United States Senate
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

Committee on Homeland Security and Governmental Affairs

Carl Levin, Chairman
Tom Coburn, Ranking Minority Member

EXHIBITS

Hearing On

WALL STREET AND THE FINANCIAL CRISIS:
THE ROLE OF INVESTMENT BANKS |

April 27, 2010

199 Russell Senate Office Building, Washington, D.C. 20510



United States Senate
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

Committee on Homeland Security and Governmental Affairs

Carl Levin, Chairman
Tom Coburn, Ranking Minority Member

EXHIBIT LIST

Hearing On

WALL STREET AND THE FINANCIAL CRISIS:

THE ROLE OF INVESTMENT BANKS
April 27, 2010

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
shorton ....).

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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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 ....).

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.).

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.
1 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.).

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.).

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

Goldman Sachs document, Mortgage VaR change (Q1'07 vs. 04'06) (...desk increasing their
net short risk in RMBS subprime sector.).

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 lot
of shorts already covered.).

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

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).

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.).

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 $810bn notional by reducing the longs in ABX BBB- and
increasing shorts in single name CDS.).

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.).

Goldman Sachs internal memorandum, dated March 2006 [sic - accurate year is 2007], re:
March 7" FWR [Firm Wide Risk] Minutes (“Game Over” - accelerating meltdown for
subprime lenders such as Fremont and New Century.). (excerpt)

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.).

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

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

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 ....).

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

Goldman Sachs internal email, dated July 2007, re: Daily Estimate 07-24-08 - Net Revenues
874M (...especially short mortgages saved the day.).

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.).

Goldman Sachs internal email, dated July 2007, re: correlation information you asked for
(Correlation P&L on the week was 8234mm, with CMBS, CDOs, and RMBS/ABX shorts all
contributing Rest of department is net short RMBS and CDOs, net long cmbs.).

Goldman Sachs internal email, dated August 2007, re: great week (Mortgage Department short
approx. 34bb of AAA ABX).

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).).
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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.).

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 ....).

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.).

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.).

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 ....).

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

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).

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).

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 ....).

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

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.).

Goldman Sachs, Presentation to GS Board of Directors, Residential Mortgage Business,
September 27, 2007.
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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)

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 (+840M), CDO (+822M) and Residential Credit (+312M).).

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 ....).

Goldman Sachs, 3" Quarter 2007 Script (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 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.).

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)

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

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

Goldman Sachs, CDO/CLO details.

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.).

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

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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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.).

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)

a. Goldman Sachs 2007 Performance Review for Daniel L. Sparks. (excerpt)

b. Goldman Sachs 2007 Performance Review for Michael J. Swenson. (excerpt)

¢. Goldman Sachs 2007 Performance Review for Joshua S. Birnbaum. (excerpt)

d. Goldman Sachs 2007 Performance Review for Fabrice P. Tourre. (excerpt)

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).

Goldman Sachs 2009 Letter to Shareholders.

Documents Related to Investment Priorities:

58.

59.

60.

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)

Goldman Sachs internal email, dated October 2000, (...upset that we are delaying their deal.
They know that Hudson Mezz (GS prop deal) is pushing their deal back.).

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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Goldman Sachs internal email, dated December 20006, 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 $38, vs. buy-and-hold rating-based
buyers who we should be focused on a lot more to make incremental $$3 next year . . .).

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'!!!).

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.)).

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.).

Goldman Sachs internal email, dated May 2007, re: LBML 06A4 (bad news . . . wipes out the
mo6s 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).

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.).

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.).

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!).

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).

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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Goldman Sachs internal email, dated October 2007, re: Questions you had asked (...deals to
worry about.).

Documents Related to CDO Offerings:

72.

73.

74.

75.

76.

77.

78.

79.

80.

81.

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

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.).

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).).

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

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.).

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

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.).

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-HE?2
... New Century (71.91%) ....).

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-ACI
since we make $8% proportionately with the notional amount of these tranches sold.).

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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Goldman Sachs internal email, dated April 2007, re: ABACUS 07-AC1 (...seems we might have
to book these pigs.).

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

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.).

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

Goldman Sachs internal email, dated September 2006, re: Hudson Mezz - new (...asked to do
a CDO of 82bln for the ABS desk.).

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.

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 ....).

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.).

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.).

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.).

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

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.).

Goldman Sachs internal email and attachment, dated February 2007, re: Current Anderson
Positions (8140mm out of $305mm total are trades between the CDO warehouse and ABS
trading.).
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Goldman Sachs internal email, dated February 2007, re: Puts at 50 (We should see what
liabilities gsc can take into its other vehicles ....).

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 ....).

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

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.).

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

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.).

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.).

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).

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

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

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

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.

108.
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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)).

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 ....).

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.).

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.).

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 ....).

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.).

Goldman Sachs internal email, dated January 2007, re: ABACUS Transaction - update
(...Paulson has suggested we substitute GSAMP 06-HE4 M8 and GSAMP 06-HES5 MS).

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

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. . .).

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

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

Goldman Sachs internal Memorandum to Mortgage Capital Committee, dated March 12,2007,
re: ABACUS Transaction sponsored by ACA).
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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.).

Goldman Sachs, ABACUS 2007-AC1, 32 Billion Synthetic CDO, Referencing a static RMBS
Portfolio, Selected by ACA Management, LLC, March 23, 2007.

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

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.).

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

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.).

Goldman Sachs internal email, dated May 2007, re: Paulson update (...891mm 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.) .

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 ....).

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.)

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

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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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).

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.).

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

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.).

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.).

Goldman Sachs internal email, dated October 2007, (How did the reivew of the mortgage and
cdo books go?).

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

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

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

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.).

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 I11
and mezzanine-grade Fortius [l CDO transactions, both of which are currently being arranged
by Goldman.).

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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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.).

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.

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

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.).

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

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 ....).

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

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.)

Goldman Sachs internal email, dated December 20006, re: Mezz Risk (We have been thinking
collectively as a group about how to help move some of the risk.).

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 ....).

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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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)

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

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

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

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)

Goldman Sachs, 4007 Fact Sheet (Mortgages: ...FY07 P&L: loans/securities -$4.8B;
derivatives +85.9B).

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

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

Goldman Sachs Mortgage Department Total Net Short Position, February - December 2007
in 8 Billions (prepared by Permanent Subcommittee on Investigations).

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).

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

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?).

Goldman Sachs internal emails, dated June-August 2007, re: Timberwolf sales efforts.
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Washington Mutual, Inc., Follow Up - Subprime Mortgage Market, January 2004.
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.).).

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 are
looking to unwind some of their underlying exposure).

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

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

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

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

a.

Hudson High Grade Funding 2006-1, LTD Offering Circular dated October 30, 2006.

b. Hudson Mess 1 Trade Portfolio 11/16/2006.

Goldman Sachs internal email, dated October 2006, re: Hudson Mezz (... "AIB are too
smart to buy this kind of junk” ....).

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.).

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 ....).
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.).

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 ACI transaction.

¢+ <



MEMORANDUM
To:  Members of the Permanent Subcommittee on Investigations

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

Date: April 26, 2010

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 series 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.

Subcommiittee 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

Permanent 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.



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” (“\VVaR”) 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



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.”



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.> 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.

'Goldman Sachs document prepared for the Subcommittee, undated, GS-PSI-00265.



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,” 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—Ioans 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. In March 2007,

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

® See Exhibit 93f, Subcommittee hearing on Wall Street and the Financial Crisis: The Role of the Credit Rating
Agencies, April 23, 2010.



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.* 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.”®

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.® 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.”’

* See Goldman Sachs spreadsheet, GS MBS-E-013648131.

® “Goldman Sachs: Risk Management and Residential Mortgage Market,” provided to the Subcommittee on
4/24/10, at 3-4.

® Presentation to GS Board of Directors, Residential Mortgage Business, 9/17/07, GS MBS-E-001793853, Exhibit
41.

" Presentation to GS Board of Directors, Residential Mortgage Business, 9/17/07, GS MBS-E-001793844, Exhibit
41.



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.”® 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.® Senior
management had to repeatedly allow the mortgage department to exceed the VVaR 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.”*® 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.”*!

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-PSI1-01974, 2400, Exhibit 55b-c.
° See Goldman Sachs Market Risk Report, 8/14/07, GS MBS-E-012380294, Exhibit 35.

1% Email exchange between Michael Swenson and Donald Mullen, 10/11/07, GS MBS-E-016031234.

1 Email from Lloyd Blankfein to David Viniar and others, 11/18/07, GS MBS-E-009696333.



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.”*? 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-JAC1) in favor of prioritizing Anderson in the short term.”**
The top rating given to the Anderson securities was BBB; about 7 months after the securities
were sold, Anderson was downgraded to junk status.

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.

12 Email to Daniel Sparks, 10/16/06, GS MBS-E-010916991.
3 Email from Mr. Egol to Goldman Sachs personnel, Re: Abacus AC1, 3/2/07, GS MBS-E-002676413.



10

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.”** A senior
Goldnggn executive described the deal as follows: “Boy that timeberwof [sic] was one shi**y
deal.”

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 CDQO’s securities to investors,
including a German bank, 1KB.

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

Y Email from Mr. Bieber, “Re: Timberwolf,” 9/17/07, GS MBS-E-000766370.
> 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.”*°

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.

1° 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.






“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-010678053, 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 to Lloyd Blankfein, 8/22/07, GS MBS-E-009605812, 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,
9/16/07, GS MBS-E-001793840, 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-013703468, 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,
11/18/07, GS MBS-E-009696333, Exhibit 52

“It should not be a surprise to anyone that the 2007 year is the one that I am most proud of to
date. ... extraordinary profits (nearly $3bb to date). ... [D]uring 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. ... | directed the ABS desk to enter into a $1.8 bb short in
ABS CDOs that has realized approx. $1.0bb of p & [ to date. ... [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 performance review of Joshua Birnbaum, GS-PSI-01975, Exhibit 55¢

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



Excerpts from Documents Related to Goldman Sachs:
Profiting at the Expense of Clients

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

-- Goldman Sachs emails exchanged between David Lehman and Josh Birnbaum, 12/22/06 and 12/29/06,
GS MBS-E-011360438, Exhibit 5

“[TThe fabulous Fab ... 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 |
am in convincing myself !!!”

--Goldman Sachs email from Goldman Sachs, 1/23/07, GS MBS-E-003434918, Exhibit 62

“bad news . . . wipes out the més and makes a wipeout on the m5 imminent . . . costs us about
2.5mm ... good news . . . we own 10mm protection on the mé marked at $50 . . . we make
$5mm.”

-- Goldman Sachs email to Michael Swenson, 5/17/07, GS MBS-E-012550973, Exhibit 65

“[Y]ou 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.”
-- Goldman Sachs email from Lloyd Blankfein, 2/11/07, GS MBS-E-009686838, Exhibit 130

“[T1his 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 $3$3, vs. buy-and-hold rating-based buyers who we should be focused on a lot more to

make incremental $$$ next year.”
- Goldman Sachs email from Fabrice Tourre, 12/28/06, GS MBS-E-002527843, Exhibit 61

“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.”

-- Goldman Sachs email from Josh Birnbaum (responding to “We hit a bilsky in PNL today ...
I'm no john Paulson though.”), 7/12/07, GS MBS-E-012944742, Exhibit 146

“[U]pset that we are delaying their deal. They know that Hudson Mezz (GS prop deal) is
pushing their deal back.”
-- Goldman Sachs email to Daniel Sparks, 10/16/06, GS MBS-E 010916991, Exhibit 59

Permanent Subcommittee on Investigations
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(55

“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 Craig Broderick, 3/2/07, 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-004516519, Exhibit 81

“They have just raised another $1bln 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 lot of money in
correlation dislocation and will do as I suggest.”

-- Goldman Sachs email to Daniel Sparks, 5/24/07, GS MBS-E-001934732, 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 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. Clients ultimately believe association with the best is good for them in the long run.”
--Goldman Sachs email to Lloyd Blankfein, 9/26/07, GS MBS-E-009592726, Exhibit 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 1bin+. 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.”

-- Goldman Sachs email to Daniel Sparks, 10/12/07, GS MBS-E-013706095, Exhibit 70

“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.”

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

Prepared by U.S. Senate Permanent Subcommittee on Investigations, April 2010.
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“We expect to place $68.75 million of credit-linked notes from ABACUS 11 with Aladdin for
inclusion in their high-grade Altius IIT and mezzanine-grade Fortius I CDO transactions, both of
which are currently being arranged by Goldman.”
-- Goldman Sachs Memorandum from Fabrice Tourre et al., to Mortgage Capital Committee, 7/31/06,
GS MBS-E-010069336, Exhibit 141

“Opportunities: ... ABACUS-rental strategies, according to which we ‘rent’ our ABACUS
platform to counterparties focused on putting on macro short in the sector.”
-- Goldman Sachs email from Fabrice Tourre, 12/10/06, GS MBS-E-003453843, Exhibit 142

“Goldman was the sole buyer of protection on the entire $2.0 billion of assets ... Goldman is
currently mandated on $40+ bln 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 CDO, 10/30/06, GS MBS-E-0000057886, 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 from Daniel Sparks, 1/26/07, GS MBS-E-010359125, 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-AC1 since we make $$$ proportionately with the notional amount of these
tranches sold.”

- Goldman Sachs email from Fabrice Tourre to Daniel Sparks, et al., 3/30/07, GS 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, Craig Broderick, et. al. 3/8/07,
GS-MBS-E-002206279, Exhibit 75

“[WThen 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&I month,
making over $1BIn that month.”

—2007 performance review of Joshua Birnbaum, GS-PSI-01975, Exhibit 55¢

“[BJoy that timberwo[l]f was one shi**y deal.”
-- Goldman Sachs email to Daniel Sparks, 6/22/07, GS MBS-E-010849103, Exhibit 105

Prepared by U.S. Senate Permanent Subcommittee on [nvestigations, April 2010









From: Viniar, David

Sent: Wednesday, December 13, 2006 8:53 AM
To: Sperto, Savina
Subject: FW: Subprime Mortgage Risk
Attachments: mortgage drilidown.pdf
Pls print thanks

From: Dinias, Michael

Sent: Wednesday, December 13, 2006 8:58 AM

To: Viniar, David; Broderick, Craig -

Cc: Berry, Robert

Subject: Subprime Mortgage Risk

David & Craig

" 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 “CDO". 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
dritidown.pdf

' Permanent Subcommittee on Investigations
EXHIBIT #2

Confidential Treatment Requested by Go GS MBS-E-00972411°




As of cob 12/07/06 Credit

Widemflg Positional Details
Scenario
($mm)
Morigage Trading Desk (658)

Residential Prime “7)
Agency CMO (11) = CMO bonds: Long $2.8bn inventory ($1.3on PAC I, $1.0bn Vantlla, $0.4bn support, $0.1bn Inverse floater) -
stress impact $33mm.
& Hedpges: Short $1.8bn passthroughs (credit $15mm) and $1.4bn swaps (credit $7mm)
Non-Agcy Prime & ARMS (85)

m Loans: Long $5.1bn prime loans ($0.4bn prime fix and $4.6bn prime hybrid and $0.2bn FHA/VA) - stress impact
$32mm.

= Bonds: Long $7.5bn securities ($1.6bn prime fix, $1.9bn prime hybrid, $3.5bn ARMa & $0.5bn Subs) - stress
impact $64mm. '

u Residusls Long $290mm inventory ($155mm MTA negam residuals and $158mm option ARM IQ) - atress
impact $31mm,

m Hedges: Short $2bn passthrus (credit $11mm), $1.5bn libor swaps (credit $4mum) and $2.6bn ABX *AAA" index
(credit $25mm)

Non-Resi Origination (313)
Aoquisition commitement (287) ® Commitment: Lang $8.9bn debt (stress test $89mm) and $1.17bn bridge equity commitmment {stress $198mu)
CRE Loan Trading (19) m Loans: Long $5.0bn commercial mortgage loans ($2.3bn fixed and $2.7bn floating rate loans) - stress impact
Yog;;e:gg: Shart $2.0bn TROR swaps (credit $42mm) and long $0.5bn CMBS protection (credit $8mmm)
AUS Loans & Finance ]

® Loans: Long $0.7bn consumer and auto loans - stress impact §7nm,

CDO/CLO (60) | CDO Pebt: Long $600mm CLX) bonds (stress $6mm)

m CDO Equity: Long $70mm structured product CDO equity (stress $35mm)
u CLO Debt: Long $200mm CLO bonds (stress $3mm)

= CLO Equity: Long $40mm structured product CDQO equity (stress $20mm)
& Hedpges: Long $210mm single name CDS protection on CDO (credit $4mm)

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



From: Viniar, David

Sent: Friday, December 15, 2006 8:57 AM
To: Montag, Tom
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 spand 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 goses
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

To: Viniar, David

Subject: FW: Subprime risk meeting with Viniar/McMahon Summary

is this fair summary?

From: Sparks, Daniel L

Sent: Thursday, December 14, 2006 11:04 PM

To: Montag, Tom; Ruzika, Richard

Subject: 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 detai! 6 areas of risk related to subprime:
ABX/CDS

Loans

Residuals

CDO 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 Ioan securitizations and clean previous positions
3. Sell some more resids

4. Mark the CDO warehouse more regularly (had been pollcy 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 iend to o

8. 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 Investigations
] EXHIBIT #3

Confidential Treatment Requested by Goldman ¢

GS MBS-E-009726498



From: Tourre, Fabrice

Sent: Monday, December 18, 2006 5:24 PM
To: Williams, Geoffrey; Egol, Jonathan; Thomas, Darren; Salem, Deeb
Subject: Re: Single-A ABS 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-SA A3V
GEMST 2005-2A
GEMST 2005-3A
GSCSF 2005~1A
SANDS 2004-1A
SMSTR 2004-1A
TRAIN 2004-5A

aQwaPraoa
w

e = Redacted by the Permanent
Subcommittee on Investigations

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 ¥Rz 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

Permanent Subcommittee on Investigations
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ICM 05-2
SCF 7
GEMST 05-2

Goldman, Sachs & Co.
85 Broad Street | New York, NY 10004
Tel: 212-902-1730 | Fax: 212-428-1100
e-mail: kyle.nagel@gs.com
Goldman
Sachs
Kyle G. Nagel, CFA
Vice President

Structured Credit Marketing

© 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 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: Friday, December 29, 2006 2:57 AM
To: Lehman, David A.

Cc: Swenson, Michael

Subiject: 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: Lehman, David A,

Sent: Friday, December 22, 2006 8:43 AM
To: Birnbaum, Josh

Cc: Swenson, Michael

Subject: Are you around?

Baa2 RMBS shorts from 2006, do you have an axe? The correlation team has ~3 ABACUS trades, mostly
referencing Baa2 RMBS, whlch 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 (i.c il SIS

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 oblngatlon to position the risk.
Call the PL 5-10mm / trade

They will likely do the trades away if we do not engage. | 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 Baa?2 trades.

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

Croldanun

Sachs

David Lehman s = Redacted by the Permanent
Fixed Income, Currency & Commodities Subcommittee on Il’lVCStigatiOﬂS

Disclaimer:

This material has been prepared specifically for you by the Goldman Sachs Fixed Income Commetcial 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, ot 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, 2007 5:23 PM

To: Wisenbaker, Scott; Herrick, Darryl K; Case, Benjamin
Cc: ficc-spgtrading
Subject: WD post

 just talked to YC at ISP about long short trading opportunities related to ABX index. | 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 $10mm-
$20mm of each of these bonds ? We will also show bids for protection on tranches of the ABX.BBB- indices to give ¥l
a sense for that portfolio as well. These guys will want to short back to us some single-A ABS CDO risk, | 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 wauld pair the single-A ABS CDO 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 ) o

To: Cohn, Gary (EO 85B30); Winkelried, Jon (EO 85B30); Montag, Tom; Ruzika, Richard; Viniar,
David; McMahon, Bill

Cc: Gasvoda, Kevin

Subiject: RE: Post

Just finished with trader and controliers.

Different methodologies: trader model runs loan-by-loan evaluation (9600 items), controlier model uses buckets (6
items), a few other differences. ) o -
Agreed that appropriate mark down would be $28.4mm (a lot of change from $22mm this morning is not writing up a
residual). -

Assumption is based on flattish HPA.

From: Cohn, Gary (EO 85B30)

Sent: Thursday, February 08, 2007 4:58 PM

To: Sparks, Daniel L; Winkelried, Jon (EO 85B30); Montag, Tom; Ruzika, Richard; Viniar, David; McMahon, Bill
Cc: Gasvoda, Kevin -

Subject: RE: Post

Any update?

From: Sparks, Daniel L

Sent: Thursday, February 08, 2007 9:16 AM

To: Sparks, Daniel L; Winkelried, Jon; Cohn, Gary; Montag, Tom; Ruzika, Richard; Viniar, David; McMahon, Bili
Cc: Gasvoda, Kevin

Subject: 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 wil! 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 | need to be on the d_esk. | 'm sorry to deliver
- in e-mail and not in person, but | want you to know quickly. Gasvoda and 1 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 Investigations
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From: Cohn, Gary

Sent: Wednesday, February 14, 2007 11:49 AM
To: Blankfein, Lloyd

Subject: FW: Post

From: Sparks, Daniel L

Sent: Wednesday, February 14, 2007 10:49 AM

To: Montag, Tom; Viniar, David; Ruzika, Richard; Cohn, Gary; Winkelried, Jon
Subject: 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 (i EEREEEEEEENS) . but

could hurt our CDO pipeline position as CDQOs will be harder to do.
ABX index pretty flat so far.

it's early.

e = Redacted by the Permanent
Subcommittee on Investigations
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From: Sparks, Daniel L

Sent: Thursday, February 22, 2007 6:57 AM

To: Birnbaum, Josh; Swenson, Michael; Lehman, David A.
Subject: FW: Block size tranche protection offers for Il or others
Thursday.

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

| wilt 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 rigk, and show the ability to listen and execute firm directives.
You called the trade right, now monatize a lot of it.

You guys are doing very well.

From: Egol, Jonathan

Sent: Wednesday, February 21, 2007 11:23 AM

To: Sparks, Daniel L

Cc: Swenson, Michael; Bimbaum, Josh; Lehman, David A.; ficc-mtgcorr-desk; Salem, Deeb
Subject: Block size tranche protection offers for S others

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

e $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 gnd $600mm NC4 with (NS

e $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 Il intermediation, NC5)

*  $500mm notional 40-100 super senior tranche off of 06-1/06-2 BBB- (open risk vs JiJil§ non-callable)

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

Goldman, Sachs & Co.

85 Broad Street | New York, NY 10004
:Im ;i1l ?;fa?:a?n?;j@‘)g:'?'o: +1 917 GEENNED | fax: +1 212428 1247 —Re dacted. by the permi.ncr;:ons
Groldman Subcommittee on Invest gZ00

Suchs
Jonathan M. Egol
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. We are
nat solicifing any action based upon this material. Opinions expressed are our present opinions only. The materidl is based upon information which we
consider reliable, but we do nat represent that it is accurate or complste, 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 ars not suitable for all investors. We, or parsons invoh{ed 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 qual advice; such
matters should be discussed with your advisors and or counsel. In addition, we mutually agree that, subject to applicable faw, you may d}sc!ose any anfi
all aspects of this material that are necessary to support any U.S. federal income, tax benefits, without Goldman Sachs impaesing any limitation of any.kmd.
This matetial has been issued by Goldman, Sachs & Co. and has been approved by Goidman 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 Hs_distnbutlon in Canqda.
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 Mifan, or at its London branch office at 133 Fleet Street.
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From: Sparks, Daniel L

Sent: Wednesday, February 21, 2007 10:09 PM
To: Winkeiried, Jon (EO 85B30)
Subject: 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 igdex
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
Tot: 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 +30mm (50/50 FICC/IBD)

Single names +60mm

Index (42) ram
Index tranches/index flat

CDO CDSs +2 Smm

Permanent Subcommittee on Investigations
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CDO positions (5) mm

CDO warehouse (5)mm
Other +6
Total +54 to FICC (+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.

Confidential Treatment Requested by Goldman Sachs GS MBS-E-010381095



From: Sparks, Daniel L

Sent: Tuesday, February 27, 2007 7:58 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 CDOs or take other steps to reduce CDO pipeline risk
(2) cover more single name shorts BBB- and BEB

(3) reduce the basis trade between BBB- index and BBB- single names

(4) reduce the index/index trades in A and ARAA

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

Permanent Subcommittee on Investigations
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Mortgage VaR Change 1’07 vs. Q4’06

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 ABX
market and the desk increasing their net short risk in RMBS subprime sector.

Daily VaR ($mm) |
23-Feb] 24-Nov Diff]
Mortgages 85 13 2
Derivatives 3 3 -
Residential Prime 3 3 -
Residential Credit 7 3 4
Non-Resi Origination 2 2 -
SPG Trading 90 7 83
CDO/CLO 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 ABX index increased
substantially over the quarter, for example, daily volatility of ABX "BBB-" index
increased from 5 bps to 53 bps. During the same period, ABX “BBB-" 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
AAA 1.3 0.2 1

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

2/23/2007 11/24/2006 Difference

Spread DVO1 ($K/bp) Spread DVO1 ($K/bp) Spread DVO1 ($K/bp)

Single Single|

Name Single] Name
Rating CDS| ABX] Total] |Rating | Name CDS| ABX] Totall |Rating CDs[ ABX] Totall
AAA (67) (11), (78) AAA (103) (816)‘ (919)] JAAA 36] 805 841
AA 23 108] 131 AA (43) 6| (37) AA 66| 102 168
A (1,284) (534)] (1,817) A (624) (4558 (1,079)} 1A (659) (79) (738)
BBE (503)] (332)] (a35) BBB (236) 161 (74)] |eBB (267)]  (493) (761)
B8BB- (686), 4791 (207) WBBB- (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

Permanent Subcommittee on Investigations
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Significant Cash Inventory Change (Q1’07 vs. Q4'06)

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

e Residential Credit Loans: The overall loans inventory
decreased from $11bn 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 $0.7bn and S&D Loans remained unchanged at
$0.8bn.

o Acquisition Commitment:

o @lP: 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
& $2.5bn senior debt and $0.8bn equity risk.

Confidential Treatment Requested by Goldman Sachs GS MBS-E-010037311
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Date: February 28th, 2006
To: Firmwide Risk Committee

Re: February 28th FWR Minutes

The February 28th Firmwide Risk Committee meeting commenced at 7:30am.  The mecting was chaired
by David Viniar 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

e  VaRup 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 subprime 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 commercial mortgage loan yesterday. The deal was very well
subscribed.
Busincss continuing to clcar out loans.
Noted there is some market concern in alt-a/prime space. However, nothing specific.

Redacted
by
Permanent Subcommittee

on Investigations

Any Other Business
None.
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From: Dan SN Sparks ()

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

To: Sparks, Daniel L
Subject: call
Staffing

Responss 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 pecple OK
Views on what will happen or what we shouid be doing

For private side
Who is dealing with sach 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

Permanent Subcommittee on Investigations
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From: Cohn, Gary

Sent: Monday, March 05, 2007 9:31 PM
To: Evans, J. Michael; Blankfein, Lloyd; Winkelried, Jon; Viniar, David; Rogers, John F.W.
Subject: 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 05, 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 05, 2007 9:21 BPM

To: Blankfein, Lloyd; Cohn, Gary; Winkelried, Jon; Viniar, David; Rogers, John F.W.
Subject: EFW: +0.79% NK225 +1.62% HANG-SENG

Fyi, looking a little better, particularly ICBC.

————— Original Message~-—-—-

From: QT@gs.com [mailto:QTRgs.com]
Sent: Tuesday, March 06, 2007 10:10 AM
To: Subramanian, Bala

Subject: +0.79% NK225 +1.62% HANG-SENG

Description Level Change
NIKKEI 225 16773.98 +0.79%
TOPIX INDEX 1682.00 +1.16%
MTFEG 1380000.00 ~0.00%
MIZUHO FINL 798000.,00 -0.50%
SMFG 1110000.00 -0.89%
AOZORA BANK 4339.00 -1.13%
SING TELE 3.16 +0.64%
BANK OF CHINA 3.62 +0.84%
ICBC 4.11 +3.01%
HANG SENG INDEX 18966.49 +1.62%
S&P/ASX 200 5717.20 +1.12%
KOSPI 200 INDEX 180.59 +1.63%
FTSE CHINA 15236.60 —-5.14%
INDIA 0.00 +0.00%

TAIWAN WEIGHTED 7396.35 +0.71%
STRAITS TIME IDX 3028.14 +1.54%

JAP GOV BD M 134.89 +0.20
E-MINI S&P M 1378.00 +5.75
US T BONDS M 113.16 -0.08
US 10YR NTE M 108.78 -0.03
US 10YR YIELD 4.524
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From: Fredman, Sheara

Sent: Friday, March 09, 2007 6:41 PM

To: Viniar, David

Ce: Smith, Sarah; O'Connor, Gavin; Lee, Brian-J (F| Controllers); Simpson, Michasl; 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 CDO 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 CDOs. .

¢ The Mortgage business’ VaR increased from $13M in Q406 to $85M in Q107. The average for Q107 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.

s During the quarter, there has been significant deterioration within the sub prime mortgage sector driven by tising
delinquencies and failing originators. This fact pattern coupled with increased media attention has pushed sub
prime synthetic and cash spreads dramatically wider. CDO 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.

¢ QOur 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.

Goldman, Sachs & Co.
180 Maiden Lane | New York, NY 10005
Tel: (212) 357-3579 | e-mail: sheara.fredman@gs.com

Sheara Fredman Groldonam
Vice President Nachs
Finance Division
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From: Dinias, Michael

Sent: Saturday, March 10, 2007 2:16 PM

To: Sparks, Danisl L

Subject: RE: Mortgage presentation to the board
Attachments: Risk changes over the quarter
x-gs-classification: 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 ABX 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
simpie. Your call though, let me know if you want to replace with your statement below.

| 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”.

| 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: Sparks, Daniel L

Sent: Saturday, March 10, 2007 11:31 AM
To: Dinias, Michael

Subject: RE: Mortgage presentation to the board

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

From: Dinias, Michael

Sent: Saturday, March 10, 2007 8:28 AM

To: Sparks, Daniel L

Subject: 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: Sparks, Daniel L

Sent: Saturday, March 10, 2007 8:04 AM

To: Broderick, Craig

Cc: McHugh, John; Baker, Carey; Jha, Arbind; Weich, Patrick; Dinias, Michael; Berry, Robert
Subject: RE: Mortgage presentation to the board

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

From: Broderick, Craig

Sent: Saturday, March 10, 2007 6:27 AM

To: Sparks, Daniel L

Ce: McHugh, John; Baker, Carey; Jha, Arbind; Weich, Patrick; Dinias, Michael; Berry, Robert
Subject: Mortgage presentation to the board

1

Permanent Subcommittee on Investigations
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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 >

Confidential Treatment Requested by Goldman Sachs GS MBS-E-013323396



- From: Sparks, Daniei L

Sent: Sunday, March 11, 2007 10:30 AM
To: Dan gyl Sparks
Subject: FW: Risk changes over the quarter
wmmamen = Redacted by the Permafleﬂf
Subcommittee on Investigations |
From: Jha, Arbind
Sent: Thursday, March 08, 2007 4:35 PM
To: Baker, Carey
Cc: Dinias, Michael
Subject: 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:

s 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.

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

¢ RMBS subprime inventory in CDO Warehouse decreased from $2.8bn to $1.8bn.

¢ Our retained debt inventory in Secondary Structured Product CDO 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.

Permanent Subcommittee on Investigations
EXHIBIT #18
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Date: March 12, 2006
To: Firmwide Risk Committee

Re: March 7th FWR Minutes

The March 7th Firmwide 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 Century.

o 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 subprime exposure possible.

s  Subprime woes are beginning to affect commercial real estate. The CMBX, which has been
stable for years, jumped from 75bp to 200bp before settling back down to 150bp.

e 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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v memmens = Redacted by the Permanent
From: Montag, Tom Subcommittee on Investigations
Sent: Wednesday, March 14, 2007 7:10 PM

To: Blankfein, Lioyd

Subject: FW: Cactus Delivers

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

From: Sparks, Daniel L

Sent: Thursday, March 15, 2007 8:47 AM
To: Montag, Tom

Subject: RE: Cactus Delivers

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

From: Montag, Tom

Sent: Wednesday, March 14, 2007 7:31 PM
To: Sparks, Daniel L

Subject: RE: Cactus Delivers

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

From: Sparks, Daniel L

Sent: Thursday, March 15, 2007 7:13 AM

To: Montag, Tom; Schwartz, Harvey; Ruzika, Richard; Cohn, Gary (EO 85B30)
Cc: Gmelich, Justin; Cornacchia, Thomas

Subject: 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.

Permanent Subcommittee on Investigations
EXHIBIT #20
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From: Sparks, Daniel L

Sent: Wednesday, March 21, 2007 5:11 PM
To: Montag, Tom
Subject: RE:

I plan to have Josh lay out 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:

Ligiidity 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

EXHIBIT #21
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To: Sparks, Daniel L
Subject: Re:

Can we discuss

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

To: Montag, Tom; McMahon, Bill
Sent: Wed Mar 21 11:50:53 2007
Subject: RE:

I had him liquidate sgp'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, Tom

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 GS MBS-E-010629380
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Subprime Mortgage Overview
Subprime Lending in 2006

Attribute

Description

$634bn annual residential mortgage loan originations

Size
(20% of total mortgage market)
Emphasis on borrower ability to make current payment
Lending Proliferation of affordability products to achieve lower payments for borrowers

Decisions 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

Geography Technology and wholesale approach to lending break down geographic barriers
Increased reliance on automation to validate appraisais in local markets
Cost to produce at 102% or below
Loan sold at 102 - 103%

Profitability Upon sale, originators provide protection against Early Payment Default” (*EPD") and representation

and warranty breaches

! Early payment default (EPD) occurs when a borrower faifs to make the initial payment(s) due fo the loan purchaser. The purchaser typically has the right to have the seller repurchase EFD loans.
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Market Trends

Volumes Increase Significantly

Credit Quality Declines: Relaxed Underwriting Standards
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The Subprime Meltdown

Timeline of Recent Events
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' Synthetic residential Asset-Backed Index that references a pool of existing residential morigage-backed securities
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The Subprime / Home Equity Sector

State of the Market — Originations

Top 25 Subprime Mortgage Lenders ($ billions)

2006 Mkt
Rank Lender Volume Share Status
1 HSBC Finance, {Household) IL $43.13 6.80% m Owned by HSBC; rumors of sale
2 New Century Financial, CA $39.40 6.21% m Ceased Originations
3 Countrywide Financial, CA $30.55 4.82%
4 Wells Fargo Home Morigage, IA $27.90 4.40%
5 Fremont Investment & Loan, CA $27.88 4.40% m Ceased Originations
8 CitiMorigage, NY $24.44 3.85%
7 Ameriquest Morlgage, CA $24.00 3.78% m Obtained lifeline financing from Citi
8  Option One Morigage, CA $22.30 3.52% m 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% m Purchased by Merrill Lynch
11 Residential Funding Corp., MN $16.67 2.63%
12 BNC Mortgage/Finance America, CA $15.38 2.43% W Owned by Lehman
13  Aegis Morigage 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 Morigage Solutions, CA $8.35 1.32% B Ceased operations (20% stake by Merrill)
18 NovaStar Financial, KS $7.59 1.20%
19 Equifirst, NC $7.47 1.18% m Purchased by Barclays
20 ResMae Mortgage Corp., CA $5.71 0.90% m Purchased out of bankruptcy by Citadel
21 EMC Mortgage Corp, TX $5.58 0.88% B Owned by Bear Steamns
22 WMC Morigage, CA $4.84 0.76% m 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% m Purchased by C-BASS
25 Nationstar Mortgage (Centex), TX $3.53 0.56% m Purchased by Fortress

Businesses Sold ™

Centex Home Equity (Foriress)
HomEq (Barclays)
MortgagelT (Deutsche Bank)
Saxon (Morgan Stanley)
First Franklin (Merrill Lynch)
Encore Credit® (Bear Steams)
Champion loans (HSBC Finance)
Champion orignafions (Foriress)
CityMortgage (Morgan Stanley)
EquiFirst (Barclays)

ABN Amro Morigage (Citigroup)
New York Mortgage (IndyMac)
New York Morigage (Franklin Credit)
Central Pacific® (TMSF Holdings)
Fieldstone (C-BASS)
ResMae Mortgage (Citadel)

Closed/Bankrupt/Suspended
Ameriquest Morigage
Meritage Morigage
Sebring Capital
Ownit Morigage Sclutions
Harbourton Morigage
Millennium Capital
Popular Financial
Rose Morigage
EquiBanc Mortgage
Summit Mortgage
Mortgage Lenders Network
ResMae Mortgage
New Century Financial
Ameritrust Mortgage
Fremont Invesiment & Loan

Up for Sale

Option One Morigage
ACC Capital (Ameriquest)
Fremont Invesiment & Loan

Source: Inside Morigage Finance.
! A business sold or up for sale may also be suspended or in bankruptcy
2 Asset Sale
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Goldman Sachs Business Activity

Loan Purchasing

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

Loan Origination

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

Loan Servicin ®m Directly undertakes loan servicing (collections/loss mitigation) via our Avelo servicing platform as of October 2005
9 (HQ — Dallas, $12 billion portfolio). Total mortgage servicing in the U.S. is $10.0 trillion
Loan Warehouse R Extends secured credit lines to mortgage originators to fund mortgage loans

- Loan Securitization

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

Residential Mortgage B Creates residential mortgage-backed securities ("RMBS”) via its loan securitization programs
Backed Securities B Trades RMBS on a secondary basis

B Creates and retains some / all of the economic residuals via its loan securitization program
Residuals (Equity Stub -

esiduals (Equity Stubs) R Actively trades in residuals off other securitizations

Derivatives | Actively trades in synthetics that references the residential mortgage securities market

B Uses derivatives to hedge our long credit risk exposure
CDOs® 8 Underwrites CDOs that are active buyers of residential mortgage backed securities

B Assumes warehouse risk during portfolio aggregation _

. B Advises clients on both acquisition and disposition of mortgage platforms (National City/First Franklin, Centex, H&R
Advisory L
Block/Option One)

Principal Investments B Opportunistically makes principal investments in the residential mortgage space

! Goldman Sachs residential conduit purchases loans from small to mid-sized mortgage originators. Loans purchased are generally originated according to Goldman Sachs standardized credit guidelines.
2 Collateralized Debt Obligations, resecuritizations of a diversified pool of asset backed securities and synthetic instrumenis

7
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Timeline of Major Events & GS Response

Subprime Sector

GS Response

Easy access to credit; subprime mortgages grow fo 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)

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

Significant deterioration in underwriting standards and
increased fraud

Cash spreads on RMBS widen as macro funds actively
target subptime 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), Ownit (Dec 06) and MLN (Jan 07)

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

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™ activity

Residual assets marked down to reflect market
deterioration

GS reverses long market position through
purchases of single name CDS® and reductions
of ABX

Large originators announce numerous accounting B GS effectively halts new purchases of sub-prime
restatements / losses for 2006 triggering equity market loan pools through conservative bids
sell off B Warehouse lending business reduced

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

EPD claims continue to increase as market
environment continues to soften

Credit terms tightened further

! Coliateralized Debt Obligation, a resecuritization of a diversified poo of assst backed securities and synthetic instruments
2 Credit Default Swap, a derivative instrument used to hedge credit exposure fo a particular residential mortgage-backed security
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Mortgage Business at GS

Revenues

($ millions)

Product / Business 2005 2006 1Q 2007 YTD 2Q 2007
Residential Mortgage Loans 277 311 A4 (19)
Prime 73 42 71 74
Subprime 204 269 (37) (93)
Commercial Real Estate Loans 197 167 102 102
Non-Mortgage Asset-Backed Securities (“ABS”) 45 40 14 20
Structured Products Trading 245 401 174 201
Other 121 110 35 33

! As of 3/15/07
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GS Subprime Mortgage Business

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

Residential Mortga_ges _\!Vareh%lie Lending

Structured Products
Tradiﬂgcm o Plg_tmformsﬁ

Long $2.9bn subprime loans $0.1bn loans funded
$0.5bn subprime residuals $0.2bn bonds funded
$3.3bn Alt-Aloans

$1.6bn cash RMBS $25mm investments in
$1.0bn cash CDO originators
$3.0bn CDO warehouse assets

$0.3bn Alt-A residuals
Short $5.0bn ABX? $3.5bn RMBS CDS
) $2.0bn CDO CDS
$2.2bn ABX®
Primary Risk(s) BASIS COUNTERPARTY CREDIT BASIS BUSINESS
LOAN PERFORMANCE LIQUIDITY
LIQUIDITY SMALL SHORT OVERALL
COUNTERPARTY CREDIT®

" Positions are netled, and matched basis trades are excluded.

2 Asset Backed Index, provides synthetic exposure to a specified bundle of cash bonds
3 EPD or Reps & Warranties repurchase obligations

10
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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)
B Whole loan purchases have declined
B EPDs have risen, reflecting continued market deterioration (Subprime and Alt-A):

Expected Maximum

Notional ($mm) Potential Exposure ($mm)  Example Counterparties
Diversified Counterparties 158 ’ 50 Commercial Banks
Caplitalized Non-Public Entities 185 45 DHI, Quicken
Troubled Companies 190 70 Fremont, New Century
Small / Thinly Capitalized Companies 85 26 MILA, SouthStar

! Business has reserved for expected loss amounts.

11
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]
Lessons Learned

B What went wrong

m What went right

M Liquidity and capital matter

W Capital markets and financial innovation spread and increase risk

B Franchise effects

13
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Looking Forward

B Potential effect in other markets
B Residential whole loan business in major adjustment
B Positioning and business strategy

B Opportunities

14
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Strategic Considerations Regarding Vertical Integration

Buy vs. Build

. 'Cbmpetitive Reaction

Buy ' Build
B Competitors are largely vertically integrated & Do it our way
W Capture immediate loan volume in the near W Slower, but less expensive

term

Value Enhancing

m GS can add value to the loan origination chain through more pricing and credit discipline

®m GS can streamline the process from origination to securitization, resulting in increased profitability

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

buying loans :

Mortgage Franchise

B Servicing, conduit, and asset B State of the art systems; avoid legacy
management are already in place issues
B Build an origination platform that
integrates well into existing GS

franchise
B Platform premiums were very high from = Contingent liability is hard to quantify
2005 — 2006 and may be outsized (lending practices
® Given turmoil in the space, platforms are / employment practices)
Valuation / Timing available at lower prices than at any point in last B Stage investment based on market
5 years R Build-an origination franchise without

B Ability to attract quality talent as the industry’s historical bad practices

capacity exits the market

15
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Leading Subprime Underwriters

($ in millions)

Change

Underwriter Market Share 2005-2006
1 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 Merill Lynch 34.321.8 7.1% 3.3%
5 Countrywide Securities 34,249.7 7.1% -15.0%

Deutsche Bank 28,562.9

8 Credit Suisse 27,954.2 5.8% -38.4%
9 JP Morgan Chase : 26,157.9 5.4% 84.4%
10 Bear Stearns 22.,861.6 4.7% -39.9%

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

($ million)

Change

2Q06-
3Q086

Total

1 Morgan Stanley ABS Capital ' $27,6415 $24371  $17,130.1 $8,074.4 $20,009.3  (85.8)%
2 SASCO (Lehman) 26,496.6 8,172.8 12,335.2 6,088.6 33,961.6 (33.7)%
3 CWABS (Countrywide) 24,8875 9,700.8 85,5335 6,633.2 20,208.7 13.4%
4 Menill Lynch Morigage Investors 22,0352 6,767.8 7,3194 7,947.9 16,384.7 (7.5)%
5 Long Beach Securities (WaMu) 21,7473 4,559.8 4,304.3 12,883.2 13,152.2 5.9%
6 3,550.7 14,504.9 (60.8)%

21,502.6 12,892.3

8 Ace Securities (Deutsche) 15,196.1 5,167.4 4,110.3 5,918.4 10,579.3 26.7%
9 Argent Securities Inc. (Ameriquest) 12,6755 1,676.3 5,672.9 5,226.3 5,168.8 (70.5)%
10 JP Morgan Acceptance Corp 12,3985 4,516.7 42328 3,649.0 2,493.1 6.7%
11 RASC (RFC) 11,0457 3,540.4 3,485.4 4,020.0 7,827.3 1.6%
12 HIS Asset Securitization Co (HSBC) 10,694.4 4,346.0 3,048.4 3,300.0 0.0 42.6%
13 RAMP (RFC) . 9,922.3 2,282.2 24115 5,228.6 9,452.0 (6.4)%
14 SABR (Barclays) 8,902.6 3,234.5 1,977.9 3,690.2 0.0 63.5%
15 MAST (UBS) 8,481.2 2,767.4 2,209.3 3,504.6 8,631.8 25.3%

! Source: Inside B&C Lending
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Leading CDO Underwriters

Structured products (not including CMBS)

Bookrunner Issuance Issuance No. of Deals
1 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 13,6776 77 8,719.3 14
7 Credit Suisse 13,273.0 20 44735 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 ]
11 ICP Securities 8,258.5 4 811.9 1
12 Bear Steamns 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 22176 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 Paribas 1,708.2 9 1,714.1 18

Source: Assei-Backed Alert
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Residential Loan Competitors

7 Origination |
Direct Conduit Servicing |n[t;er2";ztli1c;r;al Platform Name Servicer Name
Bear Stearns X X X X Encore EMC
Credit Suisse X X X Select
Deutsche Bank X X X | Chapel / MortgagelT

RBS Greenwich

Lehman Brothers X X X X BNC Mortgage Aurora
Merrill Lynch X o X X First Frankiin - Home Loan Services
Morgan Stanley X X X X Saxon Saxon
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Independent Price Verification

M 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

B 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

B 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

B Price verification analysis utilizes four core strategies:

Strateqy Implementation

External price comparison B Prices received from third party vendors are compared against inventory positions

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

Trade comparison W Utilizes a review of recent market transactions against inventory positions with similar coflateral and/or risk
profiles and is an important determinant of market technicals or risk premium

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

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

To: Turok, Michael; Lehman, David A.; Swenson, Michael; Birnbaum, Josh; Salem, Deeb; Primer, Jeremy
Cc: 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 net long thers 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 stuft (based on tiering -- see attached finer breakdown where
vintage "20062" means 20086 Tier 2). Because spreads differ by more than a factor of two between the best and worst
Tiers, the uniform 1bp shock of the spread DV01 is impacting the betier stuff harder in relative sense, exaggerating those
ongs.

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-mtgcedstrat

Subject: RMBS Subprime Risk Report

Attached are the short form RMBS Subprime Risk reports for 24Apr07

Permanent Subcommittee on Investigations
EXHIBIT #23
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From: Blankfein, Lioyd

Sent: Friday, July 20, 2007 10:25 PM

To: Cohn, Gary

Subject: Re: Private & Confidential: FICC Financial Package 07/20/07
Sensitivity: ‘ 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; Cohnh, 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: FICC Financial Package 07/20/07

REVENUES (Including Estimate)
EST $ 184.4 :
wiD S Sl |_.-— = Redacted by the Permanent

Subcommittee on Investigations

Permanent Subcommittee on Investigations
EXHIBIT #24
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MTD $ Redacted by the Permanent

QTD $ Subcommittee on Investigations

YTD $

PRE-TAX

EST $ 154.5

WTD $

MTD &

QTD  § Redacted by the Permanent

YTD $ Subcommittee on Investigations i
Mortgage Backed Securities $ 72.7

SPG Trading +64.0 (ABS Secondary +57.0 [Index Basis] / Correlation +13.0 [ABS CDS / CMBS
CDS spreads wideningl]) / 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
o

Confidential Treatment Requested by Goldman Sachs _ GS MBS-E-00964840¢



From: Viniar, David

Sent: Tuesday, July 24, 2007 8:10 PM
To: Blankfein, Lloyd (EO 85B30)
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 Farnings to Common Shares 6
Diluted Earnings Per Common Share 3 0.01

<<Daily Estimate 2007_07 24.x1s>>
Highlights Include:

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

—
Redacted By

Permanent Subcommittee on Investigations
—

Goldman, Sachs & Co.
180 Maiden Lane | 22nd Floor | New York, NY 10038

Permanent Subcommittee on Investigations

EXHIBIT #25
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From: Viniar, David

Sent: Wednesday, July 25, 2007 9:18 PM

To: Cohn, Gary (EC 85B30)

Subject: RE: Private & Confidential: FICC Financial Package 07/25/07
Sensitivity: © 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; Blankfeln, Lloyd (EO 85B30); Wlnkelrled, 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 resids-

Mt Original Message ---—-

From: Tricarico, Geoffrey P.

To: ficc-package

Sent: Wed Jul 25 19:33:10 2007

Subject: Private & Confidential: FICC Financial Package 07/25/07

REVENUES (Including Estimate)
EST $ 126.5

WID  §
 MID §
QTD  §- S E—— —
s Redacted By
PRE-TAX . o
EST  § 96.6 Permanent Subcommittee on Investigations
WTD  $ N ——
MID §
QTD  §
YD  $
—
, Redacted By
Permanent Subcommittee on Investigations
—
1
. | Permanent Subcommittee on Investigations
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Redacted By
Permanent Subcommittee on Investigations

Mortgage Backed Securities $ 48.7
SPG Trading +373.0 (CDO/CDS and ABS/CDS w1den1ng) / CDO-CLO -230.0 (Markdown of retained
debt) / Resi Credit -92.0 (Markdown of residuals)

|
Redacted By

Permanent Subcommittee on Investigations
|

<<FICC Package 2007-07-25.x1s>>

Confidential Treatment Requested by Goldman Sachs S V GS MBS-E-009861



From: Sparks, Daniel L

Sent: Sunday, July 29, 2007 10:16 PM

To: Montag, Tom

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

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

s = Redacted by the Permanent
Subcommittee on Investigations

From: Lehman, David A.

Sent: Sunday, July 29, 2007 9:45 PM

To: Sparks, Daniel L; Tourre, Fabrice; Swenson, Michael; Egol, Jonathan
Cc: Williams, Geoffrey

Subject: RE: Call me

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

Short 250k/bp 2005 "AAA" risk

Short 300k/bp recent vintage "A" risk

Short 500k/bp recent vintage "BBB/BBB-" risk

Short 150k/bp recent vintage "BB" risk

The book covered ~125k/bp of "A" CMBX and 125k/bp of "BBB-" CMBX on the week
Despite those buys, on the week the book got shorter 200k/bp "A" risk and 100k/bp "BBB" and below risk
Corr abs position

Long 125k/bp of "A" subprime

Short 80k/bp of BBB subprime

Short 80k/bp of BBB- subprime

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

Not a big dv01 change week/week

Corr cdo position

Short 140k/bp of AAAs
Short 140k/bp of Aas and As

Don't believe any trades were done on the week

Not a big dv01 change week/week

Permanent Subcommittee on Investigations

EXHIBIT #27
Confidential Treatment Requested by Goldm GS MBS-E-010876594




mewmeas = Redacted by the Permanent

Subcommittee on InvestiEations

From: Birnbaum, Josh

Sent: Sunday, August 05, 2007 3:36 PM
To: Swenson, Michael; Salem, Deeb
Subiject: RE: great week

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

From: Swenson, Michael

Sent: Sunday, August 05, 2007 9:24 AM
To: Birnbaum, Josh; Salem, Deeb
Subject: great week.

This is our contribution for a report that Sparks is sending to Montag for Management Committee tomm. Qbviously
the $3,000 short in BBB/BBB- is overstated but it it too difficult to describe in this forum

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

Market Summary:

® ABX 07-1 price changes for the week:

AAR -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 AAA, 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 BBEB 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!

EXHIBIT #28
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® ABS and Correlation Desk Net ABX Position Change on the Week:

AAA + 7 Smm

AR + 280mm

A +1,100mm (ABX 06-1 A short of 900mm at beginning of week is now ony
=7 3mm)

BBB + 7 0mm

BBB- + 17mm

Total +1,542mm

¢ Mortgage Department Net ABX Position Change on the Week

AAA + 925mm
AR + 25mm
A + 7 5rmm
BBB + Oram
BBB- + Omm
Total +1, 025mm

® Total ABX Indices by rating bought this week:

AAA $1, 000mm
A7 365mm
A 1, 653mm
BBB 110mm
BBB- 257mm
Total $3, 385mm

Goldman, Sachs & Co.
85 Broad Street | New York, NY 10004
tel: +1 212802 5090 | mobile: +1 o1 7NN | fax: +1 212 428 9761
e-mail: michael.swenson@gs.com
et
Sachs

Michael J. Swenson
Fixed income, Currency & Commodities

© Copyright 2007 The Goldman Sachs Group, inc. All rights reserved. See htip:/iwww gs.com/disclaimer/email-salesandirading himi for important
risk disclosure, conflicts of interest and other terms and conditions relating to this e-maii and your rellance 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 hifp./iwww gs com/disclaimet/emaill for further information on confidentiality and the risks of non-secure electronic communication.
If you cannot access these links, piease notify us by reply message and we will send the contents to you.
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From: Birnbaum, Josh

Sent:  Thursday, August 09, 2007 6:10 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 b/c i saw the note about mortgages dropping back down to a permanent limit of 3&mm (which
we are way over). this would mark a changs of their recent policy to just keep increasing out limit. makes
me a litle nervous that we may be toid 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 BBB/BBB- and 50mm A's

From. Birnbaum, Josh

Sent: Thursday, August 09, 2007 5:38 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, 2007 5:37 PM

To: Birnbaum, Josh

Subject: RE: MarketRisk: Mortgage 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).

Permanent Subcommittee on Investigations
EXHIBIT #29
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From: Birnbaum, Josh

Sent: Thursday, August 09, 2007 5:34 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
judicrous, btw. completely overestimated for SPG trading, underestimated for

other mortgage desks.

Confidential Treatment Requested by Goldman Sachs

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;
Igbal, Farrukh; Holen, Margaret; Kamilla, Rajiv; Mahoney, Justin;
Weinstein, Scott; Resnick, Mitchell R; Gao, Renyuan; Bristow, Andrew;
DeNatale, Mark; Gold, Erica; Cannon, JeanMarie; Stern, Matt; Alexander,
Lee; Andrea, Mireille N.

Cc: Berry, Robert; Dinias, Michael; Lee, Brian-J (FI Controliers);
Leventhal, Robert; Pantow, Albert; Fredman, Sheara; Fortunato,
Salvatore; Mazumdar, Sanjay; Chen, Benjamin; gs-mra-mtg

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

)Temporary MTG SPG VaR limit of $110mm expired on 8/7/2007

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

95% VaR ($MM)

Desk 08/08 08/07 Limit
MTG SPG 95.0 97.6 35
Stress Test (SMM)
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 CDO (1) (1) (30)
Manager 0 0
Commitment (204) (195) (150)

GS MBS-E-01292720¢
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From: Cohn, Gary (EO 85B30)

Sent: Tuesday, August 14, 2007 12:27 PM
To: 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); Winkelried, Jon (EO 85B30)

Subiject: 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
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.

Permanent Subcommittee on Investigations

EXHIBIT #30
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From:
Sent:
To:
Subiject:

Berry, Robert
Wednesday, August 15, 2007 5:23 AM

Viniar, David; McMahon, Bill; Broderick, Craig
RE: MarketRisk: End of Day Summary - cob 8/10/2007

the most obvious risks are the short in mortgages and effectively a credit basis trade, iong loans, short other cradit.
hedging these (across mortgages, gep, $sq 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 becorming
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 will be really difficult to explain to
you and to the dasks wihy were under yesterday but over today. this only gets worse as the headtine risks reduce.

wa're making some changes over the next couple of weeks that should allow us to more easily quantify.the cigi!y
"craep”. it will still be hard to give much intuition other than “it is what it is”, but at least we can factor it cut in

discerning changes

driver by desks increasing positions.

From:
Sent:
To:
Subject:

Viniar, David

Monday, August 13, 2007 7:27 PM

McMahon, Bill; Broderick, Craig; Betry, Robert

FW: MarketRisk: End of Day Summary - cab 8/10/2007

No comment necessary. Get it down.

From:
Sent:
To:

Cc:

Subject:

McAndrew, Thomas R.
Monday, August 13, 2007 6:44 PM

Viniar, David; Cohn, Gary (EQ 85B30); Montag, Tom; Sherwood, Michael S; Forst, Edward (FIN PBC09); Evans, J. Michael
(EO CKC68); McMahon, Bill; Viniar, David; Ruzika, Richard; Mullen, Donald; Eisler, Ed; Sobel, Jonathan; Ealet, Isabelle;
Young, Paul; Heller, Dave B; Agus, Raanan-A; Schroeder, Jeff; Sparks, Daniel L; Broderick, Craig; Beshel, Liz; Berry, Robert;
Petersen, Bruce; Wilson, Edward; Lahey, Brian; Lee, Brian-] (FI Controllers); Dinias, Michael; Pastro, Al; Ng, Victor K;
Maretz, Andy; Johnson, Darau; Hughes, Jon O (Market Risk Management & Analysis)
Shaw, Michael; Jha, Arbind; Kendrick, Richard; Filgueiras, Geraldo A.; Cumming, Caroline; Parker, Grant; Chodos, Jason E.;
Haar, Robert; Yunger, Dalia (Kronenberg); McAndrew, Thomas R.; Walters, Kristen

MarketRisk: End of Day Summary - cob 8/10/2007

VaR increased from $150mm to $159mm

95% VaR by Business ($mm)

Trading
FICC
IRP
Mortges
FX

EM Mkts
Comm
Credit
SSG
Orig
Equities
GSPS
EPG

10-Aug 9-Aug % Contr
159 150 100%

96 102 40%

Redacted by the Permanent
Subcommitiee on Investigations

Redacted by the Permanent
Subcommittee on Investigations
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95% VaR by Product Category ($mm)

10-Aug 9-Aug % Contr

Trading

Rates

Equities Redacted by the Permanent
cey Subcommittee on Investigations
Comm

Credit Scenario (SMM)
10-Aug 9-Aug Limit

IRP

Mortges. (313) (289) (750)

Warehouse 56 52 (170)

EMG -

Credit Redacted by the Permanent

SSG Subcommittee on Investigations

Orign. \ :
Limit Excesses

Redacted by the Permanent
Subcommittee on Investigations

I " I : .

- Redacted by the Permanent
Subcommiittee on Investigations

Mortgages has a temporary VaR limit of $110mm until cob 8/21. .
Mortgage Trading widening scenario has a temporary limit of <$750mm> until cob 8/21.

<< File: Daily Trading Risk Summary20070810.pdf »>

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009779886



From: Muilen, Donald

Sent: Wednesday, August 15, 2007 2:06 PM

To: Cohn, Gary (EO 85B30); Sparks, Daniel L; Montag, Tom; Viniar, David; O'Neill, Tim (FIN
85B030); Winkelried, Jon (EO 85B30)

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 (EQO 85B30)

Subject: Re: Post

Happy to see s = Redacted by the Permanent
Subcommittee on Investigations

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

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 Gl 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 85B030); Winkelried, Jon (EO 85B30)
Subject: RE: Post
On number 2 we need to discuss:
Timing 1
Liguidity
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

1

Permanent Subcommittee on Investigations
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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.

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009740785



From: Egol, Jonathan

Sent: Thursday, August 16, 2007 4:16 PM

To: Tourre, Fabrice; Swenson, Michael

Cc: Lehman, David A.

Subject: RE: Projected Carr Customers winners/losers from singled-name mark changes

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

From: Tourre, Fabrice

Sent: Thursday, August 16, 2007 4:15 PM

To: Egol, Jonathan; Swenson, Michael

Cc: Lehman, David A,

Subject: 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 Amro is going 1o 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 $26.5mm on ABAC 07-AC1, and ACA down $7mm.

From: Egol, Jonathan

Sent: Thursday, August 16, 2007 4:11 PM

To: Swenson, Michael

Cc: Egol, Jonathan; Lehman, David A.; Tourre, Fabrice

Subject: Projected Corr 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 O $109.1mm

2 J— $13.4mm

3 $5 . 7mm e = Redacted by the Permanent
4 on s1.9mm Subcommittee on Inve§t_igations
Top 10 losers:

1 s $139.2mm

2 . $109.4mm

3 - $54., 1mm

4 $6.1mm

5 Gy $5.5mm

- $3, 6mm

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

Goldman, Sachs & Co.
85 Broad Strest | New York, NY 10004

tel: +1 212 357 3349 | mobile: +1 917— | fax: +1 212 428 1247
e-mail: jonathan.egol@gs.com
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From: Cohn, Gary (EO 85B30)

Sent: Tuesday, August 21, 2007 10:36 AM
To: Montag, Tom; Mullen, Donald; Winkelried, Jon (EO 85B30)
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 08:52:42 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 S; Salame, Pablo

Cc: Sparks, Daniel L; 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 $10Bln 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

PN, 1< 100% of the AAAs from GENEED to SN 2nd WNNES.

e = Redacted by the Permanent

S .
ubcommxttee on Investigations
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Market Risk Report

8/14/07 Mortgage Portfolio Summary

VaR ($MM)
08114107

Portfolio Name

Stress Test
{(SMM)
08/14/07

'

Firmwide VaR if
we exclude this
sub-business
(M)

Percentage
Cash MV (2} O©OAS DV01 Contribution
($ MV} {SM/bp) to Firmwide

Difference in
Firmwide VaR
(SMM}

lortgage Dei
Inverse 10 32 (7.5) 561 (209)
Strip 10/PO 15 (8.0} 1,787 127
(5.5) ‘ 6114 76

Agency Derivative 03

Agency CMOs 1.8

(©.9) 2,308 283
FHAVA 05 2.6) 188 47
Prime Hybrid 6.6 (48.3) 3,456 330
Prime Fix 5.9 (14.6) 4,485 _(585)
ARMs 05 1.4 353 17

Alt A 24 0.1 783

Subprime 4.5 (1.5) 1,148

Second Lien (1.2 89
(31.2) 747

Sub/Non-Performing 27
Credit Resl

ABS Loans & Finance

CMBS Securities

ABS Securities

ABS Synthetics

Correlation Book

Loan (335.0) 8,885 2,491
Corporate CDS 35.0 (216)
CMBS CDS 106.0 (288)

Confidential Treatment Requested by Goldm:
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From: Montag, Tom

Sent: Wednesday, August 22, 2007 2:53 PM
To: Blankfein, Lioyd
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: Dinias, Michael

Sent: Wednesday, August 22, 2007 2:43 PM

To: Viniar, David; Cohn, Gary (EO 85830); Montag, Tom; Sherwood, Michael S; Winkelried, Jon (EO 85B830); Mullen, Donald; Sparks,
Daniel L; Salame, Pablo; Heller, Dave B; Broderick, Craig; Berry, Robert; McMahon, Bill; Petersen, Bruce; Wilson, Edward

Subject: Trading VaR $144mm

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 $39mm. The decrease was due to updated risk analytics
associated with the Houtbay Structured Product CDO.

EPG VaR Redacted by the Permanent
Subcommittee on Investigations

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: Montag, Tom

Sent: Thursday, August 23, 2007 7:51 AM
To: Blankfein, Lloyd
Subject: 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

| 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, Lioyd (EO 85B30)

Sent: Thursday, August 23, 2007 7:43 AM
To: Montag, Tom

Subject: RE:

- No surprise.....how are we doing?
Also, snap back of the dollar

Maybe pressure on munis will lighten

From: Montag, Tom

Sent: Thursday, August 23, 2007 7:40 AM
To: Blankfein, Lioyd

Subject:

as u would expect the countrywide news made market feel better
numerous indices up 10-15 basis points in |G land and real money
buying a bit of cash bonds this morning, (R 2nc «ER-ouys
that had "no money" yesterday

— = Redacted by the Permanent

Subcommittee on Investigations
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From: . Lehman, David A.

Sent: Monday, August 27, 2007 3:52 PM
To: Radtke, Lorin
Subject: RE: Brief conversation with Gl
Loveit mesmmms = Redacted by the Permanent
Subcommitiee on Investigaiions
From: Radtke, Lorin
Sent: Monday, August 27, 2007 3:39 PM
To: Lehman, David A.
Subject: Fw: Brief conversation with (JJJiB

FY1...start with edith's msg....

From: Radtke, Lorin

Sent: Monday, August 27, 2007 9:39 AM
To: Cooper, Edith; Maguire, John

Cc: Bash-Polley, Stacy; Schwartz, Harvey
Subject: RE: Brief conversation with Gl

They are down approximately $250mm on the 500msm 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. | also belisve their ABS
performance has hampered the building out of the ABS team. Shorts (on A-rated CDOs) they hold against this
position were accumulated when our pricing was much more "pearish” than the rest of the market. We facilitated
none of these trades because we were going the same way. We(GS and (i) turned out to be correct. The key
factor in our trading with them is they simply don't have the technology to look at our mast 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 (vinnaSn——_——_—mm"). Thoy don't have a derivative,
technology background and/or framework. All trades we have shown have been turned down on a fundamental ’
credit basis with out any consideration for tha corretation/derivative factors. They have been shown the " juicy
trade" but these guys just have turned them away based in their fundamental credit framework. {t 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 outiook. 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 shating of our best ideas.
e Shott single-A in ABX... trade has bean worth 30 Lo 40 points since we suggested. Reasoned they said no.
Thought was single A are money good.
¢ Short 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 namas in BBB and BBB- singls 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.
e 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.
e  Short ABX 06-1 BBB and BBB- based on slow speeds(this was aiso 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

Permanent Subcommittee on Investigations
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meemmesn = Redacted by the Permanent
To: Radtke, Lorin; Maguire, John ittee on Investigations
Subject: Brief conversation with Wlile Subcommi g

-credit doing a great job, defined by ideas ' .
-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 Wil was going to be in the office.

Have a good weekend, edith

One NY Plaza, 50th Fl. | New York, NY 10004

B (212)902.9908 B (212) 256.4279
&< edith.cooper@gs.com

Edith Cooper Gokibnms
Managing Directar Sachs

Confidential Treatment Requested by Goldman Sachs GS MBS-E-011284235



From: Montag, Tom

Sent: Wednesday, September 05, 2007 9:59 AM
To: Swenson, Michael
Subiject: RE: ABS Update

then reduce both sides as agreed in our meeting

From: Swenson, Michael

Sent: Wednesday, September 05, 2007 9:50 AM
To: Montag, Tom

Subject: RE: ABS Update

We are oprtunsitically covering risk — we are not that short at this time

From: Montag, Tom

Sent: Wednesday, September 05, 2007 9:47 AM
To: Swenson, Michael

Subject: RE: ABS Update

what are we doing on our single names-aggressive?

From: Swenson, Michael

Sent: Wednesday, September 05, 2007 9:23 AM

To: Montag, Tom; Mulien, Donald; Sparks, Danief L

Ce: Lehman, David A.; Bimbaum, Josh; Swenson, Michael; Brafman, Lester R
Subject: ABS 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)

Sinile—Names - approx. $600mm of short covering BWICs (Gl cib Gumms S

). We did trade 100mm of single-names between (NN 2nd GEENNERN
yesterday.

Cash - funding concerns have made flows nearly non-existent

Goldman, Sachs & Ca.
85 Broad Street | New York, NY 10004 smnwmes = Redacted by the Permanent

tel: +1 212902 5090 | mobile: +1 91 I | fax: +1 212 428 9761 Subcommittee on Investigations
e-mait: michael swenson@gs.com

roldhsan
Sachy

Michael J. Swenson
Fixed Income, Currency & Commodities

© Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See hiig. W disglaj i adin mi for important
risk disclosure, conflicts of interest and other terms and conditions relating to thxs e—mall and your relxance on mformatlon contalned in it. This
message may contain confidential or privileged infarmation. I you are not the intended recipient, please advise us immediately and delete this
message. See htip.//www.gs.com/disclaimer/email/ for further information on confidentiality and the risks of non—secure electronic
cemmunication. 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: Dinias, Michael

Sent: Friday, September 07, 2007 11:33 AM

To: Montag, Tom; Mullen, Donald; Sparks, Daniel L; McMahon, Bill; Berry, Robert; Petersen,
Bruce; Jha, Arbind

Subject: Mortgage VaR Analysis

Attachments: Picture (Metafile)

As requested we have put together potential hedges that can be used to reduce the $77mm Mortgage Va_xR.' The major
drivers of Mortgage VaR 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 VaR 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 VaR impact of covering each of these short exposures. As can be seen in the first
line in the table, unwinding the $1.8B TABX Super Senior position would result in $20mm reduction in Mortgage VaR. Its
important to note that the desk believes they are less short than implied by the VaR model.

Mortgage Va

Notional SDVO1 Average Reductio

Deal / Tranche name ($MM) ($k/bp) Spread w/out Trad
TABXHEO06-106-2 SS 1,800 (295) 1,956 (20)
ABAC07-AC1v2 SS 909 (153) 2,108 (15)
ABAC06-HGS2 SS 441 (124) 1,448 9)
TABXHEO06-1-2 4NC 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)
ABACUSO05-2 SS 1,000 (214) 315 (3)
ABACO06-15 V2 8S 315 (89) 621 (2)

2) Long Cash vs. Short Derivative Basis Risk - selling our long cash positions by $750k/bp and covering our short
derivative positions by $750k/bp 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: $1.1B RMBS subprime securities and $100mm CDO Squared positions on the ABS Securities desk, $320mm
CDO Mezz and $100mm CDO Squared on the ABS/MBS CDQ Origination desk, and $220mm BB/B bonds in the Subs
book on the Residential Credit desk.
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Residential Mortgage Business

September 17, 2007
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%™ Subprime Mortgage Overview
Subprime Lending in 2006

Attribute Description

$634bn annual residential mortgage loan originations

Size
(20% of total mortgage market)
Emphasis on borrower ability to make current payment
Lending Proliferation of affordability products to achieve lower payments for borrowers

Decisions 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

Geography 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%

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

! Early payment default (EPD) occurs when a borrower fails to make the Initial payment(s) due to the loan purchaser. The purchaser typically has the right to have the seller repurchase EPD loans.

M nnfidantial Traatment Reauested bv Goldman Sachs _ GS MBS-E-001793841
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| Global Impact of the Mortgage Crisis

@ Hedge Funds / Banks
A Originators (Credit)

= Originators (Liquidity)
| ABCP

North America

& American Home
¥ C-Bass

“ﬁj’ Countrywide
< Luminent

4 Thornburg

A Fremont

A New Century
® Bear Stearns
® CIBC

® Sowood

i@ Coventree

o Axa
@ BNP Paribas

e Caliber Global Investments
® Dillon Reed

o IKB

® SachsenLB

® West LB

g% Australia & Asia

o Absolute Capital
e Basis Capital

@ Macquarie Bank
e Rams Home Loan Group
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%™ How Missed Signs Contributed to a Mortgage Meltdown

New York Times

= Ownit Mortgage Solutions shuts down. 8 People's Choice files:for bankruptcy X
Growing Troubles for » ResMae Mortgage files for bankruptcy protection ;| ® New Century Financial files for bankruptcy. » - E;:‘:f;:m“::e
Subprime Lenders = NovaStar financial reports a surprise loss. . : nation’s largest
Ag borrowers with weak m New Century Financial, the second largest subprime iender, stops making loans. : ‘rjnr::'g;ag:v:inder,
cr‘ed»t felt behind on the:r ! m American Home Morigage writes down the value $11.5 billion from
payments, companies that of mortgages a step up from subprime. ! : its credit lines.

had lent them mioney to buy
houses found themselves
in trouble, including the u Fremont General stops faking subprime loans. ; : and Aegis Mortgage seek

s H&R Block puts Option One, its subprime mortgage unit, up for sale.
P P uop 929 t up » American Home Mortgage

ones mentioned here. » HSBC takes a $10.5 billion charge partly related to its subprime mortgages. : : bankruptcy protection.

: m European Central
The Government = Ben S. Bernanke, the chairman of the Federal Reserve Board, says : = Mr. Bernanke says the Bank and Federal

1 he does not expect problems in the subprime mortgage lending : economy is poised for Reserve imerve(ye in
l‘ﬁn,t? l?fns to the Risk industry will spread to the rest of the economy. Two months later, he ; moderate growth, but . markets by lending
) reiterates this statement by saying the Fed does not foresee a broader : continuing problems in the fo banks.
they have ta economic impact from the arowina number of mortaaae defaults. ‘ housing markeﬁprompftthe a The Federal
o e the H Fed to slightly reduce its Reserve cuts the
ligguidity crisis h : growth forecast; discount rate by
: haif a point,
Stocks raliv.
Top Subprime Lenders, Before the Bust
Many of the ienders that did the most subprime lending have either X :
gone out of business os scaled back. ® Goldman Saths reports flat profit :
Bear Stearns says net income fell : m Warren J. Spector,
because of mortaace market problems. - co-president of Bear
. : Stearns, departs becau:
Top SubPrime Lenders New Loans, in blllions, for 2006 E——— - Bear.Steams pledges up to $3.2 billion P c&nn;;:“ Iossesse
HSBC on Wa i I‘Street g; tbsall ou_:tz hgdge fund because of bad
New Century Many Wall Street fim on spberime mariaages. : ® Stocks plunge on
Countrywide i ® Standard & Poor's and Moody's several days.
CitiMortgag subprime i downgrade bonds backed by
we they declined in H subprime mortgages. Fitch follows suit.
Fremont lr;/is;‘n:m n Boar Steams closes its » Goldman Sachs and
of doHars in a fe two ailing hedge funds. other investors
Ameriquest shaking inves ailing hedge funds. inject $3 billion into
Option One : u The Dow Jones a Goldman hedge
Wells Fargo industrials close above fund.
First Frankiin 14,000 for the first time.
Washington :
Residential :
Aegis P T S T
| AD LRULSUTIE NUGUSTIBDRATIK, A ORIk
Accredited Home bank, is bailed out because of bad bets on
American General U.S. mortaage-backed securities.
BNC
m BNP Paribas, a French bank,
cm;u;‘:;' * suspends three of its funds because
NovaStar ; of exposure to U.S. mortaages.
Cwnit Morigage m Basis Capital, an Australian hedge fund fim,

hires advisors to help stanch mortgage losses.

Source: The New York Times, August 19, 2007 :
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gadmant  Business Reaction
Tactical Positioning

The business has taken proactive steps to position the firm strategically in the ensuing mortgage credit and
liquidity crisis

Shut down all CDO 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

Q2 2007

Q2 2007 and Q3 2007

Q3 2007 B Actively managed risk exposure to hedge funds

Beginning ® Significant covering of short positions
August 2007 B Opportunistically looking to buy assets

Confidential Treatment Requested by Goldman Sachs GS MBS-E-001793844
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Mortgage Business at GS

Revenues
($ millions)

Product / Business 2005 2006 1Q 2007 2Q 2007 3Q2007  YTD 2007
Residential Mortgage Loans 277 311 34 (250) (173) (389)
Prime 73 42 71 45 (184) (68)
Subprime 204 269 (37) (295) 11 (321)
U.S. Commercial Real Estate Loans 197 167 102 63 (26) 139
Non-Mortgage Asset-Backed Securities ("ABS”) 45 40 14 19 69 102
Structured Products Trading 245 401 174 50 731 955
Other 121 110 44 32 134 210

! As of 8/31/07
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$M™  GS Subprime Mortgage Business
Subprime Risk: Current Position as of 8/31/07

Structured Products

Residential Mortgages Warehouse Lending Trading " Platforms

Long $1.0bn subprime loans $0.0bn loans funded $1.9bn cash RMBS $256mm investments in
$0.1bn subprime residuals $0.1bn bonds funded $2.5bn cash CDO originators
$0.7bn Alt-Aloans $0.0bn CDO warehouse assets
$0.1bn Alt-A residuals $3.6bn ABX?
Short $1.8bn ABX® $4.9bn RMBS CDS
$0.2bn RMBS CDS $3.3bn CDO CDS

Long $2.9bn subprime loans $0.1bn"loans funded $1.6bn cash RMBS $25mm investments in
$0.5bn subprime residuals $0.2bn bonds funded $1.0bn cash CDO originators
$3.3bn Alt-Aloans $3.0bn CDO warehouse assets

$0.3bn Alt-A residuals

Short $5.0bn ABX@ $3.5bn RMBS CDS
$2.0bn CDO CDS
$2.2bn ABX?

! Positions are netted, and malched basis trades are excluded.
2 Asset Backed Index, provides synthetic exposure to a specified bundle of cash bonds
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$ew™|  Credit Exposure Summary

B 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)

B \Whole loan purchases have declined substantially

B EPD risk has been minimized via aggressive collection efforts and hold backs at loan settlement

Total Notional ($mm)

Expected Maximum
Potential Exposure($mm)’

Example Counterparties

Diversified Counterparties 59.9 7.0 Commercial Banks
Troubled Companies 57.5 3.0 BayRock, Community Lending
Small / Thinly Capitalized Companies 21 0.2 First Bank, Paul Financial
Subsidiaries 29.5 0.5 First Franklin, DHI
Out of Business 104.1 6.3 Acoustic, Meritage

11.7

Bankruptcy 190.3

New Century, SouthStar

! Business has reserved for expected Joss amounts based on whole loan positions
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§ms™  Pricing Challenges

Issues Considerations

Lack of Market B Fewer market price points

Transparency B Non mark-to-market vehicles
m Highly structured transactions
Significant Product m Vast number of loans or securities

Complexity
| Significant derivative component
B Assumed subprime losses changed from approx. 4% to low teens

Expectation ® Dramatic shift in rating agency views

Differences

®m Change in pricing assumptions

GS Approach
® Market price points

® Controller focus and involvement
m Diligent marking of clients we finance

B Significant management involvement/Controller reviewer

Cnnfidential Treatmant Reaiiested bv Goldman Sachs ' GS MBS-E-001793848
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Appendix A: Market Analysis
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%™ Independent Price Verification

m 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

B 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

n 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

B Price verification analysis utilizes four core strategies:

Strategy Implementation

External price comparison M Prices received from third party vendors are compared against inventory positions

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

Trade comparison B 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

Collateral analysis m  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

acis The Subprime / Home Equity Sector
' ~ State of the Market — Originations

Top 25 Subprime Mortgage Lenders ($ billions) Businesses Sold ™
. 2006 Mkt. Centex Home Equity (Fortress)
Rank Lender Volume  Share Status : - HomEq (Barclays)
MortgagelT (Deutsche Bank)
1 HSBC Finance, (Household) IL $43.13 6.80% m Owned by HSBC; tightens underwriting standards ‘Saxon (Morgan Stanley)
2 inanci $39.40 6.21% R First Franklin (Merrill Lynch)
New Century Financial, CA - - B Ceased originations; filed for Ch 11 bankruptcy Encore Credit® (Bear Stearns)
3 _Countrywide Finangial, CA $30.55 4.82% m Downgraded; Received lifeline from BOA Champion loans (HSBC Finance)
4 - $27.90 4.40% - - CD]amplon orignations (Fortress)
Welis Fargo Home Mortgage, |A : - m Closed subprime wholesale lending unit CityMortgage (Morgan Stanley)
5 $27.88 4.40% i inati EquiFirst (Barclays)
Fremont Investment & Loan, CA W Ceased originations ABN Amiro Morigage (Citigroup)
6  CitiMortgage, NY $24.44 3.85% m Layoffs announced in May _ _ New York Morigage (IndyMac)
7 Ameriguest Mortgage, CA $24.00 3.78% m Obtained lifeline financing from Citi Ng‘;’n‘{r‘;{kp’;":l;}gé (?"f;sr;"ﬁ':l'dicr:;g)“)
8 Option One Mortgage, CA $22.30 3.52% m Purchased by Cerberus Fieldstone (C-BASS)
9 washington Mutual, WA $21.49 3.39% m Tightens underwriting standards; eliminates 2/28s N:?:ﬂ?:rmﬁ%:%:((gngs)
10 First Franklin Financial Corp, CA $18.56 3.08% m purchased by Merrill Lynch _ Accredited (Lone Star)
11 Residential Funding Corp., MN $16.67 263% W Owned by GMAC; tightens underwriting standards Option One Mortgage (Cerberus)
12 BNC Mortgage/Finance America, CA $15.38 2.43% B Owned by Lehman; Closed/Bankrupt/Suspended
13 Aegis Mortgage Corp., TX $13.00 2.05% ®m Ceased originations; filed for Ch 11 bankruptcy Aﬁ::g;?:w'gggg;ge
14 Accredited Home Lenders, CA $12.45 1.96% ® Purchased by Lone Star; unclear if sale will close Sebring Capital
15 American General Finance, IL $11.57  1.82% W Owned by AIG; tightens underwriting standards RS o i
16 Chase Home Finance, NJ $8.49 1.34% m Tightens underwriting standards; eliminates 2/28s '\gi"enlniug Capi}aI|
17 Ownit Mortgage Solutions, CA $8.35 132% M Ceased operations (20% stake by Merrill Ruge Morlgage
18 NovaStar Financial, KS $7.59 1.20% M Closed WarehouseUSA unit EquiBanc Morigage
n Summit Mortgage
18 Equifirst, NC $7.47 1.18% M Purchased by Barclays Morigage Lenders Network
20 ResMae Mortgage Corp., CA $5.71 0.90% = Purchased out of bankruptcy by Citadel ResMae Morigage
New Century Financial
21 EMC Mortgage Corp, TX $5.58 0.88% M Owned by Bear Stearns; layoffs announced Ameritrust Mortgage
Fremont Investment & Loan
22 WMC Mortgage, CA $4.84 0.76% = GE announced plans to sell WMC Aegis Morlgage Corp
23 ECC Capital Corp., (Encore) CA $4.32 0.68% ® Purchased by Bear Stearns SouthStarFunding LLC.
24 Fieldstone Mortgage Company, MD $3.79 0.60% m Purchased by C-BASS; wholesale unit closed Up for Sale
26 Nationstar Mortgage (Centex), TX $3.53 0.56% m Purchased by Foriress ACC Capital (Ameriquest)
- o - e Fremont investment & Loan
WMC Morigage (GE)

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

11
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($ million)

Top Subprime Shelves by Volume as of Q1 2007

2007 Change Change

4Q06- 1Q06-
Lender 1Q 2007 1Q07 1Q07
1 Merrill Lynch Mortgage Investors $10,644.3 $8,120.3 $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 7,5086.5 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

4,950.4

1,490.3

232.2%

gage Securfes

332

0.0

67.0%

Bear Stearns ABS Inc.

4,038.9

1,367.5

4.0% (21.5)%

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 3,2345 1,877.9 (44.1)% (2.1)%
12 JP Morgan Acceptance Corp  2,506.2 5,197.6 4,516.7 4,232.8 (561.8)% (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)%

! Source: Inside B&C Lending

Confidential Treatment Requested by Goldman Sachs
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Leading CDO Underwriters

Structured products (not including CMBS)

First half of 2007

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

UBS 12,447.4 20 17,509.3
7,613.0 8 15,875.0

Wachowa

Deutsche Bank 6,977.6 10 ' 13,6776

Banc of America 6,550.0 6 13,273.0

Calyon 6,453.0 5 12,643.5 19

Barclays Capital 5,496.0 10 10,136.9 18
10 (Ré’ri’;'nezgl‘:)” Scotland 4,331.9 1 8,677.0 ' 9
11 Credit Suisse 3,628.5 6 8,258.5 1
12 Lehman Brothers 3,4936 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

2

20 ICP Securities . 1,414.6

1,708.2 18

Source: Asset-Backed Alert

13
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Residential Loan Competitors

Origination
Direct Conduit Servicing Inlt:ﬁggaet:zgal Platform Name Servicer Name
Bear Stearns X X X X Encore EMC
Credit Suisse X X X Select
Deutsche Bank X X X Chapel / Mortgagel T

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

14
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Board of Directors Meeting
Financial Summary

September 17-18, 2007

Quarter Ended August 31, 2007
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Operating Results and Competitor Comparison

Operating Results - Goildman Sachs

% A 3Q2007
3Q2007 2Q2007 3Q2006 vs. 2Q2007
Net Revenues (3 in millions) . $ 12,334 $ 10,182 $ 7,684 21.1
Diluted EPS 6.13 4.93 3.26 24.3
Consensus EPS 4.35 4.78 297
Retum on Common Equity % 31.6 26.7 209 4.9 pts.
Retumn on Tangible Common Equity % 36.6 31.2 262 5.4 pts.
Comp. & Benefits to Net Revenues % 48.0 48.0 465 0.0 pts.
Tax Rate % ' 33.0 320 325 1.0 pts.
Competitor Comparison
e
Redacted By
Permanent Subcommittee on Investigations
e e )
’V
9/13/07 1 Controllers
8:09:32 pm Financial Reporting
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Summary
= Net revenues were $12.3B in 3Q2007 (2 best quarter), up 21% compared with 2Q2007 and up 63% compared with 3Q20086.
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 (3" best quarter) vs. $4.93 for 2Q2007, up 24%; consensus estimate is $4.35 as of September 13",
«  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 $4.9B (record), increased $1.58 or 45% from 2Q2007, reflecting record results in most major businesses -
GS8SG, IRP, mortgages and currencies — as well as higher net revenues in commodities. These increases were partially offset
by decreased net revenues in global credit, inciuding a loss of $1.71B ($1.48B, net of hedges) related to non-investment grade
credit origination activities.

Redacted by the Permanent
Subcommittee on Investigations

-

= Average VaR (one-day, 95%) for 3Q2007 rose to $139M (record) compared with $133M in 2Q2007, primarily due to an increase
in interest rates of $15M. The record daily VaR of $174M 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.

Redacted By
. Permanent Subcommittee on Investigations
X
]}
'
9/13/07 3 Controllers
8:09:32 pm Financial Reporting
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FIcC
= 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 USD/Yen.
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, il prices (WTI/Barrel) 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 (NYMEX/Ounce) increased 3% to $673.00.

ek

= 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 $1.71B ($1.48B, 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 7 Controllers
8:09:32 pm Financial Reporting
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From: Viniar, David

Sent: Sunday, September 23, 2007 9:50 PM
To: Fredman, Sheara
Subject: RE: Mortgage P&L for the Week Ended 9/21
thanks
From: Fredman, Sheara
Sent: Sunday, September 23, 2007 8:50 PM
To: Viniar, David; Smith, Sarah; O'Connor, Gavin; Lee, Brian-J (FI Controllers)
Cc: Simpson, Michael; Fortunato, Salvatore; Fredman, Sheara
Subject: 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 wee_k,
specifically single A tranches and below. The result is net widening across the week. This benefited multiple tradmg
desks that maintain a short synthetic positions including SPG Trading (+$40M), CDO (+$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

Goldiman, Sadhe &Ca e
180 Maiden Lane | New York, NY 10005
Tel: (212) 357-3579 | e-mail: sheara.fredman@gs.com

Sheara Fredman Genldaman
Vice President Sachs
Finance Division

Permanent Subcommittee on Investigations
EXHIBIT #43
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From: Miner, Heather (Kennedy)

Sent: Monday, September 17, 2007 9:26 AM

To: Sparks, Daniel L.

Ce: Viniar, David

Subject: RE: Mortgage commentary on Q3 earnings call

Thanks Dan. We will consider making that addition.

The press release rsads 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
lavels of liquidity, FIGC bensfited from strong customer-driven activity and favorable market opportunities in certain
businesses during the quarter.

From: Sparks, Daniel L

Sent: Monday, September 17, 2007 9:11 AM

To: Miner, Heather (Kennedy)

Cc: Viniar, David

Subject: RE: Mortgage commentary on Q3 earnings call

Tharks Heather. | think it looks good. The one suggestion would be that there could be mention of intensity of
management involvement in marking process.

Also, could | see a copy of the language from the press release.

From: Miner, Heather (Kennedy)
Sent: Monday, September 17, 2007 8:35 AM
To: Sparks, Daniel L

- Ce: Viniar, David
Subject: Mortgage commentary on Q3 eamings call
Importance: High
Dan,

I have included an except related to Mortgages from the Q3 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
EXHIBIT #44
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to be short and that net short position was profitable. | 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 Iohg
mortgage exposure and conservatively marking down our long mortgage paositions.

| 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 évidence 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

Good morning and welcome to our third quarter earnings conference call.
Today’s call may include forward-looking statements. These statements
represent the Firm’s belief regarding future events that, by their nature, are
uncertain and outside of the Firm’s éontrol. The Firm’s actual results and
financial condition may differ, possibly materially, from what is indicated in
those forward-looking statements. For a discussion of some of the risks and
factors that could affect the Firm’s future results, please see the description of
“Risk Factors” in our current annual report on Form 10-K for our fiscal year
ended November 2006. I would also direct you to read the forward-looking
disclaimers in our quarterly earnings release, particularly as it relates to our
invlestment banking transaction backlog, and you should also read the
information on the calculation of non-GAAP financial measures that is posted
on the Investor Relations portion of our website: www.gs.com. This audio
cast is copyrighted material of The Goldman Sachs Group, Inc., and may not

be duplicated, reproduced, or rebroadcast without our consent.

Let me now ask David Viniar, our Chief Financial Officer, to review the

firm’s third quarter results. David?

Permanent Subcommittee on Investigations
EXHIBIT #45
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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 T 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, IWould 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 maﬁy 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 o.f 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

s6 MedImmune’s $15 billion acquisition by AstraZeneca. We are also advisor
57 on a number of important announced transactions including Blackstone’s $27
ss  billion acquisition of Hilton Hotels, Siemens Automotive’s €11 billion

59 acquisition by Continental, and AG Edwards $7 billion acquisition by
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60  Wachowvia. 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
66  second quarter to $378 million. Equity financing activity remained active

67  throughout most of the third quaner.‘ 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 banks, 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 ihvestment 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 [ 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 and therefore losses on our lending

110 commitments and funded loans are included in each quarter’s results. I want
111 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 waé 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 [ 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 mére 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 information gained
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140  from collateral movements with counterparties. If there is a question on price
141 transpérency, 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 determined 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 qﬁatter, 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 Qf $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 turn to expenses. Compensation and Benefits expen's‘e 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 I 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 périod 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 quartef 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, I’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) Gl

October 4, 2007

United States Securities and Exchange Commission
Division of Corporation Finance

100 F Street, NE

Washington, D.C. 20549-1010

s = Redacted by the Permanent
Subcommittee on Investigations

Attention: Mr.
Division of Corporate Finance
Mail Stop 7010

Re: The Goldman Sachs Group, Inc.
Form 10-K for the Fiscal Year ended November 24, 2006 (“2006 Form 10-K")
Filed February 6, 2007
Form 10-Q for the Quarterly Period Ended February 23, 2007 (February 2007 Form
10-Q) :
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 10-K and February 2007 Form 10-Q. We appreciate the staff's careful review
of our 2006 Form 10-K and February 2007 Form 10-Q [and its flexibility in extending the time for our
response]. For your convenience, we have included the staff's 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 1oans, 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;

g P |
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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:

Your origination policies;

The purchase and securitization of loans.

Investments in subprime mortgage-backed securities and;
Loans, commitments and investments in subprime lenders

0000

¢ 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).

¢ Quantify the following regarding subprime residential mortgages. Explain how you define
each category:

Non-performing loans.

Non-accrual loans.

The allowance for loan losses, and;

The most recent provision for loan losses.

O 0 0O

* 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.
e 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 foliowing 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.

Atthough 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.

Similarly 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 financiat 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
L]
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Sachs Agenda

I Financial Performance
a) Firmwide
b) FICC
c) Global Mortgages
Il. Business Initiatives
. Compliance
IV. Q&A
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2t Firmwide Third Quarter Earnings

($ in Millions, Except Per Share Amounts)

% Change
3Q07 Versus

3Q07 2Q07 3Q06  2Q07 3Q06

Net Revenues
Pre-Tax Earnings
Net Earnings

Diluted EPS

ROE 20.9%
ROTE 25,2,

57,57

Book Value Per Share
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i FICC Business Unit
Q3 2007 Revenues by Business Unit (as internally reported)

B Record quarter, beating previous record set in 1Q07
@ YTD 07 up 15% vs YTD 06

3Q07 3Q07 YTDO7
$ . VS vS Vs
($ in mm) 2Q07 3Q06 YTDO06
+155%  +183% +69%
+39% +19% -(28)%
NM NM {14)%
+47% = +137% +23%
+106% NM +57%
NM  +152%  +6%
-(46)% +53% +82%
+84% +65% +24%
1Q07 2Q07 u 3Q07 Total Revenues +51% +83% +15%

Confidential Treatment Requested by Goldman Sachs GS MBS-E-013703466



Sae Q3 2007 FICC Competitor Analysis

(as externally reported)

($ in bn)

$13.0 - |
$12.0 - as $49  +45%  +T1% | +15%

LE $1.1  -(44%)  -(47%) -(19%)

$11.0
MS $1.3 -(53%) -(39%) +10%
$10.0 - BS $0.1

$9.0 -
$8.0 -
$7.0 -
$6.0 -
$5.0 | $49
$4.0 -
$3.0 -
$2.0 -
$1.0 -
$0.0

-(88%) -(28%)

(88%)

- £ $0.1 P i , | |
GS LE MS BS GS LE MS BS GS LE MS BS GS LE MS BS GS LE MS BS

3Q07 2Q07 3Q06 YTDO7 YTDO06
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LUl Q3 2007 Global Mortgages Revenues

(Quarterly Performance)

($ in mm)

Quarterly Revenues

[ Q3 2007 Revenue Performance

$800 -

$400 -

$173

$0 -

$303

-$400 -
1Q086

Confidential Treatment

($174)

2Q06 3Q06 4Q06 1Q07  2Q07

Requested by Goldman Sachs

3Q07

Global Mortgages: +$741mm A 152% vs. Q3 2006

Performance Drivers (Net Revenues) ]

SPG Trading: +%$2.04bn A $1.96bn vs. Q3 2006

» The desk benefited from a proprietary short position in
CDO and RMBS single names

» Additionally, we captured P&L on spread widening in
various indices

CDO: $(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
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Y Q3 2007 Global Mortgages Revenues

(Yearly Performance $ in Millions)

| Business Group || Ytpo7rr || YTDO06* | |%Avs.YTDO06]
Residential Prime (94) 53 -277%
Residential Credit (665) 236 -381%
CRE Loan Trading 140 130 +8%
ABS Loans & Finance 77 39 +95%
SPG Trading 2,791 201 +1,286%
CDO/CLO (1,398) : 139 -1,107%
Warehouse / Tax Residuals 30 20 +49%
European Mortgages 76 40 +90%
Advisory 2 19 n/a
PFG JV 28 35 , n/a
Management/Other 100 (22) n/a
Gross Mortgage Revenues 1,087 891 : +22%
Transfers (248) (121) n/a
Net Mortgage Revenues 838 769** +9%

* As of 39 Quarter
**Excludes Liquid Products revenue
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o Global Mortgages Performance

Tactical Positioning

B The business has taken proactive steps to position the firm strategically in the
ensuing mortgage credit and liquidity crisis

Timing Action
| Shut down residential mortgage warehouses

Reduced loan positions
Increased protection for disaster scenarios

Q1 2007

Shut down CDO warehouses

Took significant mark to market losses
Reduced loan purchases

Reduced counterparty exposure

Q2 2007

Positioned business tactically
— Shorted synthetics
— Reduced loan and security purchases
— Shorted CDOs and RMBS
— Increased long correlation position
- Reduced long inventory

Q2 2007 and Q3 2007

Q3 2007 B Actively managed risk exposure to hedge funds

W Significant covering of short positions

Q3 2007 and Q4 2007 B Opportunistically looking to buy assets
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i Looking Ahead

Global Mortgages Business Initiatives

B Litton Acquisition

B Home Price Derivatives

B Brazilian Mortgage Business

m European Residential Origination‘

B European Mortgage Correlation Trading

B Reverse Mortgages
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e Managing Non-Public Information

Compliance

WALL CROSSING

Public-side employees who intentionally or inadvertently receive confidential information regardmg
an issuer or counterparty may need to be “wall-crossed” to the advisory side of the wall.

WALL CROSSING PROCEDURE

B 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
B 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 | 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

®m  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.
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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. | 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 severely impact the subprime securitization market —
CDO's, CDOMN2s and related products — to really escalate this to a new level.

Slide / 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 CDO
squared and other structured products performed especially badly —
sometimes losing most of of their value even in the AAA rated tranches

Permanent Subcommittee on Investigations
EXHIBIT #48
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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 iiliquidity 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 / broker / 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 2" and 3" gtr 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 3™ 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 inthe ____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 EPDs, 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

Confidential Treatment Requested by Goldman Sachs GS MBS-E-010018512



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 / 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"
qtr results for our leveraged loan book — something in the range of a 5 pt mark. [t
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 / 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 liquidity 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 liguidity 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 / Citi / JPM contingent is trying to do
now, but | 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, | 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 | 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, | 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

CDO 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 | note again, | 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 capltahzlng
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 3 gtr VaR
example
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‘i Total CDO Market Share Evolution

B 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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Highlights of the GS’ CDO underwritings
2006-2007YTD

B There have not been any downgrades in the CRE CDOs, US CLOs or European CDOs, as the collateral in
those transactions has not experienced the same level of price dislocation

B On some of the Structured Product CDO and ABACUS transactions downgrades have occurred. These are
more common in Mezzanine transaction and in those that have a larger percentage of RMBS or CDO
collateral.

e Inthe 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).

e 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.
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Highlights of the GS’ CDO underwritings (cont)
2006-2007YTD

% of total Downgrades Downgraded clases (Original Sizeof  %of
Closing date Deal Name Sponsor Collateral Tofal Size book 6] rating) downgrade deal
08-Mar-06 Fortius | Funding, Lid. Aladdin Capital Management LLC ABS 8115 1.90% N - 0.0%
30-Mar-06 Dawvis Square Funding Vl, Ltd. TCW Asset Management Co. ABS 4,018.0 12.51% Y Class C (AA2), D (BBB/Baa2) 600 1.5%
02-May-06 Hout Bay 2006-1 Ltd. Investec ABS 1,504.0 4.68% Y Sub Notes (Ba3) 60 04%
11-May-06 Broadwick Funding, Ltd. Peloton Partners LLP ABS 1,965.0 6.12% N . - 0.0%
26-Jul-06 West Coast Funding |, Ltd, TCW Asset Management Co. ABS 5410.0 16.85% N - 0.0%
28-Sep-06 Altius Il Funding, Ltd. Aladdin Capital Management LLC ABS 2,017.5 6.28% Y Class D (BBB/Baa2), E (BB+/Ba1) 190 09%
04-Oct-06 Lochsong, Ltd. Winchester Capital Principal ABS 1,219.6 3.80% N - 0.0%
Hudson High Grade Funding
01-NovQ6 2006-1, L. Aladdin Capital Management ABS 15117 471% N - 0.0%
Hudson Mezzanine Funding Class C (AA2), D (BBB/Baa?2),
05-Dec-06 2006-1, Lid. Aladdin Capital Management ABS 2037.0 6.34% Y E (BB+/Ba1) 2800 137%
05-Dec-06 Davis Square Funding Vil Ltd. TCWAsset Management Co. ABS 4,025.0 12.54% N - 0.0%
Class A-2 (AANAaa), B(ANA22),
C(A/A2), D(BBB/Baa?2),
07-Dec06 Fortius |l Funding, L. Aladdin Capitai Management LLC ABS 5227 1.63% Y E(BB+/Ba1) 1500 28.7%
18-Jan-07 GSC ABS Funding 2006-3g, Ltd. GSCP (NJ) LP ABS 1,600.0 4.98% Y Class C (NA2) , D (BBB/Baa2) 720 45%
Class A2 (AAA/Aaa), B(AAHAE2),
Hudson Mezzanine Funding C(A+/A2), D(BBB+/Baat), E(BBB-
08-Feb-07 2006-2, Lid. Aladdin Capital Management ABS 407.9 1.27% Y /Baa3) ) 1440 353%
14-Feb-07 Fort Denison Funding, Lid. Basis Capital Securiisation Pty. Lid. ABS 505.3 1.57% N - 0.0%
Cambridge Place Investment
28-Feb-07 Camber 7 plc ManagementLLP ABS 915.5 2.85% N - 0.0%
Anderson Mezzanine Funding Class A2 (AMWAaz), B (ANAa2),
20-Mar-07 2007-1, Ld. GSC ABS 3075 0.96% Y C (AA2), D(BBB/Baa2) 1011 329%
27-Mar-07 Timberwolf, Lid. Greywolf Capital Management LP ABS 1,017.3 3.17% N - 0.0%
18-Apr-07 Point Pleasant Funding 2007-1, Dillon Read 10145 3.16% N - 0.0%

(1) Includes Tranches on negative watch and on review for downgrade
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Highlights of the GS’ CDO underwritings (cont)
2006-2007YTD

Deal Name Sponsor Collateral Total Size  book b Downgraded clases downgrade deal
ABACUS 2006-10 CMBS 3,750.0 21.4% N - -
A2(Pal/PAAR), B (Pat1/AAN), f
ABACUS 2006-11 CMBS, RMBS 750.0 43% Y C(Ra3/AA), D (A2/A7) 1144 153%
CMBS, A2(Ra2iPAA), B (Aa3/AAR), ¥
ABACUS 2006-12 RMBS. CDO 1,0000 57% Y C(Aa3/Ac), D (Baa3/BBB) 101.3 10.1%
ABACUS 2006-13 CNBS 7950 45% Y N (Ba3/BB) 60 08%
| 4
ABACUS 2006-14 CMBS, RVMBS 8385 48% Y B (Ra3/AR), C (R2/AY) 7756 9.3%
ABACUS 2006-15 CVBS, RVBS 2250.0 128% N - -
ABACUS 2006-17 CMBS 600.0 34% N - -
A, (PaalPPN), A2 (RIPAH), A3 T
CMBS, (Aa3/AAR), B (A1/AR), C (A3/A),D
ABACUS 2006-8 RVBS. CDO 1,000.0 57% Y ( Baa2/BB+) , 170 17.0%
ABACUS 2006-9 CMBS, RMBS 1,250.0 71% N - -
ABACUS 2006-HGS1 Bear Stearns Asset Management CDO 9000 51% N - -
ABACUS 2006-NS1 NS Advisors LLC CMBS 700.0 4.0% N - -
PBACUS 2006-NS2 NS Advisors LLC CMBS 7000 40% N - -
ABACUS 2007-18 CMBS 1,000.0 57% N -
CMBS, r

PBACUS 2

(1) includes Tranches on negative waltch and on review for downgrade
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Subcommittee on Investigations

November 7, 2007

Mr. A

Accounting Branch Chief

Securities and Exchange Commission
100 F Street, NE

Mail Stop 7010

Washington, D.C. 20549

Re:  The Goldman Sachs Group, Inc.
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.

e 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 of a 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 any one 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 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;

e 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,

e Including substantial prepayment penalties.

e o
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e 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:

Your origination policies;

The purchase and securitization of loans;

Investments in subprime mortgage-backed securities; and

Loans, commitments and investments in subprime lenders,

O 0 0O ©

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, subprime 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 firmwide 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 of VaR 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.

e Quantify your portfolio of subprime residential mortgages. prré.cticable, 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).
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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/Hybrid (Non Fixed) 64.33% 64.34%
Not Fuil 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
subprime 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 31 2007 2.89 1.84 3.77 2.06 3.49 1.83
Nov 24 2006 1.01 0.44 0.72 043 0.64 0.16

¢ Quantify any write-offs/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-offs/impairments.

¢ 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 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 31, 2007. These put options require us to
purchase collateral (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:

In the normal course of business, we provide warehouse lines and repo financing which is
collateralized by subprime 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 subprime 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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* * * *

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 CDO 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 | 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
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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

Q12007 Q2 2007 Q3.2007 Q4 2007 October 26, 2007 FYTD
Loan/ Other/ Loan/ Other/ Loan/ Qther/ Loan/ Other/
Business Security Derivs Security. Derivs - UW Security - Derivs -~ UW Security :Derivs = UW Security uw

(USD Millionis) P&L © . P&L P&L P&L - P&L .. Total: . /P&L P&L © P8L. Total . ' P&L = :P&L - P&L- Total. - P&L  Derivs P&L P&L- - Total
Residential Prime $ 66 § (0)$- $ 65]% 48 § (0)$- $ 48|$ (252) § 33 $- S (219)]s (76) $ 42) $ - $(118)|$ (216) § @ $- $ (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 @) (98) ©9) (@21 7 (113) (321) 130 - (191)

s&D (51) 13 - 37 @9 G - (50) (104) 108 16 20 42) 13 (16) (45 (236) 124 - (112)

Subprime (167) 144 - (23) (210) (34) - (244) (336) 138  (36)  (233) Gy 7 35 54 (764) 319 () (446)
SPG Trading $ (60) $369 $ (1) $208|$ (103) $546 § 9 $452|$ (724) $2,950 $ 7 $2133]$ (433) $842 $ (1) $708]|$(1,019) § 4,596 $ 15 $ 3,591

ABS Securities (58) 290 - 232 (63) 480 - 417 (646) 1,916 19 1,288 96) 479 (22) 382 (863) 3,185 (3) 2,209

CMBS Securities M 5 - 4 (24) 22 - 2 (48) 173 1) 113 (14 156 11 153 (87) 355 © 267

Correlation (1) 64 (1) 82 (16) 44 9 37 (20) 761 © 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 $(1,619)
US/Euro CRE Loans 58 @ - 58 47 @ - 46 77 122 49 @ 14 8 - 22 (58) 128 49 119
Other* 28 - 6 33 18 - 13 32 1 - 41 43 43 - Q a3 91 - 60 151
Grand Total $ (327) $571 § 28 §272]% (535) § 310 $ 51 $(174)| 5(2,737) $3,482 $ (&) § 74195 (553) $ 889 $ 96 § 432 | $(4,162) § 5262 $1/1 _§ 1,271 |

*Included In Other are gains earned in conjunction with bond U/W (+370 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 Department

SUBPRIME Current Notional (Bn) Market Value (Bn)
Securities (IG) 23 1.2
Subs & Residuals 0.1 0.1
Loans 03 - 03
Single-Name Synthetic Risk (Net) 2.7 1.6
TABX & Tranched Synthetic Risk (Net) 3.1 (0.9)
Net 23 24
ALT-A
Securities (1G) 43 3.8
Subs & Residuals 03 0.2
Loans 0.1 0.1
. Synthetic Risk (net) (1.7) (1.3)
Net 3.0 2.8
SCRATCH & DENT
Loans 0.9 0.5
CDOs / TRANCHE RISK
Securities 21 0.3
Single-Name Synthetic Risk (Net) ~ (1.2) 0.4)
Tranched Synthetic Risk (Net) (5.4) (3.0)
Seasoned Super Senior Shorts . 3.5) 3.4)
Net (7.9) (6.4)
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From: Cohn, Gary (EO 85B30)

Sent: Sunday, November 18, 2007 6:04 PM

To: Blankfein, Lloyd (EO 85B30); van Praag, Lucas (EO PBC09)

Cc: Winkelried, Jon (EQ 85B30); Viniar, David; Rogers, John F.\W. (EO 85B30); Horwitz,
Russell (EO 85B30)

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. 2Also, 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'l1l 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

EXHIBIT #52
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From: Jha, Arbind

Sent: Friday, December 07, 2007 8:14 PM

To: Viniar, David; Cohn, Gary (EO 85B30); Winkelried, Jon (EO 85B30); Evans, J. Michael (ED
CKC068); Montag, Tom; Sherwood, Michael S; McMahon, Bill; Broderick, Craig

Ce: Berry, Rabert; Dinias, Michael

Subject: Weekly Market Risk Summary as of 12/06/07

Attachments: Daily_Widening_Est_20071206.pdf

Significant changes in risk from previous week (cob 11/30/07 to cob 12/06/07):

e Trading VaR increased from $134mm $151mm (vs. temp. limit $165mm) due to a risk increase in
Equities.

o
e 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.

smemmen = Redacted by the Permanent
Subcommittee on Investigations

&

Daily_Widening_Est
_20071206.pd...

Permanent Subcommittee on Investigations
EXHIBIT #53
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Quarterly Market Risk Review
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Market Risk Management & Analysis

September 2006
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Quarterly Change

Credit Widehing Scenario

4

-600 "

Scenario Impact ($MM)

Mortgage Trading

CDO Warehouse Credit Trading

B Q2 2006 End m Q3 2006 End

S8G

Credit Origination

B  CDO Warehouse scenario increased due to $2.2Bn increase in Structured Products inventory.

B Credit Trading scenario decreased due to $600mm reduction in long equity exposures.
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Basis Risks
Mortgage Tradilﬁ

Synthetic Corporate

Loans Single Name CDS Index CDS

cDo cDS Passthru Equity
Market Value
($mm) 14,056 | 1,185 | 19,136 | 4,882 367 9562 | 1082 | 1265 | (14279) (8,000) (11,997) (117) nfa
Spread DV01 '
($kibp) 4859 | 336 | 4306 | 1472 189 3386 | 232 | o43 (7,568) (3,200) (5,084) 0 1,220
Credit Widening
Scenario ($mm) | (3a5, | (10) | (131) | 79) (12) 214) | (153) | (83 443 144 93 15 (389)

B 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 varlety of hedging strategies
to mitigate the risks inherent to their long mortgage exposures.

B | ong mortgage exposures generate a stress test loss of $1.1Bn while short exposures generate credit scenario
hedge relief of $0.7Bn.

B 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.

B Short exposures include long CDS protection on synthetic CDOs (Abacus), long CDS protection on Corporate
Indices (CDX), short Agency Passthroughs, and short Equity (S&P500).

11
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Desk: Mortgages Qtrly Analysis Q3 - 2006
Risk - ..

39 i i I - from $404mm to $389mm over the quarter. The
33 decrease in risk was primarily driven by Secondary 8 Correlation and Managers books, partially offset by a risk
28 increase Residential Prime book, [ Credit Scenario ($mm) PNL ($mm)
23 4 Desk 8{25[06| 5/26/06| Change 3'06| '06] YTD'06
1 | MTG SPG 389.4)] (403.6) 14 306 350 833
Derivatives (21.5) (27.6) 6 1 2 (0)
13 A Residential Prime (101.8) (74.6) (27) 2 26 38
8 - Residential Credit {44.4) (53.9), 10 65 114 200
3 Mortgage Residuals (120.4)] (106.4) (14) 35 4 60
Non-Resli Origination (44.3)) (29.0) (15) 49 39 116
@1 Secondary & Correlation (62.8)|  (94.4) 2 67 61 170
(7) A CDO/CLO (39.2) (45.2) 6 6 4 13
(12) Managers 45.0 27.5 18 (6) (10) (20)
7y b e . N . ! Euro MBS 15 4 28
© ~ @ = W o ~ CDO Warehouse (219.5)] (137.7) (82 34 42 106
’S, & 3y ~ S ® % ® Resl Prime desk stress test Increased mainly due to a revised stress test shock on MTA Basis 10 and Negam Reslds. The slze of
R P ($MM) VaR (95%) mmmemCumulative P&L the Negam Resid increased from $65mm to $111mm over the quarter and the desk created $45mm non-cashflowing residuals as a

part of $140mm of NIM securitization. The desk currently hold $200mm MTA Basis IO, an Inventory largely unchanged from the
pravious quarter, The combined stress test on MTA Basis 10 and Prime Resids s $37mm.

03 2006 Q2 2006 " Mortgage Residuals stress increased due to markup of subprime resids by $25mm (impact $10mm) and GS retaining $27mm
Stress Test Average (410) (401) non-cahsflowing risk (Impact $10mm) off $30mm resld fund securitization (GSAMP RESID1) and an increase In residual inventory

matnly due to new securitization activities.

* Non Resi Orig stress increased as the desk went iong $1.6B Miils bank loan credit & decreased CMBS

P&L Quarter 306 350 TRR Swaps hedges by $0.4B, partially offset by a securitization of $0.98 Hunt/Ford ABS loans inventory. CMBS Origination desk
YTD 832 526 risk Intra-quarter peaked to $62mm, just prior to GG7 securitization.

* Mortgage desk added $4bn CDX hedges ($3.08 in Secondary & Correlation desk and $1.0bn in Managers book) over the quarter.

Mortgage desk currently have In total $8bn CDX hedges generating $144mm stress credit,

® CDQ Warehouse stress test increased due to an Increase In warehouse Inventory (SP CDQ increased by $2.2bn and CLO by
$0.5bn).

Qtr Change

Rates/ 10y UST Rate 4.79 -26 TIRE BSWS..H
Agency 2y/10y UST Spread -7.5 -18 (75) N = . .
3m10y Swep Daily Implied Vol 4.2 -0.7 (34 - - - -
3y7y Swap Dally Implied Vol 5.5 -0.3 1% 3
FNM Cufrent Coupon OAS 0.1 4.4 7 - 2] -
GNM Current Coupon OAS -9.8 0.9 (8) 3 - 45 -
10 yr Swap Spread 55 0.5 (120 - - . - - - -
RMBS/  RMBS BBB Spread 110 -10 0 (74 s . 71 59 (84)
CMBS  RMBS BBB- Spread 205 -10 (12 ] . B 28 . (184 .
CMBS BBB Spread 60 -4 G T " - T70] €59 (33) )
CMBS BBB- Spread 105 -5 (39 - - - - - -
ABX -01 ABX AAA 01 Index 10 -1 - - - d - - l h -
ABX AA 01 Index 13 -6 ! (407)] (211) 93 20 {12) (214)] (153) (835 443 (25)] 144 15] (389
ABX A 01 Index 45 0 ® Mortgage Derivatives: We are long $114mm IO, $325mm PO, $2.8bn Combo, $350mm Inverse floater and $138mm Inverse 10
ABX BBB 01 Index 115 ~21 Inventory.
ABX BBB- 01 Index 218 -6 " Residential Prime: The desk Is long $5bn prime fix, $3.2bn prime hybrid, and $0.4bn Subs Inventory. Resi Prime Hybrid desk
CMBX  CMBX AAA Index 7 ¢ securitized $5.2bn MTA (Option ARM) loans, $18n Prime Hybrid and $1.7bn prime fix loans during the quarter.
CMBX AA Index 18 0
CMBX A Index 27 -2 = Residential Credit: The overall loans (credit) inventory increased by $1.5bn to $11.8bn ($5.6bn Alt-A, $4.6bn Subprime and
- $0.7bn Second Uen and $0.8bn S8D Loans). Resi Credit desk securltized $5.4bn Ait-A, $3bn subprime and $1bn Second Lien
CMBX BBB Index 62 3 h h
CMBX BBB- Index 106 -5 loans over the quarter.

» Mortgage Residuals: The size of total resid inventory over the quarter increased from $370mm ($95mm Cashfiowing &
$275mm non-cashflowing) to $505mm ($251mm Cashflowing & $254mm non-cashflowing), mostly due to new securitizetion
activitles.

Overall level of rates, low lavels of volatility, lack of material mortgage origination as well as a potential end to fed hiking| |4 Secondaty and Correlation: The desk is net long $1.2Bn CMBS securities and $1.98n ABS securities, and $1.7mm/bp CMBS
rates have left mortgage spreads much better bid. ABX, the synthetic RMBS Subprime Index continued to tighten amid Swaps; hedged with $5.5Bn notionals CDX6. Correlation book is long $7.4mm/bp CMBS/RMBS credit (via CDS), as hedges for
strong technicals, mainly due to the continued demand from CDO vehicle despite weaker housing macro data and the $7.6mm/bp exposures from Abacus trades. The desk is also fong $1.9mm/bp RMBS Subprime credit malnly via ABX "BBB"
general weakness among subprime lenders. The new series of ABX Indices were rolled in June. and "BBB-" tranches, hedged with $3.5bn CDX6 and $117mm S&P500 Index.

= CDO Equity: We are long $70mm CDO/CLO equity backed by structured products and senior bank debt collateral. Scenario
risk on this is $39mm.

" CDO Warehouse: We hold $9.4bn of structured product securities and $0.9bn senior bank debt securities In cur CDO
w,shouse facllity, generating a stress test of $220mm.

MARKET RISK MANAGEMENT ANALYSIS
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Trading Summary

% Contribution to Trading VaR

Global Money Markets

Global FX

Commodities

Global Credit Products

Global Special Sitﬁations Group

Credit Origination

Equities Division

Principal Strategies
Equity Products Group
One delta

Derivatives

Confidential Treatment Requested by Goldman Sachs

Quarter End VaR ($MM) P&L ($MM)
Business Unit VaR
Q3 2006 Q22006 | Q32005 | Q32006 Q22006 { Q320051 Q32006 | Q22006 | Q32005
Trading 93 108 87 100% 100% 100% 3,978 6,118 4,203
FICC Division
Global Interest Rate Products
Mortgages 12 13 13 4% 3% 8% 309 350 188

“
Redacted By
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Quarterly Market Risk Review
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Market Risk Management & Analysis

December 2006
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Credit Widening Scenario
Quarterly Change

/‘

900+~ |
800
7004
600+
5004
-400

-3004°

Scenario Impact ($MM)

200 |~

1004

0 -

Mortgage Trading CDO Warehouse Credit Trading SS8G Credit Origination

Q3 2006 End m 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 $0.4Bn, as size of commitments increased $37Bn, from $39Bn to
$76Bn.

$0.3Bn 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.

10
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Credit Widening Scenario - Basis Risks

rtgage Trading

Credit Widening

Scenario ($mm)

Q4 (411) | (25) | (133) | (365)] 94 | (205) ) (111 ] (31 46 435 0 63 0 (641)

Q3 @77y 4 (10) {137 | 74 | (120 | 214 ] (119) | (83) | (25) 410 144 93 15 (389)
Change @35 | 15 ] a4 Jeon| 107 9 9 52 71 25 (144) (30) (15) (252)
M 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 CDOs (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 CDX default swap protection resulting in $144mm increase in stress
test. This was offset by purchasing protection in single name CDS on RMBS providing $107mm 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.

CDOs also have exposure to implied correlation risk that is not captured in the Credit Widening Scenario.

Confidential Treatment Requ
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Mortgages Quarterly Analysis Q4 - 2006

VaR & PaL Rist - |
Credit Scenario gs@ PNL ($rmm)
45 Desk 11/24/2006 8/25/2006 Change Q4'06 Q3'06 FY*06
MTQG SPG (641) (388) {252) 143 309 979
a5 Deriv {12) (22) 10 ) [} (2)
Res Prime (104) (102) 2) 1) 4 38
2 Res Credit {157) (165) 8 31 92 265
5 Non-Resi Orig (320) (44) (276) 19 47 118
Second & Corr 18 o (e3) 81 (13) 68 163
15 CDO/CLO (66) (39) (27) 0 2 [
Managers 0 45 (45) (10) (10) (34)
5 Euro MBS o 25 15 53
CDO Warehouse {141) {220) 79 56 3 169
(5) Mortgage Trading Credit Scenario Risk increased by $252mm: from $389mm to $641mm over the quarter.
The followlng represents the major changes:
(15) + ® GS committed to provide financing of $9.87bn senior & mez debt (Impact $99mm) and $1.17bn bridge
equity {!Impact $199mm) to Blackstone for its acquisition of Equity Office Propertles Trust.
: n Desk completiey unwound $8bn CDX hedges -~ $5.5bn in Secondary & Correlation and $2.5bn In Managers
8/28 9/12 9/26 10/10 10/24 1177 11/21 A/C (Impact $145mm). Desk also unwound $117mm S&P hedges (impact $15mm)
& P8L ($MM) — VaR (95%) —Cumulative P&L # Retalned CDO/CLO equity MV increased from $70mm to $115mm through an active CDO calendar (Impact
’ $23mm).
. Q4 2006 Q3 2006
Stress Test  Average (394) (410) W Secondary and Correlation book bought $1mm/bp single name CDS protection on RMBS Subprime BBB/BBB-
vaR Average 14 13 sector {credit $110mm) and unwound $2.5bn long AAA CMBS Lehman TRR Swap exposure (credit $50mm).
P&L %"S”er 3;93 ggg . ® CDO Warehouse stress test decreased due to a reductlon in SP CDO warehouse Inventory by $4.2bn (impact

$80mm)

Highlights -

Rates/Agency 24~-Nov Qtrly Chang C S . Bﬁ‘

10y UST Rate 4,55 -24 Rates rallled, curve flattened and OAS tightened i) 0 0 0 -

2y/10y Spread -18.5 -11 amid low level of vol. 3 [] 17 1 ] 0 ] 0 0 9

Ul Al & 3 % | 4 | w0 | 4 8 w | o 0 |

FNM CC OAS 57 -1 133 R 0 { -2 59 [ 0 ] -157
-25 -365 0 0 25 0 4 0 46 244

ABX -OTR M ] 0 0 13 [ 0 0 %

ABX AAA 8 -1

ABX AA 14 0 12 0 0 0 R 0 0 435 ] ki)

ABX A ' 53 11 ABX widened significantly amid heavy hedge -68 0 0 0 0 ] 0 0 0 66

ABX BBB 189 72 fund selling, weaker housing data and lack of ] ] 0 ] ] 0 0 ] ] 0

ABX BBB- 297 71 CDO bid malnly due ta the year end. : e ) & % o 208 i 3 I m 1

CMBX-OTR a Mortgage Derivatives: We are long $105mm IO, $616mm PO, $1.5bn Combo, $371mm Inverse floater

CMBX AAA 6 -1 and $180mm Inverse IO Inventory.

CMBX AA 13 -5 .

CMBX A 17 -10 u Residentlal prime: The desk Is long $3.0bn prime fix, $5.3bn prime hybrid, and $0.5bn Subs inventory.

CMBX BBB 51 -11 CMBX tightened on the back of limited supply, Desk is also long $155mm MTA reslduals and $158mm Option ARM IO.

CMBX BBB- 76 -3 lack of hedge fund Interest and continued

CMBX BB 178 n/a demand from CDO vehicles. = Rasi Credit: The overall loans (credit) inventory Is unchanged at around $11bn ($2.9bn Alt-A, $6.3bn

cDX6 Subprime and $1.5bn Second Llen and $0.8bn S&D Loans).

CDX6 1G 3t -8 ﬁggﬂ:ﬁrﬁgzﬁe&:?%gr)'(dvx?r:)glg overall u Credit Residuals: The size of total resid inventory over the quarter Increased from $505mm ($251mm

RMBS CDS ) Cashflowing & $254mm non-cashflowing) to $556mm ($300mm Cashflowing & $256mm non-cashflowing),

RMBS AAA 12 [} maostly due to new securltization activitles.

RMBS AA 18 0

RMBS A 50 15 = Secondary and Correlation: The desk is long $1.9mm/bp ABX "BBB/BBB-" credit vs. $1.3mm/bp ABX

RMBS BBB 155 45 RMBS BBB/BBB- single name CDS outperformed "AAA/A" & $0,.9mm/bp single name CDS on RMBS Subprime "BBB/BBB-" sector.

RMBS BBB- 250 45 thelr ABX counterparts. :

RMBS BB 600 0 = CDO Warehouse: We hold $5.2bn of Structured Product Cash Bonds and $0.6bn of Senlor Bank Debt In the

CDO/CLO warehouse facllity, generating a stress test of $141mm.
MARKET RISK MANAGEMENT ANALYSIS 18
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Trading Summary
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Quarter End VaR ($MM) % Contribution to Trading VaR P&L ($MM)
Business Unit VaR |
Q4 2006 Q32006 | Q42005 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
Martgages 13 12 11 3% 4% 2% 143 309 149

Redacted By
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Ws# LIAIHXA

SUGIJESNSIAU] U0 FoIUH0IGIS JUIUEUWId Y

Market Risk Managemént & Analysis

March 2006

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009685934



Credit Widening Scenario
Quarterly Change

-

900+ |
800 |
7004
600+
5004
4004

-3004°

Scenario Impact ($MM)

200 |

1004

Mortgage Trading CDO Warehouse Credit Trading S8G Credit Origination

B Q4 2006 End m Q1 2007 End

In aggregate the Credit Widening Scenario for the Trading Division remained at $2.5Bn.

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). ‘

10
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Credit Widening Scenario - Basis Risks
Mortgage Tradiﬂ

Credit Widening
Scenario ($mm)

2/23/2007 @45) | @1 | (128) | @98) | 149 (199) 68 | (151) | 42 500 54 (531)
11/24/2006 @11) | (25) | (133) | (385) 79 @05) | 122y | 31) | 48 462 63 (841)
Change (34) | (18) 5 67 70 6 190 | (120)] (88) 38 (8) 110

® 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 CDOs (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 debt/equity.

® This was partially offset by the business going longer CMBX BBB- index and Total Rate of Return Swaps on
CMBS Indices.

WM The business is also long $700mm of 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.

B 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 CDO product.

Confidential Treatment Requested by Goldman Sachs
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Mortgages Quarterly Analysis Q1 - 2007

VoK & Par

100 A : - 300 VaR (Sma) Credit Scenario (Smm PNT, (Fmm)
| 2/23/2007 {11/24/2006] Change | 2/23/2007 [11/24/2006 | Change | Q107 FY'06
o L i ; MTC SPG 85 13 72 (531) 641) 110 272 979
Res Prime 3 3 (0). @ (104) 20 G5 38
B o o o oo o e o et i s s o e e A Reos Credit 7 3 4 ass) as7) a8 @38) 268
Non-Res! Orig 2 2 @) 3 22) 2s 62 118
100 SPG Trading 20 7 83 71 18 s3 288 163
25 4 CDO/CLO, 13 2 12 (18) (66) © (12) 1) s
Acquisition Commitment [ 7 (2} (232) (298) 66 n/a
- 0 Warchouse 2 2 1, (148) (1.50) 2 (44) 121,
25) 4 i ¢ from $13mm to $85mm over the quarter, largely driven by risk
(25) -100 increase in SPG Trading desk due to a combination of wider spreads & increased volatility in ABX market and the
desk increasing their net short risk in RMBS subprime sector.
50 . 3 2 . Omunex The following are the major changes:
75) Lo e -200 n Re5| Credlt desk nsk increase was prlmanly attnbutable to an increase in size of credit residuals from $555mm to
(100) - ‘ . J- -300 & SPG Trading desk started off the quarter with long $1.8mm/bp ABX "BBB-" risk, hedged with “AAA/A" rated ABX
indlces and single name CDS. Over the quarter, desk reduced its long ABX “BBB-* risk by $1.3mm/bp (relief
11/27 12/11 12/25 e 1/24 2/7 2/22 $155mm). 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 $50mm). Furthermore, Correlation book bought
B PAL ($MM) VaR (95%) Cumulative P&L full capital structure protection on Abacus06-17 (relief $60mm) ’
Q1 2007 4 200 u Risk reduction above in SPG Trading desk was partially offset by the desk going long $0.6mm/bp of CMBX "BBB-"
Stress Test  Average (527) (394) index (impact $90mm) and $3.4bn "AAA" and $1.1bn Investment Grade CMBS TROR swaps (impact $115mm).
VaR Average 23 ia .
m Acquisition Commitment reduced the size of EOP debt commitment from $9.9bn to $4.5bn (relisf $534mm) and
P&L Quarter 272 143 EOP bridge equity from $1.2bn to $0.8bn (relief $57mm), partially offset by $1.8bn Holiday Retirement Corp
YTD 272 979 commitment (impact $45mm).
Market - W ighlights -
Rates/Agency 23-Feb  Qtrly Change Comments ‘ i "‘; 2 : : 1R o5 ! : j‘!%“ ! n % TM:W
10y UST Rate 4.68 13 Rates sold off, curve steepenad and OAS - ! g il
2y/10y Spread (13) 6 tightened amid continued deciine in vol. ;; fe :’B : g g 2“2 : : : 77'
3m10y Vol : 4.20 0.1 d . =
3;n7y \y/°|° 4.80 20.73 -174 -7 o 0 8 0 5% 0 9 0 -185
FNM CC OAS 2] (2) 41 68 0 0 24 122 0 181 0 42 183
34 10 [ ] 203 0 34 0 [} 0 126
ABX -OTR -6 [] 0 [ 88 -322 15 0 500 [} 102
ABX AAA 33 25 ABX continued ta gap significantly wider amid -88 [ 0 0 0 9 1 [ [ [ 78
ABX AA 41 27 heavy hedge fund selling, negative press about 0 [ [ 0 0 0 0 [ [ ] 0
ABX A 286 233 subprime markets and lack of CDO bid. 0 -232 [] 0 0 0 0 0 0 [] 32
ABX BBB 1027 838 Standard Tranches on ABX BBB and BBB- indices 507 426 54 2 149 A8 ) 454 500 42 531
ABX BBB- 1514 1217 have started to trade since Feb 14th.
CMBX-OTR m Mortgage Derivatives: We are long $125mm 10, $350mm PO, $2.4bn Combo, $355mm Inverse floater and
$190mm Inverse 10 inventory.
CMBX AAA 4 {2) CMBX was relatively unchanged on the back of
CMBX AA 11 (2) strong commercial mortgage/REIT markets, lack m Resi Prime: The desk is long $4.3bn prime fix, $3.3bn prime hybrid, and $0.2bn Subs inventory. Desk is also
CMBX A 15 (2) of hedge fund interest & cl?ntin‘tl.led"demalpq from long $108mm OPT ARM 10 and $117mm MTA Negam resids.
SMSQ ggg_ gi é EED‘Z‘ ﬁ;ggﬁi—g;désggs);ng Bs%bgs ':BSEE;C‘:'RZ'&SS m Resli Credit: The overall loans (credit) inventory decreased from $11bn ($2.9bn Alt-A, $6.3bn Subprime, $1.5bn
CMBX BB 208 30 ’ 2nd Lien & $0.8bn S&D) to $7bn ($3.8bn Alt-A, $1.5bn Subprime, $0.7bn 2nd Lien and $0.8bn S&D) Loans).
CDX OTR m Credit Residuals: The size of total resid inventory over the quarter increased from $555mm ($300mm
COX IG 30 @) Structured credit demand and benign overall Sﬁztlﬂool\:lelcvgszciﬁlsz?t:gnn:gt-s:tslzowmg) to $700mm ($430mm Cashflowing & $270mm non-cashflowing), mostly
credit environment kept CDX well bid.
RMBS CDS m Secondary and Correlation: ABS Synthatics book is net short $1.8mm/bp "A", $0.8mm/bp "BBB" and
RMBS AAA 12 0 The ABX/CDS basis widened significantly over $0.2mm/bp "BBB-" RMBS subprime credit, mostly via single name CDS. CMBS desk is net long $1.5mm/bp of CMBX
gmgg ﬁA ;g 202 the quarter. index vs. single name CMBS CDS and long $3.5bn Investment Grade (sdv01 $2.6mm/bp) and $1bn "AAA" (sdv01
RMBS BEB 341 186 $0.7mm/bp) CMBS TRR swaps. -
RMBS BBB- 634 384 ®m CDO/CLO: We are long $3.6bn CDO Debt and $86mm CDO equity and $10mm CLO equities.
RMBS BB 630 30 m CDO Warehouse: Structured Product Cash Bonds inventory decreased from $5.2bn to $4.6bn while Senior Bank
Debt inventory in US CLO increased from $0.6bn to $1.6bn

MARKET RISK MANAGEMENT ANALYSIS 18
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Trading Summary

Quarter End VaR ($MM) % Contribution to Trading VaR P&L ($MM)

Business Unit VaR

Q12007 Q42006 | Q12006 | Q12007 Q42006 | Q12006 | Q12007 | Q42006 | Q12006

Trading 154 119 112 100% 100% 100% 7,217 4,536 6,922

FICC Division

Global Interest Rate Products .

Mortgages 85 13 11 23% 3% 2% 272 143 174

Global Money Markets )

Global FX

Emerging Markets

Commodities ,

Global Credit Products Redac—tedBy

Global Special Situations Group Permanent Subcommittee on Investigations

Credit Origination R S
25

Equities Division

Principal Strategies
Equity Products Group
One delta

Derivatives
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Quarterly Market Risk Review
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Change

Credit Widening Scenario

/’

Scenario Impact ($MM)

14004
-12004 "
1000+
-800+"
6004
400"

-2004"

Mortgage Trading CDO Warehouse

Credit Trading  Emerging Markets 88G Credit Origination

BE® Q12007 End B Q2 2007 End

W |n aggregate the Credit Widening Scenario for the Trading Division is $2.7Bn

B 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.

B CDO 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.

B Emerging Markets business was added to the risk measure during Q2. Russia, Kazakhstan and Turkey

account

for 90% of the risk.
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Credit Widening Scenario - Basis Risks
Mortg_;ﬂ;g Trading

Commercial Mortgage
Derivatives

Residential Commercial Residential Mortgage

Mortgages Mortgages Derivatives Synthetic CDO Total

Credit Widening

Scenario ($mm)
25-May-07 (408) (208) 59 (152) 599 (108)
23-Feb-07 (561) (339) 218 (350) 500 (531)
Change 155 131 (159) 198 99 423

B 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 CDOs (Abacus). As we have observed this year
there is significant basis risk between and among cash products, single name CDS, and indices.

B The recent increase in subprime defaults/délinquencies has exacerbated the basis risk inherent to the
mortgage business and their hedging strategies. For example, hedging subprime mortgage residuals, second
lien mortgages, CDO squared, etc. with shorts via derivatives has been very challenging.

W 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 Quarterly Analysis Q2 - 2007

200 e e e e e e e e e 400 VaR (Smm) Credit Scenario (Smm) PNL (8mmy)
8/28/200712/23/2007| Change |5/25/200712/23/2007] Change Q2'07 Q1'e7
34 85 (51) (108) (331) 423 (174) 272
3 3 ©) 92) (L)) (C)) 37 63
100 L 200 Ros Credit 4 6 ) (111) (185) 74 (299) @8)
Non-Resi Orig 4 2 1 (62) 3 _(64) 41 62
SPG Trading 48 20 42) 300 71 229 457 288
50 Y100 ABS/MBS CDO 26 13 13 (70) 78) 8 (244) ()
Acquisiton Commitment 10 6 4  (45) 232) 187
- 0 Warchouso 3 2 1 3 (148) 150 220) (75)
VaR decreased by $51mm: driven by a reduction in RMBS synthetic shorts.
(50) -100
Credijt Scenario decreased by $423mm: driven mainly by reduced long exposure to commercial sector.
(100) 4 ~200 m Resi Credit scenario Improved as residuals decreased from $0.7bn to $0.5bn (rellef $30mm) and loans decreased
from $6.8bn to $1.8bn (relief $34mm).
(150) A -300 m CMBS Securities & CDS scenario improved as short CDS exposure increased from $0.1bn to $2.5bn (relief
$130MM) primarily on BBB- sector. TRR swap exposure flattened from long $4.6bn (relief $93mm)
(200) - -400 u ABS Synthetics scanario worsened as short exposure in subprime single name CDS reduced from $10.5bn to
2/26 3/12 3/26 4/9 4/23 5/7 5/21 $6.3bn (worsened $117mm). ABX A/BBB short reducad from $2.9bn to flat (worsened $40mm).
=2 P(?;Ir_tgir;l) v:::t (:j:;u) C(t:g::l;l:l\:‘)e Y70 PaL m Correlation book scenario improved on purchase of $2.4bn protection concentrated on senior tranches of CMBS
baskets (relief $122mm).
Q2 2007
Stress Test  Average (288) (527) m Acquisition Commitment scenario improved as EOP debt reduced from $4.5bn to $1.3bn (relief $34mm), $835mm
vaR Average 63 24 EOP bridge equity was paid back (relief $142mm), and $1.8bn Holiday loan sold to Fannie (ralief $45mm). This was
partially offset by the $9bn Project Chariot ABS financing trade (worsened $32mm)
P&L Quarter {(174) 272
YTD 97 272 m 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 $2.5bn.

m Highlights
Q2'07

Rates/Agency 25-May Chg Chg Comments for Quarterly Change
10y UST Rate 4.86 19 0 Rates sold off, curve steepenad, and OAS widened.
2y/10y Spread - 0.6 13.7 19.1  vol continued to decrease for lack of market bid. 3 0 0 - - 0 0 2
3m10y Vol 3.79 {0.39) (0.48) 0 24 - 0 0 )
3y7y Vol 4.69 (0.06) (0.64) 0 2 [ [ - [ 0 AN
FNM CC OAS 4.0 10.8 8.9 [] 0 0 262 - (125) Q 51 2
[ [ 82 [ (65) - [} ] A8
ABX 06-2 Spreads peaked on 2/27 and slowly tightened. Note 0 T T4 3N A 0 732
ABX AAA 20 (16) 11 that almost half of the tightening is attributable to 0 [} 0 0 - - 0 [] 0
ABX AA 31 (16) 17 the market assigning longer durations to ABX as [} 0 -10 0 3 - 0 0 -0
ABX A 139 {149) 85 [] [ [ ] - - 0 ] 25
- ABX BEB 584 (398) 395 prepaymaents have slowed. Nontheless, US mortgage
ABX BBB- 1029 (421) 733  market continued to remain under considerable 5 21 [ 49 % {1034 568 il 108
stress. m Mortgage Derivatives: We are long $120mm 10, $528mm PO, $1.9bn Combo, $304mm Inverse floater and,

CMBX-2 $214mm Inverse 10 inventory, hedged with $3.8bn PST and $2.4bn Swap )
gmg;(( AA 273 132 110 SoMt?tli :f;:zs;r:'d:lggg 5'1: :ﬁ:gz;zzgc:’l:: spread = Resi Prime: The desk is long $3.2bn prime fix(Screnario Risk $22mm), $3.0bn prime hybrid(Scenario Risk:
CMBX A 45 30 28 subordination Ie‘vels on: half to ona notch on CMBS $29mm), and $0.4bn Subs inventory (Scenario Risk: $25mm). Desk is also long $76mm OPT ARM IO {Scenario Risk:
CMBX BBB 118 67 67 deals throughout the capital structure amid $4mm) and $118mm MTA Neaam resids (Scenario Risk: $26mm).
cmBX SSB‘ 18: 11-‘3’5 iég deterlorating underwriting standards and higher m Resi Credit: The overall loans (credit) inventory is $1.8bn ($1.0bn Alt-A, $0.2bn Subprime, $0.1bn Second Lien
cmBX 34 leverages. and $0.7bn S&D Loans)
CDX -s7 m Credit Residuals: The size of total resid inventory is $528mm ($274mm Cashflowing & $254mm non-
IG 5yr 33 3 ) Corporata credit markets ware largely unaffected cashfiowing)
HY100 Syr 227 u (45) by subprime woes and continue to be well bid. s Secondary and Correlation: CMBS desk is long $1.5bn CMBX BBB/BBB-/BB indices (stress test impact
RMBS CDS $140mm) hedged with $2.2bn short CMBS single name CDS (stress test credit $216mm). ABS desk Is short $5.4bn
RMBS BBB 300 (41) 145 The significant ABX/CDS basis continues to singls name CDS on RMBS subprime and CDO Mazz sactors. Corralation dask is short $23bn tranchad baskets
RMBS BBB- 540 (94) 290  persist although it tightened over the quarter. ($9mm/bp) hedged with $16bn linear products ($7mm/bp).

®m ABS/MBS CDO : Wa are long $2.4bn CDO Dabt and Scanario risk on this Is $35mm, $95mm CDO equities and
ABX Vol (bp) - ) ) Scenario risk on this is $47mm.
ABX BBB 41 (4) 37 Volatility peaked in March and drifted lower in .
ABX BBB- 53 (0) 48 April and May, ending about unchanged over the ® CDO Warehouse: We hold $1.5bn of Structured Product Cash Bonds and $1.9bn of Bank Debt in the CLO

aquartar. warehouse facility.
MARKET RISK MANAGEMENT ANALYSIS 4
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Trading Summary

Quarter End VaR ($MM) % Contribution to Trading VaR P&L ($MM)
Business Unit VaR

Q2 2007 Q12007 | Q22006 | Q22007 Q12007 | Q22006 { Q22007 | Q12007 | Q22006

Trading 135 154 108 100% 100% 100% 6,621 7,217 6,118

FICC Division

Global Interest Rate Products

Mortgages _ 34 85 13 1% 23% 3% (174) 272 350

Global Money Markets
Global FX
Emerging Markets

Commaoadities

Global Credit Products _

Global Special Situations Group Redacted By
Credit Originativon W
Equities Division |

Principal Strategies
Equity Products Group °

One delta ¥

Derivatives
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Quarterly Market Risk Review
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Credit Widening Scenario

g“amman
aclis
Quarterly Change

RO

Scenario Impact ($MM)

Mortgage Trading Credit Trading Emerging Markets SSG Credit Origination

m Q12007 End ®Q22007End m Q32007 End )

W |n aggregate the Credit Widening Scenario for the Trading Division is $3.9Bn

. B Credit Origination increased from $1.3Bn to $2.6Bn during Q3 largely due to wider spreads and an increase in
overall commitments from $112Bn to $131Bn.

W Credit Trading impact reduced by $0.5Bn 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.

B Mortgage Trading scenario loss impact increased by $0.3Bn, 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

Residential Mortgages Commercial Mortgages

Credit Widening

Scenario ($mm)* Total

TOTAL (1,069) 570 (1,006) | 1,603 (684) 61 (545) 1,138 66
*Spread Doubling -
B 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 CDOs (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, CDO Mezz, CDO 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, $0.9Bn 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 CDO Mezz sectors and short
$25Bn synthetic CDOs (Abacus).
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Mortgages Quarterly Analysis Q3 - 2007
b T T S T N 410 ]0) VaR ($mm) Credit Scenario ($mm) PNL, ($imm)
8/31/2007|5/25/2007| Change |8/31/2007}5/25/2007| Change Q3'07 YID
MIG SPG 75 34 41 (389) (108) @281) 741 839
200 Mortgage Derivatives 4 3 1 @8) 29 ®) 7 13
Resldential Prime 6 3 3 ©98) (92) ©) 202) 99)
Resldential Credit 14 4 10 69) @11) 42 (334) (665)
Non-Residentlal Origination 3 4 ©) [ ©2) 21 0 103
100 SPG Trading 86 48 38 150 300 (150) 2,040 2,792
CMBS Securities & CDS 10 5 4 ) 78 a9 111 112
ABS Securities & CDS 118 50 68 5) ® 3 1,194 1,845
- Correlation 40 19 20 157 232 a5) 734 1,108
ABS/MBS CDO 22 26 @) an (70) 59 @97) | (a.214)
Acquisition Commitment 30 10 20 283) 45) (238) n.a. na.
(100) VYaR increased by $41mm on wider spreads and increased volatility.
Credit Scenario worsened by $281mm:
. m CMBS Securities & CDS scenario worsened as long credit CMBX exposure increased from $1.3bn to
(200) 4 .500 $4.4bn (worsened $93mm), partially offset as TRR swap exposure went from long credit $0. lmm/bp to short
5/29 6/12 6/26 7/11 7/25 8/8 8/22 credit $1.2mm/bp (relief $50mm)
W PRI ($MM) —VaR (95%) -~ Cumulative YTD P&L m Correlation book scenario worsened primarily as desk increased long credit CMBX delta hedges from long
(left scale) (left scala) (right scale) $0.3bn to $4.6bn (worsened $195mm). At the same time the desk bought $2bn tranched supersenior
022007 protection on ABACUS (rellef $67mm).
Stress Test  Average {131) (288)
B Acquisition Commitment scenario worsened on new commitments: $3.8bn Hilton (impact $218mm),
VaR Average 68 63 $1.2bn Stratosphere (impact $68mm), and $0.9bn Equity Inns (impact $43mm). Despite Chrysler exposure
P&L Quarter 741 (174) reduction from $9bn to $3bn, scenario risk was unchanged at <$36mm> as reduction in position was offset
YTD 839 97 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).

Rates/Agency Q3'07 Q2'07 Q4'06 Comments for Quarterly Change

10y UST Rate 4.55 4.86 4.55  Rate vol spikad up on the back of flight-to-quality

Czi:r{i.(% Sglr ead 53?5 318 E‘lg) rally in UST. Yield curve steepened and Agency OAS

3y7y Vol 57 47 53 ~ Spread widened.

FNM CC OAS 13 4 (%)

ABX OTR (Price) Rating agencies downgraded subprime bonds in an

ABX AAA 95.0 99.7 100.1 unprecedented manner owing to higher than

ABX AA 81.0 99.4 100.1  expected realized losses. ABX spreads widened

ABX A 59.0 94.8 99.7 substantially on continued credit turmoil and

ABX BBB 42.0 76.0 98.2 weaker remittance data i.e. Increased

ABX BBB- 39.0 68.5 98.3 delinquencles/defauits & slower prepaymants in
limited refinancing environment.

CMBX OTR (Spread in bp)

CMBX AAA .23 8 6

CMBX AA 120 28 13 Subprime contagion spread out to commercial

CMBX A 178 63 17 mortgages and caused repricing of risk premia

CMBX BBB 405 173 51 across the sectors including corporate credit.

CMBX BBB- 535 278 76

CMBX BB 886 485 178

CDO (Spread in bp)

CDO Mezz AAA 671 30 35 Rating agencies' actions and hedge fund

CDO Mezz AA 1065 125 65 liquidations dealt a heavy blow to leveraged

CDO Mezz A 1948 600 205 subprime products such as CDO and CDO~2. CDO
bonds backed by subprime collateral lost as much

CDO HG ARA 553 25 32 as 50% in market vaiue regardiess of ratings.

CDO HG AA 1125 65 60

ABX Vol (bp)

ABX BBB 140 41 4 Spread volatility increased as subprime spreads

ABX BBB- 124 53 5 widened.

CredIt Widening Scenario
{$mm) -

Mortgage Derivatlves

Residential Prime (99) (1) 2 {98,
IResldentIal Credit {90) 2 19 (69)
lNon-Resl Origination {41)

SPG Tradin; (29) 28 (114) 557

ABS/MBS CDO (20) 21 5 | & (12)

Acqulsition Commitment

® Residential Prime/Credit: The desk is long $8bn prime credit (impact $86mm), $1.9bn credit loans
($0.7bn Alt-A, $0.4bn Subprime, and $0.8bn S&D Loans) & $0.3bn residuals.

m CMBS Securities & CDS: Desk is long $4.4bn CMBX indices (impact $229mm) hedged with $3.8bn short
CMBS single name CDS (credit $231mm).

m ABS Synthetics: Short $7.9bn single name CDS on RMBS subprime and CDO sectors (credit $60mm) vs.
long $4.8bn ABX, (impact $52mm).

m Correlation: Short $25bn tranched baskets (impact $795mm) hedged with $22bn linear products (credit
$630mm).

m Cash CDO exposure (SPG + ABS/MBS CDO desks): Long $0.1bn HG, $0.3bn Mezz, $0.2bn Squared,
{impact $17mm), Long $30mm CDO equity (impact $15mm)

MARKET RISK MANAGEMENT ANALYSIS
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Trading Summary

Average VaR ($MM) P&L ($MM)
Business Unit '
Q3 2007 Q2 2007 Q3 2006 Q3 2007 Q2 2007 Q3 2006
Trading 139 133 92 8,586 ‘ 6,621 3,978
Global Interest Rate Products
Mortgages 68- 63 13 741 (174) 309

Global Money Markets

Global FX

Emerging Markets
Commodities

Global Credit Products

Global Special Situations Group

Credit Origination
e
Principal Strategies Redacted By

Equity Products Group Permanent Subcommittee on Investigations
e

Product Category I

Trading

Interest Rate
Equities

Currencies

Commodities

GS MBS-E-009590696
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Credit Widening Scenario
Quarterly Change

e SO USROS TSP TP —

(3,000)1"

(2,500)4 "
(2,000)4"

(1,500)+

(1,000)4

Scenario Impact ($MRM)

(500)4 "

Mortgage Trading Acquisition Credit Trading Emerging Markets S8G Credit Origination
Commitment ‘

@ Q3 2007 End =’ Q4 2007 End

B In aggregate the Credit Widening Scenario for Q4 2007 for the Trading Division is $4.1Bn.

B Credit Origination CSW decreased modestly as the reduction in overall commitments from $131Bn to $96Bn
was partially offset by spread widening and reduction in hedges.

B 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.
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Basis Risks — Mortgage Trading

Credit Widening Scenario

Credit Widening
Scenario ($mm)
Total (601) (539)1(1,403) (63) (478)
B The above table shows that the desk is primarily long credit in mortgage loans, bonds, and indices and

primarily short credit in synthetic CDOs (ABACUS) and Subprime single name CDS.

The desk is long credit risk on senior portions (AAA/AA) 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 CDOs 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 . Quarterly Analysis Q4 - 2007

VaR & P&L
150 - — 600 VaR ($mm) Credit Scenario ($mm) PNL ($mm)
11/30/2007 | 83172007 | Change | 11302007 | 8/31/2007 | Change Q4'07 o7
Mor tgage Trading 71 75 2 212 410 622) 276 1,114
2100 oo B Deriv (] 4 2 @ (1)) 2 0 1
Res Prime 5 [ (1) (345) (163) (182) 1o (206)
Res Credit 11 14 [©)] 139 (121) 18) (296) (961)
Non-Resi Orig 4 3 1 (196) 3 a99) 49 152
50 + SPGTradng 81 86 ) 48 789 008 947 3,738
CMBS Securities & CDS 20 10 10 @25) 14 ey 187 299
ABS Securities & CDS 65 50 15 415 310 115 442 2,288
T Correlation 28 40 (12) 283 492 209) 3o 114)
ABS/MBS CDO 11 22 (1 21 1) 82 (246) (1,460)
(50) - Acquisi tion Commitment 39 30 9 (478) (344) (134 na n.a
B Resi Prime: non-agency spreads more than doubled at the top of the capital structure ($230mm worse).
(100) 1 1 -400 ® Non-Resi Origination: spreads mora than doubled and durations increased on CRE loans ($243mm worse).
m CMBS Securities & CDS: spreads widened on long CMBX and cash ($303mm worse). This was offset from
lspread widening on short single name CDS ($200mm credit).
(150) = - o T T e - - = -600 m ABS Securities 8& CDS: cut long ABX by $2.6bn in AAA/AA ($288mm credit). Protection provided by short
9/4 9/18 10/2 10/16 10/30 11/13 11/27 subprime single name CDS was reduced primarily due reduced duration from mark downs ($155mm worse).
m Correlation: markdowns reduced the protection of subprime ABACUS trades/hedges ($98mm worse). Reduced
B PRL ($MM) ——VaR (95%) —Cumulative QTD P&L $700mm CMBS ABACUS protection ($130mm worse).
et scal \eft scal righ \ B Acquisition Commitment: comittments increased from $8.9bn to $9.3bn ($32mm worse) while spreads
(left scale) (lft scale) (right scale) widened ($30mm worse), and all $425mm CMBX hedges were unwound ($72mm worse).
Highlights -
Rates/Agency Q4'07 Q3'07 QTR Chg Q4'06 Comments for Quarterly Change . X
10y UST Rate 3.97 4.55 -0.58 455  Rate vol increased on the back of a flight-to- Residential Martgages
qugy 3D{ead 6936 5395 15"i ;139 quality ratly in UST. The yield curve steepened.
mLlly Vo . . . . Agency OAS end the quarter tighter after spiking edi
3y7y Vol 6.4 5.7 0.7 5.3 " [Credit Widening
FNM ©C OAS 9 13 4 5 as high as 30bp in mid-November. Scanario ($mm)
PST nominal spd 120 75 45 n.a.
ABX OTR (Price) ) _ (601)| (748) (539)
ABX AAA 72 95 -24% 100 Rating agencies downgraded subprime bonds
ABX AA 40 gé -zé:;o 188 owling to higher than expected reallzed losses. )
ABX A 32 ~46% ABX spraads widened substartially on continued 103'07 3993 | (1,256 306
ABX BBB 21 42 -49% 98 credit turmoil and weaker remittance data. Q (3391 (1,256) (306)
ABX BBB- 21 39 -47% 98
CMBX OTR (Spread in bp) Change {202)| 508 (233}
CMBX AAA 75 23 53 6 Credit concerns across asset classes lead to
CMBX AA 305 120 185 13 further repricing of risk premia across sectors B VaR Basis: VaR of short positions $318mm and VaR of long positions $297mm.
CMBX A 430 132 253 éz including commercial real estate and corporate B Acquisition Commitment: Long $3.6Bn Hilton, $1.8Bn Equity Inns, $1.2Bn Stratosphere, $0.5Bn
gmgﬁ ggg_ 1912100 ‘;35 g‘llg 76 credit. American Financlal (commerclal stress $436mm) and long $2.2Bn Chrysler (stress $42mm).
cMBX BB 1485 886 600 178 m Reslidentlal Prime/Credit: Long $7.5bn non-agency prime (stress $521mmy), $1.1bn credit loans
R ($0.2bn Alt-A, $0.3bn Subprime, and $0.7bn S&D Loans) & $0.1bn residuals.
Resi Prime (Spread)
Prime Fixed AAA 200 90 110 n.a.  Prime spreads were pushed wider by fears that m CMBS Securities & CDS: Long $5.2bn CMBX indices (impact $642mm) hedged with $3.7bn short
.Prime Fixed AA 300 115 185 n.a.  portfolios holding senior paper would liquidate. CMBS single name CDS (credit $628mm).
CDO (Price) m ABS Synthetics: Short $9.2bn single name CDS on RMBS subprime and CDO sectors (credit
CDO Mezz AAA 31 53 -42% 100 Highly levered CDOs backed by subprime $950mm) vs. long $2.3bn ABX, (stress $352mm).
C€DO Mezz AA 9 23 -61% 100 martgages continued to deteriorate. m Correlation Book: Short $24bn bespoke baskets primarily on super senlor tranches (Credit
ABX Vol (bp) $2973mm) hedged with $22bn index and single name CDS (stress $2689mm).
ABX BBB 273 140 133 4 Spread volatility increased as subprime spreads = Cash CDO exposure (SPG + ABS/MBS CDO desks): Long $26mm HG, $140mm Mezz, $25mm
ABX BBB- 256 124 132 5 widened. Squared (stress $74mm), Long $8mm CDO equity (stress $4mm)
MARKET RISK MANAGEMENT ANALYSIS 21
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Trading Summary

Average VaR ($MM) P&L ($MM)
Business Unit
Q4 2007 Q3 2007 Q4 2006 Q4 2007 Q3 2007 Q4 2006
Trading 151 139 106 6,583 8,586 4,536
‘Global Interest Rate Products
Mortgages ‘ 75 68 14 276 741 143

Global Money Markets

Global FX

Emerging Markets ‘

Commodities

Global Credit Products

Global Special Situations Group

]
Redacted By

Permanent Subcommittee on Investigations
TR0
¥

Credit Origination
Principal Strategies

Equity Products Group

Product Category -

Trading

Interest Rate
Equities
Currencies

Commodities
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2007 PMD Reviews

Managing Director Reviewed: Daniel L. Sparks - MD 1.D. No.
Division: Fixed Income, Currency and Commodities Division

Solicited Reviewers'
Individuals Who Submitted Reviews:

Name Division
FICC
- FICC
2 6 Ficc
25 FIcC
EG L&MCD
o FICC
2 FICC
X FICC
5 £ FicC
g E FICC
B8 FicC
[~ ]
2 FICcC
FICC
FIiCC
FiCC

Office
New York

London

New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York

Individual(s) Who Did Not Submit Solicited Forms:

Name Division

'Based on final reviewer list as vetted with MD's primary reviewer/senior leadership.

ice

Redacted by the Permanent
Subcommittee on Investigations

Title  Feedback®

?Direction of feedback from the perspective of, and as reported by, the reviewer.

Confidential Proprietary Business Information
Deadurad Durenant tn Senate Confidentialitv Rules

Unsolicited Reviewers’

Direction of

MD Primary Rvwr
MD Primary Rvwr Number of unsolicited reviews received: 0
MD Peer

MD Peer

MD Peer

MD Upward

MD Upward

MD Upward

MD Upward

MD Upward

MD Upward

MD Upward

MD Upward

MD Downward
MD Upward

Litle

3Additional review forms received beyond the final reviewer list.

Reviewee's Feedback

GS-PSI-01806



2007 PMD Reviews
L.D. No. @l 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
. @B commercial real estate loan s = Redacted by the Permanent
securitized debt fee negotiation Subcommittee on Investigations

Super-senior ABX trades
S - < <<rior rade

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 GS-PSI-01807
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2007 PMD Reviews
LD. No. @ Division: Fixed Income, Currency and Commodities

Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment

Mortgage origination and servicing platform development
Securitization reorganization with the Financing Group with ABS and CMBS

Primary Reviewer(s) Assessment

L ]
Redacted By

Permanent Subcommittee on Investigations
L~~~
3
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2007 PMD Reviews
1.D. No. @B Division: Fixed Income, Currency and Commodities

Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment

. ]
Redacted By

Permanent Subcommittee on Investigations
L. ]

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

R e
Redacted By

Permanent Subcommittee on Investigations
0
4
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2007 PMD Reviews
Division: Fixed Income, Currency and Commodities

Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment
N
Redacted By

Permanent Subcommittee on Investigations

(R e

Self-Review

. 1 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.

e
Redacted By

Permanent Subcommittee on Investigations
‘O
5
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2007 MD REVIEWS

Reviewee's Feedback

| Highly Confidential |
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2007 EMD Reviews
Managing Director Reviewed: Michael J. Swenson - MD 1.D. No.
Division: Fixed Income, Currency and Commodities Division

Solicited Reviewers'
Individuals Who Submitted Reviews:

Name Division Office Title
FiICC New York MD

2] ED New York MD
g3 FicC New York ~ MD
é 2 FICC New York MD
5 2 FICC New York MD
&8 FICC New York MD
= § FICC New York MD

@ ‘lf FICC New York VP
& E FICC New York MD
'% g FICC New York MD
~ 2 FICC New York MD
0 FIN New York MD

Individual(s) Who Did Not Submit Solicited Forms:

Name Division Office Title
FiCC New York VP
Redacted by the Permanent FICC New York VP

Subcommittee on Investigations

'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.

Confidential Proprietary Business information

—rm b e Cmmnba N anfidantialife Rilae

Redacted by the Permanent
Subcomumittee on Investigations

. . . 3
Unsolicited Reviewers

Direction of
Feedback?
Primary Rvwr
Peer Number of unsolicited reviews received: 0
Peer
Peer
Downward
Downward
Peer
Upward
Peer
Peer
Peer
Peer

3Additional review forms received beyond the final reviewer list.

Reviewee's Feedback
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2007 EMD Reviews = Redacted by the Permanent
LD. No. 8@ Division: Fixed Income, Currency and Commodities Subcommittee on Investigations ]
Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment

Self-Review

. 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 & 1 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 of last year, when a number of CDO
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 $1bb of p and 1 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. $1.0bb of p
& 1 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 1 for the origination businesses.

Leadership

Confidential Proprietary Business Information - GS-PS1-02398
Produced Pursuant to Senate Confidentiality Rules



2007 EMD ReVi?“.’S. . . mesmmem = Redacted by the Permanent
L.D. No. 8 Division; Fixed Income, Currency and Commodities Subcommittee on Investigations

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 (@il 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 1 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

Confidential Proprietary Business Information GS-PSI-02399
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LD. No. 8 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 of the 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 of BBB and BBB-
shorts at yet again the all time lows for the market.

Primary Reviewer(s) Assessment S
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 i ———————
' 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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Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment

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
($1bb+ 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.
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2007 EMD Reviews

Managing Director Reviewed: Joshua S. Birnbaum - MD 1.D. No.

Division: Fixed Income, Currency and Commodities Division

Redacted by the Permanent
Subcommittee on Investigations

Reviewee's Feedback

Solicited Reviewers’ Unsolicited Reviewers®
Individuals Who Submitted Reviews:
Direction of
Name Division  Office Title  Feedback’
FICC New York MD Primary Rvwr
@ ED New York MD Peer Number of unsolicited reviews received: 0
E % FICC New York MD Peer
§ .2 FICC New York MD Downward
;E: § FICC New York VP Upward
&8 FicC New York MD Peer
< 5 FICC New York VP Upward
Y 8 FICC New York MD  Peer
3 E FICC New York MD Upward
8 E FicC NewYork MD  Peer
] FICC New York MD  Peer
& FICC New York MD Peer
Individual(s) Who Did Not Submit Solicited Forms:
- Name Divisign Office Title
FICC New York VP
FICC New York VP
Redacted by the Permanent
Subcommittee on Investigations
*Based on final reviewer list as vetted with MD's primary reviewer/senior leadership. 3Additional review forms received beyond the final reviewer list.
2Direction of feedback from the perspective of, and as reported by, the reviewer.
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Self-Review, Solicited and Unsolicited Comments and Primary Reviewer(s) Assessment

Self-Review

. As aco-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: $2.5BIn, ABS: $2.0BlIn, 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%

4. Clients:

I have a very strong working relationship with most of the top accounts in this space including: GEREGCG_GGGGG_—
These

clients 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. The cashflow 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.

Confidential Proprietary Business Information GS-PSI-01974
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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-Jun: 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. Jun-Jul: 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 July, we had a blow-out p&l month, making over $1BIn 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 turn 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. 1 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&1’s that have ranged from $1mm to more than $10mm/day.

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 GS-PSI-01975
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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 that the 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 of the $2bln+ in losses in the RMBS and CDO origination groups being avoided.

Primary Reviewer(s) A sses:s 11 e i
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 isolated 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

L
Redacted By

Permanent Subcommittee on Investigations
L
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Self-Review

. Ihave 3 main goals for 2008:
1) Produce more than $1BIn 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, ¢) shorting CDOs, d) capturing the index to single name
basis, ) 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 [ 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.
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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 :
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Co - Manager 1:

c M 2: Redacted by the Permanent
0 - Manager < : Subcommittee on Investigations

Co - Manager 3 :

Co - Manager 4 :
Mentor :

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.
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Reviewee: Tourre, Fabrice P

VI. Self Evaluation (Continued)

Self Evaluation

Overali Performance

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
trades. For example, implementing the synthetic CDO "rental" strategy by crossing tranche trades to hedge funds looking for risks
to buy protection on.

Pushed innovative solutions in order to help desks’ risk pos'itionA Pushed trade idea through global franchise and giobal 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 instrumentai 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 ABS CDOs, and CDO management technology.

Involved in developping a network of intermediation counterparties 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 (NN 2nc WD), have been able to help them take career advice,
guide them through the choices they have had to make over the last 12 months.

Unfulfiled Accomplishments

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 better job at recruiting, need to be more involved in GS recruiting process and talent identification process.

Career Development Plans

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.

Other Issues

No Comments Noted.

© Goldman, Sachs & Co.
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From: Kao, Kevin J.

Sent: Friday, August 17, 2007 10:17 PM

To: Birnbaum, Josh

Cc: Turok, Michael; Primer, Jeremy _

Subject: RE: In addition to ABS book, | need you to run that series on the whole dept and correlation
desk

Attachments: RMBS Subprime Notional History.xis

Josh - should have sent this to you earlier ...

The attached spreadsheet covers the single name and ABX positions of the entire mortgage depariment for the fispal
year 2007. 1 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 long subprime risk overall, since Aug 10
=  Mtg department has *flat* single name AAA net notional (all of them are internal trades)

e Mig department is short ABX AAA 8.7b, splitting among ABS/Alt-A/prime/conduit desks in the beginning of fiscal
year 2007, and is now long 410m.

RMBS Subprime
Notional History...

From: Kao, Kevin J.

Sent: Friday, August 17, 2007 3:41 PM

To: Birnbaum, Josh

Cc: Turok, Michael

Subject: 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: Kao, Kevin 3.

Sent: Friday, August 17, 2007 2:41 PM

To: Birnbaum, Josh

Cc: Turok, Michael

Subject: RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk

And for TABX, I'll put it togsther with ABX. Let me know if you agree / disagree.

From: Kao, Kevin 1.

Sent: Friday, August 17, 2007 2:36 PM

To: Birnbaum, Josh

Cc: Turok, Michael

Subject; RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk

BTW, | also spot checked the numbers and they are consistent with our daily pink sheet report under single
nams and index colurmns.

1
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From: Kao, Kevin J.

Sent: Friday, August 17, 2007 2:35 PM

To: Birnbaum, Josh

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.

Il 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 2008 history after you review the 2007 data. Thanks.

From: Birnbaum, Josh )
Sent: Friday, August 17, 2007 2:27 PM
To: Kao, Kevin 1.
Subject: RE: In addition to ABS book, I need you to run that series on the whole dept and correlation desk
Understood.
From: Kao, Kevin J,
Sent: Friday, August 17, 2007 2:25 PM
To: Birnbaum, Josh
Subject: 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 depariment synthetic positions. "8PG Trading" Portfolio covers the spg irading desks,
including ABS, correlation, and CMBS).

From: Birnbaum, Josh

Sent: Friday, August 17, 2007 2:22 PM

To: Kao, Kevin 1.

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: Kao, Kevin J,

Sent: Friday, August 17, 2007 2:19 PM

To: Birnbaum, Josh

Subject: 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, BEB, BBB-
notional history: cne for ABS Base Portfolio, one for SPG Portfolio, and the other for
Correlation Portfolio, cotrect?

It turns out to take more time to retrieve the data. | should have history for your portfolio
for fiscal year 2007 shortly.

From: Bimbaum, Josh
Sent: Friday, August 17, 2007 2:08 PM
To: Kao, Kevin J.
Subject: 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

Fellow Shareholders:

When 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 unwinding of several financial institutions, ensuring

short-rerm market stability, shoring up investor confidence and enacting measures

to secure the fong-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 giobal 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
them to navigate uncertainty and achieve their objectives is
largely responsible for what proved to be a year of resiliency
across our businesses and, by extension, a strong performance
for Goldman Sachs. In 2009, the firm generated net revenues
of $45.17 billion with net earnings of $13.39 billion. Diluted
earnings per common share were $22.13 and our return on
average common shareholders’ equity was 22.5 percent. Book
value per common share increased 23 percent during 2009,
and has grown from $20.94 at the end of our first year as a
public company in 1999 to $117.48, a compounded annual
growth rate of 19 percent over this period.

This past year, clients came to Goldman Sachs because of our
ability to integrate advice, financing, market making and investing
capabilities with sophisticated risk management. Importantly,
during the crisis, we were able to commit capital when market
liquidity and capital were scarce. Our duty to shareholders is to
protect and grow our client-focused franchise by remaining true

to our teamwork and performance-driven culture. Our shared
values have allowed us to be nimbie 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 glcbal capitél 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.

EXTRAORDINARY MEASURES
Looking back on 2009, it is impossible to know what would have
happened to the financial system absent concerted government
action around the world. Institutions were hoarding cash and
were unwilling to transact with each other. This had extreme
consequences for even the healthiest of financial institutions and
companies. Through aggressive measures ranging from liquidity
and funding facilities to direct investment programs, the
government arrested the contagious fear that had engulfed the
global financial system and averted more acute circumstances.
We believe such efforts were absolutely critical to protecting the
financial system and ensuring the continued viability of the global
economy. Goldman Sachs is grateful for the indispensable
role governments played and we recognize that our firm and our
shareholders benefited from it.

In June 20089, the firm repaid the U.S. government’s
investment of $10 billion in Goldman Sachs as a participant

2 Permanent Subcommittee on Investigations
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Lloyd C. Blankfein
Chairman and

Chief Executive Officer

left

Gary D. 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.

CONSERVATIVE FINANCIAL PROFILE

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 Globa! 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 biliion
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.

IMPORTANT ROLES WE PLAY
ON BEHALY 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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Strategic Advice
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.

Fiancing for Growth

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.

Market Intermediary
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.

Client-Driven Risk Exposures

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 fife 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-lnvesting

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 cépital 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 2008 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.

£

Managing Assets

Managing our clients’ assets remains an important growth
opportunity for Goldman Sachs and we continue to aliocate
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.

INVESTMENTS IN GROWTH

BRICs and Emerging Markets

We continue to believe that this will be the century of the
BRICs and other high growth markets. They have helped lead
the giobal 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.
Ihvesting in Peonle and Communities
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

econgmies 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.

10,000 Small Busingsses

Based on the results of 70,000 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
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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
colieges 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.

Goldman Sachs Gives

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.

QUR 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.
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As demonstrated in the way we source opportunities and serve
our clients, Goldman Sachs operates with a one-firm philosophy.
Qur 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
iong-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 pércent 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 firm'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
visibility of our full-year performance, do we make final decisions
on compensation. While the previous quarters’ accruals attract
mugch 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.

REGULATORY REFORM

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.

OQUR RELATIONSHIP WITH AIG

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 AlG had or didn’t have on our
firm. Here are the facts:

Since the mid-1990s, Goldman Sachs has had a trading
relationship with AlG. Our business with them spanned a number
of their entities, including many of their insurance subsidiaries. '
And it included multiple activities, such as stock lending,
foreign exchange, fixed income, futures and mortgage trading.

AlG was a AAA-rated company, one of the largest and
considered one of the most sophisticated trading counterparts in

the world. We established credit terms with them commensurate
with those extended to other major counterparts, including

a willingness to do substantial trading volumes but subject to
collateral arrangements that were tightly managed.

As we do with most other counterparty relationships, we limited
our overall credit exposure to AlG through a combination of
collateral and market hedges in order to protect ourselves against
the potential inability of AlG 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 mahageable levels.

As part of our trading with AIG, we purchased from them
protection on super-senior collateralized debt obligation
(CDO) 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 CDO
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 AlG. 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 AlG defaulted on
its obligations to us.

In mid-September 2008, prior to the government's action to
save AlG, 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
we received collateral from our market counterparties. Thus, if
AIlG had failed, we would have had the collateral from AIG and the
proceeds from the CDS protection we purchased and, therefore,
would not have incurred any material economic loss.

in this regard, a list of AlG’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 biliion that AlG paid to Goldman Sachs post
the government's decision to support AlG is made up as follows:
* $4.8 billion for highly marketable U.S. Government
Agency securities that AlG 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 AlG 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 I, 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 AlG and its counterparties. The
Federal Reserve required that the counterparties deliver
the cash bonds to Maiden Lane IIl in order to settle
the CDS contracts and avoid any further collateral calls.
Consequently, the cash flow of $5.6 billion between
Maiden Lane Il 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 resuit, 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.

OQUR ACTIVITLES IN THE

MORTGAGE 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 fiquidity to markets. Clients come to us as

a market maker because of our willingness and ability o 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. lts 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 continuou'sly.

In 50 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 technigues
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 2008, Goldman Sachs generally was
long in exposure to residential mortgages and mortgage-related
products, such as residential mortgage-backed securities
(RMBS), CDOs 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
subpﬁme 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
pricés, 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
to Goldman Sachs and other financial intermediaries to establish
long and short exposures to the residential housing market
through RMBS, CDOs, CDS and other types of instruments
or transactions. i o

The investors who transacted with Goldman Sachs in CDQs
in 2007, as in prior years, were primarily large, global finaficial

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 mulitiple 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, 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.

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 AHEAD

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.

Heading into 2010, we are gratified that our core constituencies —
our shareholders, our clients, and our people—remain close
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 tc our
cuiture 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
on conservatism and prudence. At the same time, we are
focused on opportunities that can continue to grow our business

.- and generate industry-leading returns through the strength of
institutions, insurance companies and hedge funds (no pension .

the firm‘s core attributes. We have a clear strategy to integrate
advice and 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 -
shareAholders, we are pleased to report that we have never
been more confident of that commitment or long-term outcome.

Lioyd C. Blankfein

Chairman and Chief Executive Officer

/.

Gary D. Cohn

President and Chief Operating Cfficer
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Confidential & Proprietary Information
Use of Pre-Trade Client Information

W Our first business principle states that:
Our Clients’ Interest Always Come First

B However, this is not always straight forward as we are a market maker to multiple clients
W 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 any one piece of data, but
on a view of the whole.

38

Confidential Treatment Requested by Goldman Sachs ' GS MBS-E-002691258



Customers and Counterparties
Know Your Customer — Suitability

B 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

m All recommendations to a customer must be suitable and appropriate for the customer

B 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”

B Contact your manager and Securities Division Compliance if you have any doubt about suitability
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From: Sparks, Daniel L.

Sent: Monday, October 16, 2006 4:11 PM
To: Ostrem, Peter L
Cc: Rosenblum, David J.

Subject: Re: -deal

————— Original Message —-—--—-—
From: Ostrem, Peter L

To: Sparks, Daniel 1L

Cc: Rosenblum, David J.

Sent: Mon Oct 14:20:28 2006
Subject: deal

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 (JiSND (GNNNNNP® - < GEMEP today to discuss their deal

and timing.

Are you ok if we upsize their deal to $800mm from 5$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.

mmmem = Redacted by the Permanent
Subcommittee on Investigations

Permanent Subcommittee on Investigations
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From: Swenson, Michael
Sent: Friday, December 15, 2006 4:33 PM
To: 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

=mmmew = Redacted by the Permanent
Subcommittee on Investigations

- 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.
willing to sell protection on lower quality names.

CDO managers increasingly

- 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
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From: Egol, Jonathan

Sent: Friday, December 29, 2006 4: 04 PM

To: Tourre, Fabrice; ficc-mtgcorr-desk

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 Gl going to take out
@ cntirely.

Also we forgot (P P.

————— Original Message----—-

From: Tourre, Fabrice

Sent: Friday, December 29, 2006 3:45 AM

To: Egol, Jonathan; ficc-mtgcorr-desk

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer
list?

Maybe you just keep the list you had initially and take (il out. Also, under @ maybe
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

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 distinect 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 Y, 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
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————— Original Message —---——- SMMommnweonI
nv i
From: Egol, Jonathan ~——-£ﬂ£ﬂ£ﬂi__l

To: Egol, Jonathan; Tourre, Fabrice; ficc-mtgcorr-desk

Sent: Thu Dec 28 15:55:05 2006

Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer
list?

I will take out WM if you think W’ @ 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 IT
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 $5$, 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 manadement 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 (Jjiill®, 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 NN/ UM types .

MNanfidantial Traatmant Raniinctad hv (nlidman Qarhe GS MBS-E-002527844



Cnnfidantial Traatmant Raniiactan hv Galdman Sachs

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 Message-—--- ——=Rcdapted by the Permanent
From: Tourre, Fabrice

Subcommittee on Investigations

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 NJjl®, 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 (USSR i» '07 than the other guys you mention, but
I hope you can prove me wWrong.

————— Original Message-—---

From: Tourre, Fabrice

Sent: Thursday, December 28, 2006 3:22 PM

To: Egol, Jonathan; ficec-mtgcorr-desk

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer
list?

I think NSNS and S 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 cne roof (ie .I'and
). I think we need to cull a couple. Maybe pull wyiiiii®, then QP

| S
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————— Original Message—-----

From: Tourre, Fabrice

Sent: Thursday, December 28, 2006 3:08 PM
To: Egol, Jonathan; ficc-mtgcorr-desk

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 | New York, NY 10004
tel: +1 212 357 3349 | mobile: +1 917 | fax: +1 212 428 1247
e~mail: jonathan.egol@gs.com

Goldman

Sachs

Jonathan M. Egol
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. 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: Tourre, Fabrice Subcommitt ot
Sent: Tuesday, January 23, 2007 11:34 PM S tee on Investigations
To: Serres, Marine

Subject: Fw: ft--friday

G . ou 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 ¢RI

), 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 !{!!

GNP I an now going to try to get away from ABX and other ethical questions, and
immediately plunge into Freakonomics...

Sent from my BlackBerry Wireless Handheld

————— Original Message —-—-—-
From: Chin, Edwin

To: fice-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 | 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.

Permanent Subcommittee on Investigations
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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, Michae!; Berry, Robert; Hemphill, Lee; Rapfogel, Alan; Wildermuth,
David

Subject: RE: Audit Committee Package_Feb 21_Draft_Mortgage_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 deterioration may be creeping into near prime product
(called Alt-A) as people seek to replace lost subprime 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: Broderlck, Craig

Sent: Friday, March 02, 2007 10:51 AM

To: Dinias, Michael; Berry, Rabert; Hemphill, Lee; Welch, Patrick; Rapfogel, Alan; Wildermuth, David
Subject: Audit Committee Package_Feb 21_Draft_Mortgage_Page.ppt

Pls 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_Draft_Mortgage_Page.ppt >>

Permanent Subcommittee on Investigations
EXHIBIT #63
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From: Egol, Jonathan

Sent: Sunday, March 04, 2007 11:17 AM
To: Tourre, Fabrice
Subject: Re: Abacus AC1

This is per sparks' instructions

————— Original Message ----—-
From: Tourre, Fabrice

To: Egol, Jonathan

Sent: Sun Mar 04 10:58:51 2007
Subject: Re: Abacus ACl

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.

Permanent Subcommittee on Investigations
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From: Salem, Deeb

Sent: Thursday, May 17, 2007 8:06 AM

To: Swenson, Michael

Ce: Chin, Edwin

Subject: FW: LBML. 06A

bad news...

wipes out the més and makes a wipeout on the m5 imminent ... costs us about 2.5mm

.5 mé marked at $10
.5 m5 marked at $20

3
o

1
good news...
we own l0mm protection on the mé marked at $50 .... we make $5mm
From: Heagle, Jonathan
Sent: Thursday, May 17, 2007 8:00 AM
To: Salem, Deeb; Chin, Edwin
Cc: Pouraghabagher, Dariush; Brosterman, Jonathan
Subject: LBML 06A

06:07 17May2007 LONG BEACH MORTGAGE LOAN TRUST 2006-A FILES (8-K) Disclosing Other Events

May 17 (EDGAR Onling) -
ltem 8.01 Other Events

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. The total amount to be charged oft, $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 LBMLT 2006-A is
available from the trustee at its website https:/tss db.com/inyr and at
http//wmsubprime. lewtan.com.

The table below sets forth the number and aggregate unpaid principal batance 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 asseéssment 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 7,767 7,624 7.468 7,305 7,163 6,997 TBD*
Loans in
Pool

Aggregate '
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

Permanent Subcommittee on Investigations
EXHIBIT #65
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T8D*

Principal
Balance
Loans that Count: Count: Count: Count: Count: Count: =~ Count:
became 180 i .
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 reftect 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 [nEol007427] {C}ENDS
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From: Lehman, David A.

Sent: Thursday, May 24, 2007 8:32 AM

To: Aliredha, Yusuf; Sparks, Daniel L

Cc: Wisenbaker, Scott; Wiesel, Elisha; Salame, Pablo

Subject: RE: Priority Axes

Attachments: Final Offering Circular (disclaimed).pdf; Timberwolf |, Ltd. -- Marketing Points / Termsheet

attached (INTERNAL ONLY) [T-Mail]; FINAL OC (Distribution).PDF

"l call with levels...still have...

245mm Timberwolf junior AAA

107mm Timberwolf AA

127mm Point Pleasant AAA

35mm Point Pleasant junior AAA

50mm 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.

Final Offering  lmberwolf I, Ltd. --
Circular (discl... Marketin...

TIMBERWOLF

POINT PLEASANT

FINAL OC

(Distribution).PDF
e = Redacted by the Permanent
Subcommittee on Investisations
From: Aliredha, Yusuf
Sent: Thursday, May 24, 2007 2:59 AM
To: Lehman, David A.; Sparks, Daniel L
Cc: Wisenbaker, Scott; Wiesel, Elisha; Salame, Pablo
Subject: RE: Priority Axes

Had two conversations yesterday.

GE. They have just raised another $1bin 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 lot of money in correlation dislocation and will do as | suggest.

Would like to show stuff in today if possible.

Permanent Subcommittee on Investigations
EXHIBIT #66
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From: Lehman, David A.

Sent: Wednesday, May 23, 2007 10:45 PM
To: Aliredha, Yusuf; Sparks, Daniel L
Cc: Wisenbaker, Scott; Wiesel, Elisha
Subject: RE: Priority Axes

See responses below in RED

From: Aliredha, Yusuf

Sent: Wednesday, May 23, 2007 10:23 AM
To: Sparks, Daniel L

Cce: Lehman, David A.; Wisenbaker, Scott
Subject: RE: Priority Axes

Importance: High

Can | please get some analysis.

I would need breakeven analysis at whatever price you want to show these out.

| assume you will give me certain loss and recovery scenerios on the underlying RMBs bonds. Also what
assumption are we using to base these scenerios based on underlying vintages, rating agencies, type of
collateral.

Elisha's team is working on this, hope to have something by early next week that we can
distribute.. will revert ABAP

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 AAAsg,

i customers have a spacific axe we can address on a case by case basis.
What kind of leverage we can provide for a big macro hedge fund.

~10-15% HC on the AAR and AA positions, client dependent

Tks.
From: Sparks, Daniel L
Sent: Friday, May 18, 2007 4:37 PM
~ To: Aliredha, Yusuf
Cc: Lehman, David A.; Wisenbaker, Scott
Subject: 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

Confidential Treatment Reauested bv Goldman Sachs GS MBS-E-001934733
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From: Liu, John.SC

Sent: Tuesday, July 24, 2007 3:59 AM

To: Creed, Christopher J

Cc: ficc-spgsyn; ficc-spedo-trading; Lehman, David A.

Subject: Re: 7/23 CDO/ RMBS requests from Taiwan

Hi all, client 4 bank just bought the altius deal from gs 5 weeks ago and
the mtm droppedeerstand 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 dm 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; fice-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
ALTS 2007-4A B. The current market on this bond is 45-00 / 55-00.
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 call on 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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target is 90%+. They won't hit us on the price.

- What is the MIM is like for Davis Square V single A tranche for AUl Ve will
report the MIM 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 'llron westcoast funding tomorrow morning HK time
8am, just give you some heads up, we will have {3mm BBB buyer) , (GG

(10mm 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 | Cheung Kong Center
2 Queen’s Road Central | Hong Kong
Tel: (852) 2868-2600 | Fax: (852) 2978-0450 | Mob: (852)——
Taiwan Toll: 008-0185-5095
e-mail: john.liu.sc@gs.com
Goldman

Sachs
John Liu, CFA

Executive Director
Fixed Income, Currency & Commodities

Disclaimer:

This material has been prepared specifically for you by the Fixed Income or J. Aron
Trading/Sales Department and is not the product of Fixed Income or J. Arcon 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 interxcept
and monitor the content of e-mail messages to and from its systems.

Confidential Treatment Requested by Goldman Sachs GS MBS-E-011198376



From: Mullen, Donald

Sent: Friday, October 12, 2007 6:02 PM
To: Swenson, Michasl

Subject: Re: P and L

Great day!

————— 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 doanrades 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: Swenson, Michael

Sent: Thursday, October 11, 2007 7:06 PM
To: Mullen, Donald
Subject: : RE: Early post on P and L
mesmnem == Redacted by the Permanent
Yes we are well positioned Subcommittee on Investigations

————— 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 d9wn.
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 CDOs 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 I; 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 AA, 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.

ABS 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 — deal
06-1).

Goldman, Sachs & Co.
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From: Aliredha, Yusuf

Sent: Wednesday, October 17, 2007 2:06 PM e = Redacted by the Permanent
To: Sparks, Daniel L Subcommittee on Investigations
Subject: RE: US ABS SS Intermediation Trades

That's more than enough for me Dan, Tks. '
On W he will miss making MD this year and will be very disapointed by it. So comp will be important to keep him.
Would appreciate you being vocal about supporting him, Tks.

From: Sparks, Daniel L

Sent: Wednesday, Octaber 17, 2007 3:44 PM
To: Allredha, Yusuf

Subject: RE: US ABS SS Intermediation Trades

[ 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 axplicit negotiation on credits
that occurred at the time of each trade, the fact that on 2 of the frades 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 London for the business were

(in order) (B then (IR

L.et me know if you'd like to discuss.

From: Aliredha, Yusuf

Sent: Friday, October 12, 2007 5:33 PM
To: Sparks, Daniel L

Subject: FW: 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 our franchise is very significant. Aggregate loss for our clients on just these 5 trades alone is 1bin+. In
addition team feels that recognition(sales credits and otherwise) they received for getling 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 s0 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 CDO bucket
Spread: 9bps

In addition they also bought $80MM of 45%-53% in a note format at L+30bps
GCs paid to i $2MM

d|d the exact same trade on the 16th of March, 2007; 47%-100% tranche at a spread of

15bps aII -in (4bps ﬁald to Sl

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 on 9/4/20207 stated that he only had $53MM left to do). This trade he did with the help of US
sales force helped him realize approx. 211bps of P&L right there.

2, :
ﬁermediated the super senior tranche of 3 partfolios of single A US CMBS facing @ik on
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Tranche: 16.5% - 100% Subcommittee on Investigations
Portfolio: A rated US CMBS

Intermediation spread paid to d§l§: 1.75bps

Protection fee paid to iR 12.7bps
GCs paid to : Ended up payin

SMM after he rejected the initial offer of $2.5MM

At the time CMBX was widening - as much as 150bps in the month or so after and | am sure we
sourced the risk at much wider levels than we paid 4l ancjiilP 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 | 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 ABACUS-ACA trade facing ACA monoline on
31st of May, 2007 :

Tranche size: approx. $1BN

Tranche: 50%-100%

Portfolio: Predominantly BBB US subprime picked by ACA

Spread paid to ABN for intermediation: 17bps

Spread paid to ACA for providing protection: 50bps

GCs paid to SR : $2MM

At the time this was the biggest axe for Egol & Fabrice as the portfolio was predominantly subprime
BBB names picked by ACA. ABN 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 ABX moved through this period and for a month thereafter.. On the ABX 06-2 BBBs spread
was 700 on 5/17; as of 6/18 was 996; 7/18 was 1800.. And currently is at 2576! '

4. 3D S (LONDON):

WD 2 @l oth intermediated the super senior tranche of the Altius IV which was wrapped by @i
and funded by Ram Sundaram's desk.

Portfolio: High Grade ABS CDO

Manager: Aladdin Capital Management

Size of super senior tranche: approx. $1.2bn

Spread paid to and lfor intermediation is 3.5bps and 1.75bps respectively.

The first leg of intermediation trade with @ /25 done on the 4th of June, 2007. In a deterioating
market we got the second leg of the intermediation done with [jfjon the 27th of July, 2007 at half
the spread that @ charged. To date we have called approx $300MM in collateral from both G
& @@ on this trade alone.

GCs paid to \glll®: approx. $1MM

538 : POINT PLEASANT

S oot paid 10mm - current collateral requirement = around 300mm
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From: Sparks, Daniel L

Sent: Monday, February 26, 2007 8:32 AM
To: Montag, Tom

Subject: Re: Questions you had asked

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 Gyl and GENEED

(¢

————— Original Message ——-—-

From: Montag, Tom

To: S8Sparks, Daniel L

Sent: Sun Feb 25 22:49:48 2007
Subject: Re: Questions you had asked

Thanks. So no warehouse in subprime? What about ¢Sl 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 NN 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, (MR (Paris) on CHEENEND

W deal and SN (London) on SR deal.

mmumme = Redacted by the Permanent
Subcommittee on Investigations
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From: Gasvoda, Kevin

Sent: Thursday, December 14, 2006 4:26 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 next few weeks pls 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 | New York, New Yark 10004
Tel: 212-902-8768 | Fax: 212-902-1691

email: kevin.gasvoda@gs.com

Kevin 8. Gasvoda - {ioldeaan
Managing Director Suchy
Fixed Income Currency & Commodities
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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 IL; 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 18.289%mm (11%)

Alt-A 110.373mm (65%)
Seconds 38.603mm (23%)
Hybrids 2.355mm (1%)
Total 169.620mm

ARA 148.976mm (88%)

AA 18.28%mm (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 BPM

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 AFS5 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+4+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.
Weekly GS Syndicate RMBS Axes (INTERNAL)

>> Subprime

Bond Curr Bal Mdy SP Cpn DM at Px Offer
GSAMP (6-FM2 M8 11.750 Baa2 BBB+ 105 105 300
GSAMP (06-FM2 M9 9.196 Baa3 BBB~ 205 205 550
GSAMP 06-FM3 M4 11.504 Al A+ 39 45 48
GSAMP 06-FM3 M5 11.143 A2 A 40 47 50
GSAMP 06-FM3 M6 7.190 A3 A~ 46 53 56
GSAMP 06-HES8 M7 2.856 Baal BBB+ 95 95 100
G3AMP (06-HES8 Bl 13.970 Bal BB+ 250 660 675
GSAMP 06-HE8 B2 14.399 Ba2 BB 250 1350 1350
GSAMP (Q7-FM1 M3 12.376 Aa3 AR~ 34 34 45
GSAMP (Q7-FM1 M5 10.962 A2 A 45 45 50
GSAMP 07-H1 M4 5.615 Al 48 48 48
GSAMP 07-H1 M5 5.614 A2 58 58 58
GSAMP 07-H1 Mé 5.007 A3 75 75 75

NOTE: GSAMP 07-H1L BONDS ARE MDY/FITCH - NO S&P

>> Alt-A

Bond Curr Bal Mdy 5P Cpn DM at Px Offer
GSAA (06-15 B4 2.728 Ba2 BBB- 200 750 800
GSAA 06-18 B3 3.340 Ba2 BB 200 750 800
GSAA 06-18 Bl 4.109 BBB Baa2 S+175 sS+175 5+185
GSAA 06-18 B2 2.570 BBB- Baa3 S+250 5+250 5+250
GSAA 06-20 B3 6.467 Bal BBB~ 200 550 550

>> Scratch & Dent / Seasoned

Bond Curr Bal Mdy 3P Cpn DM at Px Offer
GSAMP 07-3EAl M1 6.029 Aa2 AA S5+85 5+85 5+95
GSAMP (07-SEA1 M2 4.907 A2 A 3+120 S+120 S+150
>> Second Liens

Bond Curr Bal Mdy 5P Cpn DM at Px Offer
GSAMP 06-351 M4 13.695 Baal 3+170 s+170 375
GSAMP 06-S1 M5 12.146 Baa2 5+195 S+195 550
GSAA 06-51 M5 5.350 Baal BBB+ S5+220 5+220 S+235
GSAA 06-S1 M6 4.180 Baa2 BBB 5+250 5+250 5+325
GSAA 06-351 M7 5.183 Baa3 BBB 8+375 5+375 S5+525
GSAA 06-51 Bl 5.183 Bal BB+ S+800 S+800 s+800
GSAMP 06-S6 M7 5.844 Baa3 BBB- 5+320 5+320 8+565
CBASS 06-SL1 M4 14.288 Al AR- 57 57 75
CBASS 06~-3L1 Mé 15.266 A3 A 70 70 100

GS MBS-E-010370496



NOTE: GSAMP 06-S1 BONDS ARE MDY/FITCH - NO Sg&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. N
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From: Gasvoda, Kevin

Sent: Monday, February 12, 2007 8:49 AM

To: Montag, Tom

Cc: Ruzika, Richard; Sparks, Daniel L

Subject: FW: Mortgage Risk - Credit residential

Attachments: Picture (Metafile); Picture (Metafile)
Tom,

Hers 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 S&D) 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 (primarity in Option Arms, not hybrids, since option arm structures are similar to Alt-
A/subprime structures). Clay has dong a great job finding buyers for a lot of the equity created to
date. Also note, as you moves from the most credit sensitive areas (S&D, 2nds, subprime to alt-a
then prime option arms) the sensitivity of the residual valuation moves dramatically from 75% default
to 75% prepay.

OPTION ARMS

¢ Loans - net short spreads in this sector. 1.5B in loan position (750mm securitized in Feb, 750mm 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 - $150mm 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 50mm 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 funds buying this asset as defensive play.

* Non-investment grade Bonds / MTA 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 0. We own
120mm in MTA IO hedged with 80mm in non-investment grade subs. We continue to pare down this
position by selling O and Sub packages to hedge funds and mid 20s percent ROA. Like this trade, just
want to lighten up in current environment.

Total  Bundled CDS ABX Option Arms (MTA and Hybrid)

1,448 1,448 -2,000
22
24 55 30
9
10
8 28 -140 §
6
5
5
5 20
6
4
22 52

1,574

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 Apiril
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: 5mm.

Total Bundled CDS ABX Hybrids
AAA 2185 215 -850
AA+ 2.50
AA 1.70 5 0
AA- 0.60
A+ 0.76
A 0.51 2 (4}
A- 0.42
BBB+ 0.35
BBB 0.32 .
BBB- 0.35 1 0
BB+ 0.35
B8 0.31
<BB 1.32 1
Total Loans 224
From: Gasvoda, Kevin
Sent: : Thursday, February 08, 2007 11:41 PM
To: Montag, Tom
Cc: Sparks, Daniel L; Ruzika, Richard
Subject: Mortgage Risk - Credit residential
Tom,

For clarity, none of the below includes cash bands in the ABS 2ndry book (Swenson) or CDQ 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) => /'l 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)
e Bond spreads widen pre-securitization, hedged with ABX/CDS and eurodollars/swaps
* Duration or rates, hedged w/ swaps, mortgages, UST and ED's
e 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)
e Spreads (ABX/CDS)
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& 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) :

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).
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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)

e 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
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SUMMARY OF POSITIONS
(Note loss ranges below are not predictions. Qverall feel good a/b our marks at this point 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 $21mm resid trust
position (aggregation of a bunch of old deals). OK w/ averall 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). Long $115mm bonds and $81mm 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 $40mm bonds).

<< OLE Object: Picture (Metafile) >> << OLE Object: Picture (Metafile) >>
|

\
ALT-A \
Sector has not been effected yet by lower credit contagion 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 w/ AAA and BBB ABX but net long spreads above BBB's (flat BBB's).
Priced $660mm deal today so this drops to $4.4B. Feel good a/b 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 w/ 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 w/ $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.

<< 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 HELOGs.
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) >>

s Residuals - $48mm but $38mm of this is Alt-A 2nds (performing well) and $10mm 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) >>

Sa&D o

* 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 | New York, New York 10004
Tel: 212-902-8768 | Fax: 212-902-1691

email: kevin.gasvoda@gs.com

Kevin S. Gasvoda Groldmam

Managing Director Suchs
Fixed Income Currency & Commodities
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From: Sparks, Daniel L

Sent: Thursday, March 08, 2007 12:50 AM ,

To: Winkelried, Jon (EO 85B30); Montag, Tom; Viniar, David; Cohn, Gary (EO 85B30);
Sherwood, Michael S; McMahon, Bill; Broderick, Craig

Cc: Ruzika, Richard

Subject: Mortgage risk

Just spent tonight negotiating with Accredited - they plan to send us $2lmm 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 EPD claims in subprime would
be resclved - we may have a small Alt A claims (probably under $lmm). If this happens, the
outcome is good. New Century remains a problem on EPD.

Aside from the counterparty risks, the large risks I worry about are listed below:

(1) CDO and Residential loan securitization stoppage - either via buyer strike or dramatic
rating agency change.

On the CDO 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 $1BB CDOs of A-CDOs (most risky, but good progress), 2 $1BB 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 CDOs.
ABX index - overall the department has significant shorts against loan books and the CDO

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 llkely 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 IL; 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, Tom; Viniar, David; Winkelried, Jon; Cohn, Gary; Sherwood, Michael S$; 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 CDO 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: Ostrem, Peter L

Sent: Friday, March 09, 2007 7:51 AM
To: ' Sparks, Daniel L

Subject: FW: help

x-gs-classification: 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 cut retained positions - Gaddi and
Riccardi for instance.

Our current largest needs are to execute and sell our new issues - CDOs 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

.
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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 significant 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; Riceciardi, 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. 1In Progress: Short Credit Portfolio / Short Multi-Asset Class Ideas - Elisha and I

2
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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...I 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, Harvey; Madoff, Paula; Sparks, Daniel L; 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 I 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 EPDs

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 fina!l 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. Loansin FC or delinguent 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 diq loans, bpo results

- approx 5% of the pool was possibly originated fraudulently based on the dd results. Main findings: possible ID
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 Itv 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%
- | recommend putting back 26% of the pool....if possible.

- loan level detail of issues for your reading pleasure Golumn C to O

|[Recommended Action it upb %

NO ACTION 7 223000 0.34%

PUTBACK 72 17308987 26.70%

REPRIGE 48 8932511 13.78%

[Recommended Action Issues it upb
[PUTBACK 72  17308¢
|
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compliance 34 8824!

compliance; loan status/performance 2 1698:
compliance; potential fraud 657(
compliance; potential REQ 760(
compliance; potential unsecured 364!

compliance; property/value 114
compliance; property/value; potential unsecured 62¢
otential fraud 2710t

2
1
8l
otential fraud; potential REQ 1 300(
P
1
0

otential fraud; potential unsecured 256!

otential fraud; property/value; potential unsecured 111

property/value 1 1300¢

property/value; potential REO 149

REPRICE 50 91724
loan status/performance 11 2366+

otential REQ 13 4840!

otential unsecured 26 1965¢

NO ACTION 1 2230
| bif 1 223

Manisha Nanik
Ph: (727) 825-3828
Fax: (212) 428-9847

© Copyright 2007 The Goldman Sachs Group, Inc. All rights reserved. See hitp://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 dslete this message. See
hitp://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: Black, Robert N

Sent: Wednesday, March 21, 2007 11:38 AM
To: ficc-spedo; ficc-spgsyn
Subject: 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.

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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MEMORANDUM gg!g{ga“

To: Members of the Mortgage Capital Committee
From: Martha Rocha / Kenneth Lakra

Date: 3/23/2007 3:12:09 pm

Re: Agenda for Monday, March 26, 2007
Date: ) Monday, March 26, 2007
Time: ~ 01:00pm NY time

Location: 85 Broad / 27A in New York
Bridge Number 212-902-0990

The following is a list of transactions scheduled for réview on Monday, March 26, 2007:

—
Redacted By

Permanent Subcommittee on Investigations

5, GSAMP 2007-HE2 _

Goldman Sachs to securitize approximately $360 million of subprime 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
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From: Tourre, Fabrice

Sent:  Friday, March 30, 2007 10:58 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).
Pian 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 | 26th Floor | New York, NY 10004

Tel: 212-902-5891 | Fax: 212-493-0106 | Cell: 917- QD
Email: fabrice.tourre@gs.com

e = Redacted by the Permanent
Subcommittee on Investigations

Fabrice Tourre Nachs
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 relicd 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.LM. S.p.A. in Milan, or at its London branch
office at 133 Fleet Street.

This material does not evidence or memorialize any ag t 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
hitp:/fwww.gs.com/disclaimer/email 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/disclaimer/email-salesandtrading hitrnl 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
access these links, please nof

by re;

¢ will send the contents to you.
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From: Raazi, Cactus

Sent: Thursday, April 05, 2007 10:36 AM
To: Brad Rosenberg
Subject: 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)

AGCCR 2006-2 M8 00437NAM4
ACE 2006-HE2 M8 0044212D8
BSABS 2006-HE6 1M8 (07388UAL4
FFML 2006-FF4 M8 362334GC2

FMIC 2006-2 M8 31659EAMO
GSAMP 2006-HE4 M8 362439AN1
HEAT 2006-4 M8 . 437084VY9
HEAT 2006-8 M8 43709QAP1
IXIS 2006-HE1 B2 45071KDN1

JPMAC 2006-HE2 M8  46625SAN6
JPMAC 2006-HE3 M8  46629VANS
MABS 2006-NC1 M8  57643LNP7
MLMI 2006-MLN1 B2 ~ 59023AAN6
MLMI 2006-RM4 B2 59023QAN1
MSAG 2006-WMC1 B2 61744CXV3
MSC 2006-HE1 B2 617451DZ9

NCMT 2006-1 M8 65106AAV5
NHELI 2006-WF1 M8  65536RAM8
NHELI 2007-2 M8 65537MANG
OOMLT 2007-1 M8 68400DAP9
RAMC 2006-1 M8 759950HG6

RAMP 2006-EFC1 M8 76112BW63
RASC 2006-EMX3 M8 76113ACJ8
SABR 2006-OP1 B2 81375WJIN7
SABR 2007-NC2 B2 81378GAMO
SAIL 2006-BNC3 M7  86361KAM9
SAST 2006-2 B2 80556 XAP2
SVHE 2006-OPT5 M8  83612CAN9
WMABS 2006-HE2 M8 93934JAM6
WMABS 2006-HE3 M8 93934MAN7

From: Cornacchia, Thomas

Sent: Thursday, April 05, 2007 9:46 AM

To: Raazi, Cactus; LoBue, Lindsay; Grinstein, Veronica; Bhavsar, Avanish R
Cc: Swenson, Michael; Salem, Deeb

Subject: FW: let's sell ~200mm in Baa2 protection...

Get this dong please - who is the bstter salespaerson??

From: Swenson, Michael
Sent: Thursday, April 05, 2007 9:42 AM

Permanent Subcommittee on Investigations
EXHIBIT #81
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To: Salem, Deeb; Cornacchia, Thomas
Subject: RE: let's sell ~200mm in Baa2 protection...

Make that 500mm

From: Salem, Deeb

Sent: Thursday, April 05, 2007 9:35 AM

To: Cornacchia, Thomas

Cc: Swenson, Michael

Subject: let's sell ~200mm in Baa2 protection...

Confidential Treatment Requested by Goldman Sachs GS MBS-E-004516520
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From: Raazi, Cactus

Sent: Sunday, April 15, 2007 8:27 PM

To: Chan, Daniel

Subject: Dan: ABACUS 07-ACH

Attachments: ABACUS 2007-AC1 Reference Portfolio 20070328.xIs

Dan - seems we might have to book these pigs. Pls ask Michael if he has already booked them - if not then ask him to let
you know how you are supposed to book them - thanks

From: Barbieri, Michael C.

Sent: Thursday, April 12, 2007 10:42 AM
To: Raazi, Cactus

Cc: Tarantino, Jason

Subject: FW: ABACUS 07-AC1

..............................

Hey Cactus - Can you book these whan 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-AC1

In connection with the ABACUS 07-AC1 transaction which is expected to price on Tuesday, April 10, 2007, we
expect, on that same day, to exacute the following tranched CDS with Paulson (entity would be Paulson Credit
Opportunities):

-- G8 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-call . )

-- 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-call

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 | 26th Floor | New York, NY 10004 s = Redacted by the Permanent

Tef: 212-902-5891 | Fax: 212-493-0106 | Cell: 917 UNED Subcommittee on Investigations
Email: fabrice.tourre@gs.com

Geoldwman
Fabrice Tourre Nachs

Structured Products Group
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From:
Sent:
To:

Cc:
Subiject:

**INTERNAL* *

Kim, An

Thursday, April 05, 2007 3:51 PM

thony H.

Sparks, Daniel L; Gasvoda, Kevin; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia,
Thomas; Ruzika, Richard; Bohra, Bunty; Swenson, Michael; Lehman, David A.

ficc-spgsyn
FW: GS Syndicate RMBS Axes (INTERNAL)

Over the past few weeks we've continued to move several CDO and subprime positions. CDO
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  (
Alt-2A 225,988 (
CDO 262.250 (
Seconds 38.603 (
Hybrids 2.355 (
Total 859.431mm ¢

Let us know if

38%)
26%)
31%)
4%)
.2%)
100%)

there are any questions.

From:
Sent:
To:
Cc:

Subject:

**INTERNAL ONLY*#¥

GS Syndicate
Thursday, April 05, 2007 3:31 PM
ficc-sales-spg
Sparks, Daniel L; Gasvoda, Kevin; Schwartz, Harvey; Bash-Polley, Stacy; Cornacchia, Thomas; Bohra, Bunty; ficc-spgsyn

GS Syndicate RMBS Axes (INTERNAL)

Great job by Robert Gaddi moving us out of émm of our BBB-, Fremont, subprime risk.

Please continue to focus on the bonds below:

Priority Second Liens

** These CBASS bonds are a focus position that
feedback on levels

Bond

Curr Bal Mdy

Permanent Subcommittee on Investigations

EXHIBIT #83

CBASS 06-SL1 M4 14,288 A1
CBASS 06-SL1 M6 15.266 A3
ggtion ARMs

Bond Curr Bal Mdy
RALI 2007-QH3 Al 66.727 Aaa
RALI 2007-QH3 M3 1.756 Aa2
RALI 2007-QH3 M4 1.581 Aa2
RALI 2007-QH3 M5 1.22932a3
RALI 2007-QH3 M6 1.229A1
RALI 2007-QH3 M7 1.23A2
RALI 2007-QH3 M8 1.58 Baal
RALI 2007-QH3 M9 1.756 Baa2

A a2l bl Tuwmmbinnmndt D Anmaniiantadd e MDAlA

we need to move —- please come back with

SP Cpn Offer

AA- L+57 200

A L+70 300

SP Cpn Offer (DM
AT 25CPR
YTC)

AAA L+16 19

AA- L+60 70

A+. L+70 110

A L+75 125

A- L+80 140

BBB+ L+150 225

BBB- L+150 450

BB L+150 825

(S MRS-F-NN1030771



CWALT 2007-0A4 M6
CWALT 2007-0R4 M7
CWALT 2007-OR4 M8
CWALT 2007-0A4 M9

Subprime

Bond
GSAMP 07-HE1l B2

GSAMP 06-FM2 M8
GSAMP 06-FM2 M9

GSAMP 07-FM2 M5
GSAMP 07-FM2 M7

3.631Aa3
3.632A2
3.632 Baal
3.631 Baa3

Curr Bal Mdy
6.000Ba2

11.750Baaz
9,196 Baa3

12.025A2
7.640Baal

BBB+
BBB
BBB~

S&P
BB

BBB+
BBB-

BBB+

** Note the ratings for the Hl deal are Moodys/Fitch

Bond
GSAMP (07-H1 M6

Alt-A

Bond
GSAA 07-3 B3

GSAA (07-2 AFS5A
GSAA 07-2 AFS5B
GSAA 07-2 Bl
GSAA 07-2 B2

GSAA 06-15 B4
GSAA 06-18 Bl
GSAA (06-18 B2
GSAA 06-18 B3
GSAA 06-20 B3

Second Liens
Bond

GSAA 06-S1 M5
GSAA 06-S1 M6
GSAA 06-31 M7
GSAA 06-S1 Bl
GSAMP 06-56 M7

GSAMP 06-S4 B2

Disclaimer:

This memorandum is solely for internal use in the offices of Goldman,

Curr Bal Mdy
5.007A3

Curr Bal Mdy
6.499 Baa3

.000 Aaa
.373 Aaa
.051 Baal
.576 Baa3

FoNNOVENG e o}

.736 Baz2
.109 Baa?2
.570 Baa3
.340 Ba2
.467 Bal

oW NN

Curr Bal Mdy
5.35Baal

4.18 Baa2

5.183 Baa3

5.183 Bal

5.844 Baa3

8.809 Ba2

Fitch
A__

)4
BBB-

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

.00%
.00%
.00%
.00%

~ - 3w

7.00%

6.90%

145
220
275
450

Offer
1800

400
650

235
570

Offer
350

Offer
550

S+120
S+125
S+300
5+500

1000
5+400
S+500
1300
1000

Offer
S$+550
5+825
S+1125
S+1500

3+1000

S+1650

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,
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

(C.nnfidential Treatmeant Reaiiested hv Goldman Sachs

Sachs.

If applicable, the
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From: Broderick, Craig

Sent: Friday, May 11, 2007 1:48 PM )

To: Rapfogel, Alan; Wildermuth, David; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill,
Lee

Subject: RE: CDQ'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. 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 nead to survey ouwr
clients and take a shot at determining the most vulnsrable clients, knock on implications, etc. This is getting lots of 30th
floor attention right now.

From: . Wildermuth, David

Sent: Friday, May 11, 2007 1:40 PM

To: Sedita, Amy; Broderick, Craig; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, Lee; Rapfogel, Alan
Subject: RE: CDO's - Mortgages

What is the topic/discussion here? | have a conflict but can probably attend the first 1/2 hour. Depending on the
topic, | can try to move my 2:3077

From: Sedita, Amy

Sent: Friday, May 11, 2007 1:00 PM

To: Broderick, Craig; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, Lee; Rapfogel, Alan; Wildermuth, David
Subject: Updated: CDO's - Martgages

When: Friday, May 11, 2007 2:00 PM-3:00 PM (GMT-05:00) Eastern Time (US & Canada).

Where: 9B -- *Dom: 800-44EE Mod PC: @O Part PC:QEEP® Client 10 (NN

*updated with dial in #,

= Redacted by the Permanent
Subcommittee on Investigations
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GONFIDENTIAL
ABACUS 2006-11, LTD.

(Incorporated with limited liability in the Cayman Islands)
ABACUS 2006-11, INC.

U.5.$82,500,000 Class A-1 Variable Rate Notes, Due 2045
U.S.$45,937,500 Class A-2 Variable Rate Notes, Due 2045
U.S.$19,375,000 Class B Variable Rate Notes, Due 2045
U.5.$18,750,000 Class C Variable Rate Notes, Due 2045
U.5.$10,000,000 Class D Variable Rate Notes, Due 2045
Class E Variable Rate Notes

Secured Primarily by (1) the Collateral and (it) 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, CDO CRE Securitles 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 offeting of the Notes in the United States, Goldman, Sachs & Go., 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 mare of the date of issuance, the
Series Interest Rate, the Approved Currency in which such Notes are denominated, the Stated Matutity, the Nan-Cali Petiod and the
date from which interest will accrue.

See “Risk Factors” beginning on page 23 to read abaut factors you should conslder befare 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 maintalned.

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-Hill 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 D Notes be issued with a rating of at least “BBB" by S&F
and at least "Baa1" by Moody's. A credit rating is not a recommendation to buy, seli 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 df 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 ACCORDANGE 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 whale 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, 2008, through the facilities of DTC (or Euraclear, 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
"Summary—Notes",

Goldman, Sachs & Co.

Offering Circular dated September 19, 2006.

Permanent Subcommittee on Investigations
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This overview is not complete and is qualified in its entirety by reference fo (i) the detailed information
appearing elsewhere in this Offering Circular, (i) the terms and conditions of the Notes and (iii) the

TRANSACTION OVERVIEW

provisions of the documents referred to in this Offering Circular.

®

®

Fixed
Payments Procesds of the Notes
Credit Defaull N
Swap *_____’——'*——'F < otes
————
Cash ABACUS
Settiement 2006-11, Lid. Applicable {ndex plus the
Applicable Spread of
Amounts each Series of Notes
@ Applicable
Index
——p
Basls Swap
——
Coliateral Collateral Interest
:‘:ézitt Amount Collateral
® -
100% at least the Currency Adjusted
Collateral ————— Aggregate Outstanding
Put Agreement Amount of the Notes, as
e :
ABACUS expressed in each Approved
Collateral Securities 2006-11. Inc. Currency, as of the Closing
(if liquidated under T Date

certain circumstances)

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; provided, fowever, that
the Additional Issuance Principal Amount shall not cause the Aggregate USD Equivalent Qutstanding 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 Qutstanding Amount of Notes denominated in such Approved Currency on the
Closing Date.

On the Closing Date, the Issuer and Goidman Sachs Capital Markets, L.P., as the Protection Buyer, will enter into
the Credit Oefault Swap whereby the Issuer (a) selis credit protection to the Protection Buyer with respect to a
Reterence Portfolio of CMBS Securities, CRE CDO Securities and RMBS Securities and (b} receives from the
Protection Buyer (I} an Upfront Payment on the Closing Date and (jl) a Fixed Payment on each Payment Date.
Following the occurrence of a Credit Event and the satisfaction of the Conditions to Settiement, the issuer will pay
10 the Protection Buyer an amount equal to the Cash Settiement Amount. For @ 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 Basls Swap
Counterparty, will enter into the Basis Swap whereby the (ssuer (a) pays to the Basls 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 Qutstanding Notes are denominated of: (i) the Applicable index for
the Applicable Period; (i) the average dafly 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 enter into the

Collateral Put Agreement whereby the Issuer will have the right to put a Collateral Security or an Eligible

Investment (other than Put Excluded 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 o the applicable
Noteholders of any Currency Adjusted Notional Principal Adjustment Amount, (ii) an Optional Redempiion in
Whole or a Partial Optional Redemption and/or (iii) under certain circumstances described herein with respect to
the Stated Maturity of any Serles of Notes,

GS MBS-E-002742¢



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 ........ccoeeevveivinei e 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 Coilateral, 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 (iii) certain other
assets.

ABACUS 2006-11, Inc. (the "Co-lssuer" 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 capitai 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-lssuer
Common Stock will be held by the issuer.

~ Aol GS MBS-E-00274255!



Notes

Class Designation A1 A-2 A-2 B [o] D E
Original Principal Amount
$82,500,000 $20,000,000 $25,937 500 $19,375,000 $18,750,000 $10,000,000 $0
(as expressed in Dollars) :
Initial Ciass Notional
An::)unt (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
September 28, September 28, September 28, | September 28, September 28, | September 28,
Stated Maturity 2045 2045 2045 2045 2045 2045
Average Life {in years) 6.4 68 6.8 7.1 7.4 75 7.7
Minimum Denomination
{integral Multipies);
$250,000 $250,000 $250,000 $250,000 $250,000 $250,000 $250,000
S8 (81) ($1) (81) ($1) (31) (81)
€260,000 €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 1444 (1) (£1) 3] €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
(C81) (C8$1) (C$1) (C$1) (C$1) (C81) (C81)
A$250,000 A$250,000 A$250,000 A$250,000 A$250,000 A$250,000 A$280,000
(A%1) (A%1) (A%1) _(A%Y) (A$1) (A1) (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) €1) (€1) (€1) (€1) (€1)
£100,000 £100,000 £100,000 £100,000 £100,000 £100,000 £100,000
Reg S (£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 €$100,000 C$100,000 C$100,000 C$100,000 C$100,000 C$100,000
(Cs1) (C$1) (C$1) (C$1) (C81) (C$1) (C$1)
A$100,000 A$100,000 A$100,000 A$100,000 A$100,000 A$100,000 A$100,000
(A1) (AB1) (A%1) (A1) (AS1) (AS1) (AB1)
Applicable investment
Company Act of 1940 3(e)?)
Exemption
Initlal Ratings:
S&P AAA AAA AAA AA- A- BBB
Moody's Aaa Aa1 Aai Aa3d A2 Baa1
Deferred Interest No Nao No No No No No
Prici September 19,
ricing Date 2006 August 16, 2006} August 16, 2006 | August 16, 2006 | August 16, 2006 | August 16, 2006
Closing Date September 20, 2006
Issue Price The Naotes 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 Glosing LIBOR + 0.52% | LIBOR +0.60% | LIBOR +0.58% | LIBOR+0.78% | LIBOR + 1.80% | LIBOR +3.30%
Date
Fixed or Floating Rate Floating Floating Fioating Floating Floating Floating Floating

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

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
Fi Qctaber 30, Octaber 30, October 30, QOctaber 30, Qctober 30, L Qctober 30,

rst Payment Date 2008 2006 2006 2006 2006 2006
Record Date 15 days prior to the applicable Payment Dats
Frequency of Payments Monthly Monthly Monthly Manthly Monthly Manthly Monthly
Day Count Actual/360 Actual/360 Actual/360 Actual/36g Actual/360 Actual/360 Actual/360
Co-lssued Notes or Co-lssued Co-lssued Co-lssued Co-lssued Co-lssued
issuer Notes Notes Notes Notes Notes Notes lssuer Notes ssuer Notes
Form of Notes:

Global Yes Yes Yes Yes Yes Yes Yes
GUSIPS Rule 144A 002559AA0 002559AB8 002559AE2 002559AC8 002559AD4 00257WAA7 00257TWABS
CUSIPS Reg $ GO0117AA2 GOO117AB0 GO0117AE4 GO0117AC8 GO0117AD6 GOOTIUAA1 GO011UABY
ISINReg 8 USGOO0117AA26 | USGO0117AB09 | USGO0117AE48 | USGO0117ACH | USGO0117ADE4 | USGO011UAATS | USGOO11UABS1
Common Code 02680176 026801796 026911923 026801826 026801842 026801877 026601893
Clearing Meathod:

Rule 144A . DTC DTC DTC DTC D1C DIC DIC

Reg 8 Euroclear/ Euroclear/ Euroclear/ Eurociear/ Euroclear/ Euroclear/ Euroclear/

Clearstream Clearstream Clearstream Clearstream Clearstream Clearstream Clearstream

Certificated N/A N/A N/A N/A N/A : N/A N/A

L
3
- e S T SR Y T

GS MBS-E-00274255



! 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; provided, however, that the Additional Issuance Principat
Amount (or, if such additional issuance is denominated in an Appraved Gurrency other than Dollars, the USD Equivalent of such Additional
Issuance Princlpal Amount) related to an additional issuance 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.”

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 with the
applicable cut-off dates, (jii) any principal received on one or more Reference Obligations prior to the end of the Notional Reinvestment Period will
be treated as reinvested in g hypothetical replacement Reference Obligation with a weighted average life of 60 months from the time of assumed
inclusion in the Reference Partfolio, (iv) the Notes will be repaid in accordance with the Priority of Payments, (v) the Modified Sequential Paydown
Sequence Requirements, with the exception of clause (i) of the definition thersof, will always be satisfied, and (vi) no Credit Events will have
acourred with respect to the Reference Portfolio. The assumptions set forth above are not pred«:llve or a forecast, nor do they necessarily reflect
historical performance and defaults.

8 The Series Interest Rate with respect to any Series of a Class will be determined at the time of issuance of such Serles, 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 "lssuing and Paying Agency
Agreement"), between the Issuer and LaSalle Bank National
Assaciation, 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 ............ 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 (i) any other
Business Day on 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.

Use of Proceeds ........................... 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.

Confidential Treatment Requested by Goldman Sachs GS MBS-E-002742554



Distributions of Interest
Proceeds..............cccooevivevieecnnnn, Interest Proceeds will be distributable monthly to Holders of the
Notes in accordance with the Priority of Payments. See
"Description of the Notes—Priority of Payments”.

Non-Call Period .................cc.......... With respect to each Series of Notes issued an 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 applicabie Non-Cail Period. See
"Description of the Notes—Optional Redemption in Whole and
Partial Optionai Redemption", "Description of the Notes—Priority
of Payments—Principal Proceeds—Other Payment Dates" and
"The Credit Defauit Swap—Payments—Payment on a Partial
Optional Redemption Date".

Principal Payments
onthe Notes.................ccceevenn. 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:

~ Vi Amctan GS MBS-E-00274255



Event

Date of Payment

Armounts Payable in
accordance with the
Priority of Payments

Payment of Currency
Adjusted Notional
Principal Adjustment
Amounts

With respect to (i)
Reference Obligation
Recovery Amounts, the
fifth Business Day
following the calculation
of the related Loss
Amount; and (ii)
Reference Obligation
Amortization Amounts,
the Payment Date
immediately following
the Due Period in which
such amounts were
determined by the
Credit Default Swap
Calculation Agent

Notiona! Principal
Adjustment Amounts

Optional Redemption In
Whole due to an
optional termination of
the Credit Default Swap
by the Protection Buyer

Any Payment Date after
the expiration of the
Non-Call Period for
each Series of Notes
Outstanding

Currency Adjusted
Aggregate Outstanding
Amount plus, if the
consent of each Holder
of Notes of a
Revarsible Writedown
Series has not been
obtained, with respect
to each such
Reversible Writedown
Serigs, the Optional
Redemption
Reimbursement
Amount

Partial Optional
Redemption due to the
election by the -
Protection Buyer to
redeem one or more
Series of Notes in full

Any Payment Date after
the applicable Non-Call
Period

Currency Adjusted
Aggregate Outstanding
Amount of each Series
of Notes being
redeemed plus, if any
such Series is a
Reversible Writedown
Series and the consent
of each Holder of such
Reversible Writedown
Series has not been
obtained, the Optional
Redemption
Reimbursement
Amount for any such
Reversible Writedown
Series

Partial Optional
Redemption due to the
election by the
Protection Buyer to
redeem Protection
Buyer Notes

Any Payment Date

Currency Adjusted

Aggregate Outstanding
Amount of the
Protection Buyer Notes
being redeemed
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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
Insufficlent 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))

Any Business Day Principal Proceeds

Principal Proceeds
and/or delivery of
Collateral Securities
subject to Special
Termination
Liquidation Procedure

Mandatory Redemption
(other than as described Any Business Day
above)

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
Defaulit".

Decrease in the Class Notional
Amount of each Class of
Notes ....... et te e et e 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 [ess (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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(i) (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
National Amount on such date in accordance with the Madified
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 () the aggregate Notional Principal Amount ailocable
on such date and (ll) 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 (Y) if greater than zero, (a) the
aggregate Notional Principal Amount allocable on such date less
(b) the sum of () the reductions determined in accordance with
subclauses (i) through (vii) of the Modified Sequential Paydown
Sequence on such date, (I!) the Super Senior Notional Amount
immediately prior to the determination made in subclause (viii) of
the Modified Sequential Paydown Sequence on such date and
(). 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 allocahle on such date less (B) the sum of
() the Super Senior Notional Amount immediately prior to such
determination and (I) 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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(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), (i) aggregate Writedown Reimbursement
Amount (if any), and (iii) aggregate Notional Principal Amount (if

any).
See "Description of Notes—Principal".

Increase in the Class

Notional Amount of each :

Class of Notes .............c..cceenee 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 Jess 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”.

Decrease in the Aggregate
USD Equivalent Outstanding
Amount of each Class
of Notes.........c..occoviiivniincn, 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");

(i) (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

- (3S MBS-E-0027425¢



(a) the related Unscaled Notional Principal Adjustment Amount
and (b) the Note Scaling Factor (such amount determined under
this subclause (i), the "Notional Principal Adjustment
Amount");

iiiy on any Stated Maturity related to a Series of such Class, after
giving effect to clauses (i) and (i) 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 (jii) 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 Optionai Redemption.

For the avoidance of doubt, with respect to a Class with more
‘than one Series QOutstanding 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 Qutstanding 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), (i) the aggregate related Unscaled
Reinstatement Adjustment Amount (if any) and (iii) the aggregate
related Unscaled Notional Principal Adjustment Amount (if any).

See "Description of Notes—Principal”.

Increase in the Aggregate
USD Equivalent Outstanding
Amount of each Class ‘
of Notes ..........ccecivenvinicinn, The Aggregate USD Equivalent Outstanding Amount of each
Class of Notes will be increased by an amount (as expressed in
Dollars) equal to:

() 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

10
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Amount of each Class bf 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

(i) 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 Qutstanding 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
OQutstanding Amount of each Series of such Class, as expressed
in Dollars.

See "Description of Notes—Principal".

Decrease in the Currency Adjusted

Aggregate Outstanding Amount

of each Series of Notes ............ 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 (i) of "—Decrease in the
Aggregate USD Equivalent Qutstanding Amount of each Class
of Notes", by an amount equal to the quotient of (a) such Notes’
aliocation 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. -

Increase in the Currency Adjusted
Aggregate Outstanding Amount
of each Series of Notes ............ 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”).
Cancellation of Notes ................. 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.

11
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The Credit Default Swap

Credit Default Swap.................... On or prior to the Closing Date, the [ssuer 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, CDO CRE
Securities and RMBS Securities.

Documentation..............c....coee 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 1SDA 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 1SDA), subject to certain |
amendments as set out in the Credit Default Swap. The Credit
Default Swap will be governed by New York law.

Reference Porifolio................... On the Closing Date, it is expected that the Credit Default Swap
will reference 79 Reference Qbligations (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.

Notional Reinvestment Period. .. The period from the Closing Date to but excluding the Payment
: Date in March 2009.

Modification of the

Reference Portfolio .................. 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 confimed 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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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.

CreditEvents ................cccceeee.n The following Credit Events (each a "Credit Event") shall apply
with respect to each Reference Obligation:

() Failure to Pay Principal; or
(i) Writedown.
See "The Credit Default Swap—Credit Events”.
LConditions to Settlement............ 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.

Notifying Party............................. The Protection Buyer.
Credit Default Swap
Calculation Agent..................... 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.

Settlement Method ...................... Cash.

Super Senior Notional Amount.. 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",

First Loss 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”.

Loss Amount ............ccc.cceeevenene On the Business Day on which the Protection Buyer satisfied the
Conditions to Setilement (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:

() with respect to a Writedown, the Loss Amount will be an
amount equal to the related Writedown Amount; and

(i) 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),

Cash Settlement Amount ........... On the fifth Business Day foilowing a Credit Default Swap
Calculation Date (a "Credit Default Swap Settlement Date"),
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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
Adijusted 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 wiil 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 Defauit Swap—Payments",

Reimbursement foliowing

aWritedown................ccooe 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 Wiritedown
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:

@) the Currency Adjusted Reinstatement Adjustment
Amounts payable on such date; and

(i) the ICE Currency Adjusted Interest Reimbursement
Amounts payable on such date.

Credit Default Swap

Early Termination.................... The Credit Default Swap may bhe 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 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 (i) in the
case of the Collateral Put Agreement, 100% of the Aggregate
USD Equivalent Qutstanding 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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See "The Credit Default Swap—Credit Default Swap Early
Termination".

The Collateral Securities

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

. in such Approved Currency on the Closing Date.

Supplemental Collateral Securities

Substitution ........................... Any Noteholder may request that the Issuer substitute one or
more Coliateral Securities in accordance with the terms of the
Indenture.

See "Collateral Securities—Substitution of Collateral Securities.”

Purchase of Supplemental
Coliateral Securities.............. Upon or subsequent to:

@ the redemption or amortization, in whole or in par, of a
Collateral Security {(an "Amortized Collateral Security"
and the principal amount of such redemption or
amortization, the "Collateral Security Amortization
Amount"),

(i) 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 Coliateral
Security in excess of the amount necessary to pay any
Cash Settlement Amount, Currency Adjusted Notional
Principa! 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 Writedown Repayment
Amount which shall be applied to make principal
payments on the Notes on such Payment Date),
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the Protection Buyer may, in its sole discretion, direct the Issuer
to purchase {and the lIssuer shall so purchase) one or more
replacement Coliateral Securities or additional Collateral
Securities (together, the "Supplemental Collateral Securities"),
as the case may be, subject to (a) the Collateral Security
Eligibility Criteria, (b) thé 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 (i) 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.

Liquidation of Collateral
Securities ...............cccoee i, The Collateral Securities will only be liquidated in connection
with the events described below:

(@) 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 Coliateral), sufficient to pay the Protection
Buyer the Cash Settiement Amount on the related Credit
Default Swap Settlement Date;

(i) (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);

(i) after the occurrence and continuation of an Event of
Default, if the Trustee is directed to liquidate the
Coliateral 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 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
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)

(vi)

(vii)

(viii)

par for such Selected Collateral Security, plus accrued
and unpaid interest thereon);

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
Coliateral Security, plus accrued and unpaid interest
thereon);

in connection with a Mandatory Redemption other than a
Mandatory Redemption caused by a (a) termination of
the Credit Defauit 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;

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

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
Coliateral), 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

P S
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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).

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.........ccccoeevrennen.. 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 Portfolio 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 (i) 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 Callateral 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.

The Basis Swap

The Basis Swap..............c.co........ 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. ..ot 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.

"Coliateral 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 (i) 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 (i) 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 (jii)
ahove, 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".

The Collateral Put Agreement

The Collateral Put
Agreement ............................... 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").

TeIMS ... 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 lIssuer to the applicable Noteholders, (i) 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 (ji) 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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Collateral Put Provider of an amount equal to 100% of par for
such Coltateral (plus accrued and unpaid interest).

See "The Collateral Put Agreement".
The Collateral Disposal Agreement

The Collateral Disposal
Agreement .............cccoeveeeeeiiin. 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").

Terms. ..o 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 (i) 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,

Additional Issuance....................... 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 {o 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”.

Governing Law ................c...cove, 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.

Listing and Trading...................... 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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Issuer's choice, if practicable. There can be no assurance that
such admission will be sought, granted or maintained. See
“Listing and General Information".

Tax Status............occoeee e, See "Income Tax Considerations”.

ERISA Considerations.................. See "ERISA Considerations".
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RISK FACTORS

Prior t6 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 [nitial 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 1o 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-lssued 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 am 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 1ssuing and Paying 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-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 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. |f 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 Qutstanding 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 of the 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 wili 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 QOutstanding 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 hasis, 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 vaiue 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 Qutstanding
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 "—S8ubordination 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 and
the resulting-Loss ‘Amounts exceed the First-L.oss -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 (jii) there is a defauit 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, () 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 wili 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 controi (by contractual relationship) the voting rights with respect to a
Majority of the Aggregate USD Equivalent Qutstanding 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 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".

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
liguidate 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 Defaulf. 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 (ji) excluding any accrued and unpaid interest), the Collaterai 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 nar 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 cone 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 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
any one 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. Ta 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 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, 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 (i) 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 fegal
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 canditions, the condition of financial
markets, political events, developments or trends in any. particular industry and changes in prevailing
interest rates. The oyclicality 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 reguiation 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 aperator; 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 commerciaf 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 unabie 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 faws, such as laws
regarding environmental clean-up and limitations on remedies imposed by bankruptcy faws 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 confiicts 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 any one 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 couid 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 defauits 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. [f 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 any one 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 susceptibie 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" moartgage 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 seif-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 seli 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 josses.

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
foans 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 aiso 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 senijor 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. '

CDO Cashflow Securities. The Reference Obligations and the Collateral Securities may include
CDO Cashflow Securities. CDO Cashflow Securities generally are limited recourse obligations of the
issuer thereof payable solely from the underlying assets of the issuer ("CDO Collateral") or proceeds
thereof. Consequently, CDO Cashflow Securities must rely salely on distributions on the underlying CDO
Collateral or proceeds thereof for payment in respect thereof. If distributions on the underlying CDO
Collateral are insufficient to make payments on the CDO Cashfiow 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.

CDO Cashflow Securities are subject to credit, liquidity and interest rate risks. CDO 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 vield 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 CDO 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 iender under the credit agreement with respect
to the debt obligation; however, its rights can be more restricted than those of the assigning institution.

CDO Cashflow Securities are subject to interest rate risk. The CDO Collateral of an issuer of
CDO Cashflow Securities may bear interest at a fixed (floating) rate while. the CDO 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 CDO Cashflow Securities and CDO Collateral which
bears interest at a fixed rate and there may be a timing mismatch between the CDO 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 CDO 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 CDO Cashflow Securities.

In addition, certain CDO 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 coliateral 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
return 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 soid 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 Settiement
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).
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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 af 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 and 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 tabie 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 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 Confiicts 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, regardiess 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 selis
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 Coliateral 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 market 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 inciuding 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: Ostrem, Pater L

Sent:  Tuesday, September 19, 2006 8:16 PM
To: FICC-SPCDOGROUP
Subiject: Hudson Mezz - new

We have been asked to-do-a CDO of $2bin for the ABS desk. Approx. $1.2bin 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 mvoives

selling half the equity (at least 30mm to sell) and the seniors and the mezz (at least half the BBBs to get true sale).

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 yleld Obwously important to overall SP floor and Sobel and Sparks

are focused on this’ happéring . :

Permanent Subcommittee on Investigations
EXHIBIT #86
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Hudson Mezzanine Funding 2006-1, LTD.

A $2.0 Billion Static Mezzanine Structured Product CDO
Goldman, Sachs & Co. — Liquidation, Structuring, and Placement Agent
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October 2006

The information contained herein is indicative only and the actual terms of any transaction will be set forth in the definitive Offe}ing Circular. .
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. 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 CDO program in 2006 to create a consistent, programmatic approach to
invest in attractive relative value opportunities in the RMBS and structured product market

e We successfully launched Hudson High Grade in September. This is a continuation of the program using
mezzanine Baa2/Baa3 quality RMBS

Hudson CDOs 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.
e 60% of the RMBS will be single name CDS on all 40 obligors in ABX 2006-1 and ABX 2006-2
e 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, LTD
("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 wilt use and it will cause its directars, partners, officers, employees and representatives 1o 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 dispasition of such securities and all materiais of any kind (including opinions or other tax analyses) that are provided to such recipient relating to such
tax freatment and tax structure. However, any such information relating to such tax treatment or tax structure is required to be kept confidential fo the extent
reasonably necessary to comply with any applicable securities laws. For this purpose, the tax reatment of a transaction is the purported or claimed U.S. federal
income tax freatment 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 fransaction.

The information contained herein has been prepared solely for informational purposes and is not an offer to buy or seli 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 he made pursuant to a definitive offering circular (the “Offering
Circular”) prepared by or on behalf of the Iasuer, which would contain material information not contained herein and which shali supersede, amend and supplement
this information in its entirety. Any decision fo invest in the securities described herein should be made after raeviewing 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 1o 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
fllustrations or that all assumptions relating to such hypothetical illusirations 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 shouid conduct its own independent analysis of the data referred to herein. The Issuer, Goldman Sachs, and their respective alffiliates
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
ilustrations, sample or pro forma portfolio structures or portfolio compasition, 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 will 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.

m Limited Liquidity, Restrictions on Transfer and Limited Recourse o

e 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.

B 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

m  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.

e 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.

m  llliquidity of Coilateral 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.

« llliquid 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.

B 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 avaiiability of Collateral Assets to be purchased.

¢ Some or all of the Collatera!l Assets may be subordinated securities which may be subject to leveraged credit risk.

* The ability of the Issuer to seil 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 (i) the Indenture will
eliminate the ability of the Issuer to exercise discretion in contexts where a collateral manager in a managed or static
coliateralized 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.

B 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 Noies. The Caollateral 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 CDO, 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.

B Yield Due to Prepayments

* The yield to maturity on the income Notes could be affected by the rate of prepayment of the Callateral 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

m  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.

B 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 palitical conditions and instability, (7) exchange control and foreign
currency risk, (8) insolvency and (9) expropriation risk.

e A portion of the Collateral Assets may consist of obligations of an issuer organized under the laws of the Bahamas, Bermuda,
the Cayman [slands, the Channel Islands, the Netherlands Antilles or other jurisdictions offering favorable tax ireatment.

B 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.

m  Material Tax Considerations

e Therels 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

m  Hypothetical llustrations and Estimates

« Estimates of the weighted average lives of the Class S, A, B, 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, B, C, D and, E Notes, are forward-iooking statements. See “Hypotheticai lllustrations and Pro Forma
Information” on disclaimer page in the beginning of this book.

o The hypothetical illustrations are only estimates. Actual results may vary, and the variations may be material. See
“Hypothetical Hlustrations 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.

* |n case of a Withholding Tax Event (as defined in the Offering Gircular), 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, B, C, D and E Notes, prior to
any distributions to holders of Income Notes.

B 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 B, Class C and Class D Notes and certain payments of
expenses. The Class D Notes are subordinated to the Class A, Class B 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 B 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 maost 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

m  Credit Exposure to Portfolio of Reference Obligations

* Onthe 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 seli credit default
protection with respect to a portiolio 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 shortfails may adversely affect the Issuer's
ability to make payments on the Notes and the income Notes.

¢ Al 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 aifected 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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lll. Transaction Overview

Note: The information in this section is preliminary and subject to change
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Hudson Mezzanine Funding 2006-1, LTD

Transaction Overview

B Super Seniors have been pre-executed with one investor in unfunded form at 20bps p.a.
B This is a typical CASHFLOW CDO with O/C triggers. This is not a tranched Index CDO

B 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

B 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
e The goal is to create attractive proprietary investments by leveraging expertise of both Goldman Sachs
CDO 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, LTD

Transaction Overview

B Hudson Mezzanine Funding is a “static” mezzanine structured product CDO 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
CDOs in the market

B 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
determination

® 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

B Goldman Sachs’ portfolio selection process:

Assets sourced from the Street. Hudson Mezzanine Funding is not a Balance Sheet CDO
Goldman Sachs CDO desk pre-screens and evaluates assets for portfolio suitability

Goldman Sachs CDO 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 gLo)
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Hudson Mezzanine Funding 2006-1, LTD

Transaction Overview - Asset Selection / Asset Liquidation

B Portfolio Aggregation Strategy:
¢ 60% of portfolio will consist of the 40 obligors in ABX 2006-1 and ABX 2006-2

e Select only assets rated explicitly Baa3/BBB- (Moody’s / S&P) and above. No notched rating of below
Baa3 in the portfolio |

e 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

e Target portfolio with Weighted Average Rating Factor of 486 and duration weighted average spread of
183 bps .

m 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 Ba3 or BB-
¢ Any asset that is defaulted and experiences a credit event as defined by the PAUG confirm

B Expected collateral qual