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Management’s Discussion and Analysis

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

Our activities are divided into three segments:

" INVESTMENT BANKING. We provide a broad range of
investment banking services to a diverse group of corporations,
financial institutions, investment funds, governments and
individuals.

= TRADING AND PRINCIPAL INVESTMENTS. We facilitate client
transactions with a diverse group of corporations, financial
institutions, investment funds, governments and individuals
and take proprietary positions through market making in,
trading of and investing in fixed income and equity products,
currencies, commodities and derivatives on these products. In
addition, we engage in market-making and specialist activities
on equities and options exchanges and clear client transactions
on major stock, options and futures exchanges worldwide. In
connection with our merchant banking and other investing
activities, we make principal investments directly and through
funds that we raise and manage.

ASSET MANAGEMENT AND SECURITIES SERVICES. We provide
investment advisory and financial planning services and offer
investment products (primarily through separately managed
accounts and commingled vehicles, such as mutual funds and
private investment funds) across all major asset classes to a
diverse group of institutions and individuals worldwide and
provide prime brokerage services, financing services and
securities lending services to institutional clients, including
hedge funds, mutual funds, pension funds and foundations,
and to high-net-worth individuals worldwide.

Unless specifically stated otherwise, all references to 2007,
2006 and 2005 refer to our fiscal years ended, or the dates, as
the context requires, November 30, 2007, November 24, 2006
and November 25, 2003, respectively.

»

When we use the terms “Goldman Sachs,” “we,” “us” and

“our,” we mean The Goldman Sachs Group, Inc. (Group Inc.),
a Delaware corporation, and its consolidated subsidiaries.
References herein to the Annual Report on Form 10-K are to
our Annual Report on Form 10-K for the fiscal year ended

November 30, 2007.

In this discussion, we have included statements that may
constitute “forward-looking statements” within the meaning
of the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements are not
historical facts but instead represent only our beliefs regarding
future events, many of which, by their nature, are inherently
uncertain and outside our control. These statements include
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statements other than historical information or statements of
current condition and may relate to our future plans and
objectives and results, among other things, and may also include
statements about the objectives and effectiveness of our risk
management and liquidity policies, statements about trends in
or growth opportunities for our businesses and statements
about our investment banking transaction backlog. By identifying
these statements for you in this manner, we are alerting you to
the possibility that our actual results and financial condition
may differ, possibly materially, from the anticipated results and
financial condition indicated in these forward-looking statements.
Important factors that could cause our actual results and financial
condition to differ from those indicated in these forward-looking
statements include, among others, those discussed below under
“—Certain Risk Factors That May Affect Our Business” as
well as “Risk Factors” in Part I, Item 1A of the Annual Report
on Form 10-K and “Cautionary Statement Pursuant to the
Private Securities Litigation Reform Act of 1995” in Part I,
Item 1 of the Annual Report on Form 10-K.

Our diluted earnings per common share were $24.73 for 2007
compared with $19.69 for 2006. During 2007, we achieved
record results in the Americas, Europe and Asia, and derived
over one-half of our pre-tax earnings outside of the Americas.
Return on average tangible common shareholders’ equity " was
38.2% and return on average common shareholders’ equity was
32.7% for 2007. Book value per common share increased 25%
to $90.43 at year end. During 2007, we repurchased 41.2 million
shares of our common stock for a total cost of $8.96 billion.

In 2007, we generated record diluted earnings per common
share, which exceeded the prior year record results by 26%.
Each of our three segments produced record net revenues. The
increase in Trading and Principal Investments reflected higher
net revenues in Equities, Fixed Income, Currency and
Commodities (FICC) and Principal Investments. Net revenues
in Equities increased 33% compared with 2006, reflecting
significantly higher net revenues in both our customer franchise
businesses and principal strategies. During 2007, Equities
operated in an environment characterized by strong customer-
driven activity, generally higher equity prices and higher levels
of volatility, particularly during the second half of the year. The
increase in FICC reflected significantly higher net revenues in
currencies and interest rate products. In addition, net revenues
in mortgages were higher despite a significant deterioration in the

(M Return on average tangible common shareholders’ equity (ROTE) is computed by
dividing net earnings applicable to common shareholders by average monthly
tangible common shareholders’ equity. See “—Results of Operations—Financial
Overview" below for further information regarding our calculation of ROTE.



mortgage market throughout the year, while net revenues in
credit products were strong, but slightly lower compared with
2006. Credit products included substantial gains from equity
investments, including a gain of approximately $900 million
related to the disposition of Horizon Wind Energy L.L.C., as
well as a loss of approximately $1 billion, net of hedges, related
to non-investment-grade credit origination activities. During
2007, FICC operated in an environment generally characterized
by strong customer-driven activity and favorable market
opportunities. However, during the year, the mortgage market
experienced significant deterioration and, in the second half of
the year, the broader credit markets were characterized by
wider spreads and reduced levels of liquidity. We continued to
capitalize on trading and investing opportunities for our clients
and ourselves and, accordingly, our market risk increased,
particularly in interest rate and equity products. In addition,
our total assets surpassed $1 trillion during the year, as we
grew our balance sheet in order to support these opportunities,
as well as to support increased activity in Securities Services.
The increase in Principal Investments reflected strong results in
both corporate and real estate investing.

The increase in Investment Banking reflected a 64% increase
in Financial Advisory net revenues and a strong performance in
our Underwriting business. The increase in Financial Advisory
primarily reflected growth in industry-wide completed mergers
and acquisitions. The increase in Underwriting reflected higher
net revenues in debt underwriting, as leveraged finance activity
was strong during the first half of our fiscal year, while net
revenues in equity underwriting were strong but essentially
unchanged from 2006. Our investment banking transaction
backlog at the end of 2007 was higher than it was at the end
of 2006."

Net revenues in Asset Management and Securities Services
also increased. The increase in Securities Services primarily
reflected significant growth in global customer balances. The
increase in Asset Management reflected significantly higher
asset management fees, partially offset by significantly lower
incentive fees. During the year, assets under management
increased $192 billion, or 28%, to a record $868 billion,
including net inflows of $161 billion.

In 2008, we will remain focused on our clients, geographic
expansion and the importance of effective risk management.
We continue to see opportunities for growth in the businesses
and geographic areas in which we operate and, in particular, we
believe continued expansion of the economies of Brazil, Russia,
India and China, as well as those of the Middle East, will offer
opportunities for us to increase our presence in those markets.

(1) Our investment banking transaction backlog represents an estimate of our future
net revenues from investment banking transactions where we believe that future
revenue realization is more likely than not.
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Though we generated particularly strong results in 2007, our
business, by its nature, does not produce predictable earnings.
Our results in any given period can be materially affected by
conditions in global financial markets and economic conditions
generally. For a further discussion of the factors that may affect
our future operating results, see “— Certain Risk Factors That
May Affect Our Business” below as well as “Risk Factors” in
Part I, Item 1A of the Annual Report on Form 10-K.

As an investment banking, securities and investment management
firm, our businesses are materially affected by conditions in the
financial markets and economic conditions generally, both in
the United States and elsewhere around the world. A favorable
business environment is generally characterized by, among
other factors, high global gross domestic product growth,
stable geopolitical conditions, transparent, liquid and efficient
capital markets, low inflation, high business and investor
confidence and strong business earnings. These factors provide
a positive climate for our investment banking activities, for
many of our trading and investing businesses and for wealth
creation, which contributes to growth in our asset management
business. During the first half of 2007, global economic growth
was generally solid, inflation remained contained, global equity
markets rose and corporate activity levels were strong.
However, during the second half of 2007, significant weakness
and volatility in global credit markets, particularly in the U.S.
and Europe, spread to broader financial markets and began to
affect global economic growth. For a further discussion of how
market conditions can affect our businesses, see “— Certain
Risk Factors That May Affect Our Business” below as well as
“Risk Factors” in Part I, Item 1A of the Annual Report on
Form 10-K. A further discussion of the business environment
in 2007 is set forth below.
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GLoBAL. Growth in the global economy slowed over the course
of 2007. Although the pace of economic growth was solid
through the beginning of our third fiscal quarter, global growth
in the latter part of our fiscal year was impacted by volatility
in the credit markets, particularly in the U.S. and Europe, and
accelerated weakness in the U.S. housing market. Fixed income
and equity markets experienced high volatility, particularly
during the second half of the year. The U.S. mortgage market
experienced significant deterioration throughout the year,
particularly in subprime loans and securities. The broader
global credit markets were characterized by significant weakness
in the second half of the year, which was evident in the significant
dislocation in money market rates in the U.S. and Europe. The
U.S. Federal Reserve lowered its federal funds target rate
towards the end of our fiscal year, while central banks in the
Eurozone, United Kingdom, Japan and China all raised rates
during the year. Oil prices rose significantly during our fiscal
year and, in the currency markets, the U.S. dollar weakened
against most major currencies, particularly against the Euro
and the British pound. Corporate activity was generally strong
during our fiscal year, reflecting significant growth in mergers
and acquisitions and equity underwritings, as well as strength
in leveraged finance during the first half of our fiscal year.

UNITED STATES. Real gross domestic product growth in the
U.S. economy slowed to an estimated 2.2% in calendar year
2007, down from 2.9% in 2006. While economic growth was
generally solid during the first nine months of our fiscal year,
activity appeared to decelerate sharply during the fourth quarter.
Much of the slowdown was attributable to the housing market,
as sales of new and existing homes and residential real estate
investment declined, as well as to the weakness in credit markets.
Growth in industrial production slowed from 2006 levels,
reflecting reduced growth in domestic demand, partially offset by
stronger growth in net exports. Although business confidence
remained fairly strong, consumer confidence declined over the
course of the year. Growth in consumer expenditure was strong
in the first quarter but declined thereafter, as concerns about the
housing market intensified and oil prices rose. The unemployment
rate rose during the second half of our fiscal year and ended
the year higher. The rate of inflation increased sharply over our
fiscal year, as energy prices rose significantly. Measures of core
inflation, while slowing from 2006 levels, accelerated towards
the end of the year. The U.S. Federal Reserve reduced its federal
funds target rate by a total of 75 basis points to 4.50% during
our fourth quarter, the first reductions since 2003. Beginning
in August, the U.S. Federal Reserve also took other measures
to improve liquidity in credit markets. Although the 10-year
U.S. Treasury note yield rose during the first half of our fiscal
year, it subsequently declined as credit concerns took hold, and
ended the year 58 basis points lower at 3.97%. The Dow Jones
Industrial Average, the S&P 500 Index and the NASDAQ
Composite Index ended our fiscal year higher by 9%, 6% and
8%, respectively.
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EUROPE. Real gross domestic product growth in the Eurozone
economies slowed to an estimated 2.7% in calendar year 2007,
down from 2.9% in 2006. Industrial production and fixed
investment slowed as the year progressed, while growth in
consumer expenditure was weak throughout the year. Surveys
of business and consumer confidence declined. However, the
labor market strengthened, as evidenced by a decline in the
unemployment rate. Measures of core inflation increased during
the year. The European Central Bank (ECB) continued to raise
interest rates, increasing its main refinancing operations rate
by a total of 75 basis points to 4.00% by the end of June. The
ECB left the rate unchanged for the rest of our fiscal year, but
engaged in measures to improve liquidity conditions in the last
four months of the year. In the United Kingdom, real gross
domestic product rose by an estimated 3.1% for calendar year
2007, up from 2.9% in 2006, but showed signs of slowing late
in the year due to credit market concerns and a slowdown in
the U.K. housing market. Measures of inflation remained
elevated during the year. The Bank of England increased interest
rates, raising its official bank rate by a total of 75 basis points
to 5.75%. Long-term bond yields in both the Eurozone and the
U.K. ended the year higher. The Euro and British pound
appreciated by 11% and 7%, respectively, against the U.S. dollar
during our fiscal year. Major European equity markets ended
our fiscal year higher.

AsIA. In Japan, real gross domestic product growth slowed to
an estimated 1.9% in calendar year 2007 from 2.4% in 2006.
Measures of investment activity in the housing sector and
growth in consumption declined during the year. Export growth
remained solid but showed signs of deterioration towards year
end as the environment outside of Japan worsened. The rate of
inflation remained near zero percent during the year. The Bank
of Japan raised its target overnight call rate by 25 basis points
for the second consecutive year, bringing it to 0.50%, while the
yield on 10-year Japanese government bonds declined slightly
during our fiscal year. The yen appreciated by 4% against the
U.S. dollar. The Nikkei 225 Index rose during the first eight
months of our fiscal year but declined significantly in August,
and ended our fiscal year essentially unchanged.

In China, real gross domestic product growth accelerated to an
estimated 11.4% in calendar year 2007 from 11.1% in 2006,
with continued strength in exports, as demonstrated by China’s
large and growing current account surplus and foreign exchange
reserves. Industrial production accelerated during the year,
while domestic demand softened but remained solid. The rate
of inflation increased, particularly during the second half of the
year. The People’s Bank of China raised its one-year benchmark
lending rate by a total of 117 basis points to 7.29% and took
additional measures to reduce liquidity in the financial system.
The government continued to allow the steady appreciation of
its currency, which ended our fiscal year nearly 6% higher
against the U.S. dollar. Elsewhere in Asia, real gross domestic



product growth in India slowed to an estimated 8.7% in
calendar year 2007 from 9.4% in 2006, as its currency
strengthened and the central bank tightened monetary policy.
The rate of wholesale inflation fell, but the rate of consumer
price inflation remained elevated. Other currencies in the region
also generally appreciated against the U.S. dollar. Equity markets
rose sharply across the region, with the Shanghai Composite
Index up 138%, and markets in Hong Kong, India and South
Korea ending the year significantly higher.

OTHER MARKETS. Real gross domestic product in Brazil rose by
an estimated 5.4% in calendar year 2007, supported by strong
capital inflows, strong demand and rising prices in commodities,
and expansionary fiscal and monetary policies. The central
bank reduced interest rates even as the rate of inflation rose. In
Russia, real gross domestic product rose by an estimated 7.3% in
calendar year 2007, supported by strong household consumption
and increased capital investment, particularly in the first half
of the year. The rate of inflation rose sharply in the latter part
of the year. Brazilian and Russian equity prices ended our fiscal
year significantly higher.

We face a variety of risks that are substantial and inherent in
our businesses, including market, liquidity, credit, operational,
legal and regulatory risks. For a discussion of how management
seeks to manage some of these risks, see “—Risk Management”
below. A summary of the more important factors that could
affect our business follows below. For a further discussion of
these and other important factors that could affect our business,
see “Risk Factors” in Part I, Item 1A of the Annual Report on
Form 10-K.

MARKET CONDITIONS AND MARKET RIsSK. Our businesses are
materially affected by conditions in the global financial markets
and economic conditions generally, and these conditions
may change suddenly and dramatically. A favorable business
environment is generally characterized by, among other factors,
high global gross domestic product growth, stable geopolitical
conditions, transparent, liquid and efficient capital markets,
low inflation, high business and investor confidence, and strong
business earnings. Unfavorable or uncertain economic and
market conditions, which can be caused by: outbreaks of
hostilities or other geopolitical instability; declines in economic
growth, business activity or investor or business confidence;
limitations on the availability or increases in the cost of credit
and capital; increases in inflation, interest rates, exchange rate
volatility, default rates or the price of basic commodities;
corporate, political or other scandals that reduce investor
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confidence in capital markets; natural disasters or pandemics;
or a combination of these or other factors, have adversely
affected, and may in the future adversely affect, our business
and profitability in many ways, including the following:

= Increasing or high interest rates and/or widening credit
spreads, especially if such changes are rapid, may create a less
favorable environment for certain of our businesses, and may
affect the fair value of financial instruments that we issue or
hold. For example, beginning in the second half of 2007,
difficulties in the mortgage and broader credit markets
resulted in a relatively sudden and substantial decrease in the
availability of credit and credit spreads widened significantly,
affecting volatility and liquidity in the debt and equity markets.

We have been committing increasing amounts of capital in
many of our businesses and generally maintain large trading,
specialist and investing positions. Market fluctuations and
volatility may adversely affect the value of those positions or
may reduce our willingness to enter into new transactions.
Conversely, certain of our trading businesses depend on market
volatility to provide trading and arbitrage opportunities, and
decreases in volatility may reduce these opportunities and
adversely affect the results of these businesses.

Increases in interest rates or credit spreads, as well as
limitations on the availability of credit, can affect our ability
to borrow on a secured or unsecured basis, which may
adversely affect our liquidity and results of operations. We
seek to finance our less liquid assets on a secured basis
and disruptions in the credit markets are likely to make it
harder and more expensive to fund these assets. In difficult
credit markets, we may be forced to fund our operations at a
higher cost or we may be unable to raise as much funding as
we need to support our business activities. This could cause
us to curtail our business activities and could increase our cost
of funding, both of which could reduce our profitability.

Industry-wide declines in the size and number of underwritings
and mergers and acquisitions may have an adverse effect on
our revenues and, because we may be unable to reduce
expenses correspondingly, our profit margins. Our clients
engaging in mergers and acquisitions often rely on access to
the secured and unsecured credit markets to finance their
transactions. The lack of available credit or increased cost of
credit may adversely affect the size, volume and timing of our
clients” merger and acquisition transactions— particularly
large transactions—and adversely affect our financial advisory
and underwriting businesses.
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= Reductions in the level of the equity markets or increases in
interest rates tend to reduce the value of our clients’ portfolios,
which in turn may reduce the fees we earn for managing
assets. Increases in interest rates or attractive conditions in
other investments could cause our clients to transfer their
assets out of our funds or other products. Even in the absence
of uncertain or unfavorable economic or market conditions,
investment performance by our asset management business
below the performance of benchmarks or competitors could
result in a decline in assets under management and in the
incentive and management fees we receive and might make it
more difficult to attract new investors.

Concentration of risk increases the potential for significant
losses in our market-making, proprietary trading and investing,
block trading, merchant banking, underwriting and lending
businesses. This risk may increase to the extent we expand
our proprietary trading and investing businesses or commit
capital to facilitate customer-driven business.

An increase in market volatility increases our measured
risk, which might cause us to reduce our proprietary
positions or to reduce certain of our business activities. In
such circumstances, we may not be able to reduce our
positions or our exposure in a timely, cost-effective way or in
a manner sufficient to offset the increase in measured risk.

The volume of transactions that we execute for our clients

and as a specialist or market maker may decline, which would
reduce the revenues we receive from commissions and
spreads. In our specialist businesses, we are obligated by
stock exchange rules to maintain an orderly market, including
by purchasing shares in a declining market. This may result
in trading losses and an increased need for liquidity. Weakness
in global equity markets and the trading of securities in
multiple markets and on multiple exchanges could adversely
impact our trading businesses and impair the value of our
goodwill and identifiable intangible assets.
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LieuIDITY RisK. Liquidity is essential to our businesses. Our
liquidity could be impaired by an inability to access secured
and/or unsecured debt markets, an inability to access funds
from our subsidiaries, an inability to sell assets or redeem our
investments, or unforeseen outflows of cash or collateral. This
situation may arise due to circumstances that we may be unable
to control, such as a general market disruption or an operational
problem that affects third parties or us, or even by the perception
among market participants that we are experiencing greater
liquidity risk. The financial instruments that we hold and the
contracts to which we are a party are increasingly complex, as we
employ structured products to benefit our clients and ourselves,
and these complex structured products often do not have readily
available markets to access in times of liquidity stress. Growth
of our proprietary investing activities may lead to situations
where the holdings from these activities represent a significant
portion of specific markets, which could restrict liquidity for
our positions. Further, our ability to sell assets may be impaired
if other market participants are seeking to sell similar assets at
the same time, as is likely to occur in a liquidity or other market
crisis. In addition, financial institutions with which we interact
may exercise set-off rights or the right to require additional
collateral, including in difficult market conditions, which could
further impair our access to liquidity.

Our credit ratings are important to our liquidity. A reduction
in our credit ratings could adversely affect our liquidity and
competitive position, increase our borrowing costs, limit
our access to the capital markets or trigger our obligations
under certain bilateral provisions in some of our trading and
collateralized financing contracts. Under these provisions,
counterparties could be permitted to terminate contracts with
Goldman Sachs or require us to post additional collateral.
Termination of our trading and collateralized financing
contracts could cause us to sustain losses and impair our
liquidity by requiring us to find other sources of financing or
to make significant cash payments or securities movements.
For a discussion of the potential impact on Goldman Sachs of
a reduction in our credit ratings, see “—Liquidity and Funding
Risk—Credit Ratings” below.



CREDIT RisK. The amount and duration of our credit exposures
have been increasing over the past several years, as has the
breadth and size of the entities to which we have credit exposures.
We are exposed to the risk that third parties that owe us money,
securities or other assets will not perform their obligations.
These parties may default on their obligations to us due to
bankruptcy, lack of liquidity, operational failure or other reasons.
We are also subject to the risk that our rights against third
parties may not be enforceable in all circumstances. In addition,
deterioration in the credit quality of third parties whose securities
or obligations we hold could result in losses and/or adversely
affect our ability to rehypothecate or otherwise use those
securities or obligations for liquidity purposes. A significant
downgrade in the credit ratings of our counterparties could also
have a negative impact on our results. While in many cases we
are permitted to require additional collateral for counterparties
that experience financial difficulty, disputes may arise as to the
amount of collateral we are entitled to receive and the value of
pledged assets.

In addition, as part of our clearing business, we finance our client
positions, and we could be held responsible for the defaults or
misconduct of our clients. Although we regularly review credit
exposures to specific clients and counterparties and to specific
industries, countries and regions that we believe may
present credit concerns, default risk may arise from events or
circumstances that are difficult to detect or foresee, particularly
as new business initiatives lead us to transact with a broader
array of clients and expose us to new asset classes and new
markets. In addition, concerns about, or a default by, one
institution could lead to significant liquidity problems, losses
or defaults by other institutions, which in turn could adversely
affect us.

We have experienced, due to competitive factors, pressure to
extend and price credit at levels that may not always fully
compensate us for the risks we take. In particular, corporate
clients sometimes seek to require credit commitments from us
in connection with investment banking and other assignments.

OPERATIONAL RISK. Shortcomings or failures in our internal
processes, people or systems, or external events could lead
to impairment of our liquidity, financial loss, disruption of
our businesses, liability to clients, regulatory intervention or
reputational damage. Our businesses are highly dependent on
our ability to process and monitor, on a daily basis, a large
number of transactions, many of which are highly complex,
across numerous and diverse markets in many currencies.

These transactions, as well as information technology services
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we provide to clients, often must adhere to client-specific
guidelines, as well as legal and regulatory standards. Despite
the contingency plans and facilities we have in place, our
ability to conduct business may be adversely impacted by a
disruption in the infrastructure that supports our businesses
and the communities in which we are located. This may include
a disruption involving electrical, communications, transportation
or other services used by us or third parties with which we
conduct business.

LEGAL AND REGULATORY RISK. We are subject to extensive and
evolving regulation in jurisdictions around the world. Several of
our subsidiaries are subject to regulatory capital requirements
and, as a Consolidated Supervised Entity (CSE), we are subject
to minimum capital standards on a consolidated basis.
Substantial legal liability or a significant regulatory action
against us could have material adverse financial effects or cause
significant reputational harm to us, which in turn could seriously
harm our business prospects. Firms in the financial services
industry have been operating in a difficult regulatory environment.
We face significant legal risks in our businesses, and the volume
of claims and amount of damages and penalties claimed in
litigation and regulatory proceedings against financial institutions
remain high. For a discussion of how we account for our legal
and regulatory exposures, see “—Use of Estimates” below.

Fair Value

The use of fair value to measure financial instruments, with
related unrealized gains or losses generally recognized in
“Trading and principal investments” in our consolidated
statements of earnings, is fundamental to our financial statements
and our risk management processes and is our most critical
accounting policy. The fair value of a financial instrument is
the amount that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market
participants at the measurement date (the exit price).
Instruments that we own (long positions) are marked to bid
prices, and instruments that we have sold, but not yet purchased
(short positions) are marked to offer prices.

We adopted Statement of Financial Accounting Standards
(SFAS) No. 157, “Fair Value Measurements,” as of the beginning
of 2007. See Notes 2 and 3 to the consolidated financial
statements for further information on SFAS No. 157.
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In determining fair value, we separate our “Financial instruments, owned at fair value” and “Financial instruments sold, but not

yet purchased, at fair value” into two categories: cash instruments and derivative contracts, as set forth in the following table:

Financial Instruments by Category

As of November

2007 2006

Financial Financial

Financial Instruments Sold, Financial Instruments Sold,

Instruments but not Yet Instruments but not Yet

Owned, Purchased, Owned, Purchased,

(in millions) at Fair Value at Fair Value at Fair Value at Fair Value

Cash trading instruments $324,181 $112,018 $253,056 $ 87,244

ICBC 6,807%? — 5,194@ —
SMFG® 4,060 3,627% 4,505 3,065®

Other principal investments 11,933@ — 4,2639 —

Principal investments 22,800 3,627 13,962 3,065

Cash instruments 346,981 115,645 267,018 90,309

Exchange-traded 13,541 12,280 14,407 13,851

Over-the-counter 92,073 87,098 53,136 51,645
Derivative contracts 105,614% 99,378 67,543% 65,496

Total $452,595 $215,023 $334,561 $1565,805

(M The fair value of our Japanese yen-denominated investment in the convertible preferred stock of Sumitomo Mitsui Financial Group, Inc. (SMFG) includes the effect of

foreign exchange revaluation, for which we maintain an economic currency hedge.

2 Includes interests of $4.30 billion and $3.28 billion as of November 2007 and November 2006, respectively, held by investment funds managed by Goldman Sachs. The
fair value of our investment in the ordinary shares of Industrial and Commercial Bank of China Limited (ICBC), which trade on The Stock Exchange of Hong Kong, includes
the effect of foreign exchange revaluation for which we maintain an economic currency hedge.

(3)The following table sets forth the principal investments (in addition to our investments in ICBC and SMFG) included within the Principal Investments component of our

Trading and Principal Investments segment:

As of November

2007 2006
(in millions) Real Estate Total Corporate Real Estate Total
Private $2,361 $ 9,658 $2,741 $555 $3,296
Public 67 2,275 934 33 967
Total $2,428 $11,933 $3,675 $588 $4,263

(4)Net of cash received pursuant to credit support agreements of $59.05 billion and $24.06 billion as of November 2007 and November 2006, respectively.

(8) Represents an economic hedge on the shares of common stock underlying our investment in the convertible preferred stock of SMFG.

(6) Net of cash paid pursuant to credit support agreements of $27.76 billion and $16.00 billion as of November 2007 and November 2006, respectively.
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= PUBLIC PRINCIPAL INVESTMENTS. Our public principal
investments held within the Principal Investments component

CASH INSTRUMENTS. Cash instruments include cash trading
instruments, public principal investments and private principal
investments.

= CASH TRADING INSTRUMENTS. Our cash trading instruments
are generally valued using quoted market prices in active
markets, broker or dealer quotations, or alternative pricing
sources with reasonable levels of price transparency. The
types of instruments valued based on quoted market prices in
active markets include most U.S. government and agency
securities, many other sovereign government obligations,
active listed equities and most money market securities.

The types of instruments valued based on quoted prices in
markets that are not active, broker or dealer quotations, or
alternative pricing sources with reasonable levels of price
transparency include most investment-grade and high-yield
corporate bonds, most mortgage products, certain corporate
bank and bridge loans, less liquid listed equities, state,
municipal and provincial obligations, most physical
commodities and certain loan commitments.

Certain cash trading instruments trade infrequently and
therefore have little or no price transparency. Such instruments
include private equity and real estate fund investments,
certain corporate bank and bridge loans, less liquid mortgage
whole loans, distressed debt instruments and certain loan
commitments. The transaction price is initially used as the
best estimate of fair value. Accordingly, when a pricing model
is used to value such an instrument, the model is adjusted so
that the model value at inception equals the transaction price.
This valuation is adjusted only when changes to inputs and
assumptions are corroborated by evidence such as transactions
in similar instruments, completed or pending third-party
transactions in the underlying investment or comparable
entities, subsequent rounds of financing, recapitalizations and
other transactions across the capital structure, offerings in the
equity or debt capital markets, and changes in financial ratios
or cash flows.

For positions that are not traded in active markets or are
subject to transfer restrictions, valuations are adjusted to reflect
illiquidity and/or non-transferability, and such adjustments
are generally based on available market evidence. In the
absence of such evidence, management’s best estimate is used.

of our Trading and Principal Investments segment tend to be
large, concentrated holdings resulting from initial public
offerings or other corporate transactions, and are valued
based on quoted market prices. For positions that are not
traded in active markets or are subject to transfer restrictions,
valuations are adjusted to reflect illiquidity and/or non-
transferability, and such adjustments are generally based on
available market evidence. In the absence of such evidence,
management’s best estimate is used.

Our most significant public principal investment is our
investment in the ordinary shares of ICBC. Our investment
in ICBC is valued using the quoted market prices adjusted
for transfer restrictions. The ordinary shares acquired from
ICBC are subject to transfer restrictions that, among other
things, prohibit any sale, disposition or other transfer until
April 28, 2009. From April 28, 2009 to October 20, 2009,
we may transfer up to 50% of the aggregate ordinary shares
of ICBC that we owned as of October 20, 2006. We may
transfer the remaining shares after October 20, 2009. A
portion of our interest is held by investment funds managed
by Goldman Sachs.

We also have an investment in the convertible preferred stock
of SMFG. This investment is valued using a model that is
principally based on SMFG’s common stock price. As of
November 2007, the conversion price of our SMFG convertible
preferred stock into shares of SMFG common stock was
¥318,800. This price is subject to downward adjustment if
the price of SMFG common stock at the time of conversion is
less than the conversion price (subject to a floor of ¥105,100).
As a result of downside protection on the conversion stock
price, the relationship between changes in the fair value of
our investment and changes in SMFG’s common stock price
would be nonlinear for a significant decline in the SMFG
common stock price. As of November 2007, we had hedged
approximately 90% of the common stock underlying our
investment in SMFG and there were no restrictions on our
ability to hedge the remainder.
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= PRIVATE PRINCIPAL INVESTMENTS. Our private principal
investments held within the Principal Investments component
of our Trading and Principal Investments segment include
investments in private equity, debt and real estate, primarily
held through investment funds. By their nature, these
investments have little or no price transparency. We value
such instruments initially at transaction price and adjust
valuations when evidence is available to support such
adjustments. Such evidence includes transactions in similar
instruments, completed or pending third-party transactions
in the underlying investment or comparable entities,
subsequent rounds of financing, recapitalizations and other
transactions across the capital structure, offerings in the
equity or debt capital markets, and changes in financial ratios
or cash flows.

DERIVATIVE CONTRACTS. Derivative contracts can be exchange-
traded or over-the-counter (OTC). We generally value exchange-
traded derivatives within portfolios using models which calibrate
to market clearing levels and eliminate timing differences
between the closing price of the exchange-traded derivatives
and their underlying cash instruments.

OTC derivatives are valued using market transactions and
other market evidence whenever possible, including market-
based inputs to models, model calibration to market clearing
transactions, broker or dealer quotations or alternative pricing
sources with reasonable levels of price transparency. Where
models are used, the selection of a particular model to value an
OTC derivative depends upon the contractual terms of, and
specific risks inherent in, the instrument as well as the availability
of pricing information in the market. We generally use similar
models to value similar instruments. Valuation models require
a variety of inputs, including contractual terms, market prices,
yield curves, credit curves, measures of volatility, prepayment
rates and correlations of such inputs. For OTC derivatives that
trade in liquid markets, such as generic forwards, swaps and
options, model inputs can generally be verified and model
selection does not involve significant management judgment.
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Certain OTC derivatives trade in less liquid markets with limited
pricing information, and the determination of fair value for
these derivatives is inherently more difficult. Where we do not
have corroborating market evidence to support significant
model inputs and cannot verify the model to market transactions,
transaction price is initially used as the best estimate of fair
value. Accordingly, when a pricing model is used to value such
an instrument, the model is adjusted so that the model value
at inception equals the transaction price. Subsequent to initial
recognition, we only update valuation inputs when corroborated
by evidence such as similar market transactions, third-party
pricing services and/or broker or dealer quotations, or other
empirical market data. In circumstances where we cannot
verify the model value to market transactions, it is possible that
a different valuation model could produce a materially different
estimate of fair value. See “— Credit Risk—Derivatives” below
for further information on our OTC derivatives.

When appropriate, valuations are adjusted for various factors
such as liquidity, bid/offer spreads and credit considerations.
Such adjustments are generally based on available market
evidence. In the absence of such evidence, management’s best
estimate is used.

FAIR VALUE HIERARCHY—LEVEL 3 ASSETS. SFAS No. 157
establishes a fair value hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value. The objective
of a fair value measurement is to determine the price that
would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the
measurement date (an exit price). The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for
identical assets or liabilities (level 1 measurements) and the
lowest priority to unobservable inputs (level 3 measurements).
Assets and liabilities are classified in their entirety based on the
lowest level of input that is significant to the fair value
measurement. See Notes 2 and 3 to the consolidated financial
statements for further information regarding SFAS No. 157.
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The following table sets forth the fair values of assets classified as level 3 within the fair value hierarchy, along with a brief
description of the valuation technique for each type of asset:

Level 3 Assets at Fair Value

(in millions)
As of

Description November 2007 Valuation Technique

Private equity and real estate fund investments " $ 18,006 Initially valued at transaction price. Subsequently
valued based on third-party investments, pending
transactions or changes in financial ratios (e.g.,
earnings multiples) and discounted cash flows.

Bank loans @ 13,334 Initially valued at transaction price. Subsequently
valued using market data for similar instruments
(e.g., recent transactions or broker quotes), comparisons
to benchmark derivative indices or movements in

Corporate debt securities and other debt obligations® 6,111 underlying credit spreads.

Mortgage and other asset-backed loans and securities

Loans and securities backed by commercial real estate 7,410 Initially valued at transaction price. Subsequently
valued transactions for similar instruments and
discounted cash flow techniques (calibrated to trading
activity, where applicable).

Loans and securities backed by residential real estate ® 2,484 Initially valued at transaction price. Subsequently
valued by comparison to transactions in instruments
with similar collateral and risk profiles, discounted
cash flow techniques, option adjusted spread analyses,
and hypothetical securitization analyses.

Loan portfolios®© 6,106 Initially valued at transaction price. Subsequently
valued using transactions for similar instruments and
discounted cash flow techniques.

Cash instruments 53,451

Derivative contracts 15,700 Valuation models are calibrated to initial trade price.
Subsequent valuations are based on observable inputs to
the valuation model (e.g., interest rates, credit spreads,
volatilities, etc.). Model inputs are changed only when
corroborated by market data.

Total level 3 assets at fair value 69,151

Level 3 assets for which we do not

bear economic exposure ” (14,437)
Level 3 assets for which we bear economic exposure $54,714

(M Includes $7.06 billion of assets for which we do not bear economic exposure. Also includes $2.02 billion of real estate fund investments.
(2 Includes mezzanine financing, leveraged loans arising from capital market transactions and other corporate bank debt.

@) Includes $2.49 billion of collateralized debt obligations (CDOs) backed by corporate obligations.

(4 Loans and securities backed by commercial real estate were $19.02 billion, of which $7.41 billion were classified as level 3.

(8) Includes subprime mortgage exposure of $507 million, including $316 million of CDOs backed by subprime mortgages.

(6) Consists of acquired portfolios of distressed loans. These loans are primarily backed by commercial and residential real estate collateral.

7M'We do not bear economic exposure to these level 3 assets as they are financed by nonrecourse debt, attributable to minority investors or attributable to employee
interests in certain consolidated funds.
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SUBPRIME MORTGAGE EXPOSURE. We securitize, underwrite and
make markets in subprime mortgages. As of November 2007,
the fair value of our long position in subprime mortgage cash
instruments was $2.11 billion (of which $507 million was
classified as level 3 within the fair value hierarchy), including
$316 million of collateralized debt obligations (CDOs) backed
by subprime mortgages. At any point in time, we may use cash
instruments as well as derivatives to manage our long or short
risk position in the subprime mortgage market.

OTHER FINANCIAL ASSETS AND FINANCIAL LIABILITIES. In addition
to “Financial instruments owned, at fair value” and “Financial
instruments sold, but not yet purchased, at fair value,” we
have elected to account for certain of our other financial assets
and financial liabilities at fair value under SFAS No. 155,
“Accounting for Certain Hybrid Financial Instruments—an
amendment of FASB Statements No. 133 and 140,” or SFAS
No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities.” Such financial assets and financial liabilities
include (i) certain unsecured short-term borrowings, consisting
of all promissory notes and commercial paper and certain
hybrid financial instruments; (ii) certain other secured financings,
primarily transfers accounted for as financings rather than sales
under SFAS No. 140 and debt raised through our William
Street program; (iii) certain unsecured long-term borrowings,
including prepaid physical commodity transactions; (iv) resale
and repurchase agreements; (v) securities borrowed and loaned
within Trading and Principal Investments, consisting of our
matched book and certain firm financing activities; (vi) corporate
loans, loan commitments and certificates of deposit issued by
Goldman Sachs Bank USA (GS Bank USA) as well as securities
held by GS Bank USA (previously accounted for as available-
for-sale); (vii) receivables from customers and counterparties
arising from transfers accounted for as secured loans rather
than purchases under SFAS No. 140; and (viii) in general,
investments acquired after the adoption of SFAS No. 159
where we have significant influence over the investee and
would otherwise apply the equity method of accounting. See
“—Recent Accounting Developments” below for a discussion
of the impact of adopting SFAS No. 159.

CONTROLS OVER VALUATION OF FINANCIAL INSTRUMENTS. A
control infrastructure, independent of the trading and investing
functions, is fundamental to ensuring that our financial
instruments are appropriately valued and that fair value
measurements are reliable. This is particularly important where
prices or valuations that require inputs are less observable.
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We employ an oversight structure that includes appropriate
segregation of duties. Senior management, independent of the
trading and investing functions, is responsible for the oversight
of control and valuation policies and for reporting the results
of these policies to our Audit Committee. We seek to maintain
the necessary resources to ensure that control functions are
performed to the highest standards. We employ procedures for
the approval of new transaction types and markets, price
verification, review of daily profit and loss, and review of valuation
models by personnel with appropriate technical knowledge of
relevant products and markets. These procedures are performed
by personnel independent of the trading and investing functions.
For trading and principal investments where prices or valuations
that require inputs are less observable, we employ, where possible,
procedures that include comparisons with similar observable
positions, analysis of actual to projected cash flows, comparisons
with subsequent sales and discussions with senior business
leaders. See “—Market Risk” below for a further discussion of
how we manage the risks inherent in our trading and principal

investing businesses.

Goodwill and Identifiable Intangible Assets

As a result of our acquisitions, principally SLK LLC (SLK) in
2000, The Ayco Company, L.P. (Ayco) in 2003 and our variable
annuity and life insurance business in 2006, we have acquired
goodwill and identifiable intangible assets. Goodwill is the cost
of acquired companies in excess of the fair value of net assets,
including identifiable intangible assets, at the acquisition date.

GoopwiLL. We test the goodwill in each of our operating
segments, which are components one level below our three
business segments, for impairment at least annually in accordance
with SFAS No. 142, “Goodwill and Other Intangible Assets,”
by comparing the estimated fair value of each operating segment
with its estimated net book value. We derive the fair value of
each of our operating segments primarily based on price-earnings
and price-book multiples. We derive the net book value of our
operating segments by estimating the amount of shareholders’
equity required to support the activities of each operating
segment. Our last annual impairment test was performed during
our 2007 fourth quarter and no impairment was identified.
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The following table sets forth the carrying value of our goodwill by operating segment:

Goodwill by Operating Segment

As of November

(in millions) 2007 2006

Investment Banking

Financial Advisory $ — $ —

Underwriting 125 125
Trading and Principal Investments

FICC 123 136

Equities™ 2,381 2,381

Principal Investments 1 4
Asset Management and Securities Services

Asset Management? 564 421

Securities Services 117 117
Total $3,321 $3,184

(M Primarily related to SLK.

(2 Primarily related to Ayco. The increase in goodwill from November 2006 relates to our acquisition of Macquarie—IMM Investment Management.

IDENTIFIABLE INTANGIBLE ASSETS. We amortize our identifiable intangible assets over their estimated useful lives in accordance
with SFAS No. 142, and test for potential impairment whenever events or changes in circumstances suggest that an asset’s or asset
group’s carrying value may not be fully recoverable in accordance with SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” An impairment loss, calculated as the difference between the estimated fair value and the carrying
value of an asset or asset group, is recognized if the sum of the estimated undiscounted cash flows relating to the asset or asset group
is less than the corresponding carrying value.

The following table sets forth the carrying value and range of remaining useful lives of our identifiable intangible assets by major
asset class:

Identifiable Intangible Assets by Asset Class

As of November

2007 2006
Range of Estimated
Remaining
Carrying Useful Lives Carrying
($ in millions) Value (in years) Value
Customer lists” $ 732 3-18 $ 737
New York Stock Exchange (NYSE) specialist rights 502 14 542
Insurance-related assets? 372 7 362
Exchange-traded fund (ETF) specialist rights 100 20 105
Power contracts ©® 20 1-18 667
Other® 45 1-5 89
Total $1,771 $2,502

() Primarily includes our clearance and execution and NASDAQ customer lists related to SLK and financial counseling customer lists related to Ayco.

(2) Consists of the value of business acquired (VOBA) and deferred acquisition costs (DAC). VOBA represents the present value of estimated future gross profits of the
variable annuity and life insurance business. DAC results from commissions paid by Goldman Sachs to the primary insurer (ceding company) on life and annuity reinsurance
agreements as compensation to place the business with us and to cover the ceding company’s acquisition expenses. VOBA and DAC are amortized over the estimated
life of the underlying contracts based on estimated gross profits, and amortization is adjusted based on actual experience. The seven-year useful life represents the
weighted average remaining amortization period of the underlying contracts (certain of which extend for approximately 30 years).

(3)The reduction in power contracts from November 2006 is due to the sale of the majority of our ownership interests in 14 power generation facilities during 2007.

(4 Primarily includes marketing and technology-related assets.
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A prolonged period of weakness in global equity markets and
the trading of securities in multiple markets and on multiple
exchanges could adversely impact our businesses and impair
the value of our goodwill and/or identifiable intangible assets.
In addition, certain events could indicate a potential impairment
of our identifiable intangible assets, including (i) changes
in market structure that could adversely affect our specialist
businesses (see discussion below), (ii) an adverse action or
assessment by a regulator, or (iii) adverse actual experience on the
contracts in our variable annuity and life insurance business.

During the fourth quarter of 2007, as a result of continuing
weak operating results in our NYSE specialist business, we
tested our N'YSE specialist rights for impairment in accordance
with SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets.” Under SFAS No. 144, an impairment
loss is recognized if the carrying amount of our N'YSE specialist
rights exceeds the projected undiscounted cash flows of the
business over the estimated remaining useful life of our NYSE
specialist rights. Projected undiscounted cash flows exceeded the
carrying amount of our NYSE specialist rights, and accordingly,
we did not record an impairment loss.

We expect that the NYSE will enact numerous rule changes in
2008 that will further align its model with investor requirements
for speed and efficiency of execution and will establish specialists
as Designated Market Makers (DMMs). As DMMs, specialists
will retain their obligation to commit capital but for the first
time, specialists will be able to trade on parity with other market
participants. In addition, we understand that the NYSE plans to
introduce a reserve order system that will allow for anonymous
trade execution and is expected to increase liquidity and market
share. The new rules are expected to bolster the NYSE’s
competitive position by simplifying trading and advancing the
NYSE’s goal of increasing execution speeds.

In projecting the undiscounted cash flows of the business for
the purpose of performing our impairment test, we made several
important assumptions about the potential beneficial effects of
the expected rule and market structure changes described
above. Specifically, we assumed that:

= overall equity trading volumes will continue to grow at a rate
consistent with recent historical trends;

= the NYSE will be able to recapture approximately one-half
of the market share that it lost in 2007; and

= we will increase the market share of our NYSE specialist
business and, as a DMM, the profitability of each share traded.
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There can be no assurance that the assumptions, rule or structure
changes described above will result in sufficient cash flows to
avoid future impairment of our NYSE specialist rights. As of
November 30, 2007, the carrying value of our NYSE specialist
rights was $502 million. To the extent that there were to be
an impairment in the future, it could result in a significant
writedown in the carrying value of these specialist rights.

The use of generally accepted accounting principles requires
management to make certain estimates and assumptions. In
addition to the estimates we make in connection with fair value
measurements and the accounting for goodwill and identifiable
intangible assets, the use of estimates and assumptions is also
important in determining provisions for potential losses that may
arise from litigation and regulatory proceedings and tax audits.

We estimate and provide for potential losses that may arise out
of litigation and regulatory proceedings and tax audits to the
extent that such losses are probable and can be estimated, in
accordance with SFAS No. 5, “Accounting for Contingencies.”
Significant judgment is required in making these estimates and
our final liabilities may ultimately be materially different. Our
total estimated liability in respect of litigation and regulatory
proceedings is determined on a case-by-case basis and represents
an estimate of probable losses after considering, among other
factors, the progress of each case or proceeding, our experience
and the experience of others in similar cases or proceedings,
and the opinions and views of legal counsel. Given the inherent
difficulty of predicting the outcome of our litigation and
regulatory matters, particularly in cases or proceedings in
which substantial or indeterminate damages or fines are
sought, we cannot estimate losses or ranges of losses for cases or
proceedings where there is only a reasonable possibility that
a loss may be incurred. See “—Legal Proceedings” in Part I,
Item 3 of the Annual Report on Form 10-K, for information
on our judicial, regulatory and arbitration proceedings.



Management’s Discussion and Analysis

Results of Operations

The composition of our net revenues has varied over time as financial markets and the scope of our operations have changed.
The composition of net revenues can also vary over the shorter term due to fluctuations in U.S. and global economic and market
conditions. See “— Certain Risk Factors That May Affect Our Business” above, and “Risk Factors” in Part I, Item 1A of the
Annual Report on Form 10-K.

Financial Overview
The following table sets forth an overview of our financial results:

Financial Overview

Year Ended November

($ in millions, except per share amounts) 2007 2006 2005
Net revenues $45,987 $37,665 $25,238
Pre-tax earnings 17,604 14,560 8,273
Net earnings 11,599 9,637 5,626
Net earnings applicable to common shareholders 11,407 9,398 5,609
Diluted earnings per common share 24.73 19.69 11.21
Return on average common shareholders’ equity " 32.7% 32.8% 21.8%
Return on average tangible common shareholders’ equity ? 38.2% 39.8% 26.7%

() Return on average common shareholders’ equity is computed by dividing net earnings applicable to common shareholders by average monthly common shareholders’ equity.

2 Tangible common shareholders’ equity equals total shareholders’ equity less preferred stock, goodwill and identifiable intangible assets, excluding power contracts.
Identifiable intangible assets associated with power contracts are not deducted from total shareholders’ equity because, unlike other intangible assets, less than 50%
of these assets are supported by common shareholders’ equity.

Management believes that return on average tangible common shareholders’ equity (ROTE) is meaningful because it measures the performance of businesses consistently,
whether they were acquired or developed internally. ROTE is computed by dividing net earnings applicable to common shareholders by average monthly tangible common
shareholders’ equity.

The following table sets forth a reconciliation of average total shareholders’ equity to average tangible common shareholders’ equity:

Average for the Year Ended November

(in millions) 2007 2006 2005
Total shareholders’ equity $37,959 $31,048 $26,264
Preferred stock (3,100) (2,400) (538)
Common shareholders’ equity 34,859 28,648 25,726
Goodwill and identifiable intangible assets, excluding power contracts (4,971) (5,013) (4,737)
Tangible common shareholders’ equity $29,888 $23,635 $20,989
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2007 VERSUS 2006. Our net revenues were $45.99 billion in
2007, an increase of 22% compared with 2006, reflecting
significantly higher net revenues in Trading and Principal
Investments and Investment Banking, and higher net revenues
in Asset Management and Securities Services. The increase in
Trading and Principal Investments reflected higher net revenues
in Equities, FICC and Principal Investments. Net revenues
in Equities increased 33% compared with 2006, reflecting
significantly higher net revenues in both our customer franchise
businesses and principal strategies. During 2007, Equities
operated in an environment characterized by strong customer-
driven activity, generally higher equity prices and higher levels
of volatility, particularly during the second half of the year. The
increase in FICC reflected significantly higher net revenues in
currencies and interest rate products. In addition, net revenues
in mortgages were higher despite a significant deterioration in the
mortgage market throughout the year, while net revenues in
credit products were strong, but slightly lower compared with
2006. Credit products included substantial gains from equity
investments, including a gain of approximately $900 million
related to the disposition of Horizon Wind Energy L.L.C.,
as well as a loss of approximately $1 billion, net of hedges,
related to non-investment-grade credit origination activities.
During 2007, FICC operated in an environment generally
characterized by strong customer-driven activity and favorable
market opportunities. However, during the year, the mortgage
market experienced significant deterioration and, in the second
half of the year, the broader credit markets were characterized
by wider spreads and reduced levels of liquidity. The increase in
Principal Investments reflected strong results in both corporate
and real estate investing.

The increase in Investment Banking reflected a 64% increase
in Financial Advisory net revenues and a strong performance
in our Underwriting business. The increase in Financial Advisory
primarily reflected growth in industry-wide completed mergers
and acquisitions. The increase in Underwriting reflected higher
net revenues in debt underwriting, as leveraged finance activity
was strong during the first half of our fiscal year, while net
revenues in equity underwriting were strong but essentially
unchanged from 2006.

Net revenues in Asset Management and Securities Services also
increased. The increase in Securities Services primarily reflected
significant growth in global customer balances. The increase
in Asset Management reflected significantly higher asset
management fees, partially offset by significantly lower incentive
fees. During the year, assets under management increased
$192 billion, or 28%, to a record $868 billion, including net
inflows of $161 billion.
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2006 VERSUS 2005. Our net revenues were $37.67 billion in
2006, an increase of 49% compared with 20035, reflecting
significantly higher net revenues in Trading and Principal
Investments, Investment Banking, and Asset Management and
Securities Services. The increase in Trading and Principal
Investments reflected significantly higher net revenues in FICC,
Equities and Principal Investments. The increase in FICC
reflected particularly strong performances across all major
businesses. During 2006, FICC operated in an environment
characterized by strong customer-driven activity and favorable
market opportunities. In addition, corporate credit spreads
tightened, the yield curve flattened and volatility levels were
generally low in interest rate and currency markets. The
increase in Equities primarily reflected significantly higher net
revenues in our customer franchise businesses. During 2006,
Equities operated in a favorable environment characterized by
strong customer-driven activity, generally higher equity prices
and favorable market opportunities, although volatility levels
were generally low. The increase in Principal Investments
reflected a significant gain related to our investment in the
ordinary shares of ICBC and higher gains and overrides from
other principal investments, partially offset by a smaller, but
still significant, gain related to our investment in the convertible
preferred stock of SMFG.

The increase in Investment Banking was due to significantly
higher net revenues in Underwriting and Financial Advisory,
as we benefited from strong client activity levels, reflecting
favorable equity and financing markets, strong CEO confidence
and growth in financial sponsor activity.

The increase in Asset Management and Securities Services was
primarily due to higher assets under management and
significantly higher incentive fees, as well as significantly
higher global customer balances in Securities Services. Assets
under management increased $144 billion or 27% to a
record $676 billion, including net asset inflows of $94 billion
during 2006.

Our operating expenses are primarily influenced by compensation,
headcount and levels of business activity. A substantial portion
of our compensation expense represents discretionary bonuses
which are significantly impacted by, among other factors, the
level of net revenues, prevailing labor markets, business mix
and the structure of our share-based compensation programs.
For 2007, our ratio of compensation and benefits to net revenues
was 43.9% compared with 43.7% for 2006.



The following table sets forth our operating expenses and number of employees:

Operating Expenses and Employees

Management’s Discussion and Analysis

Year Ended November

($ in millions) 2007 2006 2005
Compensation and benefits " $20,190 $16,457 $11,758
Brokerage, clearing, exchange and distribution fees 2,758 1,985 1,416
Market development 601 492 378
Communications and technology 665 544 490
Depreciation and amortization 624 521 501
Amortization of identifiable intangible assets 195 173 124
Occupancy 975 850 728
Professional fees 714 545 475
Cost of power generation 335 406 386
Other expenses 1,326 1,132 709
Total non-compensation expenses 8,193 6,648 5,207
Total operating expenses $28,383 $23,105 $16,965
Employees at year end 30,522 26,467 23,623

(1 Compensation and benefits includes $168 million, $259 million and $137 million for the years ended November 2007, November 2006 and November 2005, respectively,
attributable to consolidated entities held for investment purposes. Consolidated entities held for investment purposes are entities that are held strictly for capital appreciation,
have a defined exit strategy and are engaged in activities that are not closely related to our principal businesses.

2 Excludes 4,572, 3,868 and 7,382 employees as of November 2007, November 2006 and November 2005, respectively, of consolidated entities held for investment

purposes (see footnote 1 above).

The following table sets forth non-compensation expenses of consolidated entities held for investment purposes and our remaining

non-compensation expenses by line item:

Non-Compensation Expenses

Year Ended November

(in millions) 2007 2006 2005
Non-compensation expenses of consolidated investments " $ 446 $ 501 $ 265
Non-compensation expenses excluding consolidated investments

Brokerage, clearing, exchange and distribution fees 2,758 1,985 1,416
Market development 593 461 361
Communications and technology 661 537 487
Depreciation and amortization 509 444 467
Amortization of identifiable intangible assets 189 169 124
Occupancy 892 738 674
Professional fees 711 534 468
Cost of power generation 335 406 386
Other expenses 1,099 873 559
Subtotal 7,747 6,147 4,942
Total non-compensation expenses, as reported $8,193 $6,648 $5,207

(1) Consolidated entities held for investment purposes are entities that are held strictly for capital appreciation, have a defined exit strategy and are engaged in activities that
are not closely related to our principal businesses. For example, these investments include consolidated entities that hold real estate assets, such as hotels, but exclude
investments in entities that primarily hold financial assets. \We believe that it is meaningful to review non-compensation expenses excluding expenses related to these
consolidated entities in order to evaluate trends in non-compensation expenses related to our principal business activities. Revenues related to such entities are included

in “Trading and principal investments” in the consolidated statements of earnings.
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2007 VERSUS 2006. Operating expenses were $28.38 billion for
2007, 23% higher than 2006. Compensation and benefits
expenses of $20.19 billion increased 23% compared with
2006, reflecting increased discretionary compensation and
growth in employment levels. The ratio of compensation and
benefits to net revenues for 2007 was 43.9% compared with
43.7% for 2006. Employment levels increased 15% compared
with November 2006.

Non-compensation expenses of $8.19 billion for 2007
increased 23% compared with 2006, primarily attributable
to higher levels of business activity and continued geographic
expansion. One-half of this increase was attributable to
brokerage, clearing, exchange and distribution fees, principally
reflecting higher transaction volumes in Equities. Other
expenses, professional fees and communications and technology
expenses also increased, primarily due to higher levels of business
activity. Occupancy and depreciation and amortization
expenses included exit costs of $128 million related to the
firm’s office space.

2006 VERSUS 2005. Operating expenses were $23.11 billion for
2006, 36% higher than 2005. Compensation and benefits
expenses of $16.46 billion increased 40% compared with
2003, primarily reflecting increased discretionary compensation
due to higher net revenues, and increased levels of employment.
The ratio of compensation and benefits to net revenues for 2006
was 43.7% compared with 46.6% for 2005. This lower ratio
primarily reflected our strong net revenues in 2006. Employment
levels increased 12% compared with November 2005.

In the first quarter of 2006, we adopted SFAS No. 123-R,
which requires that share-based awards granted to retirement-
eligible employees be expensed in the year of grant. In addition
to expensing current year awards, prior year awards must continue
to be amortized over the relevant service period. Therefore, our
compensation and benefits in 2006 included both amortization
of prior year share-based awards held by employees that were
retirement-eligible on the date of adoption of SFAS No. 123-R
and new awards granted to those employees.

Compensation and benefits expenses in 2006 included
$637 million in continued amortization of prior year awards
held by employees that were retirement-eligible on the date of
adoption of SFAS No. 123-R. This amount represents the majority
of the expense to be recognized with respect to these awards.
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Non-compensation expenses of $6.65 billion for 2006
increased 28% compared with 2005. Excluding non-
compensation expenses related to consolidated entities held for
investment purposes, non-compensation expenses were 24 %
higher than 2005, primarily due to higher brokerage, clearing,
exchange and distribution fees in Equities and FICC, and
increased other expenses, primarily due to costs related to our
insurance business, which was acquired in 2006. In addition,
market development costs and professional fees were higher,
reflecting increased levels of business activity, and occupancy
expenses increased, primarily reflecting new office space and
higher facility expenses.

The effective income tax rate was 34.1% for 2007, down from
34.5% for 2006, primarily due to changes in the geographic
mix of earnings. The effective income tax rate was 34.5% for
2006, up from 32.0% for 2005. The increase in the effective
income tax rate for 2006 compared with 2005 was primarily
related to a reduction in the impact of permanent benefits due to
higher levels of earnings in 2006 and audit settlements in 20035.

Our effective income tax rate can vary from period to period
depending on, among other factors, the geographic and
business mix of our earnings, the level of our pre-tax earnings,
the level of our tax credits and the effect of tax audits. Certain
of these and other factors, including our history of pre-tax
earnings, are taken into account in assessing our ability to realize
our net deferred tax assets. See Note 14 to the consolidated
financial statements for further information regarding our
provision for taxes.



Segment Operating Results

Management’s Discussion and Analysis

The following table sets forth the net revenues, operating expenses and pre-tax earnings of our segments:

Segment Operating Results

Year Ended November

(in millions) 2007 2006 2005
Investment Banking Net revenues $ 7,555 $ 5,629 $ 3,671
Operating expenses 4,985 4,062 3,258
Pre-tax earnings $ 2,570 $ 1,567 $ 413
Trading and Principal Investments Net revenues $31,226 $25,562 $16,818
Operating expenses 17,998 14,962 10,600
Pre-tax earnings $13,228 $10,600 $ 6,218
Asset Management and Securities Services Net revenues $ 7,206 $ 6,474 $ 4,749
Operating expenses 5,363 4,036 3,070
Pre-tax earnings $ 1,843 $ 2,438 $ 1,679
Total Net revenues $45,987 $37,665 $25,238
Operating expenses ‘" 28,383 23,105 16,965
Pre-tax earnings $17,604 $14,560 $ 8,273

(1 Operating expenses include net provisions for a number of litigation and regulatory proceedings of $37 million, $45 million and $37 million for the years ended
November 2007, November 2006 and November 2005, respectively, that have not been allocated to our segments.

Net revenues in our segments include allocations of interest
income and interest expense to specific securities, commodities
and other positions in relation to the cash generated by, or
funding requirements of, such underlying positions. See Note 16
to the consolidated financial statements for further information
regarding our business segments.

The cost drivers of Goldman Sachs taken as a whole—compensation,
headcount and levels of business activity—are broadly similar
in each of our business segments. Compensation and benefits
expenses within our segments reflect, among other factors,
the overall performance of Goldman Sachs as well as the
performance of individual business units. Consequently, pre-tax
margins in one segment of our business may be significantly
affected by the performance of our other business segments.
A discussion of segment operating results follows.

Investment Banking
Our Investment Banking segment is divided into two
components:

= FINANCIAL ADVISORY. Financial Advisory includes advisory
assignments with respect to mergers and acquisitions, divestitures,
corporate defense activities, restructurings and spin-offs.

= UNDERWRITING. Underwriting includes public offerings and
private placements of a wide range of securities and other
financial instruments.
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The following table sets forth the operating results of our Investment Banking segment:

Investment Banking Operating Results

Year Ended November

(in millions) 2007 2006 2005
Financial Advisory $4,222 $2,580 $1,905

Equity underwriting 1,382 1,365 704

Debt underwriting 1,951 1,684 1,062
Total Underwriting 3,333 3,049 1,766
Total net revenues 7,555 5,629 3,671
Operating expenses 4,985 4,062 3,258
Pre-tax earnings $2,570 $1,567 $ 413

The following table sets forth our financial advisory and underwriting transaction volumes:

Goldman Sachs Global Investment Banking Volumes "

Year Ended November

(in billions) 2007 2006 2005
Announced mergers and acquisitions $1,494 $1,104 $747
Completed mergers and acquisitions 1,424 864 584
Equity and equity-related offerings ? Al 80 49
Debt offerings® 312 320 270

(M Source: Thomson Financial. Announced and completed mergers and acquisitions volumes are based on full credit to each of the advisors in a transaction. Equity and
equity-related offerings and debt offerings are based on full credit for single book managers and equal credit for joint book managers. Transaction volumes may not be

indicative of net revenues in a given period.

(2 Includes Rule 144A and public common stock offerings, convertible offerings and rights offerings.

@) Includes non-convertible preferred stock, mortgage-backed securities, asset-backed securities and taxable municipal debt. Includes publicly registered and Rule 144A issues.

2007 VERSUS 2006. Net revenues in Investment Banking of
$7.56 billion for 2007 increased 34% compared with 2006.
Net revenues in Financial Advisory of $4.22 billion increased
64% compared with 2006, primarily reflecting growth in industry-
wide completed mergers and acquisitions. Net revenues in our
Underwriting business of $3.33 billion increased 9% compared
with 2006, due to higher net revenues in debt underwriting,
primarily reflecting strength in leveraged finance during the first
half of 2007. Net revenues in equity underwriting were also
strong, but essentially unchanged from 2006. Our investment
banking transaction backlog at the end of 2007 was higher
than at the end of 2006."

Operating expenses of $4.99 billion for 2007 increased 23 %
compared with 2006, primarily due to increased compensation
and benefits expenses resulting from higher discretionary
compensation and growth in employment levels. Pre-tax earnings
of $2.57 billion in 2007 increased 64% compared with 2006.

2006 VERSUS 2005. Net revenues in Investment Banking of
$5.63 billion for 2006 increased 53% compared with 2005.
Net revenues in Financial Advisory of $2.58 billion increased
35% compared with 20035, primarily reflecting strong growth in
industry-wide completed mergers and acquisitions. Net revenues
in our Underwriting business of $3.05 billion increased 73%
compared with 2005. Net revenues were significantly higher in
equity underwriting, reflecting increased client activity. Net
revenues were also significantly higher in debt underwriting,
primarily due to a significant increase in leveraged finance
activity and, to a lesser extent, an increase in investment-grade
activity. Our investment banking transaction backlog at the
end of 2006 was at its highest level since 2000.

Operating expenses of $4.06 billion for 2006 increased 25%
compared with 2005, substantially all of which was due to
increased compensation and benefits expenses resulting from
higher levels of discretionary compensation. Pre-tax earnings
were $1.57 billion in 2006 compared with $413 million in 2005.

(M Our investment banking transaction backlog represents an estimate of our future net revenues from investment banking transactions where we believe that future

revenue realization is more likely than not.
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Trading and Principal Investments
Our Trading and Principal Investments segment is divided into
three components:

= Ficc. We make markets in and trade interest rate and credit
products, mortgage-related securities and loan products and
other asset-backed instruments, currencies and commodities,
structure and enter into a wide variety of derivative
transactions, and engage in proprietary trading and investing.

= EQUITIES. We make markets in and trade equities and equity-
related products, structure and enter into equity derivative
transactions and engage in proprietary trading. We generate
commissions from executing and clearing client transactions
on major stock, options and futures exchanges worldwide
through our Equities customer franchise and clearing activities.
We also engage in specialist and insurance activities.

= PRINCIPAL INVESTMENTS. We make real estate and corporate
principal investments, including our investments in the
ordinary shares of ICBC and the convertible preferred stock

Management’s Discussion and Analysis

of SMFG. We generate net revenues from returns on these
investments and from the increased share of the income and
gains derived from our merchant banking funds when the
return on a fund’s investments over the life of the fund exceeds
certain threshold returns (typically referred to as an override).

Substantially all of our inventory is marked-to-market daily
and, therefore, its value and our net revenues are subject to
fluctuations based on market movements. In addition, net
revenues derived from our principal investments in privately
held concerns and in real estate may fluctuate significantly
depending on the revaluation of these investments in any given
period. We also regularly enter into large transactions as part of
our trading businesses. The number and size of such transactions
may affect our results of operations in a given period.

Net revenues from Principal Investments do not include
management fees generated from our merchant banking funds.
These management fees are included in the net revenues of the
Asset Management and Securities Services segment.

The following table sets forth the operating results of our Trading and Principal Investments segment:

Trading and Principal Investments Operating Results

Year Ended November

(in millions) 2007 2006 2005
FICC $16,165 $14,262 $ 8,940
Equities trading 6,725 4,965 2,675
Equities commissions 4,579 3,618 2,975
Total Equities 11,304 8,483 5,650
ICBC 495 937 —
SMFG (129) 527 1,475
Gross gains 3,728 1,534 767
Gross losses (814) (585) (198)
Net other corporate and real estate investments 2,914 949 569
Overrides 477 404 184
Total Principal Investments 3,757 2,817 2,228
Total net revenues 31,226 25,562 16,818
Operating expenses 17,998 14,962 10,600
Pre-tax earnings $13,228 $10,600 $ 6,218
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2007 VERSUS 2006. Net revenues in Trading and Principal
Investments of $31.23 billion for 2007 increased 22% compared
with 2006.

Net revenues in FICC of $16.17 billion for 2007 increased
13% compared with 2006, reflecting significantly higher net
revenues in currencies and interest rate products. In addition,
net revenues in mortgages were higher despite a significant
deterioration in the mortgage market throughout 2007, while
net revenues in credit products were strong, but slightly lower
compared with 2006. Credit products included substantial
gains from equity investments, including a gain of approximately
$900 million related to the disposition of Horizon Wind
Energy L.L.C., as well as a loss of approximately $1 billion,
net of hedges, related to non-investment-grade credit origination
activities. Net revenues in commodities were also strong but
lower compared with 2006. During 2007, FICC operated in
an environment generally characterized by strong customer-
driven activity and favorable market opportunities. However,
during 2007, the mortgage market experienced significant
deterioration and, in the second half of the year, the broader
credit markets were characterized by wider spreads and reduced
levels of liquidity.

Net revenues in Equities of $11.30 billion for 2007 increased
33% compared with 2006, reflecting significantly higher net
revenues in both our customer franchise businesses and principal
strategies. The customer franchise businesses benefited from
significantly higher commission volumes. During 2007, Equities
operated in an environment characterized by strong customer-
driven activity, generally higher equity prices and higher levels
of volatility, particularly during the second half of the year.

Principal Investments recorded net revenues of $3.76 billion
for 2007, reflecting gains and overrides from corporate and real
estate principal investments. Results in Principal Investments
included a $495 million gain related to our investment in the
ordinary shares of ICBC and a $129 million loss related to our
investment in the convertible preferred stock of SMFG.

Operating expenses of $18.00 billion for 2007 increased 20%
compared with 2006, primarily due to increased compensation
and benefits expenses, resulting from higher discretionary
compensation and growth in employment levels. Non-
compensation expenses increased due to the impact of higher
levels of business activity and continued geographic expansion.
The majority of this increase was in brokerage, clearing,
exchange and distribution fees, which primarily reflected higher
transaction volumes in Equities. Other expenses and professional
fees also increased, reflecting increased business activity. Pre-tax
earnings of $13.23 billion in 2007 increased 25% compared
with 2006.
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2006 VERSUS 2005. Net revenues in Trading and Principal
Investments of $25.56 billion for 2006 increased 52% compared
with 2005.

Net revenues in FICC of $14.26 billion increased 60%
compared with 2005, primarily due to significantly higher net
revenues in credit products (which includes distressed investing)
and commodities. In addition, net revenues were higher in
interest rate products, currencies and mortgages. During 2006,
the business operated in an environment characterized by strong
customer-driven activity and favorable market opportunities.
In addition, corporate credit spreads tightened, the yield curve
flattened and volatility levels were generally low in interest rate
and currency markets.

Net revenues in Equities of $8.48 billion increased 50%
compared with 2005, primarily reflecting significantly higher
net revenues in derivatives, across all regions, as well as higher
net revenues in shares. The increase also reflected the contribution
from our insurance business, which was acquired in 2006. In
addition, principal strategies performed well, although net
revenues were lower than a particularly strong 2005. During
2006, Equities operated in a favorable environment characterized
by strong customer-driven activity, generally higher equity
prices and favorable market opportunities, although volatility
levels were generally low.

Principal Investments recorded net revenues of $2.82 billion
for 2006, reflecting a $937 million gain related to our investment
in the ordinary shares of ICBC, a $527 million gain related to
our investment in the convertible preferred stock of SMFG and
$1.35 billion in gains and overrides from other principal
investments.

Operating expenses of $14.96 billion for 2006 increased 41%
compared with 2005, due to increased compensation and
benefits expenses, primarily resulting from higher levels of
discretionary compensation due to higher net revenues and
increased levels of employment, as well as higher non-compensation
expenses. Excluding non-compensation expenses related to
consolidated entities held for investment purposes, the increase
in non-compensation expenses was primarily due to higher
brokerage, clearing, exchange and distribution fees, in Equities
and FICC, and increased other expenses, primarily due to costs
related to our insurance business, which was acquired in 2006,
and higher levels of business activity. In addition, professional
fees were higher, due to increased legal and consulting fees.
Pre-tax earnings of $10.60 billion in 2006 increased 70%
compared with 2005.



Asset Management and Securities Services
Our Asset Management and Securities Services segment is
divided into two components:

= ASSET MANAGEMENT. Asset Management provides investment
advisory and financial planning services and offers investment
products (primarily through separately managed accounts
and commingled vehicles, such as mutual funds and private
investment funds) across all major asset classes to a diverse
group of institutions and individuals worldwide and
primarily generates revenues in the form of management
and incentive fees.

= SECURITIES SERVICES. Securities Services provides prime
brokerage services, financing services and securities lending
services to institutional clients, including hedge funds, mutual
funds, pension funds and foundations, and to high-net-worth
individuals worldwide, and generates revenues primarily in
the form of interest rate spreads or fees.

Management’s Discussion and Analysis

Assets under management typically generate fees as a percentage
of asset value, which is affected by investment performance
and by inflows or redemptions. The fees that we charge vary by
asset class, as do our related expenses. In certain circumstances,
we are also entitled to receive incentive fees based on a percentage
of a fund’s return or when the return on assets under management
exceeds specified benchmark returns or other performance targets.
Incentive fees are recognized when the performance period
ends and they are no longer subject to adjustment. We have
numerous incentive fee arrangements, many of which have
annual performance periods that end on December 31. For
that reason, incentive fees have been seasonally weighted to
our first quarter.

The following table sets forth the operating results of our Asset Management and Securities Services segment:

Asset Management and Securities Services Operating Results

Year Ended November

(in millions) 2007 2006 2005
Management and other fees $4,303 $3,332 $2,629
Incentive fees 187 962 327

Total Asset Management 4,490 4,294 2,956

Securities Services 2,716 2,180 1,793

Total net revenues 7,206 6,474 4,749

Operating expenses 5,363 4,036 3,070

Pre-tax earnings $1,843 $2,438 $1,679

Assets under management include our mutual funds, alternative investment funds and separately managed accounts for institutional

and individual investors. Substantially all assets under management are valued as of calendar month end. Assets under management

do not include assets in brokerage accounts that generate commissions, mark-ups and spreads based on transactional activity,

or our own investments in funds that we manage.

The following table sets forth our assets under management by asset class:

Assets Under Management by Asset Class

As of November 30

(in billions) 2007 2006 2005
Alternative investments " $151 $145 $110
Equity 255 215 167
Fixed income 256 198 154
Total non-money market assets 662 558 431
Money markets 206 118 101
Total assets under management $868 $676 $532

(M Primarily includes hedge funds, private equity, real estate, currencies, commodities and asset allocation strategies.
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The following table sets forth a summary of the changes in our assets under management:

Changes in Assets Under Management

Year Ended November 30

(in billions) 2006 2005
Balance, beginning of year $532 $452
Net inflows/(outflows)
Alternative investments 32 11
Equity 16 25
Fixed income 29 16
Total non-money market net inflows/(outflows) 77 52
Money markets 17@ 11
Total net inflows/(outflows) 94® 63
Net market appreciation/(depreciation) 50 17
Balance, end of year $676 $532

(M1Includes $7 billion in net asset inflows in connection with our acquisition of Macquarie—IMM Investment Management.

(2)Net of the transfer of $8 billion of money market assets under management to interest-bearing deposits at GS Bank USA, a wholly owned subsidiary of Goldman Sachs.

These deposits are not included in assets under management.

B3 Includes $3 billion of net asset inflows in connection with the acquisition of our variable annuity and life insurance business.

2007 VERSUS 2006. Net revenues in Asset Management and
Securities Services of $7.21 billion for 2007 increased 11%
compared with 2006.

Asset Management net revenues of $4.49 billion for 2007
increased 5% compared with 2006, reflecting a 29% increase
in management and other fees, partially offset by significantly
lower incentive fees. Incentive fees were $187 million for 2007
compared with $962 million for 2006. During 2007, assets under
