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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

REPORT OF THE DIRECTORS

The directors present their report and the audited financial statements for the 53 week period ended 30 November 2007.

L

Principal activities

Goldman Sachs International (‘the company’ or ‘GSI') provides a wide-range of financial services to clients
located worldwide and undertakes proprietary trading. The company is regulated by the Financial Services
Authority (‘the FSA’). GSI's share capital is denominated in US Dollars and the company is part of a US Dollar
reporting group, The Goldman Sachs Group, Inc. (‘the group’). Accordingly, the company’s functional currency is
US Dollars and these financial statements have been prepared in that currency.

Review of business and future developments

The profit and loss account for the period is set out on page 8. Trading profit was US$10,3(8 million for the
period (52 week period ended 24 November 2006: US$7,381 million). The results for the company show a pre-
tax profit of US$2,744 million for the period (52 week period ended 24 November 2006: US$596 million). GSI
has total assets of US$944 billion {24 November 2006: US$544 billion). Details of the company’s business
segments are given in note S to the financial statements.

Investment Banking results primarily reflect the growth in industry-wide completed mergers and acquisitions and
other client activity.

Trading and Principat Investments benefited from strong customer-driven activity. During the year, the US sub-
prime mortgage market significantly deteriorated and, in the second half of the year, the broader credit markets
were characterised by wider spreads and reduced levels of liquidity affecting the environment in which the
company operates.

Asset Management and Securities Services reflected strong result$ primarily from the prime brokerage business
generated mainly by higher customer balances.

Administrative expenses increased to US$6,431 million for the period (52 week period ended 24 November 2006:
US$5,843 million) mainly due to an increase in compensation costs including costs of equity-based compensation.

Interest payable increased to US$1,146 million for the period {52 week period ended 24 November 2006: US$947
million), mainly due to an increase in subordinated debt from US$18,063 million to US$19,913 million.
Subordinated debt was increased to provide additional regulatory capital to support ongoing business activities.

Business environment

As an investment banking and securities firm, our businesses are materially affected by conditions in the financial
markets and general economic conditions. A favourable business environment is typically characterised by,
amongst other factors, transparent, liquid and efficient capital markets, low inflation, high business and investor
confidence and strong business earnings. Over the business cycle, these factors provide a positive climate for our
investment banking activities, for many of our trading and investing businesses and for wealth creation. 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 spread to broader financial markets and began to affect global economic growth.
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Review of business and future developments {continued)

Strategy

The Goldman Sachs Group, Inc. 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.

As part of the group, GSI seeks to be the advisor of choice for its clients and a leading participant in the global
financial markets. GSI’s strategy, consistent with that of the group, is to grow its three core businesses, Investment
Banking, Trading and Principal Investments, and Asset Management and Securities Services, in markets
throughout the world.

Principal risks and uncertainties

GSI faces a variety of risks that are substantial and inherent in its businesses including economic and market
conditions, liquidity, credit quality, competition, and employee-related, operational infrastructure and technology
risks. Consequently, the company dces not produce predictable earnings. The key business risks affecting the
company are set out below.

Ecanomic and market conditions

Our businesses are materially affected by conditions in the global financial markets and economic conditions
generally and these conditions may change suddenly and dramatically. Unfavourable or uncertain economic and
market conditions have adversely affected, and may in the future adversely affect, our business and profitability.

Liquidity

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 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 amongst
market participants that we are experiencing greater liquidity risk. Furthermore, 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. 1n 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.

Credit quality

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 use those securities or obligations for liquidity purposes. 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. 1In 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 the company.
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Review of business and future developments (continued)
Competition

The financial services industry is intensely competitive and we expect it to remain so. Qur competitors are other
brokers and dealers, investment banking firms, mutual funds, hedge funds, private equity funds, commercial banks
and merchant banks. We compete on the basis of a number of factors including transaction execution, our
products and services, innovation, reputation and price. We believe that we will continue to experience pricing
pressures in the future as some of our competitors seek to obtain market share by reducing prices.

Over time, there has been substantial consolidation and convergence amongst companies in the financial services
industry. This trend toward consolidation and convergence has significantly increased the capital base and
geographic reach of some of our competitors. It has also hastened the globalisation of the securities and other
financial services markets.

Emplayees

We also face intense competition in attracting and retaining qualified employees. Our ability to continue to
compete effectively in our businesses will depend upon our ability to attract new employees and retain and
motivate our existing employees.

Qur performance is largely dependent on the talents and efforts of highly skilled individuals. - Competition from
within the financial services industry and from business outside the financial service industry, such as hedge funds,
private equity funds and venture capital funds, for qualified employees is intense. This is particularly the case in
emerging markets, where we are often competing for qualified employees with entities that have a significantly
greater presence or more extensive experience in the region.

Operational infrastructure

Shortcomings or failures in internal processes, people or systems or externa! events could lead to impairment of
our liquidity, financial loss, disruption of business, 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 we provide to clients, often must adhere
to client-specific guidelines, as well as legal and regulatory standards. As our client base and our geographical
reach expands, developing and maintaining our operational systems and infrastructure becomes increasingly
challenging. Our financial, accounting, data processing or other operating systems and facilities may fail to
operate properly or become disabled as a result of events that are wholly or partially beyond our control such as a
spike in transaction volume, adversely affecting our ability to process these transactions. The inability of our
systems to accommodate an increasing volume of transactions could also constrain our ability to expand our
businesses.

We also face the risk of operational failure or termination or capacity constraints of any of the clearing agents,
exchanges, clearing houses or other financial intermediaries that we use to facilitate our securities transactions and,
as our interconnectivity with our clients grows, we will increasingly face the risk of operational failure with respect
to our clients’ systems. Any such failure or termination could adversely affect our ability to effect transactions,
service our clients and manage our exposure to risk,

Despite the contingency plans and facilities that 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 GSI or third parties with which we conduct business. These disruptions may occur, for example, as a result of
events that affect only the buildings of the company or such third parties, or as a result of events with a broader
impact on the cities where those buildings are located.
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Technology

Technology is fundamental to our business and our industry, The growth of electronic trading and the introduction
of new technologic¢s is changing our businesses and presenting us with new challenges. Securities, futures and
options transactions are increasingly occurring electronically, both on our own systems and through other
alternative trading sysiems and it appears that the trend toward alternative trading systems will continue and
probably accelerate. Some of these alternative trading systems compete with our trading businesses and we may
experience continued competitive pressures in these and other areas. In addition, the increased use by our clients
of low-cost electronic trading systems and direct electronic access to trading markets could cause a reduction in
commissions and spreads. As our clients increasingly use our systems to trade directly in the markets, we may
incur liabilities as a result of their use of our order routing and execution infrastructure.

Risk management

We seek to monitor and control our risk exposure through a risk and control framework encompassing a variety of
separate, but complementary, financial, credit, operational, compliance and legal reporting systems, internal
controls, management review process and other mechanisms. QOur trading risk management process seeks to
balance our ability to profit from trading positions with our exposure to potential losses. Whilst we employ a
broad and diversified set of risk monitoring and risk mitigation techniques, those techniques and the judgements
that accompany their application cannot anticipate every economic and financial outcome or the specifics and
timing of such outcomes. Thus, we may, in the course of our activities, incur losses. In addition, refer to the
financial risk management section (note 26), below.

Future outlook
The directors consider that the period end financial position of the company was satisfactory. No significant
change in the company’s principal business activity is expected.

3. Dividends
The directors declared and paid an ordinary dividend of US$300,000,000 (52 week period ended 24 November
2006: US$ nil) and a preference dividend of US$99,483,000 during the period (52 week period ended 24
November 2006: US$99.483,000).

4. Share capital

On 30 November 2007, the company issued 11,771,844 ordinary shares of US$1 each in return for a cash
consideration of US$145,500,000.

These shares were issued in order to increase the company’s regulatory capital to support ongeing business
activities (see note 23).

5. Exchange rate
The US Dollar / Sterling exchange rate at the balance sheet date was £ / US$2.0567 (24 November 2006:

£/ USS$1.9322). The average rate for the period was £ / US$2.0028 (52 week period ended 24 November 2006:
£/US$1.8287).
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10.

Employment of disabled persons

Applications for employment by disabled persons are fully and fairly considered having regard to the aptitudes and
abilities of each applicant. Efforts are made to enable any employees who become disabled during employment to
continue their careers within The Goldman Sachs Group, Inc. Training, career development and promotion of
disabled persons are, to the extent possible, identical to that of other employees who are not disabled.

Employee involvement

It is group policy that there should be effective communication with all employees who, subject to practical and
commercial considerations, should be consulted on and involved in decisions that affect their current jobs or future
prospects. Employees share in performance-based incentive schemes,

Directors

The directors of the company who served throughout the period and to the date of this report, except where noted,
were:-

Name Appointed

P. D. Sutherland, Chairman
G. P. Earle

. S. Fitzgerald

C. G. French

R. J. Gnodde

Lord Griffiths of Fforestfach 26 June 2007
D. C. Grip

M. S. Sherwood

M. C. H. Westerman

Y. Zaoui

No director had, at the period end, any interest requiring note herein.

Financial risk management

The company’s risk management objectives and policies, as well as exposures to market risk, credit risk and
liquidity risk are described in note 26 to the financial statements,

Disclosure of information to auditors

In the case of each of the persons who are directors of the company at the date when this report was approved:

*  so far as each of the directors is aware, there is no relevant audit information (as defined in the Companies Act
1985) of which the company’s auditors are unaware; and

¢ each of the directors has taken all the steps that he ought to have taken as a director to make himself aware of
any relevant ‘audit information (as defined) and to establish that the company’s auditors are aware of that
information.
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13,

14.

Auditors

The company has passed elective resolutions, in accordance with the Companies Act 1985, to dispense with the
holding of annual general meetings, the laying of accounts and reports before general meetings and the annual
reappointment of auditors. PricewaterhouseCoopers LLP will, accordingly, continue in office as auditors of the
company pursuant to section 386 of the Companies Act 1985,

Charitable contributions

During the period, an amount of US$3,880,110 (52 week period ended 24 November 2006: US$1,930,567) was
donated to charity.

Directors’ responsibilities

United Kingdom company law requires the directors to prepare accounts for each financial year which give a true
and fair view of the state of affairs of the company as at the end of the financial year and of the profit or loss of the
company for that period. In preparing those accounts, the directors are required to:

¢ select suitable accounting policies and then apply them consistently;

+ make judgements and estimates that are reasonable and prudent;

o state whether applicable accounting standards have been followed subject to any material departures disclosed
and explained in the financial statements; and

e prepare the accounts on the going concern basis unless it is inappropriate to presume that the company will
continue in business.

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at
any time the financial position of the company and to enable them to ensure that the accounts comply with the
Companies Act 1985. They are also responsible for safeguarding the assets of the company and, hence, for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

Date of authorisation of issue

The financial statements were authorised for issue by the Board of Directors on L8 February 2008.

BY ORDER OF THE BOARD
D. J. GROUNSELL

_ Secretary

{$ February 2008




Independent auditors’ report to the memhers of
GOLDMAN SACHS INTERNATIONAL
(unlimited company)

We have audited the financial statements of Goldman Sachs International for the 53 week period ended 30 November
2007 which comprise the profit and loss account, the statement of total recognised gains and losses, the balance sheet and
the related notes, These financial statements have been prepared under the accounting policies set out therein.

Respective responsibilities of directors and auditors

As described in the statement of directors’ responsibilities, the company’s directors are responsible for the preparation of
the financial statements in accordance with applicable law and United Kingdom Accounting Standards (United Kingdom
Generally Accepted Accounting Practice).

Qur responsibility is to audit the financial slatements in accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland). This report, including the opinion, has been prepared for and only
for the company’s members as a body in accordance with section 235 of the Companies Act 1985 and for no other
purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any other person
to whom this report is shown or into whose hands it may come save where expressly agreed by our prior consent in
writing.

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in
accordance with the Companies Act 1985, We report to you whether in our opinion the information given in the
directors’ report is consistent with the financial statements. We also report to you if, in our opinion, the company has not
kept proper accounting records, if we have not received all the information and explanations we require for our audit, or if
information specified by law regarding directors’ remuneration and other transactions is not disclosed.

We read the directors” report and consider the implications for our report if we become aware of any apparent
misstatements within it. :

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis of evidence relevant to the amounts and disclosures in the
financial statements. It also includes an assessment of the significant estimates and judgements made by the directors in
the preparation of the financial statements, and of whether the accounting policies are appropriate to the company’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary
in order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated
the overall adequacy of the presentation of information in the financial statements.

Opinion
In our opinion:

e the financial statements give a true and fair view, in accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of the company’s affairs as at 30 November 2007 and of its profit for the period
then ended;

» the financial statements have been properly prepared in accordance with the Companies Act 1985; and

» the information given in the directors’ report is consistent with the financial statements.

Noewv’utfbm&pw@& Uﬁ
PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London
/5 February 2008
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PROFIT AND LOSS ACCOUNT

for the 53 week period ended 30 November 2007

Trading profit

Administrative expenses
OPERATING PROFIT

Interest payable and similar charges
Net finance income

PROFIT ON ORDINARY ACTIVITIES BEFORE
TAXATION

Tax charge on profit on ordinary activities

PROFIT ON ORDINARY ACTIVITIES AFTER
TAXATION AND FOR THE FINANCIAL YEAR

53 week period 52 week period
ended . ended
30 November 24 November
Note 2007 2006
US$°000 US$'000
3,5 10,318,322 7,380,590
(6,431,446) (5,842,982)
6 3,886,876 1,537,608
7 (1,145,899) (946,772)
9 2,804 4,755
2,743,781 595,591
11 (787,845) (184,132)
24 1,955,936 411,459

The trading and operating profit of the company is derived from continuing operations in the current and prior period.

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

for the 53 week period ended 30 November 2007

Profit for the financial period

Actuarial gain / (loss) relating to the pens'ion scheme
UK deferred tax attributable to the actuarial gain or loss
TOTAL RECOGNISED GAINS AND LOSSES

RELATING TO THE FINANCIAL YEAR AND
SINCE LAST FINANCIAL STATEMENTS

The notes on pages 10 to 33 form an integral part of these financial statements.

Independent Auditors’ report — page 7.

53 week period 52 week period
ended ended
30 November 24 November
Note 2007 2006
US$°000 US$°000
1,955,936 411,459
9 46,465 (12,252)
19 (13,010 3,676
1,989,391 402,883




GOLDMAN SACHS INTERNATIONAL
(unlimited company)

BALANCE SHEET
as at 30 November 2007
30 November 2007 24 November 2006
Note US$ 000 US$ 000
FIXED ASSETS
Tangible assets . 12 11,769 2,485
Shares in subsidiary undertakings 13(a) 50 50
Other investments other than loans 13({b) 1,766 2,867
13,585 5,402
CURRENT ASSETS
Trading inventory 14 522,854,239 239,066,184
Securities purchased under agreements to resell 15 72,929,770 62,384,100
Debtors : 16 329,122,368 232,097,054
Cash at bank and in hand 17 18,911,554 10,142,054
943,817,931 543,689,392
CREDITORS: AMOUNTS FALLING DUE WITHIN
ONE YEAR
Trading inventory sold, but not yet purchased 14 (483,662,890} (202,034,109)
Securities sold under agreements (o repurchase 18 {105,335,450) (77,608,517)
Other creditors 20 (323,967,522) (237,770,146)
(912,965,862) (517,412,772)
NET CURRENT ASSETS 30,852,069 26,276,620
TOTAL ASSETS LESS CURRENT LIABILITIES 30,865,654 26,282,022
CREDITORS: AMOUNTS FALLING DUE AFTER
MORE THAN ONE YEAR 21 (23,170,224) (20,329,249)
PROVISIONS FOR LIABILITIES AND CHARGES 22 (40,000) {25,000)
NET ASSETS EXCLUDING PENSION DEFICIT 7,655,430 5,927,773
Pension deficit 9 (108,181) (115,932)
NET ASSETS INCLUDING PENSION DEFICIT " 7,547,249 5,811,841
CAPITAL AND RESERVES
Called up share capital 23 498,396 486,624
Share premium account 24 2,607,806 2,474,078
Capital reserve (non-distributable) 24 17,286 17,286
Profit and loss account 24 4,423,761 2,833,853
TOTAL SHAREHOLDERS’ FUNDS 24 7,547,249 , 5811,841
Approved by the Board of Directors on £ February 2008,
Director

The notes on pages 10 to 33 form an integral part of these financial stat

Independent Auditors’ report — page 7.

ents.
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NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

ACCOUNTING POLICIES

(a} Accounting convention: These financial statements have been prepared under the historical cost convention

(b)

(c)

(d}

(e)

(modified as explained in note 1(e)}, the accounting policies set out below and in accordance with applicable
United Kingdom law, applicable United Kingdom accounting standards and pronouncements of the Urgent
Issues Task Force (*UITF’).

Consolidation: The company is a subsidiary undertaking of a company incorporated in Great Britain and

has elected not to prepare group accounts in accordance with the dispensation set out in section 228(1) of the
Companies Act 1985,

Tangible fixed assets: Tangible fixed assets are stated at cost less accumulated depreciation and provision
for any impairment, Depreciation is provided on a straight-line basis over the estimated useful lives at the
following annual rates:

To
Fixtures, fittings and equipment 14-20
Motor vehicles 20

Leasehold improvements are depreciated over the shorter of the useful economic life of the asset or the
remaining life of the lease when the asset is brought into use.

Fixed asset investments:

(i) Shares in group undertakings, which are intended to be held on a continuing basis in the company’s
activities, are stated at cost less provision for any impairment.

(1i} Other investments other than loans are stated at amortised cost less provision for any impairment.

Financial instruments held for trading: Trading inventory and trading inventory sold, but not yet
purchased consists of financial instruments carried at fair value or amounts that approximate fair value.
Financtal assets and liabilities within the trading portfolio have been classified as held for trading and are
carried at fair value with realised and unrealised gains and losses as well as associated interest and dividend
income and expense included in net trading income.

The fair value of a financial instrument is the amount at which the instrument could be exchanged in a current
transaction between knowledgeable, willing parties, other than in a forced or liquidation sale. In determining
fair value, the company separates financial instruments into two categories: cash (i.e. non-derivative) trading
instruments and derivative contracts.

The fair values of cash trading instruments are generally obtained from quoted market prices in active
markets, broker or dealer price quotations or alternative pricing sources with a reasonable level of price
transparency. The types of instruments valued in this manner include sovereign government obligations,
investment-grade and high-yield corporate bonds, listed equities and money market securities.

However, certain cash trading instruments trade infrequently and, therefore, have little or no price
transparency. Where the company is unable to substantiate the significant valuation inputs and assumptions
to corroborate market data, the transaction price is used as management’s best estimate for fair value at
inception. Accordingly, when a pricing model is used to value such an investment, the model is adjusted so
that the model value at inception equals the transaction price. Subsequent to inception, management only
changes model inputs and assumptions when corroborated by evidence such as transactions in similar
instruments, completed or pending third-party transactions in the underlying investment of comparable
entities, subsequent rounds of financing, recapitalisations and other transactions across the capital structure,
offerings in the equity or debt capital markets, and changes in financial ratios or cash flows.

-10-
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NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

ACCOUNTING POLICIES (CONTINUED)

(¢) Financial instruments held for trading (continued}:

0

Cash trading instruments owned by the firm (long positions) are marked to bid prices and instruments sold,
but not yet purchased (short positions) are marked to offer prices. The company does not adjust an active
market quoted price for such instruments, even in situations where the firm holds a large position and a sale
could reasonably impact the quoted price. For instruments not quoted in an active market, if liquidating a
position is reasonably expected to affect its prevailing market price, the valuation is adjusted generally based
on market evidence or predetermined policies. In certain circumstances, such as for highly illiquid positions,
management’s estimates are used to determine this adjustment.

The fair values of the company’s derivative contracts consist of exchange-traded and over-the-counter
(‘OTC’) derivatives. The fair values of the company’s exchange-traded derivatives are generally determined
from quoted market prices. OTC derivatives are valued using valuation models. The company uses a variety
of valuation models including the present value of known or estimated cash flows and option pricing models.
The valuation models used to derive the fair values of the company’s OTC derivatives require inputs
including contractual terms, market prices, yield curves, credit curves, measures of volatility, prepayment
rates and correlations of such inputs. The selection of a 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. The company generally uses similar models to value similar instruments. Where
possible, the company verifies the values produced by its pricing models to market transactions.

For OTC derivatives that trade in liquid markets, such as generic forwards, swaps and options, model inputs
can generally be verified and mode! selection does not involve significant management judgement. For OTC
derivatives that trade in less liquid markets with limited pricing information, the determination of fair value is
inherently more difficult. Further, complex structures often involve multiple product types, requiring
additional complex inputs such as comelations and volatilities. At the inception of an OTC derivative
contract, the company values the contract at the model value if the company can verify all of the significant
model inputs to observable market data and verify the model to market transactions. When appropriate,
valuations are adjusted to reflect various factors such as liquidity, bid / offer spreads and credit
considerations. These adjustments are generally based on market evidence or predetermined policies. In
certain circumstances, such as for highly illiquid positions, management’s estimates are used to determine
these adjustments. Where the firm does not have corroborating market evidence to support significant model
inputs and cannot verify the model to market transactions, management believes that transaction price is the
best estimate of fair value at inception. 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.

‘Day 1 P&L’ is the term used to describe the difference between the initial transaction price and the fair value
calculated by internal models. Day 1 P&L is released to profit and loss at the earlier of the fair value
becoming observable using market parameters, or through reference to similar quoted products, and
derecognition of the financial instruments.

The gains or losses resulting from the application of this policy are taken to the profit and loss account. As
the trading inventory represents the trading portfolio of the company, the directors are of the opinion that it
would not be appropriate to classify it as current asset investments or to provide an analysis of such securities
between those listed and unlisted.

Repurchase and resale agreements: Securities purchased under agreements to resell and securities sold
under agreements to repurchase are treated as collateratised financing transactions as they meet the
requirements defined in FRS 5, ‘Reporting the substance of transactions’, and are carried at the amount at
which the securities were sold or acquired plus the accrued interest as specified in the respective agreements.
Where the collateral is in the form of cash the transaction is recorded on trade date within securities sold
under agreements to repurchase or within securities purchased under agreements to resell. If the collateral is
in the form of securities the transaction is recorded within securities sold under agreements to repurchase or
within securities purchase under agreements to resell when the collateral is subsequently sold.
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NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

ACCOUNTING POLICIES (CONTINUED)

(g)

{h)

@

Q)

®

D

{m)

(n)

(0)

Operating leases: Costs in respect of operating leases are charged on a straight-line basis over the lease
term.

Offsetting financial instruments: Financial assets and liabilities are offset and the net amount presented in
the balance sheet where the company:

(i) currently has a legally enforceable right to set off the recognised amounts; and
(i) intends to settle on a net basis or to realise the asset and settle the liability simultaneously.

Where the conditions are not met, financial assets and liabilities are presented on a gross basis in the balance
sheet.

Deferred taxation: Full provision is made for deferred taxation in respect of all differences in timing
between the accounting and tax treatments of income and expenses. The timing differences are recognised as
deferred tax liabilities or assets, measured at the average tax rates that are expected to apply in periods in
which the timing differences are expected to reverse, based on rates and laws that have been enacted or
substantially enacted by the balance sheet date. An asset is not recognised if the transfer of economic
benefits in the future is uncertain. Deferred tax assets and liabilities are not discounted.

Foreign currencies: Transactions denominated in foreign currencies are translated into US Dollars at rates
of exchange ruling on the date the transaction occurred. Monetary assets and liabilities denominated in
foreign currencies are translated into US Dollars at rates of exchange ruling at the balance sheet date. Gains
and losses on exchange are recognised in operating profit.

Trading profit: The operating results for the period include all profits arising from the trading operations of
the company, including profits and losses arising both on the purchase and sale of securities. Purchases and
sales of securities are accounted for on a trade date basis.

Corporate finance fees: Corporate finance and advisory fee income is recognised when the relevant parties
are contractually bound and as contract activity progresses unless the right to consideration does not arise
until occurrence of a critical event, in which case revenue is not recognised until that event occurs.

Asset management and incentive fees: Management fees are recognised over the period that the related
service is provided based upon average net asset values. In certain circumstances, the company is also
entitled to receive asset management 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 generally based on investment performance over a 12-month period and are subject to
adjustment prior to the end of the measurement period.

Money broker deposits: Deposits with money brokers and deposits received from money brokers are
carried at the amounts of cash collateral advanced and received in connection with the transactions, The
company measures the market value of the securities borrowed and loaned against the collateral on a daily
basis and obtains or provides additional collateral as appropriate.

Dividends: Final equity dividends (including dividends payable on preference shares deemed equity) are

recognised in the period that they are approved by the shareholders. Interim equity dividends are recognised
in the period that they are paid. Equity dividends are distributed directly from equity.
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

1. ACCOUNTING POLICIES (CONTINUED)

P

{qQ)

Pension cost: The company participates in a hybrid pension plan for the benefit of certain employees. The

defined benefit and defined contributions sections of the plan are accounted for as follows:

(i) For the defined benefit section, the amounts charged to operating profit are the current service costs,
any past service costs and any gains or losses on settlements and curtailments. They are included as part
of staff costs. The interest cost and expected return on assets are shown as a net amount within other
finance income. Actuarial gains and losses are recognised immediately in the statement of total
recognised gains and losses.

The defined benefit section is funded, with the assets of the scheme held separately from those of the
company, in separate trustee-administered funds. Pension scheme assets are measured at fair value and
liabilities are measured on an actuarial basis using the projected unit method and discounted at a rate
equivalent to the current rate of return on a high-quality corporate bond of equivalent currency and term
to the scheme liabilities. Full actuarial valuations are obtained at least triennially and updated at each
batance sheet date. The resulting defined benefit or liability is presented separately after other net assets
on the face of the balance sheet.

(ii) For the defined contribution section, the amount charged to the profit and loss account in respect of
pension costs is the contributions payable in the year. Differences between contributions payable in the
year and contributions actually paid are shown as either accruals or prepayments in the balance sheet.

Share-based payments: The Goldman Sachs Group, Inc. issues awards in the form of restricted stock units
(‘RSUs") and stock options to the company’s employees for services rendered to the company. The cost of
equity based transactions with employees is measured based on the fair value of the equity instruments at the
grant date. Non-market based vesting conditions are not taken into account in measuring the fair value of
awards, but are reflected by adjusting over time the number of equity awards that are expected to vest.
Share-based awards that do not contain vesting conditions are expensed immediately. Share-based employee
awards that require future service are amortised over the relevant service period.

The Goldman Sachs Group, Inc. settles equity awards through the delivery of ordinary shares in The
Goldman Sachs Group, Inc. The group pays cash dividend equivalents on outstanding restricted stock units.
The company has also entered into a chargeback agreement with The Goldman Sachs Group, Inc. under
which it is committed to pay the market value at grant date of those awards to the group at the time of
delivery to its employees.
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

CASH FLOW STATEMENT

The company is a greater than 90% subsidiary of The Goldman Sachs Group, Inc., and is, therefore, exempt from
preparing'a cash flow statement as required by FRSI1, ‘Cash flow statements’, as the ultimate parent company
accounts are publicly available.

TRADING PROFIT

Trading profit has been disclosed instead of turnover as this reflects more meaningfully the nature and results of
the company’s activities. Trading profit, after charging related expenses, includes the net profit arising from
transactions in securities, foreign exchange and other financial instruments, and fees and commissions earned.
Related expenses include rading interest payable less trading interest and dividends receivable.

NEW ACCOUNTING STANDARDS ADOPTED

During the financial period, the following accounting standards have been adopted by the company:
(i) FRS20 - Share-based payments.

(ii) FRS23 - The effects of changes in foreign exchange rates.

(iiiy FRS26 - Financial instruments: recognition and measurement.
The standard was applied prospectively in accordance with the transitional provisions of the standard and the
exemption conferred by paragraph 108D in FRS26 not to restate comparative information has been taken.
The company has not elected to early adopt the recognition and derecognition requirements of FRS26.

(iv) FRS29 - Financia! instruments: disclosures.
The company has taken the exemption in paragraph 2D(a) of FRS29 not to present the disclosures required
by the standard as the company is a greater than 90% subsidiary of Goldman Sachs Group Holdings (U.K.)
which discloses this information and whose financial statements are publicly available,

The adoption of each of these accounting standards represents a change in accounting policy. No material impact
on the results or financial position of the company has occurred following the adoption of these standards.
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

SEGMENTAL REPORTING

The company’s trading profit is categorised into the following three principal segments: Investment Banking,
Trading and Principal Investments, and Asset Management and Securities Services.

53 week period 52 week period

ended 30 November ended 24 November

2007 2006

US$’000 US$°000

Investment Banking 1,233,714 1,151,961
Trading and Principal Investments 1,776,357 5,133,512
Asset Management and Securities Services 1,308,251 1,095,117
10,318,322 7,380,590

Investment Banking
The company’s investment banking activities are divided into two categories:

Financial Advisory — Financial Advisory includes advisory assignments with respect to mergers and
acquisitions, divestitures, corporate defence activities, restructuring and spin offs; and

Underwriting — Underwriting includes public offerings and private placements of a wide range of
securities and other financial instruments.

Trading and Principal Investments
Trading and Principal Investments is divided into three categories:

Fixed Income, Currencies and Commodities — The company makes markets in and trades interest rate and
credit products, mortgage-related securities and loans, including asset-backed securities, currencies and
commodities, structures and enters into a wide variety of derivative transactions and engages in
proprietary trading and investing,;

Equities — The company makes markets in and trades equities and equity-related products, structures and
enters into equity derivative transactions, and engages in proprietary trading. The company also executes
and clears customer transactions on major stock, options and futures exchanges worldwide; and

Principal Investments — Principal Investments primarily represents fees from group companies for
sourcing and associated work with regard to the group’s merchant banking investments.

Trading and Principal Investments also includes variable costs such as brokerage, clearance and underwriting
expenses that are offset against trading profit.

Asset Management and Securities Services
The Asset Management and Securities Services segment includes services related to the following:

Asset Management — Asset Management provides investment advisory and financial planning services to
a diverse group of institutions and individuals worldwide and primarily generates revenues in the form of
management and incentive fees; and

Securities Services — Securities Services provides prime brokerage, 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.

Geographic Analysis

Due to the highly integrated nature of international financial markets, the directors consider that the company
operates in a single global market. As a result, no disclosure of segmental information relating to the geographical
origin of results has been provided.
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

OPERATING PROFIT
53 week period 52 week period
ended 30 November ended 24 November
2007 2006
US$°000 US$'000
{Restated)
Operating profit is stated after charging /
(crediting):
Depreciation of tangible fixed assets (note12) 3,630 1,833
Amortisation of fixed asset investments (note 13(b)) 6 7
Management fees charged by group undertakings 27,101 616,571
Management fees charged to group undertakings (425,299) (396,834)
Foreign exchange loss on long-term debt 6,781 6,011
Auditors’ remuneration for audit services: — company 3,936 4,153
Operating lease rentals: — land and buildings 107,698 103,906
Trading interest payable: - group undertakings 4,035,793 4,312,501
— other 12,601,476 8,610,375
Trading interest receivable: - group undertakings (7,399,648) (6,965,286)
- other {11,055,066) (7,499,701)

The company has taken the exemption not to disclose fees payable o the auditor and its associates for other non-
audit services as the consolidated financial statements of the company’s parent undertaking are required to disclose
such information on a consolidated basis.

The comparative figures for the 52 week period ended 24 November 2006 have been restated to conform to the

current period presentation of management fees charged by and to group undertakings, see note 9 for further
explanation.

INTEREST PAYABLE AND SIMILAR CHARGES

53 week period 52 week period

ended 30 November ended 24 November

2007 2006

US$°000 US$’000

Payable to parent undertakings 1,145,899 946,772
1,145,899 946,772

Interest payable and similar charges payable to parent undertakings arise on subordinated loans repayable within
five years otherwise than by instalments.
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007 -

DIRECTORS’ EMOLUMENTS
53 week period 52 week period
ended 30 November ended 24 November
2007 2006
US$’000 US$"000
Aggregate emoluments 47,739 25,862
Company pension contributions to money purchase
schemes 70 89
47,809 25,951
US$’000 US$'000
Highest paid director: :
Appregate emoluments and benefits 23,442 13,415
Company pension contributions to money purchase
schemes - 1
Accrued pension at end of year - 9

In accordance with the Companies Act 1985, directors’ emoluments represent the proportion of total emoluments
paid or payable in respect of qualifying services only. Directors also receive emoluments for non-qualifying
services which are not required to be disclosed. Certain directors of the company also received options over
shares in the ultimate parent company which is registered outside the United Kingdom. Eight persons, who were
directors for some or all of the period or who were approved thereafter, are members of the defined contribution
pension scheme and seven persons are members of the defined benefit pension scheme. Nine directors have been
granted shares in respect of long term incentive schemes. One director has exercised options.

STAFF COSTS

The average number of employees of the company, including directors, is analysed below:

53 week period 52 week period
ended 30 November ended 24 November
2007 2006
Number Number
{restated)

Trading, sales, advisory, research and asset
management 2,959 2,630
Support, finance, operations and technology 2,530 2,249
5,489 4,879
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

STAFF COSTS (CONTINUED)

The employment costs incurred by the company, including those relating to directors, were:

53 week period 52 week period

ended 30 November ended 24 November

2007 2006

US$’000 US$’000

(restated)

Aggregate gross wages and salaries 5,167,764 4,872,142

Employer’s National Insurance Contributions 488,285 445,896
Pension costs, employer contributions to the: -

Defined contribution scheme 45,299 35,444

Defined benefit scheme 36,106 25,393

Total direct costs of employment 5,737,454 5,378,875

The company has the use of a number of individuals who are employed by affiliated entities and seconded to the
company. Following the adoption of FRS20, the company has also reconsidered which individuals and associated
costs are included within headcount and related staff costs disclosure. It has, therefore, made a decision to reflect
these seconded individuals in the disclosure of headcount and related staff costs as the directors consider this
provides a more meaningful representation of the company's staff costs. Accordingly, the prior period
comparatives relating to the average number of employees and staff costs for the 52 week period ended 24
November 2006 have been restated accordingly.

Pension schemes

The company operates an open pension plan with a hybrid structure (“the Pian’), having both defined benefit and
defined contribution sections. A full actuarial valuation of the Plan was carried out by a qualified independent
actuary as at 1 December 2006 using the projected unit funding method and updated to 30 November 2007. The
asset and liability figures shown below have been calculated as a proportion of the total Plan assets and liabilities,
based on the company’s proportion of the active membership as advised at the start and end of the year.

The major financial assumptions used by the actuary underlying the funding of the Plan which had the most
significant effect on the pension cost are set out below:

30 24 25 26 28,

November November November November November

2007 2006 2005 2004 2003

% per % per % per % per % per

annum annum annum annum annum

Discount rate 6.00 4,95 4.90 5.25 5.60

Rate of increase in salaries 5.50 5.10 4.85 480 4,75
Rate of increase in pensions

{post-30 Novernber 1996 accrual) 3.50 3.10 2.85 2.80 275

Rate of price inflation 3.50 3.10 2.85 2.80 2.75
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007
STAFF COSTS (CONTINUED)

The assets in the Plan attributable to the company and the expected rates of return were:

36 November 2007

24 November 2006 25 November 2005
Expected rate Market Expected rate Market Expected rate  Market
of return value of return value of returm value
% p.a. US$m % p.a. US$m % p.a. US$m
Equities 8.4 271.7 7.9 266.5 8.1 2294
Bonds 4.7 35.8 4.4 26.8 4.9 23.5
Hedge funds 74 42.0 6.8 29.0 6.7 22.3
Cash and reinvested cash 5.4 240.8 44 107.8 37 40.4
Total market value of
assets 590.3 430.1 315.6
Present value of scheme
liabilities {698.5) (546.0)
Deficit in the scheme (108.2) (115.9)
Related deferred tax asset 30.3 34.3
Net pension deficit (77.9) (81.1)
Analysis of amounts charged to operating profit
53 week period ended 52 week period ended
30 November 2007 24 November 2006
US$m US$m
Current service cost 73.1 455
Total charged to operaling profit 73.1 45.5
Analysis of the amount credited to net finance income
53 week period ended 52 week period ended
30 November 2007 24 November 2006
US$m US$m
Interest on pension plan liabilities 27.8 19.4
Expected return on assets in the pension plan (30.6) {24.2)
Net credit to net finance income 2.8) {4.8)
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GOLDMAN SACHS INTERNATIONAL

(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

STAFF COSTS (CONTINUED)

Analysis of amounts recognised in the statement of total recognised pains and losses

Gain on assets

Experience loss on liabilities

(Gain) / loss on changes of assumptions
(financial and demographic)

Total (gain} / loss recognised in statement of total
recognised gains and losses before adjustment for tax

Movement in deficit during the period

53 week period ended 52 week period ended
30 November 2007 24 November 2006
US$m US$m

(66.8) 47.5)

387 304

(18.4) 29.4

{46.5) 12.3

53 week period ended

52 week period ended

30 November 2007 24 November 2006
US$m US$m
Deficit in the scheme at beginning of the period (115.9) 571
Current service cost (73.1) 45.5)
Contributions 40.3 35
Other finance income 2.8 43
Actuarial gain / (loss) 46.5 (12.3)
Foreign exchange losses on translation of deficit (8.8) (8.7)
Deficit in the scheme at end of the period (108.2) (115.9)
A history of experience gains and losses are as follows:
30 November 24 November 25 November 26 November 28 Novemher
2007 2006 2005 2004 2003
{Gain) / loss on plan
assets:
Amount US$(66.8)m US$(47.5)m US$(22.9)m US$16.2m US$(4.7)m
% of plan assets at end of
the period 11.3% 11.0% 7.3% 5.8% 2.0%
Experience loss / (gain)
on plan liabilities:
Amount US$38.7m US$30.4m US$(9.9)m US$(7.8)m US$(5.9)m
% of plan liabilities at end
of the period 5.5% 5.6% 2.7% 2.4% 2.6%
Total actuarial (gain} /
loss recognised in
statement of total
recognised gains and
losses:
Amount US$(46.5)m US$12.3m US$15.2m US$45.7m US$13.2m
% of plan liabilities at end
of the period 6.7% 2.3% 4.1% 14.2% 5.8%
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

10.

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

SHARE-BASED PAYMENTS

Stock incentive plan

GSI's ultimate parent company, The Goldman Sachs Group, Inc., sponsors a stock incentive plan, The Goldman
Sachs Amended and Restated Stock Incentive Plan (‘the Amended SIP’), which provides for grants of incentive
stock options, non-qualified stock options, stock appreciation rights, dividend equivalent rights, restricted stock,
restricted stock units, awards with performance conditions and other share-based awards.

During the year, the group issued RSUs and options to the employees of GSI.
Other compensation arrangements

The group has a discount stock program through which eligible senior executives may acquire restricted stock
units at an effective 25% discount. The 25% discount is effected by an additional grant of restricted stock units
equal to one-third of the number of restricted stock units purchased by qualifying participants. The purchased
restricted stock units are 100% vested when granted, but the shares underlying them are not able to be sold or
transferred (other than to satisfy tax obligations) before the third anniversary of the grant date. The shares
underlying the restricted stock units that are granted in order to effect the 25% discount will generally vest in equal
instalments on the second and third anniversaries following the grant date and will not be transferable before the
third anniversary of the grant date. Compensation expense related to these restricted stock units is recognised over
the vesting period.

Restricted stock units

The group issued restricted stock units to GSI's employees under the Amended SIP, primarily in connection with
year-end compensation and acquisitions. Restricted stock units are valued based on the closing price of the
underlying shares at the date of grant. Period end restricted stock units generally vest as outlined in the applicable
restricted stock unit agreements and deliver shortly after the third anniversary of the grant date. All employee-
restricted stock unit agreements provide that vesting is accelerated in certain circumstances, such as upon
retirement, death and extended absence. Of the total restricted stock units outstanding as at 30 November 2007
and 24 November 2006, (i) 6.3 million units and 6.7 million units, respectively, required future service as a
condition to the delivery of the underlying shares of common stock and (ii) 11.6 million units and 8.9 million units,
respectively, did not require future service. In all cases, delivery of the underlying shares of common stock is
conditioned on the grantees satisfying certain vesting and other requirements outlined in the award agreements.
The activity related to these restricted stock units is set forth below:

30 November 2007 24 November 2006
No. of RSUs No. of RSUs

No future Future No future Future

service service service service

requirement requirement  requirement  requirement

Outstanding at the beginning of the period 8,885,138 6,727,195 5,727,929 7,116,346
Granted during the period 3,122,125 2,616,383 2,625,142 2,160,632
Forfeited during the period (55,920) (302,78 (42,782) (232,223)
Delivered during the period (2,985,099 - (1,837,424) -
Transferred in / (out) during the period 5,171 (91,550) - 94,714
Vested during the period 2,657,006 (2,657,006) 2,412,273 (2,412,274)
Qutstanding at the end of the period 11,628,421 6,292,241 8,885,138 6,727,195

The weighted average fair value of the equity instruments granted during the 53 week period ended 30 November
2007 year was $224.62 (52 week period ended 24 November 2006: $197.75).
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10.

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

SHARE-BASED PAYMENTS (CONTINUED)
Stock options

Stock options granted to employees generally vest as outlined in the applicable stock option agreement and first
become exercisable on or after the third anniversary of the grant date. Period end stock options for the 53 week
period ended 30 November 2007 and 52 week period ended 24 November 2006 become exercisable in January
2011 and January 2010, respectively, and expire on 24 November 2017 and 25 November 2016, respectively.
Shares received on exercise prior to January 2013 for period end 3¢ November 2007 options and January 2011 for
period end 24 November 2006 options cannot be sold, transferred or otherwise disposed of until January 2013 and
January 2011, respectively. All employee stock option agreements provide that vesting is accelerated in certain
circumstances, such as upon retirement, death and extended absence, In general, all stock options expire on the
tenth anniversary of the grant date, although they may be subject to earlier termination or cancellation under
certain circumstances in accordance with the terms of the Amended SIP and the applicable stock option agreement.

The activity related to these stock options is set forth below:

30 November 2007 24 November 2006

Weighted Weighted

No. of average No. of average

share options  exercise price  share options exercise price
QOutstanding at the beginning of the period 8,144,615 87.50 13,132,231 81.05
Granted during the period 502,868 - 204.16 344,443 199.84
Forfeited during the period (19,532) 65.18 (59,614) 86.07
Transferred in / (out) during the period - - (3,648) 96.08
Exercised during the period (2,273,628) 71.67 (5,266,491) 78.78
Expired during the period - - (2,306) 75.06
QOutstanding at the end of the period 6,354,323 100.32 8,144,615 §7.50
Exercisable at the end of the period 5,218,293 §2.01 7,252,935 §0.10

For those options exercised during the period, the weighted average share price at the date of exercise was $211.69
(24 November 2006: $145.91). The weighted average fair value of options granted during 2007 and 2006 was
$51.04 per option and $49.96 per option, respectively. The weighted average share price at the daie of grant was
$204.16 (24 November 2006: $199.84).

The options outstanding as at 30 November 2007 and 24 November 2006 are set forth below:

Weighted Weighted

average average

No. of remaining No. of " remaining

share options  contractual life  share options  contractual life

Exercise price outstanding (years) outstanding (years)

$45.00 - $59.99 721,354 1.50 1,321,482 2.50

$75.00 - $89.99 2,193,793 3.89 3,117,479 49|

$90.00 - $104.99 2,303,146 4.08 3,072,490 5.16

$120.00 - $134.99 288,720 8.00 288,720 9.00

$195.00 - $209.99 847,310 9.59 344 444 10.00
Qutstanding at the end of the period 6,354,323 8,144,615
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GOLDMAN SACHS INTERNATIONAL
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10.

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

SHARE-BASED PAYMENTS (CONTINUED)

Fair value was estimated as of the grant date based on a Black-Scholes option-pricing model using the following
weighted average assumptions:

30 November 2007 24 November 2006

Risk-free interest rate 4.0% 4.6%
Expected volatility 35.0% 215%
Dividend yield 0.7% 0.7%
Expected life 7.5 years 7.5 years

The expected volatility assumption is determined by management based on implied volatility data for listed
options on The Goldman Sachs Group, Inc. common stock. This information is typically not available for the full
term of the options which have been granted. Accordingly, management estimates longer dated volatilities using a
combination of available market data for these shorter dated listed options and other implied volatility data for
comparable entities and / or benchmark indices.

The common stock underlying the options granted during the 53 week period ended 30 November 2007 and the 52
week period ended 24 November 2006 is subject to sales restrictions for a period of two years and one year,
respectively, from the date the options become exercisable. The value of the common stock underlying the options
granted during the periods ended in 30 November 2007 and 24 November 2006 has been discounted by 24.0% and
17.5%, respectively, to reflect these sales restrictions. The 7.5 years expected life of the options reflects the
estimated impact of these sales restrictions on the life of the awards.

GSI recorded expenses of $1,02Im for the 53 week period ended 30 November 2007 (52 week period ended 24
November 2006: $851m) related to the amortisation of equity awards. The corresponding credit to equity has been
transferred to liabilities as a result of the terms of the intercompany agreements with the group.
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GOLDMAN SACHS INTERNATIONAL
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

TAX ON PROFIT ON ORDINARY ACTIVITIES

(a) Analysis of tax charge for the period:

53 week period 52 week period
ended 30 November ended 24 November
2007 2006
US$’000 US$’000
Current tax:
UK corporation tax at 30% — current period 819,998 642,274
Adjustments in respect of previous periods (13,911) 28,723
Overseas taxation 105,755 60,472
Total current tax (see note 11(b)) 911,842 731,469
Deferred tax: .
Provisions and other timing differences (180,512) (515,201)
Effect of decreased tax rate on opening asset 54,181 -
Adjustments in respect of previous periods 2,334 (32,136)
Total deferred tax (see note 19) (123,997) (547,337)
Tax charge on profit on ordinary activities 787,845 184,132

{b) Factors affecting tax charge for the period

The current tax assessed for the current period is higher than the standard rate of corporation tax in the UK of 30%
(24 November 2006: 30%). The differences are explained below:

53 week period 52 week period
ended 30 November ended 24 November
2007 2006
US$’000 US$’000
(Restated)
Profit on ordinary activities before tax 2,743,781 595,591
Profit on ordinary activities multiplied by standard rate
in the UK 30% 823,134 178,677
Expenses disallowed for the purposes of tax 40,340 4,907
Accelerated capital allowances and other timing
differences (6,756) 34,183
Timing differences in respect of equity-based
compensation 221,471 467,768
Permanent differences . (64,893) (34,618)
Pension contribution relief in excess of net pension .
cost charge 11,615 11,658
Tax losses surrendered from group entities for $ nil
consideration (115,624) -
Exchange differences and other 16,466 40,171
Adjustment to tax in respect of prior years (13,911) 28,723
Current tax charge for the period 911,842 731,469

The timing differences in respect of equity-based compensation comprises the net tax effect of the amounts
charged to the profit and loss account during the period and those amounts paid to the employees during the
period.

The prior period comparatives have been restated to comply with the current period presentation.
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13.

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

TANGIBLE FIXED ASSETS

The movements in tangible fixed assets during the period were as follows:

Fixtures,
Leasehold fittings & Motor
improvements equipment vehicles Total
US$’000 US$’000 US$’000 US$000
COST
At 24 November 2006 8,841 1,765 16 10,622
Additions 8,135 4,815 - 12,950
Disposals (1,532) (247 - (1,779
At 30 November 2007 15,444 6,333 16 21,793
DEPRECIATION
At 24 November 2006 7,185 936 16 8,137
Charge for period (note 6) 3,019 611 - 3,630
Disposals (1,532) (211) - (1,743)
At 30 November 2007 8,672 1,336 16 10,024
NET BOOK VALUE
At 30 November 2007 6,772 4,997 - 11,769
At 24 November 2006 1,656 829 . 2,485
FIXED ASSET INVESTMENTS
(a) Shares in subsidiary undertakings
Cost and Net Book Value US$000
At 24 November 2006 and at 30 November 2007 50

The subsidiaries over which the company exercises control at the period end are listed below:

Namte of company Country of Holding and Number of Classof Nature of
incorporation proportion of shares in shares business
voling rights issue held
Ordinary  Financial
Goldman Sachs Europe Limited Jersey 100% 100 shares services
Ordinary
GS Global Funding (UK) Great Britain 100% 2 shares Dormant
Goldman Sachs Securities Ordinary  Nominee
{Nominees) Limited Great Britain 100% 2 shares company

Ordinary  Financial
Goldman Sachs (Jersey) Limited Jersey 100% 50,000 shares services
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NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

13. FIXED ASSET INVESTMENTS (CONTINUED)

(b) Other investments other than loans

US$’000
COST
At 24 November 2006 2,907
Transfers out of fixed asset investments (1,095)
At 30 November 2007 1,812
AMORTISATION
At 24 November 2006 40
Charge for period (note 6) ’ 6
At 30 November 2007 46
NET BOOK VALUE
At 30 November 2007 1,766
At 24 November 2006 2,867

(¢) Other investments other than loans primarily consists of exchange memberships.
The company has interests in a2 number of special purpose vehicles and capital-guaranteed funds considered
by the directors to be quasi-subsidiaries which do not meet the definition of a legal subsidiary, but give rise to

the risks and rewards that are, in substance, no different than if they were legal subsidiaries.

The activities of these special purpose vehicles and the capital-guaranteed funds consist of the issuance of
loan notes under the terms of a repackaging programme.

These vehicles are consolidated in the financial statements of Goldman Sachs Group Holdings (U.K.).
(d) The directors consider that the value of investments in subsidiary undertakings and other investments other
than loans is not less than their book value.
14, TRADING INVENTORY
Trading inventory comprises financial instruments and investments within the trading activities of the company,
Included within trading inventory are amounts in respect of shares in group undertakings that were created solely

with a view to resale and form part of the trading activities.

The details of these group undertakings are as follows:

Name of company Country of Holding and Number of  Class of shares  Nature of
incorporation proportion of sharesin held business
voting rights issue
Amagansett Financing _ Great Britain 100 % 706,343 Preference shares Financial services

15. SECURITIES PURCHASED UNDER AGREEMENTS TO RESELL

Included within the resale agreements are amounts of US$22,387,802,000 (24 November 2006:
1/5$24,488,066,000) which relate to group undertakings.
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17.

18.

19.

NOTES TO THE FINANCIAL STATEMENTS — 30 NOVEMBER 2007

DEBTORS
30 November 2007 24 November 2006
US$°000 US$’000
Deposits as collateral for stock borrowed 8,042,592 5,669,494
Amounts due from broker / dealers and customers 143,098,569 80,950,137
Amounts due from parent and group undertakings 176,507,247 144.220,910
Deferred tax (note 19) ) 1,272,578 1,161,591
Other debtors 112,239 ‘ 39,073
Prepayments and accrued income 89,143 55,849
329,122,368 232,097,054

Of the amount due from parent and group undertakings, US$24,804,000 (24 November 2006: US$36,045,000) is
due in more than one year. This relates to [PO awards and equity-based employee compensation. The remaining
debtors are all due within one year of the balance sheet date.

CASH AT BANK AND IN HAND

Included within cash at bank and in hand is US$16,955,366,000 (24 November 2006: US$9,050,403,000) that is
held on behalf of clients in segregated accounts.

SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Included within the repurchase agreements are amounts of US$20,828,101,000 (24 November 2006:
US$13,268,438,000) which relate to group undertakings.

DEFERRED TAX

30 November 2007 24 November 2006
US$°000 US$’000
Deferred tax balance comprises (note 16):
Depreciation in excess of capital allowances 10,602 11,454
Post-retirement benefits 30,291 34,780
Other timing differences 1,231,685 1,115,357
1,272,578 1,161,591
US$°000
The movements in the deferred tax balance were as
follows:
At 24 November 2006 1,161,591
Transfer to the profit and loss account for the period
{note 1 l{a)) 123,997
Transfer to the statement of total recognised gains and
losses for the period (13,010)
At 30 November 2007 1,272,578

Other timing differences includes deferred tax in respect of equity-based compensation,

The directors consider that future profits will be available against which the deferred tax asset can be recovered.
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21.

NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

OTHER CREDITORS

Other creditors, all of which are payable within one year of the balance sheet date, comprise:

Bank loans and overdrafts

Debt securities issued

Deposits received as collateral for stock loans

Amounts due to broker / dealers and customers

Amounts due to parent and group undertakings

Amounts due to subsidiary undertakings

Accrual for management charges payable to parent and
group undertakings (see note 21{c))

Corporation tax payable

Other taxes and social security costs

Other creditors and accruals

30 November 2007 24 November 2006
US$’000 US$'000
378,373 224,123

17,134,497 11,433,547
58,273,565 41,473,775
135,489,608 84,103,673
108,592,917 97,223,551
10,411 8.593
1,941,637 1,766,577
209,865 171,659
295,485 193,339
1,641,164 1,171,309
323,967,522 237,770,146

Of the above, US$58,273,565,000 (24 November 2006: US$41,473,775,000) is secured by marketable securities.

CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR

30 November 2007 24 November 2006

US$’000 US$°000

Long-term subordinated loans {note (a)) 19,913,000 18,063,000

Debt securities issued (note (b)) 1,067,217 617,965
Accrual for management charges payable to parent and

group undertakings (note (c)) 2,190,007 1,648,284

23,170,224 20,329,249

{a) The amounts outstanding at 24 November 2006 and 30 November 2007 include long-term subordinated loans
from parent undertakings. The loans are unsecured and carry interest at a margin over the London Inter-Bank
Offer Rate (‘LIBOR’). Long-term subordinated loans of US$19,913 million (24 November 2006:
US$18,063 million) constitute regulatory capital as approved by the FSA. Of the US$19,913 million,
US$17,585 million is repayable upon giving or receiving at least two years’ notice to or from the parent
undertaking and US$2,328 million is repayable upon giving or receiving at least five years’ notice to or from
the parent undertaking. The repayment of subordinated debt is also subject to FSA approval.

(b) The maturity of debt securities issued due after more than one year is as follows:

30 November 2007 24 November 2006

US$’000 US$'000

In more than one year, but not more than two years 28,106 503,811
In more than two years, but not more than five years 34,893 27,333
In more than five years 1,004,218 86,821
1,067,217 617,965

Of the US$1,067 million repayable after more than one year US$659 million is repayable to group
undertakings. .

(c) The accrual for management charges (per above and note 20) is in respect of RSUs and Long-Term Incentive
Plans.
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PROVISION FOR LIABILITIES AND CHARGES

US$’000
At 24 November 2006 25,000
Charged to profit and loss account 15,000
At 30 November 2007 40,000

The provision of US$40,000,000 was made in respect of legal claims made against the company, Further details
relating to these claims have not been disclosed as permitted by accounting standard FRS 12, ‘Provisions and
Contingent Liabilities’, on the grounds that it would be seriously prejudicial to do so.

SHARE CAPITAL

At 24 November 2006 and 30 November 2007 share capital comprised:

30 November 2007 24 November 2006
No. US$’ 000 No. US$’000
Authorised
Ordinary shares of US$1 each 950,000,000 950,000 950,000,000 950,000
Class A preference shares of US$0.01 each 1,500,000,000 15,000 1,500,000,000 15,000
Class B preference shares of US$0.01 each 500,000,000 5,000 500,000,000 5,000
970,000 970,000
Allotted, called up and fully paid
Ordinary shares of US$1 each 486,530,604 486,531 474,758,760 474,759
Class A preference shares of US$0.01 each 958,659,363 9,586 958,659,363 9,586
Class B preference shares of US$0.01 each 227,906,977 2,279 227,906,977 2,279
498,396 486,624

The class A and class B preference shares carry limited voting rights and on a winding up the holders have a
preferential right to return of capital together with any premium. Class A preference shares have a fixed non-
cumulative dividend payable at a rate of 8 cents per share per annum. Class B preference shares have a fixed non-
cumulative dividend at a rate of 10 cents per share per annum.

On 30 November 2007, | !,654,!26 ordinary shares of US$1 each were allotted at US$12.36 to Goldman Sachs
Holdings (U.K.) and 117,718 ordinary shares of US$1 each were allotted at US$12.36 to Goldman Sachs Group

Holdings (U.K.). The total consideration received was US$145,500,000 in cash incorporating a share premium of
US$133,728,156.

These share issues were in order to increase the company’s regulatory capital to support ongoing business
activities.
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RECONCILIATION OF MOVEMENTS IN TOTAL SHAREHOLDERS’ FUNDS AND

MOVEMENTS ON RESERVES
Capital
Called up Share reserve
share premium {non-  Profit and
capital account distributable) loss account Total
US$°000 US$'000 US$’000 US$’000 US$’000
At 26 November 2005 175,273 2,210,929 17,286 2,530,453 4,933,941
Profit for the financial year - - - 411,459 411,459
Other recognised gains and
losses for the period - - - (8,576) (8,576)
Dividends paid (note 25) - - - (99,483) (99,483)
Share-based payments
(note 10) - - - 851,386 851,386
Management recharge related
to share-based payments - - - (851,386) (851,386)
Shares issued 311,351 263,149 - - 574,500
At 25 November 2006 486,624 2,474,078 17,286 2,833,853 5,811,841
Profit for the financial year - - - 1,955,936 1,955,936
Other recognised gains and
losses for the period - - - 33,455 33,455
Dividends paid (note 25) - - - (399,483) (399.483)
Share-based payments
(note 10) - - - 1,020,895 1,020,895
Management recharge related
to share-based payments - - - (1,020,895) (1,020,895)
Shares issued (note 23) 11,772 133,728 - - 145,500
At 30 November 2007 498,396 2,607,806 17,286 4,423,761 7,547,249
Pension reserve
30 November 2007 24 November 2006
US$°000 US$’000
Profit and loss reserve excluding pension deficit 4,531,942 2,949,785
Pension reserve (108,181) {115,932)
Profit and loss reserve 4,423,761 2,833,853
DIVIDENDS PAID
30 November 2007 24 November 2006
US$°000 US$°000
US$1 Ordinary shares 300,000 -
US$0.01 Class A fixed rate preference shares 76,693 76,693
US$0.01 Class B fixed rate preference shares 22,790 22,790
399,483 99,483 .
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NOTES TO THE FINANCIAL STATEMENTS - 30 NOVEMBER 2007

FINANCIAL RISK MANAGEMENT

Normal trading activities expose the company to market, credit, and liquidity risk. These risks, described below,
are managed in accordance with established risk management policies and procedures.

The Goldman Sachs Group, Inc. manages market, credit and liquidity risk on a consistent basis, firmwide.
Consequently, GSI, as part of a global group, adheres to global risk management policies and procedures.

We seek to monitor and control our risk exposure through a variety of separate, but complementary, financial,
credit, operational, compliance and legal reporting systems. In addition, a number of global, regional and entity
committees are responsible for monitoring risk exposures and for general oversight of our risk management
process. These committees meet regularly and consist of senior members of both our revenue-producing units and
departments that are independent of our revenue-producing units. In addition to the committees, functions that are
independent of the revenue-producing units, such as Compliance, Finance, Legal, Management Controls (Internal
Audit) and Operations, perform global risk management functions, which include monitoring, analysing and
evaluating risk.

(a) Market risk

The potential for changes in the market value of our trading and investing positions is referred to as market
risk. Such positions result from market making, specialist and proprietary trading, investing and underwriting
activities. Categories of market risk include exposures to interest rates, equity prices, currency rates and
commodity prices. A description of each market risk category is set forth below:

s interest rate risks primarily result from exposures to changes in the level, slope and curvature of the yield
curve, the volatility of interest rates, mortgage prepayment speeds and credit spreads;

e  equity price risk results from exposure to changes in prices and volatilities of individual equities, equity
baskets and equity indices; and )

e currency rate risks result from exposures to changes in spot prices, forward prices and volatilities of
curtency rates.

We seek to manage these firmwide risks through diversifying exposures, controlling position sizes and
establishing hedges in related securities or derivatives. The ability to manage an exposure may, however, be
limited by adverse changes in the liquidity of the security or the related hedge instrument and in the
correlation of price movements between the security and the related hedge instrument.

Firmwide market risk limits are monitored on a daily basis by the Finance Division and are reviewed regularly
by the appropriate risk committee.

In addition to applying business judgement, senior management uses a number of quantitative tools to manage
our exposure to market risk. These tools include:

e risk limits based on a summary measure of market risk exposure referred to as Value-at-Risk (‘VaR’)
which are updated and monitored on a daily basis. VaR represents the potential loss in value of the
company’s trading positions due to adverse market movements over a defined time horizon with respect
to a specified confidence level;

e scenaric analyses, stress tests and other analytical tools that measure the potential effects on our trading
net revenues of various market events, including, but not limited to, a large widening of credit spreads, a

substantial decline in equity markets and significant moves in selected emerging markets; and

* inventory positions limits for certain business units (determined at a firmwide level).
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26. FINANCIAL RISK MANAGEMENT (CONTINUED)

{b) Credit risk

(c)

Credit risk represents the loss that we would incur if a counterparty or an issuer of securities or other
instruments we hold fails to perform under its contractual obligations to us or upon a deterioration in the credit
quality of third parties whose securities or obligations we hold.

To reduce our credit exposures, we seek to enter into netting agreements with counterparties that permit us to
offset receivables and payables with such counterparties. In addition, we attempt to further reduce credit risk
with certain counterparties by:

s enlering into agreements that enable us to obtain collateral from a counterparty or to terminate or reset the
terms of the transactions after specified time periods or upon the occurrence of credit related events;

+ seeking third-party guarantees of the counterparty’s obligations; and
e through the use of credit derivatives and other structures and techniques.

For most businesses, counterparty credit limits are established by the Credit Department, which is independent
of the revenue-producing departments, based on guidelines set by the Firmwide Risk Committee and the
Credit Policy Commitiee. For most products, we measure and limit credit exposures by reference to both
current and potential exposure. We typically measure potential exposure based on projected worst case
market movements over the life of the transactions. For collateralised transactions, we also evaluate potential
exposure over a shorter collection period and give effect to the value of the collateral received. We further
seek to measure credit exposure through the use of scenario analyses, stress tests and other quantitative tools.
Our global credit management systems monitor current and potential credit exposure to individual
counterparties and on an aggregate basis to counterparties and their affiliates. These systems also provide
management, including the Firmwide Risk and Credit Policy Committees with information, regarding overall
credit risk by product, industry sector, country and region.

Liquidity risk

Liquidity is of critical importance to companies in the financial services sector. Accordingly, the company
has in place a comprehensive set of liquidity and funding policies that are intended to maintain significant
flexibility to address both firmwide-specific and broader industry or market liquidity events. Qur principal
objective is to be able to fund the company and to enable our core business to continue to generate revenue
under adverse circumstances.

Management has implemented a number of policies according to the following liquidity risk management
framework:

e excess liquidity — maintain substantial excess liquidity to meet a broad range of potential cash outflows in
a stressed environrment including financing obligations;

*  asset liability management — ensure that we fund our assets with appropriate financing; and

® crisis planning - ensure all funding and liquidity management is based on stress-scenario planning and
feeds into our liquidity crisis plan.
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27. FINANCIAL COMMITMENTS AND CONTINGENCIES

28.

29.

{a) The company’s only financiai commitments and contingencies outstanding at the period end arise from letters
of credit and forward foreign exchange, swaps, options, financial futures contracts, debt and equity forwards

(b)

and underwriting commitments entered into in the ordinary course of business.

In addition, there are

registered charges on the company’s assets which have arisen in the ordinary course of business.

The company leases certain buildings on long-term leases. Under these leases, which are subject to
renegotiation at various intervals specified in the leases, the company pays all insurance, maintenance and
repairs of these properties. The rentals that the company is committed to pay in the next year are as follows:

30 November 2007 24 November 2006
US$'000 US$°000

Maturity of lease:
Less than one year 788 1,361
Between one and two years 2,106 76
Between two and five years 898 3,127
Over five years 122,584 125,633
' ' 126,376 130,197

RELATED PARTY DISCLOSURES

Under the terms of paragraph 3(c} of FRS 8, ‘Related Party Disclosures’, the company is exempt from disclosing
transactions with fellow group companies. There were no other related party transactions requiring disclosure.

ULTIMATE AND IMMEDIATE PARENT UNDERTAKINGS

The immediate parent undertaking is Goldman Sachs Holdings (U.K.), and the parent company of the smallest
group for which consolidated financial statements are prepared is Goldman Sachs Group Holdings (U.K.), a
company incorporated in Great Britain and registered in England and Wales.

The ultimate parent undertaking and the parent company of the largest group for which consolidated financial
statements are prepared is The Goldman Sachs Group, Inc., a company incorporated in the United States of
America. Copies of its accounts can be obtained from 85 Broad Street, New York, NY (0004, United States of
America, the group’s principal place of business.
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