquencies are typically written off after 180 days. and since by nature CES 
mortgages are less likely to see recoveries than first-lien mortgages, many CES deals have seen very large losses 
within single reporting periods - in some extreme cases losses have wiped out most of a tranche in one period. 

As a result of the volatile nature of 2006 CES deal performance. Moody's ratings have also been more volatile 
than usual. with most tranches having experienced downgrades. Going forward. the trends Moody's will mon­
itor in the sector include the extent to which the pace 0( delinquencies and losses levels off. and also the poten­
tial impact of pending interest rate resets on underlying first-lien mortgages. 
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Credit Ratings: 
Long Beach Mortgage Loan Trust 2006-A 
US$520.121 mil asset backed certificates series 2006-A 
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D 

CCC 
A+ 
A+ 
AAA 
NR 
D 
BB+ 
NR 
D 
BB 
NR 
NR 
D 

CCC 
BB+ 
BB+ 

A 
AA 



Tranche: M·l local long·Term 2S·May·2006 New Rating AA 
Tranche: M·2 local long· Term 12·Mar·2008 Not Rated NR 
Tranche: M·2 Local Long·Term 24·Jan-2008 Downgrade D 

Downgrade, 
Tranche: M-2 Local long-Term 20-Dee-2007 CredltWatch/Outlook CCC 
Tranche: M-2 Local Long-Term 19-Jul-2007 CredltWatch/Outlook B 

Downgrade, 
Tranche: M-2 Local long-Term 19-Jul-2007 CredltWatch/Outlook B 

Downgrade, 
Tranche: M-2 local long-Term 17-May-2007 CreditWatch/Outlook BBB 
Tranche: M-2 l ocal long-Term 2S-May·2006 New Rating AA-

Tranche: M·3 Local long-Term 12-Mar-2008 Not Rated NR 
Tranche: M·3 Local long-Term 19-Nov-2007 Downgrade D 

Downgrade, 
Tranche: M-3 l ocal long-Term 19·Jul-2007 CredltWatch/Outlook CCC 

Downgrade, 
Tranche: M-3 local long-Term 17-May-2007 CredltWatch/Outlook BB 
Tranche: M-3 Locallong·Term 2S-May-2006 New Rating A 
Tranche : M-4 Local long-Term 12-Mar-2008 Not Rated NR 
Tranche: M-4 l ocal long-Term 2S'Sep-2007 Downgrade D 

Downgrade, 
Tranche: M-4 Local Long· Term 19-Jul-2007 CredltWatch/Outlook CCC 

Downgrade, 
Tranche: M-4 local Long-Term 17'May-2007 CredltWatch/Outlook B 

Tranche: M·4 local Long-Term 2S-May-2006 New Rating A-

Tranche: M-S Local long-Term 12-Mar-2008 Not Rated NR 
Tranche: M-S Local long-Term 2S'Sep-2007 Downgrade D 
Tranche: M-5 Local long-Term 17-May-2007 Downgrade CCC 
Tranche: M-5 Local long-Term 2S-May-2006 New Rating BBB+ 
Tranche: M-6 Local Long-Term 26-Sep-2007 Not Rated NR 
Tranche: M-6 Local l ong-Term 19-Jul-2007 Downgrade D 
Tranche: M-6 local l ong-Term 17-May·2007 Downgrade CCC 
Tranche: M-6 local long-Term 25-May-2006 New Rating BBB 

Tranche: M-7 L~I Long-Term 26-Sep-2007 Not Rated NR 
Tranche: M·7 Local long-Term 17-May-2007 Downgrade D 
Tranche: M-7 Local long-Term 25-May·2006 New Rating BBB-
Tranche: P Local long-Term 16-May-2006 Not Rated NR 
Tranche: R local long-Term 16-May-2006 Not Rated NR 
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Executive Summary 
Assumed Objectives & Proposed Solutions 

GS has developed strategic alternatives for WaMu's $17 billion portfolio of sub-prlme loans that balance a 
number of assumed objectives, while maximizing WaMu's retaIned earnings. In measuring the impact of each 
alternative, GS has focused on the following: 

Objective 

Increase liquidity 

Obtain Capital Relief 

Hedge Portfolio Risks 

(Credit and Spread) 

Preserve Income 

Maximize ROE 

Issue 

• A large seasoned sub-prime mortgage portfolio is 
less liquid than a large pool of securities backed 
by a seasoned portfolio 

• Regulll1oi1O require a minimum level of capital to 
be held against the sub-prime mor1gage loans 

- - - - ----

• Currenlly retain credit and spread risk associated 
with the portfolio in order to corlllnue to maintain 
t 00% of the earnings on the portfolio 

_ AS a result of retaining 100% of the earnings 
associated with the portfolio, retain the above 
enumerated risks 

Proposed Solution 

• Convert mortgage loans Into rated securities 10 
achieve more direct access to the capital markets 
by holding bonds rather than loans 

_ Convert sub-prime mortgage loans into an 
alternate form that requires less regulatory capital 

_ Undertake some level of risk transfer to achieve 
regulatory capital reHef without giving up all the 
upside associated with the loans 

- -

_ Undertake a hedging strategy that allows WaMu 
to continue to retain a majority of the earnings 
aSsociated with the portfotio but insulates WaMu 
from some of the downside associated with the 
portfolio 

_ To the extent any of the above solutions require 
the sale of securities. reinvest proceeds in 
aRematlve Investments that continue to meet 
intended objedive 

_ Seek to maximize profrtability but at the same time _ Use the above solutions to reduce regu latory 
reduce above enumerated risks capital without an oHselling reduction in income 

3 
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Executive Summary 
Accounting and Regulatory Framework 

Reducing risk on the portfolio and achieving regulatory capital relief require specific accounting and 
regulatory hurdles to be met: 

Accounting 

• In order for a securitization to be accounted for as a sale, the 
issuer must either (a) sell alleasll0% of the fair value of the 
bonds to third parties or (b) undertake a third party wrap on the 
bonds 

- To the extent the issuer elects to sell 10%, need to 
ensure thai 10% sold remain outstanding throughout the 
life of the transaction to achieve off-balance sheet 
treatment (once 10% is paid off, loans come badt on 
balance sheet) 

- HI'*' $Old does not need to be representative of the 
transaction (i.e. CIIn sell all AAA bonds or all lower rated 
tranches) 

- The portion of the transaction that is sold must be 
accounted for as a sale and thereby requires gain or 1055 
recognition upon sale, rather than over time 

• If sale treatment iSlli!1 achieved, the proceeds raised from 
securitization will be accounted for as a liability, and 100% of 
the assels will remain on balance sheet 

• In order to achieve regulatory capital relief (described to the 
righ t), a securitization must be accounted for as off-balarlC8 
sheet 

Confidential Treatment Requested by Goldman Sachs 

Regulatory 

• To be consiclered well· capita lized, a bank must maintain total 
cap~al 01 at least 10% 

• Sub-prime mortgage loans have 100% risk weighting 

• RatedABS and MBS are generally risk-weighted from 20% to 
200% 01 required capital , depending on the rating: 

RIlling Risk·Weight Required Equity 

AAAandM 20% 2% 

A 50% ,% 
BBB 100% 10% 

BB 200% 20% 

B and below Dollar-for-dollar Oollar-for-dollar 

Unrated securities and residual interests are generally not 
risk-weighted and instead require dollar for dollar capital 

• Calculations undertaken quarterty 10 ensure continued 
regulatory capital compliance 

• Given difference in the risk weighting of mortgage loans vs 
rated securities (above single-A), it is possib le 10 reduce 
regulatory capital requirements while preserving yield through 
an off-balance sheet securitization 

• The securitization must satisfy certain conditions 10 be treated 
as off-balance sheet 
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Executive Summary 
Management of Purchased Sub·prime Portfolio - Menu of Options 

The alternatives presented meet a number of liquidity and risk reduction objectives, with varying impacts on 
income and ROE. Securitization strategies are the starting pOint, with add-ons providing additional value. 
Synthetic risk transfers and whole loan sales of targeted loan segments supplement the other strategies. 

Hedge 
Capital Hedge Credit Spread Upside I Tax and 

Strategy Liquidity Relief Risk Risk Downside Income!') ROE Accounting 

[' 
Off-baliince shoo! securitization • C. 0 0 Retain both .[!, il' Gain on 10% 

Securiti~on 
(Retain 90% securities) Wid 

Alternatives 2 Oll·balance sheet securitizaticn • ct 0 0 Retain both ~ ~ No gain on 
(Relain all securibes + Wrap) ~" 

s,,"m'~1iM [ 3 
• CDS • Retain and {l, ~ Unchanged 

mInimize both 
Add.()ns 

ct • • Retain and {l, if 4 • Deep Mil Pool Policy 
minimize both 

Unchanged 

S'_h" [ 5 Synthetic Risk Transfer 0 • ~ 0 Retain upside & ~ ~ Unchanged 
Risk (loans) sell downside -

Transfer 6 Synthetic Risk Transfer • • ~ 0 Retain upside & ~ ~ Unchanged 
(Securities) sell downside 

Loan Sate 7 Sell Non-Performing Loans • • • • Sell both (2) (2) Gain on sale 

'" 
Assumes "" ~>ation • • pensn (UnoH~ INS, .. ling agency 1_, etc) 

'" o.p.ndo on loan IoQ pr<IYitiM8 on me NPU 

5 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-002370S27 



•• 
0 . 

fa 
0 - CD u 

c: " 0 0/5 00. 0 ... , 1 •• 0 III .- .. ! , en N .c - o~ • 
.f! :U • c: ... (,,)'" 

2 "'0 .c~ r .-
.E IJ)O c: w.- " ftJ -= , "£ -N 

CI) e!ii L. c 
CIS s::::: "'~ tn 00" en E '" e c: CI) ctI 'tj::l 

0 - -c 
a.. ... r::t:: a. 0", 

(!).., 

Permanent Subcommittee on Investigations 

EXffiBIT #168b 

Confidential Treatment Requested by ( GS MBS-E-00221914S 



o 
o 
=> 
'" "-
" => g. 

it 
~ 
" 2. 
;u 

" D 
C 

" ~ iii 
"-
~ 
Gl 
o 
"-
3 

" => 
(f) 

" !} 
~ 

Gl 
(f) 

s: 
rn 
(f) , 
m 
o 
2 
" ~ <0 
~ 

it 

Important Disclosure 

Copyright © 2006 by Goldman, Sachs & Co. 

This material is for your private information, and we are not soliciting any action based upon it. This report is not to be construed as an offer to 
sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. Certain transactions, 
including those involving futures, options, and high yield securities, give rise to substantial risk and are not suitable for all investors. The 
material is based upon information that we consider re li able, but we do not represent that it is accurate or complete, and it should not be relied 
upon as such. Opinions ex pressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a 
reason-able basis the information discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing 
so. We and our affiliates, officers, directors, and employees , including persons involved in the preparation or issuance of this malerial, may, 
from time to time , have long or short positions in , and buy or sell, the securities, or derivatives (including options) thereof, of companies 
mentioned herein. No part of this material may be (i) copied, photocopied, or duplicated in any form, by any means, or (ii) redistributed without 
Goldman, Sachs & Co. 's prior written consent. 

This materia l has been issued by Goldman, Sachs & Co. and/or one of its affi liates and has been approved by Goldman Sachs International, 
which is regulated by The Securities and Futures Authority, in connection with its distribution in the United Kingdom and by Goldman Sachs 
Canada in connection with its distribution in Canada. This material is distributed in Hong Kong by Goldman Sachs (Asia) L.L.C ., in Japan by 
Goldman Sachs (Japan) Ltd., and in Singapore through Goldman Sachs (Singapore) Pte. This material is not for distribution in the United 
King-dom to private customers , as that term is defined under the rules of The Securities and Futures Authority; and any investments, including 
any convertible bonds or derivatives, mentioned in this material will not be made available by us to any such private customer. Neither 
Goldman, Sachs & Co. nor its representative in Seoul, Korea, is licensed to engage in the securities business in the Republic of Korea. 
Goldman Sachs International and its non-U.S. affi liates may, to the extent permitted under applicable law, have acted upon or used this 
research, to the extent it relates to non-U.S. issuers, prior to or immediately following its publication . Foreign-currency-<lenominated securities 
are subject to nuctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment. 
In addition, investors in certain securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency 
risk. 

Further information on any of the securities mentioned in this material may be obtained upon request, and for this purpose persons in Italy 
should contact Goldman Sachs S.I.M. S.P.A. in Milan, or at its London branch office at 133 Fleet Street, and persons in Hong Kong should 
contact Goldman Sachs (Asia) L.L.C. at 3 Garden Road. Unless governing law permits otherwise, you must contact a Goldman Sachs entity in 
your home jurisdiction if you want to use our services in effecting a transaction in the securities mentioned in this material. 



o 
o 
" '" c. 

" " ~. !!!. 

~ 
~ 
" " ;0 

" .c 
c 

" 1% 
c. 
Ol 
G) 
o 
0: 
3 
'" " en 
'" 9-
w 

G) 
en 
s: 
~ , 
m 
6 
2 
'" ~ <0 
~ 

"" .... 

Table of Contents 

I. 2006 Outlook and Economic Forecast 

II. Focus Issues 

A. Whole Loans 

B. Securitization 

C. Hedging 

D. Servicing 

E. Financing 

III. GS Expectations 

Appendix A: Second Lien Securitization Structures 

Appendix B: GS Subprime Survey Results 

2 



-t/) cu 
Co) 

~ 
o 
u. 
Co) .-
E o 
c 
o 
Co) 

W 
"0 
C 
cu 
~ 
o 
o --:::::I o 

CD 
o 
o 
N 

• -

Confidential Treatment Requested by Goldman Sachs GS MBS-E-002219148 



o 
a 

" ~ 
'" '" i 
--< 
CD 

'" 3 
'" " ;u 

'" .0 
<= 

* '" ~ 
g> 
'" 3 
'" " en 
'" g. 
"' 

G) 
en 
;: 
(J) 
en • m 
6 
2 
N 
~ 

'" ~ 
15 

Mortgage Industry Overview 
What does the mortgage industry landscape look like in 2006? 

Prediction 

Origination 
volumes down In 

2006 

More market 
share 

consolidation 

Slreef. 
aggressive ness 

may diminish 

The oft 
predicted, overly 

anticipated 
subprime blow 
up MAY occur 

Housing prices 
soften 

• 
• 
• 
• 
• 
• 
• 
• 
• 
• 

Rationale 

Total subprime securitization for 2005 was approximately $500bn 

2005 volume was artificially stimulated by below market WACs and the resulting unprofitable originations . With 
rates higher in 2006 and importantly, WACs even higher, volume is expected to fall 15-20% in 2006 

Resetting ARMs will continue to be an important source of volume in 2006 with approximately $98 each month 
resetting and potentially refinanceable 

Many large players will continue to gain market share (top 10 originated approximately 70% in 2005) 

This will be exacerbated by the margin ·crunch" as less efficient (often smaller) originators are forced out 

Less favorable securitization leverage as a result of conservative changes in ratings methodology requires more 
$'s invested in residuals which will dampen Street interest 

To counter, originators will be adding or expanding their own securitization programs to boost margin and offset 
Street appetite change 

Actually, less likely to be a blowup and more likely to be a fizzle out 

The business is very different from 1998 as originators are better capitalized (many have large investment grade 
parents) and the NIM market coupled with whole loan trading has limited risk retained by originators 

That said, significant margin adjustment still under way as overly aggressive environment has led to substantial 
losses and will not return to heady days of 2 point GOS. Some will win (eventually) and many will lose 

• Eventually we will be right. Signs of cracking have surfaced 

• GS economists believe US housing prices are overvalued by 15%+ 

• Certain pockets will be hit harder than others; we are un likely to see nationwide downward repricing of any 
significant magnitude 
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Subprime Industry Overview 
What does the Subprime MBS landscape look like in 2006? 

Prediction Rationale 

• Bond investors will introduce more program preferences which will be driven by prior deal performance more than 
current collateral characteristics 

Tiering at many 
levels will return -

in 2006 

However, COO's will continue to be a large factor in bond pricing and thereby tiering will not be as pronounced in 
bonds as it should be 

Servicing will be 

• More judicious tiering will occur in capital allocations for warehouse loans, equity infusions and whole loan 
purchases. Smaller more cha llenging markel will force players to pick partners to compete 

• Fairbanks hangover was surprisingly short lived 

a larger investor • 
focus by late 

Phenomenal pertormance of recent years due to low rates, strong employment and tremendous housing price 
appreciation has lulled many investors to sleep 

2006 

Credit Default 
Swaps 

Bond Spreads 

• With loan pertormance likely to return to earth, investors will be focused on loss mitigation and delinquency 
management 

• 
• 
• 
• 
• 
• 
• 
• 
• 

Grew faster than even we predicted with more than $150B of structured product CDS outstanding at year-end 'as 
(vs. $2B at year-end '04) 

$35B+ of BBB CDS trading in Q4 alone (vs. '05 B88 cash bond issuance of approximately $25B for the entire 
year) 

CDS index (A8X) launched January 19 will be THE market event of 1H '06 

A8X will drive sub bond cash pricing and the basis (CDS/cash and CDS single name/A8X) wi ll be volati le early on 

six of top ten originators wi ll be using CDS to hedge by year end '06 

Technicals remain very positive with our predicted volume down and non-US and COO demand remaining brisk 
and growing 

Relative value fundamentals look good with spreads compelling versus other fixed income opportunities 

Credit fundamentals are OK with rates remaining low, Fed apparently nearing their finish line and employment 
remaining high. In addition , conservative rat ing agency methodologies continue to drive enhancement levels up. 

Volatility will be in lower part of the capital structure from CDS activity 
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• 
-i I nterest rate Environment iil 
" Key Numbers in U.S. Business- 2006 Outlook 3 
(1) 
~ -;0 
(1) In the coming year, the GS forecast looks at .D 
c 
<1) 

* ·05Q4E ' 06 Q1E ·06 Q2E '06 C3E ·06 Q4E 2005E 2006E 2007 E • Employment and 
0- interest rates are 

C" Real GOP ' 3.5% 3.5% 4.0% 3.5% 2.5% 3.6% 3.6% 2.6% competing drivers of 
~ home prices; 8 
G) decline in 
0 t.nemployment c: Personal Consumption 1 0.5 3.0 2.5 2.0 2.0 3.5 2.4 2.1 should indicate 
3 finner home prices 

" ~ Business Fixed Investment' 12.5 10.0 10.0 7.5 5.0 9.1 9.5 5.0 • Foreign exchange (fJ 

" Industrial Production, Mfg' 7.5 4.0 4.5 5.0 4.0 3.7 4.4 3.7 
rates w ill have a big 

0 impact on foreign 
::J" investment, ~ 

particularly from 
Asia : as China is 

Unemployment rate S.DA 4.9 4.8 4.7 4.7 5.1 A 4.8 5.0 Jelting the yuan 
ftuctuate (and 

CPI exel food & energy2 21 2.1 2.1 2.4 2.5 2.2 2.3 2.5 appreciate in general 
vs the dollar) lnay 

After-tax adjusted profits2 5.0 6.5 2.5 7.5 3.5 6.9 5.0 0.0 
will not need to buy 
as many dollar 

Current Account Balance3 -e9 -e.9 -e.8 -e.7 -e.7 -e.6 -6.7 -e. 1 
secur~jes, so the 
demand from Asia 
for dol lars should 
dedine. 

Federal funds rate- 4.2SA 4.75 5.00 5.00 5.00 4.16A 5.00 4.00 • The increase in 
interest rates signals 

10-year T reas ury yk! ld' 4.47 A 4.75 5.00 4.80 4.50 4.47 A 4.50 4.40 
a potential for 
slowing turnover (ie 

OollarlEuro" 1.19A 1.20 1.25 1.28 1.30 1.19 A 1.30 1.30 
reflS), and this would 
have a signifICant 

Yen/Dollar"' 
impact on mortgage 

118 A 109 102 98 95 11 8A 95 95 valuations and 

G) 
technical factors 
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Mortgage Market Outlook 
Home Prices Have Driven Increased Turnover 

• Every 10% increase in home prices has boosted turnover approximately 3.5% CPR 

• Based turnover has been roughly 8.5% CPR (FNMA 5s of 2003 over 2005-06) 

• Idiosyncratic rules have dampened speeds in certain states, such as NY 

• Turnover has been double normal levels recently 

Home Price Appreciation Increasing CPR 
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Mortgage Market Outlook 
Home Prices and Payment Shocks Will Increase Defaults 

• Home prices have driven defaults, as we can see from Cumulative Defaults by annualized HPA for subprime loans 
with L TVs between 90 and 100 

• 2006 will witness a significant number of subprime loans reach their first reset 

Cumulative Defaults by HPA 
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Craig, 

See attached for the Sub-prime Presentation to Viniar. We are momentarily going to be walking through these pages with 
Alan. 
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Summary of Exposures 
Overview 

Type of Exposure Total Notional Exposure (Smm) Total Potential Exposure (Smm) 

Warehouse Lending (FundedfTotal 
Commitment): 

Whole loan Purchases: Pre­
Settlement Exposure ("Sub-Prime") 

Whole Loan Purchases; Post­
Settlement Exposure (EPDs) 

• Warehouse lending 

$1 ,025f$5,060 

$1 ,541 

$914 

$52 

$53.3 

$137 

- GS lends directly to sub-prime mortgage originalOl"s to provlde their funding when mortgages are in the pipeline 
(have been originated but not yet sold or seruritized) 

- Lending is done on a secured basis with a first lien on the underlying mortgage assets 

- Key risk is that value of loans drops below our haircut amount; loans are not fully underwritten 

• 'vVhole Loan Purchases: Pre-Settlement Exposure 

- GS buys pools of mortgages from sub-prime mortgage originators 

- The value of the mortgages may change during the settlement period, creating credit risk as rates dedine 

• VV'hole Loan Purchases: Post-Settlement Exposure (Early payment defaults or EPDs) 

_ Once pools of mortgages settle, individual mortgages may suffer from defaults on the first payment by the 
homeowner 

_ GS has the right to put those loans (now worth less than original sale price) back to the mortgage originator 
creating a new obligation of the mortgage originator to GS 

Addi{IOtIa/ rllk ,IriS{S jll MLIS fOnwvd &II/~_Itl protAla 117ta. MOIl oon«rlling an MJJS apo:nJns 10 lolL ... ond Nelb<vtJ<. 
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Summary of Exposures 
Warehouse Borrowers - all exposures 
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Goldman 
SaCfls Summary of Exposures 

Whole Loan Purchases - top exposures 

• Top 10 EPD exposure for listed counterparties is $513. 7mm, which is 56.2% of aggregate EPD exposure 

Seller Name Total EPO 

• Top 10 Seilers via Total Settled Amount for listed counterparties is $45.000, which is 65.7% of total amount 

Summary of Exposures 6 
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Goldman 
sa"" Summary of Exposures 

Credit Watch List EPD > $5mm (November 2006) 

• Credit Watch List used for P!'ioritization of Credit monitoring 

• Watch List criteria are either EPD/NW >10% or NW decline >10%, and include both active and suspended 
counterparties 

• EPD claims> $5mm for names on Credit Watch List are 25.3% of total EPD claims 

EXPOSURE NET WORTH CRITERIA 
C .... ent <)s 01 20111> 
EPO's PI:' AmI Il/1/ 2005 NW 2006 NW EPD I "W Fon"n",al~ . mm ((015% "' mml (mm) m "W <h"nge ReceIved? 

Souttlst<lr "'., .., , 4 5. 4 '" ,,% 168% · 15% , 
Aegis 35.5 .., , 135.6 146.9 ,,% ,,% , % , 
Opteym 21.5 ,., m 49.9 "., ,,% ,,.. -32% , 
M~nd~l~y' 17.6 '-' , 20.6 , .. ,,% ,,~ "' 

, 
Mortgage Investment Le nd in!! ASSOCiateS 12.6 .. , w '" '" ,,% "' "" " AIII.nee Bancorp 11 .4 .. , m 31.6 ~., ,,% ,, % ,,% , 
,~. 11.0 .., m · 86.1 ,,% ,,% "' 

, 
Wllche rt* 10. 9 .. , , · ~., ,,% , .. "' 

, 
Qui<;ken 10. 1 ... , 142.5 121.1 ~% .. - 15% , 
GMFS" 10.0 ... , .. , . ,,% 18S% "' " m ,., Ll · 6 1.6 ,,% ,,% ,,% , 

Counrerparrk;r tIUlrkedw,;rh asterisk are ...... peruied from GS h~s;ne;rs 

Summary of Exposures 7 
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Goldman 
Saws Summary of Exposures 

Credit Watch List EPD < $5mm (November 2006) 

• EPD claims < $5mm for names on Credit Watch List are 7.3% of total EPD claims 
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-~ •• •• · ... ... "' .. .." 0 
"'--C_" •• ••• • '.' ... ., .., ·,5" 0 ,---, ... ••• • ..• •• .. .., ..- 0 --"' ..... •• ... • ••• ... .. .., .,. 0 --' ••• •.. • ... ... .., - .." 0 
__ ' __ C..--. ... •.. · •• ... ., .., .., 0 -- •• •• • ••• ••• .- .., .~ 0 _.r .... •• •• • 37.1 '.' .. ' .~ .,. 0 

=z;.::-:...... ••• •.. · n .' ., .. - 0 

•• ... • •.. . .. . .. - ~, 0 
... ___ c.....,..,. 

•• ••• • . ., ., ., ., 0 
c.- ............ ,"" ••• ••• • ••• ••• ' .. ..' ~ , ._- ••• •• • ••• ... . .. .., .. ~ 0 - · •• •• .' ~ -U,", 0 c ......... c __ 

· '.' ••• '" ~ .. ~ , 
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~. • ••• ", .. - • ...... c __ • • •• ... ., .. .... 0 
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Summary of Exposures 8 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009978848 



Summary of Exposures 
Recent Actions taken by Credit 

• Reviewed all counterparties with whiCh we conduct busi~ess (approx. 170) 

• Counterparties added to suspend list by Credit since September 30, 2006 

- Suspend decisioo predicated upon financial performance. pun-through rales and EPD exposure 

Allstate Home Loans 
Amertques! 
CNN 

Continental Mtg Corp 
Felnnont Funding Ltd 
AI$\ Greensbofo Home Equity 

Flick MIg ImestOlS 
GuMlllteed Rate 
Guardhill 
Hartlourton Mtg n" Corp 

""" Loanaty 
Meri tage 
Pac:il<; COmm Mig 
PHM 
Reliant Mtg Co 
Slefiing Empire Fundl~ 
Transnatlooal Fin Notwortc 
West'St8fMtg 
Winslar 

Summary of Exposures 9 
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Summary of Exposures 
Recent Actions Taken by Credit (cant'd) 

• Due Diligence Requests 
_ Home Loan Corp 

- Loan Center of California 

- Southstar 

• Recommendation for suspend by Credit, which will be resolved by Main SI within the week 

AUiance Baneorp (subject to due diligence) 

American Home EqulV 

Centennial Mortgage 

Hobson (Franklin FII'I) 

Prime Mortgage 

Sterting Empire Fundlrlg 

Valley Vista 

Willow Bend Mig Co 

Cornerstone Mortgage Company 

Guaranteed Rate 

• Originally suspended counterparties granted business approval by Credit 

IrKlyMac (rated NRlBBB-) 

Option One (owned by H&R Block, which provides visibilrty on perfonnance) 

PHH Mortgage (rated Baa3JB8B) 

Summary of Exposures 10 
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II. Update on Mortgage Lenders Network 
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Update on MLN 
Exposure Update 

• loan amount down to $150.3mm from $181.4mm at 121112006, after payments 

- 12122I05: $11 ,1mm from MER (O.5mrn from the company, 10.6mrn from MER; MER has retained all excess 
funds from sales of collateral held against their lines to top up their margin daims) 

- 113106: $19.Smm from l EH 

- Also, LEH's $20.1mm purchase on 112lO6 was originally scheduled as a $30.6mm trade on 12129/05 

- LEH was to have purchased $107mm of loans on 12128105; they failed, claiming that they wanted a lower 
price. which they have yet to determine 

- Collateral value '" $150.7mm; we have made a call for $8.6mm (company has unmet margin calls dating 10 Dec 8) 

• EPD claims:: $1 7.0mm UPS; estimated MTM :: $2.7mm; we purchased no loans after September 2006, so EPD 
claims should stabilize 

• MBS Extended Settlements due 1111106 and 2112106; currently. we owe them $500k 

Summary 

Type 

Warehouse lQan 
EPa Claim, 

M8S Extended Se!llemanti 

Notional 
$15(l.31TVll 

$17,Omn 

5198.71T'ffl 

'W._~._fII __ • __ ._fII"' _ _ ""," ___ "'. __ oI"._ 

MThI 
$0' 

$2.7mm 

4.,.,' 
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Goldman 
S8"" Update on MLN 

Company Update 

• A new loan product introduced in mid-2Q()6 contained a programming glitch that caused the company to commit to 
loans at below-market rates; MLN made $75Omm such loans before correcting the error 

- The losses created in Nov 2005 when most of the loans funded caused the company to be in violation of two 
loan covenants (leverage, positive net income) 

- The additional liquidity required to finance the loans exhausted available cash by early December, with the 
rasult that the company was unable to honor EPO claims 

• RFC lent the company additional funds in mid-December and offered a possible rescue , but has since gone silent; 
MER and LEH are clearly trying to maximize their recoveries 

• 11212006, MLN announces that it will no longer fund wholesale loans and that much of its staff has been 
"furloughed" 

Update on Mortgage Lenders Network 13 
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Appendix: Risk Management Procedures 
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Goldman 
SOCIIS Risk Management Procedures 

On-boarding process 

• In order to ensure that names are only added to Main Street's approved seiler list with Credit approval, we have 
recently created an on-boarding process 

- Main Street receives financials from counterparties as part of the business approval process, which are then 
uploaded onto a shared Web site 

- GS Credit then reviews financials as part of the initial due diligence process 

- Due diligence potentially indudes site visits and meetings with company management 

- Bids will not commence until Main Street confirms Credit approval 

Appendix: Risk Management Procedures 15 
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Goldman 
saChs Risk Management Procedures 

On-going surveillance 

• eRMA and Main Street have established an intensive working relationship to enhance controls for the ......nola loan 
business 

- Created a ·watchlist" and agreed criteria for identifying counterparties that appear to be in trouble, and for 
identifying names that should be suspended (i.e., no-bid) 

- Setup an online database for sharing updated financial information 

- Weekly CrediUMain Street meetings to discuss developments and projects, and to highlight counterparty 
concems 

- eRMA reviews updated financial statements as frequently as they are available (e.g. monthly or quarterly). 
Names are discussed during monthly Credit review meeting and a weekly email outlining significant reviews 
and new financial information is distributed to business Main Street 

Appendix: Risk Management Procedures 16 
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Risk Management Procedures 
Reporting 

• eRMA reporting encompasses a number of reports designed to enhance diligence, prioritize EPO workout and 
highlight counterparties for addition to the Main Street suspend lists, Reports include: 

- Total Settled Amount greater than $1 OOmm report 

- Credit Watch List comprising entities with either EPD/NW >10% or NW decline >10% 

- Shareholders' Equity less than $Smm tist 

- Pull-through performance report 

- Suspend List comprising entities prohibited from GS business 

• eRMA receives a daily margin report for warehouse loan counterparties 

Appendix: Risk Management Procedures 17 
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Goldman 
SaeDS Risk Management Procedures 

Potential Exposure Methodology 

Potential exposure (PEl for residential whole loans is the mar1<et value decline in our collateral versus our purchase 
price of that collateral (or in the case of Warehouse Lending, the dollar amount advanced against the collateral) 

• The potential e;w:posure {PEl model is currently uooer development 

• The main factors for FIE calculation Include: 

Interest rate risll 

VolatllHy risk 

Swap Spread risk 

Option adjusted spread risk ·OAS· 

Credit spread risk based on securitization exit pricing 

lnstromen! specific risk. (renacting additional risks larltte p{lrticular instrument indVding: liquid~y risk, prepayment risk, originator risk 
~,) 

• The methodology will cover prime ami sub-prime mOr1gage (both bulk and conduit). A potential exposure model for commercial mortgages 
will be developed subsequent to finalizing the residentjal model 

• The PE methodology will use the securitization exit pricing approach for whole loans (i.e. , the assumption that pools of mongage loans 
can be securitized and cred~ tranched, prepay sensiliv~y tranched and tenor tranched. The PE methodology will employ different 
estimatoct capital structures for different product types (i.e., Prime Fixed, Prime Hybrids, All-A. Subprime. 2nds. OjXlon ARMs and Scratch 
& Dent) resulting In different PE outputs 

• The caprtal struClure·s primary exposure Is sensitivity to cred~ spreads. The PE calculator will shocl\ cred~ spreads. residual yields, OC 
levels and OC tests parameters to determine the pool's PE. In addition, stresses to incorporate originator risk , servicer risk, EPO·s and 
PRs will be applied, when arriving at the final PE figure 

• For Warehouse Lending, given the collateralized repo-nature of the transaClions. the initial haircut wi ll be factored into the PE calculation 

• Credit Quant group is currently preparing to conduct extensive simulation tests with inputs and outputs provided by DCP 

Appendix: Risk Management Procedures 18 
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Risk Management Procedures 
Limit Setting/Exposure Monitoring 

Umlt Setting: 

• limits will be set using 11 two Product Groups level$;, see below; 

1. RlI5Idenliai VlIhoIe loans 

2. Warehouse Lending 

Product Groups should be available in Crystal on January 12th, 2007 and limits will be set for servioers and originators 

Exposure Monitoring: 

Uve trade/position feeds and PEs will be available in Crystal later in 1Q'07. 

Appendix: Risk Management Procedures 19 
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CONFIDENTIAL 

HUDSON mGH GRADE FUNDING 2006-1 , LTD. 
HUDSON HIGH GRADE FUNDING 2006-1, CORP. 

U.s.SII.650,000 Class 5 Floating Rate Notcs Due 2011 
U.S.$1,275,000,000 Class A-I Floating Rate Notes Due 2042 
U.S.SI23,7S{l,OOO Class A-2 Floating Ratc Notes Due 2042 

U.S.S60,750,OOO Class B Floating Rate Notcs Due 20-42 
U.5.$20,250,000 Clan C Dderrable Floating Rate Notcs Due 2042 
U.S.$12,750,000 Clau D Deferrable Floating Rate Notes Due 2042 

U.S.S7,500,000 Income Nutes Due 2042 

Secured (with respect to the Secured Notes) Primarily by a Purtfulio of 
Residential Mortgage-Backed Securities, COO Securities and Synthetic Securities 

The Secuuod NOle> (os d<ti ""d horein) and Iho Income NOle. (as defined I>:reill) (colloctively, !he "Offered NoleS~) ore t>eillg orTered h<rr<by by 
GoWman.. Soc iis &. Co. ill the United SUl< ... 10 qualified ins~ru!J"",,1 .... y .... (.u defined ill Rule 144A \ll\dcr tho United States Seouritieo ACI of 1933, as amended (the 
'Socurit ieo Act"»). in rol1o,..,e o n lI.ul0 144A uoMr the Sec untieo i\,,~ md. ""Iely In the CO"" o[tlle In,,,,me Not ... to accredited illveno," (I. del",ed in Rulo 5<l1(a) 
under tile Securiti .. Att) ..... ho h .. ", . ne. worth ofoot1= th.n U.S.Slu million", tr.n .. et;on. elI""'pt from regiwOli"" WI<le:r the SocoriLi •• Act Th. Off. red Note; 
are being offered h=by 111 the United SUle. only 10 persons LII" lire 0.150 "qualiflM purchoocn" for pwpose, of Sec';"" 3{cX7) under LIIe UnilM S\ate$ l""e.tmenl 
CompaJly Act "f 1940, as . mended (the "!nVCSlmCIl.L Company Ac'"). In addition, the Offere<! No'o • ..-e bei"i offe!ed hOleby by GoldllWl. Sachs & Co. soil ing 
U,rOllgh il$ all""'" OUI$;W th~ Unit<>.! ~1<It"" to non US. Pe!svn. in off>hure """ .... 1ions ill rdi. nee on R<gulatKm S ("Rogulalion SO) ",,<leT tho Socuriti", Act. S"" 
"Und""'Ti,ing," 

See '"Rzsk F(lCW/'s" lor a disClUsion of cerfai~/aCfvr. 10 be confitkred i" co"".c~O>! .... I1k an l!fWjf"""" in ,he N{)/u. 

It;" 3 oond llion of!h< "',,' ..-,,e of LII e Note. that the CI . .. S Note;, the CI ... A· l 'Note; and the CI .... A·2 Note. be ;""ued with a nIIina of "Au" by 
M O<Mly ' , lnves."", Sen.·", e. !IIC ("Moody.,") &nd "AAA" ">' Standard &. Poor', Rat ing. Servioe., a d,v;"ion of The MeGraw·Hili Comp.ni.., Inc ("S &'P- and. 
IOI!cthcr wilb ),.LoJy·., LII~ "lu"ing Allencios"). LII .. LIIe CI.,. B NOlO. be i .. ue<J wilb • r~ling of.1 1 .... 1 "A.2 by MooJy' • ..oo al 1"""1 "AA" by s&p. thaL the 
Cia .. C NoleS be ISSued with • n.ing of al leaOl -A2 by Moody', and I t least - A- by S&'P. that the Cl.uD Note. be i .. ued W!tII a "'"ng of at I~ .. t - Bu2 by 
Moody'. and at leU! "nnD" by S&P and thotth .. Inc~ NOle> be i .. ued wiU, . ra,ing of &t leut "802 by Moody'. (which rating addr ...... the ullimote pt ymenl of 
the Inoome Note Rated Amount only). A c,edil ",ting i. nOl. , c<ommcndal ion 1<> buy. ,eli or hold securities and may be subjecl 10 r",,"!On or ..... ,thd'''''·.l aL any l ime 
by tile o .. igruI\i ratin!; agency. S.e - Rall"go of the NOlO' ," 

Aprlicati,," ....... y be made 10 the lri.h S1<><k F.xch. n!1" f'" !ho N"t .. t" be odmiuod 10 the otT.eial Ii .. of the Irish Sto<;k FxmaoBe .»d 10 trad ing on ilO 
regulated markO!, There can he no ... "unoe thaI .ny ""ch .pp~cat ion WI ll he ttWie o r LIIat any sooh I;"IIng w ill be obtoined, No app lic .. i"" w ill be made 10 hOi the 
Not .. to any OIher """hange 

Sec "Undcrw" "ng" for. di,c .... iOll ofLile terms ond condit io,," ofLile pure""",, of"'" Offered Not .. by LIIc l",tl.1 Purch"""". 

THE ASSETS OF TilE ISSU!£.R (AS DEFINED HEREIN) ARF. THE SOI.E SOUkCE OF PAYMENTS IN RESPECT OF THE ~OTE S. TIffi NOTES [)() NOT 
REPRESE1<.'T AN INlEREST IN OR OBLIGATIONS OF, AND ARE NOT INStJRIID OR GUARANTEED !lY. TIlE HOLDERS OF TIffi l\·OTF~~. TIlE 
LlQUIDATIO:-" AGENT (AS DEFINED HEIlliIN~ THE HEIx}E COI JNTERPARTY (AS DEFINED HEREIN). nu; INmAl. PURCHASER (AS DEFINED 
HEREIN)~ TI LE ADMINISTRA'IOR (AS DEFINED HEREJ)J~ TIlE AGENTS (A':$ DEFINED HEREIN), TIlE TRUSTEE, TIlE SHARE TRUSTEE (AS 
DEHNED HEREIN) OR ANY OF TIiEffi RESP£CTIVE AFFILIATES. 

rHE NOTES HA VE NOT BEEN AND WI!.!. N0T BE RF.G!5TERED UNDER TIlE SECIJRITIES ACT, AND NEfrHER OF n m ISSUE RS (M DEF INFJ) 
HEREIN) Wn.L BE REGISTERED lil'-'DER TIlE Il\'\'ESThffiNT COJ\.1PANY AC'T. THE NOn;S MAY NOT DE OFFERED OR SOLD IVn'HIN TIlE UNITED 
STATES OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, U.S PERSONS (AS SUCH 1ERMS ARE DEF1l\'F.D UNDER TIlE SECt'R ITIES ACT) EXCEPT 
PURSUANT TO AN EXEMPTION FROM, OR IN A lRANSACnON NOT SUB JECT TO. mE REGISTRATION REQUIREMENTS OF 11IE SECURITIES 
ACT ACCORDTKG L Y. TIlE OFFERED Nons ARE BEING OFFERED IIEREDY ON!. Y TO (A) (I )Ql!ALlFlED 1l\'STITIITIONAL BUYERS (AS DEFINED 
IN RL~.E 144A L'}.UER THE SEClJRmES Aen AND. SOLEL Y IN THE CASE OF l llE INCOME NOTES. ACCREOJffiO INVESTORS (AS DEFINED IN 
RULE SOI(a) UNDER 'm E SECUII.ITIES AC1) TIiAT HAVE A NET WOkTH OF NOT LESS 11lAN U ':$,$I O MlLLJON A ND, WIIO Akli (2) QUALIFIlill 
PURCHASERS FOR I'URPOSES OF SECTION 3{cX7) UNDER TIlE INVESTMHIT COMPAN Y ACT AND (D) CERTAIN NON·U.S. PERSONS OUISIDf. 
TILE UNfl1iD STATES IN RELIANCIl ON RF.GUL,\110N S u}''Ol'l, TIm SECURl11E:S ACT. PURCllASERS AND SUBSEQUENT 'ffiANSFERl'llS OF 
INCOME Non;s (OTlIl1R T1TAN 11iE RHlIJI.ATION'S S INCOME NOTES) WILT. fiE REQUIRE!) TO EXEClm AND DELTVF.R A LETn;R 
CONTAINING CERTAIN REPRESENTATIONS AND AGREEMENT'S, AND PURCHASERS AND SUBSF.QUENf TRANSFEREES OF CLASS S NOn:S. 
CLASS A N011iS, CLASS B NOTES, a.ASS C NOTES. CLASS D N011;.5 AND REGULATION S INCO)..1ENOTES WILL BE DEEMED TO HA VF: MADE 
SUCH REPRESENTATIONS AND AGREEMENTS. AS SET FORTI! UNDER "NOTICE TO INVESTORS." THE NOTES ARE NOT TRANSFERABLE 
EXCEPT IN ACCORDANCE WITH THE RESTR!CTIONS DESCRIBED UNDER "NOTICE TO INVESTORS," 

The Offered Not ... re being o(fore<! by Goldm&n. SOCN..I: Co, (in th. c .. e of the Note> ofrered oulOide the United State.. selling tbr<rugh its seUini 
OS .... t) (the "Ini'ial Pu,ch.ser -~ ",bjro 10 the Initiol Purchaser', righ' 1<> reject any order in whole or in p.n, in ono or """e negotiated Iran,...,tions or otltorwi,e at 
v",yillg pric"," '" b. cl~"'mllned . 1 the time of .. I. plus . ccrued inle""t. if any. from "'" Clo.ing 0..", (as ,",f",od herein). It i. <:xpeded thot tho Cia .. S NOI .... , 
t: lu. A Notes. Clas. B Notes, CIa .. C Not ... Cia .. D Not .. and the Regulallon S!ncome 1'0'" wiil be ready for deh~e:ry in boo~ entry fonnonly in N ..... ' York, New 
York. on or ,boUI No\"'mber I, 2006 (the -Closing D>te- ~ thlouSh the f. c!lill'" ofDTC and In the 0 .... ,,{ .he No,,,,, ",Id o utside the United Sl~teo. {or the accounu. 
ofEuroclear Bani: S.AJN.V .... """rator of the Eurocloor S}'>tcm ("Euroclear-) and Clearstre. m Rankin&. ,ociete anonyme ("Cl .. rstrc. m-), 'S.,,,,t paymenl the!.for 
ill inunedi>1ely a" .il.l:>le fund" It is elIpocled tIIat the Income NOlCS (nthe:r LIIan the Regulation S Income Note;) will be reody fo< delivery In deli niLlve fonn in N~w 
YOlk, Now York on theClosmg Date. ogOlrulPOymCn! th"",for In ImmedIately av.ii.ble fund. lne ~oteo oold ill reit.nee on Rule 144A and. solelv ill thee ... of the 
Income Not ... to Accredited in"eltOrs. will be wued in min imum denomination, o f U.S,S250.ooo lIld 1I11egral mult,pl .. ofU.S.Sl in ""ceo.ther~f. The Note. sold 
in relianee on Regul .. ion S will be i .. ued in minimum denominations ofo.S,$ I OO.ooo and inlel\ra l rr.u ltipl .. of U.S. 51 in elICe5S thereof, 
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on the Dctenrunation Date immediately preceding a Payment Date or the Class 0 Interest Coverage Test is not met 
on the Detennination Date immediately preceding a Quarterly Payment Date, Proceeds that otherwise might have 
been distributed to the Holders of the inC{)me Notes will be used to redeem the Class A Notes, the Class B Notes, 
the Class C Notes and the Class D Notes in full in the order described in tlle Priority of Payments. The foregoing 
redemptions could result in an elimination, deferral or reduction in the amounts available to m.1ke payments to the 
Holders of tlle Class C Notes, the Class D Notes and payments to Holders of the Income Notes. See "Security for 
the Seeured Notes-The Coverage Tests." Any such redemptions will shorten the average life of the redeemed 
Notes, may lower the yield to maturity of the Notes. If a Class C Coverage Test or a Class D Coverage Test is not 
satisfied or if the Class D Overeollaterali7 .. 1tion Ratio is less than 95% on any Detennination Date related to ·a 
Payment Date other than a Quarterly Payment Datc, no amounts will be distributed to the Holders of the Class C 
Notes or the Class 0 Notes and certain amounts based on the principal balance of such Notes will instead be 
deposited to the Collection AcC{)unt for distribution in accordance with the Priority of Payments on thc llC:'I.1 
Payment Date. 

Collateral Accumulation. In anticipation of the issuance of the Notes, an affiliate of Goldman, Sachs & Co. 
has agreed to "warehouse" up to U.S.$1,500,OOO,OOO aggregate principal amount (or, in the case of Synthetic 
Securitics, notional amount) of Collateral Assets, for resale to tlle Issuer pursuant to the tenllS of a forward purchase 
agreement (the "Forward. Purehasc Agreement"). No coUateral manager or other person acting on behalf of the 
Issuer has reviewed the prices established pursuant to such Forward. Purchase Agreement (nor has there been any 
tllird party verification or such prices). Of such amount, it is expected lhat a portion will be purchased from 
affiliates of Goldman, Sachs & Co. and a portion will be purchased from third parties. It is also expected that a 
portion of such amount will be represented by one or more Synthetic Securities entered into between the Issuer and 
Goldman, Sachs & Co. or an affiliate thereof, wherein the Issuer will be selling credit protection. Pursuant to the 
tenns of the Forward Purch..1se Agreement, Ule Issuer will be obligated to purchase Ihe "warehoused" assets, 
provided tlmt such Collateral Assets satisfy certain eligibility criteria on the Closing Date for a fonnula purchase 
price designed to reflect the yields or spreads (or premiums in the case of Synthetic Securities) at which the 
Collateral Assets were purchased (using the prepayment speed and olher assumptions used to set the initial price of 
each individual asset), as adjusted for any hedging gain or loss and any loss or gain on any Collateral Assets sold to 
a party other than the Issuer during the warehousing period. Consequently, the market values of "warehoused" 
Collaleral Assets at the ClOSing Date may be less than or greater than the fonnula purehase price paid by the Issuer. 
In addition, if a Collateral Asset becomes ineligible during Ule warehousing period and is not purchased by the 
Issuer on the Closing Date, or if a Collateral Asset is otllerwise sold at (he direction of Goldman, Sachs & Co. 
(which sale may only occur with the consent of Goldman, Sachs & Co. 's affiliate), the Issuer will bear the loss or 
receive the gain on the sale of such Collateral Assel to a third party . 

Disposition of Col/ateral Assets by the Uquidation Agent Under Certain Circumstances. Under the 
Indenrure, the Liquidation Agent will be required to sell, on behalf of the Issuer, all Collateral Assets that are 
Directed Sale Securities and all Collateral Assets that are detennined pursuant to the Collateral Administration 
Agreement by the Collateral Administrator, on behalf of tlle Issuer, to meet the definition of Credit Risk Obligations 
subject to satisfaction of Ihe conditions described herein. nle Liquidation Agent willlmve twelve (12) months to 
sell such Directed Sale Securities and Credit Risk Obligations. The Liquidation Agent will not have Ule right, or the 
obligation, to exereise any discretion with respect to the method or the price of any sale of a Collateral Asset that is 
a Directed Sale Security or that is detcnnined pursuant to the Collateral Administration Agreement by the Collateral 
Administrator, on behalf of the Issuer, to be a Credit Risk Obligmion; the sole obligation of Ihe Liquidation Agent 
will be to execute the sale of such Directed Sale Security or Credit Risk Obligation in accordance with the tenns of 
the Liquidation Agency Agreement. There can be no a5sumnce that the Liquidation Agent will be able to sell any 
such Directed Sale Security or Credit Risk Obligation. Any such sales of Directed Sale Securities and Credit Risk 
Obligations may result in losses by the Issuer, which losses may result in the reduction or withdrawal of the rating of 
any or all of the Notes by any oflhe Rating Agencies. Sec "-No Collateral Manager." 

Average Lives, Duration and Prepayment Considerations. The average lives of the Notes (other than the 
Class S Notes) are expected to be shorter than the number of years until their Stated Maturity. See "Weighted 
Average Life and Yield Considerations." 

The average lives of the Notes will be affected by the financial condition of the obligors all or issuers of the 
CoUateral Assets and the characteristics of the Collateral Assets, including the existence and frcquency of exercise 
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From: 
Sent: 
To: 
Subject: 

Very interesting 

From: 
Sent: 
To: 
Subject: 

Herrick, Darryl K 
Thursday, October 12, 200612:14 AM 
Ishikawa, T etsuya 
RE: Hudson Mezz 

Ishikawa, Tetsuya 
Wednesday, October 11, 2006 7:44 AM 
Herrick,. Darryl K 
FW: Hudson Mezz 

You may want to ask Sarah about this when she 's there tomorrow and Friday ... 
She said "AlB are too smart to buy this kind of junk" to jess and now getting radio silence. 

From: 
Sent: 
To: 
SUbje<t 

Ishikawa, TetsuylI 
Wednesday, October 11, 2006 11:14 AM 
LiIwIor, sarah C. 

""""" "'" 
Understand AlB do bespoke. deals but what specifically did AlB say was "junk" about the. nudson mezz deal? 
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From: Egol, Jonathan 
Sent: Tuesday, October 24, 200610:06 AM 

Williams, Geoffrey; ficc-mtgcorr-desk To: 
Subject, RE: Structured Product New Issue Pipeline (Internal Only I Verbal Only) 

LDL 

From: 
Sen. 
To: 
Subject: 

Williams, Geoffrey 
Tuesday, Octcber 24, 2006 9:40 AM 
ficc-!TJt9COrT-<lesk 
PH: 5tnJcbxed Product New Issue Pipeline (Internal Only I Verbal Only) 

Thinking we need to betler leverage syndicate to move open risk from our bespoke trades given that most of them 
did not go through the initial syndication process; guessing sales people view the syndicate ~a)(e~ email we have 
used in the past as a way to distribute junk that nobody was dumb enough to take first time around. We should have 
a distinct email that distinguishes our open risk. that we have not broadly shown out versus cash transactions that did 
not clear. Thoughts? 

From: 
Sent 
To: .... - GS Syndicate 

Tuesday, October 24, 2006 9:05 AM 
ncc-nasales 
StnJctured Product New Issue Pipeline (Internal only I Vertlal Only) 

NEW ISSUE UPDATE 

Deals in the Market 

Res.!. ASS 

GSAMP 2006-HE7 
$854 .3mm floating-rate residential Subprime deal 
GS Lead-Manager & Sole Bookrunner 
Debt Termsheet and Price Guidance available 
Expected Pricing - early wlo Oct 23 

E"HLT 2006-0 
$950 . 4mm fl oating-rate residential Subprime deal for Fremont 
GS Co-Manager (all pot) 
Debt Termsheet and Price Guidance available 
Expected Pricing - wlo Oct 23 

coo 

Hudson Mezzanine Funding 2006-1 
$2bn floating-rate Static Mezzanine SP COO 
GS Lead Manager & Sale Bookrunner 
Debt Termsheet, Ware house Portfolio, Debt Marketing Book, Red and Price Guidance 

available 
Expected Pricing - wlo Oct 23 

ABACUS 2006-HGSI 
$900mm floating-rate Synthetic CDO~2 for Bea r Stearns Asset Management Inc . 
GS Lead Manager & Sole Bookrunner 
Debt Termsheet, Reference Portfolio, Marketing Materials, Red and Price Guidance 

1 
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available 
Expected Pricing - wl o Oct 23 

Ballyrock 2006-2 
$600mm floating-rate US Cashflow CLO for Fidelity Management Research 
GS Lead Manager & Sole Bookrunner 
Debt lermsheet, Warehouse Port folio, Marketing Materials and Red available 
Expect ed Price Guidance - wlo Oct 23 
Expected Pricing - wlo Oct 30 

Davis Square VII 
$2bn floating-rate Managed High Grade SP COO for lCW 
GS Lead Manager & Sole Bookrunner 
Debt Termsheet, Warehouse Portfolio, Marketing Materials, Red and Price Guidance 

available 
Expected Pricing - w/o Oct 30 

Aladdin Synthetic. COO II (OS ONLY) 
S{ ]mm floating-rate Managed IG Synthetic COO for Aladdin 
Marketing Book and Price Guidance available 
Expected First Tab - late Oct 

Upcoming Deals 

coo 

Fortius II 
SSOOmm floating-rate Defensive Mezzanine SP COO for Aladdin 
GS Le ad Manager & Sole Bookrunner 
Expected Announcement- wlo Oct 23 

Highlander II 
€SOOmm BUro-denominated floating-rate CtO for Highland Capital Management 
GS Lead Manager and Sole Bookrunner 
Expected Announcement - late Oct 

AMMC VII 
$500mm floating-rate cashflow C10 f or American Money Management Corp. 
GS Lead Manager & Sole Bookrunner 
Expected Announcement - late Oct I early Nov 

GSC ,ASS COO 2006-3 
$1.6bn floating-rate Managed High Grade SP coO for GSC 
GS Lead Manager & Sole Bookrunner 
Expected Announcement - Nov 

Cambe r VII 
$600mm floating-rate Managed Mezzanine SP COO for Cambridge Place 
GS Lead Manager & Sole Bookrunner 
Expected Announcement - Nov 

Prime Residentia l updat e 

AGENCY CMO 

FHR 2942 ZN 
$26+mm Support Z off of 30yr Gold 5.S 's 
15.2yr av1; 5.5\ coupon 
Offered @ 95-03 
$3.00 Gross Credits 

FNR 05-108 QZ 
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S65+mm Support Z off of 30yr fanni e 5 ' s 
12.ayr avl; 5 . 5\ coupon 
Offered ~ 97-02+ vs FN5 @ 95-16+ 
$3.00 Gross Credits 

Prime Jumbo CMO 

GSR 06-5F 2A1 
S67+mm 3.5yr PAC of! of 6.31qw 6's , wide 104-301 bands 
Good piCkup vs Agency 3yr PACs 
Offered @ 99/c/300 
$3.50 Gross Credits 

Disclaimer: 
This memorandum is solely for internal use in the offices of Goldman, Sachs, and 
copies of this memorandum or any portion thereof may not be made available to 
customers o r otherwise distributed outside the offices of Goldman, Sachs . If 
applicable, the information contained herein should be considered in conjunction 
with the prospectus or other official offering document relating to these securities 
which may be subject to complet ion or amendment . 
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From: O'Brien, John 
Sent: Wednesday, May 03, 2006 9:01 AM 
To: Rashid, Malile 
Subject: ~: Broadwick Funding. 
SUre. Call me when you're free. 

John 

---Driginat Message.- . 
From: Rashid, Malik 
Sent: Tuesday, May 02, 2006 9:32 PM 
To: O'Brien, John 
SUbject: RE: Broadwicl< Funding, 

John, 

Lefs re-group on this tomOfTOlN at a time that suits you; I realize that the dosing date is coming soon. I 
apologize for not being able to partake in the call today; issues cropped up in nearty every transacboo I'm 
currently staffed on. 

Malik 

--on~nal Message-­
From: Meyer, Chris 
Sent: Monday, May 01, 2006 9:08 PM 
To: O'Brien, John 
Cc: Rashid, Malik 
Subject: RE: Broadwlck Funding. 

John, 

I'm not sure what they are talking about in tenns of the modeling based solution, but I'm not 
sure how you can model the counterparty risk with respect to Writedown Reimbursement 
Amounts. In addition, you can tell them that if the arc referring to ABACUS 2006-12, 
which closed lastThursday. that is the last trade that will not be required to post Writedowns 
(unless they can demonstrate conclusively that our concern is otherwise dealt with in the 
structure). It was a known flaw not only in that particular ABACUS trade, but in pretty 
much all ABACUS trades (which between the three of us were all rated by the same 
person .. ,who neglected to catch other important criteria issues ... or ignored them after being 
told to correct them by Team Leaders and business managers). The ABS desk at Goldman 
has already been told that the all of the de-linking criteria would need to be addressed in 
future ABACUS trades, and this includes posting of Write down Amounts. 

In terms of the CSA and opinion language, they do have a point..ifwe indeed have RAe. 
Nevertheless, I always copy and past the description of the opinion from the counterpaIty 
criteria article and ask why they can't include the language. It's very generic and doesn't ask 
them to speak to any details. 

It looks like swap tennination payments to the swap counterparty are netted senior out of 
the Synthetic Security Counterparty Account. Is this the case? 

I'm not sure if this helps. At this point, rm not thinking all that clearly. 

Permanent Subcommittee on Investigations 
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Regards, 
Chris 

--original Message­
From: O'Brien, John 
Seut: Man 51112006 5:55 PM 
To: Meyer, Chris 
Ct: Rashid, Malik 
Subject: FW: Broadwick Funding. 

Chris - Would really appreciate any/all guidance on this you can offer. Trying 
to wrap this up as soon as possible. 

Thanks, 
John 

-Original Message--
From: Bieber, Matthew G. (mailto:matthew.bieber@gs.rom) 
Sent: Monday, May 01, 2006 5:23 PM 
To: Rashid, Malik 
Cc: O'Brien, John; Kim, .leong-A 
Subject: RE: _ck Funding. 

Malik thanks for the feedback: -

1. GS has not agreed to this hOld back provision in any of our previous transactions 
(including the ABACUS deal that just closed last week) - and we cannot agree to it in 
this deal. We'd discussed the modeling based solution with respect to this counterparty 
risk back on April 13th - and it was ultimately communicated to us the following week 
there would be no changes in this transaction on this point. 

- 2. I agreed with your long term rating comment (888+) as well as the 10 day delivery 
of the opinion . I thought this was renected in the document - but I assure you it will be 
so in the next deal. 

3. In tenns of timeliness · the COO holds the collateral and as soon as there is a 
termination and the appropriate termination payments have been made· the lien that 
the synthetic security counterparty has on the collateral is released to the trustee. this 
is outlined in section 12.2 of the indenture. Is there specific language you'd like to see 
here? if so, I'd be happy to review and try and incorporate, where appropriate. 

4. Given that the CSA is will be subject to RAC, S&P will have ability to refview the 
opinion and to the extent it is not satisfadory, ad accordingly. We cannot agree to 
spedfically enumerate the carve outs at this time, due to the fact that there may be 
changes in case law, market practice, etc. that would have an impact on the opinion 
between now and the time when any opinion would be required. 

From: Rashid, Malik [maUto:maliluashid@standardandpoors.com) 
Sent: Monday, May 01, 2006 4:53 PM 
To: Bieber, Matthew G. 
Cc: O'Brien, John; Kim, .Jeong--A 
Subject: RE: BroadwleX Funding. 

Matt. 

I realize that GS abel the COO group have differences in opinion over certain 
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provisions, but I understand from conversations on Friday and today that the 
group reiterates their view. Below are our comments from our review of the 
revised CDS documents circulated on 4121. This reflects the latest feedback. 
from the COO group related 10 the downgrade1posting provisions for this 
specmc transaction, and you'll find that these are repetitive from our last set of 
comments on the CDS. 

Malik 

---------------------,> 
1. To de-lin!< GS's counterparty risk INith respect to reimbursements, Writedown 
amounts need to be posted for one year as long as its rating is below AA- Of A-
1 +. This posting for one year should remain and should not be extinguished if 
the swap terminates earty as a result of GS being the defauftingtaffected party. 
Writedowris can be considered permanent after the expiration of one year. 

2. On p.S of the Schedule: 

- the second }evel rating trigger should be A-2 or BBB+, not BBB-. 

- II looks iike GS is choosing to remain in the swap by posting when its rating 
falls below the second level rating trigger. The opinion with respect to the 
collateral should be delivered within 10 days, not 30. 

- Re: my earlier comment on the opinion addressing the timeliness issue -
because this is a situation where Party A's credit rating is low, there is greater 
concem over the COO's ability to avoid loss arising from exposure to Party A 
credit risk.. \fIft1ile the GSA does speak to Party 8's rights as Secured Party, we 
need more comfort that the COO terminate the CDS (when the need arises) and 
liquidate the collateral to make itself whole in a timely manner without undue 
delay. 

- Also on the opinion, we are not certain as to what ·customary and usual 
assumptions, carveouts, and exceptions· mean. Our concern is whether such 
language limits the opinion's scope. We're trying to de-link GS's credit risk so it 
can choose to remain in the CDS regardless of what its rating is, so we'd like to 
make sure that the opinion's descrip.tion today does riot limit its scope. 

-C>riglnal Message--
From: Bieber, Matthew G. [mailto:matt:f1e'.N.bieber@gs.com] 
Sent: Monday, May 01,2006 3:14 PM 
To: O'Brien, John 
Cc: Kim, Jeong-A 
Subject: RE: Broadwick Funding. 

ok. the sooner the better. just a reminder - we cannot agree to 
holding write downs in the deal for a year or any short term rating 
triggers. 

From! O'Brien, John 
[mailto:john_obrien@standardandp:x>rs.com] 
Sent: Monday, May 01, 2006 2:58 PM 
To: Bieber, Matthew G. 
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Cc: Kim, Jeong-A 
Subject: RE: Broadwic:l< Funding. 

Matt· Malik will be sending you comments to the 
last draft of the swap later today. 

Regards, 
John O'Brien 

--ot1ginal Message--
From: Bieber, Matthew G. 
[mallto:mattl1ew.bi~s.ooml 
Sent: Monday, May 01, 2006 9:48 AM 
To: O'Brien, John; Kim, Jeong-A 
Cc: MangaJgiri, Vldcram S.; Mishra, [)eva R. 
Subject: Broadwick Funding. . 

Hope the weekend and vacation was enjoyable. As 
discussed last week, I'd like to finalize all 
outstanding points on Broadwlck Funding by the end 
of the day this Wednesday. To that end, would you 
please let me know when its most convenient for you 
to discuss any remaining comments you have to the 
documents over the next day or so? Additionally, it 
appears we" be slightly increasing the size of the S 
Note in the transadion by approx. $1 .5mm. Look 
fOl"Nard to hearing from YOu; 

Best Regards, 
Matt 

The infonnation contained in this message is intended only for 
the recipient, and may be a confidential attomey-dient 
communication or may otherwise be privileged and confidential 
and protected from disclosure. lfthe reader of this message is not 
the intended recipient, or an employee or agent responsible for 
delivering this message to the intended recipient, please be aware 
that any dissemination or copying of this communication is 
strictly prohibited. Jfyou have received this communication in 
error, please immediately notify us by replying to the message 

and deleting it from your computer. 
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From: Guamuccio. Keith 
Sent: Monday, April 24, 2006 6:36 AM 
To: Ghetti, Belinda 
Subject: FW: RE: ABACUS 2006-12 - Writedownsirnmediately prior to Stated Maturity 

I thought Cbui had a meeting with these guys eel and vetted the issues with them - lets sit down on this today to make sure 
we are looking at this the correct way. Also - today may be the day to take him out to lunch. 

Keith 

--Original Message­
From: Meyer, Chris 
Sent: Sun Apr 23 18:49:512006 
To: Ghetti, Belinda 
Cc: Guamuccio, Keith 
Subject: RE: ABACUS 2006-12 - Writedowns immediately prior to Stated Maturity 

Belinda. 

Don't even get me started on the language he cites ... which is one of the reasons 1 said the counterparty criteria is totally 
messed up. Oh ... and ABACUS 2006-8 was a Moody's and Fitch only trade that was apparently reviewed and approved by 
Chui. I can't teU you how upset I have been in reviewing these trades. And Dot only have these trades consumed tons of my 
time, but they have generated an eoormous amount of stress since I'm the one that has to break the news that these trades are 
wrong ... which makes us look like. idiots. They've done something like fifteen of these trades, all without a hitch. You can 
!lflderstand why they'd be upset (pissed even) to have me come along and say they will need to make fundamental 
adjustments to the program. 

Regards, 
Chru 

--Original Message-­
From: Ghetti, Belinda 
Sent Sun 4/2312006 6:25 PM 
To: Meyer, Chris 
Cc: GU8muccio, Keith 
Subject: RE: ABACUS 2006-12 - Writedowns immediately prior to Stated Maturity 

Completely unaware of this language. 

--Original Message-
From: Williams, Geoffrey lmailto:Geoffrev.Williamstalt:s.coml 
Sent: Sun Apr 23 18:24:022006 
To: Meyer, Chris; Gerst, David 
Cc: Egol, Jonathan; Tourre, Fabrice; Yukawa, Shin; Ghetti. Belinda; Guamuccio, Keith 
SUbject: RE: ABACUS 2006-)2 - Writedowns immediately prior to Stated Maturity 

See ID.3(f) of the Indenture of this transaction. nus was negotiated with 
S&P in connection with our last transaction, ABACUS 2006-8. 

From: Meyer, Chris [mailto:christopher mever@standardandpoors.coml 

Permanent Subcommitttt on Investil!ltions 
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Sent: Sunday, April 23, 2006 6:18 PM 
To: Williams, Geoffrey; Gmt, David 
Cc: Egol, Jonathan; Tourre. Fabriccj Yukawa, Shinj Ghetti, Belinda; 
Guamuccio, Keith 
Subject: RE: ABACUS 2(){)6..l2 • Writedowns immediately prior to Stated 
MaIllrity 

Geoff, 

I'm unaware of market related infonnation ever being used to determine the 
amount that should be posted in connection with Writcdowns of any kind. 
Given that Belinda, Keith Guamuccio and I are highly involved with issues 
relating to PA YGOs, we'd be most interested in knowing where 'We've approved 
this type of language - since this would be a significant departure from 
our current criteria. As you point out, it is a conservative position for 
S&P to take, but it is one we've taken with all Dealers. Since time is of 
the essence, this may be another issue that we table for 2006-12, but would 
have to be addressed in future trades. 

Regards, 
Chris 

- ·Original Message---
From: Williams, Geoffrey Tmaiho:Geoffrev. WilliamS@gs.com] 
Sent.: Sun 412312006 3:25 PM 
To: Meyer, Chris; Gerst, David 
Cc: Egol, Jonathan; roum, Fabrice; YuJcawa, Shin; Ghetti, Belinda 
Subject: RE: ABACUS 2006-12 - Writedowns immediately prior to Stated 
Maturity 

Ouis - we're happy to build in the appropriate I year / 3 year COO 
language that you dc!>Cribe in your first point below. However, we are not 
going to be able to accommodate your second request. We drafted this 
language in the spirit of the clause that we recently incorporated (and bad 
approved by both you and Moody's) into our cds confinn which governs the 
amount tha! must be posted given an implied writedown of a COO reference 
obligation. The premise is that marlcet infonnation is very relevant in 
determining whether or not a reference-obligation that has sustained 
writedowns is expected to write back up and 1 do not see why this 
methodology is relevant only in detennining the amount that should be posted 
under the cds. 

I would add that this scenario is very different from an optional redemption 
as you point out below since the optioilal redemption is at Goldman's option 
and a sta1cd maturity is not. We therefore cannot settle for the most 
conservative altemativt; as I believe you are suggesting. 

David .. can you please point Chris to language be is looking for ~m his 
third point? 

Let us know if you have any questions. Thanks. Geoff. 

From: Meyer, Chris [mailto:christopher mever@standardandpoors.com] 
Sent: Saturday, April 22, 2006 6:03 PM 
To: Gerst, David 
Cc: Egol, Jonathan; Tourre, Fabrice; Williams, Geoffrey; YuJcawa, Shin; 
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Ghetti, Belinda 
Subject RE: ABACUS 2006-12 - Writcdowns immediately prior to Stated 
Maturity 

David, 

I've had an opportunity to review the proposed language this afternoon. 

1. Clause (b) - the one calendar year - CW'C period- is only applicable to 
non...cDO Reference Obligations in this case, the RMBS and CMBS Reference 
Obligations). For COO Reference Obligations. our criteria is that we'll 
deem a Reference Obligation, wt;.ich bas experienced a Writedown, to be 
-defaulted" (a) after one year if the Reference Obligation is 
undercollateralized by more than 25% and (b) after three years if the 
Reference Obligation is undercollateralized by 25% or less. 

2. Clause (A) -- rm a little confused. I thought the proposal put forth 
00 Wednesday was that to the extent there was any Writedown which (per our 
tests) hadn't been deemed permanent, then Goldman would reimbune the full 
amount of the Writedown. The current formula suggests Goldman may pay an 
amount less that the full amount of the Writedown. I was expecting to see 
language similar to the Optional Redemption Reimbursement Amount, which 
addresses the exact same concern in the context of when Notes are optionally 
<Cdecmod. 

If you can direct me to the specific location in the Schedules of the Basis 
Swap and Put that contain the identical language to Part l.3(v) of the CDS 
Schedule, I would appreciate it. 

Chri, 

-Original Messag~ 
From: Gerst, David [mailto:David.Gerst@g~.cQml 
Sent Fri 4/2112006 9:30 AM 
To: Meyer, Chris 
Cc: Ego!. Jonathan; TOurTe, Fabrice; Williams, Geoffrey; Yukawa, Shin 
Subject: ABACUS 2006-12 - Writedowns immediately prior to Staled Maturity 

Chris, 

Below is our proposed language to detennine how much Goldman has to 
pay the Issuer if a writedown occurred shortly before maturity of the Notes. 

On the Stated Maturity for any Series of Notes, if (i) any such 
Series of Notes maturing on such date has an ICE Currency Adjusted Aggregate 
Outstanding Amount Differential greater than zero and (ii) an ICE Reference 
Obligation Notional Amount Differential is greater than zero with respect to 
one or more Reference Obligations (a) that remain in the Reference Portfolio 
at such time of detennination, (b) with respect to which the ICE Reference 
Obligation Notional Amount Differential was equal to zero on the day that 
was one calendar year prior to such Staled Maturity, (c) that, at the time 
of such Staled Maturity, has an Actual Rating ,above (1) if rated by Moody's, 
·Ca- (2) if rated by S&P, ·CC" or (3) if rated by Fitch, "CC· and (d) with 
respect to which no Credit Event (other than a Writedown) has occurred at 
any time on or prior to such Stated Maturity, Goldman will pay to 
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Counterparty an amount, if greater than zero, equal to the lesser of (A) the 
aggregate of the difference, determined for each such Reference Obligation, 
of (i) the ICE Reference Obligation Notional Amount Differential of such 
Reference Obligation and (ii) if greater than zero, the ICE Reference 
Obligation Notional Amount of sucb Reference Obligation less the related 
Current Dollar Price and (B)tbe ICE Currency Adjusted Aggregate Outstanding 
Amount Differential of each Series of Notes for which the Stated Maturity is 
such dale. 

Also, please note that Section 7.10 of the Indenture (issuing 
orrlinary shares) and the Basis Swap and Put Schedules (regarding Bankruptcy) 
address your concerns as previously drafted. Let me know if you need me to 
point you to the appropriate provisions. 

David 

The information oontainod in this message is intendod only for the 
recipient, and may be a confidential attorney-cl ient communication or may 
otherwise be privilegod and confidential and protected from disclosure. If 
the reader of this message is not the intended recipient. or an employee or 
agent responsible for delivering this message to the intended recipient, 
please be aware that any <lissemination or copying of this communication is 
strictly prohibited. lfyou have receivod this communication in error, 
please immediately notify us by replying to the message and deleting it from 
your computer. The McGraw-Hili Companies, Inc. reserves the right, subject 
to applicable local law, to m.onitor and review the content of any electronic 
message or information sent to or from McGraw-Hili employee e-mail addresses 
without informing the sender or reCipient of the message. 
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From: 
Sent: 
To: 
Subject: 

Bieber, Matthew G. 
Thursclay, March 15,200710:36 PM 
Ostrem, Peter L 
RE: Strudured Note Methodology 

We'll get this done - right now, we're resiz ing tranching based on revised methodology 
this e vening. Will confirm with agencies in the morning. By mid day I'll have a better 
idea of whether we need to delay settlement . 

-----Original Message----­
From: Ostrem, Peter L 
Sent: Thursday, March 15, 2007 11:34 PM 
To : Bieber, Matthew G. 
Subject: Re : Structured Note Methodology 

Yep 

Original Message -- - - ­
From : Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Thu Mar 15 23:15:44 2007 
Subject : RE: Structured Note Methodology 

Moody's doesn't know our pr ice - and GSC economics will be preserved : 

Proceeds + premium = $12mm 
Coupon is 400 
OM is 200 

-----Original Message----­
From: Os trem, Peter L 
Sent: Thursday, March 15, 2007 11 : 00 PM 
To: Bieber, Matthew G. 
Subject: Re : Structured Note Methodology 

Only one option for GSC. Higher attachment point and ok to have higher exhaustion point . 
Always 12mm cost for premium . Always Baa2 for them and always l2mm cost for 400cpn at 
20 0dm. By the way, moodys should not know our price . Tell them its par and we will charge 
a higher fee if necessary . 

----- Original Message ----­
From: Bieber, Matthew G. 
To: Ostrem, Peter L 
Sent: Thu Mar 15 22 : 28 : 34 2007 
Subject: RE: Structu red Note Methodology 

No - not tonight . May need to get you on the phone with Moody ' s tomorrow, since Eric 
responds most to you. We'll see how they react to my second email . 

Oeva and Michelle inco r porating the methodology into model tonight - as a s hortcut, we've 
asked moody's what the inc r emental subordination necessary to get to a Baa2 rating would 
need to be from their perspective. 

Either way, we 'll still have to go back to GSC tomorrow with the changes (Si ze/premium) 
f or their given dm. 

Permanent Subcommittee on Investigations 
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Depending on how quickl y this resolves itsel f, we'll figure out what to do in t e rms of 
delaying settlement. 

Will update you tomorrow morning when I have more color. 

-----Original Message----­
From: Ostrem, Pete r L 
Sent: Thursday, March 15, 2007 10:22 PM 
To : Bieber, Matthew G. 
Subj ect : Re: Structured Note Methodology 

Agree with that. Can I help tonight? 

Original Message 
From: Bieber, Matthew G. 
To : Ostrem, Peter L 
Sent: Thu Ma~ 15 21:55:26 2007 
Subject : RE: Structured Note Methodology 

We didn't print. Pursuing your suggestion. We' ll see if we need to delay s ettlement 
tomorrow. 

This is still an issue. We need cla r ity on how moody's, who doesn't make markets in COOs, 
feels it has the expertise to establish "market" levels. 

-----Original Message----­
From: Ost rem, Peter L 
Sent : Thursday, March 15 , 2007 9:53 PM 
To: Bieber, Matthew G. 
Subj ect· : Re: St ructured Note Methodology 

Raise attachment to get to Baa2. Get signoff from moody's and repri nt blac k. Lengthen 
settlement date a day o r 2 if necessary. 

Right? 

----- Original Message ---- ­
From: Biebe r, Matthew G. 
To: Ostrem, Peter L 
Sent: Thu Mar 15 21:36:31 2007 
Subject : FW: Structured Note Methodology 

We' re going to have an issue with this. Moody's tells us we get a Baa3 rating on the note. 
Two options : 

1 ) we can talk to Ed an josh and tell them about the revised rating agency methodology 
and that they have a Baa3/BBB note - we should still be able to get the same 

2) we can ki c k and scream to Moody's (and of course make coherent arguments) - al t hough 
I'm not sure how much good this will do 

In the process of coming back to moody's - but I wanted to see if you thought this is 
something we should bring up with Ed. t i ming is rather tight . 

From: Kolchinsky, Eric [mailto:Eric.Kolchinsky@moodys . com] 
Sent: Thursday, March 1 5 , 2007 9 : 25 PM 
To: Bieber, Matthew G. ; Paroda, Prashant 
Cc: Ostrem, Peter L; Chitso n, Michele; Mi shra , Deva R. : Lin, Shelly 
Subject: Re : Structured Note Methodology 
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Matt 

The structured note methodology is internded to be applied to any bond with an off­
market coupon. 

Since the coupon/spread is used to discount losses, it is a crucial part of the 
ra ting . The structured note overcomes the dis tortions produced by off-marke t coupons by 
discounting both the promise and the result by the same r isk- free ra te. 

As you can imagine, we have needed to apply the methodolody nume rou s times in the 
pas t few months. 

Thank you 
Eric 

-----Original Message-----
From : Bieber , Matthew G. <matthew . bieber@gs.com> 
To: Kolchinsky, Eric ; Paroda , Pras hant 
CC : Ostrem, Peter L <Peter . Os trem@gs.com> i Chitson, Michele 

<Michele . Ch itson@gs . com> ; Mishra, De va R. <deva . mishr a @gs.com>; Lin, Shelly 
<shelly.lin@gs.com> 

Sent : Thu Mar 15 20 :4 7 :1 1 2007 
Subject : Stru ctured Note Methodology 

Eric and Prashant -

One issue that has just come to my at ten tion is that we're being asked to run the 
structured note met hodology for the Clas s D Note s in Anderson Me zzanine Funding. The 
r ating we are targeting on the note addresses the full payment of inte rest and pr i ncipal 
on the note at maturity (j ust like the other pik-able no t es in the transaction) . 

I wan ted to get a better understanding why the change in methodology f o r rating th is 
tranche, given its payment characteristics are no dif fer ent than any other Baa2 tranche 
we've asked Moody's to rate . We're printing this evening , and the rating Prashant is 
telling the team here he gets on the Class D Notes is Baa3 rather than the Baa2 we are 
r equesting. I'd like to discuss with yo u thi s evening , if possible . 

I can be reached at the office at 212 - 357-9193 or on my cell 917 - 533-1417 . 

Regards, 
Matt 

Q Copyright 200 7 The Goldman Sachs Group, Inc . All rights reserved . See 
http://www . gs . comJdisclaimer/email -salesandtrading.html 
<http:/ / www. gs . com/disclaimer /email -salesandtrading .htrnl> for importa n t risk dis closure, 
conflicts of interest and other terms a nd conditions relating t o this e-mail and your 
reliance on information con tained in it. This message may contain confiden tial or 
privileged information. If you are not th~ i ntended recipient, pl~ase advise us 
immediately and delete this message . Se~ http : //www .gs. com/disclaimer/email/ 
<http : //www . gs.com/disclaimer/email/> for fur ther infoDmation on confidentiality and the 
risks of non-secure electronic communication . If you cannot access these links , please 
notify us by r eply meSSAge and we wil l send the contents to you. 

The infoDmation contained in this e-mail message, and any attachment thereto, 
is confidenti a l and may not be disclosed without ou r express permission . If you are not 
the intended recipient or an e mpl o yee or agent r esponsible for delivering this message to 
the intended recipient , you are hereby noti fied that you have received this message in 
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error and that any review, dissemination, distribu tion or copying of this message, or any 
attachment thereto, in whole or in part, is strictly prohibited. If you have received thi s 
message in error, please immediately notify us by telephone, fax or e-mail and delete the 
message and all of its attachments . Thank you . Every effort is made to keep our network 
free from viruses . You should, however, review this e-mail message, as well as any 
attachment thereto, for viruses. We take no responsibility and have no liability for any 
computer virus which may be transferred via this e-mail message. 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Wisenbaker, Scott 
Thursday, March 01 , 2007 6:34 PM 
Ostrem, Peter L; Bieber, Matthew G. 
ficc-spgsyn 
Anderson questions from Maltezos 

wants more color on asset selection process, especially with respect to GSC involvment 
what is the overlap with names in the ABX indicies. 

wants to try to position the trade as a opportunity to get exposure to a good pool 01 assets and wants to make sure the 
deal isnt seen as a risk reduction/position cleanup trade by accounts. 

#172 
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From: Ostrem, Peter L 

Sent: Tuesday, March 13,20079:01 AM 

To: Wisenbaker, Scott; Bieber, Matthew G. 

Cc:: Lehman, David A. 

Subject: Anderson and Timberwolf - Internal talking points 

Scott, can you add some comps on each deal type. Good comps for Anderson are (Halcyon, Tourmaline, STACK, and E 
Trade). Good comp for Timberwolf is Lancer and Harding's deal. 

Anderson Funding, a $305mm Mezzanine SP COO 
AXE: Senior AAAs, Subord inate AAAs, AAs, As. BBBs are SOLD. Equ ity Interest send to SP COO desk. 

• Portfolio selected by GSC. Goldman is underwriting the equity and expects to hold up to 50%. GSC is 
underwriting all the BBB rated notes. 

• Low fee structure (no upfront fees to GS or GSC and only 5bp ongoing fee to GS) further enhances notes when 
compared to other Mezz SP CDOs with high upfront and ongoing expenses (typically 1pt upfront and 20·35bp 
ongoing). 

• No reinvestment risk. Shortens WAL of all dabllranches and eliminates exposure to reinvestment risk. Portfolio is 
100% identified and available for review. From a WAL standpOint, this deal will be significantly shorter than other 
Mezz SP COOS in the market. 

• Higher subordination vs. other Mezz SP COO deals in the market. Comparison of current deals shown below 
(Scoll please add). 

TImberwolf, a $l bln Single-A SP COO Squared 
AXE: Subordinate AAAs, AAs, As. Senior AAAs are SOLD. BBBs are SOLD. EQUITY Is SOLD. 

• Portfolio selected and to be defensively managed by Greywolf (Greg Mount). Goldman and Greywolf are each 
taking half the equity . 

• Higher in credit trade (portfolio is 100% rated at least single-A) with a focus on Men and HG SP COO debt. 
• No reinvestment risk. Greywolf has ability to sell assets that they feel are underperforming vs. expectations but all 

principal proceeds paydown debt . 
• Super senior note is already presold and we are focused on finding buyers in the sub-triple-A, double-A, and 

single-A tranches. Goldman and Greywolf have committed on equity, triple-B, and single-A debt. This deal has 
significant support from both the underwriter and manager and is an opportunity to invest alongside us. 

(Cl Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See http://www.gs.com/disclaimer/email­
salesandtrading.html for important fisk disclosure, conflicts of interest and other terms and conditions relating to this e­
mail and your reliance on information contained in it. This message may contain confidential or privi leged information. If 
you are not the intended recipienl, please advise us immediately and delete this message. See 
http://www.gs.comldisclaimer/emaiVforfurtherinformation on confidentiality and the risks of non-secure electronic 
communication. If you cannot access these links, please notify us by repty message and we will send the contents to you. 

Confidential Treatment Requested by Goldman Sachs GS MBS·E-000898410 



From: 
Sent: 
To: 
Subject: 

Ha. Olivia 
Tuesday, March 13, 2007 9:39 AM 
Bieber, Matthew G.; Fraser, Bridget 
RE: on anderson - how did you get comfortable with all the new cent 

Deva and I are calling wendy at llam to allay her new century concerns. If you have the 
capacity to join that call, that's great. If you are swamped and we are fine in Deva ' s 
capable hands, that works too. This wil be our opportunity to help arm her with ammo for 
her credit who is getting jittery on the new century exposure / servicing concertration . 

-----Original Message----­
From: Bieber, Matthew G. 
Sent: Tuesday, March 13 , 2007 10:37 AM 
To : Ha, Olivia ; Fraser, Bridget 
Subject : RE: on anderson - how did you get comfortable with all the new cent 

Did you talk with deva? Do you still need me? 

-----Original Message----­
From: Ha, Olivia 
Sent: Tuesday, March 13, 20 07 9 :46 k~ 
To: Ostrem, Peter L: Bieber, Matthew G.; Mishra, Deva R. 
Cc : Fraser, Bridget: Recktenwald, Sara 
Subject : FW: on anderson - how did you get comfortable with all the new cent 
Importance: High 

Can we gety ou on the phone with wendy from rabo to get her more comfort on the below -
they are getting credit resistance on the n ew century concentration . We are getting busy 
signals on your lines 

-- ---Original Message-----
from : oha@bloomberg.net [mailto : oha@bloomberg.netl 
Sent: Tuesday , March 13 , 2007 9 : 43 AM 
To : Ha, Olivia 
Subject: on anderson - how did you get comfortable with all the new cent 

on anderson - how did you get comfortable with all the new centu ry collateral in 
particular the new century serviced deals - con side ring you are holding the equity and 
their servicing may not be around is that concerning to you at all? 

Not an offer, recommendation, gen. solicitation or off. confirm of terms. Prepared by 
Research/Sales/Trading from gen. avail . info believed reliable. No representation of 
accuracy/completeness is made or that you will achieve returns indicated . Assumption 
changes may materially impact returns; price/avail. may change w/o notice; past perf. not 
indicative of future results. GS may have a position in any subject investment . GS PRICING 
IS PROPRIETARY; YOU AGREE NOT TO DISCLOSE & WE RELY ON THAT AGMT WHEN FURNISHING (FULL 
TERMS: www.gs . com/disclaimer/pricinginfo) . For UK, issued/app. by GS Int' l , reg . by FSA, 
but not made avai l . to priv. cust . 
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From: 
Sent: 
To: 
Cc: 

Ha, Olivia 
Tuesday, March 13, 2007 12:49 PM 
Ostrem, Peter L; Bieber, Matthew G.: Mishra, Deva R. 
Fraser, Bridget; Recktenwald, Sara 

Subject: Rabo VMG on Anderson· FW: AT THIS POINT IN TIME WE ARE NOT GOING TO BE 
ABLETOPA 

We just got this disapopinting news from Rabo - they are getting turned down by credit 
having to do with NC concentration . 
They are a l so having trouble with a few othe r SP dea ls going thru co~ttee right now . 
Their credit is very jittery and uncomfortable with the headli ne risks despite our efforts 
to help allay their concerns. 
They are disappointed given the work and time they invested in thi s as well and will be 
sorting out where they stand with the ir credit on SP COO NI's in general . 

-----Original Message---- -
From: oha@bloomberg.net !mailto:oha@bloomberg . netl 
Sent : Tuesday, March 13 , 2007 1 : 41 PM 
To : Ha , Olivia 
Subject : Fwd: AT THIS POINT IN TIME WE ARE NOT GOING TO BE ABLE TO PA 

----- Original Me s sage 
From: WENDY ROSENFELD, RABOBANK NEDERLAND 
At: 3/13 13 : 40 : 14 

AT THIS POINT IN TIME WE ARE NOT GOING TO BE ABLE TO PARTICIPATE 
I N THE ANDERSON . THERE ARE MANY CONCERNS REGARDING THE PERCENT 
OF Ne ORI GINATED AND SERVlCED COLLATERAL . 
AND WHILE NOT THE MAIN CULPRIT ANOTHER DIFFICULT TASK IS OPERAT 

ING WITHOUT A RED OR BLACK . 

Not an offer, recommendation, gen. solicitation or off. confirm of terms. Prepared by 
Research/Sales /T rading from gen. avail. info believed reliable . No representation of 
accuracy/completeness is made or that you will achieve returns indicated . Assumption 
changes may materia l ly impact retu r ns ; price /avail . may change w/o not ice ; pas t perf . not 
indicative of future results . GS may have a pOSition in any subject investment . GS PRICI NG 
IS PROPRIETARY ; YOU AGREE NOT TO DISCLOSE & WE RELY ON THAT AGMT WHEN FURNISHING (FULL 
TERMS: www . gs . com/disclaimec/pcicinginfo) . For UK, issued/app. by GS Int'l, reg . by FSA, 
but not made avail . to p r iv . cust . 
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From: 
Sent: 
To: 
Subject: 

Wisenbaker. Scott 
Fnday, March 16, 20076:26 PM 
Ostrem, Peter L; Bieber, Matthew G. 
RE: Smith breedan on Anderson 

we are following up monday am . 

-----Original Message----­
From : Ostrem, Peter L 
Sent : Friday, March 16, 2007 6 : 26 PM 
To : Wisenbaker, Scott; Bieber, Matthew G. 
Subject: Re: Smith breedan on Anderson 

Yeah? So - fix the miscommunication so the probability goes up . 

Original Message ----­
From: Wisenbaker, Scott 
To : Bieber , Matthew G.; ficc-spgsyn; Ostrem, Peter L; Lehman , David A. 
Sent: Fri Mar 16 18:02:04 2007 
Subject: RE : Smith breedan on Ande r son 

we will follow up with n i cole to make sure that they understand the deal correctly, but 
regardless , it looks like they are lower probability to be involved ... 

From : Bieber, Matthew G. 
Sent : Friday, March 16, 2007 5 : 59 PM 
To : Wisenbaker, Scott; ficc-spgsyn ; Ostrem, Peter L; Lehman , David A. 
Subject : RE: Smith breedan on Anderson 

The deal does not have interest coverage tests 

From: Wisenbaker , Scott 
Sent : Friday, March 16, 2007 5:54 PM 
To : ficc-spgsyn; Bieber , Matthew G.; Ostrem, Peter L; Lehman , David A. 
Subj ect: Smith breedan on Anderson 

From : Brocato, Russell 
Sent : Friday, March 16 , 2007 3:33 PM 
To: Wisenbaker , Scott 
Subject : Nicole called 

Smith Breeden is out on Anderson - they feel like the deal will be 
dowgraded and will have interest coverage issues. 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-000902498 



From: 
Sent: 
To: 
Ce, 
Subject' 

Bieber, Matthew G. 
Sunday, March 18, 2007 4:43 PM 
Wisenbaker, Scon; Black, Robert N 
Ostrem, Peler L 
RE: Anderson 

Anything more from these guys - or are they officially dead now? Question of spread? 

From: 
Sene 
To: 
Cc 
Subject: 

WIsenbaker, Scott 
Wednesday, March 14, 2007 4:37 PM 
Bieber, Matthew G.; Black, Robert N 
Ostrem, Peter L 
RE: Anderson 

Sandelman still nol dead... trying to get a level on some A1 Band/or A2's.. . they will likely want to finance 

From: 
Sent: 
To: 
C<, 
Subjett 

Bieber, MatthewG. 
wednesday, March 14, 20074:36 PM 
'Nisenbaker, Scott; Black, Robert N 
OStrem, Peter L 

"""""'" 
Looking like both dcp and terwin out. New century issues. 

C Capyricltt 2007 The Goldman s.dts Group.loe. AU rights reaerved. See http1Jwww.g!.eorn!di!e)a1mer1c!llJl.il-salu.mliuldinl.htmlfor important risk 
discloswe. (:()gJliI:U 0( interesl aad otlx:r terms &Dd c:ooditiom n:Lati"l \(I this ~mai.I ud your reillDDe OIl iDformation oomaiDed III it. This message 1liiy o;oor.ajq 

c:oafideoti&l or privilcged information. If)'<;J.I are. DOt !be. iDIeoded r!Cipieu1. ~ adyj", ul ilDlJllldial.eiy aad deIeu this _ge. See 
h!!p:I ............ p .amIdi!("l.imericmai Ll tor fuctlwo- infcnnation 01'1 c:anfidentialily and !be. risks 0( ~ d ccuonic communic&!iOll. If )'<;J.I canD<ll I IXCf,S tlw:$e 

links, pleue Dd..ify 11.1 by rq>Iy meuage ud we will aeM ~ COaIcllU 10 y<:u. 
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From: Ostrem, Peter L 
Sent: 
To: 
Subject: 

Tuesday, March 20, 2007 4:21 PM 
Bieber, Matthew G.; Mishra, Deva R. 
Re: Moneygram - Anderson Mezz 

Profit ! 

----- Original Message ----­
From: Bieber , Matthew G. 
To : Mishra , Deva R.i Ostrem, Pete r L 
Sent : Tue Mar 20 17 : 19 : 35 2007 
Subject : RE : Moneygram -- Anderson Mezz 

sales were i ns i de of our takedown l evels of 
225 on A-2 ' s 
350 on B' s . 

-----Original Message-- - -­
From: Mishra, Deva R. 
Sent: Tuesday , March 20 , 2007 5 : 18 PM 
To: Ostrem, Pe ter L 
Cc : Bieber, Ma tthew G. 
Subject : Moneygram -- Anderson Mez z 

Sold : 
15mm of A-2s a t 200 
Smm of Bs at 300 

coo Structur ing , Marketing , and Principal Investments 
(212) 902-7002 
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From: 
Sent: 
To: 
Subject: 

Ostrem, Peter L 
Tuesday, March 27, 2007 8:09 PM 
Bieber, Matthew G. 
Timber I Anderson 

Excel lent job pushing to closure these deals in a period of extreme difficulty . You showed 
your ability to execute and maintain leadership amongst the t eam. Good job Biebe r . Thanks . 

1 
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From: 
Sent : 
To: 
Subject: 

Herald - Granoff, Melanie 
Thursday, November 16, 2006 10:29 AM 
Kreitman, Gail 
ACA and Freemont deal 

Yesterday when I spoke with Luke and he said they were dropping from the freemont deal he 
said he had set up a call with them. (we offered to do this for h i m, but they know david 
wells and just set up themselves) . Luke s aid that he would give me feedback on the call, 
which is below. After receiving t his , I called Luke to thank him , get the verbal 
version, and just confirm that they s t ill wanted to be out of our deal. That is still 
the case. They didn't feel like the learned a lot of new information and that the cha nges 
fremont is maki ng aren't that major. They are concerned about all the fremont exposure 
they al r eaady have , are going to put Fremont "in the box" for the time being . 

our meeting was pushed ti l l about 4 but here's the short version 

fremo n t has tightened guidelines on 80/20 's, first time homebuyers, second liens, and 
stated income borrowers . They believe that performance is worse across the board not just 
in their pools and that servicers expla i n some of the inconsistancy . The think their 
servicing shop does a better job with their loans . My hope is that a ll these stretched 
borrowers who were saved by HPA i n the past are getting out of the pools early and that 
the fremont core borrower continues to perform b ut fremo n t refused to make any forward 
looking statements so we really got nothing from them on the crap pools 
that are ou t there now. best, luke 

Not an offer, recommendation, general solicitation or official confirmation of terms . 
Prepared by Research or Sales/Trading personnel from generally available information 
be lieved to be reliable . No representation of accuracy or completeness . Indicated ret urns 
not guaranteed . Assumpt ion changes may material ly impact returns. Price/availability 
subject to change without notice . Past performance not indicative of f uture results. 
Gol dman Sachs may have previously accumulated long/short positions in any subject 
invesqment . For UK purposes, issued or approved by GS International, which is aut horized 
and regulated by the financial Services Authority , but not made available to private 
customers 

Permanent Subcommittee on Investigations 

EXHmIT#173 
Confidential Treatment Requested by GOldll.---~~~~~~~--'" GS MBS-E-008203757 



Subject : 
Location: 

Start: 
End: 

Recurrence : 

Meeting Status: 

Importance: 

Canceled: Meet with Paulson, potential equity investor 
57th & Madison 

Man 1/812007 9:30 AM 
Mon 1/812007 11 :30 AM 

(none) 

Not yet responded 

High 

Permanent Subcommittee on Invuth·ations 

EXHIBIT #174 
Confidential Treatment Requested Under FOIA 
by Fried Frank Harris Shriver & Jacobson llP 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Laura Schwartz (Ischwartz@aca.com] 
Monday, January 08, 2007 7:05 PM 
gkreitman 1@ bloomberg.net 
Keith Gorman 
Paulson meeting 

I have no idea how it went - I wouldn't say it went poorly, not at all , but I t hink it 
didn ' t help that we didn't know e xactly how they want to participate in the space . 
Ca n you g e t us some feedback? 

Laura Schwartz 
ACA Capital 
(212) 375 2011 
Lschwartz@aca . com 

Coofidential Treatment Requested Under FOIA 
by Fried Frank Harris Shriver & Jacobson LLP 
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From: 
Sent: 
To: 
Subject: 

Attachments: 

~o 
Paulson 

l'atfoIio.xls 

Laura Schwartz Ilschwartz@aca.com) 
TueSday, January 09, 2007 2:31 PM 
Ava Regal 
FW: Paulson Portfolio 

Paulson Portfolio.xls 

Confidential Treatment Requested Under FOIA 
by Fried Frank Harris Shriver & Jacobson LlP 
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Subject : 
Location: 

Start: 
End: 
Show Time As: 

Recurren ce: 

Meeting Status: 

Call with Fabrice re Paulson 
Laura's office 

Wed 1/10/2007 10:30 AM 
Wed 1/10/2007 11 :00 AM 
Tentative 

(none) 

Not yet responded 

Confidential Treatment Requested Under FOIA 
by Fried Frank Harris Shriver & Jacobson LLP 
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From: 
Sent: 
To: 
Subject: 

Laura Schwartz (lschwartz@aca.comJ 
Sunday, January 28, 2007 11 :43 AM 
Alan Roseman: Ted Gilpin 
Not a boon doggie 

Well I went to the UBS COO conference in Jackson Hole which I expected to be the very 
first boon doggIe I attended. It turned out to be very worthwhile from a business 
perspective - I sat down and hammered out collateral and structural issues on two deals ; 
with both the Paulson pm and the Morgan Stanley prop head. The Paulson pm wasn't even at 
the conference but came over to me in the mounta in cafeteria and asked to get together . 
In addition several of OUI: " real " money investors were at the conference - Alfa Insurance, 
Crystal Fund, Munich Re . Ambac was also there and Scott Gordon told me they had a very 
ambitious 2007 plan (they are looking at our euro clo) . 
After seeing our schedule , I asked Dennis to bring another credit analyst to th e ASF 
conference in Vegas (Tracy is coming) so it will be me, Keith, Dennis and Tracy . We have 
15 new and existing investor meetings and 1 1 mortgage originator meetings so we are 
dividing and conquering . We are officially marketing Lancer II and ASS 07-1 . 

I will be back in the office o n Thursday . 

Laura Schwartz 
ACA capital 
(212) 375 2011 
Lschwartz@aca.com 

Confidential Treatment Requested Under FOtA 
by Fried Frank Harris Shriver & Jacobson LLP 

ACA-ABACUS-00003032S0 



From: 
Sent: 
To: 
Subject: 

Laura Schwartz {Ischwartz@aca.coml 
Sunday, January 28, 20071 :28 PM 
GaU.Kreitman@gs.com 
Re: Our discussion 

Ok . Can you arrange a meeting on the 5th to discuss Paulson? 

Laur:a Schwartz 
ACA Capital 
(212) 375 2011 
Lschwartz@aca . com 

-----Original Mes~age- ----
From : Kreitman , Gail <Goil . Kreitman@gs . com> 
To: Laura Schwar:tz 
Sent : Sun Jan 28 13 : 03 : 46 2007 
Subject : Re: Our discussion 

Would like to do a calIon this with geoff williams and fabrice after asf if that makes 
sense . 

Original Message -----
From : lschwar:tz@aca . com <lschwartz@aca. com> 
Sent : Sun Jan 28 11 : 27 : 52 2007 
Subject : Our discussion 

Well I have a cdo question and given our: past discuss ion , I would love to have someone at 
Goldman that I could as a question . I don ' t know who to go to but here is the question. 
Why would a magnetar: like equity investor not want abs cdo bespoke tranches in a 
portfolio? I understand that.: they can't s h ort thos e but from a r:eturn perspective they 
should be beneficial - higher spreads, no triggers , etc . What am I missing? 

I.aura Schwar:tz 
ACA Capital 
(212) 375 2011 
Lschwar:tz@aca . com 

This e - mail is not a contract and is not intended to, and does not , cr:eate any obligation . 
It is not a commi tment to insure and is not to be construed as a n offer to sell or the 
solicitation of an o ff e r: to buy any security or: any insur:ance pr:oduct. 

The infor:mation in this e-mail and in any attachments is confidential and intended solely 
for: the attention and us e of the named addressee(s) . This information may be subject to 
legal , pr:ofessional or other pr:ivilege or may other:wise be protected by work product 
immunity or other legal r:ules . It must not be disclosed to any per:son without our: 
authority. 

If you are not the intended r.eci pient, or a person responsible f o r dcliver:ing it to the 
i ntended recipient, please send <l r:eply e-mail not ifying us of the err:or: and delete this 
e-mail from your system . You are not authorized to and must no t disclose , cop y, 
distribute, or retain this message or any part of it . 

Coofidential Treatment Requested Under FOIA 
by Fried Frank Hams Shriver & Jacobson LLP 

ACA-ABACUS-0000303253 



From: 
Sent : 
To: 
Subject: 

Keith Gorman (kgorman@aca.com] 
Monday, February 05, 2007 3:10 PM 
Laura Schwartz: Lucas Westreich 
RE: Revised Portfolio 

Looks good to me . Did they give a reason why they kicked out all of the Wells deals? 

Kei th X Gorman 
Director 
ACA Capital 
212-375-2421 

-----Original Message----­
From : Laura Schwartz 
Sent : Monday , February 05, 2007 3:06 PM 
To: Keith Gorman; Lucas Westreich 
Subject: Revised Portfolio 

Attached is the revised portfolio that Paulson would like us to commit to - all names are 
at the Baa2 level. The final portfolio will have between 80 and these 92 names . ALe 
"we" ok to say yes on this portfolio? 

Confidential Treatment Requested Under FOIA 
by Fried Frank Harris Shriver & Jacobson LLP 
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From: 
Sent: 
To: 
Subject: 

Laura, 

Paolo Pellegrini [Paolo.Pelfegrini@paulsonco.comJ 
Tuesday, February 13, 2007 6:23 PM 
Laura Schwartz 
Sorry I was not yet able to return your call ... 

In answer to your question, the reasons why we decided to go ahead wi th ACA are that , on 
the one hand , you have an impressive infrastructure a nd track r ecord and, on t h e other , 
you are willing to execute a relatively less lucrative assignment with the same level of 
diligence and energy that you apply to all your dea l s . I also appreciated you r direct 
personal inv olvement in selecting the deal's portfolio of refe rence obligations. 

I will be in first thing in the morning and loo k forward to speaking with you then. 

Best , 
Paolo 

Paolo M. Pellegrini 
Vice President 
Paulson & Co . Inc. 
590 Madison Avenue, 29th Floor 
New York, NY 10022 
Phone : (2 12) 956-4129 (direct) 

(212) 956-2221 (main) 
(212) 977-9505 (fax) 

This e-mail may contain confidential and/or privileged information . If you a re not the 
intended recipient or have received this e-mail i n error , please notify the sender 
immediately and destroy/delete this e-mail. You are hereby notified that any u nauthorized 
copying, disclosure or dist ribution of the material in this e-mail is strictly prohibited. 

This communication is for i nformational purposes only . It is not intended as a n offer or 
solicitation for the purchase or sale of any financial i n strument or as an o ffi cia l 
confirmation of any transaction . 
All information contained in this communication is not warranted as to compl e t eness or 
accuracy and is subject to change without n otice . Any comments or statements made in th i s 
commun ication do not necessar.ily reflect th ose of Paulson & Co . Inc . 
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From: 
Sent: 
To: 
Subject: 

Laura Schwartz (Ischwartz@aca,com] 
TueSday, Apo110, 2007 4:12 PM 
Alan Roseman; Ted Gilpin ; Joseph Pimbley; Nora Dahlman; James Rothman; Brad Larson 
Abacus 2007-AC1 

We did price $192 million in total of Class Al and A2 today to settle April 26t h . Paulson 
took down a proportionate amount o f equity (0-10% tranche) . Goldman does e xpect to issue 
more ovec the next 2 weeks as well . 

Laura Schwartz 
ACA Capital 
(2 12) 375 2011 
Lschwartz@aca . com 
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