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The difficult business and economic climate throughout much

of the world in 2002 produced unprecedented challenges for
both users and providers of capital. It also created unexpected
opportunities for those who were able to seize them.

For Goldman Sachs, our clients’ expectations were high:
clarity at a time of uncertainty, strategies to bolster liquidity today
and growth tomorrow, and prompt execution on their behalf
despite troubled markets.

Certain characteristics define Goldman Sachs, our people and how we do business:

We focus on our clients and their best interests and outcomes;

We work as a team because the whole really is greater than the sum of its parts; and

We are determined to turn adverse market conditions into future opportunities.

We cannot control external forces but we always strive to meet
our own high standards of professionalism, excellence and integrity,
regardless of the environment. The results are long-term client
relationships that span geographies and decades, and a position of
leadership within global markets that is the foundation for success
in the years to come.
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Fellow Shareholders:

It was a challenging year for Goldman Sachs.
The business environment was perhaps the most
difficult in recent history, marked by weak or
negative growth throughout much of the world,
international uncertainty, the third consecutive
year of broad equities market declines and the
continued aftermath of the technology/telecom-
munications bubble collapse.

As a firm, we cannot control the external
forces that shape the business climate, What we
can control is how we manage our business and
execute our strategy. On those terms, Goldman
Sachs’ 2002 results demonstrated the firm’s
resilience and ability to produce a solid perform-
ance for shareholders.
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Net earnings for the year were $2.11 billion,
on total net revenues of $13.99 billion. Earnings
per diluted share were $4.03, down 5% from 2001.
Return on shareholders’ equity was 11% for the
year, and return on tangible shareholders’ equity
was 15%. Evident in this performance were both
the strength and diversity of the Goldman Sachs
franchise and our discipline concerning expense
reduction. This performance also reflected, as it
has throughout the 133 years since the firm’s
founding, in good times and bad, the quality of
the people of Goldman Sachs and their ability to
develop and execute business.




BUSINESS RESULTS

Investment banking activity and net revenues for
the industry declined throughout the year. Those
declines are clearly seen in our investment banking
results, although relative performance remained
strong. Once again, Goldman Sachs ranked first
in announced and completed global mergers and
acquisitions, and we advised on seven of the ten
largest deals completed during 2002.%" We were
also the leading underwriter of global public equity
offerings in 2002, and ranked second in global
initial public offerings.”!

Within our Trading and Principal Investments
business, Fixed Income, Currency and Commodities
(FICC) produced record net revenues for the firm,
demonstrating the ability to serve clients and take
risk prudently. In particular, we were able to avoid
significant credit losses as the business environment
deteriorated and spreads widened. Performance
was strong across most of our FICC businesses,
particularly in currencies, mortgages and fixed
income derivatives. Net revenues declined in our
Equities trading business, reflecting weaknesses
in global equities markets in what continues to be
a very difficult environment. At the same time,
however, we continued to strengthen our equities
franchise in the most important trading centers
across the globe. And, as a result of the fuller
integration of Spear, Leeds & Kellogg, we are truly
at the cutting edge of technology-driven innovation
and efficiency. Principal Investments had another
disappointing year, with further declines in the
value of several technology and telecom investments
more than offsetting favorable results from the real
estate portfolio. During the year, however, we were
successful at finding a number of very attractive
investments in which to participate, and we
continue to believe this is a particularly good time
to be an active investor.

Asset Management and Securities Services
continued its strong performance in 2002. Despite
significant equities market depreciation, assets
under management declined only slightly, reflect-
ing net inflows. This is, we believe, an affirmation
of our investment track record as well as our
focus on client service.

Letter ta Shareholders

MANAGEMENT DISCIPLINE

In response to the difficult operating environment,
we reduced operating expenses by 11% from the
prior year’s level. Non-compensation expenses were
pared back and we made painful but necessary
reductions to our workforce, taking great care
not to impair our ability to compete today or in
the future. Compensation is, of course, our largest
expense and we imposed rigorous discipline in
making 2002 bonus awards. Most professionals
saw reductions in total compensation, starting
with the firm’s senior management.

Finally, we took important steps throughout
2002 to refocus the entire Goldman Sachs organi-
zation on our business principles, which begin
and end with an absolute insistence on integrity.
In particular, we have a major continuing initiative
aimed toward insuring that we exhibit unimpeach-
able professionalism in everything we do and
reinforcing our culture. That culture, with its
emphasis on client service, teamwork, strict
compliance and excellence, is our greatest strength,
but it requires constant reinforcement, particularly
in difficult markets and under adverse conditions.
Safeguarding our culture will continue to be one
of our highest priorities in 2003.

RESTORING INVESTOR CONFIDENCE

The continuing after-effects of the late 1990s
technology/telecommunications bubble posed sig-
nificant challenges to the financial markets and
our industry in 2002. The huge losses associated
with the bubble’s collapse severely affected
investor confidence—which in turn was further
shaken by the large and highly visible corporate
scandals that emerged beginning in late 2001.

All this led to a storm of public criticism and
calls for new laws and regulations. Notwithstanding
some of the rhetoric, much of the criticism has been
warranted, as are many of the regulations recently
enacted or proposed. And while it is simply wrong
to say that investment banks, such as Goldman
Sachs, created the market bubble, it is true that,
in common with much of the media, academia and
the business community, we misjudged it.
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Letter to Shareholders

The more important point, at least for us at
Goldman Sachs, is that we understand and accept
our responsibilities as one of the gatekeepers of
the financial markets. With the benefit of hindsight,
it is clear that we all could have done better.

We are committed to learning from our mistakes.
Against this backdrop, in 2002 there were dramatic
changes in the legal and regulatory environment.
The New York Stock Exchange proposed new
corporate governance listing rules. U.S. regulators
mandated CEQ and CFO certification of corporate
financial statements. Law enforcement agencies
began aggressive enforcement actions aimed at
misconduct. And the U.S. Congress passed the
Sarbanes-Oxley Act in an attempt to strengthen
confidence in U.S. corporations, accounting and
financial markets.

In the financial services industry, public scrutiny
focused on the role and quality of investment
research. Even before the public controversy of
2002 arose, we had taken a series of decisive steps,
commencing in February, to protect further the
integrity of our research and to improve its quality.
During the months that followed, we worked
closely with regulators and other investment banks
in crafting the provisional settlement announced on
December 20. While many of the new rules were
initiated primarily to protect retail investors—not
our market segment—we are determined to make
them work. In addition, we are supportive of a
proposed industry initiative that generally would
prohibit allocations of initial public offerings to
officers and directors of public companies. The
new rules for research and for IPO allocations
applicable in the U.S. may well form a template for
our industry throughout the world.

We have also attempted to play a positive role
in the debate on corporate governance, accounting
and regulatory reform, and, among other things,
participated in the development of the Sarbanes-
Oxley Act in the United States. As with the research
settlement, there are areas of the Sarbanes-Oxley
Act that need to be clarified to prevent unintended
consequences to the competitiveness of the U.S.
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capital markets. At the same time, one of the
strengths of the U.S. system has always been its
ability to respond to crisis with quick self-correc-
tion. Passage of the Sarbanes-Oxley Act was part
of that process, and we support it as an important
step towards rebuilding investor confidence.

We believe that only by putting appropriate
corporate governance mechanisms in place, and
otherwise aligning the interests of management
with shareholders, can there be sufficient focus on
shareholder interests. In that connection, we refer
you to our statement on “Promoting and Protect-
ing Shareholder Interests” that follows.

SIGNIFICANT TRANSACTIONS

On February 7, 2003, Goldman Sachs entered into
a series of related transactions with Sumitomo
Mitsui Financial Group, Inc. (SMFG) that include
an investment of ¥150.3 billion ($1.25 billion) in
convertible preferred stock of SMFG, the provision
by SMFG of credit loss protection to Goldman
Sachs and a broadening of cooperative initiatives
between our two firms. We believe these transac-
tions have strategic significance and real benefit
to both organizations and their shareholders.

For Goldman Sachs, it enables us to pursue three
important objectives. First, it deepens our participa-
tion in Japan and Japanese financial markets,
through an investment in one of that nation’s
largest and best-managed institutions. Second, the
credit protection component will enhance Goldman
Sachs’ ability to offer credit commitments to invest-
ment-grade clients while mitigating in part the
credit risk of doing so. Finally, the agreement with
SMFG extends the range of cooperative initiatives
between Goldman Sachs and SMFG, and areas

on which we anticipate working together will
include the disposition of non-performing assets,
investment banking and asset management. This
transaction is especially meaningful, given the long
and successful relationship between our firms,
including Sumitomo Bank’s historic capital invest-
ment of $500 million in Goldman Sachs initiated
in 1986.




BOARD OF DIRECTORS / MANAGEMENT CHANGES
In December, we announced that William George,
former Chairman and CEO of Medtronic, Inc., was
joining our Board of Directors. Bill fills the seat
Steve Friedman left when he retired to become
Assistant to the President for Economic Policy
and Director of the National Economic Council.
We will miss Steve’s contributions to the Board,
although we are gratified that President Bush
will have the benefit of his counsel. And we are
fortunate to gain a new director of Bill’s caliber.
Morris Chang and Meg Whitman also resigned as
directors late in 2002. We are grateful for their
dedication and insights as directors. In February
2003, in light of the announced retirement of Bob
Hurst, the Board nominated Lloyd Blankfein, a
Vice Chairman of Goldman Sachs with responsi-
bility for our securities businesses, to stand for
election to our Board of Directors at the April 1
Annual Meeting. We look forward to having
Lloyd as a new director and we thank Bob for his
contributions to our Board.

Over the past year we changed the ranks
of our senior leadership to meet the challenging
business environment and to ensure the best
possible service to our clients. Lloyd Blankfein,
Bob Steel and Rob Kaplan were appointed Vice
Chairmen and asked to take on expanded man-
agement responsibilities. In addition, Masanori
Mochida, Suzanne Nora Johnson, John Weinberg,
Gary Cohn, Chris Cole, Michael Evans, Scott
Kapnick, Peter Kraus, Eric Mindich, Tom Montag,
Eric Schwartz, Michael Sherwood and Andrew
Melnick joined the firm’s Management Committee
over the course of 2002. These individuals bring
a wealth of talent and experience and a diversity
of perspectives to the Committee.

™ Thomson Financial Securities Data— January 1, 2002 through December 31, 2002.

Letter to Shareholders

CONCLUSION
One of the most meaningful tests of individuals
and organizations is how well they handle adver-
sity. In 2002, the people of Goldman Sachs rose to
meet the challenges of the environment and events
with great distinction and considerable success.
We anticipate that the coming year will con-
tinue to be difficult, with slow growth in most of
our major markets. The international situation,
particularly in the Middle East and Asia, is of
concern to us all, and will affect market conditions
in ways that cannot be predicted. And we believe
that close scrutiny of the securities industry and its
role in the late 1990s bubble will continue.
However, there is no question that today
Goldman Sachs is a stronger firm than we were
only a year ago, and well positioned to benefit
from the broad secular forces that, despite recent
setbacks, are driving profound and lasting global
change. As a result, we have even greater confi-
dence in Goldman Sachs’ longer-term prospects
and success.

i

HENRY M. PAULSON, JR.
Chairman and
Chief Executive Officer

JOHN A. THAIN
President and
Co-Chief Operating Officer

W £ M

JOHN L. THORNTON
President and
Co-Chief Operating Officer
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Promoting and Protecting Shareholder Interests

It has never been more evident that business leaders must hold themselves and
their companies to the highest ethical and business standards. Only by putting
appropriate corporate governance mechanisms in place, and otherwise aligning
the interests of management with shareholders, will shareholder interests be
adequately promoted and protected. The discussion below is intended to inform
our shareholders and other interested parties about our philosophy and actions
in this important area. Further information concerning our corporate governance
structures is contained in our 2003 Proxy Statement and on our Web site.

On May 7, 1999, Goldman Sachs became a

public company—a profound change for the firm.

Operating as a partnership for 130 years, it had
successfully evolved from its roots as a modest,
family-owned business founded in 1869, into one of
the most prominent investment banking, securities
and investment management firms in the world.

In making the transition to a public company,
we were determined to retain the best characteris-
tics of the partnership culture that had led to our
success—a key element of which is meaningful
ownership of the firm by its people. A major pri-
ority was putting in place a strong framework of
governance and assembling a Board of Directors
that would promote and protect the interests of
our new partners, our public shareholders.

RETAINING THE STRENGTHS OF AN OWNER CULTURE
The core of the Goldman Sachs partnership was
shared long-term ownership. It shaped individual
behavior and our approach to business. The
partners were the owners of the enterprise and,
with few exceptions, they could not withdraw
their capital until they left the firm or retired.
Their interests were tied individually and collec-
tively to the well being of the firm as a whole.

As a result, there was a total alignment between
ownership and management because they were one
and the same. The leaders of virtually every busi-
ness were partners with their capital tied up in the
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firm. We are in a business where our success is in
large measure a reflection of our people and our
reputation. Every partner had a tangible interest in
strong operational and legal and ethical controls,
effective risk management methodologies and
maintaining a culture of integrity. In that regard,
we rigorously adhered to mark-to-market account-
ing to ensure that our recorded positions reflected
economic reality, And they had to because our
accounting formed the basis for determining part-
ners’ individual capital accounts and paying them
out when they retired from the firm.

We viewed our public offering as an opportu-
nity to deepen the benefits of ownership by
sharing it with all of our people. So we made the
largest stock grant to employees in history.
Approximately $5 billion of Goldman Sachs stock
was distributed to all of our employees, at all
levels in the firm. We believed that by making
all of our people owners, the firm would benefit
by strengthening the culture of ownership.

We also took steps to ensure that our people
would retain an important personal stake in
Goldman Sachs going forward. First, we estab-
lished minimum stock retention requirements for
all of our Managing Directors (currently over
1,000 individuals) based upon the shares they
received at the time of the IPO and subsequently as
a portion of their annual compensation. Today, vir-
tually all of our senior executives have the largest




part of their personal assets in Goldman Sachs
stock. Their financial success is directly tied to the
success of Goldman Sachs. We also established
compensation plans in which a significant portion
of compensation —approximately 45% for our
most highly paid people—is in the form of equity.
Today, Goldman Sachs is distinctive among large
public companies in that a very significant portion
of the firm (over one-third) is owned by its people.
Another key element in retaining the best aspects
of our partnership culture was the establishment of
a partnership compensation plan. Every two years,
we elect new partners. Those partners, who cur-
rently number about 290, are compensated by their
share of a compensation pool, which is determined
each year by the firm’s overall level of profitability.
The effect of this concept is that our most senior
managers’ compensation is directly linked to the
success of the firm as a whole. This is a unique
approach to compensation in our industry and it
encourages the firm’s leaders not to focus narrowly
on their individual businesses, but rather to work
together to maximize the success of Goldman Sachs.
At the time of the IPO, the firm was owned
principally by partners who were engaged full-
time in the business. A smaller portion was also
held by retired partners and certain institutions.
We viewed a major challenge of our transition to
a public company to be the orderly distribution of
a significant portion of these shares into the
public market, with as lictle disruption as possible,
s0 as to eliminate the market “overhang” issue
and to provide deep liquidity for our public share-
holders. With the exception of the three most
senior officers, we have encouraged our partners
to sell a portion of their shares on an orderly and
volume-limited basis. Last year, after we reached
approximately 50% public ownership, Goldman
Sachs was added to the S&P 500, perhaps the
most significant index for listed shares in the U.S.,
and an important milestone for any company,
given how many investors use it as a benchmark.

Promoting and Protecting Shareholder Interests

THE FRAMEWORK FOR GOVERNANCE:
MANAGEMENT AND THE BOARD

The leadership and oversight task for an invest-
ment bank like Goldman Sachs is a complex one.
We are one of a handful of truly global investment
banks conducting advisory, asset management and
securities sales and trading businesses around the
world, and are active in virtually every market
center. We manage considerable risk, often taking
on large capital commitments, on short notice.
Senior management must spend considerable time
with clients. Our industry is highly regulated, and
here again, the global nature of the enterprise adds
to the complexity since every jurisdiction has its
own regulatory regime or regimes.

The partners of Goldman Sachs, prior to the
IPO, delegated oversight and firmwide decision
making to a Management Committee, comprised
of the Senior Partner and a group of senior busi-
ness leaders who brought their individual skills,
technical knowledge and experience to bear col-
lectively on the major issues facing Goldman Sachs.
As a public company, management is vested in the
CEO and other senior business leaders, with a firm-
wide Management Committee continuing to assist
in the overall leadership and direction of the firm.

We believe that in view of the complex nature
of our business, the shareholders of Goldman
Sachs benefit by having a number of Management
directors—who literally know the firm from
inside out—engaged together with the outside
directors in the Board of Directors’ oversight role.
We also recognize that from a governance per-
spective, it is important that there be a substantial
majority of outside directors on our Board.

At the time of the IPO, Goldman Sachs’ Board
of Directors was comprised of seven members, five
of whom were inside directors and two of whom
were outside directors. A commitment was made to
achieve a majority of outside directors within three
to five years, which commitment was satisfied in
October 2001. We currently have five independent
outside directors and four members of Management
on our Board. We will continue to add outstanding
non-Management directors selectively and over time.
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Promoting and Protecting Sharebolder Interests

Our outside directors are first-rate, proven
leaders in their fields who have the character,
confidence and expertise to be tough-minded and
independent. They are all experienced directors
of public companies and successful leaders of
complex organizations whose complementary
backgrounds, experiences and skills make the
Board, as a whole, highly effective. The interplay
of the directors’ diverse perspectives has been
invaluable to our successful evolution as a public
company and will be vital to our continued
success. To align their interests more fully with
shareholders, the compensation of our outside
directors has been paid predominantly in equity of
Goldman Sachs, and they receive no fees from the
firm except those paid for their Board service.

THE FRAMEWORK OF GOVERNANCE:

ROLES AND RESPONSIBILITIES

The Board of Directors oversees the development
of our strategy and performance of our businesses
and Management. Management is responsible for
presenting strategic plans to the Board for review
and approval and for implementing the firm’s strat-
egy. Among the Board’s most important functions
are the selection of its Chairman and the firm’s
Chief Executive Officer. The Board does not have
a policy on whether the role of the Chairman and
CEO should be separate or combined but believes
that the current combined arrangement serves
Goldman Sachs well at this time. Other significant
Board functions, certain of which are conducted
with the assistance of one of its three committees
described below, include oversight of the integrity
of our financial statements, compliance with laws
and regulations and risk management, evaluation
of the CEQ, review of management succession,
director compensation, and the review and approval
of significant transactions.

Our directors are expected to be, and they are,
active overseers of our business. In addition to the
minimum of five formal board meetings (and the
committee meetings described below) to be held
each year, the directors are solicited for, and at their
own initiative provide, their views and counsel on
a variety of topics.
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Qur non-Management directors meet periodi-
cally in executive session. Unless they determine
otherwise, the Chairman of our Corporate Gover-
nance and Nominating Committee presides at
these meetings. The meetings provide a forum for
the free expression of views and the exchange of
ideas by our outside directors without the possible
inhibiting influence of Management directors.

The Board of Directors accomplishes a substan-
tial amount of its work through three committees:
the Audit Committee, the Compensation Committee
and the Corporate Governance and Nominating
Committee. Our Corporate Governance Guidelines
and committee charters require that all members
of these committees be “independent”—that they
have no relationship that may interfere with the
exercise of their independence from Management
and the firm. Each of these committees is author-
ized to engage whatever resources, as it deems
appropriate, without seeking approval of the
Board or Management, to discharge its duties and
responsibilities. Our strong belief is that excep-
tional independent oversight will promote and
protect shareholder interests.

Our Audit Committee consists of four inde-
pendent directors and is chaired by Lord Browne
of Madingley, who is the Group Chief Executive of
BP p.l.c., and earlier in his career had been the
Group Treasurer of BP and Chief Financial Officer
of Standard Oil Company (Ohio). The primary
purposes of the Audit Committee include assisting
the Board in its oversight of the integrity of our
financial statements, our compliance with legal
and regulatory requirements, the qualifications
and independence of our independent auditors,
the performance of our internal audit function and
independent auditors, and our management of
market, credit, liquidity and other financial and
operational risks. In addition, the Audit Committee
reviews and monitors the adequacy of the struc-
tures, policies and procedures that the firm has
developed to assure the integrity of our investment
research. During fiscal 2002, the Audit Committee
(or sub-committees thereof) held eight meetings,
including five executive sessions, two private ses-
sions with Management, and five private sessions




with each of the independent auditors and Director
of Internal Audit. Lord Browne also held five meet-
ings with the Director of Internal Audit. The
independent auditors and the Director of Internal
Audit each have free access to the Audit Committee
to discuss any matters they deem appropriate.
Our Compensation Committee consists of five
independent directors and is chaired by James A.
Johnson, a Vice Chairman of Perseus, LL.C., a
merchant banking and private equity firm, and
retired Chairman and CEO of Fannie Mae. The
primary purposes of the Compensation Committee
include assisting the Board in overseeing the devel-
opment and administration of our compensation
programs and reviewing the compensation of our
executives and, to insure consistency with the firm’s
Statement of Investment Research Principles, of our
investment research professionals, and the develop-
ment, implementation and effectiveness of our
policies and strategies relating to human capital
management. In particular, the Compensation
Committee, after reviewing in detail our CEQ’s per-
formance and taking into consideration an
evaluation by the Corporate Governance and Nom-
inating Committee, sets the CEQ’s compensation.
In consultation with the CEQ, the Committee also
determines the compensation of all of our senior
officers. In a service business, we know that
without attracting and retaining the best people, we
cannot be the best firm. Appropriate compensation
and human capital management programs are
crucial to success in this area. During fiscal 2002,
our Compensation Committee held four meetings.
In addition, Mr. Johnson met with the chairs of our
internal compensation policy committee five times.
In September 2002, we formed our Corporate
Governance and Nominating Committee, which
consists of all five of our outside independent direc-
tors and is chaired by John H. Bryan, the retired
Chairman and CEO of Sara Lee Corporation. The
primary purposes of the Corporate Governance
and Nominating Committee are to recommend
individuals to the Board for nomination, election or
appointment as members of the Board or its com-
mittees and to take a leadership role in shaping the
corporate governance of Goldman Sachs, including

Promoting and Protecting Shareholder Interests

developing and recommending to the Board and
reviewing on an ongoing basis the corporate gover-
nance principles and practices it should apply to
the firm. The Corporate Governance and Nominat-
ing Committee played a central role in developing
our Corporate Governance Guidelines and our
Code of Business Conduct and Ethics which applies
to all of our directors and the people of Goldman
Sachs worldwide. The guidelines and code were
adopted by the Board in February of this year and
are available on our Web site. Since its formation,
among its other activities, the Committee has con-
ducted an evaluation of the performance of the
Board and of our CEO and reviewed the CEO’s
management succession plan. The Committee also
has led the continuing search for individuals who
possess the exceptional qualities necessary to be
recommended for Board membership. Our newest
outside director, William George, the retired Chair-
man and CEO of Medtronic, Inc., and director
nominee Lloyd Blankfein, a Vice Chairman of the
firm with responsibility for our securities busi-
nesses, were initially reviewed by the Committee.
Since its inception, the Corporate Governance and
Nominating Committee has held three meetings.

CREATING LONG-TERM VALUE FOR SHAREHOLDERS
One thing that has not changed since becoming a
public company is our focus on creating long-term
value for our owners, the only difference being
that, today, our owners are no longer our part-
ners, but our shareholders. As a public company
we have worked hard to retain the elements of
our partnership culture that led to Goldman
Sachs’ success. We have also focused on the new
elements unique to public companies: creating a
world class Board of Directors and a strong
framework of corporate governance. Although
our history as a public company is less than four
years, we believe that we are off to a good start.
However, we have also learned over the past 133
years that we can never be complacent. Our Man-
agement and our Board of Directors understand
this and will always work to ensure the success of
Goldman Sachs for the benefit of our owners.
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CHAPTER I

Defining Client Relationships

In 2002, declining equities markets and volatile
debt markets, increasing levels of risk and
market uncertainty made decision-making
extremely difficult for management teams
across virtually every industry—and raised
the stakes of action or inaction considerably.
For Goldman Sachs only a few things were
certain: we would stay close to our clients,
listen to their concerns, and offer our best
thinking and our most objective advice.
Where it made sense for our issuer

clients, we engaged our global distribution

“We were determined that we were going to show
the world that the business could be done at a high level
where the client would come first.”

—AL FELD, WHO CELEBRATES HIS 70™ ANNIVERSARY
WITH GOLDMAN SACHS IN 2003
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capabilities in an effort to tap the most
attractive and efficient markets to meet their
needs. For our investor clients, we worked to
identify and develop opportunities that met
their investment objectives.

We have spent significant amounts of time
with our clients, helping them allocate assets,
evaluate risk, hedge their exposures and
enhance shareholder value. Most companies
can excel in an up market, but experience,
expertise and superior execution make a
difference for clients when things get difficult.
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E.ON~-NAVIGATING THE CHALLENGE OF ENTERING NEW MARKETS
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vt O, the Germen-besed power  posipone oF restructure transections. - Goldman Sachs ssles team ther
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several years, Last spring, E.ON corme to markel—and E.ON put its demonsirated nierest 1n £.ON and
wanied (e take 8 new dirsction: trust in Goldmen Sachs, the only U.S.  appetite for its delbut debt ssue. The
shthough the firm had net been an berkrunner in the effenng. esul was & record-brealing €7.3
active ssuer of debt seeuriies in the Tepping Inte 1S investor billien efferng, and anciher step in @

- ~past- 1l nowseught the Hexdility of base, Goldman Sachs leid the ground:  long elationship between Europs’s
access to the public merkets. werlk with en extensive marketing lrgest invesiorewned energly Senice
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BANK OF CHINA—A MODERNIZATION AND TRANSFORMATION PROCESS

Goldman Sachs has had a long rela- in Hong Kong, and we acted as the Goldman Sachs further advised the
tionship with the Bank of China Group, financial adviscr for this process. company on its July 2002 listing on
dating back to the 1870s. Beginning In October 2001, Bank of China the Stock Exchange of Hong Kong,

in 2000, Goldman Sachs assisted (Hong Kong) was successfully formed  which raised $2.7 billion. This highly
the company in formulating and through the merger of Bank of China's  successful and historic IPO was the
implementing its restructuring plans. 12 subsidiary banks and one credit first international stock listing by &

A critical element of these efforts card company. This merger was not mainland bank, and paved the way for
was the consolidation and listing of only Hong Kong's largest bank merger  broader financial change within China.
its commercial banking operations but also one of the most complicated.

12 GOLDMAN SACHS 2002 ANNUAL REPORT




BOSTON EQUITIES SALES TRADIN
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Putnam Investments and Goldman
Sachs have enjoyed an exceptionally
strong relationship built over a long
period of time—a relationship that has
spanned multiple products including
equities, derivatives, capital markets,
trading and investment research.

Over the last several years, Putnam
Investments has also come to look

at Goldman Sachs as a trusted advisor.
In 2002, Putnam Investments and
Goldman Sachs worked closely
together to evaluate and implement

a number of significant portfolio

PUTNAM INVESTMENTS—SIGNIFICANT TRANSACTIONS DESPITE TURBULENT MARKETS

restructurings. A great deal of collabo-
ration and analysis led up to these
transactions and they were executed
successfully despite turbulent condi-
tions in the marketplace.

GOLDMAN SACHS 2002 ANNUAL REPORT 13




GLOBAL RELATIONSHIP MANAGEMENT—SUCCESS THROUGH CLIENT FOCUS

Goldman Sachs' Global Relationship strategically about the financial focus come together in GRM to
Management team (GRM} brings alternatives for our clients. In effect, create a level of service to our clients
together two of our most deeply held  GRM is at the intersection of our that can be identified as uniquely
principles: client focus and teamwork.  clients’ needs and Goldman Sachs’ Goldman Sachs.

Their mandate is to think broadly and  capabilities. Teamwork and client

NEW YORK
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PRIVATE WEALTH MANAGEMENT—EXPERTISE AND EXPERIENCE

Especially in today's challenging envi- Goldman Sachs’ approach to The force of the team’s combined
ronment, wealthy families look to wealth management is simple: we knowledge and experience provides
Goldman Sachs for advice and guid- believe our private clients are best our clients with a disciplined approach
ance in developing investment served by dedicated teams who are to portfolio strategy and management
strategies. The financial markets are committed to delivering our broad and the outstanding client service
highly interdependent, and successful  investment management capabilities that is the hallmark of a Goldman
investment portfolios require giobal and other resources of the firm to Sachs relationship.

perspective, leading-edge knowledge  those clients in order to meet their

and individualized strategy. individual objectives.

HONG KONG .

NEW YORK I
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CHAPTER 11

Defining Teamwork

Organizations succeed because of the caliber
of people they attract. Goldman Sachs suc-
ceeds because it attracts people of very high
caliber, people who want to work together to
achieve something greater than they could
achieve on their own. That desire and ability
to be part of a team is fundamental to our
culture, our business principles and, we
believe, our long-term success.

Since the firm’s founding in 1869,
Goldman Sachs has focused on teamwork

rather than solitary effort. That so many

individuals have left their mark on the firm,
and continue to do so today, is evidence that
even the strongest performers know the value
of adding rather than subtracting perspec-
tives, skills and insights. We put tremendous
resources and effort into finding the right
people and helping them build satisfying
careers at Goldman Sachs because time has
proven the powerful, positive force of tal-

ented people working as one.

“The point is this team thing, the cooperation, teamwork, and our culture was developed
not because someone was a genius and woke up in the middle of the night when the little
electric light popped. It really came from the needs of the moment. It’s good, solid business.
You want to have people working together to achieve an objective.”

—JoHN L. WEINBERG, PARTNER 1956-1990

16 GOLDMAN SACHS 2002 ANNUAL REPORT




PROVIBIAN FINANCIAL=REBVILDING SHAREHOLBER VALUE

As 2009 endied, Provigian, the Brge
CONBUMET eredil company and & longr
e Coldman Sechs chent, faced
serous problieme that trestened s
Nepicity and caused s sioek prics ©
fell significantly. Realizng that quick
ang conprehensive aelion wes
needed, Celdmar Sachs brought

fived income professionals who
worked on Providian’s behalf threugh
out much of 2002.

The team structused & series of
complex ransactions for Providien
ang executed them in difieul merksets,
nehudng the sale of Providian's
Master Trust and lis eredl card
business in the United Kingdom.

Goldman Sachs a'so securtized ard
provided the equity to furd the saie
of §2.4 bilier of Providian’s higher
rigk asseis. Monihs of cons stent end
dedicaied effors ‘ed © & & :
restrueturng of Providian's balancs
sheet and improved 18 prosipects.

OB ANGELES ANE NEW YORK BANKING

LOB ANGELES BANRING




GLOBAL RECRUITING TEAM —A NEW FIRMWIDE APPROACH

Talent is the most important asset we
have. It's not just something we say
but a fact that drives our performance
and our decisions every day. In all
Goldman Sachs hires, we look for indi-
viduals who will bring their intelligence,
energy and dedication to bear on our
clients’ most significant problems. And
we continually assess and refine our
practices to make sure we can fulfill

18 GOLDMAN SACHS 2002 ANNUAL REPORT

this goal. Over the past year, we have
strengthened our focus on presenting
ourselves as one firm, By doing this,
we interview for the firm first and for
individua! businesses second—ensur-
ing that we don't miss out on talent by
defining our criteria too narrowly.

This new firmwide approach has
allowed us to streamline our recruiting
efforts through a more closely coordi-

nated global process. Recruiters and
other Goldman Sachs professionals
work together to give recruits the
best and most accurate perspective
on the career opportunities Goldman
Sachs has to offer. Both cost-effective
and efficient, this new approach helps
us reach a diverse pool of candidates
and seek the best person for every
job at Goldman Sachs.
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ZORGVERZEKERAAR VGZ (VGZ)—GLOBAL COORDINATION AND DETERMINATION

Our clients reap the benefits of the
diversification of Goldman Sachs
Asset Management, and as we work
more closely with them, those bene-
fits increase proportionately. For five
years, the Goldman Sachs Asset
Management team served as one of
four portfolio managers for VGZ, one of
the largest specialized health insurance
companies in The Netherlands. When

VGZ decided to elect a sole fiduciary
manager last year, approximately 15
firms competed. Our client relation-
ship team in London and our portfolio
teams in New York set to work to
reaffirm our investment capabilities
and our commitment to VGZ. After a
lengthy selection process, Goldman
Sachs was chosen to serve as VGZ's
sole fiduciary manager. Taking on

LONDON BALES AND MARKETING TEAM

VGZ's approximately €1 billion account
required the seamless integration

of our asset allocation, benchmarking,
risk budgeting, manager selection

and manager monitoring capabilities.
This kind of inter-product and cross-
regional effort is made possible
through the dedicated teamwork

that characterizes Goldman Sachs.

GOLDMAN SACHS 2002 ANNUAL REPORT
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CHAPTER 11

Defining Determination

With few exceptions, the markets were not
kind in 2002. Market participants that could
tap into their institutional memory and hard-
earned experience of living through other
down cycles and that could take advantage of
strong, positive, enduring cultures had a real
edge over those that could not.

Firms remind themselves that nothing lasts
forever. Goldman Sachs leaders reminded
their teams, in the boom years of the 1990s,
that “trees don’t grow to the sky.” They
pointed to past generations of Goldman Sachs
leaders who saw periods of great success but

also had to wrestle with times of crisis.

Our disciplined management approach, our
financial prudence and the strength of our
core franchise have paid off this year, as we
have continued a leadership position in our
most important investment banking businesses.

Over the past 133 years, Goldman Sachs
and its people have been tested by adverse
markets, economic conditions and events, We
have survived and grown stronger and more
successful as a result of that passage, and it has

defined the characteristics of the organization.

“You may remember... that in the merchandise panic of the early °20s, one of our clients
had to step into the market and issue short-term notes. I doubt very much that anyone who
was not familiar with the personalities and the history of the business could have done that
job [as we did], or would have wanted to do it, would have put their shoulder to the wheel.
In other words, it isn’t always a bed of roses, this business.”

—WALTER SACHS, PARTNER 1508-1959
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MILAN

CHOTBBRAMED AT THE BRNMISH MUSEUN, LONEON

NEW YORK

INVESTMENT BANKING — LEADERSHIP AS A RIXED POINT IN A CHANGING MARKET

Despite the dremetic downtum i
corporate activity, Geldman Sechs
remained @ markst leader in Invest
ment Banking, renking numiber one
in enneunced and completed gloksl
mergers and acguisttions end in
issuences."” Ang while business
velumes declined, we continued to

strengthen exdsting reletionships and
establish new dient reletionships
through an unmetehed cembingtion
of theughtful, strategie enelysls and
advics, supsrior exscution end &
commitment to abselute integrity in
everytihing we de.

2008 will centinue to provide

challenges &s well s eppertunities.

7 Themsen Finandel Seeuriies Cete—Janwvary 1, 31, 2002

Our elients nese ebjective advise and
nimble strategies &s they reevelvate
helr growith epportuniies ane corsietsr
various types of ransfernmetions.

Owr pursuit of exeelienes and
commitrent to provide thoughtful and
baleneed finensl ecvice 1 cur clionts
will never log, even in aifficul yesrs.

NEW YORK
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NEW YORK

FIXED INCOME, CURRENCY AND COMMODITIES (FICC)—CUSTOMIZED SOLUTIONS IN A TURBULENT YEAR

Goldman Sachs seeks to develop effectively hedge their risk exposures  our clients can look to us to meet
innovative approaches to help clients by creating customized derivative- their varied needs.
during volatile times. In the active and based and other structured solutions. FICC’'s commitment to its clients
uncertain market environment of 2002,  In addition, FICC maintained its drove record net revenues and
FICC helped its clients manage a commitment to being an active strong performances across many
variety of risks, including those related market-maker in a broad variety of of its businesses.
to commaodities, credit, currencies, products, thus providing market
interest rates and liquidity. liquidity and facilitating client trades.

FICC teams worked tirelessly to These activities demonstrated that,
assist clients in their efforts to even in the most volatile of times,
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GOLDMAN SACHS ASSET MANAGEMENT — GLOBAL INVESTMENT RESOURCES

Goldman Sachs Asset Management's leveraged its worldwide team of mandates from new clients and to
clients faced many concerns as investment professionals to provide additional assets from certain existing
equities markets declined for the third  portfolio management expertise, clients. As a result, despite significant
straight year. Challenges included timely investment research, detailed market depreciation, Goldman Sachs
pension funding status, asset portfalio analytics and risk manage- ended the year with approxi