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The Goldman Sachs Business Principles

Chr clients” interests always core first

Ourexperience shows that if we serve ourclientswell;
alrowh success will follow:

Qur assets are our people; capital and reputation:

Har W aftheselis sverdiminished, thelast is the most
M sl torestore. We gre dedicated tocomplyin ﬁ i
! ‘h& ietterand spinit ot the laws; rules and ethica
35 that govern us- Qur contintier
suponunswerving adherence tothi

Qur goal is to provide superior returns 1o
our shareholders:

Profitability is critical to achieving superior returns,
Building ourcapital -and attracting and keeping ourbest
people. Significant employes stock ownership alighs the
intaregts of our-employees and our gharsholders,

We take great pride in the professional guality
of our work:

s ymmg We wderu« Thoughwe
may i ainvolved ina wide variety antl neavyvolurme of
activity we would dF it eame 1o choloe; rather be best
than:biggest

We stress creativity and imagination in
averythingwe do;

Whhite recognizing that the old way may still be the best
way; we constantly strive o find abetter solution to
acliant's problemis. We pride ourselves on having
pioneered many of the practices and technigues that
hava become standard in the industey.

We make an unusual effort to identity and recrult
the'very best person forevery job.

Although ouractivifies are measurad in billions of gol
we selsct cufpecpis one by ong: naservice busings
weknow thatwithout the bestosople, we cannot be

G
Saied |
the

We otfer our people the opportunity to move ahead
more rapidly than is possible at most other places.

nentdepands on meritand we have vetto
stotheresponsibility curbest peoplaare
nes Forus to be successtul our merand
wiormen st reflect the diversity of the commu miti@s
andocultures inwhich we operate. That meansw
mustattract; retain dﬂd motivate people from m«my
backd roumd and setives. Being diverse is not
optional; itigwh (cﬂ. We mustbe.

We stress teamwork in everything we do.
Wihille individial creativityis-always encouraged;
Wi Nave found that tearm effort often prodiices the
g 3 sve noroom for those who put el
ead of the interests ol the | mw

e

ancl ite clients

The dedication of purpeople to the firm ':;is'x& the
intense stfort they ylve theirjobs are greater than
one finds in most other organizations.

s animportant part of our succes

We consider our size an asset thatwe try hard
1o praserye.

Wehwantto be bigenough to-undertake the largest
project:that any of ourclients-could contemplate. yet
srallgnoughto maintain the loyalty, theintimacy
ard the dsprit da corps that we all treasure and that
cantibute greatly to our sUCCESS.

We constantly strive to anticipate the vapidly
changing needs ofourclients and to develop
new services tomeet those needs.

e ko that the world ot finance will not stang still
apdthatcomplacency canlead to extinetion.

We regulatly receive confidential information
as partof our novmal client relationships.

o breacha confidente orto use contidential
mmm atiofimproperly or carelessly would
be unthinkable.

Qur business is highly competitive, and
we aggressively seek to expand our client
relationships.

M(;w:g Iways be tair-coampetitorsand
must never denigrate other firms:

integrity and honesty are at the heart
of our business.

We exi
standar
forthe firm s

Four people o maintain high ethical
everything they do; hothin their work
intheirpersonatlives.
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Fellow Mw%m%@%w%

2011 encouraged by an increase in client

We began
activity, ter CEO confidence, and early signs that

economies were on the me

nd, but soon after experienced
new measures of macro uncertainty that ultimarely

hindered a broad-based recovery.

Challenges facing the Euro area advanced from a

regional consideration to a global issue, leading to

ibout the potential for sovereign defaults,

concerns ;
contagion and growing skepticisin about the willingness
of policymakers to address the situation. Not sarprisingly,
the operating environment led our clients across a

variety of businesses to be materially more risk averse.

The firm’s perspective on managing its risk exposures

mirrored the sentiment of the broader marker, and

onseguently, our risk exposures remained low i 2011,

O
Ulrimately, the confluence of macro-economic concerns,

i

heightened marker volarilivy, lower corporate activity

and decreased risk appetite among our institutional
clients rranslated into a fundamentally lower level
of revenue opportunities over the course of the vear,

23& mpe r ng our returns.,

b billion.

Diluted earnings per common '.»';?m re were $4.31 and
our retutn on average commeon shareholders’ equity

was 3.7 percent for the vear. Excluding the impact
ofa$l.ed b
our rede mmum of

to Berkshire

re were $7.46 and our rerurn on average common

illion preferred dividend associared with

the firm’s preferred stock issued

Hathaway, diluted earnings per common

?

shareholders” equity was 5.9 percent. Throughout the

vear, we continued to manage our liquidity and capital

rvatively. At vear-end, the firm’s Glot

ss Heuidity was $172 billion, and our 1 capital

sel 1 were 13

and common ratios under Bas

and 12

8 percent

1 percent, respectively.

While our results suffered as a consequence of global

conditions and dampened activity levels, we are pleased

to report that the firm retal

ned its industry-leading
positions across our global investment banking client

Goldman Sachs 2011 Annual Heport

N

franchise. We finished 2011 with one of our best
performances as a public company across the global
league tables, ranked first in worldwide announced
mergers and acquisitions (M&A), equity and equity-
related offerings, common stock offerings and 1POs,

Given the strength of our client franchise across
global capiral markets, when economies and markets

improve — and we see some encouraging signs of

this — we are confident Goldman Sachs will be well-

positioned to provide further value to our clients and

shareholders. As we hup our clients manage through
this period, we will continue to focus on their evolving
needs while prude nti managing risk, shareholder capital

A “(i expenses 1o generate attractive returns.

In this year’s letter, we would like to discuss how we
are approaching the current operating environment as

well as review — through the lens of priorities articulated
by our clients — the long-term growth opportunities

for Goldman Sachs. We spent more than one-half of our

time last vear away from the otfice meeting with clients
around the world, Through these ongoing discussions,
we gain a betrer understanding of emerging trends,

the challenges and goals our clients are focused on and
rhe role we can play to help them. Taken individually
and as a whole, these interactions are fundamental to

our chient-driven strategy.

We will also share with you the significant progress we

&

have made in implementing the recommendations of our

Business Standards Committee, and talk about the people
of Goldman Sachs, the contribution they make every day
on behalf of our clients, and the critical role they play

in our future success. Finally, we will update vou on our
corporate engagement initiatives designed to help drive

job creation and growth.

The Operating Environment in 2011

While each downturn has its unique characteristics,
our industry has operated through a number of economic

contractions over the past decade or so. In each instance,

we saw more precipitous declines in U.S. growth
expectations than what we experienced more recently.
Nevertheless, last vear’s weak economic conditions initiated
a pullback in our clients’ strategic objectives and financing
demands, a slowdown in market-making activities and

{%é“i’??t‘?ﬁf\;{’d asset values across the ii’i‘fi‘gi‘i{}g}; spectrum.




Gary D. Cohn Lioyd C. Blankfsin
President and Chai 1 and
Chief Operating Officer Chief Executive Officer

From a historical perspective, the reduction in our
investment banking volumes during 2011 was, in many
respects, in line with the drop we experienced following
the Internet bubble during 2001, M&A declined as
CEOs worried about execution risk, and debt and equiry
underwriting slowed due to higher volatility across
markets. Lower asset prices and weakness in credit
indices resulted in a negative impact on our Investing

& Lending business. It is important to note, however,
that losses in our asset portfolio were
market discipline and are largely unrealized; the ultimate

must be

assessment of our investing and lending activities

over a period of years, rather than a narrow snapshot.
Risk, Discipline and Returns

As we do in all marker conditions, our approach amidst
uncertainty has been to manage our risk levels prudently,
Our adjusted feverage ratio at the end of 2011 was down
07. We have
further strengrhened our liquidity position relative to

approximately 50 percent from the end of 20

pre-crisis levels. Our average Global Core Excess (highly
liguid securities and cash instruments) is at near record
levels, up more than twotold from four vears ago,
comprising close to 28 percent of our average adjusted
assets. We have also made a concerted effort ro reduce
our level 3 (illiquid) assets which, since the end of 2007,
are down 30 percent and represented approximarely

5 percent of our 2011 vear-end balance sheet.

Of course, as underlying conditions change, we will
recalibrate our capital and Liquidity profile to be in an

optimal position to serve our clients, and to ensure

due to our mark-to-

that we are being strategic in man; 1;,m the firm’s
financial resources for our investors. 1f client demand

for risk capital remains muted and o;)g)(;r{uniries to invest
and generate attractive returns are scarce, we may elect
to reduce capital intensive portions of our balance sheet
and return excess capital to shareholders through

repurchases or dividends.

Since the iwaz,mni‘w of 2010, we have repurchased
$10 billio
{6 percent of our common equity relative to 2009

more than n of common stock or approximately

r-end levels. We have also bought back the equivalent

ye
of close to 80 percent of the share count issued during
the height of the crisis, while growing our book value
per common share by a compounded annual growth
rate in excess of 9 percent since the end of 2007, At the
same time, we have increased our common equity by
nearly 70 percent over this period while maintaining

capital ratios near the rop of our industry.

Controlling Costs

I addition, we have targeted approximately $1.4 billion
of annual run-rate expense savings in order to function
more efficiently, and believe we can further benefit from
greater operational leverage in rerms of infrastrucrure,
rechnology and people in a number of key markets

and businesses. As we gain a better understanding of
where to deploy capital and resources and ar what level,
we will make the necessary adjustments to achieve

stronger returns.

It is important to note that, as for many of our clients
and financial institutions to varying degrees, the costs

of conforming to new regulations have been significant,

At the end of 2011, the firm's regulatory-related
headcount had nearly doubled from pre-financial crisis
levels across a variety of functions. Qur regularory-related

expenses have also nearly doubled during rhis period.

In the shorter term, the heightened reguiaﬁm focus
will continue ro demand considerable effort and expense;
however, over time, we expect this rrajectory to even out
as infrastructure, systems and processes are rationalized
and we and our regularors have gained greater clarity
around final requirements. Ultimately, we hope to see the
pendulum come to rest at a point that better reconciles

effective oversight with the need to continue driving

Goldman Sac! 11 Apnual Reporr - 3



b0 Shareholders

rowards investment and growth., We will address
other aspects of regulatory reform — particolarly as
they relate to our clients — later in the letter.

I

Lastly, our focus on cost discipline includes adhering
to our pay for performance phitosophy. In 2011, net

revenues were down 26 percent and compensation and

ivr efits expenses for our people were down 21 percent,
h discretionary compensation down significantly more

than net revenues. Over the past few vears, we have also
reduced compensation and benefits o net revenne ratios,

with our average ratio over the past three years of

approximately 39 percent being materially lower than

v 45 percent from

our average ratio of approximat
2005 through 2007

Our Client-Driven ! tegy

More than three vears since the onset of the financial
crisis, many institutions remain focused on working

through its aftermath and managing risk in all jts

forms — whether relared to liquidity, credit, market or

slation. i,{j;wer revenues and more subdued growth

forecasts are cansing some to question whetrher the

industry is undergoing secular change, or more
specifically, whether the model of providing advice,
financing, market making, asset management and

co-investing will continue to be relevant in the

furure landscape.

Based on what we hear from our clients and the work we
do on their behalf, put succinctly — we believe the core

model remains more viable and important than ever.

Among the forces atfecting our industry, some are

certainly cyvclical — such as economic

o2

3

activity and risk appetite — and some are secular, such
as those related to market structure, the influence of

the growth markets, technological advancements, or the
regulatory landscape. Secular change requires that

over rime we evolve and position ourselves in ways that
continue to add value for our clients; for example, many
rvices we provided over the telephone to our equity
clients ten vears ago are today both priced and execured
antomatically, promoting a more liquid and efficient
marketplace for investors. Similar structural

developments have occurred in foreign exchange,

4 Goldman Sachs 2011

srowth, corporate

U.5. Treasuries and other areas. Our commitment of
people and resources to growth markets also represents
our response to long-term secular demands.

It may be too early to conclude to what de;zjrezf the

1

current industry slowdown is secular versus more broadly
cyclical. In any scenario, our strategy remains informed
and driven by the insights and dsma nds of our clients
around the world, And, what we've heard consistently

is that as they respond to the long-term trends of
globalization and rechnology, as well as macro-economic
and demographic changes, what we do for them is not

ks

only still relevant — but crinical.

Bvery day our clients seek advice and financing; they

look to us to take the other side of a transaction to help
hedge their risk; they need an asset manager to invest on
their behalf and a co-investor ready to deploy capiral
towards promising growth opportunities. In short, chients

& &

look to us for these core client services both through

periods of transition and at any stage of the economic
cvele. Time and again in 2011, we saw sentiment shift
rapidly, confirming that our strategy must always be

rocted in the fundamental needs of our clients and in our

Iy and eftecrively in their service

abilivy ro act g

Comprehensive Advice and Risk Management.
A more global market has also yielded a more
, business

multi-faceted, and potentially more risky,

environment; this, in turn, has put dc:mzm(;i.«'; on the
guality and breadth of services thar companies,
mnstitutions and governments require in order to operate
with greater scale. For example, a client may need to

hedge its exposure to currency fluctuations, navigate

integration issues across borders, or manage the volatility
of commodity prices. To address these tvpes of needs,

our ability to partner our Investment Banking franchise

clients ro beneht from seamliess advice and transfer risk

Iy to the Airm to manage. Importantly, it allow

our ¢

3 get back to focusing on their underlying

businesses :zm’i strategic objectives.

I a similar vein, a growing practice amorng companies
is to outsource the non-core or sub-scale parts of their
business. In particular, we have seen an increase in

the oursourcing of insurance asset management globally,



which has been accelerared by new capital regimes,
greater demand as a result of rhe financial crisis and
a sustained low interest rate environn , making ut
more ditficult to generate rerurns. Since “(é 4, indusery-
wide growth in oursourced general account assets has

more than doubled from $300 billion ro more than

$1 trillion. Goldman Sachs 1s making a 1

investment 1o th

a, having grown thes
approximatety $40 bills 0%

an over 20 percent compaor

Global Opportunity Set

While tris impossible to sav how long ccor

PO
MO Wil

remain under pressure, when more consistent growth

does return, our revenues tend to grow at a oltiple of

that growrh. This drives our efforts ro operate in more

places — or put another wav, to chase GDP growth.
Between 2005 and 2010, internarional rever

for Dow Jones companies grew by 35 pe

{5 percent. FT5E

domestic 1

pue grew by just
il

companies have seen a similar trend as

evenue grew by 36 percent compared 1o a 4 percent
decrease in domestic revenue over the same period,

This also holds true in cross-border M& A, with

aggregate volumes up 56 per
Sipee 7

to the four vears prior. Since 2 i}é‘;‘%, cross-barder deals

represent nearly 40 percent of overall M&CA volumes.

Consistent with these themes, we see opportunities
across a number of regions and businesses driven by

client demand. As companies have become more global

and growth economies have benefited from greater

reation, market capiralization

China’s markert capitalization has rripled
of world marker capiralizarion from 2002
]

with the U.S. contribution shrinking o 65 pe

i
- Asia business have

d{)z;’ﬁif’é in 2011 cam?ar@é

ls. Net revenues from

with |

< “locatl”

a
o
jot
o
@
]
e

More than ever, our chis expe
advice. In response, over ﬁ!‘f past six years we have
hired more than 1,350 professionals inro countries such
as Brazil, Russia, India, China and Korea. Around the
world we now serve 4,000 more inw:sarmmr Banking
clients and approximately 3,000 more counterparties
within our Institutional Client Services businesses

over the same period.

In the vear ahead, cross-border M&A activity is poised
to continue and grow: in Europe, due to outbound
activity from institutions looking to diversify; in China

as clients look for greater access to natural resources and

AN w 22{,?” COIY %‘”11‘11(.‘% ar

end markers: and in Ja
‘ h prospects with currency -;:-s;ciin‘a nge rates
vghs. Emerging markers M& A activiry is
in momentum, led by inbound activiry

hich has the most open foreign investment

pohicy among the BRICs, and by enterprises in ﬁwm;a
COUNTres wwr&;im‘iz‘ brands and Sa'i s and marketin

] )

expertise which thev lack i their home marke

We also see market share expansion opportunities.
The recent retrenchment by some financial institutions,
especially in Europe, has the put*mti:‘zi to change the

compertitive landscape. European peer H ave announced

plans to lower hea wed assets and

exit certain businesses altogether. Such deleveraging may

?c;ué o reduced lending capacity, hig
and greater secondary trading, creating opportunities

for Goldman Sachs to intermediare asset sales to our

51\@ t;fuy ga enrs,

Slients and Regulatory Reform

1

As the porential impact of reg

met u’ii‘)%‘i{,‘{[i, !.lgx"li'iiﬂ"ﬂ has

Mrm an important theme over the past few years and
certamly in 2011 We are working constructively with
regulators around the world to contribute to effective and
realistic implementation of new legislation and regulations,
and remain focused on what reforms mayv mean for our
industry, for our firm, and, most importantly, for our

clients. In many of our conversations, clients have

pressed concern about the impact their businesses

may experience, including new margin requirements,
porentially less marker lguidity, wider spreads and less
available, more expensive mvfm{;r}‘.

These and other tacrors will affect not only how

ir customers but also their rechnological

nfrastructure, %ugmi documentarion and compliance

to understand the 1ssues

areas. Tts critie
confronting our clients and to adapt our services
accordingly to better meet their needs. When rules
begin to take final shape, we will increasingly allocare
resources to developing trading tools and clearing and
sertlement systems that will help our clients address

§‘ia,‘f’sf\‘ neEw reatinies.,

P ke port 5
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More broadly, we recognize that translating the statarory
language into \M")rk.;abh: outcomes is challenging, and
appreciate the effort made by all parties to strike the
|
al

balance between flexibility and specificity. This is especially

important with respect to the Volcker Rule — which

restricts banking entities” proprietary trading acrivities

and certain interests in, and relationships with, |

hedge

funds and private equity funds. As the process moves

torward, it is critical that rulemaking proceed in
a way that is not counternroductive to the ability of
<:<>é‘3”z§3;‘w‘;éa?§ and investors to continue to use the capital

markets to accomplish their business objectives,

We believe it is critical that the final version of the
\/(?h OT

one currently under proposal. This includes drawing

Rule reflects a meaningful evolution from the

an essential distinction between prohibited proprietary

rrading and the vitally important — and starurorily
protected ~~ market-making related, underwriting

and hedging activities.

Gerting rthese issues right has serious, real-world

for our clients and other market

CONSequengs

participants who rely on the vital financial intermediation

L mstitutions

I,Jf‘ii'*ii‘;}rYsE}‘%lﬁ"f services f;h&{ jhﬂai'ii;"i{l

such as Goldman Sachs p ovide, For example, if the

constraints of the proposed rule define our ability to

hedge in 2 way that m::skes is prohibitively expensive,

or so narrowly

that effectively prohibits it in some
our clients will be forced to hold more risk on their own

books. This will inc

ease the volatility of their earnings
and hurt their share prices, which in turn will raise their
cost of capital, reduce their capacity to invest, lower
their returns to shareholders and diminish their appea

@5 \‘I%i?{,‘g’ﬂ‘ partners.

iag could also

he proposed restrictions on market mak;

have wide-ranging adverse effects. For example, a

company
wishing to issue bonds to finance expansion plans, or a
pension fund looking to sell a stak; in irs portfolio to fund
near-rerm obligations, may turn to Goldman Sachs to

underwrite or execute the transaction, In eithe Ccase, we

would rypically engage in marker-making 1*@L3t<3?s;§ activities,

and in doing so, may hold some of the assets on our books.

Because market makers are willing to buy from and
sell ro clients in different market conditions, we need to

know that we can carry this inventory for the optimal

6 Goldman Sachs 201
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time, not a minimal time, and have judgments made

by people who are trying to determine an appropriately
effective manner in which to dispose of the position; if
restricted from doing this, market makers will provide
less Liquidity and at worse prices. For the bond issuer,

this rai

ses its cost of capital, and for the pension fund,
this erodes savings, raises costs for employers and reduces

sension security for the fund’s participants.
p i i

Liguid capital markets are the jewel of America’s
financial and economic system, the benefits of which
are felt by every industry and by all investors. Reduced

Hauidity and other inadvertent byproducts of the proposed

rule pose obstacles to the free flow of capital and efficient

allocation of resources throughout the global economy,
This is capital that could otherwise go to investment and
job creation, or be returned ro shareholders.

While the consequences of an overly restrictive application
of the Volcker Rule are formidable, we are optimistic

that the intended results can be achieved in a way that

will f% rimately be better for all constituencies, including

investors and companies around the world looking 1o
access capital, expand and grow. To this end, we are

tive chan

recom ?'z‘wnmi'ég Construc ges to the propose d
rule that would pmwéav‘ie a much stronger foundation as

market participants and regulators move forward.

e
’?‘i

m
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we released the Report of the

In January 2011,
},"%m.;izwses; Standards Committee (BSC), which was the

culmination of an extensive eight-month review across

every major business, region and activity of the firm

rime and resources last year were

A sigrificant amount of

&

ed to implementing the report’s 39 recommendations,

i

Jver 400 of our people were directly involved, and many

-

more indirectly, as the BSC recommendations are integrated

into the day ﬁwd;w npcrgtians of the firm. To monitor

and supervise the implementation process, we created an
oversight group comprising senior leaders across the firm.
Employee participation in implementation has spanned
every level, division and region, demonstrating the
commitment and openness within our organization to
improving and strengthening Goldman Sachs.



To date, our efforts have served to catalvze a renewed
focus on client service and client communication; on
strengthening our controls, processes and committee
governance; on greater personal accountability and
reputational risk management; and on reinforcing
attributes of our culture and values, Tmportantly, we

ablished the Firmwide Client and Business Standards

Committee, which is composed of many of the firm’s
1ost senior leaders, and puts clients at the heart of our

;1\;)?9r<>:1c,§3 to governance. This includes apply;

ing an

elevated standard of professional judgment 1o all

aspects
ot our business activities and in everything we do. As

nearly every tacet of the recommendations has a rraining
component, we are implementing over 30 new BSC
training programs, and embedding BSC-relared content

nto over 90 existing training programs.

In particular, the BSC emphasized the importance of
£

articulating clearly borh to our pm; sle and to our clients
the nature of the roles we are asked to undertake across
our various businesses, whether acting as advisor,
fiduciary, market maker or underwriter. As part of the
BSC, we retained an independent consultant to conduct
non-artributable, in-depth, %n-p:}rsnn discussions with
senior management of a number of clienrs worldwide.
Among the feedback we received was rheir desirve for us
sponsibiliries

to communicate more clearly the roles and re

we undertake depending on the nature of the transaction

and the objectives of the client.

To this end, we implemented the Role-Specific Client
Responsibilities framework, which does not capture every

possible client interaction, but is designed to facilivare

better communication with clients about our specific
responsibilities in a given transaction type or business
activity, To date, over 8,000 of our people have taken
part in training focused on the different roles and
responsibilities we assume in working with our clients.
A central theme of the training is the need ro be clear to
ourselves and to our clients about the capacity in which

ve are acting and the responsibilities we have assumed.

‘s Forum
hed the third iteration of the

Chairman
Last vear, we launc

Chairman’s Forum, a global initiative for managing

direcrors designed to emphasize the importance of -
and our commitment to — reputational excellence and

individual accountability. Strucrured to i:’acor'por’;‘tt‘c‘

/

key BSC recommendartions, each of the 23 three-hour
sessions featured an interactive case study pra?f\;c:@tixm

facered scenarios for intensive

complex and mula

dis;gz,zssiwzy This deep commirment of time by our senic

leadership reinforces the priority we place on \%}czgiing;

reputational risk \*le making difficult business decisions,

Hn;é}anﬁgi oadly about individual responsibilities and

escalating issues as appropriate. Our reputation s built

upon ouy i“&’x,‘i"s"‘:(f‘-i jte} Cl?CﬂYS our PGI‘{(}!‘?EQHC{* and {'i?(‘

v of our people, each of whom carries with them

responsibility for protecting the firm’s reputation in the

judgments, actions and communications theyv undertake

Ongoing Evaluation

As formal implementation of the BSC winds down, this
is ot the end of this process, bur in many respects it is the
i%:?;ﬂ;m%n& Because the focus of this efforr is rooted more
in the judgment of our people than a formal rule set for
decision making, we will also look to multiple sources of

feedback —— our clients, our people, regolators and other

key stakeholders — to ensure that our commitment to

improvement is a living, breathing and dyunamic process.

Cur People
Notwithstanding rhe forces of technology and
globalization, ours is ultimarely a hurnan business,
conducred person to person. A client relationship is only
as strong as the Goldman Sachs professionals managing
that I“cariari('n'wi'\ip\, The most important thing we can

do to enhance the value of our chient franchise is to

Goldman Sachs 2081 Annual Report



continue to retain our people and to hire the most
talented individuals from around the world., We benefit
from committed, seasoned leadership across the firm’s

businesses and divisions, with an average tenure of over

20 years for members of our Management Committee,
At rhe same time, almost 300,000 people applied for
fullerime positions at Goldman Sachs for 2010 and 2011,
We hir

though most had multiple offers, nearly nine out of ten

ed less than 4 percent of that population, and

people offered a job with us accepted. Once they arrive
at Goldman Sachs, we do everything we can to ensure

they have productive and stimulating careers.

We go to great lengths to engage our people, listen to

what’s on their minds, and where necessary, implement
changes to ensure we remain an attractive and dynamic
place to work. This past year, we conducted our People

Survey, a biennial effort to solicit thoughts and opinions

on how to m ain a strong culture and rewarding

envirenment. The 2011 survey garnered more than
22,000 comments and suggestions, reflecting strong

&

participation from across all levels and offices. Among

the findings, our people indicated they remain excired

<
ro work at the firm and continue to value our culture
of teamwork, and also pointed out areas where we

can do berrer, These suggestions and other data will

continue to drive our key people initiatives, just as they

have since we first polled our people in 2001,

We are especially pleased that Goldman Sachs was
named one of Fortune magazine’s “100 Best Companies
to Work For™ on its most recent list, a distinction we

i

have earned each year since the list's inception 15 years

ago. We are one of only 13 companies to do so. In

addition, the firm placed fourth in the most recent

The Sunday Times “Best Companies to Work For™

survey in the “Best Big Companies” category and was
the highest-placed financial services company for the
third consecutive vear. Our commirment to diversity
was also recognized when Working Mother named us

o its “100 Best Companies for Working Mothers” and
when the Human Rights Campaign Foundation awarded
us the “Innovation Award for Workplace Equality”

and included us on its “Best Place to Work for LGBT

Equality” list.

o
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Corporate Engagement

Since 2008, Goldman Sachs has committed in excess

of $1.4 billion o philanthropic initiatives, including
10,000 Women, 10,000 Small Businesses and Goldman
Sachs Gives, representing one of the largest contributions
ever made by a corporation. Our efforts include working
hand-in-hand with a global network of more than
100 academic and non-profit partaers, as well as local

and national leaders. A record 26,500 of our people,

their friends and fa miv participated in our global
volunteer initiative Cammnity TeamWorks last vear,

which celebrated its fifteenth season. In particular,

we were pleased to receive the Commirtee Encouraging
Corporate Philanthropy’s 2011 Chairman’s Award for
10,000 Women, which speaks to the power of partnership

between business, government and the non-profit sector.

70,000 Women

Having recently celebrated the program’s fourth
anniversary, 10,000 Women has reached 5,500 women
across 42 countries, including Rwanda, Nigeria, Brazil
and China. In-March, we were honored to join U.5.
Secretary of State Hillary Clinton and First Lady

Michelle Obama to announce a new public-private
partnership to expand the effort, and through Goldman
Sachs Foundation’s 10,000 Women Department of State
Women’s Entrepreneurship Partnership, we have already
reached women in ten additional countries. In December,
we were also pleased to partner with the Government of
Denmark to provide 10,000 Women alumnae in Tanzania
with affordable sources of capital. Most importantly,
these women are applying what they learn ro multiply

the program’s impact: within 18 months of graduating,

80 percent have increased their revenues, 66 percent

have added new jobs and 90 percent are mentoring other

women and girls in their communities.

10,000 Smali Businesses

Goldman Sachs continues to work with community
colleges, Community Development Financial Institutions
and non-profit organizations to provide small businesses
with the education, business services and capital they
Through 10,000 Small
Businesses, we have forged partnerships with more than

need to grow and create jobs.

40 organizations, across six cities in the U.S. — New York,

Los Angeles, Long Beach, New Orleans, Houston and



Chicago — and four cities in the UK. - London, Leeds,
Manchester and Birmingham. Participating businesses

ange from metal fabrication shops o cafés, and from

first-generation enterprises to long-standing family-owned
companies. As we see with cur 10,000 Women scholars,
these small business owners are translating the knowledge
they garner from the nrogram into immediate growth in

their local communities.

Goldman Sachs Gives

The tradition of individual philanthropy remains a core
renet of our culture. In recent vears, firm compensation
was reduced by nearly $900 million to support Goldman

Sachs
at Goldman Sachs to recommend donations to qualified

Girves, a donor-advised fund which allows partners

nonprofits globally. Through the program, the firm has
distributed nearly 7,000 grants to organizations that seek
to build and stabilize communities, honor service and
veterans, increase educational opportunities, and create

jobs and economic growth.

Since 2010, Goldman Sachs Gives has provided

approximately $70 million in need-based financial aid
to students at more than 100 colleges and universities
across the globe. In advance of tb;‘: 2012 OGlympic Games,

Goldman Sachs Gives also launched a sports initiative

with two leading charities — Grcm‘;immc and Right To
Play — to improve the lives of at-risk youth in the UK
and Middle East through access to athletic coaching,
Goldman Sachs Gives continues to support nonprofits
working to reintegrate wounded veterans into the civilian
workforce, and is donating $20 million over five years

as a catalyst for new partnerships pertaining to veteran
job placement and readiness, as well as support and

counseling for family members,

Looking Ahead

As we continue ro navigate the cross currents of
change, we are faced with the challenge of remaining
highly adaptive while also anchored in the traditions,

tenets and values that have formed the foundation for

our success. These recent years have rested the firm

like few other times in our history, but over this period,
we have worked every day to demonstrate Goldman
Sachs’ resiliency, resolve and commitment to our

bedrock principles. Most importantly, we are thankful

to our clients for entrusting us to work with them to

achieve their most critical goals and objectives. Their

demands will continue to drive our long-term strategy

and we will remain acutely attuned to understanding

and responding to their needs.

Lt is ditficult to predict with any accuracy which
businesses will ourperform in the months and vears to

come. However, ?sm%\mg ahead, while the trajectory of
corporate activity in 2012 will depend I;arge;y on the
return of macro-economic stability, management teams
and boards are showing renewed inrerest in engaging in
strategic discussions, suggesting pent-up demand for
new opportunities. When you consider that activity
relative to overall market capitalization is near 1’3.1f;t(“>1“i<:4:11
lows, financing costs are attractive and cash reserves are
flush, the potential is promising. At the same time, the
corplexities in executing for clients in this environment
presents opportunities for Goldman Sachs. We believe
our people and teams possess the experience and

innovative insights to help our clients succeed.

We are optimistic that the set of opportunities will
expand with resuming growth, and feel confident that
when the economy turns — and it will — the firm is
poised to perform strongly as economies and markers
develop and prosper. As we move forward, we will

continue to make the decisions and investments we

believe are necessary to attract and retain the best people,

meet the needs of our clients, control costs, manage
our risks and produce over-the-cycle returns to create
long-term value for our shareholders.

Llovd C. Blankfein

Chairman and Chief Executive Officer

Gary D. Cohn
President and Chief Operating Officer
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As lead underwriter, Goldman Sachs
plays a critical role in executing an issuer

client's PO, including:

-
L
.

. , 3 ~ . . colaining the PO process.

F banks to manage
nating diligence on the issuer.

Muelping determine the siz ‘

offering and the most appropriate listing v

global institutior igh-nat-worth and retail investors
in a aoordinated "road show" hoste It nt

25 at a price agreed

nd the issuer chent.

2011 Goldman Sachs IPO Deal
Yolume, by Domicile of lssuer

Source: Thomson Reuters

Adean achs led the wor
markets in IPO activity, with

a majority of offerings
coming from Asia
and Europe.

1 Annuval Report



A Global Network
of Leading Investors:

During the road show,
we reached a global base
of institutional investors,
enabling Prada to raise
$2.5 billion in its record-
breaking 1PO.

Potential Investors
Attendance at Road Shows
by Geographic Location

in 2011, Goldman
Sachs led 54 IPOs
across 12 countries,
totaling
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chnology investment
banking team, 2011 was a busy year, as
we advised and helped to execute many of

the vear's most notable transactions

#1 in Techno

Source: Thomson Reu

RHaised as aclive
book runner

for technology
aguity and debt

ransactions over

including

Yandex

Zynga

Groupon

Bankrate

Fusion-o

Jive Software
Cornerstone UnDesand




ot

v

L
G
s
G
G

(A
A
i

=

L

bt

\{",?f ‘,4%‘2
.

L
; d«ﬁ}f,;v“f(t{"xk s
.

N
|

-

-

—

e

.
,
0
e
o

i
i

L
it o S
Js
S e
S
S e
o R
St S R
nalde e e

vl
) e 1 i N
i Gl i P R
S e g . R
. L O\ ! i e
i S 0 Y’A’ME’M"“/”Z«WW)'{?A: : G
i i

il
e

Sy
duti
L ey
el |
. "3‘5’?\‘ o)
.




L e

i e e

g

are

‘gest pharmaceutical

S
R

As it started assessing the bes d, the company engag
Sachs as its financial advisor, We 1 Drogasil on its
the nation’s fourth-largest retail pharmaceuti
ies originat

a expanding to
towards the Southeast anc
over 78 percent of the nation's retail pharma
companies would create a true national leader.

the invest: - banki
merger of equals. The new enterprise, Raia Drog

retail pharmacy, with nearly 800 stores, 18,000 employees and
across nine states,




- Goldman Sachs
Sao Paulo Drogasil

it: From foothold to full-service

ey
gy
=4
o)
Py
Ee
=
=
i
s
=
&
o
&
=
g
o
@&
o
2
=
=
L
=
@
e
&5
=4

20m1

o o
HO6H

Brasil Banco
Multiplo

LA

18 Goldman Sachs 2011 Annual Repotr



r\%zwg(:}:\"’%%“‘;i\‘i* i e ¢ i i e ¥ e i S 7 e o
S iR
i

Sl
e

s
L -
e

o

- . .
; : - ; . L . % )

o . L ' o | . . i 0 ! .

falea o < . - - . . N me

- ( - o o - L

v
s

e

I
o

-

?i( Sk
.

R §
. .
Sl
.

.
Lo el v e B o » s - faienes 5 E it g Hox el s 3 . o e
. with Equities and Fixed Income, Cugrenc ommadities n , - .

o .

. i,

.

.
. . i . .

y &1{\ o

s
. S
f e " L
W ey & 2 - e -
Do

S - i o) - s . e 2 7 ‘ o'\‘)l iy S o .

i o

v
G
W*’%?:‘?}ﬁ""

L
o
-

OO i .

for Ins!
© | and High-Net-Worth individuals

S

o
-

oS

_
Goldman




e
ol
G
A

b
e

At
A
L
i
b




Providing governments,
develo pma nt b mk\ ;md

L
[

a x%“%ﬁ%?i‘é"i%é ng

- role as a
md dea
ent securities

ential.

g{‘}wﬁ nm
MOTe ess

Arnong major transactions
was a €4 billion, 15- “year I be
European U mm (EU). As
draw upon resources fror
origination and market maki
moment.
Financial St
Jjovermnment
than raise irﬁmgfﬁat@d fun

ifficult moment
nvestor support for B

gri <

aropean sovereign credit as g whole,

ighout 2077, 1< ug;. %\, one-third of the capital
nts was for governments o

support our Euro
institutions. Goldman Sac "m he ;"\feft’ underwrite over 70 tran

! including strategic benchmark
offerings for the World Bank, the European Investment tﬁcwk
the Ur‘\i‘t@"i K ingdom, KIW (the Gg-',m'vjmn governmen

<
s
-
jaid

ase public sector entities,

o the Republics of oland and Slove
nary dealer in ¢
intries. Gu: soversign de

bank), ar

'

Markets.

hs 2011 Anpual Report




i
iy

e

LR
I
i
L

i

Goldiman Sachs Team

left to right: David Granson,

Soott M




b
WHICH

Nizs
nt pro
piatform,
18

'3“!
me

e
ar

i
C

o
o
+

inve
hitecty

her non

78

1 ot
gar

SR ate
0 or

& ¢
gas)

f

=

ent
1 oV

f

7 wit

lowm
rking

0

.

VW

OV

se
!

3 NG

A

5
i
:

ces
af

e
/e

nve
Ahi

resour
Sy
le w

i
\

i
)
i
i

/i
W
o

L
L

e
”W
.
e
At

i
i

s
i

i
i

el




sldman Sachs is commi
rade significant progress i ngage ou
support of education and small business, é;;%%iﬁg:fs”za;:iéag; our global network
of academic and non-profit | | g our people to

give and participate in volunt an impact on the

communities in which we work and live.

1t — expanding ¢

5

Emall Businesses,
artnership and progress

10,000 Wormesn <

Throughout the vear, we worked closely with colleges he propram on communities, revealing that,
and non-profit institutions to expand 10,000 Women within 18 months of graduation, 80 percent of scholars
and 10,000 Small Businesses, signature programs of reported increased revenues, 66 percent added new johs
Goldman Sachs and the Goldman Sachs Foundation. and 90 percent weve mentoring other women.

In 2011, we also accelerated the growth of 10,000

has helped 5,500 w 1 across 42 countries grow their Smmall Businesses, a sister program that collaborates

smiall businesses through a combination of business with colleges and community organizations to provide

management edu business support services and links wrepreneurs in the U.S, and ( A with the tools they

o capital. Wew partnerships included joining with the U.S. mm‘i to grow and create jobs. Through this initiative,

State Department to extend the program to new countries  we're now working with more than 40 organizations
and working with the government of Deamark to provide across 10 cities, in the two countries. In 2011, we
10,000 Women scholars in Tanzania affordable access expanded the program to Chicago in the U.5. and

to capital. By year’s end, data collecred showed the rising London and Birmingham i the UK.
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Goldman Sachs Gives:
sing Opportunities

Increas

Goldman Sachs Gives

In 2007, we launched a donor-advised fund, Goldman
Sachs Gives (GS G

recommend grants 1o non-profit organizations globally,

e

s), from which we and our partners

In the last two vears, nearly 7,000 grants totaling

&

Xjﬂ)i ion he ave suppor;eu (72""81"&1;";‘%%Ui‘tfts located in

24 countries, focused on the fund’s four straregic pillars:

Increasing Educational Opportunitic

o: Building and
and Veteyas

Stabilizing Communities; Honoring Service

and Ine Economic Growth.

PASINg
tn each of these thematic areas, Goldman Sachs partners

have come together to drive coordinared gifts in a way

that fever: and increases the impact of i‘iw frem’s

phitanthropy. Partners from Europe, the Middle Fast,
Africa, Asia and the 1.5, made joint recommendations

d the
East Africa Famine. In Asia, a regional GS Gives effort

to support the World Food P

rogramme’s efforts to ai

ss and increasing education about breast

Cancer verai ()!‘;’1;‘;5132;}?@( WIS ToCused

i QO{?%“}QE"{HE{%ZW wit h s

on women’s healeh. Tn the UK partners led a large-scale

effort in advance of the 2012 London Olympics to support
rwo organizations that use sports to teach life skills o

e Right To Play and Greenhe

underprivileged chi

i iar &8 Grves contrinues

granting tows

returning, wounded veterans with workforce training

i placement, and support for military famils

Reinforcing Goldman Sachs’ long-standing commitment
o working with academic institutions and providing
access to education for students from underserved

communities, we have seen that [nere Sducational

Opportunities has garnered significant support from

our fiem's parmership, Since early 2010, G8 Gives has

) mitltion o more than 100

directed approximate

colleges and anive globally, ranging from Temple and

¥ 7

Rutgers Universities in the US., to Huagiao University
in China and the University of Western Australia for
need-based scholarships for high-performing students.
Additional grants have targeted primary and secondary
education, diverse educational organizations and after-

!

wdents around the world.

wods, and

school programs in low-income neighbe

culrural programs for st
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The Goldman Sachs Group, Inc. is a leading global investment banking,

securities and investment management firm that provides a wide range

a::af‘ 'f 1anci z; ser ‘”k €s to s«MM thi and sz rsified e“f%’afm: base that includes
iments and high-net-worth

"‘vfffizzg;;i%g:gm;fgz:f tered in New York and

ind the world.

‘*;m@r i f unds and ﬁc:;va”amems
150 make marke
ansactions on majpo
W e ek e
provide finanging, securities len ;iima,
fanf% Q bioker &zg ema:% 0

ttutional client -

Institutional Client Services
Nat Revenues (in millions)

Investment Banking
Net Revenues (i

2009 2010 2011
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investing @z ienémggg

nate Ioans 1o
provide fmanv : nts, These
“»vwm cmts and loans are typically
lor xgee*»«termfsn r@atfure‘ W@ make
investme ‘wfs diféC‘{r\//ﬁﬂ/d 'r‘dif'@@“*
through funds that w We manage,
debts eaufmes oans ;}ub icang

We mvﬁa tin

private equity sezum real estate,

consolida Led iﬂv‘@S’[m:m{ erf,.{s%
and power generag@ﬂ ,‘iaﬂﬁme& «

tnvesting & Lending
Net Revenues

2008 2010

We provide investment n

_Investment Management

ment
roducts.

services and offer investr

o ,(pnmar Iy thmuc;h aepardmiy manaqed
accounts and commingled vehicles, such

as mutual funds and pri ivate investment
tunds) acrozs all “,a;f}r asset classes to
adiverse seb ol nsfnmzf}na land mdvdam
chents, ‘/\/ 8 aiso oﬁz‘ar wealth advzsc;ry
vices including pﬁftsoi e mama@emew
and Hnancialc oxmsam;g and | i}rOKefage
z%md other transaction services o hagb»/
tworth swﬁwnu? af’gd fammss. . .

Investment Management
Net Revenues {n millions)

2008 2070 2011
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As of or for the Year Ended December

2011 2010 2009

$ and st

AMOunts in

Oparating Results

Net revenues & 28811 $ 3
Pra-tax earnings 8,168 1
4,443 8,
ings applicable to common shareholders 2510 7,713
urn on average common shareholders’ equity - ) 3.7% o 115%

Q
~
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—~t
2
S
v
o
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o
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&
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Diluted earmnings |
Average diluted common shares outstandi
Dividends declared per common shar
Book value per common share 13
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Ending stock price ‘ v 80.43
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Financia! Condition and Selected Ratios

Total assets b HE3, 235 $911,332 $848,942
Unsecured long-term borrowir 173,545 174,399 185,085
Total shareholders’ equity 0,378 77,356 70,714
Leverage ratio? 13.1% 11.8x 12.0x
Adjusted §<—\v@mqe ratio? 8.6 7.6x 7.8x
Tier 1 e 1p ’c[xo 13.8% 16.0% 15.0%
Tier 1 12.1% 133%  12.2%

3,300 35,700
$ 828 $ 840 $

ngible common J areholde

anted o employees with no fut
Eqt nty Capits her Capital Metrics” for further informatic
. which are both non- C/\A P measures.

tequity.

. diusted assets divided by total sharehol
Sources - Balance Sheet Analysis and Metrics
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isted lever ratio, which are both non-GAAP measu

for turther

n about our ad as‘e'ﬁ assets ar fi E

capital ratio and the Tier 1 commaon ratio are co 'hp& ted using risk-weighted
lations {which are - 1. ynon ratio
on and Analysis
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Management’s Discussion and Analysis

Introduction

The Goldman Sachs Group, Inc. (Group Inc.) is a leading
global investment banking, securities and investment
management firm that provides a wide range of financial
services to a substantial and diversified client base that
includes corporations, financial institutions, governments
and high-net-worth individuals. Founded in 1869, the firm
is headquartered in New York and maintains offices in all
major financial centers around the world.

We report our activities in four business segments: Investment
Banking, Institutional Client Services, Investing & Lending and
Investment Management. See “Results of Operations” below
for further information about our business segments.

When we use the terms “Goldman Sachs,” “the firm,”
[13 » «

we,” “us” and “our,” we mean Group Inc., a Delaware
corporation, and its consolidated subsidiaries.

References herein to our Annual Report on Form 10-K are
to our Annual Report on Form 10-K for the year ended
December 31, 2011. All references to 2011, 2010 and 2009
refer to our years ended, or the dates, as the context
requires, December 31, 2011, December 31, 2010 and
December 31, 2009, respectively. Any reference to a future
year refers to a year ending on December 31 of that year.
Certain reclassifications have been made to previously
reported amounts to conform to the current presentation.

30 Goldman Sachs 2011 Annual Report

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

The firm generated net earnings of $4.44 billion for 2011,
compared with $8.35 billion and $13.39 billion for 2010
and 2009, respectively. Our diluted earnings per common
share were $4.51 for the year ended December 2011,
compared with $13.18 1 for the year ended December 2010
and $22.13 for the year ended December 2009. Return on
average common shareholders’ equity (ROE)2 was 3.7%
for 2011, compared with 11.5% ! for 2010 and 22.5% for
2009. During 2011, we redeemed the 50,000 shares of our
10% Cumulative Perpetual Preferred Stock, Series G (Series
G Preferred Stock) held by Berkshire Hathaway Inc. and
certain of its subsidiaries (collectively, Berkshire
Hathaway). Excluding the impact of the $1.64 billion
preferred dividend related to this redemption, diluted
earnings per common share were $7.463 and ROE was
5.9% 3 for 2011.

Book value per common share was $130.31 and tangible
book value per common share4 was $119.72 as of
December 2011, both approximately 1% higher compared
with the end of 2010. During the year, the firm repurchased
47.0 million shares of its common stock for a total cost of
$6.04 billion. Our Tier 1 capital ratio under Basel 1 was
13.8% and our Tier 1 common ratio under Basel 1 § was
12.1% as of December 2011.

2011 versus 2010. The firm generated net revenues of
$28.81 billion for 2011. These results reflected significantly
lower net revenues in Investing & Lending and Institutional
Client Services, as well as lower net revenues in Investment
Banking, compared with 2010. Net revenues in Investment
Management were essentially unchanged compared with
2010.

An overview of net revenues for each of our business
segments is provided below.

Investment Banking

The decrease in Investment Banking primarily reflected
lower net revenues in our Underwriting business. Net
revenues in equity underwriting were significantly lower
than 2010, principally due to a decline in industry-wide
activity. Net revenues in debt underwriting were essentially
unchanged compared with 2010. Net revenues in Financial
Advisory decreased slightly compared with 2010.

Institutional Client Services

The decrease in Institutional Client Services compared with
2010 reflected significantly lower net revenues in Fixed
Income, Currency and Commodities Client Execution.
Although activity levels in Fixed Income, Currency and
Commodities Client Execution during 2011 were generally
consistent with 2010 levels, and results were solid during
the first quarter of 2011, the environment during the
remainder of 2011 was characterized by broad market
concerns and uncertainty, resulting in volatile markets and
significantly wider credit spreads, which contributed to
difficult market-making conditions and led to reductions in
risk by us and our clients. As a result of these conditions,
net revenues across the franchise were lower, including
significant declines in mortgages and credit products,
compared with 2010.

Net revenues in Equities were slightly higher compared
with 2010. During 2011, average volatility levels increased
and equity prices in Europe and Asia declined significantly,
particularly during the third quarter. The increase in net
revenues reflected higher commissions and fees, primarily
due to higher transaction volumes, particularly during the
third quarter of 2011. In addition, net revenues in securities
services increased compared with 2010, reflecting the
impact of higher average customer balances. Equities client
execution net revenues were lower than 2010, primarily
reflecting significantly lower net revenues in shares.

-

(2]

. Excluding the impact of the $465 million related to the U.K. bank payroll tax, the $550 million related to the SEC settlement and the $305 million impairment of our

New York Stock Exchange {NYSE) Designated Market Maker (DMM) rights, diluted earnings per common share were $15.22 and ROE was 13.1% for 2010. We
believe that presenting our 2010 results excluding the impact of these items is meaningful because it increases the comparability of period-to-period results. Diluted
earnings per common share and ROE excluding these items are non-GAAP measures and may not be comparable to similar non-GAAP measures used by other
companies. See “Results of Operations — Financial Overview"” below for further information about our calculation of diluted earnings per common share and ROE
excluding the impact of these items.

. See “Results of Operations — Financial Overview” below for further information about our calculation of ROE.

. We believe that presenting our 2011 results excluding the impact of the $1.64 billion preferred dividend related to the redemption of our Series G Preferred Stock

(calculated as the difference between the carrying value and the redemption value of the preferred stock) is meaningful because it increases the comparability of
period-to-period results. Diluted earnings per common share and ROE excluding this item are non-GAAP measures and may not be comparable to similar non-GAAP
measures used by other companies. See “Results of Operations — Financial Overview" below for further information about our calculation of diluted earnings per
common share and ROE excluding the impact of this dividend.

. Tangible book value per common share is a non-GAAP measure and may not be comparable to similar non-GAAP measures used by other companies. See “Equity

Capital — Other Capital Metrics” below for further information about our calculation of tangible book value per common share.

. Tier 1 common ratio is a non-GAAP measure and may not be comparable to similar non-GAAP measures used by other companies. See “Equity Capital —

Consolidated Regulatory Capital Ratios” below for further information about our Tier 1 common ratio.
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Investing & Lending

Net revenues in Investing & Lending were $2.14 billion and
$7.54 billion for 2011 and 2010, respectively. Results for
2011 included a loss of $517 million from our investment
in the ordinary shares of Industrial and Commercial Bank
of China Limited (ICBC) and net gains of $1.12 billion
from other investments in equities, primarily in private
equity positions, partially offset by losses from public
equities. In addition, Investing & Lending included net
revenues of $96 million from debt securities and loans. This
amount includes approximately $1 billion of unrealized
losses related to relationship lending activities, including the
effect of hedges, offset by net interest income and net gains
from other debt securities and loans. Results for 2011 also
included other net revenues of $1.44 billion, principally
related to our consolidated entities held for investment
purposes.

Investment Management

Net revenues in Investment Management were essentially
unchanged compared with 2010, primarily due to higher
management and other fees, reflecting favorable changes in
the mix of assets under management, offset by lower
incentive fees. During the year, assets under management
decreased $12 billion to $828 billion, reflecting net
outflows of $17 billion, partially offset by net market
appreciation of $5 billion. Net outflows primarily reflected
outflows in fixed income and equity assets, partially offset
by inflows in money market assets.

2010 versus 2009. The firm generated net revenues of
$39.16 billion for 2010, despite a challenging operating
environment. These results reflected significantly lower net
revenues in Institutional Client Services and slightly lower
net revenues in Investment Banking compared with 2009.
These decreases were partially offset by significantly higher
net revenues in Investing & Lending and higher net
revenues in Investment Management.

An overview of net revenues for each of our business
segments is provided below.
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Investment Banking

The decrease in Investment Banking reflected lower net
revenues in our Underwriting business, partially offset by
higher net revenues in Financial Advisory. The decline in
Underwriting reflected lower net revenues in equity
underwriting, principally due to a decline in client activity
in comparison to 2009, which included significant capital-
raising activity by financial institution clients. Net revenues
in debt underwriting were essentially unchanged compared
with 2009. The increase in Financial Advisory primarily
reflected an increase in client activity.

Institutional Client Services

The decrease in Institutional Client Services reflected
significantly lower net revenues in Fixed Income, Currency
and Commodities Client Execution and, to a lesser extent,
Equities. During 2010, Fixed Income, Currency and
Commodities Client Execution operated in a challenging
environment characterized by lower client activity levels,
which reflected broad market concerns including European
sovereign debt risk and uncertainty over regulatory reform,
as well as tighter bid/offer spreads. The decrease in net
revenues compared with a particularly strong 2009
primarily reflected significantly lower results in interest rate
products, credit products, commodities and, to a lesser
extent, currencies. These decreases were partially offset by
higher net revenues in mortgages, as 2009 included
approximately $1 billion of losses related to commercial
mortgage loans.

The decline in Equities compared with 2009 primarily
reflected significantly lower net revenues in equities client
execution, principally due to significantly lower results in
derivatives and shares. Commissions and fees were also
lower than 2009, primarily reflecting lower client activity
levels. In addition, securities services net revenues were
significantly lower compared with 2009, primarily
reflecting tighter securities lending spreads, principally
due to the impact of changes in the composition of
customer balances, partially offset by the impact of higher
average customer balances. During 2010, although equity
markets were volatile during the first half of the year,
equity prices generally improved and volatility levels
declined in the second half of the year.
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Investing & Lending

Net revenues in Investing & Lending were $7.54 billion and
$2.86 billion for 2010 and 2009, respectively. During
2010, an increase in global equity markets and tighter
credit spreads provided a favorable backdrop for our
Investing & Lending business. Results in Investing &
Lending for 2010 included a gain of $747 million from our
investment in the ordinary shares of ICBC, a net gain of
$2.69 billion from other investments in equities, a net gain
of $2.60 billion from debt securities and loans and other net
revenues of $1.51 billion, principally related to our
consolidated entities held for investment purposes.

Investment Management

The increase in Investment Management primarily reflected
higher incentive fees across our alternative investment
products. Management and other fees also increased,
reflecting favorable changes in the mix of assets under
management, as well as the impact of appreciation in the
value of client assets. During 2010, assets under
management decreased 4% to $840 billion, primarily
reflecting outflows in money market assets, consistent with
industry trends.

Our business, by its nature, does not produce predictable
earnings. Our results in any given period can be materially
affected by conditions in global financial markets,
economic conditions generally and other factors. For a
further discussion of the factors that may affect our future
operating results, see “Certain Risk Factors That May
Affect Our Businesses” below, as well as “Risk Factors” in
Part I, Item 1A of our Annual Report on Form 10-K.
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Business Environment

Global economic growth generally moderated in 2011, as
real gross domestic product (GDP) grew in most major
economies and emerging markets, but at a slower pace than
in 2010. Certain unfavorable market conditions that
emerged in 2010 continued during the year, including
concerns about European sovereign debt risk and uncertainty
regarding financial regulatory reform. Additional concerns
that emerged during the first half of the year that affected our
businesses included political unrest in the Middle East, the
earthquake and tsunami in Japan and inflation in emerging
markets. During the second half of the year, concerns about
European sovereign debt risk and its impact on the European
banking system intensified, while concerns about U.S.
growth and the uncertainty regarding the U.S. federal debt
ceiling emerged, contributing to higher volatility levels,
significantly lower global equity prices and significantly
wider corporate credit spreads. This prompted the U.S.
Federal Reserve and the European Central Bank to announce
easing measures in order to stimulate economic growth in the
U.S. and to alleviate concerns about Europe. Industry-wide
completed and announced mergers and acquisitions volumes
increased compared with 2010, but declined during the
second half of the year. Industry-wide equity and equity-
related offerings and industry-wide debt offerings both
decreased compared with 2010, including significant declines
during the second half of the year. For a further discussion of
how market conditions affect our businesses, see “Certain
Risk Factors That May Affect Our Businesses” below as well
as “Risk Factors” in Part I, Item 1A of our Annual Report on
Form 10-K.

Global

During 2011, real GDP growth declined in most major
economies and emerging markets. The slowdown in
economic growth primarily reflected slower growth in
domestic demand compared with 2010, while international
trade continued to grow strongly during 2011.
Unemployment levels declined slightly compared with
2010, although the rate of unemployment remained
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elevated in some economies. During 2011, the U.S. Federal
Reserve, the Bank of England and the Bank of Japan left
interest rates unchanged, while the European Central Bank
increased and then reduced its interest rate during the year,
ending the year unchanged compared with 2010. In
addition, the People’s Bank of China increased its one-year
benchmark lending rate during the year. The price of crude
oil increased during 2011. The U.S. dollar strengthened
against the Euro and was essentially unchanged against the
British pound, while it weakened against the Japanese yen.

United States

In the United States, real GDP increased by 1.7% in 2011,
compared with an increase of 3.0% in 2010. Growth
moderated, primarily reflecting a decline in government
spending and reduced growth in exports, although business
investment and consumer expenditure increased. Business
and consumer confidence declined during most of the year,
primarily reflecting increased global economic concerns
and uncertainties. In addition, residential investment
remained weak and measures of core inflation increased
during the year from low levels. Growth in industrial
production decreased, primarily reflecting the impact of
supply-chain disruptions associated with Japan earlier in
the year. The unemployment rate declined slightly during
the year, although it remained high. The U.S. Federal
Reserve maintained its federal funds rate at a target range of
zero to 0.25% during the year. In addition, the U.S. Federal
Reserve concluded quantitative easing measures that
included the purchase of significant amounts of U.S.
Treasury debt and announced further easing measures by
extending the duration of the U.S. Treasury debt it holds.
The yield on the 10-year U.S. Treasury note fell by 141
basis points during 2011 to 1.89%. In equity markets, the
Dow Jones Industrial Average increased by 6%, while the
NASDAQ Composite Index decreased by 2% and the S&P
500 Index ended the year essentially unchanged.
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Europe

Real GDP in the Euro area economies increased by an
estimated 1.6% in 2011, compared with an increase of
1.8% in 2010. Growth moderated slightly, primarily
reflecting reduced growth in consumer expenditure and
exports, although fixed investment increased. Surveys of
business and consumer confidence deteriorated over the
course of the year. Measures of core inflation increased
during the year from low levels. Concerns about fiscal
challenges in several Euro area economies intensified during
the year, weighing on economic growth in these economies
and on risk appetite more broadly. In addition, concerns
about European sovereign debt risk contributed to higher
market volatility and funding pressures. The European
Central Bank and governments in the Euro area took a
range of policy measures to address these issues. The
European Central Bank increased its main refinancing
operations rate by 25 basis points during both the second
and third quarters, but reversed these increases during the
fourth quarter, such that the rate ended the year at 1.00%,
unchanged compared with the end of 2010. In the United
Kingdom, real GDP increased by 0.8% for 2011, compared
with an increase of 2.1% in 2010. The Bank of England
maintained its official bank rate at 0.50% during the year.
Long-term government bond yields generally declined
during the year, although long-term government bond
yields in certain Euro area economies increased
significantly. In addition, spreads between German bond
yields and those of most Euro area economies widened
during the year. The Euro depreciated by 3% and the
British pound was essentially unchanged against the U.S.
dollar. The Euro Stoxx 50 Index and the CAC 40 Index
both declined by 17%, while the DAX Index and the FTSE
100 Index decreased by 15% and 6%, respectively,
compared with the end of 2010.

Asia

In Japan, real GDP decreased by 0.9% in 2011, compared with
an increase of 4.4% in 2010. Net exports and business
investment declined during the year due to the economic impact
of the earthquake and tsunami in the first quarter. Measures of
inflation remained negative during 2011. The Bank of Japan
maintained its target overnight call rate at a range of zero to
0.10% and the yield on 10-year Japanese government bonds fell
by 14 basis points to 0.99%. The Japanese yen appreciated by
5% against the U.S. dollar. The Nikkei 225 Index decreased by
17% during the year. In China, real GDP increased by 9.2% in
2011 compared with an increase of 10.4% in 2010. Growth
moderated, primarily reflecting a slowdown in net exports and
fixed investment growth, although consumer spending
increased. Measures of inflation increased significantly during
2011, reflecting the impact of higher food and energy prices, but
decreased towards the end of the year. The People’s Bank of
China raised its one-year benchmark lending rate by 75 basis
points to 6.56% and increased the reserve requirement ratio by
250 basis points during the year. In addition, the Chinese yuan
appreciated by 4% against the U.S. dollar and the Shanghai
Composite Index decreased by 22% during 2011. In India, real
GDP increased by an estimated 6.9% in 2011 compared with
an increase of 8.5% in 2010. Growth moderated, primarily
reflecting a slowdown in consumer expenditure and fixed
investment growth. The rate of wholesale inflation remained at
elevated levels, but decreased during the year. The Indian rupee
depreciated by 19% against the U.S. dollar. Equity markets in
Hong Kong and India declined significantly and equity markets
in South Korea ended the year lower.

Other Markets

In Brazil, real GDP increased by an estimated 3.0% in 2011,
compared with an increase of 7.5% in 2010. Growth
moderated, primarily reflecting a slowdown in investment
and consumer expenditure growth. The Brazilian real
weakened against the U.S. dollar. Brazilian equity prices
ended the year significantly lower compared with the end of
2010. In Russia, real GDP increased by an estimated 4.2% in
2011, compared with an increase of 4.0% in 2010. Growth
was driven by an increase in domestic demand, particularly
during the second half of the year. The Russian ruble
weakened against the U.S. dollar and Russian equity prices
ended the year significantly lower compared with the end of
2010.
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Critical Accounting Policies

Fair Value

Fair Value Hierarchy. Financial instruments owned, at fair
value and Financial instruments sold, but not yet
purchased, at fair value (i.e., inventory), as well as certain
other financial assets and financial liabilities, are reflected
in our consolidated statements of financial condition at fair
value (i.e., marked-to-market), with related gains or losses
generally recognized in our consolidated statements of
earnings. The use of fair value to measure financial
instruments is fundamental to our risk management
practices and is our most critical accounting policy.

The fair value of a financial instrument is the amount that
would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market
participants at the measurement date. In determining fair
value, the hierarchy under U.S. generally accepted
accounting principles (U.S. GAAP) gives (i) the highest
priority to unadjusted quoted prices in active markets for
identical, unrestricted assets or liabilities (level 1 inputs),
(ii) the next priority to inputs other than level 1 inputs that
are observable, either directly or indirectly (level 2 inputs),
and (iii) the lowest priority to inputs that cannot be
observed in market activity (level 3 inputs). Assets and
liabilities are classified in their entirety based on the lowest
level of input that is significant to their fair value
measurement.

The fair values for substantially all of our financial assets
and financial liabilities are based on observable prices and
inputs and are classified in levels 1 and 2 of the hierarchy.
Certain level 2 and level 3 financial assets and financial
liabilities may require appropriate valuation adjustments
that a market participant would require to arrive at fair
value for factors such as counterparty and the firm’s credit
quality, funding risk, transfer restrictions, liquidity and bid/
offer spreads. Valuation adjustments are generally based on
market evidence.
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Instruments categorized within level 3 of the fair value
hierarchy, which represent approximately 5% of the firm’s
total assets, require one or more significant inputs that are
not observable. Absent evidence to the contrary,
instruments classified within level 3 of the fair value
hierarchy are initially valued at transaction price, which is
considered to be the best initial estimate of fair value.
Subsequent to the transaction date, we use other
methodologies to determine fair value, which vary based on
the type of instrument. Estimating the fair value of level 3
financial instruments requires judgments to be made. These
judgments include:

* determining the appropriate valuation methodology and/
or model for each type of level 3 financial instrument;

* determining model inputs based on an evaluation of all
relevant empirical market data, including prices
evidenced by market transactions, interest rates, credit
spreads, volatilities and correlations; and

* determining appropriate valuation adjustments related
to illiquidity or counterparty credit quality.

Regardless of the methodology, valuation inputs and
assumptions are only changed when corroborated by
substantive evidence.

Controls Over Valuation of Financial Instruments.
Market makers and investment professionals in our
revenue-producing units are responsible for pricing our
financial instruments. Our control infrastructure is
independent of the revenue-producing units and is
fundamental to ensuring that all of our financial
instruments are appropriately valued at market-clearing
levels. In the event that there is a difference of opinion in
situations where estimating the fair value of financial
instruments requires judgment (e.g., calibration to market
comparables or trade comparison, as described below), the
final valuation decision is made by senior managers in
control and support functions that are independent of the
revenue-producing units (independent control and support
functions). This independent price verification is critical to
ensuring that our financial instruments are properly valued.
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Price Verification. The objective of price verification is to
have an informed and independent opinion with regard to
the valuation of financial instruments under review.
Instruments that have one or more significant inputs which
cannot be corroborated by external market data are
classified within level 3 of the fair value hierarchy. Price
verification strategies utilized by our independent control
and support functions include:

» Trade Comparison. Analysis of trade data (both
internal and external where available) is used to
determine the most relevant pricing inputs and
valuations.

* External Price Comparison. Valuations and prices are
compared to pricing data obtained from third parties
(e.g., broker or dealers, Marklt, Bloomberg, IDC,
TRACE). Data obtained from various sources is
compared to ensure consistency and validity. When
broker or dealer quotations or third-party pricing
vendors are used for valuation or price verification,
greater priority is generally given to executable
quotations.

« Calibration to Market Comparables. Market-based
transactions are used to corroborate the valuation of
positions with similar characteristics, risks and
components.

+ Relative Value Analyses. Market-based transactions
are analyzed to determine the similarity, measured in
terms of risk, liquidity and return, of one instrument
relative to another or, for a given instrument, of one
maturity relative to another.

» Collateral Analyses. Margin disputes on derivatives are
examined and investigated to determine the impact, if
any, on our valuations.

+ Execution of Trades. Where appropriate, trading desks
are instructed to execute trades in order to provide
evidence of market-clearing levels.

+ Backtesting. Valuations are corroborated by comparison
to values realized upon sales.

See Notes § through 8 to the consolidated financial
statements for further information about fair value
measurements.

Review of Net Revenues. Independent control and
support functions ensure adherence to our pricing policy
through a combination of daily procedures, including the
explanation and attribution of net revenues based on the
underlying factors. Through this process we independently
validate net revenues, identify and resolve potential fair
value or trade booking issues on a timely basis and ensure
that risks are being properly categorized and quantified.

Review of Valuation Models. Quantitative professionals
within our Market Risk Management department (Market
Risk Management) perform an independent model
approval process. This process incorporates a review of a
diverse set of model and trade parameters across a broad
range of values (including extreme and/or improbable
conditions) in order to critically evaluate:

+ the model’s suitability for valuation and risk management
of a particular instrument type;

+ the model’s accuracy in reflecting the characteristics of
the related product and its significant risks;

+ the suitability and properties of the numerical algorithms
incorporated in the model;

+ the model’s consistency with models for similar products;
and

o+ the model’s sensitivity to input parameters and
assumptions.

New or changed models are reviewed and approved.
Models are evaluated and re-approved annually to assess
the impact of any changes in the product or market and any
market developments in pricing theories.
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Level 3 Financial Assets at Fair Value. The table below
presents financial assets measured at fair value and the
amount of such assets that are classified within level 3 of the
fair value hierarchy.

Total level 3 financial assets were $47.94 billion and
$45.38 billion as of December 2011 and December 2010,
respectively.

See Notes 5 through 8 to the consolidated financial
statements for further information about changes in level 3
financial assets and fair value measurements.

As of December 2011 As of December 2010

Total at Level 3 Total at Level 3
in millions Fair Value Total Fair Value Total
Commercial paper, certificates of deposit, time deposits

and other money market instruments $ 13,440 $ — $ 11,262 $ —

1,451
Equities and convertible debentures 65,113 13,667 67,833 11,060
Commodites 5,762 — 13,138 —
TOtal G NSt UMt e 284178 . 34,685 283,660 32,207
Derivatives 80,028 11,900 73,293 12,772
Financial instruments owned, at fairvalve 364,206 46,585 356,953 44,979
.................. 42,014 - 36,182 —
""" 187,789 557 188,355 100
.............. agemn & e -
Receivables from customers and counterparties 9,682 795 7,202 298
Total $651,312 $47,937 $637,514 $45,377
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Goodwill and Identifiable Intangible Assets
Goodwill. Goodwill is the cost of acquired companies in
excess of the fair value of net assets, including identifiable
intangible assets, at the acquisition date. Goodwill is
assessed annually for impairment, or more frequently if
events occur or circumstances change that indicate an
impairment may exist, by first assessing qualitative factors
to determine whether it is more likely than not that the fair
value of a reporting unit is less than its carrying amount. If
the results of the qualitative assessment are not conclusive,
a quantitative goodwill impairment test is performed by
comparing the estimated fair value of each reporting unit
with its estimated net book value. We derive the fair value
based on valuation techniques we believe market
participants would use (i.e., observable price-to-earnings
multiples and price-to-book multiples). We derive the net
book value by estimating the amount of shareholders’
equity required to support the activities of each reporting
unit. Estimating the fair value of our reporting units
requires management to make judgments. Critical inputs
include (i) projected earnings, (ii) estimated long-term
growth rates and (iii) cost of equity.

During the second half of 2011, consistent with the decline
in stock prices in the broader financial services sector, our
stock price declined and throughout most of this period,
our market capitalization was below book value.
Accordingly, we performed a quantitative impairment test
during the fourth quarter of 2011 and determined that
goodwill was not impaired. The estimated fair value of our
reporting units in which we hold substantially all of our
goodwill significantly exceeded the estimated carrying
values. We believe that it is appropriate to consider market
capitalization, among other factors, as an indicator of fair
value over a reasonable period of time.

If the current economic market conditions persist and if
there is a prolonged period of weakness in the business
environment and financial markets, our earnings may be
adversely affected, which could result in an impairment of
goodwill in the future. In addition, significant changes to
other critical inputs of the goodwill impairment test (e.g.,
cost of equity) could cause the estimated fair value of our
reporting units to decline, which could result in an
impairment of goodwill in the future.

See Note 3 to the consolidated financial statements for
information about amendments to the accounting guidance
for goodwill impairment testing and Note 13 to the
consolidated financial statements for the carrying value of
our goodwill.

Identifiable Intangible Assets. We amortize our identifiable
intangible assets (i) over their estimated lives, (ii) based on
economic usage or (iii) in proportion to estimated gross profits
or premium revenues. Identifiable intangible assets are tested
for impairment whenever events or changes in circumstances
suggest that an asset’s or asset group’s carrying value may not
be fully recoverable.

An impairment loss, generally calculated as the difference
between the estimated fair value and the carrying value of
an asset or asset group, is recognized if the sum of the
estimated undiscounted cash flows relating to the asset or
asset group is less than the corresponding carrying value.
See Note 13 to the consolidated financial statements for
the carrying value and estimated remaining lives of our
identifiable intangible assets by major asset class and
impairments of our identifiable intangible assets.

A prolonged period of market weakness could adversely
impact our businesses and impair the value of our
identifiable intangible assets. In addition, certain events
could indicate a potential impairment of our identifiable
intangible assets, including (i) decreases in revenues from
commodity-related customer contracts and relationships,
(ii) decreases in cash receipts from television broadcast
royalties, (iii) an adverse action or assessment by a regulator
or (iv) adverse actual experience on the contracts in our
variable annuity and life insurance business. Management
judgment is required to evaluate whether indications of
potential impairment have occurred, and to test intangibles
for impairment if required.
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Use of Estimates

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

We estimate and provide for potential losses that may arise
out of litigation and regulatory proceedings to the extent
that such losses are probable and can be reasonably
estimated. In accounting for income taxes, we estimate and
provide for potential liabilities that may arise out of tax
audits to the extent that uncertain tax positions fail to meet
the recognition standard under FASB Accounting Standards
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Codification 740. See Note 24 to the consolidated financial
statements for further information about accounting for
income taxes.

Significant judgment is required in making these estimates
and our final liabilities may ultimately be materially
different. Our total estimated liability in respect of litigation
and regulatory proceedings is determined on a case-by-case
basis and represents an estimate of probable losses after
considering, among other factors, the progress of each case
or proceeding, our experience and the experience of others
in similar cases or proceedings, and the opinions and views
of legal counsel. See Notes 18 and 27 to the consolidated
financial statements for information on certain judicial,
regulatory and legal proceedings.
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Results of Operations

The composition of our net revenues has varied over time as Factors” in Part I, Item 1A of our Annual Report on Form
financial markets and the scope of our operations have 10-K for a further discussion of the impact of economic and
changed. The composition of net revenues can also vary market conditions on our results of operations.

over the shorter term due to fluctuations in U.S. and global
economic and market conditions. See “Certain Risk Factors
That May Affect Our Businesses” below and “Risk

Financial Overview
The table below presents an overview of our financial

results,
Year Ended December
$ in millions, except per share amounts 2011 2010 2009
Net revenues B $28811  $39,161  $45173

Net earnings applicable to common shareholders
D hare
Return on average common shareholders’ equity !
D xcluding t end 2
Return on average common shareholders’ equity, excluding the impact of t Stock
B ONG 2 e 59% L NA N/A
Diluted earnings per common share, excluding the impact of the U.K. bank payroll tax, the SEC

settlement and the NYSE DMM rights impairment 3 N/A $ 15.22 N/A

Return on average common shareholders’ equity, excluding the impact of the U.K. bank payroll tax, the
SEC settlement and the NYSE DMM rights impairment 3 N/A 13.1% N/A

1. ROE is computed by dividing net earnings applicable to common shareholders by average monthly common shareholders’ equity. The table below presents our
average common shareholders’ equity.

Average for the
Year Ended December

in miflions 2011 2010 2002
Total shareholders’ €qUIty | e $72,708  $74,257 $85527
Preferred stock (3,990) (6,957) (11,363)
Common shareholders’ equity $68,718 $67,300 $ 54,164

2. We believe that presenting our results excluding the impact of the $1.64 billion Series G Preferred Stock dividend is meaningful, as it increases the comparability of
period-to-period results. Diluted earnings per common share and ROE excluding this item are non-GAAP measures and may not be comparable to similar non-GAAP
measures used by other companies. The tables below present the calculation of net earnings applicable to common shareholders, diluted earnings per common
share and average common shareholders’ equity excluding the impact of this dividend.

Year Ended
in millions, except per share amount December 2011
Net earnings applicable to common shareholders §2,510
et of the Serie & Proferad Stodk dividond o3
Net earnings applicable to common shareholders, excluding the impact of the Series G Preferred Stock dividend 4153
Divided by: average diluted common shares outstanding 556.9
Diluted earnings per common share, excluding the impact of the Series G Preferred Stock dividend $ 746

Average for the

Year Ended
in miflions December 2011
Total shareholders’ @QUItY e . $72,708
Preferred stock (3,990)
CommMON SNATENOIAEIS’ BOUILY | e e 68,718
Impact of the Series G Preferred Stock dividend 1,264
Common shareholders’ equity, excluding the impact of the Series G Preferred Stock dividend $69,982
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3. We believe that presenting our results excluding the impact of the U.K. bank payroll tax, the SEC settlement and the NYSE DMM rights impairment is meaningful, as
it increases the comparability of period-to-period results. Diluted earnings per common share and ROE excluding these items are non-GAAP measures and may not
be comparable to similar non-GAAP measures used by other companies. The tables below present the calculation of net earnings applicable to common
shareholders, diluted earnings per common share and average common shareholders’ equity excluding the impact of these items.

Year Ended
in millions, except per share amounts December 2010
Net earnings applicable to common shareholders $7,713

Impact of the U.K. bank payroll tax

Tax impact of the NYSE DMM rights impairment ) N (118)
Net earnings applicable to common shareholders, excluding the impact of the U.K. bank payroll tax,

the SEC settlement and the NYSE DMM rights impairment e 8,909
Divided by: average diluted common shares outstanding 585.3
Diluted earnings per common share, excluding the impact of the U.K. bank payroll tax, the SEC settlement

and the NYSE DMM rights impairment $16.22

Average for the

Year Ended
in millions December 2010
Total shareholders’ equity e $74,257
Preferred stock (6,957)
Common shareholders’ equity e ‘ 67,300
Impact of the U.K. bank payroll 18X e 359
Impact of the SEC Settlement e 293
Impact of the NYSE DMM rights impairment 14
Common shareholders’ equity, excluding the impact of the U.K. bank payroll tax, the SEC settlement
and the NYSE DMM rights impairment $67,966
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Net Revenues

2011 versus 2010. Net revenues were $28.81 billion for
2011, 26% lower than 2010, reflecting significantly lower
net revenues in Investing & Lending and Institutional
Client Services, as well as lower net revenues in Investment
Banking. Net revenues in Investment Management were
essentially unchanged compared with 2010.

2010 versus 2009. Net revenues were $39.16 billion for
2010, 13% lower than 2009, reflecting significantly lower
net revenues in Institutional Client Services and slightly
lower net revenues in Investment Banking. These decreases
were partially offset by significantly higher net revenues in
Investing & Lending and higher net revenues in Investment
Management.

Net interest Income

2011 versus 2010. Net interest income was $5.19 billion
for 2011, 6% lower than 2010. The decrease compared
with 2010 was primarily due to higher interest expense
related to our long-term borrowings and higher dividend
expense related to financial instruments sold, but not yet
purchased, partially offset by an increase in interest income
from higher yielding collateralized agreements.

2010 versus 2009. Net interest income was $5.50 billion
for 2010, 26% lower than 2009. The decrease compared
with 2009 was primarily due to lower average fixed income
assets, most notably U.S. federal agency obligations, higher
interest expense related to our long-term borrowings and
tighter securities lending spreads.

Non-interest Revenues

Investment banking

Investment banking revenues reflected an operating
environment generally characterized by significant declines
in industry-wide underwriting and mergers and acquisitions
activity levels during the second half of 2011. These
declines reflected increased concerns regarding the
weakened state of global economies, including heightened
European sovereign debt risk, which contributed to a
significant widening in credit spreads, a sharp increase in
volatility levels and a significant decline in global equity
markets during the second half of 2011. If these concerns
continue or if equity markets decline further, resulting in
lower levels of client activity, revenues in investment
banking would likely continue to be negatively impacted.

2011 versus 2010. Investment banking revenues on the
consolidated statement of earnings were $4.36 billion for
2011, 9% lower than 2010, primarily reflecting lower
revenues in our underwriting business. Revenues in equity
underwriting were significantly lower than 2010, principally
due to a decline in industry-wide activity. Revenues in debt
underwriting were essentially unchanged compared with
2010. Revenues in financial advisory decreased slightly
compared with 2010.

2010 versus 2009. Investment banking revenues on the
consolidated statement of earnings were $4.81 billion for
2010, 3% lower than 2009, reflecting lower revenues in our
underwriting business, partially offset by higher revenues in
financial advisory. The decline in underwriting reflected
lower revenues in equity underwriting, principally due to a
decline in client activity in comparison to 2009, which
included significant capital-raising activity by financial
institution clients. Revenues in debt underwriting were
essentially unchanged compared with 2009. Revenues in
financial advisory increased compared with 2009, primarily
reflecting an increase in client activity.

Investment management

During the first half of 2011, investment management
revenues reflected an operating environment generally
characterized by improved asset prices and a shift in
investor assets away from money markets in favor of asset
classes with potentially higher risk and returns. However,
during the second half of 2011, asset prices declined,
particularly in equities, in part driven by increased
uncertainty regarding the global economic outlook.
Declining asset prices and economic uncertainty
contributed to investors shifting assets away from asset
classes with potentially higher risk and returns to asset
classes with lower risk and returns. If asset prices continue
to decline or investors continue to favor lower risk asset
classes or withdraw their assets, investment management
revenues would likely continue to be negatively impacted.

2011 versus 2010. Investment management revenues on
the consolidated statement of earnings were $4.69 billion
for 2011, essentially unchanged compared with 2010,
primarily due to higher management and other fees,
reflecting favorable changes in the mix of assets under
management, offset by lower incentive fees.
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2010 versus 2009. Investment management revenues on the
consolidated statement of earnings were $4.67 billion for
2010, 10% higher than 2009, primarily reflecting higher
incentive fees across our alternative investment products.
Management and other fees also increased, reflecting
favorable changes in the mix of assets under management, as
well as the impact of appreciation in the value of client assets.

Commissions and fees

Broad market concerns and uncertainties that emerged
during 2010, including concerns about European sovereign
debt risk and the weakened state of global economies,
heightened during 2011. These concerns and uncertainties
resulted in an increase in average volatility levels and
significantly lower equity prices in Europe and Asia,
particularly during the third quarter of 2011. The macro
challenges during the year resulted in volatile markets,
which contributed to higher transaction volumes and fees.
If these concerns and uncertainties continue, but were to
result in lower transaction volumes, commissions and fees
would likely be negatively impacted.

2011 versus 2010. Commissions and fees on the
consolidated statement of earnings were $3.77 billion for
2011, 6% higher than 2010, reflecting higher transaction
volumes, particularly during the third quarter of 2011.

2010 versus 2009. Commissions and fees on the consolidated
statement of earnings were $3.57 billion for 2010, 7% lower
than 2009, primarily reflecting lower client activity levels.

Market making

During 2011, market-making revenues were negatively
impacted by increased concerns regarding the weakened state
of global economies, including heightened European
sovereign debt risk, and its impact on the European banking
system and global financial institutions. These conditions
also impacted expectations for economic prospects in the
U.S. and were reflected in equity and debt markets more
broadly. In addition, the downgrade in credit ratings of the
U.S. government and federal agencies and many financial
institutions during the second half of 2011 contributed to
further uncertainty in the markets. These concerns, as well as
other broad market concerns, such as uncertainty over
financial regulatory reform, continued to have a negative
impact on market-making revenues during 2011. If these
concerns continue, and market-making conditions remain
challenging, market-making revenues would likely continue
to be negatively impacted.
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2011 versus 2010. Market-making revenues on the
consolidated statement of earnings were $9.29 billion for
2011, 32% lower than 2010. Although activity levels during
2011 were generally consistent with 2010 levels, and results
were solid during the first quarter of 2011, the environment
during the remainder of 2011 was characterized by broad
market concerns and uncertainty, resulting in volatile
markets and significantly wider credit spreads, which
contributed to difficult market-making conditions and led to
reductions in risk by us and our clients. As a result of these
conditions, revenues across most of our major market-
making activities were lower during 2011 compared with
2010.

2010 versus 2009. Market-making revenues on the
consolidated statement of earnings were $13.68 billion for
2010, 38% lower than 2009. During 2010, market-making
revenues were negatively impacted by lower client activity
levels, which reflected broad market concerns including
European sovereign debt risk and uncertainty over
regulatory reform, as well as tighter bid/offer spreads. The
decrease in revenues compared with a particularly strong
2009 primarily reflected lower results across most of our
major market-making activities. These decreases were
partially offset by higher revenues in mortgages, as 2009
included significant losses related to commercial mortgage
loans.

Other principal transactions

During 2011, other principal transactions results reflected
an operating environment characterized by a significant
decline in equity markets in Europe and Asia, and
unfavorable credit markets that were negatively impacted
by increased concerns regarding the weakened state of
global economies, including heightened European sovereign
debt risk. If equity markets decline further and credit
spreads widen further, other principal transactions
revenues would likely continue to be negatively impacted.
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2011 versus 2010. Other principal transactions revenues
on the consolidated statements of earnings were
$1.51 billion and $6.93 billion for 2011 and 2010,
respectively. Results for 2011 included a loss from our
investment in the ordinary shares of ICBC and net gains
from other investments in equities, primarily in private
equity positions, partially offset by losses from public
equities. In addition, revenues in other principal
transactions included net losses from debt securities and
loans, primarily reflecting approximately $1 billion of
unrealized losses related to relationship lending activities,
including the effect of hedges, partially offset by net gains
from other debt securities and loans. Results for 2011 also
included revenues related to our consolidated entities held
for investment purposes.

2010 versus 2009. Other principal transactions revenues
on the consolidated statements of earnings were
$6.93 billion and $2.62 billion for 2010 and 2009,
respectively. During 2010, an increase in global equity
markets and tighter credit spreads provided a favorable
backdrop for other principal transactions revenues. Results
for 2010 included a gain from our investment in the
ordinary shares of ICBC, net gains from other investments
in equities, net gains from debt securities and loans and
revenues related to our consolidated entities held for
investment purposes. Results for 2009 included a gain from
our investment in the ordinary shares of ICBC, net gains
from debt securities and loans, and revenues related to our
consolidated entities held for investment purposes, partially
offset by net losses from other investments in equities.
During 2009, continued weakness in commercial real estate
markets negatively impacted our results.

Operating Expenses

Our operating expenses are primarily influenced by
compensation, headcount and levels of business activity.
Compensation and benefits includes salaries, discretionary
compensation, amortization of equity awards and other
items such as benefits. Discretionary compensation is
significantly impacted by, among other factors, the level of
net revenues, prevailing labor markets, business mix, the
structure of our share-based compensation programs and
the external environment.

In the context of more difficult economic and financial
conditions, the firm launched an initiative during the
second quarter of 2011 to identify areas where we can
operate more efficiently and reduce our operating
expenses. We targeted approximately $1.4 billion in annual
run rate compensation and non-compensation reductions
and will continue to monitor our expense run rate closely
and make further adjustments as needed.

Goldman Sachs 2011 Annual Report 45



Management's Discussion and Analysis

The table below presents our operating expenses and total staff.

Year Ended December

$ in millions 2011 2010 2009
Compensation and benefits e $12,223 $15,376 $16,193
U.K. bank payroll tax et b 465 -
Brokerage, clearing, exchange and distributonfees -~ ... 2,463 2,281 2,298
Market development ) 640 530 342
G b and'{ééﬁ'hology ............................................................................................................ po g o5
Depreciation and amortization B 1,865 1,889 1,734
Occupancy . 1,030 1,086 950
Professional fees : 992 927 678
Insurance reserves ' 529 398 334
Other expenséé """"""""""""" 2,072 2,559 2,106
Total non-compensation expenses 10,419 10,428 9,151
Total operating expenses $22,642 $26,269 $25,344
Total staff at period-end2 33,300 35,700 32,600
Total staff at period-end including consolidated entities held for investment purposes 3 34,700 38,700 36,200

1. Revenues related to our insurance activities are included in “Market making” on the consolidated statements of earnings.
2. Includes employees, consultants and temporary staff,

3. Compensation and benefits and non-compensation expenses related to consolidated entities held for investment purposes are included in their respective line items
in the consolidated statements of earnings. Consolidated entities held for investment purposes are entities that are held strictly for capital appreciation, have a
defined exit strategy and are engaged in activities that are not closely related to our principal businesses.

2011 versus 2010. Operating expenses were $22.64 billion U.K. bank payroll tax) for 2010. Operating expenses for
for 2011, 14% lower than 2010. Compensation and 2010 included $465 million related to the U.K. bank
benefits expenses were $12.22 billion for 2011, a 21% payroll tax. Total staff decreased 7% during 2011. Total
decline compared with $15.38 billion for 2010. The ratio of staff including consolidated entities held for investment
compensation to net revenues for 2011 was 42.4%, purposes decreased 10% during 2011.

compared with 39.3%1 (which excludes the impact of the

1. We believe that presenting our ratio of compensation and benefits to net revenues excluding the impact of the $465 million U.K. bank payroll tax is meaningful, as
excluding it increases the comparability of period-to-period results. The ratio of compensation and benefits to net revenues excluding the impact of this item is a
non-GAAP measure and may not be comparable to similar non-GAAP measures used by other companies. The table below presents the calculation of the ratio of
compensation and benefits to net revenues including and excluding the impact of this item.

Year Ended
$ in millions December 2010
Compensation and benefits (which excludes the impact of the $465 million U.K. bank payrol! tax) $15,376

benefits, including the impact of the $465 million U.K.

payroll tax $15,841

Ratio of compensat'i'on and benefits to net revenues, including the impact of the $465 million U.K. bank payr‘ai‘l“tax 40.5%
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Non-compensation expenses were $10.42 billion for
2011, essentially unchanged compared with 2010.
Non-compensation expenses for 2011 included higher
brokerage, clearing, exchange and distribution fees,
increased reserves related to our insurance business and
higher market development expenses compared with
2010. These increases were offset by lower other
expenses during 2011. The decrease in other expenses
primarily reflected lower net provisions for litigation and
regulatory proceedings (2010 included $550 million
related to a settlement with the SEC). In addition,
non-compensation expenses during 2011 included
impairment charges of approximately $440 million,
primarily related to consolidated investments and Litton
Loan Servicing LP. Charitable contributions were $163
million during 2011, primarily including $78 million to
Goldman Sachs Gives, our donor-advised fund, and $25
million to The Goldman Sachs Foundation.
Compensation was reduced to fund the charitable
contribution to Goldman Sachs Gives. The $78 million
contribution is in addition to prior year contributions
made to Goldman Sachs Gives. The firm asks its
participating managing directors to make
recommendations  regarding potential  charitable
recipients for this contribution.

2010 versus 2009. Operating expenses were $26.27 billion
for 2010, 4% higher than 2009. Compensation and
benefits expenses were $15.38 billion for 2010, a 5%
decline compared with $16.19 billion for 2009, due to
lower net revenues. The ratio of compensation and benefits
to net revenues for 2010 was 39.3% (which excludes the
impact of the $465 million UK. bank payroll tax),
compared with 35.8% for 2009. Total staff increased 10%
during 2010. Total staff including consolidated entities held
for investment purposes increased 7% during 2010.

During 2010, the United Kingdom enacted legislation that
imposed a non-deductible 50% tax on certain financial
institutions in respect of discretionary bonuses in excess of
£25,000 awarded under arrangements made between
December 9, 2009 and April 5, 2010 to “relevant banking
employees.” Our operating expenses for 2010 included
$465 million related to this tax.

Non-compensation expenses were $10.43 billion for 2010,
14% higher than 2009. This increase was primarily
attributable to the impact of net provisions for litigation
and regulatory proceedings of $682 million (including $550
million related to a settlement with the SEC), and an
impairment of our NYSE DMM rights of $305 million,
each during 2010. The remainder of the increase compared
with 2009 generally reflected higher professional fees,
market development expenses and occupancy expenses.
These increases were partially offset by the impact of
significantly higher real estate impairment charges during
2009 related to our consolidated entities held for
investment purposes, as well as higher charitable
contributions during 2009. The real estate impairment
charges, which were measured based on discounted cash
flow analyses, are included in our Investing & Lending
segment and reflected weakness in the commercial real
estate  markets.  Charitable  contributions  were
approximately $420 million during 2010, primarily
including $25 million to The Goldman Sachs Foundation
and $320 million to Goldman Sachs Gives, our donor-
advised fund. Compensation was reduced to fund the
charitable contribution to Goldman Sachs Gives.
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Provision for Taxes

The effective income tax rate for 2011 was 28.0%, down
from 35.2% for 2010. Excluding the impact of the
$465 million U.K. bank payroll tax and the $550 million
SEC settlement, substantially all of which was
non-deductible, the effective income tax rate for 2010 was
32.7% 1. The decrease from 32.7% to 28.0% was primarily
due to an increase in permanent benefits as a percentage of
earnings and the earnings mix.

The effective income tax rate for 2010 of 32.7%1! was
essentially unchanged from the effective income tax rate for

2009 of 32.5%.

In December 2010, the rules related to the deferral of U.S.
tax on certain non-repatriated active financing income were
extended retroactively to January 1, 2010 through
December 31, 2011. If these rules are not extended, the
expiration may materially increase our effective income tax
rate beginning in 2013.

1. We believe that presenting our effective income tax rate for 2010 excluding the impact of the U.K. bank payroll tax and the SEC settlement, substantially all of which
was non-deductible, is meaningful as excluding these items increases the comparability of period-to-period results. The effective income tax rate excluding the
impact of these items is a non-GAAP measure and may not be comparable to similar non-GAAP measures used by other companies. The table below presents the

calculation of the effective income tax rate excluding the impact of these amounts.

Year Ended December 2010

Pre-tax Provision Effective income
$ in millions earnings for taxes tax rate
e e $12,892 $4,538 . 35.2%
] B S S SRS I
mpact of the UK. bank payroll taX e 465 o i~
Imipact of the SEC Settlormant P . g ——
As adjusted $13,907 $4,544 32.7%
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Segment Operating Results

The table below presents the net revenues, operating expenses and pre-tax earnings of our segments.

Year Ended December

in millions 2011 2010 2009
Investment Banking Netrevenues . ... $ 4,355 $4810 .. $ 4,984
""""""" Operating expenses 2,962 3,511 3,482
Pre-tax earnings $ 1,393 $ 1,299 $ 1,502
Institutional Client Services Netrevenues . oo $17,280 $21,79 . ..$32719
Operating expenses 12,697 14,291 13,691
Pre-tax earnings $ 4,583 $ 7,505 $19,028
Investing & Lending . NETTEVENUBS e $ 2,142 $7541 82863
Operating expenses 2,673 3,361 3,523
Pre-tax earnings/(loss) $ (531) $ 4,180 $ (660)
investment Management . Netrevenues $ 5,034 $ 5014 84607
Operating expenses 4,018 4,051 3,673
Pre-tax earnings $ 1,016 $ 963 $ 934
Netrevenues $28811 $39,161 .. $45,173
Operating expenses 22,642 26,269 25,344
Pre-tax earnings $ 6,169 $12,892 $19,829

Operating expenses in the table above include the following
expenses that have not been allocated to our segments:

* net provisions for a number of litigation and regulatory
proceedings of $175 million, $682 million and $104 million
for the years ended December 2011, December 2010 and

December 2009, respectively;

» charitable contributions of $103 million, $345 million
and $810 million for the years ended

December 2011, December 2010 and December 2009,
respectively; and

+ real estate-related exit costs of $14 million, $28 million
and $61 million for the years ended

December 2011, December 2010 and December 2009,
respectively.

Net revenues in our segments include allocations of interest
income and interest expense to specific securities,
commodities and other positions in relation to the cash
generated by, or funding requirements of, such underlying
positions. See Note 25 to the consolidated financial
statements for further information about our business
segments.

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

Financial Advisory. Includes advisory assignments with
respect to mergers and acquisitions, divestitures, corporate
defense activities, risk management, restructurings and
spin-offs, and derivative transactions directly related to
these client advisory assignments.

Underwriting. Includes public offerings and private
placements of a wide range of securities, loans and other
financial instruments, and derivative transactions directly
related to these client underwriting activities.

The table below presents the operating results of our
Investment Banking segment.

Year Ended December

in millions 2011 2010 2009
i i 87

: 797

Debt underwrifiﬁg 1,283 1,286 1,290
Total Underwriting 2,368 2,748 3,087
Total net revenues 4,355 4,810 4,984
Operating expenses 2,962 3,511 3,482
Pre-tax earnings $1,393  $1,299  $1,502

The table below presents our financial advisory and
underwriting transaction volumes. !

Year Ended December

in billions ) 2011 2010 2009
Announced mergers and acquisitions $638 $494 $543
Completed mergers and acquisitions 635 436 593
Equity and equity-related offerings2 55 67 84
Debt offerings 3 203 234 256

1. Source: Thomson Reuters. Announced and completed mergers and
acquisitions volumes are based on full credit to each of the advisors in a
transaction. Equity and equity-related offerings and debt offerings are based
on full credit for single book managers and equal credit for joint book
managers. Transaction volumes may not be indicative of net revenues in a
given period. In addition, transaction volumes for prior periods may vary from
amounts previously reported due to the subsequent withdrawal or a change
in the value of a transaction.

N

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

3. Includes non-convertible preferred stock, mortgage-backed securities, asset-
backed securities and taxable municipal debt. Includes publicly registered
and Rule 144A issues. Excludes leveraged loans.
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2011 versus 2010. Net revenues in Investment Banking
were $4.36 billion for 2011, 9% lower than 2010.

Net revenues in Financial Advisory were $1.99 billion, 4%
lower than 2010. Net revenues in our Underwriting business
were $2.37 billion, 14% lower than 2010, reflecting
significantly lower net revenues in equity underwriting,
principally due to a decline in industry-wide activity. Net
revenues in debt underwriting were essentially unchanged
compared with 2010.

Investment Banking operated in an environment generally
characterized by significant declines in industry-wide
underwriting and mergers and acquisitions activity levels during
the second half of 2011. These declines reflected increased
concerns regarding the weakened state of global economies,
including - heightened European sovereign debt risk, which
contributed to a significant widening in credit spreads, a sharp
increase in volatility levels and a significant decline in global
equity markets during the second half of 2011. If these concerns
continue or if equity markets decline further, resulting in lower
levels of client activity, net revenues in Investment Banking
would likely continue to be negatively impacted.

Our investment banking transaction backlog increased
compared with the end of 2010. The increase compared
with the end of 2010 was due to an increase in potential
equity underwriting transactions, primarily reflecting an
increase in client mandates to underwrite initial public
offerings. Estimated net revenues from potential debt
underwriting transactions decreased slightly compared with
the end of 2010. Estimated net revenues from potential
advisory transactions were essentially unchanged compared
with the end of 2010.
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Our investment banking transaction backlog represents an
estimate of our future net revenues from investment
banking transactions where we believe that future revenue
realization is more likely than not. We believe changes in
our investment banking transaction backlog may be a
useful indicator of client activity levels which, over the long
term, impact our net revenues. However, the timeframe for
completion and corresponding revenue recognition of
transactions in our backlog varies based on the nature of
the assignment, as certain transactions may remain in our
backlog for longer periods of time and others may enter and
leave within the same reporting period. In addition, our
transaction backlog is subject to certdin limitations, such as
assumptions about the likelihood that individual client
transactions will occur in the future. Transactions may be
cancelled or modified, and transactions not included in the
estimate may also occur.

Operating expenses were $2.96 billion for 2011, 16%
lower than 2010, due to decreased compensation and
benefits expenses, primarily resulting from lower net
revenues. Pre-tax earnings were $1.39 billion in 2011, 7%
higher than 2010.

2010 versus 2009. Net revenues in Investment Banking
were $4.81 billion for 2010, 3% lower than 2009.

Net revenues in Financial Advisory were $2.06 billion, 9%
higher than 2009, primarily reflecting an increase in client
activity. Net revenues in our Underwriting business were
$2.75 billion, 11% lower than 2009, reflecting lower net
revenues in equity underwriting, principally due to a decline
in client activity in comparison to 2009, which included
significant capital-raising activity by financial institution
clients. Net revenues in debt underwriting were essentially
unchanged compared with 2009.

During 2010, Investment Banking operated in an
environment generally characterized by a continuation of
low levels of industry-wide mergers and acquisitions
activity, reflecting heightened uncertainty regarding the
global economic outlook. Although certain additional
unfavorable market conditions emerged in the first half of
2010, including lower equity prices and wider corporate
credit spreads, interest rates remained low throughout the
year and underwriting activity improved during the second
half of the year as global equity prices recovered and
corporate credit spreads narrowed.

Our investment banking transaction backlog decreased
compared with the end of 2009. The decrease compared
with the end of 2009 reflected a decline in estimated net
revenues from potential debt and equity underwriting
transactions, primarily related to client mandates to
underwrite leveraged finance transactions and common
stock offerings. This decrease was partially offset by an
increase in estimated net revenues from potential advisory
transactions.

Operating expenses were $3.51 billion for 2010, essentially
unchanged from 2009. Pre-tax earnings were $1.30 billion
in 2010, 14% lower than 2009.

Institutional Client Services
Our Institutional Client Services segment is comprised of:

Fixed Income, Currency and Commodities Client
Execution. Includes client execution activities related to
making markets in interest rate products, credit products,
mortgages, currencies and commodities.

We generate market-making revenues in these activities, in
three ways:

+ In large, highly liquid markets (such as markets for U.S.
Treasury bills, large capitalization S&P 500 stocks or
certain mortgage pass-through certificates), we execute a
high volume of transactions for our clients for modest
spreads and fees.

* In less liquid markets (such as mid-cap corporate bonds,
growth market currencies and certain non-agency
mortgage-backed securities), we execute transactions for
our clients for spreads and fees that are generally
somewhat larger.

» We also structure and execute transactions involving
customized or tailor-made products that address our
clients’ risk exposures, investment objectives or other
complex needs (such as a jet fuel hedge for an airline).

Given the focus on the mortgage market, our mortgage
activities are further described below.

Our activities in mortgages include commercial mortgage-
related securities, loans and derivatives, residential
mortgage-related  securities, loans and derivatives
(including U.S. government agency-issued collateralized
mortgage obligations, other prime, subprime and Alt-A
securities and loans), and other asset-backed securities,
loans and derivatives.
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We buy, hold and sell long and short mortgage positions,
primarily for market making for our clients. Qur inventory
therefore changes based on client demands and is generally
held for short-term periods.

See Notes 18 and 27 to the consolidated financial statements
for information about exposure to mortgage repurchase
requests, mortgage rescissions and mortgage-related
litigation.

Equities. Includes client execution activities related to
making markets in equity products, as well as commissions
and fees from executing and clearing institutional client
transactions on major stock, options and futures exchanges
worldwide. Equities also includes our securities services
business, which provides financing, securities lending and
other prime brokerage services to institutional clients,
including hedge funds, mutual funds, pension funds and
foundations, and generates revenues primarily in the form
of interest rate spreads or fees, and revenues related to our
insurance activities.

The table below presents the operating results of our
Institutional Client Services segment.

Year Ended December
in millions 2011 2010 2009

Fixed income, Currency and

Commodities Client Execution $ 9,018 $13,707 $21,883
________ Equities client execution 3031 3231 5237
Commissions and fees 3633 3426 3,680
Securities services 1,598 1,432 1,919
Total Equities 8,262 8,089 10,836
Total net revenues 17,280 21,796 32,719
Operating expenses 12,697 14,291 13,691
Pre-tax earnings $ 4583 $ 7,505 $19,028

2011 versus 2010. Net revenues in Institutional Client
Services were $17.28 billion for 2011, 21% lower than
2010.

Net revenues in Fixed Income, Currency and Commodities
Client Execution were $9.02 billion for 2011, 34% lower
than 2010. Although activity levels during 2011 were
generally consistent with 2010 levels, and results were solid
during the first quarter of 2011, the environment during the
remainder of 2011 was characterized by broad market
concerns and uncertainty, resulting in volatile markets and
significantly wider credit spreads, which contributed to
difficult market-making conditions and led to reductions in
risk by us and our clients. As a result of these conditions,
net revenues across the franchise were lower, including
significant declines in mortgages and credit products,
compared with 2010.
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Net revenues in Equities were $8.26 billion for 2011, 2%
higher than 2010. During 2011, average volatility levels
increased and equity prices in Europe and Asia declined
significantly, particularly during the third quarter. The
increase in net revenues reflected higher commissions and
fees, primarily due to higher transaction volumes,
particularly during the third quarter of 2011. In addition,
net revenues in securities services increased compared with
2010, reflecting the impact of higher average customer
balances. Equities client execution net revenues were lower
than 2010, primarily reflecting significantly lower net
revenues in shares.

The net gain attributable to the impact of changes in our
own credit spreads on borrowings for which the fair value
option was elected was $596 million and $198 million for
2011 and 2010, respectively.

Institutional Client Services operated in an environment
generally characterized by increased concerns regarding the
weakened state of global economies, including heightened
European sovereign debt risk, and its impact on the
European banking system and global financial institutions.
These conditions also impacted expectations for economic
prospects in the U.S. and were reflected in equity and debt
markets more broadly. In addition, the downgrade in credit
ratings of the U.S. government and federal agencies and
many financial institutions during the second half of 2011
contributed to further uncertainty in the markets. These
concerns, as well as other broad market concerns, such as
uncertainty over financial regulatory reform, continued to
have a negative impact on our net revenues during 2011, If
these concerns continue, and market-making conditions
remain challenging, net revenues in Fixed Income, Currency
and Commodities Client Execution and Equities would
likely continue to be negatively impacted.

Operating expenses were $12.70 billion for 2011, 11%
lower than 2010, due to decreased compensation and
benefits expenses, primarily resulting from lower net
revenues, the impact of the UK. bank payroll tax during
2010, as well as an impairment of our NYSE DMM rights
of $305 million during 2010. These decreases were partially
offset by higher brokerage, clearing, exchange and
distribution fees, principally reflecting higher transaction
volumes in Equities. Pre-tax earnings were $4.58 billion in
2011, 39% lower than 2010.
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2010 versus 2009. Net revenues in Institutional Client
Services were $21.80 billion for 2010, 33% lower than
2009.

Net revenues in Fixed Income, Currency and Commodities
Client Execution were $13.71 billion for 2010, 37% lower
than a particularly strong 2009. During 2010, Fixed
Income, Currency and Commodities Client Execution
operated in a challenging environment characterized by
lower client activity levels, which reflected broad market
concerns including European sovereign debt risk and
uncertainty over regulatory reform, as well as tighter bid/
offer spreads. The decrease in net revenues compared with
2009 primarily reflected significantly lower results in
interest rate products, credit products, commodities and, to
a lesser extent, currencies. These decreases were partially
offset by higher net revenues in mortgages, as 2009
included approximately $1 billion of losses related to
commercial mortgage loans.

Net revenues in Equities were $8.09 billion for 2010, 25%
lower than 2009, primarily reflecting significantly lower net
revenues in equities client execution, principally due to
significantly lower results in derivatives and shares.
Commissions and fees were also lower than 2009, primarily
reflecting lower client activity levels. In addition, securities
services net revenues were significantly lower compared
with 2009, primarily reflecting tighter securities lending
spreads, principally due to the impact of changes in the
composition of customer balances, partially offset by the
impact of higher average customer balances. During 2010,
although equity markets were volatile during the first half
of the year, equity prices generally improved and volatility
levels declined in the second half of the year.

The net gain/(loss) attributable to the impact of changes in our
own credit spreads on borrowings for which the fair value
option was elected was $198 million and $(1.10) billion for
2010 and 2009, respectively.

Results in Institutional Client Services for 2010 were
negatively impacted by a general decrease in client activity
levels from very strong levels seen in 2009. Certain
unfavorable conditions emerged during the second quarter
of 2010 that made the environment more challenging for
our businesses, resulting in lower client activity levels.
These conditions included broad market concerns, such as

European sovereign debt risk and uncertainty regarding
financial regulatory reform, sharply higher equity volatility
levels, lower global equity prices and wider corporate credit
spreads. During the second half of 2010, some of these
conditions reversed as equity volatility levels decreased,
global equity prices recovered, corporate credit spreads
narrowed and commercial real estate asset prices began to
improve. However, lower client activity levels, reflecting
broad market concerns, including European sovereign debt
risk and uncertainty over regulatory reform, continued to
negatively impact our results. In addition, bid/offer spreads
remained tight relative to 2009, as financial markets
continued to stabilize, the availability of funding improved
and volatility levels in both corporate credit spreads and
commodity prices declined.

Operating expenses were $14.29 billion for 2010, 4%
higher than 2009, due to the impact of the UK. bank
payroll tax, as well as an impairment of our NYSE DMM
rights of $305 million. These increases were partially offset
by lower compensation and benefits expenses, resulting
from lower levels of discretionary compensation. Pre-tax
earnings were $7.51 billion in 2010, 61% lower than 2009.

Investing & Lending

Investing & Lending includes our investing activities and the
origination of loans to provide financing to clients. These
investments and loans are typically longer-term in nature.
We make investments, directly and indirectly through funds
that we manage, in debt securities, loans, public and private
equity securities, real estate, consolidated investment entities
and power generation facilities.

The table below presents the operating results of our Investing &
Lending segment.

Year Ended December

in millions 2011 2010 2009
ICBC s (517) $ 747 $1582
Equity securities (excluding ICBC) 1,120 2,692 (596)
Debt securities and loans 96 2,597 1,045
Other’ ‘ 1,443 1,505 832
Total net revenues 2,142 7,541 2,863
Operating expensé's 2673 3,361 3,523
Pre-tax earnings/{loss) $ (531) $4,180 $ (660)

1. Primarily includes net revenues related to our consolidated entities held for
investment purposes.
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2011 versus 2010. Net revenues in Investing & Lending
were $2.14 billion and $7.54 billion for 2011 and 2010,
respectively, During 2011, Investing & Lending results
reflected an operating environment characterized by a
significant decline in equity markets in Europe and Asia,
and unfavorable credit markets that were negatively
impacted by increased concerns regarding the weakened
state of global economies, including heightened European
sovereign debt risk. Results for 2011 included a loss of
$517 million from our investment in the ordinary shares of
ICBC and net gains of $1.12 billion from other investments
in equities, primarily in private equity positions, partially
offset by losses from public equities. In addition,
Investing & Lending included net revenues of $96 million
from debt securities and loans. This amount includes
approximately $1 billion of unrealized losses related to
relationship lending activities, including the effect of
hedges, offset by net interest income and net gains from
other debt securities and loans. Results for 2011 also
included other net revenues of $1.44 billion, principally
related to our consolidated entities held for investment
purposes. If equity markets decline further and credit
spreads widen further, net revenues in Investing & Lending
would likely continue to be negatively impacted.

Operating expenses were $2.67 billion for 2011, 20% lower
than 2010, due to decreased compensation and benefits
expenses, primarily resulting from lower net revenues. This
decrease was partially offset by the impact of impairment
charges related to consolidated investments during 2011.
Pre-tax loss was $531 million in 2011, compared with
pre-tax earnings of $4.18 billion in 2010.

2010 versus 2009. Net revenues in Investing & Lending
were $7.54 billion and $2.86 billion for 2010 and 2009,
respectively. Results for 2010 included a gain of
$747 million from our investment in the ordinary shares of
ICBC, a net gain of $2.69 billion from other investments in
equities, a net gain of $2.60 billion from debt securities and
loans and other net revenues of $1.51 billion, principally
related to our consolidated entities held for investment
purposes. The net gain from other investments in equities
was primarily driven by an increase in global equity
markets, which resulted in appreciation of both our public
and private equity positions and provided favorable
conditions for initial public offerings. The net gains and net
interest from debt securities and loans primarily reflected
the impact of tighter credit spreads and favorable credit
markets during the year, which provided favorable
conditions for borrowers to refinance.
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Results for 2009 included a gain of $1.58 billion from our
investment in the ordinary shares of ICBC, a net gain of
$1.05 billion from debt securities and loans, and other net
revenues of $832 million, principally related to our
consolidated entities held for investment purposes, partially
offset by a net loss of $596 million from other investments in
equities. During 2009, continued weakness in commercial
real estate markets negatively impacted our results.

Operating expenses were $3.36 billion for 2010, 5% lower
than 2009, due to the impact of significantly higher real estate
impairment charges during 2009 related to consolidated
entities held for investment purposes, as well as decreased
compensation and benefits expenses, resulting from lower
levels of discretionary compensation. Pre-tax earnings were
$4.18 billion in 2010, compared with a pre-tax loss of
$660 million for 2009.

Investment Management

Investment Management provides investment management
services and offers investment products (primarily through
separately managed accounts and commingled vehicles, such
as mutual funds and private investment funds) across all major
asset classes to a diverse set of institutional and individual
clients. Investment Management also offers wealth advisory
services, including portfolio management and financial
counseling, and brokerage and other transaction services to
high-net-worth individuals and families.

Assets under management typically generate fees as a
percentage of net asset value, which vary by asset class and
are affected by investment performance as well as asset
inflows and redemptions. In certain citcumstances, we are
also entitled to receive incentive fees based on a percentage
of a fund’s return or when the return exceeds a specified
benchmark or other performance targets. Incentive fees are
recognized when all material contingencies are resolved.
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The table below presents the operating results of our
Investment Management segment.

Year Ended December

Year Ended December 31,
in billions 2011 2010 2009

Balance, beginning of year $840  $871 $798

Net inflows/(outflows)
Alternative investments

in millions 2011 2010 2009 Equity

Management and other fees $4,188  $3,956  $3,860 Fixed income (15) 7 26

Incentive fees 323 527 180 Total non-money market net inflows/

Transaction revenues 523 531 567 (outflows)

Total netrevenues 5,034 5014 4,607 Money markets

Operating e)ébehées 4,018 4,051 3,673 Total net inflows/(outflows) (any 7

Pre-tax earnings $1016 §$ 963 $ 934 Net market appreciation/(depreciation) 5 40
Balance, end of year $828 $840  $871

Assets under management include only client assets where we
earn a fee for managing assets on a discretionary basis. This
includes net assets in our mutual funds, hedge funds and
private equity funds (including real estate funds), and
separately managed accounts for institutional and individual
investors. Assets under management do not include the self-
directed assets of our clients, including brokerage accounts, or
interest-bearing deposits held through our bank depository
institution subsidiaries.

The tables below present our assets under management by
asset class and a summary of the changes in our assets under
management.

As of December 31,

in billions 2011 2010 2009
Alternative investments ! $142 $148 $146
E

Fixed income

Total non-money marketassets 608 .. 632 .. 607
Money markets 220 208 264
Total assets under management $828 $840 $871

1. Primarily includes hedge funds, private equity, real estate, currencies,
commodities and asset allocation strategies.

—_

. Includes $6 billion of asset inflows in connection with our acquisitions of
Goldman Sachs Australia Pty Ltd (GS Australia), formerly Goldman Sachs &
Partners Australia Group Holdings Pty Ltd, and Benchmark Asset
Management Company Private Limited.

2011 versus 2010. Net revenues in Investment
Management were $5.03 billion for 2011, essentially
unchanged compared with 2010, primarily due to higher
management and other fees, reflecting favorable changes in
the mix of assets under management, offset by lower
incentive fees. During the year, assets under management
decreased $12 billion to $828 billion, reflecting net
outflows of $17 billion, partially offset by net market
appreciation of $5 billion. Net outflows primarily reflected
outflows in fixed income and equity assets, partially offset
by inflows in money market assets.

During the first half of 2011, Investment Management
operated in an environment generally characterized by
improved asset prices and a shift in investor assets away
from money markets in favor of asset classes with
potentially higher risk and returns. However, during the
second half of 2011, asset prices declined, particularly in
equities, in part driven by increased uncertainty regarding
the global economic outlook. Declining asset prices and
economic uncertainty contributed to investors shifting
assets away from asset classes with potentially higher risk
and returns to asset classes with lower risk and returns. If
asset prices continue to decline or investors continue to
favor lower risk asset classes or withdraw their assets, net
revenues in Investment Management would likely continue
to be negatively impacted.

Operating expenses were $4.02 billion for 2011, essentially
unchanged compared with 2010. Pre-tax earnings were
$1.02 billion in 2011, 6% higher than 2010.
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2010 versus 2009. Net revenues in Investment Management
were $5.01 billion for 2010, 9% higher than 2009, primarily
reflecting higher incentive fees across our alternative
investment products. Management and other fees also
increased, reflecting favorable changes in the mix of assets
under management, as well as the impact of appreciation in
the value of client assets. During 2010, assets under
management decreased 4% to $840 billion, primarily
reflecting outflows in money market assets, consistent with
industry trends.

During 2010, Investment Management operated in an
environment generally characterized by a continuation of
industry trends that emerged during 2009, as financial markets
began to stabilize, asset prices improved and investors began to
shift assets away from money markets in favor of asset classes
with potentially higher risk and returns. This trend resulted in
favorable changes in the mix of assets under management, as
well as appreciation in the value of client assets.

Operating expenses were $4.05 billion for 2010, 10%
higher than 2009, primarily reflecting increased staff levels
and the impact of growth initiatives. Pre-tax earnings were
$963 million in 2010, 3% higher than 2009.

Geographic Data

See Note 25 to the consolidated financial statements for a
summary of our total net revenues, pre-tax earnings and net
earnings by geographic region.
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Regulatory Developments

The U.S. Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act), enacted in July 2010,
significantly altered the financial regulatory regime within
which we operate. The implications of the Dodd-Frank Act
for our businesses will depend to a large extent on the rules
that will be adopted by the Board of Governors of the
Federal Reserve System (Federal Reserve Board), the
Federal Deposit Insurance Corporation (FDIC), the SEC,
the U.S. Commodity Futures Trading Commission (CFTC)
and other agencies to implement the legislation, as well as
the development of market practices and structures under
the regime established by the legislation and the
implementing rules. Similar reforms are being considered
by other regulators and policy makers worldwide and these
reforms may affect our businesses. We expect that the
principal areas of impact from regulatory reform for us will

be:

 the Dodd-Frank prohibition on “proprietary trading”
and the limitation on the sponsorship of, and investment
in, hedge funds and private equity funds by banking
entities, including bank holding companies, referred to
as the “Volcker Rule”;

» increased regulation of and restrictions on over-the-counter
(OTC) derivatives markets and transactions; and

* increased regulatory capital requirements.
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In October 2011, the proposed rules to implement the
Volcker Rule were issued and included an extensive request
for comments on the proposal. The proposed rules are
highly complex and many aspects of the Volcker Rule
remain unclear. The full impact of the rule will depend
upon the detailed scope of the prohibitions, permitted
activities, exceptions and exclusions, and the full impact on
the firm will not be known with certainty until the rules are
finalized.

While many aspects of the Volcker Rule remain unclear, we
evaluated the prohibition on “proprietary trading” and
determined that businesses that engage in “bright line”
proprietary trading are most likely to be prohibited. In
2011 and 2010, we liquidated substantially all of our
Principal Strategies and global macro proprietary trading
positions.

In addition, we evaluated the limitations on sponsorship of,
and investments in, hedge funds and private equity funds.
The firm earns management fees and incentive fees for
investment management services from private equity and
hedge funds, which are included in our Investment
Management segment. The firm also makes investments in
funds and the gains and losses from such investments are
included in our Investing & Lending segment; these gains
and losses will be impacted by the Volcker Rule. The Volcker
Rule limitation on investments in hedge funds and private
equity funds requires the firm to reduce its investment in each
private equity and hedge fund to 3% or less of net asset
value, and to reduce the firm’s aggregate investment in all
such funds to 3% or less of the firm’s Tier 1 capital. Over the
period from 1999 through 2011, the firm’s aggregate net
revenues from its investments in hedge funds and private
equity funds were not material to the firm’s aggregate total
net revenues over the same period. We continue to manage
our existing private equity funds taking into account the
transition periods under the Volcker Rule. With respect to
our hedge funds, we currently plan to comply with the
Volcker Rule by redeeming certain of our interests in the
funds. We currently expect to redeem up to approximately
10% of certain hedge funds’ total redeemable units per
quarter over ten consecutive quarters, beginning March 2012
and ending June 2014. In addition, we have limited the firm’s
initial investment to 3% for certain new funds.

Asrequired by the Dodd-Frank Act, the Federal Reserve Board
and FDIC have jointly issued a rule requiring each bank
holding company with over $50 billion in assets and each
designated systemically important financial institution to
provide to regulators an annual plan for its rapid and orderly
resolution in the event of material financial distress or failure
(resolution plan). Our resolution plan must, among other
things, ensure that Goldman Sachs Bank USA (GS Bank USA)
is adequately protected from risks arising from our other
entities. The regulators’ joint rule sets specific standards for the
resolution plans, including requiring a detailed resolution
strategy and analyses of the company’s material entities,
organizational structure, interconnections and
interdependencies, and management information systems,
among other elements. We have commenced work on our first
resolution plan, which we must submit to the regulators by
July 1, 2012. GS Bank USA is also required by the FDIC to
submit a plan for its rapid and orderly resolution in the event
of material financial distress or failure by July 1,2012.

In September 2011, the SEC proposed rules to implement the
Dodd-Frank Act’s prohibition against securitization
participants’ engaging in any transaction that would involve or
result in any material conflict of interest with an investor in a
securitization transaction. The proposed rules would except
bona fide market-making activities and risk-mitigating
hedging activities in connection with securitization activities
from the general prohibition.

In December 2011, the Federal Reserve Board proposed
regulations designed to strengthen the regulation and
supervision of large bank holding companies and systemically
important nonbank financial firms. These proposals address
risk-based capital and leverage requirements, liquidity
requirements, stress tests, single counterparty limits and early
remediation requirements that are designed to address
financial weakness at an early stage. Although many of the
proposals mirror initiatives to which bank holding companies
are already subject, their full impact on the firm will not be
known with certainty until the rules are finalized.
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In addition, the U.S. federal bank regulatory agencies issued
revised proposals to modify their market risk regulatory
capital requirements for banking organizations in the United
States that have significant trading activities. The
modifications are designed to address the adjustments to the
market risk framework that were announced by the Basel
Committee in June 2010 (Basel 2.5), as well as the
prohibition on the use of credit ratings, as required by the
Dodd-Frank Act. We expect the federal banking agencies to
propose further modifications to their capital adequacy
regulations to address both Basel 3 and other aspects of the
Dodd-Frank Act, including requirements for global
systemically important banks. Once implemented, it is likely
that these changes will result in increased capital
requirements, although their full impact will not be known
until the U.S. federal bank regulatory agencies publish their
final rules.

The Dodd-Frank Act also establishes a Bureau of Consumer
Financial Protection having broad authority to regulate
providers of credit, payment and other consumer financial
products and services, and this Bureau has oversight over
certain of our products and services.

See “Business—Regulation” in Part I, Item 1 of our
Annual Report on Form 10-K for more information.

Balance Sheet and Funding Sources

Balance Sheet Management

One of our most important risk management disciplines is
our ability to manage the size and composition of our
balance sheet. While our asset base changes due to client
activity, market fluctuations and business opportunities, the
size and composition of our balance sheet reflect (i) our
overall risk tolerance, (ii) our ability to access stable funding
sources and (iii) the amount of equity capital we hold.

Although our balance sheet fluctuates on a day-to-day
basis, our total assets and adjusted assets at quarterly and
year-end dates are generally not materially different from
those occurring within our reporting periods.
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In order to ensure appropriate risk management, we seek to
maintain a liquid balance sheet and have processes in place to
dynamically manage our assets and liabilities which include:

¢ quarterly planning;

* business-specific limits;

» monitoring of key metrics; and
* scenario analyses.

Quarterly Planning. We prepare a quarterly balance sheet
plan that combines our projected total assets and composition
of assets with our expected funding sources and capital levels
for the upcoming quarter. The objectives of this quarterly
planning process are:

» to develop our near-term balance sheet projections, taking
into account the general state of the financial markets and
expected client-driven and firm-driven activity levels;

* to ensure that our projected assets are supported by an
adequate amount and tenor of funding and that our
projected capital and liquidity metrics are within
management guidelines; and

« to allow business risk managers and managers from our
independent control and support functions to objectively
evaluate balance sheet limit requests from business
managers in the context of the firm’s overall balance sheet
constraints. These constraints include the firm’s liability
profile and equity capital levels, maturities and plans for
new debt and equity issuances, share repurchases, deposit
trends and secured funding transactions.

To prepare our quarterly balance sheet plan, business risk
managers and managers from our independent control and
support functions meet with business managers to review
current and prior period metrics and discuss expectations
for the upcoming quarter. The specific metrics reviewed
include asset and liability size and composition, aged
inventory, limit utilization, risk and performance measures,
and capital usage.

Our consolidated quarterly plan, including our balance
sheet plans by business, funding and capital projections,
and projected capital and liquidity metrics, is reviewed by
the Finance Committee. See “Overview and Structure of
Risk Management.”
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Business-Specific Limits. The Finance Committee sets
asset and liability limits for each business and aged
inventory limits for certain financial instruments as a
disincentive to hold inventory over longer periods of time.
These limits are set at levels which are close to actual
operating levels in order to ensure prompt escalation and
discussion among business managers and managers in our
independent control and support functions on a routine
basis. The Finance Committee reviews and approves
balance sheet limits on a quarterly basis and may also
approve changes in limits on an ad hoc basis in response to
changing business needs or market conditions.

Monitoring of Key Metrics. We monitor key balance
sheet metrics daily both by business and on a consolidated
basis, including asset and liability size and composition,
aged inventory, limit utilization, risk measures and capital
usage. We allocate assets to businesses and review and
analyze movements resulting from new business activity as
well as market fluctuations.

Scenario Analyses. We conduct scenario analyses to
determine how we would manage the size and composition
of our balance sheet and maintain appropriate funding,
liquidity and capital positions in a variety of situations:

* These scenarios cover short-term and long-term time
horizons using various macro-economic and firm-specific
assumptions. We use these analyses to assist us in
developing longer-term funding plans, including the level
of unsecured debt issuances, the size of our secured
funding program and the amount and composition of our
equity capital. We also consider any potential future
constraints, such as limits on our ability to grow our asset
base in the absence of appropriate funding.

» Through our Internal Capital Adequacy Assessment
Process (ICAAP) and our resolution and recovery
planning, we further analyze how we would manage our
balance sheet through the duration of a severe crisis and
we develop plans to access funding, generate liquidity,
and/or redeploy equity capital, as appropriate.

Balance Sheet Allocation

In addition to preparing our consolidated statement of
financial condition in accordance with U.S. GAAP, we
prepare a balance sheet that generally allocates assets to our
businesses, which is a non-GAAP presentation and may not
be comparable to similar non-GAAP presentations used by
other companies. We believe that presenting our assets on
this basis is meaningful because it is consistent with the way
management views and manages risks associated with the
firm’s assets and better enables investors to assess the
liquidity of the firm’s assets. The table below presents a
summary of this balance sheet allocation.

As of December

in miflions 2011 2010
Excess liquidity (Global Core Excess) $171,581  $174,776
Other cash 7,888 7,565

Excess liquidity andcash 179,469 182341

Secured client financing 283,707 279,291
Inventory 273,640 260,406
Secured financing agreenj:{a::ﬁts 71,103 70,921
Receivables 35,769 32,396

Institutional Client Services 380,512 363,723

""" ICBC 4713

_____ Equity (excluding ICBC) 23,041
Debt o 23,311
Receivables and other 5,320 3,291

Investing & Lending 56,385 57,918

Total inventory and related assets 436,897 421,641

Other assets 23,152 28,059

Total assets $923,225 $911,332

Goldman Sachs 2011 Annual Report 59



Management's Discussion and Analysis

The following is a description of the captions in the table
above.

Excess Liquidity and Cash. We maintain substantial
excess liquidity to meet a broad range of potential cash
outflows and collateral needs in the event of a stressed
environment. See “Liquidity Risk Management” below for
details on the composition and sizing of our excess liquidity
pool or “Global Core Excess” (GCE). In addition to our
excess liquidity, we maintain other operating cash balances,
primarily for use in specific currencies, entities, or
jurisdictions where we do not have immediate access to
parent company liquidity.

Secured Client Financing. We provide collateralized
financing for client positions, including margin loans secured
by client collateral, securities borrowed, and resale agreements
primarily collateralized by government obligations. As a result
of client activities, we are required to segregate cash and
securities to satisfy regulatory requirements. Our secured client
financing arrangements, which are generally short-term, are
accounted for at fair value or at amounts that approximate fair
value, and include daily margin requirements to mitigate
counterparty credit risk.
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Institutional Client Services. In Institutional Client Services,
we maintain inventory positions to facilitate market-making in
fixed income, equity, currency and commodity products.
Additionally, as part of client market-making activities, we
enter into resale or securities borrowing arrangements to
obtain securities which we can use to cover transactions in
which we or our clients have sold securities that have not yet
been purchased. The receivables in Institutional Client Services
primarily relate to securities transactions.

Investing & Lending. In Investing & Lending, we make
investments and originate loans to provide financing to clients.
These investments and loans are typically longer-term in
nature. We make investments, directly and indirectly through
funds that we manage, in debt securities, loans, public and
private equity securities, real estate and other investments.

Other Assets. Other assets are generally less liquid, non-financial
assets, including property, leasehold improvements and
equipment, goodwill and identifiable intangible assets, income
tax-related receivables, equity-method investments and
miscellaneous receivables.



Management's Discussion and Analysis

The tables below present the reconciliation of this balance business segment disclosed in Note 25 to the consolidated
sheet allocation to our U.S. GAAP balance sheet. In the financial statements because total assets disclosed in
tables below, total assets for Institutional Client Services Note 25 include allocations of our excess liquidity and cash,
and Investing & Lending represent the inventory and secured client financing and other assets.

related assets. These amounts differ from total assets by

As of December 2011

Excess Secured Institutional
Liquidity Client Client Investing & Other Total
in milfions and Cash’ Financing Services Lending Assets Assets
Cashand cash equivalents ... 856008 $ o~ 8 T $ .—..8 .- 8556008
Cash and securities segregated for regulatory and other
P DS S e e e ) 64,264 o T e T 64,264
Securities purchased under agreements to resell and federal

funds sold

Receivables from brokers, dealers and clearing organiza

Fi ... 273,640 e
Other assets — - — — 23,152 23,152

Total assets $179,469 $283,707 $380,512 $56,385 $23,152 $923,225

As of December 2010

Excess Secured Institutional

Liquidity Client Client Investing & Other Total
in millions and Cash’ Financing Services Lending Assets Assets
Cashand cashequivalents ) $39788 8 - % = $ ..—..8 - 839788
Cash and securities segregated for regulatory and other
JPUBOSES BT T T =873
Securities purchased under agreements to resell and federal

funds sold

Securities borrowed N
m brokers, dealers and cle
Receivables from customers and counterparties

owned, at fair

28,059
Total assets $182,341 $279,291 $363,723 $57,918  $28,059 $911,332

Other assets

1. Includes unencumbered cash, U.S. government and federal agency obligations (including highly liquid U.S. federal agency mortgage-backed obligations), and
German, French, Japanese and United Kingdom government obligations.
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Less Liquid Inventory Composition

We seek to maintain a liquid balance sheet comprised of
assets that can be readily sold or funded on a secured basis.
However, we do hold certain financial instruments that
may be more difficult to sell, or fund on a secured basis,
especially during times of market stress. We focus on
funding these assets with liabilities that have longer-term
contractual maturities to reduce the need to refinance in
periods of market stress. The table below presents our
aggregate holdings in these categories of financial
instruments.

As of December
in milfions 2011 2010

Bank loans and bridge loans 1
Private equity investments and restricte

.public equity securities? ... 15463 .. 14,923
Mortgage and other asset-backed loans
and securities 14,291 17,042

Other investments in funds 4 3,394 3,212

1. Includes funded commitments and inventory held in connection with our
origination, investing and market-making activities.

N

. Includes interests in funds that we manage. Such amounts exclude assets
for which the firm does not bear economic exposure of $2.38 billion and
$1.68 billion as of December 2011 and December 2010, respectively,
including assets related to consolidated investment funds and consolidated
variable interest entities (VIEs).

. Includes interests of $2.60 billion and $4.73 billion as of December 2011 and
December 2010, respectively, held by investment funds managed by
Goldman Sachs. The decrease was primarily related to the sale of a portion
of the ordinary shares of ICBC held by investment funds managed by
Goldman Sachs.

w

4. Includes interests in other investment funds that we manage. See “Results
of Operations — Regulatory Developments” for information about our plans
to redeem certain of our interests in hedge funds to comply with the Volcker
Rule.

See Notes 4 through 6 to the consolidated financial
statements for further information about the financial
instruments we hold.
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Balance Sheet Analysis and Metrics

As of December 2011, total assets on our consolidated
statement of financial condition were $923.23 billion, an
increase of $11.89 billion from December 2010. This
increase was primarily due to (i) an increase in cash and
cash equivalents of $16.22 billion, primarily due to
increases in interest-bearing deposits with banks, (ii) an
increase in cash and securities segregated for regulatory and
other purposes of $10.53 billion, primarily due to an
increase in reserve balances held by broker-dealer
subsidiaries related to client activity, and (iii) an increase in
financial instruments owned, at fair value of $7.25 billion,
primarily due to increases in non-U.S. government
obligations and derivatives, partially offset by a decrease in
commodities. These increases were partially offset by
decreases in (i) collateralized agreements of $13.53 billion,
primarily due to decreases in client and firm activity, and
(ii) receivables from customers and counterparties of
$7.44 billion, primarily due to decreases in client activity in
secured client financing.

As of December 2011, total liabilities on our consolidated
statement of financial condition were $852.85 billion, an
increase of $18.87 billion from December 2010. This
increase was primarily due to (i) an increase in deposits of
$7.54 billion, primarily due to increases in client activity
and (ii) an increase in payables to customers and
counterparties of $7.36 billion, primarily due to increases
in client activity.

As of December 2011, our total securities sold under
agreements to repurchase, accounted for as collateralized
financings, were $164.50 billion, which was 7% higher and
3% higher than the daily average amount of repurchase
agreements during the quarter ended and year ended
December 2011, respectively. As of December 2011, the
increase in our repurchase agreements relative to the daily
average during the quarter and year was primarily due to
increases in client activity at the end of the year. As of
December 2010, our total securities sold under agreements
to repurchase, accounted for as collateralized financings,
were $162.35 billion, which was 2% higher and 10%
higher than the daily average amount of repurchase
agreements during the quarter ended and year ended
December 2010, respectively. As of December 2010, the
increase in our repurchase agreements relative to the daily
average during the quarter and year was due to an increase
in client activity at the end of the year and an increase in
firm financing activities. The level of our repurchase
agreements fluctuates between and within periods,
primarily due to providing clients with access to highly
liquid collateral, such as U.S. government, federal agency
and investment-grade sovereign obligations through
collateralized financing activities.
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The table below presents information on our assets,
unsecured long-term borrowings, shareholders’ equity and
leverage ratios.

As of December
$ in millions 2011 2010

$923,225 $911,332

Total assets

Debt to equity ratio 2.5x

Adjusted assets. Adjusted assets equals total assets less
(i) low-risk collateralized assets generally associated with
our secured client financing transactions, federal funds sold
and excess liquidity (which includes financial instruments
sold, but not yet purchased, at fair value, less derivative
liabilities) and (ii) cash and securities we segregate for
regulatory and other purposes. Adjusted assets is a
non-GAAP measure and may not be comparable to similar
non-GAAP measures used by other companies.

The table below presents the reconciliation of total assets to
adjusted assets.

As of December
in millions 2011 2010

225 $9

Securities purchased under
agreements to resell and

......................... federalfundssold ~ ~  (187,789) (188,355)
Add: Financial instruments sold, but

not yet purchased, at fair value 145,013 140,717

"""""""""" Less derivative liabilites ~ (58,453) (54,730)

,,,,,,,,,,,,,,,, Subtotal | e......\258570) (268,674)
Deduct: Cash and securities segregated

for regulatory and other

purposes (64,264) (63,731)
Adjusted assets $ 604,391 $ 588,927

Leverage ratio. The leverage ratio equals total assets
divided by total shareholders’ equity and measures the
proportion of equity and debt the firm is using to finance
assets. This ratio is different from the Tier 1 leverage ratio
included in “Equity Capital — Consolidated Regulatory
Capital Ratios” below, and further described in Note 20 to
the consolidated financial statements.

Adjusted leverage ratio. The adjusted leverage ratio
equals adjusted assets divided by total shareholders’ equity.
We believe that the adjusted leverage ratio is a more
meaningful measure of our capital adequacy than the
leverage ratio because it excludes certain low-risk
collateralized assets that are generally supported with little
or no capital. The adjusted leverage ratio is a non-GAAP
measure and may not be comparable to similar non-GAAP
measures used by other companies.

Our adjusted leverage ratio increased to 8.6x as of
December 2011 from 7.6x as of December 2010 as our
adjusted assets increased and our total shareholders’ equity
decreased, primarily reflecting the redemption of the firm’s
Series G Preferred Stock and the repurchase of 47.0 million
shares of our common stock.

Debt to equity ratio. The debt to equity ratio equals unsecured
long-term borrowings divided by total shareholders’ equity.

Funding Sources

Our primary sources of funding are secured financings,
unsecured long-term and short-term borrowings, and
deposits. We seek to maintain broad and diversified
funding sources globally.

We raise funding through a number of different products,
including:

¢ collateralized financings, such as repurchase agreements,
securities loaned and other secured financings;

* long-term unsecured debt through syndicated U.S.
registered offerings, U.S. registered and 144A medium-
term note programs, offshore medium-term note
offerings and other debt offerings;

» demand and savings deposits through cash sweep
programs and time deposits through internal and third-
party broker networks; and

* short-term unsecured debt through U.S. and non-U.S.
commercial paper and promissory note issuances and
other methods.
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We generally distribute our funding products through our
own sales force to a large, diverse creditor base in a variety
of markets in the Americas, Europe and Asia. We believe
that our relationships with our creditors are critical to our
liquidity. Our creditors include banks, governments,
securities lenders, pension funds, insurance companies,
mutual funds and individuals. We have imposed various
internal guidelines to monitor creditor concentration across
our funding programs.

Secured Funding. We fund a significant amount of our
inventory on a secured basis. Secured funding is less
sensitive to changes in our credit quality than unsecured
funding due to the nature of the collateral we post to our
lenders. However, because the terms or availability of
secured funding, particularly short-dated funding, can
deteriorate rapidly in a difficult environment, we generally
do not rely on short-dated secured funding unless it is
collateralized with highly liquid securities such as
government obligations.

Substantially all of our other secured funding is executed
for tenors of one month or greater. Additionally, we
monitor counterparty concentration and hold a portion of

our GCE for refinancing risk associated with our secured
funding transactions. We seek longer terms for secured
funding collateralized by lower-quality assets because these
funding transactions may pose greater refinancing risk.

The weighted average maturity of our secured funding,
excluding funding collateralized by highly liquid securities
eligible for inclusion in our GCE, exceeded 100 days as of
December 2011.

A majority of our secured funding for securities not eligible
for inclusion in the GCE is executed through term
repurchase agreements and securities lending contracts. We
also raise financing through other types of collateralized
financings, such as secured loans and notes.

Unsecured Long-Term Borrowings. We issue unsecured
long-term borrowings as a source of funding for inventory
and other assets and to finance a portion of our GCE. We
issue in different tenors, currencies, and products to
maximize the diversification of our investor base. The table
below presents our quarterly unsecured long-term
borrowings maturity profile through 2017 as of
December 2011.

Unsecured Long-Term Borrowings Maturity Profile
$in millions

15,000

14,000 4

13,000

12,000

11,000 -

10,000 +

9,000

8000 | M S

7,000

6,000 -

5000 |- W - S ——

4,000

3,000 §-

2,000 -

1,000 +

Quarters Ended

64 Goldman Sachs 2011 Annual Report



Management's Discussion and Analysis

The weighted average maturity of our unsecured long-term
borrowings as of December 2011 was approximately eight
years. To mitigate refinancing risk, we seek to limit the
principal amount of debt maturing on any one day or
during any week or year. We enter into interest rate swaps
to convert a substantial portion of our long-term
borrowings into floating-rate obligations in order to
manage our exposure to interest rates. See Note 16 to the
consolidated financial statements for further information
about our unsecured long-term borrowings.

Temporary Liquidity Guarantee Program (TLGP). As of
December 2011, we had $8.53 billion of senior unsecured short-
term debt outstanding guaranteed by the FDIC under the
TLGP, all of which will mature on or prior to June 15, 2012.
We have not issued long-term debt under the TLGP since
March 2009 and the program has expired for new issuances.

Deposits. As of December 2011, our bank depository
institution subsidiaries had $46.11 billion in customer
deposits, including $13.27 billion of certificates of deposit
and other time deposits with a weighted average maturity
of three years, and $32.84 billion of other deposits,
substantially all of which were from cash sweep programs.
We utilize deposits to finance lending activities in our bank
subsidiaries and to support potential outflows, such as
draws on unfunded commitments.

Unsecured Short-Term Borrowings. A significant
portion of our short-term borrowings were originally long-
term debt that is scheduled to mature within one year of the
reporting date. We use short-term borrowings to finance
liquid assets and for other cash management purposes. We
primarily issue commercial paper, promissory notes, and
other hybrid instruments.

As of December 2011, our unsecured short-term
borrowings, including the current portion of unsecured
long-term borrowings, were $49.04 billion. See Note 15 to
the consolidated financial statements for further
information about our unsecured short-term borrowings.

GS Bank USA has access to funding through the Federal
Reserve Bank discount window. While we do not rely on
this funding in our liquidity planning and stress testing,
we maintain policies and procedures necessary to access
this funding and test discount window borrowing
procedures.

Equity Capital

Capital adequacy is of critical importance to us. Our
principal objective is to be conservatively capitalized in
terms of the amount and composition of our equity base.
Accordingly, we have in place a comprehensive capital
management policy that serves as a guide to determine the
amount and composition of equity capital we maintain.

The level and composition of our equity capital are
determined by multiple factors including our consolidated
regulatory capital requirements and ICAAP, and may also
be influenced by other factors such as rating agency
guidelines, subsidiary capital requirements, the business
environment, conditions in the financial markets and
assessments of potential future losses due to adverse
changes in our business and market environments. In
addition, we maintain a capital plan which projects sources
and uses of capital given a range of business environments,
and a contingency capital plan which provides a framework
for analyzing and responding to an actual or perceived
capital shortfall.

Effective December 2011, as part of the Federal Reserve
Board’s annual Comprehensive Capital Analysis and
Review, U.S. bank holding companies with total
consolidated assets of $50 billion or greater, are required to
submit annual capital plans for review by the Federal
Reserve Board. The capital plans should demonstrate the
ability of a bank holding company to maintain its capital
ratios above minimum regulatory capital requirements and
above a Tier 1 common ratio of 5% on a pro forma basis
under expected and stressed scenarios. The purpose of the
Federal Reserve Board’s review is to ensure that these
institutions have robust, forward-looking capital planning
processes that account for their unique risks and that
permit continued operations during times of economic and
financial stress. As part of the capital plan review, the
Federal Reserve Board evaluates an institution’s plan to
make capital distributions, such as increasing dividend
payments or repurchasing or redeeming stock, across a
range of macro-economic and firm-specific assumptions.
The Federal Reserve Board began the annual capital plan
reviews in early 2012.

Our consolidated regulatory capital requirements are
determined by the Federal Reserve Board, as described
below. Our ICAAP incorporates an internal risk-based
capital assessment designed to identify and measure
material risks associated with our business activities,
including market risk, credit risk and operational risk, in a
manner that is closely aligned with our risk management
practices. Our internal risk-based capital assessment is
supplemented with the results of stress tests.
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As of December 2011, our total shareholders’ equity was
$70.38 billion (consisting of common shareholders’ equity
of $67.28 billion and preferred stock of $3.10 billion). As
of December 2010, our total shareholders’ equity was
$77.36 billion (consisting of common shareholders’ equity
of $70.40 billion and preferred stock of $6.96 billion). In
addition, our $5.00 billion of junior subordinated debt
issued to trusts qualifies as equity capital for regulatory and
certain rating agency purposes. See “— Consolidated
Regulatory Capital Ratios” below for information
regarding the impact of regulatory developments.

Consolidated Regulatory Capital

The Federal Reserve Board is the primary regulator of
Group Inc., a bank holding company and a financial
holding company under the U.S. Bank Holding Company
Act of 1956. As a bank holding company, we are subject to
consolidated regulatory capital requirements that are
computed in accordance with the Federal Reserve
Board’s capital adequacy regulations currently applicable to
bank holding companies (which are based on the ‘Basel 1’
Capital Accord of the Basel Committee on Banking
Supervision (Basel Committee)). These capital requirements
are expressed as capital ratios that compare measures of
capital to risk-weighted assets (RWAs). See Note 20 to the
consolidated  financial statements for additional
information regarding the firm’s RWAs. The firm’s capital
levels are also subject to qualitative judgments by its
regulators about components, risk weightings and other
factors.

Federal Reserve Board regulations require bank holding
companies to maintain a minimum Tier 1 capital ratio of 4%
and a minimum total capital ratio of 8%. The required
minimum Tier 1 capital ratio and total capital ratio in order
to be considered a “well-capitalized” bank holding company
under the Federal Reserve Board guidelines are 6% and
10%, respectively. Bank holding companies may be expected
to maintain ratios well above the minimum levels, depending
on their particular condition, risk profile and growth plans.
The minimum Tier 1 leverage ratio is 3% for bank holding
companies that have received the highest supervisory rating
under Federal Reserve Board guidelines or that have
implemented the Federal Reserve Board’s risk-based capital
measure for market risk. Other bank holding companies
must have a minimum Tier 1 leverage ratio of 4%.
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Consolidated Regulatory Capital Ratios
The table below presents information about our
regulatory capital ratios.

As of December

$ in millions 2011 2010
$ 67,279 $ 70,399
(3,802)
Less: Disallowable intangible assets {1,666)
Less: Other deductions ! (6,649)

Tier 1 Common Capital 55,162
Junior subordinated debt issued to trusts
Tier 1 Capital
Qualifying subord
Other adjustmer'i'ts
Tier 2 Capital 13,881
$ 77,143

Tier 1 Common Ratio 4 12.1% 13.3%

—_

. Principally includes equity investments in non-financial companies and the
cumulative change in the fair value of our unsecured borrowings attributable
to the impact of changes in our own credit spreads, disallowed deferred tax
assets, and investments in certain nonconsolidated entities.

2. Substantially all of our subordinated debt qualifies as Tier 2 capital for Basel 1
purposes.

3.See Note 20 to the consolidated financial statements for additional
information about the firm’s RWAs and Tier 1 leverage ratio.

4. The Tier 1 common ratio equals Tier 1 common capital divided by RWAs. We
believe that the Tier 1 common ratio is meaningful because it is one of the
measures that we and investors use to assess capital adequacy and, while not
currently a formal regulatory capital ratio, this measure is of increasing importance
to regulators. The Tier 1 common ratio is a non-GAAP measure and may not be
comparable to similar non-GAAP measures used by other companies.

Our Tier 1 capital ratio decreased to 13.8% as of
December 2011 from 16.0% as of December 2010.
Our Tier 1 leverage ratio decreased to 7.0% as of
December 2011 from 8.0% as of December 2010. These
decreases reflected a reduction in our Tier 1 capital
primarily due to the impact of the redemption of the firm’s
Series G Preferred Stock and the repurchase of 47.0 million
shares of our common stock, partially offset by net
earnings.
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We are currently working to implement the requirements
set out in the Federal Reserve Board’s Risk-Based Capital
Standards: Advanced Capital Adequacy Framework —
Basel 2, as applicable to us as a bank holding company
(Basel 2), which are based on the advanced approaches
under the Revised Framework for the International
Convergence of Capital Measurement and Capital
Standards issued by the Basel Committee. U.S. banking
regulators have incorporated the Basel 2 framework into
the existing risk-based capital requirements by requiring
that internationally active banking organizations, such as
us, adopt Basel 2, once approved to do so by regulators.
As required by the Dodd-Frank Act, U.S. banking
regulators have adopted a rule that requires large banking
organizations, upon adoption of Basel 2, to continue to
calculate risk-based capital ratios under both Basel 1 and
Basel 2. For each of the Tier 1 and Total capital ratios, the
lower of the Basel 1 and Basel 2 ratios calculated will be
used to determine whether the bank meets its minimum
risk-based capital requirements.

The U.S. federal bank regulatory agencies have issued
revised proposals to modify their market risk regulatory
capital requirements for banking organizations in the
United States that have significant trading activities. These
modifications are designed to address the adjustments to
Basel 2.5, as well as the prohibition on the use of credit
ratings, as required by the Dodd-Frank Act. Once
implemented, it is likely that these changes will result in
increased capital requirements for market risk.

Additionally, the guidelines issued by the Basel Committee
in December 2010 (Basel 3) revise the definition of Tier 1
capital, introduce Tier 1 common equity as a regulatory
metric, set new minimum capital ratios (including a new
“capital conservation buffer,” which must be composed
exclusively of Tier 1 common equity and will be in addition
to the minimum capital ratios), introduce a Tier 1 leverage
ratio within international guidelines for the first time, and
make substantial revisions to the computation of RWAs for
credit exposures. Implementation of the new requirements
is expected to take place over the next several years.
Although the U.S. federal banking agencies have now issued
proposed rules that are intended to implement certain
aspects of the Basel 2.5 guidelines, they have not yet
addressed all aspects of those guidelines or the Basel 3
changes.

The Basel Committee has published its final provisions for
assessing the global systemic importance of banking
institutions and the range of additional Tier 1 common
equity that should be maintained by banking institutions
deemed to be globally systemically important. The
additional capital for these institutions would initially
range from 1% to 2.5% of Tier 1 common equity and could
be as much as 3.5% for a bank that increases its systemic
footprint (e.g., by increasing total assets). The firm was one
of 29 institutions identified by the Financial Stability Board
(established at the direction of the leaders of the Group of
20) as globally systemically important under the Basel
Committee’s methodology. Therefore, depending upon the
manner and timing of the U.S. banking regulators’
implementation of the Basel Committee’s methodology, we
expect that the minimum Tier 1 common ratio requirement
applicable to us will include this additional capital
assessment. The final determination of whether an
institution is classified as globally systemically important
and the calculation of the required additional capital
amount is expected to be disclosed by the Basel Committee
no later than November 2014 based on data through the
end of 2013.

The Dodd-Frank Act will subject us at a firmwide level to
the same leverage and risk-based capital requirements that
apply to depository institutions and directs banking
regulators to impose additional capital requirements as
disclosed above. The Federal Reserve Board is expected to
adopt the new leverage and risk-based capital regulations in
2012. As a consequence of these changes, Tier 1 capital
treatment for our junior subordinated debt issued to trusts
will be phased out over a three-year period beginning on
January 1, 2013. The interaction among the Dodd-Frank
Act, the Basel Committee’s proposed changes and other
proposed or announced changes from other governmental
entities and regulators adds further uncertainty to our
future capital requirements.
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See “Business — Regulation” in Part I, Item 1 of our Annual
Report on Form 10-K and Note 20 to the consolidated
financial statements for additional information about our
regulatory capital ratios and the related regulatory
requirements.

Internal Capital Adequacy Assessment Process

We perform an ICAAP with the objective of ensuring that
the firm is appropriately capitalized relative to the risks in
our business.

As part of our ICAAP, we perform an internal risk-based
capital assessment. This assessment incorporates market
risk, credit risk and operational risk. Market risk is
calculated by using Value-at-Risk (VaR) calculations
supplemented by risk-based add-ons which include risks
related to rare events (tail risks). Credit risk utilizes
assumptions about our counterparties’ probability of
default, the size of our losses in the event of a default and
the maturity of our counterparties’ contractual obligations
to us. Operational risk is calculated based on scenarios
incorporating multiple types of operational failures.
Backtesting is used to gauge the effectiveness of models at
capturing and measuring relevant risks.

We evaluate capital adequacy based on the result of our
internal risk-based capital assessment, supplemented with
the results of stress tests which measure the firm’s
performance under various market conditions. Our goal is
to hold sufficient capital, under our internal risk-based
capital framework, to ensure we remain adequately
capitalized after experiencing a severe stress event. Our
assessment of capital adequacy is viewed in tandem with
our assessment of liquidity adequacy and integrated into
the overall risk management structure, governance and
policy framework of the firm.

We attribute capital usage to each of our businesses based
upon our internal risk-based capital and regulatory
frameworks and manage the levels of usage based upon the
balance sheet and risk limits established.

Rating Agency Guidelines

The credit rating agencies assign credit ratings to the
obligations of Group Inc., which directly issues or
guarantees substantially all of the firm’s senior unsecured
obligations. Goldman, Sachs & Co. (GS&Co.) and
Goldman Sachs International (GSI) have been assigned
long- and short-term issuer ratings by certain credit rating
agencies. GS Bank USA has also been assigned long-term
issuer ratings as well as ratings on its long-term and short-
term bank deposits. In addition, credit rating agencies have
assigned ratings to debt obligations of certain other
subsidiaries of Group Inc.
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The level and composition of our equity capital are among
the many factors considered in determining our credit
ratings. Each agency has its own definition of eligible
capital and methodology for evaluating capital adequacy,
and assessments are generally based on a combination of
factors rather than a single calculation. See “Liquidity Risk
Management — Credit Ratings” for further information
about credit ratings of Group Inc., GS&Co., GSI and GS
Bank USA.

Subsidiary Capital Requirements

Many of our subsidiaries, including GS Bank USA and our
broker-dealer subsidiaries, are subject to separate
regulation and capital requirements in jurisdictions
throughout the world. For purposes of assessing the
adequacy of its capital, GS Bank USA has established an
ICAAP which is similar to that used by Group Inc. GS Bank
USA’s capital levels and prompt corrective action
classification are subject to qualitative judgments by its
regulators about components, risk weightings and other
factors.

We expect that the capital requirements of several of our
subsidiaries will be impacted in the future by the various
developments arising from the Basel Committee, the Dodd-
Frank Act, and other governmental entities and regulators.

See Note 20 to the consolidated financial statements for
information about GS Bank USA’s capital ratios under
Basel 1 as implemented by the Federal Reserve Board, and
for further information about the capital requirements of
our other regulated subsidiaries and the potential impact
of regulatory reform.

Subsidiaries not subject to separate regulatory capital
requirements may hold capital to satisfy local tax
guidelines, rating agency requirements (for entities with
assigned credit ratings) or internal policies, including
policies concerning the minimum amount of capital a
subsidiary should hold based on its underlying level of risk.
In certain instances, Group Inc. may be limited in its ability
to access capital held at certain subsidiaries as a result of
regulatory, tax or other constraints. As of December 2011
and December 2010, Group Inc.’s equity investment in
subsidiaries was $67.70 billion and $71.30 billion,
respectively, compared with its total shareholders’ equity of
$70.38 billion and $77.36 billion, respectively.
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Group Inc. has guaranteed the payment obligations of
GS&Co., GS Bank USA, Goldman Sachs Bank (Europe) plc
and Goldman Sachs Execution & Clearing, L.P. (GSEC)
subject to certain exceptions. In November 2008, Group Inc.
contributed subsidiaries into GS Bank USA, and Group Inc.
agreed to guarantee certain losses, including credit-related
losses, relating to assets held by the contributed entities. In
connection with this guarantee, Group Inc. also agreed to
pledge to GS Bank USA certain collateral, including interests
in subsidiaries and other illiquid assets.

Our capital invested in non-U.S. subsidiaries is generally
exposed to foreign exchange risk, substantially all of which
is managed through a combination of derivatives and
non-U.S. denominated debt.

Contingency Capital Plan

Our contingency capital plan provides a framework for
analyzing and responding to a perceived or actual capital
deficiency, including, but not limited to, identification of
drivers of a capital deficiency, as well as mitigants and
potential actions. It outlines the appropriate
communication procedures to follow during a crisis period,
including internal dissemination of information as well as
ensuring timely communication with external stakeholders.

Equity Capital Management

Our objective is to maintain a sufficient level and optimal
composition of equity capital. We principally manage our
capital through issuances and repurchases of our common
stock. We may also, from time to time, issue or repurchase
our preferred stock, junior subordinated debt issued to
trusts and other subordinated debt or other forms of capital
as business conditions warrant and subject to any
regulatory approvals. We manage our capital requirements
principally by setting limits on balance sheet assets and/or
limits on risk, in each case both at the consolidated and
business levels. We attribute capital usage to each of our
businesses based upon our internal risk-based capital and
regulatory frameworks and manage the levels of usage
based upon the balance sheet and risk limits established.

Preferred Stock. During 2011, we redeemed the 50,000
shares of our Series G Preferred Stock held by Berkshire
Hathaway for the stated redemption price of $5.50 billion
($110,000 per share), plus accrued and unpaid dividends.
In connection with this redemption, we recognized a
preferred dividend of $1.64 billion (calculated as the
difference between the carrying value and the redemption
value of the preferred stock), which is included in the
consolidated statement of earnings for 2011. Berkshire
Hathaway continues to hold a five-year warrant, issued in
October 2008, to purchase up to 43.5 million shares of
common stock at an exercise price of $115.00 per share.

Share Repurchase Program. We seek to use our share
repurchase program to help maintain the appropriate level
of common equity and to substantially offset increases in
share count over time resulting from employee share-based
compensation. The repurchase program is effected
primarily through regular open-market purchases, the
amounts and timing of which are determined primarily by
our current and projected capital positions (i.e.,
comparisons of our desired level and composition of capital
to our actual level and composition of capital) and the
issuance of shares resulting from employee share-based
compensation, but which may also be influenced by general
market conditions and the prevailing price and trading
volumes of our common stock.

As of December 2011, under the share repurchase
program approved by the Board of Directors of Group
Inc. (Board), we can repurchase up to 63.5 million
additional shares of common stock; however, any such
repurchases are subject to the approval of the Federal
Reserve Board. See “Market for Registrant’s Common
Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities” in Part II, Item 5 of our Annual
Report on Form 10-K and Note 19 to the consolidated
financial statements for additional information on our
repurchase program.

See Notes 16 and 19 to the consolidated financial
statements for further information about our preferred
stock, junior subordinated debt issued to trusts and other
subordinated debt.
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Other Capital Metrics
The table below presents information on our shareholders’
equity and book value per common share.

As of December

$ in millions, except per share amounts 2011 2010
Total shareholders' equity $70,379 $77,356
Common shareholders’ equity 67,279 70,399
Tangible common shareholders’ equity 61,811 64,877
Book value per common share 130.31 128.72
Tangible book value per common share 119.72 118.63
Tangible common shareholders’ equity. Tangible

common shareholders’ equity equals total shareholders’
equity less preferred stock, goodwill and identifiable
intangible assets. We believe that tangible common
shareholders’ equity is meaningful because it is a measure
that we and investors use to assess capital adequacy.
Tangible common shareholders’ equity is a non-GAAP
measure and may not be comparable to similar non-GAAP
measures used by other companies.

The table below presents the reconciliation of total
shareholders’ equity to tangible common shareholders’

equity.

As of December

in millions 2011 2010
Total shareholders’ equity $70,379 $77,356
Deduct: Preferred stock (3,100) (6,957)
Common shareholders’ equity 67,279 70,399
Deduct: Goodwill and identifiable

intangible assets (5,468) (5,522)
Tangible common shareholders’ equity $61,811 $64,877

Book value and tangible book value per common
share. Book value and tangible book value per common
share are based on common shares outstanding, including
restricted stock units granted to employees with no future
service requirements, of 516.3 million and 546.9 million as
of December 2011 and December 2010, respectively. We
believe that tangible book value per common share
(tangible common shareholders’ equity divided by common
shares outstanding) is meaningful because it is a measure
that we and investors use to assess capital adequacy.
Tangible book value per common share is a non-GAAP
measure and may not be comparable to similar non-GAAP
measures used by other companies.

70 Goldman Sachs 2011 Annual Report

Off-Balance-Sheet Arrangements and
Contractual Obligations

Off-Balance-Sheet Arrangements

We have various types of off-balance-sheet arrangements
that we enter into in the ordinary course of business. Our
involvement in these arrangements can take many different
forms, including:

« purchasing or retaining residual and other interests in
special purpose entities such as mortgage-backed and
other asset-backed securitization vehicles;

« holding senior and subordinated debt, interests in
limited and general partnerships, and preferred and
common stock in other nonconsolidated vehicles;

« entering into interest rate, foreign currency, equity,
commodity and credit derivatives, including total return
swaps;

« entering into operating leases; and

« providing guarantees, indemnifications, loan commitments,
letters of credit and representations and warranties.

We enter into these arrangements for a variety of business
purposes, including securitizations. The securitization
vehicles that purchase mortgages, corporate bonds, and
other types of financial assets are critical to the functioning of
several significant investor markets, including the mortgage-
backed and other asset-backed securities markets, since they
offer investors access to specific cash flows and risks created
through the securitization process.

We also enter into these arrangements to underwrite client
securitization transactions; provide secondary market
liquidity; make investments in performing and
nonperforming debt, equity, real estate and other assets;
provide investors with credit-linked and asset-repackaged
notes; and receive or provide letters of credit to satisfy
margin requirements and to facilitate the clearance and
settlement process.
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Our financial interests in, and derivative transactions with,
such nonconsolidated entities are accounted for at fair
value, in the same manner as our other financial
instruments, except in cases where we apply the equity
method of accounting.

Type of Off-Balance-Sheet Arrangement

The table below presents where a discussion of our various
off-balance-sheet arrangements may be found in this
Annual Report. In addition, see Note 3 to the consolidated
financial statements for a discussion of our consolidation
policies.

Disclosure in Annual Report

Variable interests and other obligations, including
contingent obligations, arising from variable interests in
nonconsolidated VIEs

Leases, letters of credit, and lending and other
commitments

Guarantees

See Note 11 to the consolidated financial statements.

See below and Note 18 to the consolidated financial
statements,

Derivatives

See Notes 4, 5, 7 and 18 to the consolidated financial
statements.
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Contractual Obligations

We have certain contractual obligations which require us to
make future cash payments. These contractual obligations
include our unsecured long-term borrowings, secured long-
term financings, time deposits, contractual interest
payments and insurance agreements, all of which are
included in our consolidated statement of financial
condition. Our obligations to make future cash payments

also include certain off-balance-sheet contractual
obligations such as purchase obligations, minimum rental
payments under noncancelable leases and commitments
and guarantees.

The table below presents our contractual obligations,
commitments and guarantees as of December 2011.

2017-
in millions 2012 2013-2014 2015-2016 Thereafter Total
Amounts related to on-balance-sheet obligations
Time deposits | § — $ 4558 $1754  $2120 § 8432

Secured long-term financings 2

Amounts related to off-balance-sheet arrangements
Commitments to extend credit

34
638
53,743

486,244 49,576

1. Excludes $4.83 billion of time deposits maturing within one year.

2. The aggregate contractual principal amount of secured long-term financings for which the fair value option was elected, primarily consisting of transfers of financial
assets accounted for as financings rather than sales and certain other nonrecourse financings, exceeded their related fair value by $239 million.

3. Includes $10.84 billion related to interest rate hedges on certain unsecured long-term borrowings. In addition, the aggregate contractual principal amount of
unsecured long-term borrowings (principal and non-principal protected) for which the fair value option was elected exceeded the related fair value by $693 million.

4. Represents estimated future interest payments related to unsecured long-term borrowings, secured long-term financings and time deposits based on applicable
interest rates as of December 2011. Includes stated coupons, if any, on structured notes.

5. Represents estimated undiscounted payments related to future benefits and unpaid claims arising from policies associated with our insurance activities, excluding

separate accounts and estimated recoveries under reinsurance contracts.
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In the table above:

« Obligations maturing within one year of our financial
statement date or redeemable within one year of our
financial statement date at the option of the holder are
excluded and are treated as short-term obligations.

+ Obligations that are repayable prior to maturity at our
option are reflected at their contractual maturity dates
and obligations that are redeemable prior to maturity at
the option of the holders are reflected at the dates such
options become exercisable.

« Amounts included in the table do not necessarily reflect
the actual future cash flow requirements for these
arrangements because commitments and guarantees
represent notional amounts and may expire unused or
be reduced or cancelled at the counterparty’s request.

* Due to the uncertainty of the timing and amounts that
will ultimately be paid, our liability for unrecognized tax
benefits has been excluded. See Note 24 to the
consolidated financial statements for further information
about our unrecognized tax benefits.

See Notes 15 and 18 to the consolidated financial
statements for further information about our short-term
borrowings, and commitments and guarantees.

As of December 2011, our unsecured long-term borrowings
were $173.55 billion, with maturities extending to 2061,
and consisted principally of senior borrowings. See Note 16
to the consolidated financial statements for further
information about our unsecured long-term borrowings.

As of December 2011, our future minimum rental
payments net of minimum sublease rentals under
noncancelable leases were $3.26 billion. These lease
commitments, principally for office space, expire on
various dates through 2069. Certain agreements are
subject to periodic escalation provisions for increases in
real estate taxes and other charges. See Note 18 to the
consolidated financial statements for further information
about our leases.

Our occupancy expenses include costs associated with
office space held in excess of our current requirements. This
excess space, the cost of which is charged to earnings as

incurred, is being held for potential growth or to replace
currently occupied space that we may exit in the future. We
regularly evaluate our current and future space capacity in
relation to current and projected staffing levels. For the year
ended December 2011, total occupancy expenses for space
held in excess of our current requirements were
$85 million, which includes costs related to the transition to
our new headquarters in New York City. In addition, for
the year ended December 2011, we incurred exit costs of
$14 million related to our office space. We may incur exit
costs in the future to the extent we (i) reduce our space
capacity or (ii) commit to, or occupy, new properties in the
locations in which we operate and, consequently, dispose of
existing space that had been held for potential growth.
These exit costs may be material to our results of operations
in a given period.

Overview and Structure of Risk
Management

Overview

We believe that effective risk management is of primary
importance to the success of the firm. Accordingly, we
have comprehensive risk management processes through
which we monitor, evaluate and manage the risks we
assume in conducting our activities. These include
market, credit, liquidity, operational, legal, regulatory
and reputational risk exposures. Our risk management
framework is built around three core components:
governance, processes and people.

Governance. Risk management governance starts with our
Board, which plays an important role in reviewing and
approving risk management policies and practices, both
directly and through its Risk Committee, which consists of all
of our independent directors. The Board also receives periodic
updates on firmwide risks from our independent control and
support functions. Next, at the most senior levels of the firm,
our leaders are experienced risk managers, with a
sophisticated and detailed understanding of the risks we take.
Our senior managers lead and participate in risk-oriented
committees, as do the leaders of our independent control and
support functions — including those in internal audit,
compliance, controllers, credit risk management, human
capital management, legal, market risk management,
operations, operational risk management, tax, technology and
treasury.
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The firm’s governance structure provides the protocol and
responsibility for decision-making on risk management
issues and ensures implementation of those decisions. We
make extensive use of risk-related committees that meet
regularly and serve as an important means to facilitate and
foster ongoing discussions to identify, manage and mitigate
risks.

We maintain strong communication about risk and we have
a culture of collaboration in decision-making among the
revenue-producing units, independent control and support
functions, committees and senior management. While we
believe that the first line of defense in managing risk rests
with the managers in our revenue-producing units, we
dedicate extensive resources to independent control and
support functions in order to ensure a strong oversight
structure and an appropriate segregation of duties.

Processes. We maintain various processes and procedures
that are critical components of our risk management. First
and foremost is our daily discipline of marking
substantially all of the firm’s inventory to current market
levels. Goldman Sachs carries its inventory at fair value,
with changes in valuation reflected immediately in our risk
management systems and in net revenues. We do so because
we believe this discipline is one of the most effective tools
for assessing and managing risk and that it provides
transparent and realistic insight into our financial
exposures.

We also apply a rigorous framework of limits to control
risk across multiple transactions, products, businesses and
markets. This includes setting credit and market risk limits
at a variety of levels and monitoring these limits on a daily
basis. Limits are typically set at levels that will be
periodically exceeded, rather than at levels which reflect
our maximum risk appetite. This fosters an ongoing
dialogue on risk among revenue-producing units,
independent control and support functions, committees and
senior management, as well as rapid escalation of risk-
related matters. See “Market Risk Management” and
“Credit Risk Management” for further information on our
risk limits.

Active management of our positions is another important
process. Proactive mitigation of our market and credit
exposures minimizes the risk that we will be required to
take outsized actions during periods of stress.
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We also focus on the rigor and effectiveness of the firm’s
risk systems. The goal of our risk management technology
is to get the right information to the right people at the right
time, which requires systems that are comprehensive,
reliable and timely. We devote significant time and
resources to our risk management technology to ensure that
it consistently provides us with complete, accurate and
timely information.

People. Even the best technology serves only as a tool for
helping to make informed decisions in real time about the
risks we are taking. Ultimately, effective risk management
requires our people to interpret our risk data on an ongoing
and timely basis and adjust risk positions accordingly. In
both our revenue-producing units and our independent
control and support functions, the experience of our
professionals, and their understanding of the nuances and
limitations of each risk measure, guide the firm in assessing
exposures and maintaining them within prudent levels.

Structure

Ultimate oversight of risk is the responsibility of the firm’s
Board. The Board oversees risk both directly and through
its Risk Committee. Within the firm, a series of committees
with specific risk management mandates have oversight or
decision-making responsibilities for risk management
activities. Committee membership generally consists of
senior managers from both our revenue-producing units
and our independent control and support functions. We
have established procedures for these committees to ensure
that appropriate information barriers are in place.
Our primary risk committees, most of which also have
additional sub-committees or working groups, are
described below. In addition to these committees, we have
other risk-oriented committees which provide oversight for
different businesses, activities, products, regions and legal
entities.

Membership of the firm’s risk committees is reviewed
regularly and updated to reflect changes in the
responsibilities of the committee members. Accordingly, the
length of time that members serve on the respective
committees varies as determined by the committee chairs
and based on the responsibilities of the members within the
firm.

In addition, independent control and support functions,
which report to the chief financial officer, general counsel,
chief administrative officer, or in the case of Internal Audit,
to the Audit Committee of the Board, are responsible for
day-to-day oversight of risk, as discussed in greater detail in
the following sections.
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The chart below presents an overview of our risk
management governance structure, highlighting the oversight

of our Board, our key risk-related committees and the
independence of our control and support functions.

» Corporate Oversight

Board of Directors

Risk Committee

W

Senior Management Oversight

Chief Executive Officer
President
Chief Financial Officer

N
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Chief Risk Officer |
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e Firmwide Suitability Committee

Firmwide
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e Securities Division Risk Committee
® Credit Policy Committee

® Operational Risk Committee

® Finance Committee
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® Investment Management Division
Risk Committee

o Firmwide Commitments Committee
e Firmwide Capital Committee

Independent Control and Support Functions

Internal Audit
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® Compliance

e Controllers

e Credit Risk Management

® Human Capital Management

® Legal

o Market Risk Management

® Operations

® Operational Risk Management

: Fxh | Business Managers
echnology Business Risk Managers
® Treasury

Management Committee. The Management Committee
oversees the global activities of the firm, including all of the
firm’s independent control and support functions. It
provides this oversight directly and through authority
delegated to committees it has established. This committee
is comprised of the most senior leaders of the firm, and is
chaired by the firm’s chief executive officer. The
Management Committee has established various
committees with delegated authority and the chairperson of
the Management Committee appoints the chairpersons of
these committees. Most members of the Management
Committee are also members of other firmwide, divisional
and regional committees. The following are the committees
that are principally involved in firmwide risk management.

Firmwide Client and Business Standards Committee.
The Firmwide Client and Business Standards Committee
assesses and makes determinations regarding business
standards and practices, reputational risk management,
client relationships and client service, is chaired by the
firm’s president and chief operating officer, and reports to
the Management Committee. This committee also has
responsibility for overseeing the implementation of the
recommendations of the Business Standards Committee.
This committee has established the following two risk-
related committees that report to it:
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* Firmwide New Activity Committee. The Firmwide
New Activity Committee is responsible for reviewing
new activities and establishing a process to identify and
review previously approved activities that are significant
and that have changed in complexity and/or structure or
present different reputational and suitability concerns
over time to consider whether these activities remain
appropriate. This committee is co-chaired by the firm’s
head of operations/chief operating officer for Europe,
Middle East and Africa and the chief administrative
officer of our Investment Management Division who are
appointed by the Firmwide Client and Business
Standards Committee chairperson.

* Firmwide Suitability Committee. The Firmwide
Suitability Committee is responsible for setting standards
and policies for product, transaction and client
suitability and providing a forum for consistency across
divisions, regions and products on suitability
assessments. This committee also reviews suitability
matters escalated from other firm committees. This
committee is co-chaired by the firm’s international
general counsel and the co-head of our Investment
Management Division who are appointed by the
Firmwide Client and Business Standards Committee.

Firmwide Risk Committee. The Firmwide Risk
Committee is responsible for the ongoing monitoring and
control of the firm’s global financial risks. Through both
direct and delegated authority, the Firmwide Risk
Committee approves firmwide, product, divisional and
business-level limits for both market and credit risks,
approves sovereign credit risk limits and reviews results of
stress tests and scenario analyses. This committee is
co-chaired by the firm’s chief financial officer and a senior
managing director from the firm’s executive office, and
reports to the Management Committee. The following four
committees report to the Firmwide Risk Committee, which
is responsible for appointing the chairperson of each of
these committees:

* Securities Division Risk Committee. The Securities
Division Risk Committee sets market risk limits, subject
to overall firmwide risk limits, for our Fixed Income,
Currency and Commodities Client Execution and
Equities Client Execution businesses based on a number
of risk measures, including VaR, stress tests, scenario
analyses, and inventory levels. This committee is chaired
by the chief risk officer of our Securities Division.
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* Credit Policy Committee. The Credit Policy
Committee establishes and reviews broad credit policies
and parameters that are implemented by our Credit Risk
Management department (Credit Risk Management).
This committee is chaired by the firm’s chief credit
officer.

* Operational Risk Committee. The Operational Risk
Committee provides oversight of the ongoing
development and implementation of our operational risk
policies, framework and methodologies, and monitors
the effectiveness of operational risk management. This
committee is chaired by a managing director in Credit
Risk Management.

* Finance Committee. The Finance Committee has
oversight of firmwide liquidity, the size and composition
of our balance sheet and capital base, and our credit
ratings. This committee regularly reviews our liquidity,
balance sheet, funding position and capitalization, and
makes adjustments in light of current events, risks and
exposures, and regulatory requirements. This committee
is also responsible for reviewing and approving balance
sheet limits and the size of our GCE. This committee is
co-chaired by the firm’s chief financial officer and the
firm’s global treasurer.

The following committees report jointly to the Firmwide
Risk Committee and the Firmwide Client and Business
Standards Committee.

* Firmwide Commitments Committee. The Firmwide
Commitments Committee reviews the firm’s underwriting
and distribution activities with respect to equity and equity-
related product offerings, and sets and maintains policies
and procedures designed to ensure that legal, reputational,
regulatory and business standards are maintained on a
global basis. In addition to reviewing specific transactions,
this committee periodically conducts general strategic
reviews of sectors and products and establishes policies in
connection with transaction practices. This committee is
co-chaired by the global co-head of our Financial
Institutions Group for Investment Banking and the head of
Mergers & Acquisitions for Europe, Middle East, Africa
and Asia Pacific for Investment Banking who are appointed
by the Firmwide Client and Business Standards Committee
chairperson.
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* Firmwide Capital Committee. The Firmwide Capital
Committee provides approval and oversight of debt-
related underwriting transactions, including related
commitments of the firm’s capital. This committee aims
to ensure that business and reputational standards for
underwritings and capital commitments are maintained
on a global basis. This committee is co-chaired by the
firm’s global treasurer and the head of credit finance for
Europe, Middle East and Africa who are appointed by
the Firmwide Risk Committee chairpersons.

Investment Management Division Risk Cemmittee. The
Investment Management Division Risk Committee is
responsible for the ongoing monitoring and control of global
market, counterparty credit and liquidity risks associated with
the activities of our investment management businesses. The
head of Investment Management Division risk management is
the chair of this committee. The Investment Management
Division Risk Committee reports to the firm’s chief risk officer.

Liquidity Risk Management

Liquidity is of critical importance to financial institutions.
Most of the recent failures of financial institutions have
occurred in large part due to insufficient liquidity.
Accordingly, the firm has in place a comprehensive and
conservative set of liquidity and funding policies to address
both firm-specific and broader industry or market liquidity
events. Our principal objective is to be able to fund the firm
and to enable our core businesses to continue to generate
revenues, even under adverse circumstances.

We manage liquidity risk according to the following
principles:

Excess Liquidity. We maintain substantial excess liquidity
to meet a broad range of potential cash outflows and
collateral needs in a stressed environment.

Asset-Liability Management. We assess anticipated
holding periods for our assets and their expected liquidity in
a stressed environment. We manage the maturities and
diversity of our funding across markets, products and
counterparties, and seek to maintain liabilities of appropriate
tenor relative to our asset base.

Contingency Funding Plan. We maintain a contingency
funding plan to provide a framework for analyzing and
responding to a liquidity crisis situation or periods of market
stress. This framework sets forth the plan of action to fund
normal business activity in emergency and stress situations.
These principles are discussed in more detail below.

Excess Liquidity

Our most important liquidity policy is to pre-fund our
estimated potential cash needs during a liquidity crisis and
hold this excess liquidity in the form of unencumbered,
highly liquid securities and cash. We believe that the
securities held in our global core excess would be readily
convertible to cash in a matter of days, through liquidation,
by entering into repurchase agreements or from maturities
of reverse repurchase agreements, and that this cash would
allow us to meet immediate obligations without needing to
sell other assets or depend on additional funding from
credit-sensitive markets.

As of December 2011 and December 2010, the fair value of
the securities and certain overnight cash deposits included
in our GCE totaled $171.58 billion and $174.78 billion,
respectively. Based on the results of our internal liquidity
risk model, discussed below, as well as our consideration of
other factors including but not limited to a qualitative
assessment of the condition of the financial markets and the
firm, we believe our liquidity position as of December 2011
was appropriate.

The table below presents the fair value of the securities and
certain overnight cash deposits that are included in our

GCE.

Average for the
Year Ended December

in millions 2011 2010
U.S. dollar-denominated  $125668 $130,072
Non-U.S. dollar-denominated 40,291 37,942
Total $165,959 $168,014
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The U.S. dollar-denominated excess is composed of
(i) unencumbered U.S. government and federal agency
obligations (including highly liquid U.S. federal agency
mortgage-backed obligations), all of which are eligible as
collateral in Federal Reserve open market operations and
(ii) certain overnight U.S. dollar cash deposits. The
non-U.S. dollar-denominated excess is composed of only
unencumbered German, French, Japanese and United
Kingdom government obligations and certain overnight
cash deposits in highly liquid currencies. We strictly limit
our excess liquidity to this narrowly defined list of securities
and cash because they are highly liquid, even in a difficult
funding environment. We do not include other potential
sources of excess liquidity, such as lower-quality
unencumbered securities or committed credit facilities, in
our GCE.

The table below presents the fair value of our GCE by asset
class.

Average for the
Year Ended December

in millions 2011 2010
Overnight cash deposits . .. $ 34622  $ 25040
Federal funds sold e 75
U.S. government obligations 88528 102,937
U.S. federal agency obligations, including

highly liquid U.S. federal agency
..mortgage-backed obligations 5,018 3,194
German, French, Japanese and United

Kingdom government obligations 37,791 36,768
Total $165,959 $168,014

The GCE is held at Group Inc. and our major broker-dealer
and bank subsidiaries, as presented in the table below.

Average for the
Year Ended December

in millions 20mMm 2010
Group Inc. $ 49,548 $ 53,757
Major broker-dealer subsidiaries 75,086 69,223
Major bank subsidiaries 41,325 45,034
Total $165,959 $168,014

Our GCE reflects the following principles:

¢ The first days or weeks of a liquidity crisis are the most
critical to a company’s survival.

* Focus must be maintained on all potential cash and
collateral outflows, not just disruptions to financing
flows. Our businesses are diverse, and our liquidity
needs are determined by many factors, including market
movements, collateral requirements and client
commitments, all of which can change dramatically in a
difficult funding environment.
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* During a liquidity crisis, credit-sensitive funding,
including unsecured debt and some types of secured
financing agreements, may be unavailable, and the terms
(e.g., interest rates, collateral provisions and tenor) or

- availability of other types of secured financing may
change.

* As a result of our policy to pre-fund liquidity that we
estimate may be needed in a crisis, we hold more
unencumbered securities and have larger debt balances
than our businesses would otherwise require. We believe
that our liquidity is stronger with greater balances of
highly liquid unencumbered securities, even though it
increases our total assets and our funding costs.

We believe that our GCE provides us with a resilient source
of funds that would be available in advance of potential cash
and collateral outflows and gives us significant flexibility in
managing through a difficult funding environment.

In order to determine the appropriate size of our GCE, we
use an internal liquidity model, referred to as the Modeled
Liquidity Outflow, which captures and quantifies the firm’s
liquidity risks. We also consider other factors including but
not limited to a qualitative assessment of the condition of
the financial markets and the firm.

We distribute our GCE across subsidiaries, asset types, and
clearing agents to provide us with sufficient operating
liquidity to ensure timely settlement in all major markets,
even in a difficult funding environment.

We maintain our GCE to enable us to meet current and
potential liquidity requirements of our parent company,
Group Inc., and our major broker-dealer and bank
subsidiaries. The Modeled Liquidity Outflow incorporates
a consolidated requirement as well as a standalone
requirement for each of our major broker-dealer and bank
subsidiaries. Liquidity held directly in each of these
subsidiaries is intended for use only by that subsidiary to
meet its liquidity requirements and is assumed not to be
available to Group Inc. unless (i) legally provided for and
(i1} there are no additional regulatory, tax or other
restrictions. We hold a portion of our GCE directly at
Group Inc. to support consolidated requirements not
accounted for in the major subsidiaries. In addition to the
GCE, we maintain operating cash balances in several of our
other operating entities, primarily for use in specific
currencies, entities, or jurisdictions where we do not have
immediate access to parent company liquidity.
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In addition to our GCE, we have a significant amount of
other unencumbered cash and financial instruments,
including other government obligations, high-grade money
market securities, corporate obligations, marginable
equities, loans and cash deposits not included in our GCE.
The fair value of these assets averaged $83.32 billion and
$72.98 billion for the years ended December 2011 and
December 2010, respectively. We do not consider these
assets liquid enough to be eligible for our GCE liquidity
pool and therefore conservatively do not assume we will
generate liquidity from these assets in our Modeled
Liquidity Outflow.

Modeled Liquidity Outflow. Our Modeled Liquidity
Outflow is based on a scenario that includes both a market-
wide stress and a firm-specific stress, characterized by some
or all of the following qualitative elements:

* Global recession, default by a medium-sized sovereign,
low consumer and corporate confidence, and general
financial instability.

+ Severely challenged market environment with material
declines in equity markets and widening of credit
spreads.

» Damaging follow-on impacts to financial institutions
leading to the failure of a large bank.

« A firm-specific crisis potentially triggered by material
losses, reputational damage, litigation, executive
departure, and/or a ratings downgrade.

The following are the critical modeling parameters of the
Modeled Liquidity Outflow:

¢ Liquidity needs over a 30-day scenario.

+ A two-notch downgrade of the firm’s long-term senior
unsecured credit ratings.

« A combination of contractual outflows, such as
upcoming maturities of unsecured debt, and contingent
outflows (e.g., actions though not contractually
required, we may deem necessary in a crisis). We assume
that most contingent outflows will occur within the
initial days and weeks of a crisis.

» No issuance of equity or unsecured debt.

« No support from government funding facilities.
Although we have access to various central bank
funding programs, we do not assume reliance on them
as a source of funding in a liquidity crisis.

e No diversification benefit across liquidity risks. We
assume that liquidity risks are additive.

¢ Maintenance of our normal business levels. We do not
assume asset liquidation, other than the GCE.

The Modeled Liquidity Outflow is calculated and reported
to senior management on a daily basis. We regularly refine
our model to reflect changes in market or economic
conditions and the firm’s business mix.

The potential contractual and contingent cash and
collateral outflows covered in our Modeled Liquidity
Outflow include:

Unsecured Funding

* Contractual: All upcoming maturities of unsecured long-
term debt, commercial paper, promissory notes and
other unsecured funding products. We assume that we
will be unable to issue new unsecured debt or rollover
any maturing debt.

+ Contingent: Repurchases of our outstanding long-term
debt, commercial paper and hybrid financial instruments
in the ordinary course of business as a market maker.

Deposits

 Contractual: All upcoming maturities of term deposits.
We assume that we will be unable to raise new term
deposits or rollover any maturing term deposits.

» Contingent: Withdrawals of bank deposits that have no
contractual maturity. The withdrawal assumptions
reflect, among other factors, the type of deposit, whether
the deposit is insured or uninsured, and the firm’s
relationship with the depositor.

Secured Funding

 Contractual: A portion of upcoming contractual
maturities of secured funding due to either the inability
to refinance or the ability to refinance only at wider
haircuts (i.e., on terms which require us to post
additional collateral). Our assumptions reflect, among
other factors, the quality of the underlying collateral and
counterparty concentration.

« Contingent: A decline in value of financial assets pledged
as collateral for financing transactions, which would
necessitate additional collateral postings under those
transactions.
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OTC Derivatives
* Contingent: Collateral postings to counterparties due to
adverse changes in the value of our OTC derivatives.

» Contingent: Other outflows of cash or collateral related
to OTC derivatives, including the impact of trade
terminations, collateral substitutions, collateral disputes,
collateral calls or termination payments required by a
two-notch downgrade in our credit ratings, and
collateral that has not been called by counterparties, but
is available to them.

Exchange-Traded Derivatives

* Contingent: Variation margin postings required due to
adverse changes in the value of our outstanding
exchange-traded derivatives.

+ Contingent: An increase in initial margin and guaranty
fund requirements by derivative clearing houses.

Customer Cash and Securities

« Contingent: Liquidity outflows associated with our
prime brokerage business, including withdrawals of
customer credit balances, and a reduction in customer
short positions, which serve as a funding source for long
positions.

Unfunded Commitments

 Contingent: Draws on our unfunded commitments.
Draw assumptions reflect, among other things, the type
of commitment and counterparty.

Other
¢ Other upcoming large cash outflows, such as tax payments.

Asset-Liability Management

Our liquidity risk management policies are designed to
ensure we have a sufficient amount of financing, even when
funding markets experience persistent stress. We seek to
maintain a long-dated and diversified funding profile,
taking into consideration the characteristics and liquidity
profile of our assets.
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Our approach to asset-liability management includes:

« Conservatively managing the overall characteristics of our
funding book, with a focus on maintaining long-term,
diversified sources of funding in excess of our current
requirements. See “Balance Sheet and Funding Sources —
Funding Sources” for additional details.

* Actively managing and monitoring our asset base, with
particular focus on the liquidity, holding period and our
ability to fund assets on a secured basis. This enables us
to determine the most appropriate funding products and
tenors. Less liquid assets are more difficult to fund and
therefore require funding of longer tenor. See “Balance
Sheet and Funding Sources — Balance Sheet
Management” for more detail on our balance sheet
management process.

* Raising secured and unsecured financing that has a
sufficiently longer term than the anticipated holding
period of our assets. This reduces the risk that our
liabilities will come due in advance of our ability to
generate liquidity from the sale of our assets. Because we
maintain a highly liquid balance sheet, the holding
period of certain of our assets may be materially shorter
than their contractual maturity dates.

Our goal is to have sufficient total capital (unsecured long-
term borrowings plus total shareholders’ equity) so that we
can avoid reliance on asset sales (other than our GCE).
However, we recognize that orderly asset sales may be
prudent or necessary in a severe or persistent liquidity crisis.
The target amount of our total capital is based on an
internal funding model which incorporates the following
long-term financing requirements:

» The portion of financial instruments owned, at fair
value, that are not funded on a secured basis.

» Goodwill and identifiable intangible assets, property,
leasehold improvements and equipment, and other
illiquid assets.

*» Derivative and other margin and collateral requirements.
* Anticipated draws on our unfunded loan commitments.

* Regulatory requirements to hold capital or other forms
of financing in excess of what we would otherwise hold
in regulated subsidiaries.
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Subsidiary Funding Policies. The majority of our
unsecured funding is raised by Group Inc. which lends the
necessary funds to its subsidiaries, some of which are
regulated, to meet their asset financing, liquidity and capital
requirements. In addition, Group Inc. provides its regulated
subsidiaries with the necessary capital to meet their
regulatory requirements. The benefits of this approach to
subsidiary funding are enhanced control and greater
flexibility to meet the funding requirements of our
subsidiaries. Funding is also raised at the subsidiary level
through a variety of products, including secured funding,
unsecured borrowings and deposits.

Our intercompany funding policies assume that, unless
legally provided for, a subsidiary’s funds or securities are
not freely available to its parent company or other
subsidiaries. In particular, many of our subsidiaries are
subject to laws that authorize regulatory bodies to block or
reduce the flow of funds from those subsidiaries to Group
Inc. Regulatory action of that kind could impede access to
funds that Group Inc. needs to make payments on its
obligations. Accordingly, we assume that the capital
provided to our regulated subsidiaries is not available to
Group Inc. or other subsidiaries and any other financing
provided to our regulated subsidiaries is not available until
the maturity of such financing.

Group Inc. has provided substantial amounts of equity and
subordinated indebtedness, directly or indirectly, to its
regulated subsidiaries. For example, as of December 2011,
Group Inc. had $28.16 billion of equity and subordinated
indebtedness invested in GS&Co., its principal U.S.
registered broker-dealer; $28.43 billion invested in GSI, a
regulated UK. broker-dealer; $2.67 billion invested in
GSEC, a U.S. registered broker-dealer; $4.28 billion invested
in Goldman Sachs Japan Co., Ltd., a regulated Japanese
broker-dealer; and $19.23 billion invested in GS Bank USA,
a regulated New York State-chartered bank. Group Inc. also
provided, directly or indirectly, $84.83 billion of
unsubordinated loans and $6.12 billion of collateral to these
entities, substantially all of which was to GS&Co. and GSI,
as of December 2011. In addition, as of December 2011,
Group Inc. had significant amounts of capital invested in and
loans to its other regulated subsidiaries.

Contingency Funding Plan

The Goldman Sachs contingency funding plan sets out the
plan of action we would use to fund business activity in
crisis situations and periods of market stress. The
contingency funding plan outlines a list of potential risk
factors, key reports and metrics that are reviewed on an
ongoing basis to assist in assessing the severity of, and
managing through, a liquidity crisis and/or market
dislocation. The contingency funding plan also describes in
detail the firm’s potential responses if our assessments
indicate that the firm has entered a liquidity crisis, which
include pre-funding for what we estimate will be our
potential cash and collateral needs as well as utilizing
secondary sources of liquidity. Mitigants and action items
to address specific risks which may arise are also described
and assigned to individuals responsible for execution.

The contingency funding plan identifies key groups of
individuals to foster effective coordination, control and
distribution of information, all of which are critical in the
management of a crisis or period of market stress. The
contingency funding plan also details the responsibilities of
these groups and individuals, which include making and
disseminating key decisions, coordinating all contingency
activities throughout the duration of the crisis or period of
market stress, implementing liquidity maintenance activities
and managing internal and external communication.
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Credit Ratings

The table below presents our unsecured credit ratings (excluding debt guaranteed by the FDIC under the TLGP) and outlook.

As of December 2011

Short-Term Long-Term Subordinated Trust Preferred Rating
Debt Debt Debt Preferred? Stock? Outlook
DBRS, Inc. R-1 (middle) A (high) A A BBB Stable ®
i e, s e & A e S BeBs Stab|e9
Moody's Investors Service 5 P-1 A1 A2 A3 Baa2 Negative 1
Standard & Poor’s Ratings Services &7 A-2 A- BBB+ BB+ BB+ Negative 10
Rating and Investment Information, Inc. a-1+ AA- A+ N/A N/A Negative

1. Trust preferred securities issued by Goldman Sachs Capital i.

2. Includes Group Inc.’s non-cumulative preferred stock and the Normal Automatic Preferred Enhanced Capital Securities (APEX) issued by Goldman Sachs Capital |l

and Goldman Sachs Capital I1I.

GS&Co. has been assigned a rating of F1 as a short-term issuer and A as a long-term issuer.

GS&Co. has been assigned a rating of A-1 as a short-term issuer and A as a long-term issuer.

GSI has been assigned a rating of A-1 as a short-term issuer and A as a long-term issuer.

GS Bank USA has been assigned a rating of A+ for long-term bank deposits, F1 for short-term bank deposits and A as a long-term issuer.

GS Bank USA has been assigned a rating of Aa3 for long-term bank deposits, P-1 for short-term bank deposits and Aa3 as a long-term issuer.

Applies to long-term and short-term ratings.

© o N OO o~ w

Applies to long-term issuer default ratings.
10. Applies to long-term ratings.

11. Applies to issuer rating.

During the fourth quarter of 2011, after revising its global
rating methodology for banks, Standard & Poor’s Ratings
Services lowered Group Inc.’s ratings on long-term debt
(from A to A-), short-term debt (from A-1 to A-2),
subordinated debt (from A- to BBB+), trust preferred (from
BBB- to BB+) and preferred stock (from BBB- to BB+), and
retained its outlook of “negative.” In addition, as part of a
global review of financial institutions, Fitch, Inc. lowered
Group Inc.’s ratings on long-term ‘debt (from A+ to A),
short-term debt (from F1+ to F1), subordinated debt (from
A to A-), trust preferred (from A- to BBB+) and preferred
stock (from A- to BBB+), and retained its outlook of
“stable.”

On February 10, 2012, Standard & Poor’s Ratings Services
assigned GS Bank USA, a rating of A-1 as a short-term
issuer and A as a long-term issuer.

On February 15, 2012, Moody’s Investors Service placed
the long- and short-term debt ratings of Group Inc. under
review for downgrade as part of a global review of financial
institutions.
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We rely on the short-term and long-term debt capital
markets to fund a significant portion of our day-to-day
operations and the cost and availability of debt financing is
influenced by our credit ratings. Credit ratings are also
important when we are competing in certain markets, such
as OTC derivatives, and when we seek to engage in longer-
term transactions. See “Certain Risk Factors That May
Affect Our Businesses” below and “Risk Factors” in Part I,
Item 1A of our Annual Report on Form 10-K for a
discussion of the risks associated with a reduction in our
credit ratings.

We believe our credit ratings are primarily based on the
credit rating agencies’ assessment of:

» our liquidity, market, credit and operational risk
management practices;

* the level and variability of our earnings;

* our capital base;

* our franchise, reputation and management;
* our corporate governance; and

« the external operating environment, including the
assumed level of government support.



Management's Discussion and Analysis

We allocate a portion of our GCE to ensure we would be
able to make the additional collateral or termination
payments that may be required in the event of a two-notch
reduction in our long-term credit ratings, as well as
collateral that has not been called by counterparties, but is
available to them. The table below presents the additional
collateral or termination payments that could have been
called at the reporting date by counterparties in the event of
a one-notch and two-notch downgrade in our credit
ratings.

As of December

in millions 2011 2010

Additional collateral or termination payments for a
one-notchdowngrade $1.303 81,353
Additional collateral or termination payments for a

two-notch downgrade 2,183 2,781
The Basel Committee on Banking Supervision’s

international framework for liquidity risk measurement,
standards and monitoring calls for imposition of a liquidity
coverage ratio, designed to ensure that the banking entity
maintains an adequate level of unencumbered high-quality
liquid assets based on expected cash outflows under an
acute liquidity stress scenario, and a net stable funding
ratio, designed to promote more medium- and long-term
funding of the assets and activities of banking entities over a
one-year time horizon. The liquidity coverage ratio is not
expected to be introduced as a requirement until
January 1, 2015, and the net stable funding ratio is not
expected to be introduced as a requirement until
January 1, 2018. While the principles behind the new
framework are broadly consistent with our current liquidity
management framework, it is possible that the
implementation of these standards could impact our
liquidity and funding requirements and practices.

Cash Flows

As a global financial institution, our cash flows are complex
and bear little relation to our net earnings and net assets.
Consequently, we believe that traditional cash flow analysis
is less meaningful in evaluating our liquidity position than
the excess liquidity and asset-liability management policies
described above. Cash flow analysis may, however, be
helpful in highlighting certain macro trends and strategic
initiatives in our businesses.

Year Ended December 2011. Our cash and cash
equivalents increased by $16.22 billion to $56.01 billion at
the end of 2011. We generated $23.13 billion in net cash
from operating and investing activities. We used net cash of
$6.91 billion for financing activities, primarily for
repurchases of our Series G Preferred Stock and common
stock, partially offset by an increase in bank deposits.

Year Ended December 2010. Our cash and cash
equivalents increased by $1.50 billion to $39.79 billion at
the end of 2010. We generated $7.84 billion in net cash
from financing activities primarily from net proceeds from
issuances of short-term secured financings. We used net
cash of $6.34 billion for operating and investing activities,
primarily to fund an increase in securities purchased under
agreements to resell and an increase in cash and securities
segregated for regulatory and other purposes, partially
offset by cash generated from a decrease in securities
borrowed.

Year Ended December 2009. Our cash and cash
equivalents increased by $24.49 billion to $38.29 billion at
the end of 2009. We generated $48.88 billion in net cash
from operating activities. We wused net cash of
$24.39 billion for investing and financing activities,
primarily for net repayments in unsecured and secured
short-term borrowings and the repurchases of Series H
Preferred Stock and the related common stock warrant
from the U.S. Treasury, partially offset by an increase in
bank deposits and the issuance of common stock.
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Market Risk Management

Overview

Market risk is the risk of loss in the value of our inventory
due to changes in market prices. We hold inventory
primarily for market making for our clients and for our
investing and lending activities. Our inventory therefore
changes based on client demands and our investment
opportunities. Our inventory is accounted for at fair value
and therefore fluctuates on a daily basis. Categories of
market risk include the following:

« Interest rate risk: results from exposures to changes in
the level, slope and curvature of yield curves, the
volatilities of interest rates, mortgage prepayment speeds
and credit spreads.

» Equity price risk: results from exposures to changes in
prices and volatilities of individual equities, baskets of
equities and equity indices.

» Currency rate risk: results from exposures to changes in
spot prices, forward prices and volatilities of currency
rates.

« Commodity price risk: results from exposures to changes
in spot prices, forward prices and volatilities of
commodities, such as electricity, natural gas, crude oil,
petroleum products, and precious and base metals.

Market Risk Management Process

We manage our market risk by diversifying exposures,
controlling position sizes and establishing economic hedges
in related securities or derivatives. This includes:

» accurate and timely exposure information incorporating
multiple risk metrics;

+ a dynamic limit setting framework; and

« constant communication among revenue-producing
units, risk managers and senior management.

Market Risk Management, which is independent of the
revenue-producing units and reports to the firm’s chief risk
officer, has primary responsibility for assessing, monitoring
and managing market risk at the firm. We monitor and
control risks through strong firmwide oversight and
independent control and support functions across the firm’s
global businesses.
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Managers in revenue-producing units are accountable for
managing risk within prescribed limits. These managers
have in-depth knowledge of their positions, of markets and
the instruments available to hedge their exposures.

Managers in revenue-producing units and Market Risk
Management discuss market information, positions and
estimated risk and loss scenarios on an ongoing basis.

Risk Measures

Market Risk Management produces risk measures and
monitors them against market risk limits set by our firm’s
risk committees. These measures reflect an extensive range
of scenarios and the results are aggregated at trading desk,
business and firmwide levels.

We use a variety of risk measures to estimate the size of
potential losses for both moderate and more extreme
market moves over both short-term and long-term time
horizons. Risk measures used for shorter-term periods
include VaR and sensitivity metrics. For longer-term
horizons, our primary risk measures are stress tests. Our
risk reports detail key risks, drivers and changes for each
desk and business, and are distributed daily to senior
management of both our revenue-producing units and our
independent control and support functions.

Systems
We have made a significant investment in technology to
monitor market risk including;:

+ an independent calculation of VaR and stress measures;
+ risk measures calculated at individual position levels;

« attribution of risk measures to individual risk factors of
each position;

« the ability to report many different views of the risk
measures (e.g., by desk, business, product type or legal
entity); and

« the ability to produce ad hoc analyses in a timely
manner.
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Value-at-Risk

VaR is the potential loss in value of inventory positions due
to adverse market movements over a defined time horizon
with a specified confidence level. We typically employ a
one-day time horizon with a 95% confidence level. The
VaR model captures risks including interest rates, equity
prices, currency rates and commodity prices. As such, VaR
facilitates comparison across portfolios of different risk
characteristics. VaR also captures the diversification of
aggregated risk at the firmwide level.

We are aware of the inherent limitations to VaR and
therefore use a variety of risk measures in our market risk
management process. Inherent limitations to VaR include:

* VaR does not estimate potential losses over longer time
horizons where moves may be extreme.

* VaR does not take account of the relative liquidity of
different risk positions.

* Previous moves in market risk factors may not produce
accurate predictions of all future market moves.

When calculating VaR, we use historical simulations with
full valuation of approximately 70,000 market factors. The
historical data used in our VaR calculation is weighted to
give greater importance to more recent observations and
reflect current asset volatilities. This improves the accuracy
of our estimates of potential loss. As a result, even if our
inventory positions were unchanged, our VaR would
increase with increasing market volatility and vice versa.

Given its reliance on historical data, VaR is most effective in
estimating risk exposures in markets in which there are no
sudden fundamental changes or shifts in market conditions.

We evaluate the accuracy of our VaR model through daily
backtesting (i.e., comparing daily trading net revenues to
the VaR measure calculated as of the prior business day) at
the firmwide level and for each of our businesses and major
regulated subsidiaries.

QOur VaR measure does not include:

* positions that are best measured and monitored using
sensitivity measures; and

* the impact of changes in counterparty and our own
credit spreads on derivatives as well as changes in our
own credit spreads on unsecured borrowings for which
the fair value option was elected.

Stress Testing

We use stress testing to examine risks of specific portfolios
as well as the potential impact of significant risk exposures
across the firm. We use a variety of scenarios to calculate
the potential loss from a wide range of market moves on the
firm’s portfolios. These scenarios include the default of
single corporate or sovereign entities, the impact of a move
in a single risk factor across all positions (e.g., equity prices
or credit spreads) or a combination of two or more risk
factors.

Unlike VaR measures, which have an implied probability
because they are calculated at a specified confidence level,
there is generally no implied probability that our stress test
scenarios will occur. Instead, stress tests are used to model
both moderate and more extreme moves in underlying
market factors. When estimating potential loss, we
generally assume that our positions cannot be reduced or
hedged (although experience demonstrates that we are
generally able to do so).

Stress test scenarios are conducted on a regular basis as part
of the firm’s routine risk management process and on an ad
hoc basis in response to market events or concerns. Stress
testing is an important part of the firm’s risk management
process because it allows us to highlight potential loss
concentrations, undertake risk/reward analysis, and assess
and mitigate our risk positions.

Limits

We use risk limits at various levels in the firm (including
firmwide, product and business) to govern risk appetite by
controlling the size of our exposures to market risk. Limits
are reviewed frequently and amended on a permanent or
temporary basis to reflect changing market conditions,
business conditions or tolerance for risk.

The Firmwide Risk Committee sets market risk limits at
firmwide and product levels and our Securities Division
Risk Committee sets sub-limits for market-making and
investing activities at a business level. The purpose of the
firmwide limits is to assist senior management in
controlling the firm’s overall risk profile. Sub-limits set the
desired maximum amount of exposure that may be
managed by any particular business on a day-to-day basis
without additional levels of senior management approval,
effectively leaving day-to-day trading decisions to
individual desk managers and traders. Accordingly,
sub-limits are a management tool designed to ensure
appropriate escalation rather than to establish maximum
risk tolerance. Sub-limits also distribute risk among various
businesses in a manner that is consistent with their level of
activity and client demand, taking into account the relative
performance of each area.
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Our market risk limits are monitored daily by Market Risk
Management, which is responsible for identifying and
escalating, on a timely basis, instances where limits have
been exceeded. The business-level limits that are set by the
Securities Division Risk Committee are subject to the same
scrutiny and limit escalation policy as the firmwide limits.

When a risk limit has been exceeded (e.g., due to changes in
market conditions, such as increased volatilities or changes in
correlations), it is reported to the appropriate risk committee
and a discussion takes place with the relevant desk managers,
after which either the risk position is reduced or the risk limit is
temporarily or permanently increased.

Metrics

We analyze VaR at the firmwide level and a variety of more
detailed levels, including by risk category, business, and
region. The tables below present average daily VaR and
year-end VaR by risk category.

Average Daily VaR

Year Ended December

in millions

Risk Categories 2011 2010 2009
Interest rates $ 94 $ 93 $176
Equity prices 33 68 66
Currency rates 20 32 36
Commodity prices 32 33 36
Diversification effect ! (66) (92) (96)
Total $113 $134 $218

1. Equals the difference between total VaR and the sum of the VaRs for the
four risk categories. This effect arises because the four market risk
categories are not perfectly correlated.

Our average daily VaR decreased to $113 million in 2011
from $134 million in 2010, primarily reflecting decreases in
the equity prices and currency rates categories, principally due

to reduced exposures. These decreases were partially offset by
a decrease in the diversification benefit across risk categories.

Our average daily VaR decreased to $134 million in 2010
from $218 million in 2009, principally due to a decrease in the
interest rates category which was primarily due to reduced
exposures, lower levels of volatility and tighter spreads.
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Year-End VaR and High and Low VaR

Year Ended

in millions As of December December 2011
Risk Categories 2011 2010 High Low
Interest rates $100 $78 $147 $69
Equity prices 31 51 119 14
Currency rates 14 27 31 10
Commodity prices 23 25 53 20
Diversification effect 1! {69} (70)

Total $ 99 $111 $169 $82

1. Equals the difference between total VaR and the sum of the VaRs for the
four risk categories. This effect arises because the four market risk
categories are not perfectly correlated.

Our daily VaR decreased to $99 million as of December 2011
from $111 million as of December 2010, primarily reflecting
decreases in the equity prices and currency rates categories,
principally due to reduced exposures. These decreases were
partially offset by an increase in the interest rates category,
primarily due to higher levels of volatility and wider credit
spreads.

During the year ended December 2011, the firmwide VaR
risk limit was exceeded on one occasion. It was resolved by
a temporary increase in the firmwide VaR risk limit, which
was subsequently made permanent due to higher levels of
volatility, The firmwide VaR risk limit had previously been
reduced on one occasion in 2011, reflecting lower risk
utilization and the market environment.

During the year ended December 2010, the firmwide VaR
risk limit was exceeded on one occasion in order to
facilitate a client transaction and was resolved by a
reduction in the risk position on the following day.
Separately, during the year ended December 2010, the
firmwide VaR risk limit was reduced on one occasion
reflecting lower risk utilization.
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The chart below reflects the VaR over the last four quarters.

Daily VaR
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200

180

160 r,”\ A
% 120 K},\\IJAA\,AWIA \j r/\] \N\
g 100 \'\ VAA‘V M\/
8 MV
> 80
‘©
o 60

40

20

0
First Quarter Second Quarter Third Quarter Fourth Quarter
2011 201 2011 2011
The chart below presents the frequency distribution inventory positions included in VaR for the year
of our daily trading net revenues for substantially all ended December 2011.
Daily Trading Net Revenues
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Daily trading net revenues are compared with VaR one-day VaR (i.e., a VaR exception) on three occasions
calculated as of the end of the prior business day. The firm during 2011 and on two occasions during 2010.

incurred trading losses on a single day in excess of our 95%
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During periods in which the firm has significantly more
positive net revenue days than net revenue loss days, we
expect to have fewer VaR exceptions because, under
normal conditions, our business model generally produces
positive net revenues. In periods in which our franchise
revenues are adversely affected, we generally have more loss
days, resulting in more VaR exceptions. In addition, VaR
backtesting is performed against total daily market-making
revenues, including bid/offer net revenues which are more
likely than not to be positive by their nature.

Sensitivity Measures

Certain portfolios and individual positions are not included
in VaR because VaR is not the most appropriate risk
measure. The market risk of these positions is determined
by estimating the potential reduction in net revenues of a
10% decline in the underlying asset value.

The table below presents market risk for positions that are
not included in VaR. These measures do not reflect
diversification benefits across asset categories and therefore
have not been aggregated.

Asset Categories 10% Sensitivity
Amount as of December
in miflions 2011 2010
B e 3 2128286
Equity (excluding ICBC) 2 2,458 2,629
Babrs R Vi 1. 655

1. Excludes third-party interests held by investment funds managed by
Goldman Sachs.

2. Relates to private and restricted public equity securities, including interests in
firm-sponsored funds that invest in corporate equities and real estate and
interests in firm-sponsored hedge funds.

3. Relates to corporate bank debt, loans backed by commercial and residential
real estate, and other corporate debt, including acquired portfolios of
distressed loans and interests in our firm-sponsored funds that invest in
corporate mezzanine and senior debt instruments.

VaR excludes the impact of changes in counterparty and
our own credit spreads on derivatives as well as changes in
our own credit spreads on unsecured borrowings for which
the fair value option was elected. The estimated sensitivity
to a one basis point increase in credit spreads (counterparty
and our own) on derivatives was a $4 million gain as of
December 2011. In addition, the estimated sensitivity to a
one basis point increase in our own credit spreads on
unsecured borrowings for which the fair value option was
elected was a $7 million gain (including hedges) as of
December 2011. However, the actual net impact of a
change in our own credit spreads is also affected by the
liquidity, duration and convexity (as the sensitivity is not
linear to changes in yields) of those unsecured borrowings
for which the fair value option was elected, as well as the
relative performance of any hedges undertaken.
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The firm engages in insurance activities where we reinsure and
purchase portfolios of insurance risk and pension liabilities.
The risks associated with these activities include, but are not
limited to: equity, interest rate, reinvestment and mortality
risk. The firm mitigates risks associated with insurance
activities through the use of reinsurance and hedging. Certain
of the assets associated with the firm’s insurance activities are
included in VaR. In addition to the positions included in VaR
we held $4.86 billion of securities accounted for as
available-for-sale as of December 2011, substantially all of
which support the firm’s insurance subsidiaries. As of
December 2011, our available-for-sale securities primarily
consisted of $1.81 billion of corporate debt securities with an
average vield of 5%, the majority of which will mature after
five years, $1.42 billion of mortgage and other asset-backed
loans and securities with an average yield of 10%, the majority
of which will mature after ten years, and $662 million of U.S.
government and federal agency obligations with an average
yield of 3%, the majority of which will mature after ten years.
As of December 2010, we held $3.67 billion of securities
accounted for as available-for-sale primarily consisting of
$1.69 billion of corporate debt securities with an average yield
of 6%, the majority of which will mature after five years,
$670 million of mortgage and other asset-backed loans and
securities with an average yield of 11%, which will mature
after ten years, and $637 million of U.S. government and
federal agency obligations with an average yield of 4%, the
majority of which will mature after ten years.

In addition, as of December 2011 and December 2010, we
had commitments and held loans under the William Street
credit extension program. As of December 2010, we also
held money market instruments under this program. See
Note 18 to the consolidated financial statements for further
information about our William Street credit extension
program.

Additionally, we make investments accounted for under the
equity method and we also make direct investments in real
estate, both of which are included in “Other assets” in the
consolidated statements of financial condition. Direct
investments in real estate are accounted for at cost less
accumulated depreciation. See Note 12 to the consolidated
financial statements for information on “Other assets.”
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Credit Risk Management

Overview

Credit risk represents the potential for loss due to the
default or deterioration in credit quality of a counterparty
(e.g., an OTC derivatives counterparty or a borrower) or an
issuer of securities or other instruments we hold. Our
exposure to credit risk comes mostly from client
transactions in OTC derivatives and loans and lending
commitments. Credit risk also comes from cash placed with
banks, securities financing transactions (i.e., resale and
repurchase agreements and securities borrowing and
lending activities) and receivables from brokers, dealers,
clearing organizations, customers and counterparties.

Credit Risk Management, which is independent of the
revenue-producing units and reports to the firm’s chief risk
officer, has primary responsibility for assessing, monitoring
and managing credit risk at the firm. The Credit Policy
Committee and the Firmwide Risk Committee establish and
review credit policies and parameters. In addition, we hold
other positions that give rise to credit risk (e.g., bonds held
in our inventory and secondary bank loans). These credit
risks are captured as a component of market risk measures,
which are monitored and managed by Market Risk
Management, consistent with other inventory positions.

Policies authorized by the Firmwide Risk Committee and
the Credit Policy Committee prescribe the level of formal
approval required for the firm to assume credit exposure to
a counterparty across all product areas, taking into account
any enforceable netting provisions, collateral or other credit
risk mitigants.

Credit Risk Management Process

Effective management of credit risk requires accurate and
timely information, a high level of communication and
knowledge of customers, countries, industries and
products. Our process for managing credit risk includes:

* approving transactions and setting and communicating
credit exposure limits;

» monitoring compliance with established credit exposure
limits;
» assessing the likelihood that a counterparty will default

on its payment obligations;

» measuring the firm’s current and potential credit
exposure and losses resulting from counterparty default;

» reporting of credit exposures to senior management, the
Board and regulators;

+ use of credit risk mitigants, including collateral and
hedging; and

» communication and collaboration with other independent
control and support functions such as operations, legal
and compliance.

As part of the risk assessment process, Credit Risk
Management performs credit reviews which include initial
and ongoing analyses of our counterparties. A credit review
is an independent judgment about the capacity and
willingness of a counterparty to meet its financial
obligations. For substantially all of our credit exposures,
the core of our process is an annual counterparty review. A
counterparty review is a written analysis of a counterparty’s
business profile and financial strength resulting in an
internal credit rating which represents the probability of
default on financial obligations to the firm. The
determination of internal credit ratings incorporates
assumptions with respect to the counterparty’s future
business performance, the nature and outlook for the
counterparty’s industry, and the economic environment.
Senior personnel within Credit Risk Management, with
expertise in specific industries, inspect and approve credit
reviews and internal credit ratings.

Our global credit risk management systems capture credit
exposure to individual counterparties and on an aggregate
basis to counterparties and their subsidiaries (economic
groups). These systems also provide management with
comprehensive information on our aggregate credit risk by
product, internal credit rating, industry, country and
region.

Risk Measures and Limits

We measure our credit risk based on the potential loss in an
event of non-payment by a counterparty. For derivatives
and securities financing transactions, the primary measure
is potential exposure, which is our estimate of the future
exposure that could arise over the life of a transaction based
on market movements within a specified confidence level.
Potential exposure takes into account netting and collateral
arrangements. For loans and lending commitments, the
primary measure is a function of the notional amount of the
position. We also monitor credit risk in terms of current
exposure, which is the amount presently owed to the firm
after taking into account applicable netting and collateral.
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We use credit limits at various levels (counterparty,
economic group, industry, country) to control the size of
our credit exposures. Limits for counterparties and
economic groups are reviewed regularly and revised to
reflect changing appetites for a given counterparty or group
of counterparties. Limits for industries and countries are
based on the firm’s risk tolerance and are designed to allow
for regular monitoring, review, escalation and management
of credit risk concentrations.

Stress Tests/Scenario Analysis

We use regular stress tests to calculate the credit exposures,
including potential concentrations that would result from
applying shocks to counterparty credit ratings or credit risk
factors (e.g., currency rates, interest rates, equity prices). These
shocks include a wide range of moderate and more extreme
market movements. Some of our stress tests include shocks to
multiple risk factors, consistent with the occurrence of a severe
market or économic event (e.g., sovereign debt default). Unlike
potential exposure, which is calculated within a specified
confidence level, with a stress test there is generally no assumed
probability of these events occurring,

We run stress tests on a regular basis as part of our routine
risk management processes and conduct tailored stress tests
on an ad hoc basis in response to market developments.
Stress tests are regularly conducted jointly with the firm’s
market and liquidity risk functions.

Risk Mitigants

To reduce our credit exposures on derivatives and securities
financing transactions, we may enter into netting
agreements with counterparties that permit us to offset
receivables and payables with such counterparties. We may
also reduce credit risk with counterparties by entering into
agreements that enable us to obtain collateral from them on
an upfront or contingent basis and/or to terminate
transactions if the counterparty’s credit rating falls below a
specified level.
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For loans and lending commitments, we typically employ a
variety of potential risk mitigants, depending on the credit
quality of the borrower and other characteristics of the
transaction. Risk mitigants include: collateral provisions,
guarantees, covenants, structural seniority of the bank loan
claims and, for certain lending commitments, provisions in
the legal documentation that allow the firm to adjust loan
amounts, pricing, structure and other terms as market
conditions change. The type and structure of risk mitigants
employed can significantly influence the degree of credit
risk involved in a loan.

When we do not have sufficient visibility into a counterparty’s
financial strength or when we believe a counterparty requires
support from its parent company, we may obtain third-party
guarantees of the counterparty’s obligations. We may also
mitigate our credit risk using credit derivatives or participation
agreements.

Credit Exposures
The firm’s credit exposures are described further below.

Cash and Cash Equivalents. Cash and cash equivalents
include both interest-bearing and non-interest bearing
deposits. To mitigate the risk of credit loss, we place
substantially all of our deposits with highly rated banks and
central banks.

OTC Derivatives. Derivatives are reported on a
net-by-counterparty basis (i.e., the net payable or
receivable for derivative assets and liabilities for a given
counterparty) when a legal right of setoff exists under an
enforceable netting agreement.

Derivatives are accounted for at fair value net of cash
collateral received or posted under credit support
agreements. As credit risk is an essential component of fair
value, the firm includes a credit valuation adjustment
(CVA) in the fair value of derivatives to reflect counterparty
credit risk, as described in Note 7 to the consolidated
financial statements. CVA is a function of the present value
of expected exposure, the probability of counterparty
default and the assumed recovery upon default.
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The tables below present the distribution of our exposure to
OTC derivatives by tenor, based on expected duration for
mortgage-related credit derivatives and generally on
remaining contractual maturity for other derivatives, both
before and after the effect of collateral and netting
agreements. Receivable and payable balances for the same
counterparty across tenor categories are netted under

enforceable netting agreements, and cash collateral received
is netted under credit support agreements. Receivable and
payable balances with the same counterparty in the same
tenor category are netted within such tenor category. The
categories shown reflect our internally determined public
rating agency equivalents.

As of December 2011

Exposure
in millions 0-12 1-5 5 Years Net of
Credit Rating Equivalent Months Years or Greater Total Netting Exposure Collateral
AAAJAGg $ 727 786 $ 2,297 $ 3,810 $ (729) $ 3,081 $ 2,770
AA/AR2 28,094 42,953 (22,972} 19,981 12,954
AJA2 50,787 105,044 (73,873) 31,171 17,109
e 25612 47210  (36214) 10,996 6,895
BB/Ba2 or lower 6,597 13,990 (6.729) 7,261 4,527
Unrated S 752 664 391 1,807 (149) 1,658 1,064
Total $34,116 $66,920 $113,778 $214,814 $(140,666) $74,148 $45,319

As of December 2010

Exposure
in millions 0-12 1-5 5 Years Net of
Credit Rating Equivalent Months Years or Greater Total Netting  Exposure Collateral
A R e $..504 8 728 .$2597 | $ 3829 $  (491) $3338 $ 3088
AAAR2 5,234 8,875 15,579 29,688 (18,167)
AA2 13,656 38,522 49,568 101,646 (74,650)
BBBBga2 18,062 19,625 41,505
BB/Ba2 or lower 5,382 3,650 12,615
Unrated 1,081 332 2,122
Total $27,404 $72,650 $91,351 $191,405 ${125,713) $65,692 $42,022
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Lending Activities. We manage the firm’s traditional
credit origination activities, including funded loans, lending
commitments and the William Street credit extension
program, using the credit risk process, measures and limits
described above. Other lending positions, including
secondary trading positions, are risk-managed as a
component of market risk.

Other Credit Exposures. The firm is exposed to credit risk
from its receivables from brokers, dealers and clearing
organizations and customers and counterparties. Receivables
from brokers, dealers and clearing organizations are
primarily comprised of initial margin placed with clearing
organizations and receivables related to sales of securities
which have traded, but not yet settled. These receivables have
minimal credit risk due to the low probability of clearing
organization default and the short-term nature of receivables
related to securities settlements. Receivables from customers
and counterparties are generally comprised of collateralized
receivables related to customer securities transactions and
have minimal credit risk due to both the value of the
collateral received and the short-term nature of these
receivables.
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Credit Exposures

During the year ended December 2011, our credit
exposures increased, reflecting growth in lending activity
and OTC derivatives, and increased cash balances. While
credit spreads widened during the year ended
December 2011, the percentage of our credit exposure
arising from non-investment-grade counterparties (based
on our internally determined public rating agency
equivalents)  was  essentially  unchanged from
December 2010. Counterparty defaults and the associated
credit losses have remained at low levels during the year
ended December 2011 as compared with the same prior
year period.

The tables below present the firm’s credit exposures related
to cash, OTC derivatives, and loans and lending
commitments associated with traditional credit origination
activities broken down by industry, region and internal
credit rating.
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Credit Exposure by Industry

Loans and Lending

Cash OTC Derivatives Commitments !
As of December As of December As of December
in millions 2011 2010 2011 2010 2011 2010

$ — 510582  $ 8760
25,041 23,956

Asset Managers & Funds )
Banks, Brokers & Other Financial
Consumer Products, Non-Durables, and Retail

Natural Resources & Utilities
Real Estate

Total 2 $56,008 $39,788 $74,148 $65,692  $71,091 $53,184

Credit Exposure by Region

Loans and Lending

Cash OTC Derivatives Commitments !
As of December As of December As of December
in millions 2011 2010 2011 2010 2011 2010

$48,543 $34,628 $36,591 $34,468 $52,755 $38,151

$56,008 $39,788 $74,148 $65,692  $71,091 $53,184

Credit Exposure by Credit Quality

Loans and Lending

Cash OTC Derivatives Commitments !
As of December As of December As of December
in millions 2011 2010 2011 2010 2011 2010
Credit Rating Equivalent
$40,559 $27851 $3081 §

6,464 31,171

.......... 17’820
1,658 2,102 61
$74,148  $65692  $71,091

Unrated
Total 2 $56,008

1. Includes approximately $10 billion and $4 billion of loans as of December 2011 and December 2010, respectively, and approximately $61 billion and $49 billion of lending
commitments as of December 2011 and December 2010, respectively. Excludes approximately $10 billion and $14 billion of loans as of December 2011 and December 2010,
respectively, and lending commitments with a total notional value of approximately $5 billion and $3 billion as of December 2011 and December 2010, respectively, that are risk
managed as part of market risk using VaR and sensitivity measures.

2. The firm bears credit risk related to resale agreements and securities borrowed only to the extent that cash advanced to the counterparty exceeds the value of the
collateral received. The firm also has credit exposure on repurchase agreements and securities loaned to the extent that the value of securities pledged or delivered
to the counterparty for these transactions exceeds the amount of cash or collateral received. We had approximately $41 billion and $31 billion as of December 2011
and December 2010, respectively, in credit exposure related to securities financing transactions reflecting enforceable netting agreements.

3. EMEA (Europe, Middle East and Africa).
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Selected Country Exposures

During 2011 and continuing into 2012, there have been
concerns about European sovereign debt risk and its impact
on the European banking system and a number of
European member states have been experiencing significant
credit deterioration. The most pronounced market concerns
relate to Greece, Ireland, Italy, Portugal and Spain. The
table below presents our credit exposure (both gross and
net of hedges) to all sovereigns, financial institutions and
corporate counterparties or borrowers in these countries. In

addition, the table includes the market exposure of our long
and short inventory in which the issuer or underlier is
located in these countries.

The country of risk is determined by the location of the
counterparty, issuer or underlier’s assets, where they generate
revenue, the country in which they are headquartered, and/or
the government whose policies affect their ability to repay their
obligations.

As of December 2011

Credit Exposure

Market Exposure

Net Fu:\‘gteadl Unfunded Total Equities Total
OoTC Gross Credit Credit Credit and Credit Market
in billions Loans Derivatives Other Funded Hedges Exposure Exposure Exposure Bonds  Other Derivatives Exposure
Greece
LSOvereign S T $ =8 .8 oS T $ —....8.7...8 78033 8§ — . .8(002) @ 031
Non-Sovereign 0.02 0.05 — 0.07 — 0.07 - 0.07 0.03 0.01 0.02 0.06
Total Greece = .. 002 .. 005 . .=..007 . = 07 T 007 .036 001 ... T 037
Ireland
Sovereign -~ -...025 025 = 025 T 0.41 = (0.35) 0.06
Non-Sovereign — 0.54 0.07 0.61 (0.01) 0.60 0.06 0.41 0.09 0.11 0.61
Totallreland - 054 032 086 (0.01) 0.85 0.06 082  0.09 (0.24) 0.67
ltaly
Sovereign . - 167 .m.087 (141) 0.26 = 026 o021 T 920 041
Non-Sovereign 0.13 0.45 - 0.58 (0.02) 0.56 0.40 0.96 0.19 0.30 (0.90) (0.41)
Total ltaly 0.13 2.12 - 225 (1.43) 082 0.40 1.22 0.40 0.30 {0.70) -
Portugal
Sovereign - 9715 — 0.15 — 015 - 0.15 {0.10) - 0.02 (0.08)
Non-Sovereign — 0.06 — 0.06 - 0.06 — 0.06 0.23 0.01 (0.18) 0.06
Total Portugal T 021 .=...02 - o2 T 021013 001 (0.16)  10.02)
Spain
Sovereign .. - 009 . .=...009 - 0.09 009,015 - (0.55)  10.40)
Non-Sovereign 0.15 0.25 0.02 0.42 (0.14) 0.28 0.15 0.43 0.35 0.24 (0.63) {0.04)
Total Spain 0.15 0.34 0.02 0.51 (0.14) 0.37 0.15 0.52 0.50 0.24 (1.18) (0.44)
Subtotal $0.30 $3.26 $0.34 $3.90" $(1.58) $2.32 $0.61 $2.93 $2.21 $0.65 $(2.28)2 $0.58

1. Includes the benefit of $6.5 billion of cash and U.S. Treasury securities collateral and excludes non-U.S. government and corporate securities collateral of

$341 million.

2. Includes written and purchased credit derivative notionals reduced by the fair vaiues of such credit derivatives.

We economically hedge our exposure to written credit
derivatives by entering into offsetting purchased credit
derivatives with identical underlyings. Where possible, we
endeavor to match the tenor and credit default terms of
such hedges to that of our written credit derivatives.
Substantially all purchased credit derivatives included
above are bought from investment-grade counterparties
domiciled outside of these countries and are collateralized
with cash or U.S. Treasury securities. The gross purchased
and written credit derivative notionals across the above
countries for single-name credit default swaps were
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$147.3 billion and $142.4 billion, respectively. Including
netting under legally enforceable netting agreements, within
each and across all of the countries above, the purchased
and written credit derivative notionals for single-name
credit default swaps were $21.1 billion and $16.2 billion,
respectively. These notionals are not representative of our
exposure because they exclude available netting under
legally enforceable netting agreements on other derivatives
outside of these countries and collateral received or posted
under credit support agreements.
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For information about the nature of or payout under trigger
events related to written and purchased credit protection
contracts see Note 7 to the consolidated financial
statements.

We evaluate and monitor the effects of indirect exposure from
these countries. See “Liquidity Risk Management — Modeled
Liquidity Outflow,” “Market Risk Management — Stress
Testing” and “Credit Risk Management — Stress Tests/
Scenario Analysis” for further discussion.

On January 13, 2012, Standard & Poor’s Ratings Services
lowered the sovereign debt ratings on Italy from A to BBB+,
Portugal from BBB- to BB, and Spain from AA- to A. On
January 27, 2012, Fitch, Inc. lowered the sovereign debt
ratings on Italy from A+ to A-, and Spain from AA- to A.
On February 13, 2012, Moody’s Investors Service lowered
the sovereign debt ratings on Italy from A2 to A3, Portugal
from Ba2 to Ba3, and Spain from Al to A3. On
February 22, 2012, Fitch, Inc. lowered the sovereign debt
ratings on Greece from CCC to C. These downgrades did
not have a material effect on our financial condition, results
of operations, liquidity or capital resources.

Operational Risk Management

Overview

Operational risk is the risk of loss resulting from inadequate
or failed internal processes, people and systems or from
external events. Our exposure to operational risk arises from
routine processing errors as well as extraordinary incidents,
such as major systems failures. Potential types of loss events
related to internal and external operational risk include:

» clients, products and business practices;

+ execution, delivery and process management;
+ business disruption and system failures;
 employment practices and workplace safety;
« damage to physical assets;

+ internal fraud; and

« external fraud.

The firm maintains a comprehensive control framework
designed to provide a well-controlled environment to minimize
operational risks. The Firmwide Operational Risk Committee,
along with the support of regional or entity-specific working
groups or committees, provides oversight of the ongoing
development and implementation of our operational risk
policies and framework. Our Operational Risk Management

department (Operational Risk Management) is a risk
management function independent of our revenue-producing
units, reports to the firm’s chief risk officer, and is responsible
for developing and implementing policies, methodologies and a
formalized framework for operational risk management with
the goal of minimizing our exposure to operational risk.

Operational Risk Management Process

Managing operational risk requires timely and accurate
information as well as a strong control culture. We seek to
manage our operational risk through:

« the training, supervision and development of our people;

* the active participation of senior management in
identifying and mitigating key operational risks across the
firm;

* independent control and support functions that monitor
operational risk on a daily basis and have instituted
extensive policies and procedures and implemented
controls designed to prevent the occurrence of operational
risk events;

e proactive communication between our revenue-producing
units and our independent control and support functions;
and

* a network of systems throughout the firm to facilitate
the collection of data used to analyze and assess our
operational risk exposure.

We combine top-down and bottom-up approaches to manage
and measure operational risk. From a top-down perspective,
the firm’s senior management assesses firmwide and business
level operational risk profiles. From a bottom-up perspective,
revenue-producing units and independent control and support
functions are responsible for risk management on a day-to-day
basis, including identifying, mitigating, and escalating
operational risks to senior management.

Our operational risk framework is in part designed to
comply with the operational risk measurement rules under
Basel 2 and has evolved based on the changing needs of our

businesses and regulatory guidance. Our framework
includes the following practices:

* Risk identification and reporting;
 Risk measurement; and
* Risk monitoring.

Internal Audit performs a review of our operational risk
framework, including our key controls, processes and
applications, on an annual basis to ensure the effectiveness
of our framework.
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Risk Identification and Reporting

The core of our operational risk management framework is
risk identification and reporting. We have a comprehensive
data collection process, including firmwide policies and
procedures, for operational risk events.

We have established policies that require managers in our
revenue-producing units and our independent control and
support functions to escalate operational risk events. When
operational risk events are identified, our policies require
that the events be documented and analyzed to determine
whether changes are required in the firm’s systems and/or
processes to further mitigate the risk of future events.

In addition, our firmwide systems capture internal
operational risk event data, key metrics such as transaction
volumes, and statistical information such as performance
trends. We use an internally-developed operational risk
management application to aggregate and organize this
information. Managers from both revenue-producing units
and independent control and support functions analyze the
information to evaluate operational risk exposures and
identify businesses, activities or products with heightened
levels of operational risk. We also provide operational risk
reports to senior management, risk committees and the
Board periodically.

Risk Measurement

We measure the firm’s operational risk exposure over a
twelve-month time horizon using both statistical modeling
and scenario analyses, which involve qualitative
assessments of the potential frequency and extent of
potential operational risk losses, for each of the firm’s
businesses. Operational risk measurement incorporates
qualitative and quantitative assessments of factors
including;:

+ internal and external operational risk event data;
.
« assessments of the firm’s internal controls;

* evaluations of the complexity of the firm’s business
activities;

+ the degree of and potential for automation in the firm’s
processes;

* new product information;

* the legal and regulatory environment;

s changes in the markets for the firm’s products and
services, including the diversity and sophistication of the
firm’s customers and counterparties; and

« the liquidity of the capital markets and the reliability of
the infrastructure that supports the capital markets.
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The results from these scenario analyses are used to
monitor changes in operational risk and to determine
business lines that may have heightened exposure to
operational risk. These analyses ultimately are used to
determine the appropriate level of operational risk capital
to hold.

Risk Monitoring

We evaluate changes in the operational risk profile of the
firm and its businesses, including changes in business mix
or jurisdictions in which the firm operates, by monitoring
these factors at a firmwide, entity and business level. The
firm has both detective and preventive internal controls,
which are designed to reduce the frequency and severity of
operational risk losses and the probability of operational
risk events. We monitor the results of assessments and
independent internal audits of these internal controls.

Recent Accounting Developments

See Note 3 to the consolidated financial statements for
information about Recent Accounting Developments.

Certain Risk Factors That May Affect Our
Businesses

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

* Our businesses have been and may continue to be
adversely affected by conditions in the global financial
markets and economic conditions generally.

*» Our businesses have been and may be adversely affected
by declining asset values. This is particularly true for
those businesses in which we have net “long” positions,
receive fees based on the value of assets managed, or
receive or post collateral.

* Our businesses have been and may be adversely affected
by disruptions in the credit markets, including reduced
access to credit and higher costs of obtaining credit.
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* Our market-making activities have been and may be
affected by changes in the levels of market volatility.

 Our investment banking, client execution and investment
management businesses have been adversely affected and
may continue to be adversely affected by market uncertainty
or lack of confidence among investors and CEOs due to
general declines in economic activity and other unfavorable
economic, geopolitical or market conditions.

* Qur investment management business may be affected
by the poor investment performance of our investment
products.

* We may incur losses as a result of ineffective risk
management processes and strategies.

* Our liquidity, profitability and businesses may be
adversely affected by an inability to access the debt
capital markets or to sell assets or by a reduction in our
credit ratings or by an increase in our credit spreads.

» Conflicts of interest are increasing and a failure to
appropriately identify and address conflicts of interest
could adversely affect our businesses.

* Group Inc. is a holding company and is dependent for
liquidity on payments from its subsidiaries, many of
which are subject to restrictions.

* Qur businesses, profitability and liquidity may be
adversely affected by deterioration in the credit quality
of, or defaults by, third parties who owe us money,
securities or other assets or whose securities or
obligations we hold.

* Concentration of risk increases the potential for
significant losses in our market-making, underwriting,
investing and lending activities.

* The financial services industry is highly competitive.

= We face enhanced risks as new business initiatives lead
us to transact with a broader array of clients and
counterparties and expose us to new asset classes and
new markets.

* Derivative transactions and delayed settlements may
expose us to unexpected risk and potential losses.

* Our businesses may be adversely affected if we are

unable to hire and retain qualified employees.

Our businesses and those of our clients are subject to
extensive and pervasive regulation around the world.

We may be adversely affected by increased governmental
and regulatory scrutiny or negative publicity.

A failure in our operational systems or infrastructure, or
those of third parties, could impair our liquidity, disrupt
our businesses, result in the disclosure of confidential
information, damage our reputation and cause losses.

Substantial legal liability or significant regulatory action
against us could have material adverse financial effects
or cause us significant reputational harm, which in turn
could seriously harm our business prospects.

The growth of electronic trading and the introduction of
new trading technology may adversely affect our
business and may increase competition.

Our commodities activities, particularly our power
generation interests and our physical commodities
activities, subject us to extensive regulation, potential
catastrophic events and environmental, reputational and
other risks that may expose us to significant liabilities
and costs.

In conducting our businesses around the world, we are
subject to political, economic, legal, operational and
other risks that are inherent in operating in many
countries.

We may incur losses as a result of unforeseen or
catastrophic events, including the emergence of a
pandemic, terrorist attacks or natural disasters.
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Management’s Report on Internal Control over Financial Reporting

Management of The Goldman Sachs Group, Inc., together
with its consolidated subsidiaries (the firm), is responsible
for establishing and maintaining adequate internal control
over financial reporting. The firm’s internal control over
financial reporting is a process designed under the
supervision of the firm’s principal executive and principal
financial officers to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of
the firm’s financial statements for external reporting
purposes in accordance with U.S. generally accepted
accounting principles.

As of December 31, 2011, management conducted an
assessment of the firm’s internal control over financial
reporting based on the framework established in Internal
Control — Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission
(COSO). Based on this assessment, management has
determined that the firm’s internal control over financial
reporting as of December 31, 2011 was effective.
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Our internal control over financial reporting includes
policies and procedures that pertain to the maintenance of
records that, in reasonable detail, accurately and fairly
reflect transactions and dispositions of assets; provide
reasonable assurances that transactions are recorded as
necessary to permit preparation of financial statements in
accordance with U.S. generally accepted accounting
principles, and that receipts and expenditures are being
made only in accordance with authorizations of
management and the directors of the firm; and provide
reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use or disposition of
the firm’s assets that could have a material effect on our
financial statements.

The firm’s internal control over financial reporting as
of December 31, 2011 has been audited by
PricewaterhouseCoopers LLP, an independent registered
public accounting firm, as stated in their report
appearing on page 99, which expresses an unqualified
opinion on the effectiveness of the firm’s internal control
over financial reporting as of December 31, 2011.



Report of Independent Registered Public Accounting Firm

To the Board of Directors and the Shareholders of
The Goldman Sachs Group, Inc.:

In our opinion, the accompanying consolidated statements
of financial condition and the related consolidated
statements of earnings, changes in shareholders’ equity,
cash flows and comprehensive income present fairly, in all
material respects, the financial position of The Goldman
Sachs Group, Inc. and its subsidiaries (the Company) at
December 31, 2011 and 2010, and the results of its
operations and its cash flows for each of the three years in
the period ended December 31, 2011, in conformity with
accounting principles generally accepted in the United
States of America. Also in our opinion, the Company
maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2011,
based on criteria established in Internal Control —
Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission
(COSO). The Company’s management is responsible for
these financial statements, for maintaining effective internal
control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting,
included in Management’s Report on Internal Control over
Financial Reporting appearing on page 98. Our
responsibility is to express opinions on these financial
statements and on the Company’s internal control over
financial reporting based on our audits. We conducted our
audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement and
whether effective internal control over financial reporting
was maintained in all material respects. Our audits of the
financial statements included examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles
used and significant estimates made by management, and
evaluating the overall financial statement presentation. Our
audit of internal control over financial reporting included
obtaining an understanding of internal control over
financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and
operating effectiveness of internal control based on the
assessed risk. Our audits also included performing such
other procedures as we considered necessary in the
circumstances. We believe that our audits provide a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those
policies and procedures that (i) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the
company; (i) provide reasonable assurance that
transactions are recorded as necessary to permit
preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in
accordance with authorizations of management and
directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in
conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

?MMZW LLP

PricewaterhouseCoopers LLP
New York, New York
February 28,2012
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Consolidated Statements of Earnings

Year Ended December

in millions, except per share amounts 2011 2010 2009

Revenues
Investment banking

33,658

12,309 13,907
Interest expense 7,982 6,806 6,500
Net interest income 5,192 5,503 7,407
Net revenues, including net interest income 28,811 39,161 45,173
Operating expenses
Compensation and benefits 12,223 15,376 16,193

Other expenses ' 2,072 2,659 2,106
Total non-compensation expenses 10,419 10,428 9,151
Total operating expenses 22,642 26,269 25,344
P O A BaIINGS et 6,169 12,892 19,829
Provision for taxes 1,727 4,538 6,444
NBLOAININGS | 4,442 8,354 13,385
Preferred stock dividends 1,932 641 1,193
Net earnings applicable to common shareholders $ 2,510 $ 7,713 $12,192

Earnings per common share

Diluted 556.9 585.3 550.9

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Financial Condition

As of December

in millions, except share and per share amounts 2011 2010
Assets
CaSh AN CaS UV OIS e e $ 56,008  §$ 39,788

Cash and securities segregated for regulatory and other purposes {includes $42,014 and $36,182 at fair value as of
ber 2010, respectively)

Securities purchased under agreements to resell and federal funds sold (mcludes $187,789 and $188,355 at fair value as
........ of December 2011 and December 2010, respectively) . ..............18.78 18835

Securities borrowed (includes $47,621 and $48,822 at fair value as of December 2011 and December 2010,
respectively)

Receivables from customers and counterparties (includes $9 682 and $7,202 at fair value as of December 2011 and

L e 60,261 67,703
Financial instruments owned, at fair value (includes $53,989 and $51 ,010 pledged as collateral as of December 2011 and

December 2010, reSPECUIVEIY) | | et 364,206 356,953
Other assets 23,152 28,059
Total assets $923,225 $911,332

Liabilities and shareholders’ equity
Deposits (includes $4,526 and $1,975 at fair value as of December 2011 and December 2010, respectively) $ 46,109 $ 38,669

Collateralized financings:
Securities sold under agreements to r

Other secured financings (includes $30,019 and $31,794 at fair value as of December 2011 and December 2010,
respectively)

d, at fair value
Unsecured short-term borrowings, including the current portion of unsecured long-term borrowings (includes $17,854 and

.$22,116 at fair value as of December 2011 and December 2010, respectively) e 49,038 . 47,842
Unsecured long-term borrowings (includes $17,162 and $18,171 at fair value as of December 2011 and '
December 2010, r@SPECUVEIY) e 173,545 174,399
Other liabilities and accrued expenses (includes $9,486 and $2,972 at fair value as of December 2011 and

December 2010, respectively) 31,801 30,011
Total liabilities 852,846 833,976

Commitments, contingencies and guarantees

Shareholders’ equity

Preferred stock, par value $0.01 per share; aggregate liquidation preference of $3,100 and $8,100 as of December 2011
NG DECMIbEr 2010, TS OOy Oly e ————— et 3100 . 6,957
Common stock, par value $0.01 per share; 4,000,000,000 shares authorlzed 795,555,310 and 770,949,268 shares issued

as of December 2011 and December 2010, respectively, and 485,467,565 and 507,530,772 shares outstanding as of

December 2011 and December 2010, respectlvely o 8 8

Stock held in treasury, at cost, par value $0.01 per share; 310,087,747 and 263,418,498 shares as of December 2011 and

December 2010, respectively {42,281) (36,295)
Total shareholders’ equity 70,379 77,356
Total liabilities and shareholders’ equity $923,225 $911,332

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Changes in Shareholders’ Equity

Year Ended December

in millions 201 2010 2009
Preferred stock

Balance, beginning of year e e $ 6957 $ 6957 $16,483
Repurchased .......................... 38579

BAIANCE, BN OF VAT | sttt e 3,100

Common stock

Balance, beginning Of YEAT ettt 8 8 7
Issued - — 1

Balance, end of year 8 8 8
Restricted stock units and employee stock options

Balance, beginning Of year e 7,706 6245 9,463

Issuance and amortization of restricted stock units and employee stockoptions 2,863 4137 2,064
Delivery of common stock underlying restricted stock units (4,791) (2,521) (5,206)
Forfeiture of restricted stock units and employee stockoptions 193 A73)
Exercise of employee stock options (4) (6) (3)
Bafance, end of year 5681 .. 7,706 6,245

Additional pald in capital

Balan ing of » 42,103 39,770 31,070

Excess net tax benefit/(provision) related to share-based awards 138 239 (793)
Cash settlement of share-based compensation (40) (1) (2
BaIaNCE, BN O Y8 e et 45553 . 42,103 39,770
Retained earnings

Balance, beginning of year e et e e 57,163 50,252 38,579
Nt BININGS 4,442 8,354 13,385
Dividends and dividend equivalents declared on common stock and restricted stock ynits (769) (802) (688)
Dividends on preferred stock et (2,002) (641) (1,076)
Preferred stock accretion — — (48)
BAIANCE, NG OF VAT et ettt e 58834 . 57,163 50,252
Accumulated other comprehensive income/(loss)

Balance, beginning of year (286) (362) (372)

(55)

Net unrealized gains/{losses) on avallable-fdr-sale securities, net of tax (30) 26 97
BlaNC, BN O YT e e e (516) ... (286) (362)
Stock held in treasury, at cost

Balance, DegINNINg Of YOar e (36,295)  (32,156)  (32,176)
S (6,051) (4,185) ken
Reissued T 65 46 22
Balance, end of year (42,281) (36,295) {32,156)
Total shareholders’ equity $70379 $77356 $70,714

1. Relates primarily to repurchases of common stock by a broker-dealer subsidiary to facilitate customer transactions in the ordinary course of business and shares
withheld to satisfy withholding tax requirements.

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

Year Ended December

in millions 2011 2010 2009
Cash flows from operating activities
O B TGS e e $ 4442 | $ 8354 ' 13385
Non-cash items included in net earnings

Depreciation and amortization 1,869 1,904

Deferred income taxes
Share-based compensation

Cash and securities segregated for regulatory and other purposes {10,532) (17,094) 76,531

Net payables to customers and counterparties - 13,027 (5,437) (47,414)

and federal funds sold 122 (10,092) (146,807)

Other, net (5,346) (11,376) 7.076
Net cash provided by/{used for) operating activities | e 21645 ©157) ... 48,875
Cash flows from investing activities
Purchase of property, leasehold improvements and equipment (1,184) (1,227) (1,556)

s, net

of investments

om sales of available-for-sale
Net cash provided by/(used for) investing activities

Cash flows from financing activities
Unsecured short-term borrowings, net (3,780) 1,196 (9,790)

Cash settlement of share-based compensation (40) (1) (2}
Net cash provided by/(used for) financing activities (6,910) 7,839 (22,828}
Net increase in cash and cash equivalents 16220 1497 24,486
Cash and cash equivalents, beginning of year 39,788 38,291 13,805
Cash and cash equivalents, end of year $56,008 $39788 $ 38,291

SUPPLEMENTAL DISCLOSURES:
Cash payments for interest, net of capitalized interest, were $8.05 billion, $6.74 billion and $7.32 billion for the years ended December 2011, December 2010 and

December 2009, respectively.

Cash payments for income taxes, net of refunds, were $1.78 billion, $4.48 billion and $4.78 billion for the years ended December 2011, December 2010 and
December 2009, respectively.

Non-cash activities:

During the year ended December 2011, the firm assumed $2.09 billion of debt and issued $103 million of common stock in connection with the acquisition of Goldman
Sachs Australia Pty Ltd (GS Australia), formerly Goldman Sachs & Partners Australia Group Holdings Pty Ltd. During the years ended December 2010 and
December 2009, the firm assumed $90 million and $16 million, respectively, of debt in connection with business acquisitions. In addition, in the first quarter of 2010,
the firm recorded an increase of approximately $3 billion in both assets (primarily financial instruments owned, at fair value) and liabilities (primarily unsecured short-
term borrowings and other liabilities) upon adoption of Accounting Standards Update (ASU) No. 2009-17, “Consolidations (Topic 810) — Improvements to Financial
Reporting by Enterprises Involved with Variable Interest Entities.”

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Comprehensive Income

Year Ended December
in milions ' 201 2010 2009
Net earnings _ $4,442 $8,354  $13,385

P
Net unrealized gains/{losses) on available-for-sale securities, net of tax (30) 26
Comprehensive income $4,212 $8430 $13,395

The accompanying notes are an integral part of these consolidated financia! statements.
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Notes to Consolidated Financial Statements

Note 1.
Description of Business

The Goldman Sachs Group, Inc. (Group Inc.), a Delaware
corporation, together with its consolidated subsidiaries
(collectively, the firm), is a leading global investment
banking, securities and investment management firm that
provides a wide range of financial services to a substantial
and diversified client base that includes corporations,
financial institutions, governments and high-net-worth
individuals. Founded in 1869, the firm is headquartered in
New York and maintains offices in all major financial
centers around the world.

The firm reports its activities in the following four business
segments:

Investment Banking

The firm provides a broad range of investment banking
services to a diverse group of corporations, financial
institutions, investment funds and governments. Services
include advisory assignments with respect to mergers and
acquisitions, divestitures, corporate defense activities, risk
management, restructurings and spin-offs, and debt and
equity underwriting of public offerings and private
placements, as well as derivative transactions -directly
related to these activities.

Institutional Client Services

The firm facilitates client transactions and makes markets
in fixed income, equity, currency and commodity products,
primarily with institutional clients such as corporates,
financial institutions, investment funds and governments.
The firm also makes markets and clears client transactions
on major stock, options and futures exchanges worldwide
and provides financing, securities lending and prime
brokerage services to institutional clients.

Investing & Lending

The firm invests in and originates loans to provide
financing to clients. These investments and loans are
typically longer-term in nature. The firm makes
investments, directly and indirectly through funds that the
firm manages, in debt securities, loans, public and private
equity securities, real estate, consolidated investment
entities and power generation facilities.

Investment Management

The firm provides investment management services and
offers investment products (primarily through separately
managed accounts and commingled vehicles, such as
mutual funds and private investment funds) across all
major asset classes to a diverse set of institutional and
individual clients. The firm also offers wealth advisory
services, including portfolio management and financial
counseling, and brokerage and other transaction services to
high-net-worth individuals and families.

Note 2.
Basis of Presentation

These consolidated financial statements are prepared in
accordance with accounting principles generally accepted in
the United States (U.S. GAAP) and include the accounts of
Group Inc. and all other entities in which the firm has a
controlling financial interest. Intercompany transactions
and balances have been eliminated.

All references to 2011, 2010 and 2009 refer to the firm’s
years ended, or the dates, as the context requires,
December 31, 2011, December 31, 2010 and
December 31, 2009, respectively. In connection with
becoming a bank holding company in 2008, the firm was
required to change its fiscal year-end from November to
December. The beginning of the year ended December 2009
is December 27, 2008. Any reference to a future year refers
to a year ending on December 31 of that year. Certain
reclassifications have been made to previously reported
amounts to conform to the current presentation.
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Notes to Consolidated Financial Statements

Note 3.
Significant Accounting Policies

The firm’s significant accounting policies include when and
how to measure the fair value of assets and liabilities,
accounting for goodwill and identifiable intangible assets, and
when to consolidate an entity. See Notes 5 through 8 for
policies on fair value measurements, Note 13 for policies on
goodwill and identifiable intangible assets, and below and
Note 11 for policies on consolidation accounting. All other
significant accounting policies are either discussed below or
included in the following footnotes:

Financial Instruments Owned, at Fair Value and
Financial Instruments Sold, But Not Yet Purchased, at

Fair Value Note 4
Fair Value Measurements Note 5
Cash Instruments Note 6
Derivatives and Hedging Activities Note 7
Fair Value Option Note 8
Collateralized Agreements and Financings Note 9
Securitization Activities Note 10
Variable Interest Entities Note 11
Other Assets Note 12
Goodwill and Identifiable Intangible Assets Note 13
Deposits Note 14
Short-Term Borrowings Note 15
Long-Term Borrowings Note 16
Other Liabilities and Accrued Expenses Note 17
Commitments, Contingencies and Guarantees Note 18
Shareholders’ Equity Note 19
Regulation and Capital Adequacy Note 20
Earnings Per Common Share Note 21
Transactions with Affiliated Funds Note 22
Interest Income and Interest Expense Note 23
Income Taxes Note 24
Business Segments Note 25
Credit Concentrations Note 26
Legal Proceedings Note 27
Employee Benefit Plans Note 28
Employee Incentive Plans Note 29
Parent Company Note 30
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Consolidation

The firm consolidates entities in which the firm has a
controlling financial interest. The firm determines whether
it has a controlling financial interest in an entity by first
evaluating whether the entity is a voting interest entity or a
variable interest entity (VIE).

Voting Interest Entities. Voting interest entities are
entities in which (i) the total equity investment at risk is
sufficient to enable the entity to finance its activities
independently and (ii) the equity holders have the power to
direct the activities of the entity that most significantly
impact its economic performance, the obligation to absorb
the losses of the entity and the right to receive the residual
returns of the entity. The usual condition for a controlling
financial interest in a voting interest entity is ownership of a
majority voting interest. If the firm has a majority voting
interest in a voting interest entity, the entity is consolidated.

Variable Interest Entities. A VIE is an entity that lacks
one or more of the characteristics of a voting interest entity.
The firm has a controlling financial interest in a VIE when
the firm has a variable interest or interests that provide it
with (i) the power to direct the activities of the VIE that
most significantly impact the VIE’s economic performance
and (ii) the obligation to absorb losses of the VIE or the
right to receive benefits from the VIE that could potentially
be significant to the VIE. See Note 11 for further
information about VIEs.

Equity-Method Investments. When the firm does not
have a controlling financial interest in an entity but can
exert significant influence over the entity’s operating and
financial policies, the investment is accounted for either
(i) under the equity method of accounting or (ii) at fair value
by electing the fair value option available under U.S. GAAP.
Significant influence generally exists when the firm owns
20% to 50% of the entity’s common stock or in-substance
common stock.



Notes to Consolidated Financial Statements

In general, the firm accounts for investments acquired
subsequent to November 24, 2006, when the fair value
option became available, at fair value. In certain cases, the
firm applies the equity method of accounting to new
investments that are strategic in nature or closely related to
the firm’s principal business activities, when the firm has a
significant degree of involvement in the cash flows or
operations of the investee or when cost-benefit
considerations are less significant. See Note 12 for further
information about equity-method investments.

Investment Funds. The firm has formed numerous
investment funds with third-party investors. These funds
are typically organized as limited partnerships or limited
liability companies for which the firm acts as general
partner or manager. Generally, the firm does not hold a
majority of the economic interests in these funds. These
funds are usually voting interest entities and generally are
not consolidated because third-party investors typically
have rights to terminate the funds or to remove the firm as
general partner or manager. Investments in these funds are
included in “Financial instruments owned, at fair value.”
See Notes 6, 18 and 22 for further information about
investments in funds.

Use of Estimates

Preparation of these consolidated financial statements
requires management to make certain estimates and
assumptions, the most important of which relate to fair value
measurements, accounting for goodwill and identifiable
intangible assets, and the provision for losses that may arise
from litigation, regulatory proceedings and tax audits. These
estimates and assumptions are based on the best available
information but actual results could be materially different.

Revenue Recognition

Financial Assets and Financial Liabilities at Fair Value.
Financial instruments owned, at fair value and Financial
instruments sold, but not yet purchased, at fair value are
recorded at fair value either under the fair value option or in
accordance with other U.S. GAAP. In addition, the firm has
elected to account for certain of its other financial assets
and financial liabilities at fair value by electing the fair value
option. The fair value of a financial instrument is the
amount that would be received to sell an asset or paid to

transfer a liability in an orderly transaction between market
participants at the measurement date. Financial assets are
marked to bid prices and financial liabilities are marked to
offer prices. Fair value measurements do not include
transaction costs. Fair value gains or losses are generally
included in “Market making” for positions in Institutional
Client Services and “Other principal transactions” for
positions in Investing & Lending. See Notes 5 through 8 for
further information about fair value measurements.

Investment Banking. Fees from financial advisory
assignments and underwriting revenues are recognized in
earnings when the services related to the underlying
transaction are completed under the terms of the assignment.
Expenses associated with such transactions are deferred until
the related revenue is recognized or the assignment is
otherwise concluded. Expenses associated with financial
advisory assignments are recorded as non-compensation
expenses, net of client reimbursements. Underwriting
revenues are presented net of related expenses.

Investment Management. The firm earns management
fees and incentive fees for investment management services.
Management fees are calculated as a percentage of net asset
value, invested capital or commitments, and are recognized
over the period that the related service is provided.
Incentive fees are calculated as a percentage of a fund’s or
separately managed account’s return, or excess return
above a specified benchmark or other performance target.
Incentive fees are generally based on investment
performance over a 12-month period or over the life of a
fund. Fees that are based on performance over a 12-month
period are subject to adjustment prior to the end of the
measurement period. For fees that are based on investment
performance over the life of the fund, future investment
underperformance may require fees previously distributed
to the firm to be returned to the fund. Incentive fees are
recognized only when all material contingencies have been
resolved. Management and incentive fee revenues are
included in “Investment management” revenues.

Commissions and Fees. The firm earns “Commissions
and fees” from executing and clearing client transactions on
stock, options and futures markets. Commissions and fees
are recognized on the day the trade is executed.
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Transfers of Assets

Transfers of assets are accounted for as sales when the firm
has relinquished control over the assets transferred. For
transfers of assets accounted for as sales, any related gains
or losses are recognized in net revenues. Assets or liabilities
that arise from the firm’s continuing involvement with
transferred assets are measured at fair value. For transfers
of assets that are not accounted for as sales, the assets
remain in “Financial instruments owned, at fair value” and
the transfer is accounted for as a collateralized financing,
with the related interest expense recognized over the life of
the transaction. See Note 9 for further information about
transfers of assets accounted for as collateralized financings
and Note 10 for further information about transfers of
assets accounted for as sales.

Receivables from Customers and Counterparties
Receivables from customers and counterparties generally
relate to collateralized transactions. Such receivables are
primarily comprised of customer margin loans, transfers of
assets accounted for as secured loans rather than purchases
and collateral posted in connection with certain derivative
transactions. Certain of the firm’s receivables from
customers and counterparties are accounted for at fair
value under the fair value option, with changes in fair value
generally included in “Market making” revenues. See Note
8 for further information about the fair values of these
receivables. Receivables from customers and counterparties
not accounted for at fair value are accounted for at
amortized cost net of estimated uncollectible amounts,
which generally approximates fair value. Interest on
receivables from customers and counterparties is
recognized over the life of the transaction and included in
“Interest income.”

Insurance Activities

Certain of the firm’s insurance and reinsurance contracts
are accounted for at fair value under the fair value option,
with changes in fair value included in “Market making”
revenues. See Note 8 for further information about the fair
values of these insurance and reinsurance contracts.
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Revenues from variable annuity and life insurance and
reinsurance contracts not accounted for at fair value
generally consist of fees assessed on contract holder account
balances for mortality charges, policy administration fees
and surrender charges. These revenues are recognized in
earnings over the period that services are provided and are
included in “Market making” revenues. Changes in
reserves, including interest credited to policyholder account
balances, are recognized in “Insurance reserves.”

Premiums earned for underwriting property catastrophe
reinsurance are recognized in earnings over the coverage
period, net of premiums ceded for the cost of reinsurance,
and are included in “Market making” revenues. Expenses
for liabilities related to property catastrophe reinsurance
claims, including estimates of losses that have been incurred
but not reported, are included in “Insurance reserves.”

Foreign Currency Translation

. Assets and liabilities denominated in non-U.S. currencies

are translated at rates of exchange prevailing on the date of
the consolidated statements of financial condition and
revenues and expenses are translated at average rates of
exchange for the period. Foreign currency remeasurement
gains or losses on transactions in nonfunctional currencies
are recognized in earnings. Gains or losses on translation of
the financial statements of a non-U.S. operation, when the
functional currency is other than the U.S. dollar, are
included, net of hedges and taxes, in the consolidated
statements of comprehensive income.

Cash and Cash Equivalents

The firm defines cash equivalents as highly liquid overnight
deposits held in the ordinary course of business. As of
December 2011 and December 2010, “Cash and cash
equivalents” included $7.95 billion and $5.75 billion,
respectively, of cash and due from banks, and
$48.05 billion and $34.04 billion, respectively, of interest-
bearing deposits with banks.
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Recent Accounting Developments

Improving Disclosures about Fair Value Measurements
(FASB Accounting Standards Codification (ASC) 820). In
January 2010, the FASB issued ASU No. 2010-06, “Fair Value
Measurements and Disclosures (Topic 820) — Improving
Disclosures about Fair Value Measurements.” ASU
No. 2010-06 provides amended disclosure requirements
related to fair value measurements. Certain of these disclosure
requirements became effective for the firm beginning in the
first quarter of 2010, while others became effective for the firm
beginning in the first quarter of 2011. Since these amended
principles require only additional disclosures concerning fair
value measurements, adoption did not affect the firm’s
financial condition, results of operations or cash flows.

Reconsideration of Effective Control for Repurchase
Agreements (ASC 860). In April 2011, the FASB issued ASU
No. 2011-03, “Transfers and Servicing (Topic 860) —
Reconsideration of Effective Control for Repurchase
Agreements.” ASU No. 2011-03 changes the assessment of
effective control by removing (i) the criterion that requires the
transferor to have the ability to repurchase or redeem financial
assets on substantially the agreed terms, even in the event of
default by the transferee, and (ii) the collateral maintenance
implementation guidance related to that criterion. ASU
No. 2011-03 is effective for periods beginning after
December 15, 2011. The adoption of ASU No. 2011-03 will
not affect the firm’s financial condition, results of operations
or cash flows.

Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S.
GAAP and IFRSs (ASC 820). In May 2011, the FASB
issued ASU No. 2011-04, “Fair Value Measurements and
Disclosures (Topic 820) — Amendments to Achieve
Common Fair Value Measurement and Disclosure
Requirements in U.S. GAAP and IFRSs.” ASU No. 2011-04
clarifies the application of existing fair value measurement
and disclosure requirements, changes certain principles
related to measuring fair value, and requires additional
disclosures about fair value measurements. ASU
No. 2011-04 is effective for periods beginning after
December 15, 2011. Adoption of ASU No. 2011-04 will
not materially affect the firm’s financial condition, results
of operations or cash flows.

Testing Goodwill for Impairment (ASC 350). In
September 2011, the FASB issued ASU No. 2011-08,
“Intangibles — Goodwill and Other (Topic 350) — Testing
Goodwill for Impairment.” ASU No. 2011-08 simplifies
how entities test goodwill for impairment by permitting an
entity to first assess qualitative factors to determine
whether it is more likely than not that the fair value of a
reporting unit is less than its carrying amount as a basis for
determining whether it is necessary to perform the
quantitative, two-step goodwill impairment test. ASU
No. 2011-08 is effective for annual and interim goodwill
impairment tests performed for fiscal years beginning after
December 15, 2011. Early adoption is permitted. The firm
adopted these amended principles in conjunction with its
goodwill impairment test performed in the fourth quarter
of 2011. The adoption of ASU No. 2011-08 did not affect
the firm’s financial condition, results of operations or cash
flows.

Derecognition of in Substance Real Estate (ASC 360). In
December 2011, the FASB issued ASU No. 2011-10,
“Property, Plant, and Equipment (Topic 360) —
Derecognition of in Substance Real Estate — a Scope
Clarification.” ASU No. 2011-10 clarifies that in order to
deconsolidate a subsidiary (that is in substance real estate) as a
result of a parent no longer controlling the subsidiary due to a
default on the subsidiary’s nonrecourse debt, the parent also
must satisfy the sale criteria in ASC 360-20, “Property, Plant,
and Equipment — Real Estate Sales.” The ASU is effective for
fiscal years beginning on or after June 15, 2012. The firm will
apply the provisions of the ASU to such events occurring on or
after January 1, 2013. Adoption is not expected to materially
affect the firm’s financial condition, results of operations or
cash flows.

Disclosures about Offsetting Assets and Liabilities
(ASC 210). In December 2011, the FASB issued ASU
No. 2011-11, “Balance Sheet (Topic 210) — Disclosures
about Offsetting Assets and Liabilities.” ASU
No. 2011-11 will require disclosure of the effect or
potential effect of offsetting arrangements on the firm’s
financial position as well as enhanced disclosure of the
rights of setoff associated with the firm’s recognized
assets and recognized liabilities. ASU No. 2011-11 is
effective for annual reporting periods beginning on or
after January 1, 2013, and interim periods within those
annual periods. Since these amended principles require
only additional disclosures concerning offsetting and
related arrangements, adoption will not affect the firm’s
financial condition, results of operations or cash flows.
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Note 4.

Financial Instruments Owned, at Fair Value
and Financial Instruments Sold, But Not
Yet Purchased, at Fair Value

Financial instruments owned, at fair value and financial
instruments sold, but not yet purchased, at fair value are
accounted for at fair value either under the fair value option
or in accordance with other U.S. GAAP. See Note 8 for
further information about the fair value option. The table
below presents the firm’s financial instruments owned, at
fair value, including those pledged as collateral, and

financial instruments sold, but not yet purchased, at fair
value. Financial instruments owned, at fair value included
$4.86 billion and $3.67 billion as of December 2011 and
December 2010, respectively, of securities accounted for as
available-for-sale, substantially all of which are held in the
firm’s insurance subsidiaries.

As of December 2011 As of December 2010

Financial Financial
Instruments Instruments
Financial Sold, But Financial Sold, But
Instruments Not Yet Instruments Not Yet
in millions Owned Purchased Owned Purchased
Commercial paper, certificates of deposit, time deposits and other
money market instuments $ 13,440 $ — $ 11,2623 $ —
U.S. government and federal agency obligations 87,040 21,006 84,928 23,264
Non-U.S. government obligatons 49,205 34,886 40,675 29,009
Mortgage and other asset-backed loans and securities:
_.Loans and securities backed by commercial real estate 6699 . 27 7810 5
_Loans and securities backed by residential real estate 7592 3 9,632 6
Bank loans and bridge loans 19,745 2,7562 18,039 1,4872
Corporate debt securites 22131 6553 24,719 7,219
State and municipal obligations 3,089 3 2,792 —
Other debt ODlIgatioNS e 4,362 - 3,232 i
Equities and convertible debentures e 65,113 21,326 67,833
Commodities e 5762 .. - 13,138
Derivatives ! 80,028 58,453 73,293 54,730
Total $364,206 $145,013 $356,953  $140,717

1. Net of cash collateral received or posted under credit support agreements and reported on a net-by-counterparty basis when a legal right of setoff exists under an

enforceable netting agreement.

2. Includes the fair value of unfunded commitments to extend credit. The fair value of partially funded commitments is primarily included in “Financial instruments

owned, at fair value.”

3. Includes $4.06 billion as of December 2010 of money market instruments held by William Street Funding Corporation {Funding Corp.) to support the William Street
credit extension program. See Note 18 for further information about the William Street credit extension program.
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Gains and Losses from Market Making and Other
Principal Transactions

The table below presents, by major product type, the firm’s
“Market making” and “Other principal transactions”
revenues. These gains/(losses) are primarily related to the
firm’s financial instruments owned, at fair value and
financial instruments sold, but not yet purchased, at fair
value, including both derivative and non-derivative
financial instruments. These gains/(losses) exclude related
interest income and interest expense. See Note 23 for
further information about interest income and interest
expense.

The gains/(losses) in the table are not representative of the
manner in which the firm manages its business activities
because many of the firm’s market-making, client
facilitation, and investing and lending strategies utilize
financial instruments across various product types.
Accordingly, gains or losses in one product type frequently
offset gains or losses in other product types. For example,
most of the firm’s longer-term derivatives are sensitive to
changes in interest rates and may be economically hedged
with interest rate swaps. Similarly, a significant portion of
the firm’s cash instruments and derivatives has exposure to
foreign currencies and may be economically hedged with
foreign currency contracts.

Year Ended December
in millions 2011 2010 2009

$ 1557 $(2,042)

int

Other 1,245 2,325 1,676
Total $10,794 $20,610 $24,709
Note 5.

Fair Value Measurements

The fair value of a financial instrument is the amount that
would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market
participants at the measurement date. Financial assets are
marked to bid prices and financial liabilities are marked to
offer prices. Fair value measurements do not include
transaction costs.

The best evidence of fair value is a quoted price in an active
market. If listed prices or quotations are not available, fair
value is determined by reference to prices for similar
instruments, quoted prices or recent transactions in less
active markets, or internally developed models that
primarily use as inputs market-based or independently
sourced parameters, including, but not limited to, interest
rates, volatilities, equity or debt prices, foreign exchange
rates, commodities prices, credit curves and funding rates.

U.S. GAAP has a three-level fair value hierarchy for
disclosure of fair value measurements. The fair value
hierarchy prioritizes inputs to the valuation techniques used
to measure fair value, giving the highest priority to level 1
inputs and the lowest priority to level 3 inputs. A financial
instrument’s level in the fair value hierarchy is based on the
lowest level of input that is significant to its fair value
measurement.

The fair value hierarchy is as follows:

Level 1. Inputs are unadjusted quoted prices in active
markets to which the firm had access at the measurement
date for identical, unrestricted assets or liabilities.

Level 2. Inputs to valuation techniques are observable,
either directly or indirectly.

Level 3. One or more inputs to valuation techniques are
significant and unobservable.

The fair values for substantially all of our financial assets
and financial liabilities are based on observable prices and
inputs and are classified in levels 1 and 2 of the hierarchy.
Certain level 2 and level 3 financial assets and financial
liabilities may require appropriate valuation adjustments
that a market participant would require to arrive at fair
value for factors such as counterparty and the firm’s credit
quality, funding risk, transfer restrictions, liquidity and bid/
offer spreads. Valuation adjustments are generally based on
market evidence. See Notes 6, 7 and 8 for further
information about valuation adjustments.

See Notes 6 and 7 for further information about fair value
measurements of cash instruments and derivatives,
respectively, included in “Financial instruments owned, at
fair value” and “Financial instruments sold, but not yet
purchased, at fair value,” and Note 8 for further
information about other financial assets and financial
liabilities accounted for at fair value under the fair value
option.
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Financial assets and financial liabilities at fair value are summarized below.

$ in millions

As of December

2011 2010

Total level 1 financial assets

$ 136,780
587,416
47,937

$ 137,687

(120,821) {112,085)
$651,312  $637,514
$ 923,225

$.25498 9 240
$388,669  $381,
6.6%

1. Represents the impact on derivatives of cash collateral and counterparty netting across levels of the fair value hierarchy. Netting among positions classified in the

same level is included in that level.

The increase in level 3 financial assets during the year ended
December 2011 primarily reflected an increase in private
equity investments, principally due to purchases and net
transfers from level 2, partially offset by sales. Level 3 bank
loans and bridge loans also increased, primarily reflecting
purchases, partially offset by sales, settlements and net
transfers to level 2.
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See Notes 6, 7 and 8 for further information about level 3
cash instruments, derivatives and other financial assets and
financial liabilities accounted for at fair value under the fair
value option, respectively, including information about
significant unrealized gains/(losses) and significant transfers
in or out of level 3.
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Note 6.
Cash Instruments

Cash instruments include U.S. government and federal
agency obligations, non-U.S. government obligations, bank
loans and bridge loans, corporate debt securities, equities
and convertible debentures, and other non-derivative
financial instruments owned and financial instruments sold,
but not yet purchased. See below for the types of cash
instruments included in each level of the fair value hierarchy
and the valuation techniques and significant inputs used to
determine their fair values. See Note 5 for an overview of
the firm’s fair value measurement policies.

Level 1 Cash Instruments

Level 1 cash instruments include U.S. government
obligations and most non-U.S. government obligations,
actively traded listed equities and certain money market
instruments. These instruments are valued using quoted
prices for identical unrestricted instruments in active
markets.

The firm defines active markets for equity instruments
based on the average daily trading volume both in absolute
terms and relative to the market capitalization for the
instrument. The firm defines active markets for debt
instruments based on both the average daily trading volume
and the number of days with trading activity.

The fair value of a level 1 instrument is calculated as
quantity held multiplied by quoted market price. U.S.
GAAP prohibits valuation adjustments being applied to
level 1 instruments even in situations where the firm holds a
large position and a sale could impact the quoted price.

Level 2 Cash Instruments

Level 2 cash instruments include commercial paper,
certificates of deposit, time deposits, most government
agency obligations, most corporate debt securities,
commodities, certain mortgage-backed loans and securities,
certain bank loans and bridge loans, restricted or less liquid
publicly listed equities, most state and municipal
obligations and certain money market instruments and
lending commitments.

Valuations of level 2 cash instruments can be verified to
quoted prices, recent trading activity for identical or similar
instruments, broker or dealer quotations or alternative
pricing sources with reasonable levels of price transparency.
Consideration is given to the nature of the quotations (e.g.,
indicative or firm) and the relationship of recent market
activity to the prices provided from alternative pricing
sources.

Valuation adjustments are typically made to level 2 cash
instruments (i) if the cash instrument is subject to transfer
restrictions and/or (ii) for other premiums and liquidity
discounts that a market participant would require to arrive
at fair value. Valuation adjustments are generally based on
market evidence.

Level 3 Cash Instruments

Level 3 cash instruments have one or more significant
valuation inputs that are not observable. Absent evidence to
the contrary, level 3 cash instruments are initially valued at
transaction price, which is considered to be the best initial
estimate of fair value. Subsequently, the firm uses other
methodologies to determine fair value, which vary based on
the type of instrument. Valuation inputs and assumptions
are changed when corroborated by substantive observable
evidence, including values realized on sales of level 3
financial assets.

The table below presents the valuation techniques and the
nature of significant inputs generally used to determine the
fair values of each class of level 3 cash instrument.
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Level 3 Cash Instrument

Valuation Techniques and Significant Inputs

Loans and securities backed by
commercial real estate

+ Collateralized by a single commercial
real estate property or a portfolio of
properties

+ May include tranches of varying levels
of subordination

Valuation techniques vary by instrument, but are generally based on discounted cash flow techniques.
Significant inputs for these valuations include:

+ Transaction prices in both the underlying collateral and instruments with the same or similar
underlying collateral

Current levels and changes in market indices such as the CMBX (an index that tracks the
performance of commercial mortgage bonds)

+ Market yields implied by transactions of similar or related assets
+ Current performance of the underlying collateral
« Capitalization rates and multiples

« Amount and timing of future cash flows

Loans and securities backed by
residential real estate

+ Collateralized by portfolios of residential
real estate

» May include tranches of varying levels
of subordination

Valuation techniques vary by instrument, but are generally based on relative value analyses, discounted
cash flow techniques or a combination thereof.

Significant inputs are determined based on relative value analyses, which incorporate comparisons to
instruments with similar collateral and risk profiles, including relevant indices such as the ABX (an index
that tracks the performance of subprime residential mortgage bonds). Significant inputs include:

« Home price projections, residential property liquidation timelines and related costs
« Underlying loan prepayment, default and cumulative loss expectations

« Transaction prices in both the underlying collateral and instruments with the same or similar
underlying collateral

+ Market yields implied by transactions of similar or related assets

Bank loans and bridge loans
Corporate debt securities
State and municipal obligations

Other debt obligations

Valuation techniques vary by instrument, but are generally based on discounted cash flow techniques.

Significant inputs are generally determined based on relative value analyses, which incorporate
comparisons both to prices of credit default swaps that reference the same or similar underlying credit risk
and to other debt instruments for the same issuer for which observable prices or broker quotations are
available. Significant inputs include:

» Amount and timing of expected future cash flows

« Current levels and trends of market indices such as CDX, LCDX and MCDX (indices that track the
performance of corporate credit, loans and municipal obligations, respectively)

+ Market yields implied by transactions of similar or related assets

« Current performance and recovery assumptions and, where the firm uses credit default swaps to value
the related cash instrument, the cost of borrowing the underlying reference obligation

Equities and convertible debentures

* Private equity investments

Recent third-party investments or pending transactions are considered to be the best evidence for any
change in fair value. When these are not available, the following valuation methodologies are used, as
appropriate and available:

 Transactions in similar instruments

» Discounted cash flow techniques

« Third-party appraisals

« Industry multiples and public comparables

Evidence includes recent or pending reorganizations (e.g., merger proposals, tender offers, debt
restructurings) and significant changes in financial metrics, such as:

+ Current financial performance as compared to projected performance
* Capitalization rates and multiples

+ Market yields implied by transactions of similar or related assets
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Fair Value of Cash Instruments by Level

The tables below present, by level within the fair value
hierarchy, cash instrument assets and liabilities, at fair
value. Cash instrument assets and liabilities are included in

“Financial instruments owned, at fair value” and
“Financial instruments sold, but not yet purchased, at fair
value,” respectively.

Cash Instrument Assets at Fair Value as of December 2011

in millions Level 1 Level 2 Leveil 3 Total
Commercial paper, certificates of deposit, time deposits and other
money market instruments $ 3,255 $ 10,185 $ — $ 13,440

Mortgage and other asset-backed loans and securities *:

Loans and securities backed by commercial real estate e e, 3,353
Loans and securities backed by residential realestate - 5,883
Bank loans and bridge loans - 8,460
Corporate debt securities 2 19,518

State and municipal obligations
Other debt obligations 2

2,490

Equities and convertible debentures e 39,956° 11491¢ 13,6675
Commodities — 5,762 —
Total $115,460 $134,033 $34,685 $284,178
Cash Instrument Liabilities at Fair Value as of December 2011
in millions Level 1 Level 2 Level 3 Total
$ 66 $ — $ 21,006

Mortgage and other asset-backed loans and securities:

Loans and securities backed by commercial real estate - Lz o 27
_Loans and securities backed by residential real estate — '3
Bank loans and bridge loans — 1,891 )
Corporate debt securities © - 6,522 31 6,553
State and municipal OIGAtIONS e s AU 3 - . 3
Equities'and convertible debenture 20,069 3 i 1,248 4 9 21,326
Total $ 75,348 $ 10,307 $ 905 $ 86,560

1. Includes $213 million and $595 million of collateralized debt obligations (CDOs) backed by real estate in level 2 and level 3, respectively.

2. Includes $403 million and $1.19 billion of CDOs and collateralized loan obligations (CLOs) backed by corporate obligations in level 2 and level 3, respectively.

3. Consists of publicly listed equity securities.

4. Principally consists of restricted or less liquid publicly listed securities.

5. Includes $12.07 billion of private equity investments, $1.10 billion of real estate investments and $497 million of convertible debentures.

6. Includes $27 million of CDOs and CLOs backed by corporate obligations in level 3.
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Cash Instrument Assets at Fair Value as of December 2010

in miflions Level 1 Level 2 Level 3 Total

Commercial paper, certificates of deposit, time deposits and other
money market instruments $ 4,344 $ 6,918 $ — $ 11,262

eral agency obligation

Mortgage and other asset-backed loans and securities ':
Loans and securities backed by commercial real estate — 3,534 3,976 7.510

Loans and securities backed by residential real estate L e 7,031 2800 9,832
Bank loans and bridge loans
Corporate debt securities

State and cipal obligations

15,113 4
Commodities 13,138
Total $117,800 $133,653 $32,207 $283,660

Cash Instrument Liabilities at Fair Value as of December 2010

in millions Level 1 Level 2 Level 3 Total
U.S. government and federal agency obligations $ 23,191 $ 73 $ — $ 23,264
Non-U.S. government obligations ) 28168 841 = 29,009
Mortgage and other asset-backed loans and securities:

_ Loans and securities backed by commercial real estate — 5 — 5

Loans and securities backed by residential real estate

Bank loans and bridge |
Corporate debt securiti

Commodities
Total $ 75,668

$ 85,987

1. Includes $212 million and $565 million of CDOs backed by real estate in level 2 and level 3, respectively.

2. Includes $368 million and $1.07 billion of CDOs and CLOs backed by corporate obligations in level 2 and level 3, respectively.

3. Consists of publicly listed equity securities.

4. Substantially all consists of restricted or less liquid publicly listed securities.

5. Includes $10.03 bilfion of private equity investments, $874 million of real estate investments and $156 million of convertible debentures.
6. Includes $35 million of CDOs and CLOs backed by corporate obligations in level 3.
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Level 3 Rollforward

If a cash instrument asset or liability was transferred to
level 3 during a reporting period, its entire gain or loss for
the period is included in level 3. Transfers between levels
are reported at the beginning of the reporting period in
which they occur. -

Level 3 cash instruments are frequently economically
hedged with level 1 and level 2 cash instruments and/or
level 1, level 2 or level 3 derivatives. Accordingly, gains or
losses that are reported in level 3 can be partially offset by

gains or losses attributable to level 1 or level 2 cash
instruments and/or level 1, level 2 or level 3 derivatives. As
a result, gains or losses included in the level 3 rollforward
below do not necessarily represent the overall impact on the
firm’s results of operations, liquidity or capital resources.

The tables below present changes in fair value for all cash
instrument assets and liabilities categorized as level 3 as of
the end of the year.

Level 3 Cash Instrument Assets at Fair Value for the Year Ended December 2011

Net unrealized

gains/(losses) Net
Net relating to transfers
Balance, realized instruments inand/or  Balance,
beginning gains/ stilt held at {out) of end of
in millions of year {losses) year-end Purchases’ Sales Settlements level 3 year
Non-U.S. government obligatons $ - 8§ 2 $(63 s 27 s (123) $ (8 $ 290 $ 148
Mortgage and other asset-backed loans
and securities:
Loans and securities backed by
commercial real estate 3,976 222 8o 1,099 (1,124) (831) (76) 3,346
Loans and securities backed by residential
real estate 2,501 253 (81) 768 (702) (456) (574) 1,709
Bank loans and bridge ioans 9,905 540 (216) 6,725 (2,329) (1,554) (1,786) 11,285
Corporate debt securities 2,737 39 {132) 1,319 (1,137) (697) (1) 2,480
State and municipal obligations 754 12 (1 448 (591) (13) (10) 599
Other debt obligations 1,274 124 (17) 560 (388) (212) 110 1,451
Equities and convertible debentures 11,060 240 338 2,731 {1,196) (855) 1,349 13,667
Total $32,207 $1,8072 $ (92)2 $13,677 $(7,590) $(4,626) $ (698) $34,685
Level 3 Cash Instrument Liabilities at Fair Value for the Year Ended December 2011
Net unrealized
(gains)/losses Net
Net relating to transfers
Balance, realized instruments inand/or  Balance,
beginning (gains)/ still held at {out) of end of
in millions of year losses year-end Purchases Sales Settlements level 3 year
Total $ 446 $ (27) $ 218 $ (491) $ 475. $ 272 $ 12 $§ 905

1. Includes both originations and secondary market purchases.

2. The aggregate amounts include approximately $(202} million, $623 million and $1.29 billion reported in “Market making,” “Other principal transactions” and

“Interest income,” respectively.

The net unrealized loss on level 3 cash instrument assets and
liabilities of $310 million for the year ended December 2011
primarily consisted of losses on bank loans and bridge loans
and corporate debt securities, primarily reflecting the impact
of unfavorable credit markets and losses on relationship
lending. These losses were partially offset by gains in private
equity investments, where prices were generally corroborated
through market transactions in similar financial instruments
during the year.

Significant transfers in or out of level 3 cash instrument
assets during the year ended December 2011 included:

* Bank loans and bridge loans: net transfer out of level 3
of $1.79 billion, primarily due to transfers to level 2 of
certain loans due to improved transparency of market
prices as a result of market transactions in these or
similar loans, partially offset by transfers to level 3 of
other loans primarily due to reduced transparency of
market prices as a result of less market activity in these
loans.
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* Equities and convertible debentures: net transfer into
level 3 of $1.35 billion, primarily due to transfers to
level 3 of certain private equity investments due to
reduced transparency of market prices as a result of less
market activity in these financial instruments, partially
offset by transfers to level 2 of other private equity
investments due to improved transparency of market
prices as a result of market transactions in these
financial instruments.

» Loans and securities backed by residential real estate: net
transfer out of level 3 of $574 million, principally due to
transfers to level 2 of certain loans due to improved
transparency of market prices used to value these loans,
as well as unobservable inputs no longer bemg
significant to the valuation of these loans.

There were no significant transfers in or out of level 3 cash
instrument  liabilities during the year ended
December 2011.

Level 3 Cash Instrument Assets at Fair Value for the Year Ended December 2010

Net unrealized

gains/(losses) Net
Net relating to Net transfers
Balance, realized instruments purchases, inandfor  Balance,
beginning gains/ still held at sales and (out) of end of
in millions of year {losses) year-end  settlements level 3 year
Mortgage and other asset-backed loans and securities:
Loans and secuntles backed by commercual real e $ 5794 $ 239 $ 108 $(1,335) $ (830) $ 3,976

163 53 2,501
(735) (89) 9,905
488 | (573) 2,737
State and municipal obligatons 1,114 1 (25) (393) 57 754
Other debt obligatons 2,235 4 159 (263) (861) 1,274
Equities and convertible debentures 11,871 119 548 (847) (631) 11,060

Total $34,879 $1,4671 $1,6571 $(2,922) $(2,874) $32,207
Level 3 Cash Instrument Liabilities at Fair Value for the Year Ended December 2010
Net unrealized

{gains)/losses Net

Net relating to Net transfers
Balance, realized instruments purchases, inandfor  Balance,
beginning (gains)/ stili held at sales and (out) of end of
in millions of year losses year-end  settlements level 3 year
Total $ 572 $ 5 $ (7 $ (97 $ (17) § 446

1. The aggregate amounts include approximately $836 million, $1.03 billion and $1.26 billion reported in “Market making,”

income,” respectively.

The net unrealized gain on level 3 cash instrument assets and
liabilities of $1.67 billion for the year ended December 2010
primarily consisted of unrealized gains on private equity
investments, bank loans and bridge loans and corporate debt
securities, where prices were generally corroborated through
sales and partial sales of similar assets in these asset classes
during the period.

Significant transfers in or out of level 3 cash instrument
assets during the year ended December 2010 included:

 Loans and securities backed by commercial real estate:
net transfer out of level 3 of $830 million, principally
due to transfers to level 2 of certain loans due to
improved transparency of market prices as a result of
partial sales.
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"“Qther principal transactions” and “Interest

+ Corporate debt securities: net transfer out of level 3 of
$573 million, principally due to a reduction in financial
instruments as a result of the consolidation of a VIE
which holds intangible assets.

» Other debt obligations: net transfer out of level 3 of
$861 million, principally due to a reduction in financial
instruments as a result of the consolidation of a VIE.
The VIE holds real estate assets which are included in
“Other assets.”

» Equities and convertible debentures: net transfer out of
level 3 of $631 million, principally due to transfers to
level 2 of certain private equity investments due to
improved transparency of market prices as a result of
partial sales and initial public offerings.
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Investments in Funds That Calculate Net Asset
Value Per Share

Cash instruments at fair value include investments in funds
that are valued based on the net asset value per share
(NAYV) of the investment fund. The firm uses NAV as its
measure of fair value for fund investments when (i) the fund
investment does not have a readily determinable fair value
and (ii) the NAV of the investment fund is calculated in a
manner consistent with the measurement principles of
investment company accounting, including measurement of
the underlying investments at fair value.

The firm’s investments in funds that calculate NAV
primarily consist of investments in firm-sponsored funds
where the firm co-invests with third-party investors. The
private equity, private debt and real estate funds are
primarily closed-end funds in which the firm’s investments
are not eligible for redemption. Distributions will be
received from these funds as the underlying assets are

liquidated and it is estimated that substantially all of the
underlying assets of existing funds will be liquidated over
the next 10 years. The firm continues to manage its existing
private equity funds taking into account the transition
periods under the Volcker Rule of the U.S. Dodd-Frank
Wall Street Reform and Consumer Protection Act (Dodd-
Frank Act), although the rules have not yet been finalized.

The firm’s investments in hedge funds are generally
redeemable on a quarterly basis with 91 days’ notice,
subject to a maximum redemption level of 25% of the
firm’s initial investments at any quarter-end. The firm
currently plans to comply with the Volcker Rule by
redeeming certain of its interests in hedge funds.

The table below presents the fair value of the firm’s
investments in, and unfunded commitments to, funds that
calculate NAV,

As of December 2011 As of December 2010

Fair Value of Unfunded Fair Value of Unfunded
in miflions Investments Commitments Investments Commitments
Private equity fungs* $ 8,074 _$3514 $7911 $ 4,816
Private debt funds2 3,596 3,568 4,267 3,721
Hedge funds 3 3,165 - 3,169 —
Real estate and other funds® 1,531 1,613 1,424 1,931
Total $16,366 $8,695 $16,771 $10,468

—_

investments.

N

. These funds primarily invest in a broad range of industries worldwide in a variety of situations, including leveraged buyouts, recapitalizations and growth

. These funds generally invest in loans and other fixed income instruments and are focused on providing private high-yield capital for mid- to large-sized leveraged and

management buyout transactions, recapitalizations, financings, refinancings, acquisitions and restructurings for private equity firms, private family companies and

corporate issuers.

w

These funds are primarily multi-disciplinary hedge funds that employ a fundamental bottom-up investment approach across various asset classes and strategies

including long/short equity, credit, convertibles, risk arbitrage, special situations and capital structure arbitrage.

. These funds invest globally, primarily in real estate companies, loan portfolios, debt recapitalizations and direct property.

Goldman Sachs 2011 Annual Report 119




Notes to Consolidated Financial Statements

Note 7.
Derivatives and Hedging Activities

Derivative Activities

Derivatives are instruments that derive their value from
underlying asset prices, indices, reference rates and other
inputs, or a combination of these factors. Derivatives may
be privately negotiated contracts, which are usually referred
to as over-the-counter (OTC) derivatives, or they may be
listed and traded on an exchange (exchange-traded).

Market-Making. As a market maker, the firm enters into
derivative transactions with clients and other market
participants to provide liquidity and to facilitate the transfer
and hedging of risk. In this capacity, the firm typically acts as
principal and is consequently required to commit capital to
provide execution. As a market maker, it is essential to
maintain an inventory of financial instruments sufficient to
meet expected client and market demands.

Risk Management. The firm also enters into derivatives to
actively manage risk exposures that arise from market-
making and investing and lending activities in derivative
and cash instruments. The firm’s holdings and exposures
are hedged, in many cases, on either a portfolio or risk-
specific basis, as opposed to an instrument-by-instrument
basis. The offsetting impact of this economic hedging is
reflected in the same business segment as the related
revenues. In addition, the firm may enter into derivatives
designated as hedges under U.S. GAAP. These derivatives
are used to manage foreign currency exposure on the net
investment in certain non-U.S. operations and to manage
interest rate exposure in certain fixed-rate unsecured long-
term and short-term borrowings, and certificates of deposit.
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The firm enters into various types of derivatives, including:

* Futures and Forwards. Contracts that commit
counterparties to purchase or sell financial instruments,
commodities or currencies in the future.

e Swaps. Contracts that require counterparties to
exchange cash flows such as currency or interest
payment streams. The amounts exchanged are based on
the specific terms of the contract with reference to
specified rates, financial instruments, commodities,
currencies or indices.

* Options. Contracts in which the option purchaser has
the right, but not the obligation, to purchase from or sell
to the option writer financial instruments, commodities
or currencies within a defined time period for a specified
price.

Derivatives are accounted for at fair value, net of cash
collateral received or posted under credit support
agreements.  Derivatives are reported on a
net-by-counterparty basis (i.e., the net payable or receivable
for derivative assets and liabilities for a given counterparty)
when a legal right of setoff exists under an enforceable
netting agreement. Derivative assets and liabilities are
included in “Financial instruments owned, at fair value”
and “Financial instruments sold, but not yet purchased, at
fair value,” respectively.

Substantially all gains and losses on derivatives not
designated as hedges under ASC 815 are included in
“Market making” and “Other principal transactions.”
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The table below presents the fair value of derivatives on a net-by-counterparty basis.

As of December 2011

As of December 2010

Derivative Derivative Derivative Derivative
in millions Assets Liabilities Assets Liabilities
ExChangetraded e $ 5,880 $ 3172 $ 7601 $ 2,794
Over-the-counter 74,148 55,281 65,692 51,936
Total $80,028 $58,453 $73,293 $54,730
The table below presents the fair value and the number of netting of cash collateral received or posted under credit
derivative contracts by major product type on a gross basis. support agreements, and therefore are not representative of
Gross fair values in the table below exclude the effects of the firm’s exposure.
both netting under enforceable netting agreements and

As of December 2011 As of December 2010
Derivative Derivative Number of Derivative Derivative ~ Number of

in millions, except number of contracts Assets Liabilities Contracts Assets Liabilities Contracts
Derivatives not accounted for as hedges
Interestrates $624,189 $582,608 287,351 $463,145  $422514 272,279
Credut “““““““““““““““““““““““ 150,816 130,659 362,407 127,153 104,407 367,779
Currencies ... e 88654 71736 203205 87959 70273 222,706
Commodies 35,966 38,050 93,756 36,689 41,666 70,890
Equities . 64,135 51,928 332,273 65,815 51,948 289,059
Subtotal 963,760 874,981 1,278,991 780,761 690,808 1,222,713
Derivatives accounted for as hedges
Interest rates 21,981 13 1,125 © 23,396 33 997
Currencies 124 21 7 6 162 72
Subtotal 22,105 34 1,196 23,402 195 1,069
Gross fair value of derivatives $ 985,865 $ 875,015 1,280,187 $804,163 $691,003 1,223,782
Counterparty netting ! (787,733) (787,733) (620,553) (620,553)
Cash collateral netting 2 (118,104) (28,829) (110,317) (15,720)
Fair value included in financial instruments owned $ 80,028 ) $ 73,293
Fair value included in financial instruments sold, but not

yet purchased $ 58,453 $ 54,730

1. Represents the netting of receivable balances with payable balances for the same counterparty under enforceable netting agreements.

2. Represents the netting of cash collateral received and posted on a counterparty basis under credit support agreements.
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Valuation Techniques for Derivatives
See Note 5 for an overview of the firm’s fair value
measurement policies.

Level 1 Derivatives
Exchange-traded derivatives fall within level 1 if they are
actively traded and are valued at their quoted market price.

Level 2 Derivatives

Level 2 derivatives include exchange-traded derivatives that
are not actively traded and OTC derivatives for which all
significant valuation inputs are corroborated by market
evidence.

Level 2 exchange-traded derivatives are valued using
models that calibrate to market-clearing levels of OTC
derivatives. Inputs to the valuations of level 2 OTC
derivatives can be verified to market-clearing transactions,
broker or dealer quotations or other alternative pricing
sources with reasonable levels of price transparency.
Consideration is given to the nature of the quotations (e.g.,
indicative or firm) and the relationship of recent market
activity to the prices provided from alternative pricing
sources.

Where models are used, the selection of a particular model
to value an OTC derivative depends on the contractual
terms of and specific risks inherent in the instrument, as
well as the availability of pricing information in the market.
Valuation models require a variety of inputs, including
contractual terms, market prices, yield curves, credit curves,
measures of volatility, prepayment rates, loss severity rates
and correlations of such inputs. For OTC derivatives that
trade in liquid markets, model selection does not involve
significant management judgment because outputs of
models can be calibrated to market-clearing levels.

Price transparency of OTC derivatives can generally be
characterized by product type.
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Interest Rate. In general, the prices and other inputs used
to value interest rate derivatives are transparent, even for
long-dated contracts. Interest rate swaps and options
denominated in the currencies of leading industrialized
nations are characterized by high trading volumes and tight
bid/offer spreads. Interest rate derivatives that reference
indices, such as an inflation index, or the shape of the yield
curve (e.g., 10-year swap rate vs. 2-year swap rate), are
more complex and are therefore less transparent, but the
prices and other inputs are generally observable.

Credit. Price transparency for credit default swaps, including
both single names and baskets of credits, varies by market
and underlying reference entity or obligation. Credit default
swaps that reference indices, large corporates and major
sovereigns generally exhibit the most price transparency. For
credit default swaps with other underliers, price transparency
varies based on credit rating, the cost of borrowing the
underlying reference obligations, and the availability of the
underlying reference obligations for delivery upon the default
of the issuer. Credit default swaps that reference loans, asset-
backed securities and emerging market debt instruments tend
to be less transparent than those that reference corporate
bonds. In addition, more complex credit derivatives, such as
those sensitive to the correlation between two or more
underlying reference obligations, generally have less price
transparency.

Currency. Prices for currency derivatives based on the
exchange rates of leading industrialized nations, including
those with longer tenors, are generally transparent. The
primary difference between the transparency of developed
and emerging market currency derivatives is that emerging
markets tend to be observable for contracts with shorter
tenors.

Commodity. Commodity derivatives include transactions
referenced to energy (e.g., oil and natural gas), metals (e.g.,
precious and base) and soft commodities (e.g., agricultural).
Price transparency varies based on the underlying
commodity, delivery location, tenor and product quality
(e.g., diesel fuel compared to unleaded gasoline). In general,
price transparency for commodity derivatives is greater for
contracts with shorter tenors and contracts that are more
closely aligned with major and/or benchmark commodity
indices.
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Equity. Price transparency for equity derivatives varies by
market and underlier. Options on indices and the common
stock of corporates included in major equity indices exhibit
the most price transparency. Exchange-traded and OTC
equity derivatives generally have observable market prices,
except for contracts with long tenors or reference prices
that differ significantly from current market prices. More
complex equity derivatives, such as those sensitive to the
correlation between two or more individual stocks,
generally have less price transparency.

Liquidity is essential to observability of all product types. If
transaction volumes decline, previously transparent prices
and other inputs may become unobservable. Conversely,
even highly structured products may at times have trading
volumes large enough to provide observability of prices and
other inputs.

Level 3 Derivatives

Level 3 OTC derivatives are valued using models which
utilize observable level 1 and/or level 2 inputs, as well as
unobservable level 3 inputs.

* For the majority of the firm’s interest rate and currency
derivatives classified within level 3, the significant
unobservable inputs are correlations of certain
currencies and interest rates (e.g., the correlation of
Japanese yen foreign exchange rates to U.S. dollar
interest rates).

« For credit derivatives classified within level 3, significant
level 3 inputs include long-dated credit and funding
spreads, as well as certain correlation inputs required to
value credit and mortgage derivatives (e.g., the
likelihood of default of the underlying reference
obligations relative to one another).

» For level 3 equity derivatives, significant level 3 inputs
generally include equity volatility inputs for options that
are very long-dated and/or have strike prices that differ
significantly from current market prices. In addition, the
valuation of certain structured trades requires the use of
level 3 inputs for the correlation of the price
performance for two or more individual stocks.

* For level 3 commodity derivatives, significant level 3
inputs include volatilities for options with strike prices
that differ significantly from current market prices and
prices for certain products for which the product quality
is not aligned with benchmark indices.

Subsequent to the initial valuation of a level 3 OTC
derivative, the firm updates the level 1 and level 2 inputs to
reflect observable market changes and any resulting gains
and losses are recorded in level 3. Level 3 inputs are
changed when corroborated by evidence such as similar
market transactions, third-party pricing services and/or
broker or dealer quotations or other empirical market data.
In circumstances where the firm cannot verify the model
value by reference to market transactions, it is possible that
a different valuation model could produce a materially
different estimate of fair value.

Valuation Adjustments

Valuation adjustments are integral to determining the fair
value of derivatives and are used to adjust the mid-market
valuations, produced by derivative pricing models, to the
appropriate exit price valuation. These adjustments
incorporate bid/offer spreads, the cost of liquidity on
illiquid positions, credit valuation adjustments (CVA) and
funding valuation adjustments, which account for the credit
and funding risk inherent in derivative portfolios. Market-
based inputs are generally used when calibrating valuation
adjustments to market-clearing levels.

In addition, for derivatives that include significant
unobservable inputs, the firm makes model or exit price
adjustments to account for the valuation uncertainty
present in the transaction.
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Fair Value of Derivatives by Level

The tables below present the fair value of derivatives on a
gross basis by level and major product type. Gross fair
values in the tables below exclude the effects of both netting
under enforceable netting agreements and netting of cash

received or posted under credit support agreements both in
and across levels of the fair value hierarchy, and therefore

are not representative of the firm’s exposure.

Derivative Assets at Fair Value as of December 2011

Cross-Level

in millions Level 1 Level 2 Level 3 Netting Total

Interest rates $33 $ 645,923 $ 214 $ - $ 646,170

Credit - 137,110 13,706 — 150,816

Currencies — 86,752 2,026 — 88,778

Commodities - 35,062 904 — 35,966
Equities 24 62,684 1,427 — 64,135

Gross fair value of derivative assets 57 967,531 18,277 — 985,865

Counterparty netting ! — (778,639) (6,377) (2,717)3 (787,733)
Subtotal $57 $ 188,892 $11,900 $(2,717) $ 198,132

Cash collateral netting? (118,104)
Fair value included in financial instruments owned $ 80,028

Derivative Liabilities at Fair Value as of December 2011
Cross-Level

in millions Level 1 Level 2 Level 3 Netting Total

Interest rates $ 24 $ 582,012 $ 585 $ - $ 582,621

Credit - 123,253 7,406 — 130,659

Currencies - 70573 1,184 = 71,757

Commodities = 36,541 1,509 - 38,050

Equities 185 49,884 1,859 — 51,928

Gross fair value of derivative liabilities 209 862,263 12,543 — 875,015

Counterparty netting ! — (778,639) (6,377) (2,717)3 (787,733)
Subtotal $209 $ 83,624 $ 6,166 $(2,717) $ 87,282

Cash collateral netting 2 (28,829)
Fair value included in financial instruments sold,

but not yet purchased $ 58,453

1. Represents the netting of receivable balances with payable balances for the same counterparty under enforceable netting agreements.

2. Represents the netting of cash collateral received and posted on a counterparty basis under credit support agreements.

3. Represents the netting of receivable balances with payable balances for the same counterparty across levels of the fair value hierarchy under enforceable netting

agreements.
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Derivative Assets at Fair Value as of December 2010

Cross-Level
in millions Level 1 Level 2 Level 3 Netting Total
Interest rates $49 $ 486,037 ~$ 456 $ — $ 486,541
Credit — 115,519 11,634 — 127,153
Currencies - 86,158 1,807
Commodities — 34,511 2,178 — 36,689
Equities 44 64,267 1,504 — 65,815
Gross fair value of derivative assets 9’3 786492 17,678 — 804,163
Counterparty netting ! — (613,979) (4,806) (1,768)3 (620,553)
Subtotel $93 $172,513 $12,772 $(1,768) $ 183,610
Cash collateral netting 2 (110,317)
Fair value included in financial instruments owned $ 73,293
Derivative Liabilities at Fair Value as of December 2010
Cross-Level

in miflions Level 1 Level 2 Level 3 Netting Total
IMterest 1aeS $18 $ 422,267 $ 262 $ — $ 422,547
OO e T 99,813
Currencies — 69,726
CommOdities — 39,709 1957 1,666
Equities 27 49,427 2,494 — 51,948
Gross fair value of derivative liabilities 45 680,942 10016 — 691,003
Counterparty netting ' — (613,979) {4,806) (1,768)2 (620,553)
S $45 66963 $ 5210 $01,768) _$ 70,450
Cash collateral netting? (15,720)
Fair value included in financial instruments sold,

but not yet purchased $ 54,730

1. Represents the netting of receivable balances with payable balances for the same counterparty under enforceable netting agreements.

2. Represents the netting of cash collateral received and posted on a counterparty basis under credit support agreements.

3. Represents the netting of receivable balances with payable balances for the same counterparty across levels of the fair value hierarchy under enforceable netting

agreements.
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Level 3 Rollforward

If a derivative was transferred to level 3 during a reporting
period, its entire gain or loss for the period is included in
level 3. Transfers between levels are reported at the
beginning of the reporting period in which they occur.

Gains and losses on level 3 derivatives should be considered
in the context of the following:

¢ A derivative with level 1 and/or level 2 inputs is classified in
level 3 in its entirety if it has at least one significant level 3
input.

» If there is one significant level 3 input, the entire gain or
loss from adjusting only observable inputs (i.e., level 1
and level 2 inputs) is classified as level 3.

e Gains or losses that have been reported in level 3

resulting from changes in level 1 or level 2 inputs are
frequently offset by gains or losses attributable to level 1
or level 2 derivatives and/or level 1, level 2 and level 3
cash instruments. As a result, gains/(losses) included in
the level 3 rollforward below do not necessarily
represent the overall impact on the firm’s results of
operations, liquidity or capital resources.

The tables below present changes in fair value for all
derivatives categorized as level 3 as of the end of the year.

Level 3 Derivative Assets and Liabilities at Fair Value for the Year Ended December 2011

Net unrealized

Asset/ gains/(losses) Net Asset/

(liability) Net relating to transfers  (liability)

balance, realized instruments in and/or  balance,

beginning gains/ still held at (out) of end of

in millions of year {losses) year-end Purchases Sales Settlements level 3 year
Interestrates —net o $ 194 $(38) L.8.1305) $23 $ (29) s 84  $(300) $ (371)
Credit — net e 7.040 46 2,525 348 (1,310) (1,713) (636) 6,300
Currencies — net 1,098 (26) (351} 29 (25) (54) 171 842
Commodities —net 220 (35) o 259 125 .1835) 150 (489) . {605)
Equities — net {990) 184 151 382 {683) 159 365 (432)
Total derivatives — net $7,562 $131° $2,2791.2 $907 $(2,882) $(1,374) $(889) $5,734

1. The aggregate amounts include approximately $2.35 billion and $62 million reported in “Market making” and “Other principal transactions,” respectively.

2. Principally resulted from changes in level 2 inputs.

The net unrealized gain on level 3 derivatives of
$2.28 billion for the year ended December 2011 was
primarily attributable to the impact of changes in interest
rates and exchange rates underlying certain credit
derivatives. Unrealized gains on level 3 derivatives were
substantially offset by unrealized losses on derivatives
classified within level 2 which economically hedge
derivatives classified within level 3.

Significant transfers in or out of level 3 derivatives during
the year ended December 2011 included:

» Credit — net: net transfer out of level 3 of $636 million,
primarily reflecting transfers to level 2 of certain credit
derivative assets principally due to unobservable inputs
no longer being significant to the valuation of these
derivatives, and transfers into level 3 of certain credit
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derivative liabilities due to reduced transparency of the
correlation inputs used to value these derivatives. The
impact of these transfers was partially offset by transfers
into level 3 of certain credit and mortgage derivative
assets, primarily due to reduced transparency of the
correlation inputs used to value these derivatives.

» Commodities — net: net transfer out of level 3 of

$489 million, primarily reflecting transfers to level 2,
due to increased transparency of market prices used to
value certain commodity derivative assets as a result of
market activity in similar instruments, and unobservable
inputs becoming less significant to the valuation of other
commodity derivative assets. In addition, certain
commodity derivative liabilities were transferred into
level 3 due to reduced transparency of volatility inputs
used to value these derivatives.
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Level 3 Derivative Assets and Liabilities at Fair Value for the Year Ended December 2010

Net unrealized

Asset/ gains/(losses) Asset/

(liability) Net relating to Net Net (liability}

balance, realized instruments purchases, transfers in balance,

beginning gains/ still held at sales and and/or (out) end of

in millions of year (losses) year-end  settlements of level 3 year
Interest rates — net $ 71 $ (79 $ 156 $ (118) $ 306 $ 194
Credlt —net (2,663) (1,064) 7,040
Currencies — net o 539 1,098
ComMOMItIeS — NEY e 0 .. 48 . 312 33 83) 220
Equities — net (1,224) (38) 6 43 223 (990)
Total derivatives — net $ 5,196 $(144)" $5,1841.2  $(2,595) $ (79 $7,662

1. The aggregate amounts include approximately $4.99 billion and $55 million reported in “Market making” and “Other principal transactions,” respectively.

2. Principally resulted from changes in level 2 inputs.

The net unrealized gain on level 3 derivatives of
$5.18 billion for the year ended December 2010 was
primarily attributable to lower interest rates underlying
certain credit derivatives. These unrealized gains were
substantially offset by unrealized losses on currency,
interest rate and credit derivatives categorized in level 2,
which economically hedge level 3 derivatives.

Significant transfers in or out of level 3 derivatives during
the year ended December 2010 included:

+ Interest rates — net and Currencies — net: net transfer
into level 3 of $306 million and $539 million,
respectively, principally due to reduced transparency of
the correlation inputs used to value these financial
instruments.

* Credit — net: net transfer out of level 3 of $1.06 billion,
principally due to improved transparency of correlation
inputs used to value certain mortgage derivatives.

Impact of Credit Spreads on Derivatives

On an ongoing basis, the firm realizes gains or losses
relating to changes in credit risk through the unwind of
derivative contracts and changes in credit mitigants.

The net gain attributable to the impact of changes in credit
exposure and credit spreads (counterparty and the firm’s) on
derivatives was $573 million, $68 million and $572 million
for the years ended December 2011, December 2010 and
December 2009, respectively.

Bifurcated Embedded Derivatives

The table below presents derivatives, primarily equity and
interest rate products, that have been bifurcated from their
related borrowings. These derivatives are recorded at fair
value and included in “Unsecured short-term borrowings”
and “Unsecured long-term borrowings.” See Note 8 for
further information.

As of December

in millions, except number of contracts 2011 2010
Fairvalue ofassets $422  $383
Fair value of liabilities 304 267
Net $118 $116
Number of contracts 333 338
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OTC Derivatives

The tables below present the fair values of OTC derivative
assets and liabilities by tenor and by product type. Tenor is
based on expected duration for mortgage-related credit

derivatives and generally on remaining contractual
maturity for other derivatives.

in millions OTC Derivatives as of December 2011

Assets 0-12 1-5 5 Years or

Product Type Months Years Greater Total

Interest rates $10,931 $32,194 $ 82,480 $ 125,605

Credit 3,054 15,468 13,687 32,209

Currencies 11,253 11,592 16,023 38,868

Commaodities 5,286 5,931 147 11,364

Equitie 6.663 7,768 7,468 21,899

Netting across product types ! (3,071} (6,033) (6,027) (15,131)
Subtotal $34,116 $66,920 $113,778 214,814

Cross maturity netting 2 (22,562)
Cash collateral netting 3 (118,104)
Total ' $ 74,148

Liabilities 0-12 1-5 5 Years or

Product Type Months Years Greater Total

Interest rates $ 5,787 $18,607 $ 37,739 $ 62,133

Credit 1,200 6,957 . 3,894 12,051

Currencies 9,826 5514 6,502 21,842

Commodities 6,322 5,174 2,727 14,223
Equites 3290 4,018 4,246 11,554
Netting across product types 1 (3,071) (6,033) (6,027} (15,131)
Subtotal $23,354 $34,237 $ 49,081 106,672

Cross maturity netting 2 (22,562}
Cash collateral netting 3 (28,829)
Total $ 55,281

1. Represents the netting of receivable balances with payable balances for the same counterparty across product types within a tenor category under enforceable
netting agreements. Receivable and payable balances with the same counterparty in the same product type and tenor category are netted within such product type

and tenor category.

2. Represents the netting of receivable balances with payable balances for the same counterparty across tenor categories under enforceable netting agreements.

3. Represents the netting of cash collateral received and posted on a counterparty basis under credit support agreements.
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in millions OTC Derivatives as of December 2010
Assets 0-12 1-5 5 Years or
Product Type Months Years Greater Total
Interest rates $ 7,137 $34,384 $60,750 $102,271
Credit 2,777 16,145 13,525 32,447
Currencies 998 10,696 14,868 35,532
Commodities 5,664 5,996 248 11,908
Equities 4,795 10,942 7,037 22,774
Netting across product types (2,937) (5,513) (5,077) (13,527)
Subtotal $27,404 $72,650 $91,351 $ 191,405
Cross maturity netting2 (15,396)
Cash collateral netting 3 i (110,317}
Total $ 65,692
Liabilities 0-12 1-5 5 Years or
Product Type Months Years Greater Total
el Al $ 4,470 $14,072 $19,760 $ 38,302
CIOGI e 1,024 3816 9,702
Currencies 8036 5219 4986 18,241
) e 7219 7838 2528 17,645
Equites 3,962 3,750 12,689
Netting across product types! (2,937) {(5,513) (5,077) (13,5627)
Subtotal $21,834 $31,455 $29,763 $ 83,052
Cr08s MUty NOtiNg 2 (15,396)
Cash collateral netting 3 (15,720)
Total $ 51,936

1. Represents the netting of receivable balances with payable balances for the same counterparty across product types within a tenor category under enforceable
netting agreements. Receivable and payable balances with the same counterparty in the same product type and tenor category are netted within such product type

and tenor category.

2. Represents the netting of receivable balances with payable balances for the same counterparty across tenor categories under enforceable netting agreements.

3. Represents the netting of cash collateral received and posted on a counterparty basis under credit support agreements.
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Derivatives with Credit-Related Contingent Features
Certain of the firm’s derivatives have been transacted under
bilateral agreements with counterparties who may require
the firm to post collateral or terminate the transactions
based on changes in the firm’s credit ratings. The table
below presents the aggregate fair value of net derivative
liabilities under such agreements (excluding application of
collateral posted to reduce these liabilities), the related
aggregate fair value of the assets posted as collateral, and
the additional collateral or termination payments that
could have been called at the reporting date by
counterparties in the event of a one-notch and two-notch
downgrade in the firm’s credit ratings.

As of December
in millions 2011 2010

Net derivative liabilities under bilateral
agreements

Collateral posted R

Additional collatera! or termination payments for

$35,066  $23,843

aonenotchdowngrade 1,303 1,353
Additional collateral or termination payments for
a two-notch downgrade 2,183 2,781

Credit Derivatives

The firm enters into a broad array of credit derivatives in
locations around the world to facilitate client transactions
and to manage the credit risk associated with market-
making and investing and lending activities. Credit
derivatives are actively managed based on the firm’s net risk
position.

Credit derivatives are individually negotiated contracts and
can have various settlement and payment conventions.
Credit events include failure to pay, bankruptcy,
acceleration of indebtedness, restructuring, repudiation and
dissolution of the reference entity.
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Credit Default Swaps. Single-name credit default swaps
protect the buyer against the loss of principal on one or
more bonds, loans or mortgages (reference obligations) in
the event the issuer (reference entity) of the reference
obligations suffers a credit event. The buyer of protection
pays an initial or periodic premium to the seller and receives
protection for the period of the contract. If there is no credit
event, as defined in the contract, the seller of protection
makes no payments to the buyer of protection. However, if
a credit event occurs, the seller of protection is required to
make a payment to the buyer of protection, which is
calculated in accordance with the terms of the contract.

Credit Indices, Baskets and Tranches. Credit derivatives
may reference a basket of single-name credit default swaps
or a broad-based index. If a credit event occurs in one of the
underlying reference obligations, the protection seller pays
the protection buyer. The payment is typically a pro-rata
portion of the transaction’s total notional amount based on
the underlying defaulted reference obligation. In certain
transactions, the credit risk of a basket or index is separated
into various portions (tranches), each having different levels
of subordination. The most junior tranches cover initial
defaults and once losses exceed the notional amount of
these junior tranches, any excess loss is covered by the next
most senior tranche in the capital structure.

Total Return Swaps. A total return swap transfers the
risks relating to economic performance of a reference
obligation from the protection buyer to the protection
seller. Typically, the protection buyer receives from the
protection seller a floating rate of interest and protection
against any reduction in fair value of the reference
obligation, and in return the protection seller receives the
cash flows associated with the reference obligation, plus
any increase in the fair value of the reference obligation.
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Credit Options. In a credit option, the option writer
assumes the obligation to purchase or sell a reference
obligation at a specified price or credit spread. The option
purchaser buys the right, but not the obligation, to sell the
reference obligation to, or purchase it from, the option
writer. The payments on credit options depend either on a
particular credit spread or the price of the reference
obligation.

The firm economically hedges its exposure to written credit
derivatives primarily by entering into offsetting purchased
credit derivatives with identical underlyings. Substantially
all of the firm’s purchased credit derivative transactions are
with financial institutions and are subject to stringent
collateral thresholds. In addition, upon the occurrence of a
specified trigger event, the firm may take possession of the
reference obligations underlying a particular written credit
derivative, and consequently may, upon liquidation of the
reference obligations, recover amounts on the underlying
reference obligations in the event of default.

Maximum Payout/Notional Amount
of Written Credit Derivatives by Tenor

As of December 2011, written and purchased credit
derivatives had total gross notional amounts of
$1.96 trillion and $2.08 trillion, respectively, for total net
notional purchased protection of $116.93 billion. As of
December 2010, written and purchased credit derivatives
had total gross notional amounts of $2.05 trillion and
$2.19 trillion, respectively, for total net notional purchased
protection of $140.63 billion.

The table below presents certain information about credit
derivatives. In the table below:

» fair values exclude the effects of both netting under
enforceable netting agreements and netting of cash
received or posted under credit support agreements, and
therefore are not representative of the firm’s exposure;

* tenor is based on expected duration for mortgage-related
credit derivatives and on remaining contractual maturity
for other credit derivatives; and

* the credit spread on the underlying, together with the
tenor of the  contract, are indicators of payment/
performance risk. The firm is less likely to pay or
otherwise be required to perform where the credit
spread and the tenor are lower.

Maximum Payout/Notional
Amount of Purchased
Credit Derivatives

Fair Value of
Written Credit Derivatives

Offsetting Other
5 Years Purchased  Purchased Net

0-12 1-5 or Credit Credit Asset/
$ in millions Months Years Greater Total Derivatives' Derivatives2 Asset Liability (Liability)
As of December 2011
Credit spread on underlying
(basis points)
0250 $282,851 $ 794,193 $141688 $1218732 $1,122,296 $180,3 $17,572 $ 16907 S 665
251500 e 269,687 69864 382233 345942 9 ....4517 20810 (16,293
501-1,000 140,389 21,819 191,585 181,003 138 15,398 (15,260)
Greater than 1,000 114,103 22,995 167,342 147,614 512 57,201 (56,689)
Total $385,154 $1,318,372 $256,366 $1,959,892 $1,796,855 $279,965 $22,739 $110,316 $(87.577)
As of December 2010
Credit spread on underlying
(basis points)
0-250 $235,798 $1,094,308 $288,851 $161 8,957 $1,511,113 $232506 $32,071 $14780 $17291
251-500 14,412 144,448 52,072 210,932 183,613 36,713 7368 773 (371)
501-1,000 6,384 89,212 33,663 129,149 110,019 18,686 2,571 11,256 (8,685}
Greater than 1,000 11,721 63,982 12,022 87,725 70,945 23,795 483 33,670 (33,187)
Total $268,315 $1,391,950 $386,498 $2,046,763 $1,875,690 $311,700 $42,493 $ 67,445 $(24,952)

1. Offsetting purchased credit derivatives represent the notional amount of purchased credit derivatives to the extent they economically hedge written credit

derivatives with identical underlyings.

2. This purchased protection represents the notional amount of purchased credit derivatives in excess of the notional amount included in “Offsetting Purchased Credit

Derivatives.”

Goldman Sachs 2011 Annual Report 131



Notes to Consolidated Financial Statements

Hedge Accounting

The firm applies hedge accounting for (i) certain interest
rate swaps used to manage the interest rate exposure of
certain fixed-rate unsecured: long-term and short-term
borrowings and certain fixed-rate certificates of deposit and
(ii) certain foreign currency forward contracts and foreign
currency-denominated debt used to manage foreign
currency exposures on the firm’s net investment in certain
non-U.S. operations.

To qualify for hedge accounting, the derivative hedge must
be highly effective at reducing the risk from the exposure
being hedged. Additionally, the firm must formally
document the hedging relationship at inception and test the
hedging relationship at least on a quarterly basis to ensure
the derivative hedge continues to be highly effective over the
life of the hedging relationship.

Interest Rate Hedges

The firm designates certain interest rate swaps as fair value
hedges. These interest rate swaps hedge changes in fair
value attributable to the relevant benchmark interest rate
(e.g., London Interbank Offered Rate (LIBOR)), effectively
converting a substantial portion of fixed-rate obligations
into floating-rate obligations.

The firm applies the “long-haul method” in assessing the
effectiveness of its fair value hedging relationships in
achieving offsetting changes in the fair values of the hedging
instrument and the risk being hedged (i.e., interest rate

risk).

During the three months ended March 2010, the firm
changed its method of prospectively and retrospectively
assessing the effectiveness of all of its fair value hedging
relationships from a dollar-offset method, which is a
non-statistical method, to regression analysis, which is a
statistical method.

An interest rate swap is considered highly effective in
offsetting changes in fair value attributable to changes in
the hedged risk when the regression analysis results in a
coefficient of determination of 80% or greater and a slope
between 80% and 125%.
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The dollar-offset method compared the change in the fair
value of the hedging instrument to the change in the fair
value of the hedged item, excluding the effect of the passage
of time. The prospective dollar-offset assessment used
scenario analyses to test hedge effectiveness through
simulations of numerous parallel and slope shifts of the
relevant yield curve. Parallel shifts changed the interest rate
of all maturities by identical amounts. Slope shifts changed
the curvature of the yield curve. For both the prospective
assessment, in response to each of the simulated yield curve
shifts, and the retrospective assessment, a hedging
relationship was considered effective if the fair value of the
hedging instrument and the hedged item changed inversely
within a range of 80% to 125%.

For qualifying fair value hedges, gains or losses on
derivatives are included in “Interest expense.” The change
in fair value of the hedged item attributable to the risk being
hedged is reported as an adjustment to its carrying value
and is subsequently amortized into interest expense over its
remaining life. Gains or losses resulting from hedge
ineffectiveness are included in “Interest expense.” When a
derivative is no longer designated as a hedge, any remaining
difference between the carrying value and par value of the
hedged item is amortized to interest expense over the
remaining life of the hedged item using the effective interest
method. See Note 23 for further information about interest
income and interest expense.

For the years ended December 2011, December 2010 and
December 2009, the gain/(loss) recognized on interest rate
derivatives accounted for as hedges was $4.68 billion,
$1.62 billion and $(10.07) billion, respectively, and the
related gain/(loss) recognized on the hedged borrowings
and bank deposits was $(6.30) billion, $(3.45) billion and
$9.95 billion, respectively. The hedge ineffectiveness
recognized on these derivatives for the years ended
December 2011 and December 2010 was a loss of
$1.62 billion and $1.84 billion, respectively, and was not
material for the year ended December 2009. These losses
consisted primarily of the amortization of prepaid credit
spreads. The gain/(loss) excluded from the assessment of
hedge effectiveness was not material for the years ended
December 2011 and December 2010, and was a loss of
$1.23 billion for the year ended December 2009.
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Net Investment Hedges

The firm seeks to reduce the impact of fluctuations in
foreign exchange rates on its net investment in certain
non-U.S. operations through the use of foreign currency
forward contracts and foreign currency-denominated debt.
For foreign currency forward contracts designated as
hedges, the effectiveness of the hedge is assessed based on
the overall changes in the fair value of the forward contracts
(i.e., based on changes in forward rates). For foreign
currency-denominated debt designated as a hedge, the
effectiveness of the hedge is assessed based on changes in
spot rates.

For qualifying net investment hedges, the gains or losses on
the hedging instruments, to the extent effective, are
included in the consolidated statements of comprehensive
income.

The table below presents the gains/(losses) from net
investment hedging. The gains/(losses) below are included
in “Currency translation adjustment, net of tax.”

Year Ended December

in millions . 2011 2010 2009
Currency hedges $160  $(261)  $(495)
Foreign currency-denominated debt (147) (498) 106

The gain/(loss) related to ineffectiveness was not material for
the years ended December 2011, December 2010 and
December 2009. The loss reclassified to earnings from
accumulated other comprehensive income was $186 million
for the year ended December 2011 and was not material for
the years ended December 2010 and December 2009.

As of December 2011 and December 2010, the firm had
designated $3.11 billion and $3.88 billion, respectively, of
foreign currency-denominated debt, included in
“Unsecured long-term borrowings” and “Unsecured short-
term borrowings,” as hedges of net investments in non-U.S.
subsidiaries.

Note 8.
Fair Value Option

Other Financial Assets and Financial Liabilities at
Fair Value

In addition to all cash and derivative instruments included
in “Financial instruments owned, at fair value” and
“Financial instruments sold, but not yet purchased, at fair
value,” the firm has elected to account for certain of its
other financial assets and financial liabilities at fair value
under the fair value option.

The primary reasons for electing the fair value option are
to:

» reflect economic events in earnings on a timely basis;

mitigate volatility in earnings from using different
measurement attributes (e.g., transfers of financial
instruments owned accounted for as financings are
recorded at fair value whereas the related secured
financing would be recorded on an accrual basis absent
electing the fair value option); and

* address simplification and cost-benefit considerations
(e.g., accounting for hybrid financial instruments at fair
value in their entirety versus bifurcation of embedded
derivatives and hedge accounting for debt hosts).

Hybrid financial instruments are instruments that contain
bifurcatable embedded derivatives and do not require
settlement by physical delivery of non-financial assets (e.g.,
physical commodities). If the firm elects to bifurcate the
embedded derivative from the associated debt, the
derivative is accounted for at fair value and the host
contract is accounted for at amortized cost, adjusted for the
effective portion of any fair value hedges. If the firm does
not elect to bifurcate, the entire hybrid financial instrument
is accounted for at fair value under the fair value option.

Other financial assets and financial liabilities accounted for
at fair value under the fair value option include:

* resale and repurchase agreements;

¢ securities borrowed and loaned within Fixed Income,
Currency and Commodities Client Execution;
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« certain other secured financings, primarily transfers of
assets accounted for as financings rather than sales and
certain other nonrecourse financings, including debt
raised through the firm’s William Street credit extension
program outstanding as of December 2010;

« certain unsecured short-term borrowings, consisting of
all promissory notes and commercial paper and certain
hybrid financial instruments;

s certain unsecured long-term borrowings, including
prepaid commodity transactions and certain hybrid
financial instruments;

» certain receivables from customers and counterparties,
including certain margin loans and transfers of assets
accounted for as secured loans rather than purchases;

* certain insurance and reinsurance contract assets and
liabilities and certain guarantees;

* certain subordinated liabilities issued by consolidated
VIEs; and

* certain deposits issued by the firm’s bank subsidiaries.
Deposits with no stated maturity are not eligible for a
fair value option election.

These financial assets and financial liabilities at fair value
are generally valued based on discounted cash flow
techniques, which incorporate inputs with reasonable levels
of price transparency, and are generally classified as level 2
because the inputs are observable. Valuation adjustments
may be made for liquidity and for counterparty and the
firm’s credit quality.

Significant inputs for each category of other financial
assets and financial liabilities at fair value are as follows:

Resale and Repurchase Agreements and Securities
Borrowed and Loaned. The significant inputs to the
valuation of resale and repurchase agreements and
securities borrowed and loaned are the amount and timing
of expected future cash flows, interest rates and collateral
funding spreads. See Note 9 for further information.
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Other Secured Financings. The significant inputs to the
valuation of other secured financings at fair value are the
amount and timing of expected future cash flows, interest
rates, the fair value of the collateral delivered by the firm
(which is determined using the amount and timing of
expected future cash flows, market yields and recovery
assumptions), the frequency of additional collateral calls
and the credit spreads of the firm. See Note 9 for further
information.

Unsecured Short-term and Long-term Borrowings.
The significant inputs to the valuation of unsecured short-
term and long-term borrowings at fair value are the amount
and timing of expected future cash flows, interest rates, the
credit spreads of the firm, as well as commodity prices in
the case of prepaid commodity transactions and, for certain
hybrid financial instruments, equity prices, inflation rates
and index levels. See Notes 15 and 16 for further
information.

Receivables from Customers and Counterparties. The
significant inputs to the valuation of certain receivables
from customers and counterparties are commodity prices,
interest rates and the amount and timing of expected future
cash flows.

Insurance and Reinsurance Contracts. Insurance and
reinsurance contracts at fair value are included in
“Receivables from customers and counterparties” and
“Other liabilities and accrued expenses.” The insurance
and reinsurance contracts for which the firm has elected the
fair value option are contracts that can be settled only in
cash and that qualify for the fair value option because they
are recognized financial instruments. These contracts are
valued using market transactions and other market
evidence where possible, including market-based inputs to
models, calibration to market-clearing transactions or other
alternative pricing sources with reasonable levels of price
transparency. Significant level 2 inputs typically include
interest rates and inflation risk. Significant level 3 inputs
typically include mortality or funding benefit assumptions.
When unobservable inputs to a valuation model are
significant to the fair value measurement of an instrument,
the instrument is classified in level 3.

Deposits. The significant inputs to the valuation of
deposits are interest rates.
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Fair Value of Other Financial Assets and Financial
Liabilities by Level

The tables below present, by level within the fair value
hierarchy, other financial assets and financial liabilities

accounted for at fair value under the fair value option.

Other Financial Assets at Fair Value as of December 2011

in millions R Level 1 Level 2 Level 3 Total
Securities segregated for regulatory and other purposes ! $21,263 $ 20,751 $ — $ 42,014
Securities purchased under agreements to resell — 187,232 557 187,789
Securities bOMOWd - 47,621 — . 87621
Receivables from customers and counterparties — 8,887 795 9,682
Total $21,263 $264,491 $ 1,352 $287,106
Other Financial Liabilities at Fair Value as of December 2011
in mitlions Level 1 Level 2 Level 3 Total
LN $ ..o $ 4513 s .8 . $ 4526
Securities sold under agreements to repurchase — 162,321 2,181 164,502
SECUMHIES I08NOA | | oo - 107 = 107
Other secured financings T 28267 1752 30019
Unsecured short-term borrowings — 14,560 3,294 17,854
Unsecured long-term borrowings - 14,971 2,191 17,162
Other liabilities and accrued expenses - 490 8,996 9,486
Total $ — $225,229 $18,427 $243,656

1. Includes securities segregated for regulatory and other purposes accounted for at fair value under the fair value option, which consists of securities borrowed and
resale agreements. The table above also includes $21.26 billion of level 1 and $528 million of level 2 securities segregated for regulatory and other purposes
accounted for at fair value under other U.S. GAAP, principally consisting of U.S. Treasury securities, money market instruments and insurance separate account

assets.
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Other Financial Assets at Fair Value as of December 2010

in millions Level 1 Level 2 Level 3 Total
Securities segregated for regulatory and other purposes ! $19,794 $ 16,388 $ — $ 36,182
Securities purchased under agreements to resell — 188,255 100 188,355
Securities borrowed — 48,822 — 48,822
Receivables from customers and counterparties — 6,904 298 7,202
Total $19,794 $260,369 $ 398 $280,561
Other Financial Liabilities at Fair Value as of December 2010
in millions Level 1 Level 2 Level 3 Total
Deposits $ — $ 1,975 $ — $ 1,975
Securities sold under agreements to repurchase — 160,285 2,060 162,345
Securities loaned — 1,514 — 1514
Other secured financings — 23,445 8,349 31,794
Unsecured short-term borrowings — 18,640 3,476 22,116
Unsecured long-term borrowings — 16,067 2,104 18,171
Other liabilities and accrued expenses — 563 2,409 2,972
Total 3$ —_ $222,489 $18,398 $240,887

1. Includes securities segregated for regulatory and other purposes accounted for at fair value under the fair value option, which consists of securities borrowed and
resale agreements. The table above also includes $19.79 billion of level 1 and $3.53 billion of level 2 securities segregated for regulatory and other purposes
accounted for at fair value under other U.S. GAAP, principally consisting of U.S. Treasury securities, money market instruments and insurance separate account

assets.
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Level 3 Roliforward

If a financial asset or financial liability was transferred to
level 3 during a reporting period, its entire gain or loss for
the period is included in level 3. Transfers between levels
are recognized at the beginning of the reporting period in
which they occur. The tables below present changes in fair
value for other financial assets and financial liabilities
accounted for at fair value under the fair value option
categorized as level 3 as of the end of the year.

Level 3 other financial assets and liabilities are frequently
economically hedged with cash instruments and derivatives.
Accordingly, gains or losses that are reported in level 3 can
be partially offset by gains or losses attributable to level 1, 2
or 3 cash instruments or derivatives. As a result, gains or
losses included in the level 3 rollforward below do not
necessarily represent the overall impact on the firm’s results
of operations, liquidity or capital resources.

Level 3 Other Financial Assets at Fair Value for the Year Ended December 2011

Net unrealized

gains/(losses) Net
Net relating to transfers
Balance, realized instruments in and/or Balance,
beginning gains/ still held at {out) of end of
in millions of year (losses) year-end Purchases Sales Settiements level 3 year
Securities purchased under agreements to
resell ... $100 $2 .. - $620 8-, S(165) ... $-....8.557
Receivables from customers and
counterparties 298 — 54 468 - (25) — 795
Total $398 $2 $54 $1,088 $— $(190) $— $1,352
Level 3 Other Financial Liabilities at Fair Value for the Year Ended December 2011
Net unrealized
{gains)/losses Net
Net relating to transfers
Balance, realized instruments in and/or  Balance,
beginning (gains}/ still held at (out) of end of
in miflions of year losses year-end Purchases Sales Issuances Settlements level 3 year
Deposits $ — $ — - $ - $— $ 13 $ — % - § 13
Securities sold under agreements to
repurchase, at fair value 2,060 - — — - 299 (178) - 2,181
Other secured financings 8,349 8 3 - — 483 (4,062) (3,029) 1,752
Unsecured short-term borrowings 3,476 (15) (340) (5) — 815 (1,080) 443 3,294
Unsecured long-term borrowings 2,104 25 5 — - 441 (193) (191) 2,191
Other liabilities and accrued expenses 2,409 - 1,095 5,840 - — (348) — 8,996
Total $18,398 $18 $ 763 $(5,861) $(2,777) $18,427

$5,835 $— $2,051
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The net unrealized loss on level 3 other financial assets and
liabilities at fair value of $709 million for the year ended
December 2011 primarily consisted of losses on other
liabilities and accrued expenses,. primarily attributable to
the impact of a change in interest rates on certain insurance
liabilities. These losses were partially offset by gains on
unsecured short-term borrowings, primarily reflecting gains
on certain equity-linked notes, principally due to a decline
in global equity markets.

Significant transfers in or out of level 3 during the year
ended December 2011 included:

» Other secured financings: net transfer out of level 3 of
$3.03 billion, principally due to transfers to level 2 of
certain borrowings as unobservable inputs were no
longer significant to the valuation of these borrowings as
they neared maturity. '

» Unsecured short-term borrowings: net transfer into
level 3 of $443 million, principally due to transfers to
level 3 of certain borrowings due to less transparency
of market prices as a result of less activity in these
financial instruments.

Level 3 Other Financial Assets at Fair Value for the Year Ended December 2010

Net unrealized

gains/(losses) Net

Net relating to Net transfers in
Balance, realized instruments purchases, and/or Balance,
beginning gains/ still held at sales and {out) of end of
in millions of year (losses) year-end settlements level 3 year
Securities purchased under agreements toresell - =~ = I $ 3 $ — $ 97 $ -~ § 100
Receivables from customers and counterparties — 22 (58) — 334 298
Total $ — $ 26 $ (58) $ 97 $ 334 $ 398

Level 3 Other Financial Liabilities at Fair Value for the Year Ended December 2010
Net unrealized Net

(gains)/losses purchases, Net

Net relating to sales, transfers in
Balance, realized instruments issuances and/or Balance,
beginning (gains)/ still held at and (out) of end of
in millions of year losses year-end settlements level 3 year
Securities sold under agreements to repurchase, at fair value $ 394 $ — $ — $1,666 $ — $ 2060
Other secured financings 6,756 1 25 1,605 (36) 8,349
Unsecured short-term borrowings 2,310 g 3% (300) 1,340 3,476
Unsecured long-term borrowings 3,077 23 1 216 (1,2563) 2,104
Other liabilities and accrued expenses 1,913 10 54 (155) 587 2,409
Total $14,450 . $123 $155 . $3,032 $ 638 $18,398

Significant transfers in or out of level 3 during the year
ended December 2010, which were principally due to the
consolidation of certain VIEs upon adoption of ASU
No.2009-17 as of January 1, 2010, included:

» Unsecured short-term borrowings: net transfer into level 3
of $1.34 billion, principally due to the consolidation of
certain VIEs.
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» Unsecured long-term borrowings: net transfer out of
level 3 of $1.25 billion, principally due to the
consolidation of certain VIEs, which caused the firm’s
borrowings from these VIEs to become intercompany
borrowings which were eliminated in consolidation.
Substantially all of these borrowings were level 3.

¢ Other liabilities and accrued expenses: net transfer into
level 3 of $587 million, principally due to an increase in
subordinated liabilities issued by certain consolidated
VIEs.
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Gains and Losses on Other Financial Assets and
Financial Liabilities at Fair Value

The “Fair Value Option” columns in the table below
present the gains and losses recognized as a result of the
firm electing to apply the fair value option to certain
financial assets and financial liabilities. These gains and
losses are included in “Market making” and “Other
principal transactions.”

The amounts in the table exclude contractual interest,
which is included in “Interest income” and “Interest
expense,” for all instruments other than hybrid financial
instruments. See Note 23 for further information about
interest income and interest expense. The table also
excludes gains and losses related to financial instruments
owned, at fair value and financial instruments sold, but not
yet purchased, at fair value.

Included in the “Other” columns in the table below are:

* Gains and losses on the embedded derivative component
of hybrid financial instruments included in unsecured
short-term  borrowings and unsecured long-term
borrowings. These gains and losses would have been
recognized under other U.S. GAAP even if the firm had
not elected to account for the entire hybrid instrument at
fair value.

in millions

» Gains and losses on secured financings related to
transfers of assets accounted for as financings rather
than sales. These gains and losses are offset by gains and
losses on the related instruments included in “Financial
instruments owned, at fair value” and “Receivables
from customers and counterparties.”

* Gains and losses on receivables from customers and
counterparties related to transfers of assets accounted
for as receivables rather than purchases. These gains and
losses are offset by gains and losses on the related
financial instruments included in “Other secured
financings.”

* Gains and losses on subordinated liabilities issued by
consolidated VIEs, which are included in “Other
liabilities and accrued expenses.” These gains and losses
are offset by gains and losses on the financial assets held
by the consolidated VIEs.

Gains/{Losses) on Other Financial Assets and Financial Liabilities at Fair Value

Year Ended December

2011 2010 2009
Fair Fair Fair
Vatue Value Value
Option Other Option Other Option Other

Receivables from customers and counterparties '

Other secured financings

$ (11) $ 442 $(106)

$ 558 § 265

(182) (3,150)

(1,321)
138

$(113) $ 3,132 $ (54) $(3,109)  $(1,768) $(7,252)

1. Primarily consists of gains/{losses) on certain transfers accounted for as receivables rather than purchases and certain reinsurance contracts.

2. Primarily consists of gains/{losses} on certain insurance contracts.

3. Primarily consists of gains/{losses} on resale and repurchase agreements, securities borrowed and loaned and deposits.

Excluding the gains and losses on the instruments
accounted for under the fair value option described above,
“Market making” and “Other principal transactions”

primarily represents gains and losses on “Financial
instruments owned, at fair value” and “Financial
instruments sold, but not yet purchased, at fair value.”
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Loans and Lending Commitments

The table below presents the difference between the
aggregate fair value and the aggregate contractual principal
amount for loans and long-term receivables for which the
fair value option was elected.

As of December
in millions 2011 2010

Aggregate contractual principal amount
of performing loans and long-term
receivables in excess of the
related fair value .
Aggregate contractual principal amount
of loans on nonaccrual status and/or more than
90 days past due in excess
of the related fair value 23,034 26,653
Total? $26,860 $29,743

$ 3,826 $ 3,090

Aggregate fair value of loans on nonaccrual

status and/or more than 90 days past due $ 3,174 '$ 3,994

1. The aggregate contractual principal exceeds the related fair value primarily
because the firm regularly purchases loans, such as distressed loans, at
values significantly below contractual principal amounts.

As of December 2011 and December 2010, the fair value of
unfunded lending commitments for which the fair value
option was elected was a liability of $2.82 billion and
$1.26 billion, respectively, and the related total contractual
amount of these lending commitments was $66.12 billion
and $51.20 billion, respectively.
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Long-term Debt Instruments

The aggregate contractual principal amount of long-term
debt instruments (principal and non-principal protected)
for which the fair value option was elected exceeded the
related fair value by $932 million and $701 million as of
December 2011 and December 2010, respectively. Of
these amounts, $693 million and $349 million as of
December 2011 and December 2010, respectively, related
to unsecured long-term borrowings and the remainder
related to long-term other secured financings.

impact of Credit Spreads on Loans and Lending
Commitments

The estimated net gain/(loss) attributable to changes in
instrument-specific credit spreads on loans and lending
commitments for which the fair value option was elected
was $(805) million, $1.85 billion and $1.65 billion for the
years ended December 2011, December 2010 and
December 2009, respectively. Changes in the fair value of
loans and lending commitments are primarily attributable
to changes in instrument-specific credit spreads.
Substantially all of the firm’s performing loans and lending
commitments are floating-rate.

Impact of Credit Spreads on Borrowings

The table below presents the net gains/(losses) attributable
to the impact of changes in the firm’s own credit spreads on
borrowings for which the fair value option was elected. The
firm calculates the fair value of borrowings by discounting
future cash flows at a rate which incorporates the firm’s
credit spreads.

Year Ended December

in milions 2011 2010 2009
Net gains/llosses) including hedges $596  $198  $(1,103)
Net gains/(losses) excluding hedges 714 199 (1,116)
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Note 9.
Collateralized Agreements and Financings

Collateralized agreements are securities purchased under
agreements to resell (resale agreements or reverse
repurchase  agreements) and securities borrowed.
Collateralized financings are securities sold under
agreements to repurchase (repurchase agreements),
securities loaned and other secured financings. The firm
enters into these transactions in order to, among other
things, facilitate client activities, invest excess cash, acquire
securities to cover short positions and finance certain firm
activities.

Collateralized agreements and financings are presented on a
net-by-counterparty basis when a legal right of setoff exists.
Interest on collateralized agreements and collateralized
financings is recognized over the life of the transaction and
included in “Interest income” and “Interest expense,”
respectively. See Note 23 for further information about
interest income and interest expense.

The table below presents the carrying value of resale and
repurchase agreements and securities borrowed and loaned
transactions.

As of December
in millions 2011 2010

Securities purchased under agreements
to resell !

Securities borrowed 2

Securities sold under agreements
torepurchase' 164,502 162,345
Securities loaned ? 7,182 11,212

$187,789
153,341

$188,356
166,306

1. Resale and repurchase agreements are carried at fair value under the fair
value option. See Note 8 for further information about the valuation
technigues and significant inputs used to determine fair value.

2. As of December 2011 and December 2010, $47.62 billion and $48.82 billion
of securities borrowed and $107 million and $1.51 billion of securities loaned
were at fair value, respectively.

Resale and Repurchase Agreements

A resale agreement is a transaction in which the firm
purchases financial instruments from a seller, typically in
exchange for cash, and simultaneously enters into an
agreement to resell the same or substantially the same
financial instruments to the seller at a stated price plus
accrued interest at a future date.

A repurchase agreement is a transaction in which the firm
sells financial instruments to a buyer, typically in exchange
for cash, and simultaneously enters into an agreement to
repurchase the same or substantially the same financial
instruments from the buyer at a stated price plus accrued
interest at a future date.

The financial instruments purchased or sold in resale and
repurchase agreements typically include U.S. government
and federal agency, and investment-grade sovereign
obligations.

The firm receives financial instruments purchased under
resale agreements, makes delivery of financial instruments
sold under repurchase agreements, monitors the market
value of these financial instruments on a daily basis, and
delivers or obtains additional collateral due to changes in
the market value of the financial instruments, as
appropriate. For resale agreements, the firm typically
requires delivery of collateral with a fair value
approximately equal to the carrying value of the relevant
assets in the consolidated statements of financial condition.

Even though repurchase and resale agreements involve the
legal transfer of ownership of financial instruments, they are
accounted for as financing arrangements because they
require the financial instruments to be repurchased or resold
at the maturity of the agreement. However, “repos to
maturity” are accounted for as sales. A repo to maturity is a
transaction in which the firm transfers a security under an
agreement to repurchase the security where the maturity date
of the repurchase agreement matches the maturity date of the
underlying security. Therefore, the firm effectively no longer
has a repurchase obligation and has relinquished control
over the underlying security and, accordingly, accounts for
the transaction as a sale. The firm had no repos to maturity
outstanding as of December 2011 or December 2010.
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Securities Borrowed and Loaned Transactions

In a securities borrowed transaction, the firm borrows
securities from a counterparty in exchange for cash. When
the firm returns the securities, the counterparty returns the
cash. Interest is generally paid periodically over the life of
the transaction.

In a securities loaned transaction, the firm lends securities to a
counterparty typically in exchange for cash or securities, or a
letter of credit. When the counterparty returns the securities,
the firm returns the cash or securities posted as collateral.
Interest is generally paid periodically over the life of the
transaction.

The firm receives securities borrowed, makes delivery of
securities loaned, monitors the market value of these
securities on a daily basis, and delivers or obtains additional
collateral due to changes in the market value of the securities,
as appropriate. For securities borrowed transactions, the
firm typically requires delivery of collateral with a fair value
approximately equal to the carrying value of the securities
borrowed transaction.

Securities borrowed and loaned within Fixed Income,
Currency and Commodities Client Execution are recorded
at fair value under the fair value option.

Securities borrowed and loaned within Securities Services
are recorded based on the amount of cash collateral
advanced or received plus accrued interest. As these
arrangements generally can be terminated on demand, they
exhibit little, if any, sensitivity to changes in interest rates.

As of December 2011 and December 2010, the firm had
$20.22 billion and $12.86 billion, respectively, of securities
received under resale agreements and securities borrowed
transactions that were segregated to satisfy certain regulatory
requirements. These securities are included in “Cash and
securities segregated for regulatory and other purposes.”
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Other Secured Financings

In addition to repurchase agreements and securities lending
transactions, the firm funds certain assets through the use of
other secured financings and pledges financial instruments
and other assets as collateral in these transactions. These
other secured financings consist of:

+ liabilities of consolidated VIEs;

» transfers of assets accounted for as financings rather than
sales (primarily collateralized central bank financings,
pledged commodities, bank loans and mortgage whole
loans);

» other structured financing arrangements; and

+ debt raised through the firm’s William Street credit
extension program outstanding as of December 2010.

Other secured financings include arrangements that are
nonrecourse. As of December 2011 and December 2010,
nonrecourse other secured financings were $3.14 billion
and $8.42 billion, respectively.

The firm has elected to apply the fair value option to the
following other secured financings because the use of fair
value eliminates non-economic volatility in earnings that
would arise from using different measurement attributes:

o transfers of assets accounted for as financings rather
than sales;

» certain other nonrecourse financings; and

« debt raised through the firm’s William Street credit
extension program outstanding as of December 2010.

See Note 8 for further information about other secured
financings that are accounted for at fair value. Other
secured financings that are not recorded at fair value are
recorded based on the amount of cash received plus accrued
interest, which generally approximates fair value.
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The table below presents information about other secured
financings. In the table below:

» short-term secured financings include financings maturing
within one year of the financial statement date and financings
that are redeemable within one year of the financial statement
date at the option of the holder;

* long-term secured financings that are repayable prior to
maturity at the option of the firm are reflected at their
contractual maturity dates; and

¢ long-term secured financings that are redeemable prior
" to maturity at the option of the holders are reflected at
the dates such options become exercisable.

As of December 2011 As of December 2010

u.s. Non-U.S. U.s. Non-U.S.
$ in millions Dollar Dollar Total Dollar Dollar Total
Other secured financings (short-term):
At fair value $18,519 $ 5140 $23,659 $16,404 $ 3,684 $20,088
At amortized cost 195 5371 5526 9 4342 4441
Interestrates’ 3.85% 0.22% 2.96% 0.71%
Other secured financings (long-term):
At fair value 4,305 2,055 6,360 9594 2112 11,706
(Atamortizedcost 1,024 795 1819 165 577 ....2142
Interest rates ' 1.88% 3.28% 2.14% 1.94%
Total 2 $24,003 $13,361 $37,364 $27,662  $10,715 $38,377
Amount of other secured financings collateralized by:
Financial instruments® $23,703 $12,169  $35,872 $27,014 § 8,760 $35,774
Other assets 4 300 1,192 1,492 648 1,955 2,603

—_

hedging activities.

N

. The weighted average interest rates exclude secured financings at fair value and include the effect of hedging activities. See Note 7 for further information about

. Includes $9.36 billion and $8.32 billion related to transfers of financial assets accounted for as financings rather than sales as of December 2011 and

December 2010, respectively. Such financings were collateralized by financial assets included in “Financial instruments owned, at fair value” of $9.51 billion and

$8.53 billion as of December 2011 and December 2010, respectively.

w

. Includes $14.82 billion and $25.63 billion of other secured financings collateralized by financial instruments owned, at fair value and $21.06 billion and $10.14 billion

of other secured financings collateralized by financial instruments received as collateral and repledged as of December 2011 and December 2010, respectively.

4. Primarily real estate and cash.

The table below presents other secured financings by
maturity.

As of
in millions December 2011
Other secured financings (short-term) $29,185
Other secured financings {long-term):
2013 1,852
2014 3,627
2015 583
2016 437
2017 - thereafter 1,680
Total other secured financings (long-term) 8,179
Total other secured financings $37,364

The aggregate contractual principal amount of other
secured financings (long-term) for which the fair value
option was elected exceeded the related fair value by
$239 million and $352 million as of December 2011 and
December 2010, respectively.

Collateral Received and Pledged

The firm receives financial instruments (e.g., U.S.
government and federal agency, other sovereign and
corporate obligations, as well as equities and convertible
debentures) as collateral, primarily in connection with resale
agreements, securities borrowed, derivative transactions and
customer margin loans.
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In many cases, the firm is permitted to deliver or repledge
these financial instruments when entering into repurchase
agreements and securities lending agreements, primarily in
connection with secured client financing activities. The firm
is also permitted to deliver or repledge these financial
instruments in connection with other secured financings,
collateralizing derivative transactions and meeting firm or
customer settlement requirements.

The table below presents financial instruments at fair value
received as collateral that were available to be delivered or
repledged and were delivered or repledged by the firm.

As of December

in millions 2011 2010
Collateral available to be delivered

orrepledged $622,926  $618,423
Collateral that was delivered or repledged 454,604 447,882

The firm also pledges certain financial instruments owned,
at fair value in connection with repurchase agreements,
securities lending agreements and other secured financings,
and other assets (primarily real estate and cash) in
connection with other secured financings to counterparties
who may or may not have the right to deliver or repledge
them. The table below presents information about assets
pledged by the firm.

As of December
in millions 2011 2010

Financial instruments owned, at fair value
pledged to counterparties that:
Had the right to deliver or repledge $ 53,989 §$ 51,010

Did not have the right to deliver or

repledge - 110,949 112,750
Other assets pledged to counterparties that:
Did not have the right to deliver or
repledge 3,444 4,482
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Note 10.
Securitization Activities

The firm securitizes residential and commercial mortgages,
corporate bonds, loans and other types of financial assets
by selling these assets to securitization vehicles (e.g., trusts,
corporate entities, and limited liability companies) and acts
as underwriter of the beneficial interests that are sold to
investors. The firm’s residential mortgage securitizations
are substantially all in connection with government agency
securitizations.

Beneficial interests issued by securitization entities are debt
or equity securities that give the investors rights to receive
all or portions of specified cash inflows to a securitization
vehicle and include senior and subordinated shares of
principal, interest and/or other cash inflows. The proceeds
from the sale of beneficial interests are used to pay the
transferor for the financial assets sold to the securitization
vehicle or to purchase securities which serve as collateral.

The firm accounts for a securitization as a sale when it has
relinquished control over the transferred assets. Prior to
securitization, the firm accounts for assets pending transfer
at fair value and therefore does not typically recognize
significant gains or losses upon the transfer of assets. Net
revenues from underwriting activities are recognized in
connection with the sales of the underlying beneficial
interests to investors.

For transfers of assets that are not accounted for as sales,
the assets remain in “Financial instruments owned, at fair
value” and the transfer is accounted for as a collateralized
financing, with the related interest expense recognized over
the life of the transaction. See Notes 9 and 23 for further
information about collateralized financings and interest
expense, respectively.

The firm generally receives cash in exchange for the
transferred assets but may also have continuing
involvement with transferred assets, including ownership of
beneficial interests in securitized financial assets, primarily
in the form of senior or subordinated securities, and
servicing rights that the firm retains at the time of
securitization. The firm may also purchase senior or
subordinated securities issued by securitization vehicles
(which are typically VIEs) in connection with secondary
market-making activities.
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The primary risks included in beneficial interests and other
interests from the firm’s continuing involvement with
securitization vehicles are the performance of the
underlying collateral, the position of the firm’s investment
in the capital structure of the securitization vehicle and the
market yield for the security. These interests are accounted
for at fair value and are included in “Financial instruments
owned, at fair value” and are generally classified in level 2
of the fair value hierarchy. See Notes 5 through 8 for
further information about fair value measurements.

The table below presents the amount of financial assets
securitized and the cash flows received on retained interests
in securitization entities in which the firm had continuing
involvement.

Year Ended December

The table below presents the firm’s continuing involvement
in nonconsolidated securitization entities to which the firm
sold assets, as well as the total outstanding principal
amount of transferred assets in which the firm has
continuing involvement. In this table:

* the outstanding principal amount is presented for the
purpose of providing information about the size of the
securitization entities in which the firm has continuing
involvement and is not representative of the firm’s risk
of loss;

» for retained or purchased interests, the firm’s risk of loss
is limited to the fair value of these interests; and

* purchased interests represent senior and subordinated
interests, purchased in connection with secondary
market-making activities, in securitization entities in
which the firm also holds retained interests.

in millions 2011 2010 2009
Residential mortgages $40,131  $47,803  $45,846
Commercial mortgages e 1481 -
Other financial assets 269 12 691
Total $40,400 $49,266  $46,637
Cash flows on retained
interests $ 569 $ 517 $ 507
As of December 2011 As of December 2010
Outstanding Fair Value of Fair Value of Outstanding  Fair Value of  Fair Value of
Principal Retained Purchased Principal Retained Purchased
in millions Amount Interests Interests Amount Interests Interests
U.S. government agency-issued collateralized mortgage
ODNGAtONS T e $70,448 $5.038 $ .= $60,352 $5929 ... $ =
Other residential mortgage-backed? 4,459 101 3 13318 125 5
Commercial mortgage-backed?3 3,398 606 331 5040 .84 ] 82
CDOs, CLOs and other4 9,972 32 211 12,872 62 229
Total 5 $88,277 $5,777 $545 $91,582 $6,965 $316

—_

during 2010 and 2009 as of December 2010.

i

during 2007 and 2006.

w

. Outstanding principal amount and fair value of retained interests primarily relate to securitizations during 2011 and 2010 as of December 2011, and securitizations

Outstanding principal amount and fair value of retained interests as of both December 2011 and December 2010 primarily relate to prime and Alt-A securitizations

. Outstanding principal amount as of both December 2011 and December 2010 primarily relate to securitizations during 2010, 2007 and 2006. Fair value of retained

interests as of both December 2011 and December 2010 primarily relate to securitizations during 2010.

4. Qutstanding principal amount and fair value of retained interests as of both December 2011 and December 2010 primarily relate to CDO and CLO securitizations

during 2007 and 2006.

o

Outstanding principal amount and fair value of retained interests include $774 million and $0, respectively, as of December 2011, and $7.64 billion and $16 million,

respectively, as of December 2010, related to securitization entities in which the firm’s only continuing involvement is retained servicing which is not a variable

interest.
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In addition to the interests in the table above, the firm had
other continuing involvement in the form of derivative
transactions and guarantees with certain nonconsolidated
VIEs. The carrying value of these derivatives and guarantees
was a net liability of $52 million and $98 million as of
December 2011 and December 2010, respectively. The
notional amounts of these derivatives and guarantees are

included in maximum exposure to loss in the nonconsolidated
VIE tables in Note 11.

The table below presents the weighted average key
economic assumptions used in measuring the fair value of
retained interests and the sensitivity of this fair value to
immediate adverse changes. of 10% and 20% in those
assumptions.

As of December 2010

As of December 2011
Type of Retained Interests Type of Retained Interests
$ in millions Mortgage-Backed Other? Mortgage-Backed Other!
Fair value of retained interests $5,745 $ 32 $6,903 $ 62
Weighted average life (years) 71 47 7.4 42
Constant prepayment rate2 14.1% NM. 11.6% ~ N.M.
Impact of 10% adverse change2 . $ (55} $ (82) N.M.
Impact of 20% adverse change .. (108) (128) .. NM.
Discountrate® 5.4% NM. 5.3% N.M.
Impact of 10% adverse change $ (125) N.M. $ (175 N.M.
Impact of 20% adverse change (240) N.M. (341) N.M.

1. Due to the nature and current fair value of certain of these retained interests, the weighted average assumptions for constant prepayment and discount rates and
the related sensitivity to adverse changes are not meaningful as of December 2011 and December 2010. The firm's maximum exposure to adverse changes in the
value of these interests is the carrying value of $32 million and $62 million as of December 2011 and December 2010, respectively.

2. Constant prepayment rate is included only for positions for which constant prepayment rate is a key assumption in the determination of fair value.

3. The majority of mortgage-backed retained interests are U.S. government agency-issued collateralized mortgage obligations, for which there is no anticipated credit
loss. For the remainder of retained interests, the expected credit loss assumptions are reflected in the discount rate.

The preceding table does not give effect to the offsetting
benefit of other financial instruments that are held to
mitigate risks inherent in these retained interests. Changes
in fair value based on an adverse variation in assumptions
generally cannot be extrapolated because the relationship
of the change in assumptions to the change in fair value is
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not usually linear. In addition, the impact of a change in a
particular assumption in the preceding table is calculated
independently of changes in any other assumption. In
practice, simultaneous changes in assumptions might
magnify or counteract the sensitivities disclosed above.
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Note 11.
Variable Interest Entities

VIEs generally finance the purchase of assets by issuing debt
and equity securities that are either collateralized by or
indexed to the assets held by the VIE. The debt and equity
securities issued by a VIE may include tranches of varying
levels of subordination. The firm’s involvement with VIEs
includes securitization of financial assets, as described in
Note 10, and investments in and loans to other types of
VIEs, as described below. See Note 10 for additional
information about securitization activities, including the
definition of beneficial interests. See Note 3 for the firm’s
consolidation policies, including the definition of a VIE.

The firm is principally involved with VIEs through the
following business activities:

Mortgage-Backed VIEs and Corporate CDO and CLO
VIEs. The firm sells residential and commercial mortgage
loans and securities to mortgage-backed VIEs and
corporate bonds and loans to corporate CDO and CLO
VIEs and may retain beneficial interests in the assets sold to
these VIEs. The firm purchases and sells beneficial interests
issued by mortgage-backed and corporate CDO and CLO
VIEs in connection with market-making activittes. In
addition, the firm may enter into derivatives with certain of
these VIEs, primarily interest rate swaps, which are
typically not variable interests. The firm generally enters
into derivatives with other counterparties to mitigate its
risk from derivatives with these VIEs.

Certain mortgage-backed and corporate CDO and CLO
VIEs, usually referred to as synthetic CDOs or credit-linked
note VIEs, synthetically create the exposure for the
beneficial interests they issue by entering into credit
derivatives, rather than purchasing the underlying assets.
These credit derivatives may reference a single asset, an
index, or a portfolio/basket of assets or indices. See Note 7
for further information about credit derivatives. These VIEs
use the funds from the sale of beneficial interests and the
premiums received from credit derivative counterparties to
purchase securities which serve to collateralize the
beneficial interest holders and/or the credit derivative
counterparty. These VIEs may enter into other derivatives,
primarily interest rate swaps, which are typically not
variable interests. The firm may be a counterparty to
derivatives with these VIEs and generally enters into
derivatives with other counterparties to mitigate its risk.

Real Estate, Credit-Related and Other Investing VIEs.
The firm purchases equity and debt securities issued by and
makes loans to VIEs that hold real estate, performing and
nonperforming debt, distressed loans and equity securities.

Other Asset-Backed VIEs. The firm structures VIEs that
issue notes to clients and purchases and sells beneficial
interests issued by other asset-backed VIEs in connection
with market-making activities. In addition, the firm may
enter into derivatives with certain other asset-backed VIEs,
primarily total return swaps on the collateral assets held by
these VIEs under which the firm pays the VIE the return due
to the note holders and receives the return on the collateral
assets owned by the VIE. The firm generally can be
removed as the total return swap counterparty. The firm
generally enters into derivatives with other counterparties
to mitigate its risk from derivatives with these VIEs. The
firm typically does not sell assets to the other asset-backed
VIEs it structures.

Power-Related VIEs. The firm purchases debt and equity
securities issued by and may provide guarantees to VIEs
that hold power-related assets. The firm typically does not
sell assets to or enter into derivatives with these VIEs.

Investment Funds. The firm purchases equity securities
issued by and may provide guarantees to certain of the
investment funds it manages. The firm typically does not
sell assets to or enter into derivatives with these VIEs.

Principal-Protected Note VIEs. The firm structures VIEs
that issue principal-protected notes to clients. These VIEs
own portfolios of assets, principally with exposure to hedge
funds. Substantially all of the principal protection on the
notes issued by these VIEs is provided by the asset portfolio
rebalancing that is required under the terms of the notes.
The firm enters into total return swaps with these VIEs
under which the firm pays the VIE the return due to the
principal-protected note holders and receives the return on
the assets owned by the VIE. The firm may enter into
derivatives with other counterparties to mitigate the risk it
has from the derivatives it enters into with these VIEs. The
firm also obtains funding through these VIEs.
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Municipal Bond Securitizations. The firm sold municipal
securities to VIEs that issued short-term qualifying
tax-exempt securities. During 2011, the firm dissolved
these VIEs after having redeemed and/or purchased the
outstanding securities issued.

VIE Consolidation Analysis

A variable interest in a VIE is an investment (e.g., debt or
equity securities) or other interest (e.g., derivatives or loans
and lending commitments) in a VIE that will absorb
portions of the VIE’s expected losses or receive portions of
the VIE’s expected residual returns.

The firm’s variable interests in VIEs include senior and
subordinated debt in residential and commercial mortgage-
backed and other asset-backed securitization entities,
CDOs and CLOs; loans and lending commitments; limited
and general partnership interests; preferred and common
equity; derivatives that may include foreign currency,
equity and/or credit risk; guarantees; and certain of the fees
the firm receives from investment funds. Certain interest
rate, foreign currency and credit derivatives the firm enters
into with VIEs are not variable interests because they create
rather than absorb risk.

The enterprise with a controlling financial interest in a VIE
is known as the primary beneficiary and consolidates the
VIE. The firm determines whether it is the primary
beneficiary of a VIE by performing an analysis that
principally considers:

« which variable interest holder has the power to direct
the activities of the VIE that most significantly impact
the VIE’s economic performance;

» which variable interest holder has the obligation to
absorb losses or the right to receive benefits from the
VIE that could potentially be significant to the VIE;

« the VIE’s purpose and design, including the risks the VIE
was designed to create and pass through to its variable
interest holders;

* the VIE’s capital structure;

o the terms between the VIE and its variable interest
holders and other parties involved with the VIE; and

» related-party relationships.
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The firm reassesses its initial evaluation of whether an
entity is a VIE when certain reconsideration events occur.
The firm reassesses its determination of whether it is the
primary beneficiary of a VIE on an ongoing basis based on
current facts and circumstances.

Nonconsolidated VIEs

The firm’s exposure to the obligations of VIEs is generally
limited to its interests in these entities. In certain instances, the
firm provides guarantees, including derivative guarantees, to
VIEs or holders of variable interests in VIEs.

The tables below present information about
nonconsolidated VIEs in which the firm holds variable
interests. Nonconsolidated VIEs are aggregated based on
principal business activity. The nature of the firm’s
variable interests can take different forms, as described
in the rows under maximum exposure to loss. In the
tables below:

+ The maximum exposure to loss excludes the benefit of
offsetting financial instruments that are held to mitigate
the risks associated with these variable interests.

+ For retained and purchased interests and loans and
investments, the maximum exposure to loss is the
carrying value of these interests. '

o For commitments and guarantees, and derivatives, the
maximum exposure to loss is the notional amount,
which does not represent anticipated losses and also has
not been reduced by unrealized losses already recorded.
As a result, the maximum exposure to loss exceeds
liabilities recorded for commitments and guarantees, and
derivatives provided to VIEs.

The carrying values of the firm’s variable interests in
nonconsolidated VIEs are included in the consolidated
statement of financial condition as follows:

s Substantially all assets held by the firm related to
mortgage-backed, corporate CDO and CLO and other
asset-backed VIEs and investment funds are included in
“Financial instruments owned, at fair value.”
Substantially all liabilities held by the firm related to
mortgage-backed, corporate CDO and CLO and other
asset-backed VIEs are included in “Financial instruments
sold, but not yet purchased, at fair value.”
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* Assets and liabilities held by the firm related to real estate,
credit-related and other investing VIEs are primarily included
in “Financial instruments owned, at fair value” and
“Payables to customers and counterparties,” “Financial
instruments sold, but not yet purchased, at fair value” and
“Other liabilities and accrued expenses,” respectively.

s Assets and liabilities held by the firm related to power-
related VIEs are primarily included in “Other assets” and
“Other liabilities and accrued expenses,” respectively.

Nonconsolidated VIEs

As of December 2011

Real estate,

credit-
Corporate related and Other
Mortgage- CDOs and other asset- Power- Investment
in millions backed CLOs investing backed related funds Total
ASSetS I VIE e $94,0472  $20,340 $8974 $4593  $519 $2,208 $130,681
Carrying Value of the Firm's Variable Interests
S ettt 7004 AN 1495 .. 352 . 289 5.....10.056
Liabilities e T 63 3 28 2 T 92
Maximum Exposure to Loss in Nonconsolidated VIEs
JRetainedinterests ) 5745 . 32 M T e T 5777
Purchased interests 962 368 - — — 1,663
..Commitments and guarantees’ i 1 373 - 46 - 420
Derivatives | e 27468 7,529 - 1,221 - - 11,219
Loans and investments 82 — 1,495 — 288 5 1,870
Total $ 9,2582 $ 7,930 $ 1,868 $1,554 $334 $ 5 $ 20,949
Nonconsolidated VIEs
As of December 2010
Real estate,
credit-
Corporate related and Other
Mortgage- CDOs and other asset- Power-  Investment
in millions backed CLOs investing backed related funds Total
Assetsin VIE =~ $88,7552 | $21,644 $12,568 85513  $652 $2,330  $131,362
Carrying Value of the Firm's Variable Interests
Assets 8,076 909 1,063 266 239 5 10,558
— 114
Maximum Exposure to Loss in Nonconsolidated VIEs
_Retained interests 6,887 .50 . - 12 e 6,949
Purchased INterests e 839 393 e 247 — — 1,439
Commitments and guarantees’ — 1 125 — 69 — 195
.Derivatives! . e 3128 .. 7993 2105 e .. 11.826
Loans and investments 104 — 1,063 — 239 5 1,41'1
Total $10,9582 $ 7,997 $ 1,188 $1,364 $308 $ 5 $ 21,820

1. The aggregate amounts include $4.17 billion and $4.52 billion as of December 2011 and December 2010, respectively, related to guarantees and derivative

transactions with VIEs to which the firm transferred assets.

2. Assets in VIE and maximum exposure to loss include $6.15 billion and $2.62 billion, respectively, as of December 2011, and $6.14 billion and $3.25 billion,
respectively, as of December 2010, related to CDOs backed by mortgage obligations.
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Consolidated VIEs

The tables below present the carrying amount and
classification of assets and liabilities in consolidated VIEs,
excluding the benefit of offsetting financial instruments that
are held to mitigate the risks associated with the firm’s
variable interests. Consolidated VIEs are aggregated based
on principal business activity and their assets and liabilities
are presented net of intercompany eliminations. The
majority of the assets in principal-protected notes VIEs are
intercompany and are eliminated in consolidation.

Substantially all the assets in consolidated VIEs can only be
used to settle obligations of the VIE.

The tables below exclude VIEs in which the firm holds a
majority voting interest if (i) the VIE meets the definition of
a business and (ii) the VIE’s assets can be used for purposes
other than the settlement of its obligations.

The liabilities of real estate, credit-related and other
investing VIEs and CDOs, mortgage-backed and other
asset-backed VIEs do not have recourse to the general credit
of the firm.

Consolidated VIEs

As of December 2011
Real estate, CDOs,
credit-related mortgage-backed Principal-
and other and other protected

in millions investing asset-backed notes Total
Assets
Cash and cash equivalents $ 660 $ 51 $ 1 $ 712
Cash and securities segregated for regulatory and other purposes 139 - — 139
Receivables from brokers, dealers and clearing organizations 4 - - 4
Receivables from customers and counterparties - 16 - 16
Financial instruments owned, at fair value 2,369 352 112 2,833
Other assets 1,552 437 — 1,989
Total $4,724 $856 $ 113 $5,693
Liabilities
Other secured financings $1,418 $298 $3,.208  $4,924
Payables to customers and counterparties — 9 — 9
Financial instruments sold, but not yet purchased, at fair value — — 2 2
Unsecured short-term borrowings, including the current portion of

unsecured long-term borrowings 185 — 1,941 2,126
Unsecured long-term borrowings ~ * 4 - 269 273
Other liabilities and accrued expenses 2,046 40 . — 2,086
Total $3,653 $347 $5,420  $9,420
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Consolidated VIEs

As of December 2010

Real estate, CDOs,
credit-related Municipal mortgage-backed Principal-
and other bond and other protected
in miltions investing securitizations asset-backed notes Total
Assets
Cash and cash equivalents $ 248 $ — $ 39 $ 52 $ 339
Cash and securities segregated for regulatory and other purposes 205 - - — 205
Receivables from brokers, dealers and clearing organizations 4 — — — 4
Receivables from customers and counterparties 1 — 27 — 28
Financial instruments owned, at fairvalue 2,531 547 550 648 4,276
Other assets 3,369 — 499 — 3,868
Total $6,358 $547 $1,115 $ 700 $ 8,720
Liabilities
Other secured finanCings e $2,434 $630 $ 417 .. $3224 8 6705
Payables to customers and counterpartes —_ — 12 — 12
Financial instruments sold, but not yet purchased, at fair value — — 55 — 55
Unsecured short-term borrowings, including the current portion of
unsecured long-term borrowings 302

borrowings 6 >
Other liabilities and accrued expenses 2,004 — 32 — 2,036
Total $4,746 $630 $ 516 $5,683 $11,475

Goldman Sachs 2011 Annual Report 151



Notes to Consolidated Financial Statements

Note 12.
Other Assets

Other assets are generally less liquid, non-financial
assets. The table below presents other assets by type.

As of December

in millions 2011 2010
Property, leasehold improvements and

equipment* $ 8697 $11,106
Goodwill and identifiable intangible assets 2 5,468 5,622
Income tax-related assets 3 5,017 6,239
Equity-method investments 4 664 1,445
Miscellaneous receivables and other 3,306 3,747
Total $23,152  $28,059

1. Net of accumulated depreciation and amortization of $8.46 billion and
$7.87 billion as of December 2011 and December 2010, respectively.

2. See Note 13 for further information about goodwill and identifiable intangible
assets.

3. See Note 24 for further information about income taxes.

4, Excludes investments accounted for at fair value under the fair vatue option
where the firm would otherwise apply the equity method of accounting of
$4.17 billion and $3.77 billion as of December 2011 and December 2010,
respectively, which are included in “Financial instruments owned, at fair
value.” The firm has generally elected the fair value option for such
investments acquired after the fair value option became available.

Property, Leasehold Improvements and Equipment
Property, leasehold improvements and equipment included
$6.48 billion and $6.44 billion as of December 2011 and
December 2010, respectively, related to property, leasehold
improvements and equipment that the firm uses in connection
with its operations. The remainder is held by investment entities,
including VIEs, consolidated by the firm.

Substantially all property and equipment are depreciated
on a straight-line basis over the useful life of the asset.

Leasehold improvements are amortized on a straight-line
basis over the useful life of the improvement or the term of
the lease, whichever is shorter.

Certain costs of software developed or obtained for internal
use are capitalized and amortized on a straight-line basis
over the useful life of the software.

Property, leasehold improvements and equipment are tested
for impairment whenever events or changes in circumstances
suggest that an asset’s or asset group’s carrying value may
not be fully recoverable. The firm’s policy for impairment
testing of property, leasehold improvements and equipment
is the same as is used for identifiable intangible assets with
finite lives. See Note 13 for further information.

152 Goldman Sachs 2011 Annual Report

Impairments

In the first quarter of 2011, the firm classified certain
assets as held for sale, primarily related to Litton Loan
Servicing LP (Litton) and recognized impairment losses
of approximately $220 million, principally in the firm’s
Institutional Client Services segment. These impairment
losses, which were included in “Depreciation and
amortization,” represent the excess of (i) the carrying
value of these assets over (ii) their estimated fair value
less estimated cost to sell. These assets were sold in the
third quarter of 2011. The firm received total
consideration that approximated the firm’s adjusted
carrying value for Litton. See Note 18 for further
information about the sale of Litton.

As a result of a decline in the market conditions in which
certain of the firm’s consolidated investments operate,
during 2011 the firm tested certain commodity-related
intangible assets and property, leasehold improvements and
equipment associated with these investments for
impairment in accordance with ASC 360. The carrying
value of these assets exceeded the projected undiscounted
cash flows over the estimated remaining useful lives of these
assets; as such, the firm determined the assets were
impaired and recorded an impairment loss of
approximately $220 million ($120 million related to
commodity-related intangible assets and $100 million
related to property, leasehold improvements and
equipment), which was included in “Depreciation and
amortization” in the firm’s Investing & Lending segment.
This impairment loss represented the excess of the carrying
value of these assets over their estimated fair value, which is
a level 3 measurement, using a combination of discounted
cash flow analyses and relative value analyses, including the
estimated cash flows expected to be received from the
disposition of certain of these assets.
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During the fourth quarter of 2010, as a result of continuing
weak operating results in the firm’s NYSE DMM business,
the firm tested its NYSE DMM rights for impairment in
accordance with ASC 360. Because the carrying value of the
firm’s NYSE DMM rights exceeded the projected
undiscounted cash flows over the estimated remaining
useful life of the firm’s NYSE DMM rights, the firm
determined that the rights were impaired. The firm
recorded an impairment loss of $305 million, which was
included in “Depreciation and amortization” in the firm’s
Institutional Client Services segment in the fourth quarter of
2010. This impairment loss represented the excess of the
carrying value of the firm’s NYSE DMM rights over their
estimated fair value. The firm estimated this fair value,
which is a level 3 measurement, using a relative value
analysis which incorporated a comparison to another
DMM portfolio that was transacted between third parties.

Note 13.
Goodwill and Identifiable Intangible Assets
The tables below present the carrying values of goodwill

and identifiable intangible assets, which are included in
“Other assets.”

Goodwill
As of December
in miflions 2011 2010
Investment Banking:
Financial Advisory ' $.104 S .=
.. S 125
Institutional Client Services:
Fixed Income, Currency and Commodities
ient Execution 2 284 159

Investment Management

Total $3,802

ldentifiable Intangible Assets
As of December

in miflions 2011 2010
Investment Banking:
_Financial Advisory .. S $ .=
LUnderwriting e L, i
Institutional Client Services:
Fixed Income, Currency and Commodities
Client Execution 488 608

$1,666 $2,027

1. The increase from December 2010 to December 2011 is related to the
acquisition of GS Australia.
2. The increase from December 2010 to December 2011 is related to the

acquisition of GS Australia, partially offset by the sale of Litton. See Note 12
for further information about the sale of Litton.

Goodwill

Goodwill is the cost of acquired companies in excess of the
fair value of net assets, including identifiable intangible
assets, at the acquisition date.

Goodwill is assessed annually for impairment or more
frequently if events occur or circumstances change that
indicate an impairment may exist. Qualitative factors are
assessed to determine whether it is more likely than not that
the fair value of a reporting unit is less than its carrying
amount. If results of the qualitative assessment are not
conclusive, a quantitative goodwill impairment test is
performed. See Note 3 for information about amended
accounting principles for goodwill impairment testing.

The quantitative goodwill impairment test consists of two
steps.

» The first step compares the estimated fair value of each
reporting unit with its estimated net book value
(including goodwill and identified intangible assets). If
the reporting unit’s fair value exceeds its estimated net
book value, goodwill is not impaired.

« If the estimated fair value of a reporting unit is less than
its estimated net book value, the second step of the
goodwill impairment test is performed to measure the
amount of impairment loss, if any. An impairment loss is
equal to the excess of the carrying amount of goodwill
over its fair value.

Goodwill was tested for impairment, using a quantitative
test, during the fourth quarter of 2011 and goodwill was
not impaired.

To estimate the fair value of each reporting unit, both
relative value and residual income valuation techniques are
used because the firm believes market participants would
use these techniques to value the firm’s reporting units.

Relative value techniques apply average observable
price-to-earnings multiples of comparable competitors to
certain reporting units’ net earnings. For other reporting
units, fair value is estimated using price-to-book multiples
based on residual income techniques, which consider a
reporting unit’s return on equity in excess of the firm’s cost
of equity capital. The net book value of each reporting unit
reflects the estimated amount of shareholders’ equity
required to support the activities of the reporting unit.
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Identifiable Intangible Assets

The table below presents the gross carrying amount,
accumulated amortization and net carrying amount of

identifiable intangible assets and their weighted average
remaining lives. '

As of December

Weighted Average
Remaining Lives

$ in millions 2011 {years) 2010
Customer lists Gross carrying amount $ 1,119 $1,104
Accumulated amortization (593) (529)

Net carrying amount $ 526 9 $ 575

Commodities-related intangibles? Gross carrying amount $ 595 ' $ 667
Accumulated amortization (237) (52)

Net carrying amount $ 358 1 $ 615

Broadcast royalties2 Gross carrying amount $ 560 $ 560
Accumulated amortization (123) (61)

,,,,,,,,,,,,,,, Net carrying amount 543 7.8 4%
Insurance-related intangibles 3 Gross carrying amount $ 292 $ 292
Accumulated amortization (146) (146)

Net carrying amount $ 146 7 $ 146

Other* Gross carrying amount $ 950 $ 953
Accumulated amortization (751) (761)

Net carrying amount $ 199 12 $ 192

Total Gross carrying amount $ 3,516 $3,576
Accumulated amortization (1.850) (1,549)

Net carrying amount $ 1,666 9 $ 2,027

1. Primarily includes commodity-related customer contracts and relationships, permits and access rights.

2. Represents television broadcast royaities held by a consolidated VIE.

3. Represents value of business acquired related to the firm's insurance businesses.

4. Primarily includes the firm's New York Stock Exchange (NYSE) Designated Market Maker (DMM) rights and exchange-traded fund lead market maker rights.

Substantially all of the firm’s identifiable intangible assets
are considered to have finite lives and are amortized (i) over
their estimated lives, (i) based on economic usage for
certain commodity-related intangibles or (iii) in proportion
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to estimated gross profits or premium revenues.
Amortization expense for identifiable intangible assets is
included in “Depreciation and amortization.”
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The tables below present amortization expense for
identifiable intangible assets for the years ended
December 2011, December 2010 and December 2009, and
the estimated future amortization expense through 2016
for identifiable intangible assets as of December 2011.

Year Ended December

in millions 2011 2010 2009
Amortization expense $389  $520 $96

As of
in millions December 2011

Estimated future amortization expense:

2012 $258
2013 , 234
2014 203
2015 T 170
B i

Identifiable intangible assets are tested for recoverability
whenever events or changes in circumstances indicate that
an asset’s or asset group’s carrying value may not be
recoverable.

If a recoverability test is necessary, the carrying value of an
asset or asset group is compared to the total of the
undiscounted cash flows expected to be received over the
remaining useful life and from the disposition of the asset or
asset group.

» If the total of the undiscounted cash flows exceeds the
carrying value, the asset or asset group is not impaired.

« If the total of the undiscounted cash flows is less than
the carrying value, the asset or asset group is not fully
recoverable and an impairment loss is recognized as the
difference between the carrying amount of the asset or
asset group and its estimated fair value.

See Note 12 for information about impairments of our
identifiable intangible assets.
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Note 14.
Deposits

The tables below present deposits held in U.S. and non-U.S.
offices and the maturities of time deposits. Substantially all
U.S. deposits were held at Goldman Sachs Bank USA
(GS Bank USA) and were interest-bearing and substantially
all non-U.S. deposits were held at Goldman Sachs Bank
(Europe) plc (GS Bank Europe) and were interest-bearing.

As of December

in millions . 2011 2010
U.S. offices $38,477 $32,353
Non-U.S. offices 7,632 6,216
Total $46,109 $38,569

As of December 2011
Non-U.S.

in millions u.s.

201
2014
2015
2016

2017 - thereafter ’ 2,120 = 2,120
Total $10,9197  $2,3472 $13,266

1. Includes $71 million greater than $100,000, of which $4 million matures
within three months, $2 million matures within three to six months,
$35 million matures within six to twelve months, and $30 million matures
after twelve months.

N

. Substantially all were greater than $100,000.
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Note 15.
Short-Term Borrowings

Short-term borrowings were comprised of the following:

As of December

in millions 2011 2010
Other secured financings (short-term) $29,185 $24,529
Unsecured short-term borrowings 49,038 47,842
Total $78,223  $72,371

See Note 9 for further information about other secured
financings.

Unsecured short-term borrowings include the portion of
unsecured long-term borrowings maturing within one year
of the financial statement date and unsecured long-term
borrowings that are redeemable within one year of the
financial statement date at the option of the holder.

The firm accounts for promissory notes, commercial paper
and certain hybrid financial insttuments at fair value under
the fair value option. See Note 8 for further information
about unsecured short-term borrowings that are accounted
for at fair value. Short-term borrowings that are not
recorded at fair value are recorded based on the amount of
cash received plus accrued interest, and such amounts
approximate fair value due to the short-term nature of the
obligations.

The table below presents unsecured short-term borrowings.

As of December
in miflions 2011 2010

Current portion of unsecured long-term
borrowings 12

$28,836  $25,396

Other short-term borrowings 5,857 4,652
Total $49,038  $47,842
Weighted average interest rate 8 1.89% 1.77%

—_

. Includes $8.53 billion and $10.43 billion as of December 2011 and
December 2010, respectively, issued by Group In¢. and guaranteed by the
Federal Deposit Insurance Corporation (FDIC) under the Temporary Liquidity
Guarantee Program (TLGP).

. Includes $27.95 bilion and $24.46 billion as of December 2011 and
December 2010, respectively, issued by Group Inc.

N

w

The weighted average interest rates for these borrowings include the effect
of hedging activities and exclude financial instruments accounted for at fair
value under the fair value option. See Note 7 for further information about
hedging activities.
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Note 16.
Long-Term Borrowings

Long-term borrowings were comprised of the following:

As of December

in millions 2011 2010
Other secured financings (Iong-term) e $ 8179  $13848
Unsecured long-term borrowings 173,545 174,399
Total $181,724 $188,247
See Note 9 for further information about other secured borrowings extending through 2061 and consisting
financings. The table below presents unsecured long-term principally of senior borrowings.
As of December 2011 As of December 2010
u.s. Non-U.S. U.sS. Non-U.S.

in millions Dollar Dollar Total Dollar Dollar Total
Fixed-rate obligations '
LU NG, $82396  $38012  $120408 § 81192  $35353  $116,545
| Subsidiaries 1,662 557 2219 1822 532 .. 2,154
Floating-rate obligations 2

Grouplnc. . e 19936 25878 . 45874 . 23,700 27,374 ...B1.O74

Subsidiaries 3,500 1,604 5,104 3,616 1,010 4,626
Total 3 $107,494 $66,051 $173,545 $110,130 $64,269 $174,399

1. Interest rates on U.S. dollar-denominated debt ranged from 0.10% to 10.04% (with a weighted average rate of 5.62%) and 0.20% to 10.04% (with a weighted
average rate of 5.52%) as of December 2011 and December 2010, respectively. Interest rates on non-U.S. dollar-denominated debt ranged from 0.85% to 14.85%
(with a weighted average rate of 4.75%} and 0.85% to 14.85% (with a weighted average rate of 4.65%) as of December 2011 and December 2010, respectively.

2. Floating interest rates generally are based on LIBOR or the federal funds target rate. Equity-linked and indexed instruments are included in floating-rate obligations.

3. Includes $0 and $8.58 billion as of December 2011 and December 2010, respectively, guaranteed by the FDIC under the TLGP.
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The table below presents unsecured long-term borrowings
by maturity date. In the table below:

* unsecured long-term borrowings maturing within one
year of the financial statement date and unsecured long-
term borrowings that are redeemable within one year of
the financial statement date at the option of the holder
are included as unsecured short-term borrowings;

* unsecured long-term borrowings that are repayable prior
to maturity at the option of the firm are reflected at their
contractual maturity dates; and

¢ unsecured long-term borrowings that are redeemable
prior to maturity at the option of the holders are
reflected at the dates such options become exercisable.

As of December 2011

in miflions Group Inc. Subsidiaries Total
2003 $.25024 $.185 8 25209
2014 19981 . 358 20,339
2006 16,578 272 16,850
2016 25507 o 163 .. 25,670
2017 - thereafter 79,132 6,345 85,477
Total 1 $166,222 $7,323 $173,545

1. Includes $10.84 billion related to interest rate hedges on certain unsecured
long-term borrowings, by year of maturity as follows: $542 million in 2013,
$882 million in 2014, $653 million in 2015, $1.19 billion in 2016 and $7.57 billion
in 2017 and thereafter.

As of December 2011

The aggregate contractual principal amount of unsecured long-
term borrowings (principal and non-principal protected) for
which the fair value option was elected exceeded the related fair
value by $693 million and $349 million as of December 2011

and December 2010, respectively.

The firm designates certain derivatives as fair value hedges
to effectively convert a substantial portion of its fixed-rate
unsecured long-term borrowings which are not accounted
for at fair value into floating-rate obligations. Accordingly,
excluding the cumulative impact of changes in the firm’s
credit spreads, the carrying value of unsecured long-term
borrowings approximated fair value as of December 2011
and December 2010. For unsecured long-term borrowings
for which the firm did not elect the fair value option, the
cumulative impact due to changes in the firm’s own credit
spreads would be a reduction in the carrying value of total
unsecured long-term borrowings of less than 4% as of both
December 2011 and December 2010. See Note 7 for further
information about hedging activities.

The table below presents unsecured long-term borrowings,
after giving effect to hedging activities that converted a
substantial portion of fixed-rate obligations to floating-rate
obligations.

As of December 2010

in millions Group Inc.

Subsidiaries Total Group Inc. Subsidiaries Total

Fixed-rate obligations

127,610 150,219 150,362

$166,222

$173,545  $167,619 $6,780 $174,399

1. The weighted average interest rates on the aggregate amounts were 2.59% (5.18% related to fixed-rate obligations and 2.03% related to floating-rate obligations)
and 1.90% (5.69% related to fixed-rate obligations and 1.74% related to floating-rate obligations} as of December 2011 and December 2010, respectively. These
rates exclude financial instruments accounted for at fair value under the fair value option.

2. During 2011, certain fair value hedges were de-designated resulting in a larger portion of fixed-rate debt carried at amortized cost.
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Subordinated Borrowings

Unsecured long-term borrowings include subordinated debt
and junior subordinated debt. Junior subordinated debt is junior
in right of payment to other subordinated borrowings, which
are junior to senior borrowings. As of December 2011 and

December 2010, subordinated debt had maturities ranging
from 2017 to 2038 and 2012 to 2038, respectively. The table
below presents subordinated borrowings.

As of December 2011 As of December 2010

Par Carrying Par Carrying
in millions Amount Amount Rate ! Amount Amount Rate’
Subordinated debt? $14,310 817,362 ~ 439%° $14345 ~ $16977  1.19%
Junior subordinated debt 5,085 6,533 2.43% 5,082 5,716 2.50%
Total subordinated borrowings $19,395 $23,895 3.87% $19,427 $22,693 1.54%

' Weighted average interest rate after giving effect to fair value hedges used to convert these fixed-rate obligations into floating-rate obligations. See Note 7 for
further information about hedging activities. See below for information about interest rates on junior subordinated debt.

2. Par amount and carrying amount of subordinated debt issued by Group Inc. was $13.75 billion and $16.80 billion, respectively, as of December 2011, and

$13.81 billion and $16.44 billion, respectively, as of December 2010.

w

- The increase in the weighted average interest rate as of December 2011 compared with December 2010 is primarily due to the de-designation of certain fair value

hedges resulting in a larger portion of subordinated debt carried as a fixed-rate obligation.

Junior Subordinated Debt

Junior Subordinated Debt Issued to APEX Trusts. In
2007, Group Inc. issued a total of $2.25 billion of
remarketable junior subordinated debt to Goldman Sachs
Capital II and Goldman Sachs Capital IIl (APEX Trusts),
Delaware statutory trusts. The APEX Trusts issued
$2.25 billion of guaranteed perpetual Normal Automatic
Preferred Enhanced Capital Securities (APEX) to third
parties and a de minimis amount of common securities to
Group Inc. Group Inc. also entered into contracts with the
APEX Trusts to sell $2.25 billion of Group Inc. perpetual
non-cumulative preferred stock (the stock purchase
contracts). See Note 19 for information about the preferred
stock that Group Inc. will issue in connection with the stock
purchase contracts.

The APEX Trusts are wholly-owned finance subsidiaries of
the firm for regulatory and legal purposes but are not
consolidated for accounting purposes.

The firm accounted for the stock purchase contracts as
equity instruments and, accordingly, recorded the cost of
the stock purchase contracts as a reduction to additional
paid-in capital.

The firm pays interest semi-annually on $1.75 billion of
junior subordinated debt issued to Goldman Sachs
Capital II at a fixed annual rate of 5.59% and the debt
matures on June 1, 2043. The firm pays interest quarterly
on $500 million of junior subordinated debt issued to
Goldman Sachs Capital IIT at a rate per annum equal to

three-month LIBOR plus 0.57% and the debt matures on
September 1, 2043. In addition, the firm makes contract
payments at a rate of 0.20% per annum on the stock
purchase contracts held by the APEX Trusts.

The firm has the right to defer payments on the junior
subordinated debt and the stock purchase contracts, subject
to limitations, and therefore cause payment on the APEX to
be deferred. During any such extension period, the firm will
not be permitted to, among other things, pay dividends on
or make certain repurchases of its common or preferred
stock.

In connection with the APEX issuance, the firm covenanted
in favor of certain of its debtholders, who were initially and
are currently the holders of Group Inc.’s 6.345% Junior
Subordinated Debentures due February 15, 2034, that,
subject to certain exceptions, the firm would not redeem or
purchase (i) Group Inc.’s junior subordinated debt issued to
the APEX Trusts prior to the applicable stock purchase date
or (ii) APEX or shares of Group Inc.s perpetual
Non-Cumulative Preferred Stock, Series E (Series E
Preferred Stock) or perpetual Non-Cumulative Preferred
Stock, Series F (Series F Preferred Stock) prior to the date
that is ten years after the applicable stock purchase date,
unless the applicable redemption or purchase price does not
exceed a maximum amount determined by reference to the
aggregate amount of net cash proceeds that the firm has
received from the sale of qualifying equity securities during
the 180-day period preceding the redemption or purchase.
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Junior Subordinated Debt Issued in Connection with
Trust Preferred Securities. Group Inc. issued $2.84 billion of
junior subordinated debentures in 2004 to Goldman Sachs
Capital I (Trust), a Delaware statutory trust. The Trust issued
$2.75 billion of guaranteed preferred beneficial interests to third
parties and $85 million of common beneficial interests to Group
Inc. and used the proceeds from the issuances to purchase the
junior subordinated debentures from Group Inc. The Trust is a
wholly-owned finance subsidiary of the firm for regulatory and
legal purposes but is not consolidated for accounting purposes.

The firm pays interest semi-annually on the debentures at
an annual rate of 6.345% and the debentures mature on
February 15, 2034. The coupon rate and the payment dates
applicable to the beneficial interests are the same as the
interest rate and payment dates for the debentures. The firm
has the right, from time to time, to defer payment of interest
on the debentures, and therefore cause payment on the
Trust’s preferred beneficial interests to be deferred, in each
case up to ten consecutive semi-annual periods. During any
such extension period, the firm will not be permitted to,
among other things, pay dividends on or make certain
repurchases of its common stock. The Trust is not
permitted to pay any distributions on the common
beneficial interests held by Group Inc. unless all dividends
payable on the preferred beneficial interests have been paid
in full.

Note 17.
Other Liabilities and Accrued Expenses

The table below presents other liabilities and accrued
expenses by type.

As of December

in millions 2011 2010
Compensation and benefits $ 5,701 $ 9,089
Insurance-related liabilites 18,614 11,381
Noncontroliing interests e 10 872
Income tax-related liabilities 2 533 2,042
Employee interests in consolidated funds 305 451
Subordinated liabilities issued

by consolidated VIEs 1,090 1,526
Accrued expenses and other 4,108 4,650
Total $31,801 $30,011

1. Includes $1.17 billion and $593 million related to consolidated investment
funds as of December 2011 and December 2010, respectively.

2. See Note 24 for further information about income taxes.
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The table below presents insurance-related liabilities by

type.

As of December

in millions 2011 2010
Separate account liabilites $ 329 § 4024
Liabilities for future benefits

andunpaid claims ' 14213 ... 6,308
Contract holder account balances 835 801
Reserves for guaranteed minimum death

and income benefits 270 248
Total $18,614  $11,381

1. Substantially all of the increase from December 2010 to December 2011 is related
to acquisitions. In connection with these acquisitions, the firm acquired $7.50 billion
of assets (primarily financial instruments owned, at fair value, principally consisting
of corporate debt securities) and assumed $7.10 billion of liabilities.

Separate account liabilities are supported by separate
account assets, representing segregated contract holder
funds under variable annuity and life insurance contracts.
Separate account assets are included in “Cash and securities
segregated for regulatory and other purposes.”

Liabilities for future benefits and unpaid claims include liabilities
arising from reinsurance provided by the firm to other insurers.
The firm had a receivable of $1.30 billion and $1.26 billion as of
December 2011 and December 2010, respectively, related to such
reinsurance contracts, which is reported in “Receivables from
customers and counterparties.” In addition, the firm has ceded
risks to reinsurers related to certain of its liabilities for future
benefits and unpaid claims and had a receivable of $648 million
and $839 million as of December 2011 and December 2010,
respectively, related to such reinsurance contracts, which is
reported in “Receivables from customers and counterparties.”
Contracts to cede risks to reinsurers do not relieve the firm of its
obligations to contract holders. Liabilities for future benefits and
unpaid claims include $8.75 billion and $2.05 billion carried at
fair value under the fair value option as of December 2011 and
December 2010, respectively.

Reserves for guaranteed minimum death and income
benefits represent a liability for the expected value of
guaranteed benefits in excess of projected annuity account
balances. These reserves are based on total payments
expected to be made less total fees expected to be assessed
over the life of the contract.
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Note 18.

Commitments, Contingencies and Guarantees

Commitments
The table below presents the firm’s commitments.

Total Commitments
as of December

Commitment Amount by Period
of Expiration as of December 2011

2013- 2015- 2017-

in miflions 2012 2014 2016 Thereafter 2011 2010
Commitments to extend credit?
Commercial lending:

Investment-grade $ 5,014 $ 4,266 $10,344 $

Non-investment-grade 3,939 7,608
William Street credit extension program 5,515 6,291 19,740 39 31,936 27,383
Warehouse financing 58 189 — — 247 265
Total commitments to extend credit 12,172 14,685 37,692 1,196 65745 51,897

54,522

17,964

....... 1 '145
...... 2,455
Other 5,200
Total commitments $93,458 $19,608 $38,310 $2,668 $154,044 $129,826

1. Commitments to extend credit are presented net of amounts syndicated to third parties.

2. These agreements generally settle within three business days.

3. Consists of commitments under letters of credit issued by various banks which the firm provides to counterparties in lieu of securities or cash to satisfy various

collateral and margin deposit requirements.

Commitments to Extend Credit

The firm’s commitments to extend credit are agreements to
lend with fixed termination dates and depend on the
satisfaction of all contractual conditions to borrowing. The
total commitment amount does not necessarily reflect
actual future cash flows because the firm may syndicate all
or substantial portions of these commitments and
commitments can expire unused or be reduced or cancelled
at the counterparty’s request.

The firm generally accounts for commitments to extend
credit at fair value. Losses, if any, are generally recorded,
net of any fees in “Other principal transactions.”

Commercial Lending. The firm’s commercial lending
commitments are generally extended in connection with
contingent acquisition financing and other types of
corporate lending as well as commercial real estate
financing. Commitments that are extended for contingent

acquisition financing are often intended to be short-term in
nature, as borrowers often seek to replace them with other
funding sources.

William Street Credit Extension Program. Substantially
all of the commitments provided under the William Street
credit extension program are to investment-grade corporate
borrowers. Commitments under the program are
principally extended by GS Bank USA and its subsidiaries,
including William Street Commitment Corporation
(Commitment Corp.). Historically, commitments extended
by Commitment Corp. were supported, in part, by funding
raised by Funding Corp., another consolidated wholly-
owned subsidiary of GS Bank USA. As of April 26, 2011,
the funding raised by Funding Corp. had been repaid in its
entirety. The commitments extended by Commitment
Corp. that had been supported by this funding are now
supported by funding from GS Bank USA.
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The assets and liabilities of Commitment Corp. are legally
separated from other assets and liabilities of the firm. The
assets of Commitment Corp. will not be available to its
shareholders until the claims of its creditors have been paid.
In addition, no affiliate of Commitment Corp., except in
limited cases as expressly agreed in writing, is responsible
for any obligation of Commitment Corp.

Sumitomo Mitsui Financial Group, Inc. (SMFG) provides
the firm with credit loss protection that is generally limited
to 95% of the first loss the firm realizes on approved loan
commitments, up to a maximum of approximately
$950 million, with respect to most of the William Street
commitments. In addition, subject to the satisfaction of
certain conditions, upon the firm’s request, SMFG will
provide protection for 70% of additional losses on such
commitments, up to a maximum of $1.13 billion, of which
$300 million and $375 million of protection had been
provided as of December 2011 and December 2010,
respectively. The firm also uses other financial instruments
to mitigate credit risks related to certain William Street
commitments not covered by SMFG.

Warehouse Financing. The firm provides financing to
clients who warehouse financial assets. These arrangements
are secured by the warehoused assets, primarily consisting
of residential and commercial mortgages.

Contingent and Forward Starting Resale and
Securities Borrowing Agreements/Forward Starting
Repurchase and Secured Lending Agreements

The firm enters into resale and securities borrowing
agreements and repurchase and secured lending agreements
that settle at a future date. The firm also enters into
commitments to provide contingent financing to its clients
through resale agreements. The firm’s funding of these
commitments depends on the satisfaction of all contractual
conditions to the resale agreement and these commitments
can expire unused.
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Investment Commitments

The firm’s investment commitments consist of
commitments to invest in private equity, real estate and
other assets directly and through funds that the firm raises
and manages. These commitments include $1.62 billion
and $1.97 billion as of December 2011 and
December 2010, respectively, related to real estate private
investments and $7.50 billion and $9.12 billion as of
December 2011 and December 2010, respectively, related
to corporate and other private investments. Of these
amounts, $8.38 billion and $10.10 billion as of
December 2011 and December 2010, respectively, relate to
commitments to invest in funds managed by the firm, which
will be funded at market value on the date of investment.

Leases

The firm has contractual obligations under long-term
noncancelable lease agreements, principally for office
space, expiring on various dates through 2069. Certain
agreements are subject to periodic escalation provisions for
increases in real estate taxes and other charges. The table
below presents future minimum rental payments, net of
minimum sublease rentals.

As of
December 2011

in millions

2017 - thereafter 1,380
Total $3,263

Rent charged to operating expense for the years ended
December 2011, December 2010 and December 2009 was
$475 million, $508 million and $434 million, respectively.

Operating leases include office space held in excess of
current requirements. Rent expense relating to space held
for growth is included in “Occupancy.” The firm records a
liability, based on the fair value of the remaining lease
rentals reduced by any potential or existing sublease
rentals, for leases where the firm has ceased using the space
and management has concluded that the firm will not
derive any future economic benefits. Costs to terminate a
lease before the end of its term are recognized and measured
at fair value on termination.



Notes to Consolidated Financial Statements

Contingencies

Legal Proceedings. See Note 27 for information about
legal proceedings, including certain mortgage-related
matters.

Certain Mortgage-Related Contingencies. There are
multiple areas of focus by regulators, governmental
agencies and others within the mortgage market that may
impact originators, issuers, servicers and investors. There
remains significant uncertainty surrounding the nature and
extent of any potential exposure for participants in this
market.

* Representations and Warranties. The firm has not been a
significant originator of residential mortgage loans. The firm
did purchase loans originated by others and generally
received loan-level representations of the type described
below from the originators. During the period 2005 through
2008, the firm sold approximately $10 billion of loans to
government-sponsored  enterprises and  approximately
$11 billion of loans to other third parties. In addition, the
firm transferred loans to trusts and other mortgage
securitization vehicles. As of December 2011 and
December 2010, the outstanding balance of the loans
transferred to trusts and other mortgage securitization
vehicles during the period 2005 through 2008 was
approximately $42 billion and $49 billion, respectively. This
amount reflects paydowns and cumulative losses of
approximately $83 billion ($17 billion of which are
cumulative losses) as of December 2011 and approximately
$76 billion ($14 billion of which are cumulative losses) as of
December 2010. A small number of these Goldman Sachs-
issued securitizations with an outstanding principal balance
of $635 million and total paydowns and cumulative losses of
$1.42 billion ($465 million of which are cumulative losses)
as of December 2011, and an outstanding principal balance
of $739 million and total paydowns and cumulative losses of
$1.32 billion ($410 million of which are cumulative losses)
as of December 2010, were structured with credit protection
obtained from monoline insurers. In connection with both
sales of loans and securitizations, the firm provided loan level
representations of the type described below and/or assigned
the loan level representations from the party from whom the

firm purchased the loans.

The loan level representations made in connection with
the sale or securitization of mortgage loans varied
among transactions but were generally detailed
representations applicable to each loan in the portfolio
and addressed matters relating to the property, the
borrower and the note. These representations generally
included, but were not limited to, the following:
(i) certain attributes of the borrower’s financial status;
(i1) loan-to-value ratios, owner occupancy status and
certain other characteristics of the property; (iii) the
lien position; (iv) the fact that the loan was originated
in compliance with law; and (v) completeness of the
loan documentation.

To date, repurchase claims and actual repurchases of
residential mortgage loans based upon alleged breaches of
representations have not been significant and have mainly
involved government-sponsored enterprises. During the
year ended December 2011, the firm repurchased loans
with an unpaid principal balance of less than $10 million.
During the year ended December 2010, the firm
repurchased loans with an unpaid principal balance of
less than $50 million. The loss related to the repurchase of
these loans was not material for the years ended
December 2011 and December 2010.

Ultimately, the firm’s exposure to claims for repurchase
of residential mortgage loans based on alleged breaches of
representations will depend on a number of factors
including the following: (i) the extent to which these
claims are actually made; (ii) the extent to which there are
underlying breaches of representations that give rise to
valid claims for repurchase; (iii) in the case of loans
originated by others, the extent to which the firm could be
held liable and, if it is, the firm’s ability to pursue and
collect on any claims against the parties who made
representations to the firm; (iv) macro-economic factors,
including developments in the residential real estate
market; and (v) legal and regulatory developments.

Based upon the large number of defaults in residential
mortgages, including those sold or securitized by the firm,
there is a potential for increasing claims for repurchases.
However, the firm is not in a position to make a
meaningful estimate of that exposure at this time.
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+ Foreclosure and Other Mortgage Loan Servicing
Practices and Procedures. The firm had received a
number of requests for information from regulators and
other agencies, including state attorneys general and
banking regulators, as part of an industry-wide focus on
the practices of lenders and servicers in connection with
foreclosure proceedings and other aspects of mortgage
loan servicing practices and procedures. The requests
sought information about the foreclosure and servicing
protocols and activities of Litton, a residential mortgage
servicing subsidiary sold by the firm to a third-party
purchaser in the third quarter of 2011. The firm is
cooperating with the requests and these inquiries may
result in the imposition of fines or other regulatory
action. In the third quarter of 2010, prior to the firm’s
sale of Litton, Litton had temporarily suspended
evictions and foreclosure and real estate owned sales in a
number of states, including those with judicial
foreclosure procedures. Litton resumed these activities
beginning in the fourth quarter of 2010. In connection
with the sale of Litton, the firm agreed to provide certain
representations and warranties, and specific indemnities
related to Litton’s servicing and foreclosure practices
prior to the close of the sale. The liability associated
with certain of these indemnities has been capped. For
indemnities not subject to a cap, management is unable
to develop an estimate of the maximum potential
amount of future payments because no amounts have
yet been specified or claimed. However, management
does not believe, based on currently available
information, that any payments under these indemnities
will have a material adverse effect on the firm’s financial
condition.

On September 1, 2011, Group Inc. and GS Bank USA
entered into a Consent Order (the Order) with the Board
of Governors of the Federal Reserve System (Federal
Reserve Board) relating to the servicing of residential
mortgage loans. The terms of the Order are substantially
similar and, in many respects, identical to the orders
entered into with the Federal Reserve Board by other
large U.S. financial institutions. The Order sets forth
various allegations of improper conduct in servicing by

164 Goldman Sachs 2011 Annual Report

Litton, requires that Group Inc. and GS Bank USA cease
and desist such conduct, and requires that Group Inc. and
GS Bank USA, and their boards of directors, take various
affirmative steps. The Order requires (i) Group Inc. and
GS Bank USA to engage a third-party consultant to
conduct a review of certain foreclosure actions or
proceedings that occurred or were pending between
January 1, 2009 and December 31, 2010; (ii) the
adoption of policies and procedures related to
management of third parties used to outsource residential
mortgage servicing, loss mitigation or foreclosure; (iii) a
“validation report” from an independent third-party
consultant regarding compliance with the Order for the
first year; and (iv) submission of quarterly progress
reports as to compliance with the Order by the boards of
directors (or committees thereof) of Group Inc. and GS
Bank USA.

In addition, on September 1, 2011, GS Bank USA entered
into an Agreement on Mortgage Servicing Practices with
the New York State Banking Department, Litton and the
acquirer of Litton relating to the servicing of residential
mortgage loans, and, in a related agreement with the
New York State Banking Department, Group Inc. agreed
to forgive 25% of the unpaid principal balance on certain
delinquent first lien residential mortgage loans owned by
Group Inc. or a subsidiary, totaling approximately
$13 million in principal forgiveness.

Guaranteed Minimum Death and Income Benefits. In
connection with its insurance business, the firm is contingently
liable to provide guaranteed minimum death and income benefits
to certain contract holders and has established a reserve related to
$5.52 billion and $6.11 billion of contract holder account
balances as of December 2011 and December 2010, respectively,
for such benefits. The weighted average attained age of these
contract holders was 69 years for both December 2011 and
December 2010.

The net amount at risk, representing guaranteed minimum
death and income benefits in excess of contract holder
account balances, was $1.51 billion and $1.60 billion as of
December 2011 and December 2010, respectively. See
Note 17 for further information about insurance liabilities.
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Guarantees

The firm enters into various derivatives that meet the
definition of a guarantee under U.S. GAAP, including
written equity and commodity put options, written
currency contracts and interest rate caps, floors and
swaptions. Disclosures about derivatives are not required if
they may be cash settled and the firm has no basis to
conclude it is probable that the counterparties held the
underlying instruments at inception of the contract. The
firm has concluded that these conditions have been met for
certain large, internationally active commercial and
investment bank counterparties and certain other
counterparties. Accordingly, the firm has not included such
contracts in the table below.

The firm, in its capacity as an agency lender, indemnifies
most of its securities lending customers against losses
incurred in the event that borrowers do not return securities
and the collateral held is insufficient to cover the market
value of the securities borrowed.

In the ordinary course of business, the firm provides other
financial guarantees of the obligations of third parties (e.g.,
standby letters of credit and other guarantees to enable

clients to complete transactions and fund-related
guarantees). These guarantees represent obligations to
make payments to beneficiaries if the guaranteed party fails
to fulfill its obligation under a contractual arrangement
with that beneficiary.

The table below presents certain information about
derivatives that meet the definition of a guarantee and
certain other guarantees. The maximum payout in the table
below is based on the notional amount of the contract and
therefore does not represent anticipated losses. See Note 7
for further information about credit derivatives that meet
the definition of a guarantee which are not included below.

Because derivatives are accounted for at fair value, the
carrying value is considered the best indication of payment/
performance risk for individual contracts. However, the
carrying values below exclude the effect of a legal right of
setoff that may exist under an enforceable netting
agreement and the effect of netting of cash collateral posted
under credit support agreements.

As of December 2011

Maximum Payout/Notional Amount by Period of Expiration

Carrying

Value of 2013- 2015- 2017-
in millions Net Liability 2012 2014 2016 - Thereafter Total
Derivatves® $11,881 $486,244  $206,853 $53,743 $49,576 $796,416
Securities lending indemnifications 2 27,798 - T T 27,798
Other financial guarantees 3 205 625 795 1,209 939 3,668

1. These derivatives are risk managed together with derivatives that do not meet the definition of a guarantee, and therefore these amounts do not reflect the firm’s
overall risk related to its derivative activities. As of December 2010, the carrying value of the net liability related to derivative guarantees was $8.26 billion.

2. Collateral held by the lenders in connection with securities lending indemnifications was $28.58 billion as of December 2011. Because the contractual nature of
these arrangements requires the firm to obtain collateral with a market value that exceeds the value of the securities lent to the borrower, there is minimal

performance risk associated with these guarantees.

3. Other financial guarantees excludes certain commitments to issue standby letters of credit that are included in “Commitments to extend credit.” See table in
“Commitments” above for a summary of the firm’s commitments. As of December 2010, the carrying value of the net liability related to other financial guarantees

was $28 million.
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Guarantees of Securities Issued by Trusts. The firm has
established trusts, including Goldman Sachs Capital I, II
and III, and other entities for the limited purpose of issuing
securities to third parties, lending the proceeds to the firm
and entering into contractual arrangements with the firm
and third parties related to this purpose. The firm does not
consolidate these entities. See Note 16 for further
information about the transactions involving Goldman

Sachs Capital I, Il and T1I.

The firm effectively provides for the full and unconditional
guarantee of the securities issued by these entities. Timely
payment by the firm of amounts due to these entities under
the borrowing, preferred stock and related contractual
arrangements will be sufficient to cover payments due on
the securities issued by these entities.

Management believes that it is unlikely that any
circumstances will occur, such as nonperformance on the
part of paying agents or other service providers, that would
make it necessary for the firm to make payments related to
these entities other than those required under the terms of
the borrowing, preferred stock and related contractual
arrangements and in connection with certain expenses
incurred by these entities.

Indemnities and Guarantees of Service Providers. In
the ordinary course of business, the firm indemnifies and
guarantees certain service providers, such as clearing and
custody agents, trustees and administrators, against
specified potential losses in connection with their acting as
an agent of, or providing services to, the firm or its
affiliates.

The firm also indemnifies some clients against potential
losses incurred in the event specified third-party service
providers, including sub-custodians and third-party
brokers, improperly execute transactions. In addition, the
firm is a member of payment, clearing and settlement
networks as well as securities exchanges around the world
that may require the firm to meet the obligations of such
networks and exchanges in the event of member defaults.

In connection with its prime brokerage and clearing
businesses, the firm agrees to clear and settle on behalf of its
clients the transactions entered into by them with other

166 Goldman Sachs 2011 Annual Report

brokerage firms. The firm’s obligations in respect of such
transactions are secured by the assets in the client’s account
as well as any proceeds received from the transactions
cleared and settled by the firm on behalf of the client. In
connection with joint venture investments, the firm may
issue loan guarantees under which it may be liable in the
event of fraud, misappropriation, environmental liabilities
and certain other matters involving the borrower.

The firm is unable to develop an estimate of the maximum
payout under these guarantees and indemnifications.
However, management believes that it is unlikely the firm
will have to make any material payments under these
arrangements, and no material liabilities related to these
guarantees and indemnifications have been recognized in
the consolidated statements of financial condition as of
December 2011 and December 2010.

Other Representations, Warranties and Indemnifications.
The firm provides representations and warranties to
counterparties in connection with a variety of commercial
transactions and occasionally indemnifies them against potential
losses caused by the breach of those representations and
warranties. The firm may also provide indemnifications
protecting against changes in or adverse application of certain
U.S. tax laws in connection with ordinary-course transactions
such as securities issuances, borrowings or derivatives.

In addition, the firm may provide indemnifications to some
counterparties to protect them in the event additional taxes
are owed or payments are withheld, due either to a change
in or an adverse application of certain non-U.S. tax laws.

These indemnifications generally are standard contractual
terms and are entered into in the ordinary course of
business. Generally, there are no stated or notional
amounts included in these indemnifications, and the
contingencies triggering the obligation to indemnify are not
expected to occur. The firm is unable to develop an estimate
of the maximum payout under these guarantees and
indemnifications. However, management believes that it is
unlikely the firm will have to make any material payments
under these arrangements, and no material liabilities related
to these arrangements have been recognized in the
consolidated statements of financial condition as of
December 2011 and December 2010.
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Guarantees of Subsidiaries. Group Inc. fully and
unconditionally guarantees the securities issued by GS
Finance Corp., a wholly-owned finance subsidiary of the
firm.

Group Inc. has guaranteed the payment obligations of
Goldman, Sachs & Co. (GS&Co.), GS Bank USA, GS Bank
Europe and Goldman Sachs Execution & Clearing, L.P.
(GSEC), subject to certain exceptions.

In November 2008, the firm contributed subsidiaries into
GS Bank USA, and Group Inc. agreed to guarantee the
reimbursement of certain losses, including credit-related
losses, relating to assets held by the contributed entities. In
connection with this guarantee, Group Inc. also agreed to
pledge to GS Bank USA certain collateral, including
interests in subsidiaries and other illiquid assets.

In addition, Group Inc. guarantees many of the obligations of its
other consolidated subsidiaries on a transaction-by-transaction
basis, as negotiated with counterparties. Group Inc. is unable to
develop an estimate of the maximum payout under its subsidiary
guarantees; however, because these guaranteed obligations are
also obligations of consolidated subsidiaries included in the table
above, Group Inc.’s liabilities as guarantor are not separately
disclosed.

Group Inc. has established a program for the issuance of securities
by Goldman Sachs Secured Finance Limited insured by
GS Secured Guaranty Company Limited (SGCL), a
wholly-owned subsidiary of Group Inc. that is a financial
guaranty insurer organized under the laws of Bermuda. The funds
raised by SGCL are used to enter into repurchase transactions
with GS&Co. and Goldman Sachs International (GSI). Group
Inc. has fully and unconditionally guaranteed the securities issued
by Goldman Sachs Secured Finance Limited, as well as the
obligations of GS&Co. and GSI under their respective repurchase
transactions. Group Inc. has not guaranteed the obligations of
SGCL. The assets and liabilities of SGCL are legally separated
from other assets and liabilities of the firm. The assets of SGCL
will not be available to any holder of its capital stock until the
claims of creditors have been paid.

Note 19.
Shareholders’ Equity

Common Equity

Dividends declared per common share were $1.40 in 2011,
$1.40 in 2010 and $1.05 in 2009. On January 17, 2012,
Group Inc. declared a dividend of $0.35 per common share
to be paid on March 29, 2012 to common shareholders of
record on March 1, 2012.

On July 1, 2011, the firm issued $103 million of common
stock (774,823 shares) in connection with the acquisition of
GS Australia.

The firm’s share repurchase program is intended to help
maintain the appropriate level of common equity and to
substantially offset increases in share count over time
resulting from employee share-based compensation. The
repurchase program is effected primarily through regular
open-market purchases, the amounts and timing of which
are determined primarily by the firm’s current and
projected capital positions (i.e., comparisons of the firm’s
desired level and composition of capital to its actual level
and composition of capital) and the issuance of shares
resulting from employee share-based compensation, but
which may also be influenced by general market conditions
and the prevailing price and trading volumes of the firm’s
common stock. Any repurchase of the firm’s common stock
requires approval by the Federal Reserve Board.

During 2011, 2010 and 2009, the firm repurchased
47.0 million, 25.3 million and 19,578 shares of its common
stock at an average cost per share of $128.33, $164.48 and
$80.83, for a total cost of $6.04 billion, $4.16 billion and
$2 million, respectively, under the share repurchase
program. In addition, pursuant to the terms of certain
share-based compensation plans, employees may remit
shares to the firm or the firm may cancel restricted stock
units (RSUs) to satisfy minimum statutory employee tax
withholding requirements. Under these plans, during 2011,
2010 and 2009, employees remitted 75,517 shares,
164,172 shares and 4,506 shares with a total value of
$12 million, $25 million and $342,153 and the firm
cancelled 12.0 million, 6.2 million and 11.2 million of
RSUs with a total value of $1.91 billion, $972 million and
$863 million, respectively.
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Preferred Equity

The table below presents perpetual preferred stock issued and outstanding.

Redemption

Shares Shares Shares Earliest Value

Series Authorized Issued Outstanding Dividend Rate Redemption Date {in millions)

A 50,000 30,000 29,999 3 month LIBOR + 0.75%, April 25, 2010 $ 750
with floor of 3.75% per annum

B 50,000 32,000 32,000 6.20% per annum October 31, 2010 800

Cc 25,000 8,000 8,000 3 month LIBOR + 0.75%, October 31, 2010 200

with floor of 4.00% perannum

D 60,000 54,000 53,999 3 month LIBOR + 0.67%, May 24, 2011 1,350
with floor of 4.00% per annum

185,000 124,000 123,998 $3,100

Each share of non-cumulative Series A Preferred Stock, Series
B Preferred Stock, Series C Preferred Stock and Series D
Preferred Stock issued and outstanding has a par value of
$0.01, has a liquidation preference of $25,000, is represented
by 1,000 depositary shares and is redeemable at the firm’s
option, subject to the approval of the Federal Reserve Board,
at a redemption price equal to $25,000 plus declared and
unpaid dividends.

All series of preferred stock are pari passu and have a
preference over the firm’s common stock on liquidation.
Dividends on each series of preferred stock, if declared, are
payable quarterly in arrears. The firm’s ability to declare or
pay dividends on, or purchase, redeem or otherwise
acquire, its common stock is subject to certain restrictions
in the event that the firm fails to pay or set aside full
dividends on the preferred stock for the latest completed
dividend period.

In 2007, the Board of Directors of Group Inc. (Board)
authorized 17,500.1 shares of Series E Preferred Stock, and
5,000.1 shares of Series F Preferred Stock, in connection
with the APEX Trusts. See Note 16 for further information
about the APEX Trusts.

Under the stock purchase contracts with the APEX Trusts,
Group Inc. will issue $2.25 billion of preferred stock, in the
aggregate, on the relevant stock purchase dates (on or
before June 1, 2013 and September 1, 2013 for Series E and
Series F Preferred Stock, respectively), comprised of one
share of Series E and Series F Preferred Stock to Goldman
Sachs Capital II and III, respectively, for each $100,000
principal amount of subordinated debt held by these trusts.
When issued, each share of Series E and Series F Preferred
Stock will have a par value of $0.01 and a liquidation
preference of $100,000 per share.
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Dividends on Series E Preferred Stock, if declared, will be
payable semi-annually at a fixed annual rate of 5.79% if the
stock is issued prior to June 1, 2012 and quarterly
thereafter, at a rate per annum equal to the greater of

(i) three-month LIBOR plus 0.77% and (ii) 4.00%.

Dividends on Series F Preferred Stock, if declared, will be
payable quarterly at a rate per annum equal to three-month
LIBOR plus 0.77% if the stock is issued prior to
September 1, 2012 and quarterly thereafter, at a rate per
annum equal to the greater of (i) three-month LIBOR plus
0.77% and (ii) 4.00%.

The preferred stock may be redeemed at the option of the
firm on the stock purchase dates or any day thereafter,
subject to approval from the Federal Reserve Board and
certain covenant restrictions governing the firm’s ability to
redeem or purchase the preferred stock without issuing
common stock or other instruments with equity-like
characteristics.
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In June 2009, Group Inc. repurchased from the U.S. Treasury
the 10.0 million shares of the Company’s Fixed Rate
Cumulative Perpetual Preferred Stock, Series H (Series H
Preferred Stock), that were issued to the U.S. Treasury pursuant
to the U.S. Treasury’s TARP Capital Purchase Program. The
repurchase resulted in a preferred dividend of $426 million
(calculated as the difference between the carrying value and
redemption value of the preferred stock), which is included in
the consolidated statement of earnings for 2009. The repurchase
also resulted in the payment of $44 million of accrued dividends.
In connection with the issuance of the Series H Preferred Stock
in October 2008, the firm issued a 10-year warrant to the U.S.
Treasury to purchase up to 12.2 million shares of common
stock at an exercise price of $122.90 per share. The firm
repurchased this warrant in full in July 2009 for $1.1 billion.
This amount was recorded as a reduction to additional paid-in
capital.

During 2011, the firm redeemed the 50,000 shares of the
firm’s 10% Cumulative Perpetual Preferred Stock, Series G
(Series G Preferred Stock) held by Berkshire Hathaway Inc.

and certain of its subsidiaries (collectively, Berkshire
Hathaway) for the stated redemption price of $5.50 billion
($110,000 per share), plus accrued and unpaid dividends.
In connection with this redemption, the firm recognized a
preferred dividend of $1.64 billion (calculated as the
difference between the carrying value and the redemption
value of the preferred stock), which is included in the
consolidated statement of earnings for 2011. Berkshire
Hathaway continues to hold a five-year warrant, issued in
October 2008, to purchase up to 43.5 million shares of
common stock at an exercise price of $115.00 per share.

On January 12, 2012, Group Inc. declared dividends of
$239.58, $387.50, $255.56 and $255.56 per share of
Series A Preferred Stock, Series B Preferred Stock, Series C
Preferred Stock and Series D Preferred Stock, respectively,
to be paid on February 10, 2012 to preferred shareholders
of record on January 26, 2012.

The table below presents preferred dividends declared on
preferred stock.

Year Ended December

2011 2010 2009

per share in miflions per share in millions per share in milfions
SBES A § 95051 ... $28 8 95081 $28 8 71094 . $21
Series B . 155000 . 50 155000 .. 50 116250 38
SEMOSC i 101380 8 . 1,013.90 8 758.34 .8
Series D 1,013.90 95 101390 . i 7834 41
Series G ! 250000 o 125 1000000 500 ...7.50000 ... 375
Series H 2 - - — — 12.50 125
Total $266 $641 $606

1. Amount for the year ended December 2011 excludes preferred dividends related to the redemption of the firm's Series G Preferred Stock.

2. Amount for the year ended December 2009 excludes the preferred dividend related to the repurchase of the TARP Series H Preferred Stock, as well as accrued

dividends paid on repurchase of the Series H Preferred Stock.

Accumulated Other Comprehensive Income/(Loss)
The table below presents accumulated other comprehensive income/(loss) by type.

As of December

in millions 2011 2010
Currency translation adjustment, Netof tax e $(225) 8(170)
Pension and postretirement liability adjustments, netoftax (374) (229)
Net unrealized gains on available-for-sale securities, net of tax ' 83 113
Total accumulated other comprehensive loss, net of tax $(516) $(286)

1. Substantially all consists of net unrealized gains on securities held by the firm's insurance subsidiaries as of both December 2011 and December 2010.
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Note 20.
Regulation and Capital Adequacy

The Federal Reserve Board is the primary regulator of
Group Inc., a bank holding company and a financial
holding company under the U.S. Bank Holding Company
Act of 1956. As a bank holding company, the firm is subject
to consolidated regulatory capital requirements that are
computed in accordance with the Federal Reserve Board’s
capital adequacy regulations currently applicable to bank
holding companies (which are based on the ‘Basel 1’
Capital Accord of the Basel Committee on Banking
Supervision (Basel Committee)). These capital requirements
are expressed as capital ratios that compare measures of
capital to risk-weighted assets (RWAs). The firm’s bank
depository institution subsidiaries, including GS Bank USA,
are subject to similar capital requirements.

Under the Federal Reserve Board’s capital adequacy
requirements and the regulatory framework for prompt
corrective action that is applicable to GS Bank USA, the
firm and its bank depository institution subsidiaries must
meet specific capital requirements that involve quantitative
measures of assets, liabilities and certain off-balance-sheet
items as calculated under regulatory reporting practices.
The firm and its bank depository institution subsidiaries’
capital amounts, as well as GS Bank USA’s prompt
corrective action classification, are also subject to
qualitative judgments by the regulators about components,
risk weightings and other factors.

Many of the firm’s subsidiaries, including GS&Co. and the
firm’s other broker-dealer subsidiaries, are subject to
separate regulation and capital requirements as described
below.

Group Inc.

Federal Reserve Board regulations require bank holding
companies to maintain a minimum Tier 1 capital ratio of
4% and a minimum total capital ratio of 8%. The required
minimum Tier 1 capital ratio and total capital ratio in order
to be considered a “well-capitalized” bank holding
company under the Federal Reserve Board guidelines are
6% and 10%, respectively. Bank holding companies may
be expected to maintain ratios well above the minimum
levels, depending on their particular condition, risk profile
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and growth plans. The minimum Tier 1 leverage ratio is
3% for bank holding companies that have received the
highest supervisory rating under Federal Reserve Board
guidelines or that have implemented the Federal Reserve
Board’s risk-based capital measure for market risk.
Other bank holding companies must have a minimum
Tier 1 leverage ratio of 4%.

The table below presents information regarding Group
Inc.’s regulatory capital ratios.

As of December

$ in millions 2011 2010
$ _ 63,262 $ 71,233

Tier 1 capital

Risk-weighted assets $457,027 $444,290

Tier 1 capitalratio L 138% 16.0%
Total capital rato ~~~~~~~~~~~ 169% 19.1%
Tier 1 leverage ratio 7.0% 8.0%

RWAs under the Federal Reserve Board’s risk-based capital
guidelines are calculated based on the amount of market
risk and credit risk. RWAs for market risk are determined
by reference to the firm’s Value-at-Risk (VaR) models,
supplemented by other measures to capture risks not
reflected in VaR models. Credit risk for on-balance sheet
assets is based on the balance sheet value. For off-balance
sheet exposures, including OTC derivatives and
commitments, a credit equivalent amount is calculated
based on the notional amount of each trade. All such assets
and amounts are then assigned a risk weight depending on,
among other things, whether the counterparty is a
sovereign, bank or qualifying securities firm or other entity
(or if collateral is held, depending on the nature of the
collateral).

Tier 1 leverage ratio is defined as Tier 1 capital under Basel
1 divided by average adjusted total assets (which includes
adjustments for disallowed goodwill and intangible assets,
and the carrying value of equity investments in
non-financial companies that are subject to deductions
from Tier 1 capital).
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Regulatory Reform

The firm is currently working to implement the requirements
set out in the Federal Reserve Board’s Risk-Based Capital
Standards: Advanced Capital Adequacy Framework —
Basel 2, as applicable to Group Inc. as a bank holding
company (Basel 2), which are based on the advanced
approaches under the Revised Framework for the
International Convergence of Capital Measurement and
Capital Standards issued by the Basel Committee. U.S.
banking regulators have incorporated the Basel 2 framework
into the existing risk-based capital requirements by requiring
that internationally active banking organizations, such as
Group Inc., adopt Basel 2, once approved to do so by
regulators. As required by the Dodd-Frank Act, U.S. banking
regulators have adopted a rule that requires large banking
organizations, upon adoption of Basel 2, to continue to
calculate risk-based capital ratios under both Basel 1 and Basel
2. For each of the Tier 1 and Total capital ratios, the lower of
the Basel 1 and Basel 2 ratios calculated will be used to
determine whether the bank meets its minimum risk-based
capital requirements.

In December 2011, the U.S. federal bank regulatory
agencies issued revised proposals to modify their market
risk regulatory capital requirements for banking
organizations in the United States that have significant
trading activities. These modifications are designed to
address the adjustments to the market risk framework that
were announced by the Basel Committee in June 2010
(Basel 2.5), as well as the prohibition in the use of
credit ratings, as required by the Dodd-Frank Act. Once
implemented, it is likely that these changes will result in
increased capital requirements for market risk.

Additionally, the guidelines issued by the Basel Committee
in December 2010 (Basel 3) revise the definition of Tier 1
capital, introduce Tier 1 common equity as a regulatory
metric, set new minimum capital ratios (including a new
“capital conservation buffer,” which must be composed
exclusively of Tier 1 common equity and will be in addition
to the minimum capital ratios), introduce a Tier 1 leverage
ratio within international guidelines for the first time, and
make substantial revisions to the computation of RWAs for
credit exposures. Implementation of the new requirements
is expected to take place over the next several years. The
federal banking agencies have not yet proposed rules to
implement the Basel 3 guidelines in the United States.

The Basel Committee has published its final provisions for
assessing the global systemic importance of banking
institutions and the range of additional Tier 1 common
equity that should be maintained by banking institutions
deemed to be globally systemically important. The additional
capital for these institutions would initially range from 1% to
2.5% of Tier 1 common equity and could be as much as
3.5% for a bank that increases its systemic footprint (e.g., by
increasing total assets). The firm was one of 29 institutions
identified by the Financial Stability Board (established at the
direction of the leaders of the Group of 20) as globally
systemically important under the Basel Committee’s
methodology. Therefore, depending upon the manner and
timing of the U.S. banking regulators’ implementation of the
Basel Committee’s methodology, the firm expects that the
minimum Tier 1 common ratio requirement applicable to the
firm will include this additional capital assessment. The final
determination of whether an institution is classified as
globally systemically important and the calculation of the
required additional capital amount is expected to be
disclosed by the Basel Committee no later than
November 2014 based on data through the end of 2013.

The Federal Reserve Board has proposed regulations
designed to strengthen the regulation and supervision of large
bank holding companies and systemically important
nonbank financial firms. These proposals address risk-based
capital and leverage requirements, liquidity requirements,
stress tests, single counterparty limits and early remediation
requirements that are designed to address financial weakness
at an early stage. Although many of the proposals mirror
initiatives to which bank holding companies are already
subject, their full impact on the firm will not be known with
certainty until the rules are finalized.

The Dodd-Frank Act will subject the firm at a firmwide
level to the same leverage and risk-based capital
requirements that apply to depository institutions and
directs banking regulators to impose additional capital
requirements as disclosed above. The Federal Reserve
Board is expected to adopt the new leverage and risk-based
capital regulations in 2012. As a consequence of these
changes, Tier 1 capital treatment for the firm’s junior
subordinated debt issued to trusts will be phased out over a
three-year period beginning on January 1, 2013. The
interaction among the Dodd-Frank Act, the Basel
Committee’s proposed changes and other proposed or
announced changes from other governmental entities and
regulators adds further uncertainty to the firm’s future
capital requirements and those of our subsidiaries.
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A number of other governmental entities and regulators,
including the European Union (EU) and the UXK.s
Financial Services Authority (FSA), have also proposed or
announced changes that will result in increased capital
requirements for financial institutions.

As a consequence of these developments, the firm expects
minimum capital ratios required to be maintained under
Federal Reserve Board regulations will be increased and
changes in the prescribed calculation methodology are
expected to result in higher RWAs and lower capital ratios
than those currently computed.

The capital and liquidity requirements of several of the firm’s
subsidiaries will also be impacted in the future by the various
developments arising from the Basel Committee, the Dodd-
Frank Act, and other governmental entities and regulators.

Bank Subsidiaries

GS Bank USA, an FDIC-insured, New York State-chartered
bank and a member of the Federal Reserve System, is
supervised and regulated by the Federal Reserve Board, the
FDIC and the New York State Department of Financial
Services (formerly the New York State Banking
Department) and is subject to minimum capital
requirements (described below) that are calculated in a
manner similar to those applicable to bank holding
companies. GS Bank USA computes its capital ratios in
accordance with the regulatory capital guidelines currently
applicable to state member banks, which are based on
Basel 1 as implemented by the Federal Reserve Board, for
purposes of assessing the adequacy of its capital. Under the
regulatory framework for prompt corrective action that is
applicable to GS Bank USA, in order to be considered a
“well-capitalized” depository institution, GS Bank USA
must maintain a Tier 1 capital ratio of at least 6%, a total
capital ratio of at least 10% and a Tier 1 leverage ratio of at
least 5%. GS Bank USA has agreed with the Federal Reserve
Board to minimum capital ratios in excess of these “well-
capitalized” levels. Accordingly, for a period of time, GS
Bank USA is expected to maintain a Tier 1 capital ratio of at
least 8%, a total capital ratio of at least 11% and a Tier 1
leverage ratio of at least 6%. As noted in the table below, GS
Bank USA was in compliance with these minimum capital
requirements as of December 2011 and December 2010.
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The table below presents information regarding GS Bank
USA’s regulatory capital ratios under Basel 1 as
implemented by the Federal Reserve Board.

As of December

$.in millions 2011 2010
Tier 1 capital $ 19,251 $18,604
Tier2capital 6’ 5,004
Total capital 19,257 23,608
Risk-weighted assets 112,824 98,719
Tier 1 capital ratio 17.1% 18.8%
Total capital ratio 17.1%? 23.9%
Tier 1 leverage ratio 18.5% 19.5%

1. The decrease from December 2010 to December 2011 is primarily related to
GS Bank USA's repayment of $5.00 billion of subordinated debt to Group Inc.
and $1.00 billion dividend to Group Inc. during 2011.

GS Bank USA is currently working to implement the Basel 2
framework, as implemented by the Federal Reserve Board.
Similar to the firm’s requirement as a bank holding
company, GS Bank USA is required to adopt Basel 2, once
approved to do so by regulators. In addition, the capital
requirements for GS Bank USA are expected to be impacted
by changes to the Basel Committee’s capital guidelines, as
outlined above. Furthermore, the firm expects that GS Bank
USA will be impacted by aspects of the Dodd-Frank Act,
including stress test and resolution plan requirements.

The deposits of GS Bank USA are insured by the FDIC to
the extent provided by law. The Federal Reserve Board
requires depository institutions to maintain cash reserves
with a Federal Reserve Bank. The amount deposited by the
firm’s depository institution held at the Federal Reserve
Bank was approximately $40.06 billion and $28.12 billion
as of December 2011 and December 2010, respectively,
which exceeded required reserve amounts by $39.51 billion
and $27.45 billion as of December 2011 and December
2010, respectively.
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Transactions between GS Bank USA and its subsidiaries
and Group Inc. and its subsidiaries and affiliates (other
than, generally, subsidiaries of GS Bank USA) are regulated
by the Federal Reserve Board. These regulations generally
limit the types and amounts of transactions (including loans
to and borrowings from GS Bank USA) that may take place
and generally require those transactions to be on an arm’s-
length basis.

Goldman Sachs International Bank, a wholly-owned credit
institution, regulated by the FSA, and GS Bank Europe, a
wholly-owned credit institution, regulated by the Central
Bank of Ireland, are both subject to minimum capital
requirements. As of December 2011 and December 2010,
Goldman Sachs International Bank and GS Bank Europe
were in compliance with all regulatory capital requirements.

Broker-Dealer Subsidiaries

The firm’s U.S. regulated broker-dealer subsidiaries include
GS&Co. and GSEC. GS&Co. and GSEC are registered U.S.
broker-dealers and futures commission merchants, and are
subject to regulatory capital requirements, including those
imposed by the SEC, the U.S. Commodity Futures Trading
Commission (CFTC), Chicago Mercantile Exchange, the
Financial Industry Regulatory Authority, Inc. (FINRA) and
the National Futures Association. Rule 15¢3-1 of the SEC
and Rule 1.17 of the CFTC specify uniform minimum net
capital requirements, as defined, for their registrants, and
also effectively require that a significant part of the
registrants’ assets be kept in relatively liquid form. GS&Co.
and GSEC have elected to compute their minimum capital
requirements in accordance with the “Alternative Net
Capital Requirement” as permitted by Rule 15¢3-1.

As of December 2011, GS&Co. had regulatory net capital,
as defined by Rule 15c3-1, of $11.24 billion, which
exceeded the amount required by $9.34 billion. As of
December 2011, GSEC had regulatory net capital, as
defined by Rule 15¢3-1, of $2.10 billion, which exceeded
the amount required by $2.00 billion.

In addition to its alternative minimum net capital
requirements, GS&Co. is also required to hold tentative net
capital in excess of $1 billion and net capital in excess of
$500 million in accordance with the market and credit risk
standards of Appendix E of Rule 15¢3-1. GS&Co. is also
required to notify the SEC in the event that its tentative net
capital is less than $5 billion. As of December 2011 and
December 2010, GS&Co. had tentative net capital and net
capital in excess of both the minimum and the notification
requirements.

Insurance Subsidiaries

The firm has U.S. insurance subsidiaries that are subject to
state insurance regulation and oversight in the states in
which they are domiciled and in the other states in which
they are licensed. In addition, certain of the firm’s insurance
subsidiaries outside of the U.S. are regulated by the FSA and
certain are regulated by the Bermuda Monetary Authority.
The firm’s insurance subsidiaries were in compliance with
all regulatory capital requirements as of December 2011
and December 2010.

Other Non-U.S. Regulated Subsidiaries

The firm’s principal non-U.S. regulated subsidiaries include
GSI and Goldman Sachs Japan Co., Ltd. (GSJCL). GSI, the
firm’s regulated U.K. broker-dealer, is subject to the capital
requirements imposed by the FSA. GSJCL, the firm’s
regulated Japanese broker-dealer, is subject to the capital
requirements imposed by Japan’s Financial Services Agency.
As of December 2011 and December 2010, GSI and GSJCL
were in compliance with their local capital adequacy
requirements. Certain other non-U.S. subsidiaries of the firm
are also subject to capital adequacy requirements
promulgated by authorities of the countries in which they
operate. As of December 2011 and December 2010, these
subsidiaries were in compliance with their local capital
adequacy requirements.

Restrictions on Payments

The regulatory requirements referred to above restrict
Group Inc.’s ability to withdraw capital from its regulated
subsidiaries. As of December 2011 and December 2010,
approximately $25.53 billion and $24.70 billion,
respectively, of net assets of regulated subsidiaries were
restricted as to the payment of dividends to Group Inc. In
addition to limitations on the payment of dividends
imposed by federal and state laws, the Federal Reserve
Board, the FDIC and the New York State Department of
Financial Services have authority to prohibit or to limit the
payment of dividends by the banking organizations they
supervise (including GS Bank USA) if, in the relevant
regulator’s opinion, payment of a dividend would
constitute an unsafe or unsound practice in the light of the
financial condition of the banking organization.
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Note 21.
Earnings Per Common Share

Basic earnings per common share (EPS) is calculated by
dividing net earnings applicable to common shareholders
by the weighted average number of common shares
outstanding. Common shares outstanding includes
common stock and RSUs for which no future service is
required as a condition to the delivery of the underlying
common stock. Diluted EPS includes the determinants of

basic EPS and, in addition reflects the dilutive effect of the
common stock deliverable for stock warrants and options
and for RSUs for which future service is required as a
condition to the delivery of the underlying common stock.

The table below presents the computations of basic and
diluted EPS.

Year Ended December

in millions, except per share amounts 2011 2010 2009
Numerator for basic and diluted EPS — net earnings applicable to common shareholders $2,510 $7,713 $12,192
Denominator for basic EPS — weighted average number of common shares ] 524.6 5420 ..5123
Effect of dilutive securities:
O S eeeeeeeeeeeeeeeeeeee 186 o d®0 15.7
Stock options and warrants 17.7 28.3 22.9
Dilutive potential common shares . 32.3 43.3 38.6
Denominator for diluted EPS — weighted average number of common shares and dilutive
potential common shares 556.9 585.3 550.9
oLt . $.471 $14.15 $ 2374
Diluted EPS ' 4.51 13.18 22.13

In the table above, unvested share-based payment awards
that have non-forfeitable rights to dividends or dividend
equivalents are treated as a separate class of securities in
calculating EPS. The impact of applying this methodology
was a reduction in basic EPS of $0.07, $0.08 and $0.06 for
the years ended December 2011, December 2010 and
December 2009, respectively.

in millions

The diluted EPS computations in the table above do not
include the following:

Year Ended December
2011 2010 2009

Number of antidilutive RSUs and common shares underlying antidilutive stock options and warrants 9.2 6.2 24.7
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Note 22.
Transactions with Affiliated Funds

The firm has formed numerous nonconsolidated investment
funds with third-party investors. The firm generally acts as
the investment manager for these funds and, as such, is
entitled to receive management fees and, in certain cases,
advisory fees or incentive fees from these funds.
Additionally, the firm invests alongside the third-party
investors in certain funds.

The tables below present fees earned from affiliated funds,
fees receivable from affiliated funds and the aggregate
carrying value of the firm’s interests in affiliated funds.

Year Ended December
in millions 2011 2010 2009
Fees earned from affiliated funds $2,789  $2,882  $2,484

As of December

in millions 2011 2010

Fees receivable from funds $ 721

Aggregate carrying value of interests in funds 14,960 14,773

The firm has provided voluntary financial support to
certain of its funds that have experienced significant
reductions in capital and liquidity or had limited access to
the debt markets during the financial crisis. As of
December 2011 and December 2010, the firm had exposure
to these funds in the form of loans and guarantees of
$289 million and $253 million, respectively, primarily
related to certain real estate funds. In addition, as of
December 2011 and 2010, the firm had outstanding
commitments to extend credit to these funds of $0 and
$160 million, respectively.

The firm may provide additional voluntary financial
support to these funds if they were to experience significant
financial distress; however, such amounts are not expected
to be material to the firm. In the ordinary course of
business, the firm may also engage in other activities with
these funds, including, among others, securities lending,
trade execution, market making, custody, and acquisition
and bridge financing. See Note 18 for the firm’s investment
commitments related to these funds.
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Note 23.
Interest Income and Interest Expense

Interest income is recorded on an accrual basis based on sources of interest income and interest expense.
contractual interest rates. The table below presents the

_ Year Ended December
in millions . 2011 2010 2009

Interest income
Deposits withbanks $ 125 ¢§ 86 $ 65
Securities borrowed, securities purchased under agreements to resell and federal funds sold 666 540 951
Financial instruments owned, at fairvalyee .. 10,718 10,346 11,106
Other interest . 1,665 1,337 1,785
Total interest income : 13,174 12,309 13,907
Interest expense
DEPOSIS | ettt 280 304 415
Securities loaned and securities sold under agreements to repurchase 905 708 1,317
vvvvvvvvvvvvv 2,464 1,869 1,854
..................................................... 526 453 623
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 3439 3185 . .2585
Other interest 3 368 327 (294)
Total interest expense 7,982 6,806 6,500
Net interest income $ 5192 $5503 §$ 7407

1. Primarily includes interest income on customer debit balances and other interest-earning assets.
2. Includes interest on unsecured borrowings and other secured financings.

3. Primarily includes interest expense on customer credit balances and other interest-bearing liabilities.
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Note 24.
Income Taxes

Provision for Income Taxes

Income taxes are provided for using the asset and liability
method under which deferred tax assets and liabilities are
recognized for temporary differences between the financial
reporting and tax bases of assets and liabilities. The firm
reports interest expense related to income tax matters in
“Provision for taxes” and income tax penalties in “Other
expenses.”

The tables below present the components of the provision/
(benefit) for taxes and a reconciliation of the U.S. federal
statutory income tax rate to the firm’s effective income tax
rate.

Year Ended December

in millions 2011 2010 2009
Current taxes
U.S. federal $ 405 $4,039

Total current tax expense 1,001 3,199 6,875
Deferred taxes

USS.TOURTBl e 683 ... 1616 ....1763)
Stateandlocal e 24 162 030
Non-U.S. 19 (339) 462
Total deferred tax {benefit)/expense 726 1,339 (431)
Provision for taxes $1,727 $4,5638 $6,444

Year Ended December
2011 2010 2009

U.S. federal statutory income tax rate

Other

Effective income tax rate

1. Primarily includes the effect of the SEC settlement of $550 million, substantially all of which is non-deductible.
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Deferred Income Taxes

Deferred income taxes reflect the net tax effects of
temporary differences between the financial reporting and
tax bases of assets and liabilities. These temporary
differences result in taxable or deductible amounts in future
years and are measured using the tax rates and laws that
will be in effect when such differences are expected to
reverse. Valuation allowances are established to reduce

deferred tax assets to the amount that more likely than not
will be realized. Tax assets and liabilities are presented as a
component of “Other assets” and “Other liabilities and
accrued expenses,” respectively.

The table below presents the significant components of
deferred tax assets and liabilities.

As of December

in millions 2011 2010
Deferred tax assets

Compensation andbenefits e $3126 . $3397
Unrealizedlosses 849 731
ASC 740 asset related to unrecognized tax benefits 569 972

Valuation allowance ! (50)
Total deferred tax assets 2 $6,225 $6,633
DeprECIatiON AN MO tZatON e ——————ee e 1,959 1,647
Other comprehensive income-related 36 130
Total deferred tax liabilities 2 $1,995 $1,777

1. Relates primarily to the ability to utilize losses in various tax jurisdictions.

2. Before netting within tax jurisdictions.
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The firm has recorded deferred tax assets of $213 million
and $250 million as of December 2011 and December
2010, respectively, in connection with U.S. federal, state
and local and foreign net operating loss carryforwards.
The firm also recorded a valuation allowance of $59
million and $42 million as of December 2011 and
December 2010, respectively, related to these net
operating loss carryforwards. As of December 2011, the
U.S. federal, state and local, and foreign net operating loss
carryforwards were $96 million, $1.65 billion and
$378 million, respectively. If not utilized, the U.S. federal
net operating loss carryforward will begin to expire in
2017 and the state and local net operating loss
carryforwards will begin to expire in 2012. The foreign
net operating loss carryforwards can be carried forward
indefinitely. The firm had foreign tax credit carryforwards
of $12 million and $11 million as of December 2011 and
December 2010, respectively. The firm recorded a related
net deferred income tax asset of $6 million and $5 million
as of December 2011 and December 2010, respectively.
These carryforwards will begin to expire in 2013.

The firm had capital loss carryforwards of $6 million and
$12 million as of December 2011 and December 2010,
respectively. The firm recorded a related net deferred
income tax asset of $2 million as of both December 2011
and December 2010. These carryforwards expire in 2013.

The valuation allowance increased by $15 million and
decreased by $24 million during 2011 and 2010,
respectively. The increase was due to losses considered
more likely than not to expire unused. The decrease was
primarily due to the utilization of losses previously
considered more likely than not to expire unused.

in millions

The firm permanently reinvests eligible earnings of certain
foreign subsidiaries and, accordingly, does not accrue any
U.S. income taxes that would arise if such earnings were
repatriated. As of December 2011 and December 2010, this
policy resulted in an unrecognized net deferred tax liability
of $3.32 billion and $2.67 billion, respectively, attributable
to reinvested earnings of $20.63 billion and $17.70 billion,
respectively.

Unrecognized Tax Benefits

The firm recognizes tax positions in the financial statements
only when it is more likely than not that the position will be
sustained on examination by the relevant taxing authority
based on the technical merits of the position. A position
that meets this standard is measured at the largest amount
of benefit that will more likely than not be realized on
settlement. A liability is established for differences between
positions taken in a tax return and amounts recognized in
the financial statements.

As of December 2011 and December 2010, the accrued liability
for interest expense related to income tax matters and income tax
penalties was $233 million and $213 million, respectively. The
firm recognized $21 million, $28 million and $62 million of
interest and income tax penaltes for the years ended
December 2011, December 2010 and December 2009,
respectively. It is reasonably possible that unrecognized tax
benefits could change significantly during the twelve months
subsequent to December 2011 due to potential audit settlements.
At this time, it is not possible to estimate the change or its impact
on the firm’s effective tax rate over the next twelve months.

The table below presents the changes in the liability for
unrecognized tax benefits, which is recorded in “Other
liabilities and accrued expenses.” See Note 17 for further
information.

As of December
2010 2009

Balance, beginning of year

$1,925 $1,548

Exchange rate fluctuations (11) (1) (35)
Balance, end of year $1,887 $2,081 $1,925
Related deferred INCOME taX 8SSELT et $ 569 .. $ 972 .....851.004
e 318 T — e

1. Included in “Other assets.” See Note 12.

2. If recognized, the net tax benefit would reduce the firm's effective income tax rate.
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Regulatory Tax Examinations

The firm is subject to examination by the U.S. Internal
Revenue Service (IRS) and other taxing authorities in
jurisdictions where the firm has significant business
operations, such as the United Kingdom, Japan, Hong
Kong, Korea and various states, such as New York. The tax
years under examination vary by jurisdiction. The firm
believes that during 2012, certain audits have a reasonable
possibility of being completed. The firm does not expect
completion of these audits to have a material impact on the
firm’s financial condition but it may be material to
operating results for a particular period, depending, in part,
on the operating results for that period.

The table below presents the earliest tax years that remain
subject to examination by major jurisdiction.

As of
Jurisdiction December 2011
U.S. Federal! 2005

1. IRS examination of fiscal 2008 through calendar 2010 began during 2011. IRS
examination of fiscal 2005, 2006 and 2007 began during 2008. IRS
examination of fiscal 2003 and 2004 has been completed, but the liabilities
for those years are not yet final.

2. New York State and City examination of fiscal 2004, 2005 and 2006 began in
2008.

3. Japan National Tax Agency examination of fiscal 2005 through 2009 began
during the first quarter of 2010. The examinations have been completed, but
the liabilities for 2008 and 2009 are not yet final.

All years subsequent to the above remain open to
examination by the taxing authorities. The firm believes
that the liability for unrecognized tax benefits it has
established is adequate in relation to the potential for
additional assessments.
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Note 25.
Business Segments

In the fourth quarter of 2010, the firm reorganized its three
previous reportable business segments into four new
reportable business segments: Investment Banking,
Institutional Client Services, Investing & Lending and
Investment Management. Prior periods are presented on a
comparable basis.

Basis of Presentation

In reporting segments, certain of the firm’s business lines
have been aggregated where they have similar economic
characteristics and are similar in each of the following
areas: (i) the nature of the services they provide, (ii) their
methods of distribution, (iii) the types of clients they serve
and (iv) the regulatory environments in which they operate.

The cost drivers of the firm taken as a whole —
compensation, headcount and levels of business activity —
are broadly similar in each of the firm’s business segments.
Compensation and benefits expenses in the firm’s segments
reflect, among other factors, the overall performance of the
firm as well as the performance of individual businesses.
Consequently, pre-tax margins in one segment of the firm’s
business may be significantly affected by the performance
of the firm’s other business segments.

The firm allocates revenues and expenses among the four
reportable business segments. Due to the integrated nature
of these segments, estimates and judgments are made in
allocating certain revenue and expense items. Transactions
between segments are based on specific criteria or
approximate third-party rates. Total operating expenses
include corporate items that have not been allocated to
individual business segments. The allocation process is
based on the manner in which management views the
business of the firm.
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The segment information presented in the table below is
prepared according to the following methodologies:

» Revenues and expenses directly associated with each
segment are included in determining pre-tax earnings.

» Net revenues in the firm’s segments include allocations
of interest income and interest expense to specific
securities, commodities and other positions in relation to

the cash generated by, or funding requirements of, such
underlying positions. Net interest is included in segment
net revenues as it is consistent with the way in which

management assesses segment performance.

in millions

» Overhead expenses not directly allocable to specific
segments are allocated ratably based on direct segment
expenses.

Management believes that the following information
provides a reasonable representation of each segment’s
contribution to consolidated pre-tax earnings and total
assets.

For the Years Ended or as of December

2011

2010

2009

Investment Banking

Netrevenues

Operating expenses

Pre-tax earnings $ 1,393 $
Segment assets $ 1,690 $ 1,870 $ 1,759
Institutional Client Services Net revenues ! $ 17,280 $ 21,796 $ 32,719
b ehioetoribesdetrtfbotebeicb e et A Obrating e ey Taaer 13801
Pre-tax earnings $ 4,583 $ 7,505 $ 19,028
Segment assets $834,780 $819,765 $751,851
Investing & Lending Net revenues $ 2,142 $ 7,541 $ 2,863
___________________________________________________________________________________________________________________________________ Onirating oraaraag B e e R
Pre-tax earnings/(loss) $ (531) $ 4,180 $ (660)
Segment assets $ 76,753 $ 78,771 $ 83,851
Investment Management Net revenues $ 5,034 $ 5,014 $ 4,607
.......................................................................... 375 e e
Pre-tax earnings $ 1,016 $ 963 $ 934
Segment assets $ 10,002 $ 10,926 $ 11,481
Total Net revenues $ 28,811 $ 39,161 $ 45,173
.................................................................................................................... Operatmgexpenses e aeaes T ae s
Pre-tax earnings $ 6,169 $ 12,892 $ 19,829
Total assets $923,225 $911,332 $848,942

1. Includes $115 million, $111 million and $36 million for the years ended December 201
available-for-sale securities held in the firm’s insurance subsidiaries.

1, December 2010 and December 2009, respectively, of realized gains on
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Operating expenses in the table above include the following
expenses that have not been allocated to the firm’s
segments:

* net provisions for a number of litigation and regulatory
proceedings of $175 million, $682 million and
$104 million for the years ended December 2011,
December 2010 and December 2009, respectively;

» charitable contributions of $103 million, $345 million and
$810 million for the years ended December 2011,
December 2010 and December 2009, respectively; and

» real estate-related exit costs of $14 million, $28 million
and $61 million for the vyears ended
December 2011, December 2010 and December 2009,
respectively.

The tables below present the amounts of net interest income
included in net revenues, and the amounts of depreciation
and amortization expense included in pre-tax earnings.

Year Ended December
in miflions 2011 2010 2009

Investment Banking $ (6) $ — $ —

investment Management
Total net interest

$5,192 $5,503

Year Ended December

in millions 2011 2010
Investment Banking $ 174 $ 172
Institutional Client Services 944 1,109

Investment Management

Total depreciation and
amortization !

$1,869 $1,904 $1,943

1. Includes real estate-related exit costs of $1 million and $5 million for the
years ended December 2010 and December 2009, respectively, that have
not been allocated to the firm's segments.
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Geographic Information

Due to the highly integrated nature of international financial
markets, the firm manages its businesses based on the
profitability of the enterprise as a whole. The methodology
for allocating profitability to geographic regions is dependent
on estimates and management judgment because a
significant portion of the firm’s activities require cross-
border coordination in order to facilitate the needs of the
firm’s clients.

Geographic results are generally allocated as follows:

¢ Investment Banking: location of the client and investment
banking team.

» Institutional Client Services: Fixed Income, Currency and
Commodities Client Execution, and Equities (excluding
Securities Services): location of the market-making desk;
Securities Services: location of the primary market for the
underlying security.

* Investing & Lending: Investing: location of the investment;
Lending: location of the client.

+ Investment Management: location of the sales team.
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The table below presents the total net revenues, pre-tax well as the percentage of total net revenues, pre-tax
earnings and net earnings of the firm by geographic region earnings and net earnings (excluding Corporate) for each
allocated based on the methodology referred to above, as geographic region.

Year Ended December

$ in millions 2011 2010 2009
Net revenues

Americas ! $17,873  62% $21564  55% $25313  56%

F PP 10'449
3,864 13 7,148

Total net revenues $28,811 100% $39,161 100% $45,173 100%
Pre-tax earnings

Americas! $5466  85% $7934 57% $11,461  56%

EMEA2 3,080

Asia3 2,933
St Otal e, DABT100% 13,947 100% 20,804 100

Corporate 5 (292) (1,055)
Total pre-tax earnings $ 6,169 $12,892 $19,829
Net earnings

Americas $ 3,624 78% $ 4,917 53% $ 7,120 51%
o T g e L 2
ety s By
B, 4,638  100%

Corporate (196)
Total net earnings $ 4,442 $ 8,354 $13,385

1. Substantially all relates to the U.S.

2. EMEA (Europe, Middie East and Africa). Pre-tax earnings and net earnings include the impact of the U.K. bank payroll tax for the year ended December 2010.
3. Asia also includes Australia and New Zealand.
4

. The decline in net revenues in Asia compared with 2010 primarily reflects lower results in Investing & Lending, principally due to losses from public equities,
reflecting a significant decline in equity markets in Asia during 2011.

5. Consists of net provisions for a number of litigation and regulatory proceedings of $175 million, $682 million and $104 million for the years ended
December 2011, December 2010 and December 2009, respectively; charitable contributions of $103 million, $345 million and $810 million for the years ended
December 2011, December 2010 and December 2009, respectively; and real estate-related exit costs of $14 million, $28 million and $61 million for the years ended
December 2011, December 2010 and December 2009, respectively.
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Note 26.
Credit Concentrations

Credit concentrations may arise from market making, client
facilitation, investing, underwriting, lending and collateralized
transactions and may be impacted by changes in economic,
industry or political factors. The firm seeks to mitigate credit risk
by actively monitoring exposures and obtaining collateral from
counterparties as deemed appropriate.

While the firm’s activities expose it to many different
industries and counterparties, the firm routinely executes a
high volume of transactions with asset managers,
investment funds, commercial banks, brokers and dealers,
clearing houses and exchanges, which results in significant
credit concentrations.

In the ordinary course of business, the firm may also be
subject to a concentration of credit risk to a particular
counterparty, borrower or issuer, including sovereign
issuers, or to a particular clearing house or exchange.

The table below presents the credit concentrations in assets
held by the firm. As of December 2011 and December 2010,
the firm did not have credit exposure to any other
counterparty that exceeded 2% of total assets.

As of December

To reduce credit exposures, the firm may enter into
agreements with counterparties that permit the firm to
offset receivables and payables with such counterparties
and/or enable the firm to obtain collateral on an upfront or
contingent basis. Collateral obtained by the firm related to
derivative assets is principally cash and is held by the firm
or a third-party custodian. Collateral obtained by the firm
related to resale agreements and securities borrowed
transactions is primarily U.S. government and federal
agency obligations and other sovereign obligations. See
Note 9 for further information about collateralized
agreements and financings.

The table below presents U.S. government and federal
agency obligations, and other sovereign obligations that
collateralize resale agreements and securities borrowed
transactions (including those in “Cash and securities
segregated for regulatory and other purposes”). Because the
firm’s primary credit exposure on such transactions is to the
counterparty to the transaction, the firm would be exposed
to the collateral issuer only in the event of counterparty

default.

As of December

$ in miflions 2011 2010 in miffions 2011 2010

U.S. government and federal agency U.S. government and federal agency

.Obligations ! 5103468 $9%6,350 obligations 3. 94803 $121,366

% of totalassets 11.2% 10.6% Other sovereign obligations ’ 110,178 73,367
i I I 1,2

Other sovereign obllgapgq_s $ 49,025 -------$4O'379 1. Principally consisting of securities issued by the governments of Germany

% of total assets 5.3% 4.4%

1. Included in “Financial instruments owned, at fair value” and “Cash and
securities segregated for regulatory and other purposes.”

2. Principally consisting of securities issued by the governments of the United
Kingdom, Japan, and Germany as of December 2011, and the United
Kingdom, Japan and France as of December 2010.
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Note 27.
Legal Proceedings

The firm is involved in a number of judicial, regulatory and
arbitration proceedings (including those described below)
concerning matters arising in connection with the conduct
of the firm’s businesses. Many of these proceedings are in
early stages, and many of these cases seek an indeterminate
amount of damages.

Under ASC 450 an event is “reasonably possible” if “the
chance of the future event or events occurring is more than
remote but less than likely” and an event is “remote” if “the
chance of the future event or events occurring is slight.”
Thus, references to the upper end of the range of reasonably
possible loss for cases in which the firm is able to estimate a
range of reasonably possible loss mean the upper end of the
range of loss for cases for which the firm believes the risk of
loss is more than slight. The amounts reserved against such
matters are not significant as compared to the upper end of
the range of reasonably possible loss.

With respect to proceedings described below for which
management has been able to estimate a range of
reasonably possible loss where (i) plaintiffs have claimed an
amount of money damages, (ii) the firm is being sued by
purchasers in an underwriting and is not being indemnified
by a party that the firm believes will pay any judgment, or
(iii) the purchasers are demanding that the firm repurchase
securities, management has estimated the upper end of the
range of reasonably possible loss as being equal to (a) in the
case of (i), the amount of money damages claimed, (b) in the
case of (ii), the amount of securities that the firm sold in the
underwritings and (c) in the case of (iii), the price that
purchasers paid for the securities less the estimated value, if
any, as of December 2011 of the relevant securities, in each
of cases (i), (ii) and (iii), taking into account any factors
believed to be relevant to the particular proceeding. As of
the date hereof, the firm has estimated the aggregate
amount of reasonably possible losses for such proceedings
and for any other proceedings described below where
management has been able to estimate a range of
reasonably possible loss to be approximately $2.4 billion.

Management is generally unable to estimate a range of
reasonably possible loss for proceedings other than those
included in the estimate above, including where (i) plaintiffs
have not claimed an amount of money damages, unless
management can otherwise determine an appropriate
amount, (ii) the proceedings are in early stages, (iii) there is
uncertainty as to the likelihood of a class being certified or
the ultimate size of the class, (iv) there is uncertainty as to
the outcome of pending appeals or motions, (v) there are
significant factual issues to be resolved, and/or (vi) there are
novel legal issues presented. However, for these cases,
management does not believe, based on currently available
information, that the outcomes of such proceedings will
have a material adverse effect on the firm’s financial
condition, though the outcomes could be material to the
firm’s operating results for any particular period,
depending, in part, upon the operating results for such
period.

IPO Process Matters. Group Inc. and GS&Co. are among
the numerous financial services companies that have been
named as defendants in a variety of lawsuits alleging
improprieties in the process by which those companies
participated in the underwriting of public offerings in
recent years.

GS&Co. has, together with other underwriters in certain
offerings as well as the issuers and certain of their officers and
directors, been named as a defendant in a number of related
lawsuits filed in the U.S. District Court for the Southern
District of New York alleging, among other things, that the
prospectuses for the offerings violated the federal securities
laws by failing to disclose the existence of alleged
arrangements tying allocations in certain offerings to higher
customer brokerage commission rates as well as purchase
orders in the aftermarket, and that the alleged arrangements
resulted in market manipulation. On October 5, 2009, the
district court approved a settlement agreement entered into by
the parties. The firm has paid into a settlement fund the full
amount that GS&Co. would contribute in the settlement.
Certain objectors appealed certain aspects of the settlement’s
approval, but all such appeals have been withdrawn or finally
dismissed, thereby concluding the matter.
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GS&Co. is among numerous underwriting firms named as
defendants in a number of complaints filed commencing
October 3, 2007, in the U.S. District Court for the Western
District of Washington alleging violations of Section 16 of the
Exchange Act in connection with offerings of securities for 15
issuers during 1999 and 2000. The complaints generally assert
that the underwriters, together with each issuer’s directors,
officers and principal shareholders, entered into purported
agreements to tie allocations in the offerings to increased
brokerage commissions and aftermarket purchase orders. The
complaints further allege that, based upon these and other
purported agreements, the underwriters violated the reporting
provisions of, and are subject to short-swing profit recovery
under, Section 16 of the Exchange Act. The district court
granted defendants’ motions to dismiss on the grounds that the
plaintiff's demands were inadequate with respect to certain
actions and that the remaining actions were time-barred. On
December 2, 2010, the appellate court affirmed in part and
reversed in part, upholding the dismissal of seven of the actions
in which GS8Cao. is a defendant that were dismissed based on
the deficient demands but remanding the remaining eight
actions in which GS&Co. is a defendant that were dismissed
as time-barred for consideration of other bases for dismissal.
On June 27, 2011, the U.S. Supreme Court granted the
defendants’ petition for review of whether the actions that
were remanded are time-barred and denied the plaintiff’s
petition.

GS&Co. has been named as a defendant in an action
commenced on May 15, 2002 in New York Supreme
Court, New York County, by an official committee of
unsecured creditors on behalf of eToys, Inc., alleging that
the firm intentionally underpriced eToys, Inc.’s initial
public offering. The action seeks, among other things,
unspecified compensatory damages resulting from the
alleged lower amount of offering proceeds. On appeal from
rulings on GS&Co.’s motion to dismiss, the New York
Court of Appeals dismissed claims for breach of contract,
professional malpractice and unjust enrichment, but
permitted claims for breach of fiduciary duty and fraud to
continue. On remand, the lower court granted GS&Co.’s
motion for summary judgment and, on December 8, 2011,
the appellate court affirmed the lower court’s decision. On
January 9, 2012, the creditors moved for permission either
to reargue the appellate decision or to appeal further to the
New York Court of Appeals.
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Group Inc. and certain of its affiliates have, together with
various underwriters in certain offerings, received
subpoenas and requests for documents and information
from various governmental agencies and self-regulatory
organizations in connection with investigations relating to
the public offering process. Goldman Sachs has cooperated
with these investigations.

World Online Litigation. In March 2001, a Dutch
shareholders’ association initiated legal proceedings for an
unspecified amount of damages against GSI and others in
Amsterdam District Court in connection with the initial
public offering of World Online in March 2000, alleging
misstatements and omissions in the offering materials and
that the market was artificially inflated by improper public
statements and stabilization activities. Goldman Sachs and
ABN AMRO Rothschild served as joint global
coordinators of the approximately €2.9 billion offering.
GSI  underwrote 20,268,846 shares and GS&Co.
underwrote 6,756,282 shares for a total offering price of
approximately €1.16 billion.

The district court rejected the claims against GSI and ABN
AMRO, but found World Online liable in an amount to be
determined. On appeal, the Netherlands Court of Appeals
affirmed in part and reversed in part the decision of the
district court, holding that certain of the alleged disclosure
deficiencies were actionable as to GSI and ABN AMRO.
On further appeal, the Netherlands Supreme Court
affirmed the rulings of the Court of Appeals, except that it
found certain additional aspects of the offering materials
actionable and held that individual investors could
potentially hold GSI and ABN AMRO responsible for
certain public statements and press releases by World
Online and its former CEO. The parties entered into a
definitive settlement agreement, dated July 15, 2011,
pursuant to which GSI will contribute up to €48 million to
a settlement fund. The firm has paid the full amount of
GSP’s proposed contribution to the settlement into an
escrow account. Other shareholders’ associations have
made demands or filed claims for compensation of alleged
damages.
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Research Matters. Group Inc. and certain of its affiliates
are subject to a number of investigations and reviews by
various governmental and regulatory bodies and self-
regulatory organizations relating to research practices,
including, among other things, research analysts’ methods
for obtaining receipt and distribution of information and
communications among research analysts, sales and trading
personnel and clients. On June 9, 2011, pursuant to a
settlement, a consent order was entered by the
Massachusetts Securities Division pursuant to which
GS&Co. paid a $10 million civil penalty and agreed to
various undertakings regarding certain of its research
practices. Other regulators, including the SEC and FINRA,
have been investigating matters similar to those involved in
the Massachusetts settlement, and Goldman Sachs has been
discussing potential resolution of their proposed charges.

Adelphia Communications Fraudulent Conveyance
Litigation. GS&Co. is named a defendant in two
adversary proceedings commenced in the U.S.
Bankruptcy Court for the Southern District of New
York, one on July 6, 2003 by a creditors committee, and
the second on or about July 31, 2003 by an equity
committee of Adelphia Communications, Inc. Those
proceedings were consolidated in a single amended
complaint filed by the Adelphia Recovery Trust on
October 31, 2007. The complaint seeks, among other
things, to recover, as fraudulent conveyances,
approximately $62.9 million allegedly paid to GS&Co.
by Adelphia Communications, Inc. and its affiliates in
respect of margin calls made in the ordinary course of
business on accounts owned by members of the family
that formerly controlled Adelphia Communications, Inc.
The district court assumed jurisdiction over the action
and on April 8, 2011 granted GS&Co.’s motion for
summary judgment. The plaintiff has appealed.

Specialist Matters. Spear, Leeds & Kellogg Specialists
LLC (SLKS) and certain affiliates have received requests for
information from various governmental agencies and self-
regulatory organizations as part of an industry-wide
investigation relating to activities of floor specialists in
recent years. Goldman Sachs has cooperated with the
requests.

On March 30, 2004, certain specialist firms on the NYSE,
including SLKS, without admitting or denying the
allegations, entered into a final global settlement with the
SEC and the NYSE covering certain activities during the
years 1999 through 2003. The SLKS settlement involves,
among other things, (i) findings by the SEC and the NYSE
that SLKS violated certain federal securities laws and NYSE
rules, and in some cases failed to supervise certain individual
specialists, in connection with trades that allegedly
disadvantaged customer orders, (ii) a cease and desist order
against SLKS, (iii} a censure of SLKS, (iv) SLKS’ agreement to
pay an aggregate of $45.3 million in disgorgement and a
penalty to be used to compensate customers, (v) certain
undertakings with respect to SLKS’ systems and procedures,
and (vi) SLKS’ retention of an independent consultant to
review and evaluate certain of SLKS’ compliance systems,
policies and procedures. Comparable findings were made
and sanctions imposed in the settlements with other specialist
firms. The settlement did not resolve the related private civil
actions against SLKS and other firms or regulatory
investigations involving individuals or conduct on other
exchanges. On May 26, 2011, the SEC issued an order
directing the undistributed settlement funds to be transferred
to the U.S. Treasury; the funds will accordingly not be
allocated to any settlement fund for the civil actions
described below.

SLKS, Spear, Leeds & Kellogg, L.P. and Group Inc. are
among numerous defendants named in purported class
actions brought beginning in October 2003 on behalf of
investors in the U.S. District Court for the Southern District
of New York alleging violations of the federal securities laws
and state common law in connection with NYSE floor
specialist activities. The actions, which have been
consolidated, seek unspecified compensatory damages,
restitution and disgorgement on behalf of purchasers and
sellers of unspecified securities between October 17, 1998
and October 15, 2003. By a decision dated March 14, 2009,
the district court granted plaintiffs’ motion for class
certification. The defendants’ petition with the U.S. Court of
Appeals for the Second Circuit seeking review of the
certification ruling was denied, and the specialist defendants’
petition for a rehearing and/or rehearing en banc was denied
on February 24, 2010. On December 5, 2011, the parties
reached a settlement in principle, subject to documentation
and court approval. The firm has reserved the full amount of
its proposed contribution to the settlement.
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Treasury Matters. GS&Co. was named as a defendant
in a purported class action filed on March 10, 2004 in
the U.S. District Court for the Northern District of
Illinois on behalf of holders of short positions in 30-year
U.S. Treasury futures and options on the morning of
October 31, 2001. The complaint alleged that the firm
purchased 30-year bonds and futures prior to a
forthcoming U.S. Treasury refunding announcement that
morning based on non-public information about that
announcement, and that such purchases increased the
costs of covering such short positions. The complaint
also named as defendants the Washington, D.C.-based
political consultant who allegedly was the source of the
information, a former GS& Co. economist who allegedly
received the information, and another company and one
of its employees who also allegedly received and traded
on the information prior to its public announcement.
The complaint alleged violations of the federal
commodities and antitrust laws, as well as Illinois
statutory and common law, and seeks, among other
things, unspecified damages including treble damages
under the antitrust laws. The district court dismissed the
antitrust and Illinois state law claims but permitted the
federal commodities law claims to proceed. Plaintiff’s
motion for class certification was denied. GS&Co.
moved for summary judgment, and the district court
granted the motion but only insofar as the claim relates
to the trading of treasury bonds. On October 13, 2009,
the parties filed an offer of judgment and notice of
acceptance with respect to plaintiff’s individual claim.
The plaintiff attempted to pursue an appeal of the denial
of class certification, as did another individual trader
who had previously litigated and lost an individual claim
and unsuccessfully sought to intervene in the purported
class action. On August 5, 2011, the U.S. Court of
Appeals for the Seventh Circuit affirmed the lower
court’s rulings that neither the plaintiff nor the proposed
intervenor could pursue the class issues on appeal, but
remanded for further consideration as to the amount of
pre-judgment interest on the plaintiff’s individual claim.
The appellants’ petition for reconsideration en banc was
denied on October 19, 2011. On remand, the district
court entered a final stipulation and order on
December 7, 2011 regarding calculation of pre-judgment
interest, which concluded the matter.
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Fannie Mae Litigation. GS&Co. was added as a defendant
in an amended complaint filed on August 14, 2006 in a
purported class action pending in the U.S. District Court for
the District of Columbia. The complaint asserts violations of
the federal securities laws generally arising from allegations
concerning Fannie Mae’s accounting practices in connection
with certain Fannie Mae-sponsored REMIC transactions
that were allegedly arranged by GS&Co. The complaint does
not specify a dollar amount of damages. The other
defendants include Fannie Mae, certain of its past and
present officers and directors, and accountants. By a decision
dated May 8, 2007, the district court granted GS&Co.’s
motion to dismiss the claim against it. The time for an appeal
will not begin to run until disposition of the claims against
other defendants. A motion to stay the action filed by the
Federal Housing Finance Agency (FHFA), which took
control of the foregoing action following Fannie Mae’s
conservatorship, was denied on November 14,2011.

Beginning in September 2006, Group Inc. and/or GS&Co.
were named as defendants in four Fannie Mae shareholder
derivative actions in the U.S. District Court for the District
of Columbia. The complaints generally allege that the
Goldman Sachs defendants aided and abetted a breach of
fiduciary duty by Fannie Mae’s directors and officers in
connection with certain Fannie Mae-sponsored REMIC
transactions, and one of the complaints also asserts a
breach of contract claim. The complaints also name as
defendants certain former officers and directors of Fannie
Mae as well as an outside accounting firm. The complaints
seek, inter alia, unspecified damages. The Goldman Sachs
defendants were dismissed without prejudice from the first
filed of these actions, and the remaining claims in that
action were dismissed for failure to make a demand on
Fannie Mae’s board of directors. That dismissal has been
affirmed on appeal. The district court dismissed the
remaining three actions on July 28, 2010. The plaintiffs
filed motions for reconsideration, which were denied on
October 22, 2010, and have revised their notices of appeal
in these actions. On January 20, 2011, the appellate court
consolidated all actions on appeal.
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Compensation-Related Litigation. On January 17, 2008,
Group Inc., its Board, executive officers and members of its
management committee were named as defendants in a
purported shareholder derivative action in the U.S. District
Court for the Eastern District of New York predicting that the
firm’s 2008 Proxy Statement would violate the federal securities
laws by undervaluing certain stock option awards and alleging
that senior management received excessive compensation for
2007. The complaint seeks, among other things, an equitable
accounting for the allegedly excessive compensation. Plaintiff’s
motion for a preliminary injunction to prevent the 2008 Proxy
Statement from using options valuations that the plaintiff alleges
are incorrect and to require the amendment of SEC Form 4s
filed by certain of the executive officers named in the complaint
to reflect the stock option valuations alleged by the plaintiff was
denied, and plaintiff’s appeal from this denial was dismissed. On
February 13, 2009, the plaintiff filed an amended complaint,
which added purported direct (i.e., non-derivative) claims based
on substantially the same theory. The plaintiff filed a further
amended complaint on March 24, 2010, and the defendants’
motion to dismiss this further amended complaint was granted
on the ground that dismissal of the shareholder plaintiff’s prior
action relating the firm’s 2007 Proxy Statement based on the
failure to make a demand to the Board precluded relitigation of
demand futility. On December 19, 2011, the appellate court
vacated the order of dismissal, holding only that preclusion
principles did not mandate dismissal and remanding for
consideration of the alternative grounds for dismissal.

On March 24, 2009, the same plaintiff filed an action in New
York Supreme Court, New York County against Group Inc.,
its directors and certain senior executives alleging violation
of Delaware statutory and common law in connection with
substantively similar allegations regarding stock option
awards. On January 7, 2011, the plaintiff filed an amended
complaint. Defendants moved to dismiss the amended
complaint, and the parties subsequently agreed to stay the
state court action pending the final resolution of the appeal
from the dismissal of the federal court action in respect of the
firm’s 2008 Proxy Statement described above, as well as any
remanded proceedings further adjudicating defendants’
motion to dismiss.

Purported shareholder derivative actions were commenced in
New York Supreme Court, New York County and the
Delaware Court of Chancery beginning on December 14, 2009,
alleging that the Board breached its fiduciary duties in
connection with setting compensation levels for the year 2009
and that such levels were excessive. The complaints name as
defendants Group Inc., the Board and certain senior executives.
The complaints sought, #nter alia, unspecified damages,
restitution of certain compensation paid, and an order requiring
the firm to adopt corporate reforms. In the actions in New York
state court, on April 8, 2010, the plaintiffs filed a motion
indicating that they no longer intend to pursue their claims but
are seeking an award of attorneys’ fees in connection with
bringing the suit, which the defendants opposed. By a decision
dated September 21, 2011, the New York court dismissed
plaintiffs’ claims as moot and denied plaintiffs’ application for
attorneys’ fees. On October 25, 2011, plaintiffs appealed from
the denial of a fee award. In the actions brought in the Delaware
Court of Chancery, the defendants moved to dismiss, and the
plaintiffs amended their complaint on April 28,2010 to include,
among other things, the allegations included in the SEC’s action
described in the “Mortgage-Related Matters” section below.
The plaintiffs amended the complaint a second time on
January 20, 2011, the defendants moved to dismiss the second
amended complaint and, by a decision dated October 12,2011,
the Delaware court dismissed plaintiffs’ second amended
complaint. Plaintiffs appealed on November 9, 2011.

Group Inc. and certain of its affiliates are subject to a
number of investigations and reviews from various
governmental agencies and self-regulatory organizations
regarding the firm’s compensation processes. The firm is
cooperating with the investigations and reviews.
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Mortgage-Related Matters. On April 16, 2010, the SEC
brought an action (SEC Action) under the U.S. federal
securities laws in the U.S. District Court for the Southern
District of New York against GS&Co. and Fabrice Tourre,
one of its employees, in connection with a CDO offering
made in early 2007 (ABACUS 2007-AC1 transaction),
alleging that the defendants made materially false and
misleading statements to investors and seeking, among
other things, unspecified monetary penalties. Investigations
of GS&Co. by FINRA and of GSI by the FSA were
subsequently initiated, and Group Inc. and certain of its
affiliates have received subpoenas and requests for
information from other regulators, regarding CDO
offerings, including the ABACUS 2007-AC1 transaction,
and related matters.

On July 14, 2010, GS&Co. entered into a consent agreement
with the SEC, settling all claims made against GS&Co. in the
SEC Action (SEC Settlement), pursuant to which GS8Co. paid
$550 million of disgorgement and civil penalties, and which was
approved by the U.S. District Court for the Southern District of
New York on July 20,2010.

On January 6, 2011, ACA Financial Guaranty Corp. filed
an action against GS&Co. in respect of the ABACUS
2007-AC1 transaction in New York Supreme Court, New
York County. The complaint includes allegations of
fraudulent inducement, fraudulent concealment and unjust
enrichment and seeks at least $30 million in compensatory
damages, at least $90 million in punitive damages and
unspecified disgorgement. On March 8, 2011, GS&Co.
filed a motion to compel arbitration and/or to dismiss the
complaint. On April 25, 2011, the plaintiff filed an
amended complaint and, on June 3, 2011, GS&Co. moved
to dismiss the amended complaint.

Since April 22, 2010, a number of putative shareholder
derivative actions have been filed in New York Supreme
Court, New York County, and the U.S. District Court for
the Southern District of New York against Group Inc., the
Board and certain officers and employees of Group Inc. and
its affiliates in connection with mortgage-related matters
between 2004 and 2007, including the ABACUS 2007-AC1
transaction and other CDO offerings. These derivative
complaints generally include allegations of breach of
fiduciary duty, corporate waste, abuse of control,
mismanagement, unjust enrichment, misappropriation of
information, securities fraud and insider trading, and
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challenge the accuracy and adequacy of Group Inc.’s
disclosure. These derivative complaints seek, among other
things, declaratory relief, unspecified compensatory
damages, restitution and certain corporate governance
reforms. In addition, as described in the .“Compensation-
Related Litigation” section above, the plaintiffs in the
compensation-related Delaware Court of Chancery actions
twice amended their complaint, including to assert
allegations similar to those in the derivative claims referred
to above, the Delaware court granted the defendants’
motion to dismiss the second amended complaint and
plaintiffs appealed on November 9, 2011.

The federal court cases have been consolidated, plaintiffs
filed a consolidated amended complaint on August 1, 2011,
and, on October 6, 2011, the defendants moved to dismiss
the action. On December 8, 2011, the parties to the federal
court action stipulated that (i) if the dismissal of the
Delaware action is affirmed, the parties will submit a
proposed order dismissing the federal court action with
prejudice and (ii) if the Delaware action is remanded, the
federal court action will be reinstated. The New York
Supreme Court has consolidated the two actions pending in
that court and the defendants moved to dismiss on
December 2,2011.

Since July 1, 2011, two putative shareholder derivative
actions have been filed in the U.S. District Court for the
Southern District of New York against Group Inc., the
Board and certain officers and employees of Group Inc. and
Litton in connection with the servicing of residential
mortgage loans and other mortgage-related activities
beginning in January 2009. The complaints generally
include allegations of breach of fiduciary duty, waste, abuse
of control, and mismanagement and seek, among other
things, declaratory relief, unspecified damages and certain
governance reforms. The district court consolidated the
actions, and, on December 20, 2011, the plaintiffs filed a
consolidated amended complaint. On January 31, 2012,
the defendants moved to dismiss.

In addition, in October 2011, the Board received a books
and records demand from a shareholder for materials
relating to, among other subjects, the firm’s mortgage
servicing and foreclosure activities, participation in federal
programs providing assistance to financial institutions and
homeowners and loan sales to Fannie Mae and Freddie
Mac.
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Since April 23, 2010, the Board has received letters from
shareholders demanding that the Board take action to
address alleged misconduct by GS&Co., the Board and
certain officers and employees of Group Inc. and its
affiliates. The demands generally allege misconduct in
connection with the firm’s securitization practices,
including the ABACUS 2007-AC1 transaction, the alleged
failure by Group Inc. to adequately disclose the SEC
investigation that led to the SEC Action, and Group Inc.’s
2009 compensation practices. The demands include a letter
from a Group Inc. shareholder, which previously made a
demand that the Board investigate and take action in
connection with auction products matters, and expanded
its demand to address the foregoing matters. The Board
previously rejected the demand relating to auction products
matters in September 2010, and, in August 2011, the
shareholder made a books and records demand for
materials related to the Board’s rejection of the
shareholder’s demand letter.

In addition, beginning April 26, 2010, a number of
purported securities law class actions have been filed in the
U.S. District Court for the Southern District of New York
challenging the adequacy of Group Inc.’s public disclosure
of, among other things, the firm’s activities in the CDO
market and the SEC investigation that led to the SEC
Action. The purported class action complaints, which name
as defendants Group Inc. and certain officers and
employees of Group Inc. and its affiliates, have been
consolidated, generally allege violations of Sections 10(b)
and 20(a) of the Exchange Act and seek unspecified
damages. Plaintiffs filed a consolidated amended complaint
on July 25, 2011. On October 6, 2011, the defendants
moved to dismiss.

GS&Co., Goldman Sachs Mortgage Company (GSMC)
and GS Mortgage Securities Corp. (GSMSC) and three
current or former Goldman Sachs employees are defendants
in a putative class action commenced on
December 11, 2008 in the U.S. District Court for the
Southern District of New York brought on behalf of
purchasers of various mortgage pass-through certificates
and asset-backed certificates issued by various
securitization trusts established by the firm and
underwritten by GS&Co. in 2007. The complaint generally
alleges that the registration statement and prospectus
supplements for the certificates violated the federal
securities laws, and seeks unspecified compensatory
damages and rescission or rescissionary damages. The
defendants’ motion to dismiss the second amended
complaint was granted with leave to replead certain claims.
On March 31, 2010, the plaintiff filed a third amended
complaint relating to two offerings, which the defendants
moved to dismiss. This motion to dismiss was denied as to
the plaintiff’s Section 12(a)(2) claims and granted as to the
plaintiff’s Section 11 claims, and the plaintiff’s motion for
reconsideration was denied. The plaintiff filed a motion for
entry of final judgment or certification of an interlocutory
appeal as to plaintiff’s Section 11 claims, which was denied.
The plaintiff then filed a motion for leave to amend to
reinstate the damages claims based on allegations that it
had sold its securities, which was denied. On May 5, 2011,
the court granted plaintiff’s motion for entry of a final
judgment dismissing all its claims. The plaintiff has
appealed the dismissal with respect to all of the offerings
included in its original complaint. On June 3, 2010, another
investor (who had unsuccessfully sought to intervene in the
action) filed a separate putative class action asserting
substantively similar allegations relating to an additional
offering pursuant to the 2007 registration statement. The
defendants moved to dismiss this separate action, and the
district court dismissed the action, with leave to replead.
Plaintiff filed an amended complaint on October 20, 2011,
and, on December 16, 2011, defendants moved to dismiss.
These trusts issued, and GS&Co. underwrote,
approximately $785 million principal amount of
certificates to all purchasers in the offering at issue in this
amended complaint.
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Group Inc., GS&Co., GSMC and GSMSC are among the
defendants in a separate putative class action commenced on
February 6, 2009 in the U.S. District Court for the Southern
District of New York brought on behalf of purchasers of
various mortgage pass-through certificates and asset-backed
certificates issued by various securitization trusts established
by the firm and underwritten by GS&Co. in 2006. The other
original defendants include three current or former Goldman
Sachs employees and various rating agencies. The second
amended complaint generally alleges that the registration
statement and prospectus supplements for the certificates
violated the federal securities laws, and seeks unspecified
compensatory and rescissionary damages. Defendants moved
to dismiss the second amended complaint. On
January 12, 2011, the district court granted the motion to
dismiss with respect to offerings in which plaintiff had not
purchased securities as well as all claims against the rating
agencies, but denied the motion to dismiss with respect to a
single offering in which the plaintiff allegedly purchased
securities. These trusts issued, and GS&Co. underwrote,
approximately $698 million principal amount of certificates to
all purchasers in the offerings at issue in the complaint
(excluding those offerings for which the claims have been
dismissed). On February 2, 2012, the district court granted the
plaintiffs motion for class certification and on
February 16, 2012, defendants filed a petition to review that
ruling with the U.S. Court of Appeals for the Second Circuit.

On September 30, 2010, a putative class action was
filed in the U.S. District Court for the Southern District
of New York against GS&Co., Group Inc. and two
former GS&Co. employees on behalf of investors in
notes issued in 2006 and 2007 by two synthetic CDOs
(Hudson Mezzanine 2006-1 and 2006-2). The
complaint, which was amended on February 4, 2011,
asserts federal securities law and common law claims,
and seeks unspecified compensatory, punitive and other
damages. The defendants moved to dismiss on
April 5,2011.

GS&Co., GSMC and GSMSC are among the defendants in
a lawsuit filed in August 2011 by CIFG Assurance of North
America, Inc. (CIFG) in the New York Supreme Court. The
complaint alleges that CIFG was fraudulently induced to
provide credit enhancement for a 2007 securitization
sponsored by GSMC, and seeks, among other things, the
repurchase of $24.7 million in aggregate principal amount
of mortgages that CIFG had previously stated to be
non-conforming, an accounting for any proceeds associated
with mortgages discharged from the securitization and
unspecified compensatory damages. On October 17, 2011,
the Goldman Sachs defendants moved to dismiss.

192 Goldman Sachs 2011 Annual Report

Various alleged purchasers of, and counterparties involved in
transactions relating to, mortgage pass-through certificates,
CDOs and other mortgage-related products (including
certain Allstate affiliates, Basis Yield Alpha Fund (Master),
Cambridge Place Investment Management Inc., the Charles
Schwab Corporation, the Federal Home Loan Banks of
Boston, Chicago, Indianapolis and Seattle, the FHFA (as
conservator for Fannie Mae and Freddie Mac), Heungkuk
Life Insurance Co. Limited (Heungkuk), Landesbank Baden-
Wiirttemberg, Massachusetts Mutual Life Insurance
Company, MoneyGram Payment Systems, Inc., the National
Credit Union Administration, Stichting Pensioenfonds ABP,
The Union Central Life Insurance Company, Ameritas Life
Insurance Corp., Acacia Life Insurance Company, and The
Western and Southern Life Insurance Co.) have filed
complaints in state and federal court against firm affiliates,
generally alleging that the offering documents for the
securities that they purchased contained untrue statements of
material facts and material omissions and generally seeking
rescission and damages. Certain of these complaints allege
fraud and seek punitive damages. Certain of these complaints
also name other firms as defendants.

A number of other entities (including American
International Group, Inc. (AIG), Bayerische Landesbank,
Deutsche Bank National Trust Company, Deutsche
Zentral-Genossenschaftbank, Erste Abwicklungsanstalt
and related parties, HSH Nordbank, IKB Deutsche
Industriebank AG, John Hancock and related parties,
M&T Bank, Norges Bank Investment Management,
Prudential Insurance Company of America and related
parties, and Sealink Funding Ltd.) have threatened to assert
claims of various types against the firm in connection with
various mortgage-related transactions, and the firm has
entered into agreements with a number of these entities to
toll the relevant statute of limitations.

As of the date hereof, the aggregate notional amount of
mortgage-related securities sold to plaintiffs in active cases
brought against the firm where those plaintiffs are seeking
rescission of such securities was approximately
$16.5 billion (which does not reflect adjustment for any
subsequent paydowns or distributions or any residual value
of such securities). This amount does not include the
threatened claims noted above or potential claims by other
purchasers in the same or other mortgage-related offerings
that have not actually brought claims against the firm, or
claims that have been dismissed (including a claim by
Landesbank Baden-Wiirttemberg, which was dismissed by
a decision dated September 26, 2011, from which the
plaintiff appealed on October 24,2011).
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In June 2011, Heungkuk filed a criminal complaint against
certain past and present employees of the firm in South
Korea relating to its purchase of a CDO securitization from
Goldman Sachs. The filing does not represent any judgment
by a governmental entity, but starts a process whereby the
prosecutor investigates the complaint and determines
whether to take action.

On September 1, 2011, Group Inc. and GS Bank USA
entered into a Consent Order with the Federal Reserve
Board relating to the servicing of residential mortgage
loans. In addition, on September 1, 2011, GS Bank USA
entered into an Agreement on Mortgage Servicing Practices
with the New York State Banking Department, Litton and
the acquirer of Litton, in connection with which Group Inc.
agreed to forgive 25% of the unpaid principal balance on
certain delinquent first lien residential mortgage loans
owned by Group Inc. or a subsidiary, totaling
approximately $13 million in principal forgiveness. See
Note 18 for further information about these settlements.

Group Inc., GS&Co. and GSMC are among the numerous
financial services firms named as defendants in a qui tam
action originally filed by a realtor on April 7, 2010
purportedly on behalf of the City of Chicago and State of
Illinois in Cook County, Illinois Circuit Court asserting
claims under the Illinois Whistleblower Reward and
Protection Act and Chicago False Claims Act, based on
allegations that defendants had falsely certified compliance
with various Illinois laws, which were purportedly violated
in connection with mortgage origination and servicing
activities. The complaint, which was originally filed under
seal, seeks treble damages and civil penalties. Plaintiff filed
an amended complaint on December 28, 2011, naming
GS&Co. and GSMC, among others, as additional
defendants and a second amended complaint on
February 8,2012.

The firm has also received, and continues to receive, requests
for information and/or subpoenas from federal, state and
local regulators and law enforcement authorities, relating to
the mortgage-related securitization process, subprime
mortgages, CDOs, synthetic mortgage-related products,
particular transactions involving these products, and
servicing and foreclosure activities, and is cooperating with
these regulators and other authorities. See also “Financial
Crisis-Related Matters” below.

On February 24, 2012, the firm received a “Wells” notice
from the staff of the SEC with respect to the disclosures
contained in the offering documents used in connection with
a late 2006 offering of approximately $1.3 billion of
subprime  residential = mortgage-backed  securities

underwritten by GS&Co. The firm will be making a
submission to, and intends to engage in a dialogue with, the
SEC staff seeking to address their concerns.

The firm expects to be the subject of additional putative
shareholder derivative actions, purported class actions,
rescission and “put back” claims and other litigation,
additional investor and shareholder demands, and additional
regulatory and other investigations and actions with respect
to mortgage-related offerings, loan sales, CDOs, and
servicing and foreclosure activities. See Note 18 for further
information regarding mortgage-related contingencies.

Auction Products Matters. On August 21, 2008,
GS&Co. entered into a settlement in principle with the
Office of the Attorney General of the State of New York
and the Illinois Securities Department (on behalf of the
North American Securities Administrators Association)
regarding auction rate securities. Under the agreement,
Goldman Sachs agreed, among other things, (i) to offer to
repurchase at par the outstanding auction rate securities
that its private wealth management clients purchased
through the firm prior to February 11, 2008, with the
exception of those auction rate securities where auctions
were clearing, (ii) to continue to work with issuers and
other interested parties, including regulatory and
governmental entities, to expeditiously provide liquidity
solutions for institutional investors, and (iii) to pay a
$22.5 million fine. The settlement is subject to definitive
documentation and approval by the various states. On
June 2, 2009, GS&Co. entered into an Assurance of
Discontinuance with the New York State Attorney
General. On March 19, 2010, GS&Co. entered into an
Administrative Consent Order with the Illinois Secretary
of State, Securities Department, which had conducted an
investigation on behalf of states other than New York.
GS&Co. has entered into similar consent orders with most
states and is in the process of doing so with the remaining
states.

On September 4, 2008, Group Inc. was named as a
defendant, together with numerous other financial services
firms, in two complaints filed in the U.S. District Court for
the Southern District of New York alleging that the
defendants engaged in a conspiracy to manipulate the
auction securities market in violation of federal antitrust
laws. The actions were filed, respectively, on behalf of
putative classes of issuers of and investors in auction rate
securities and seek, among other things, treble damages in
an unspecified amount. Defendants’ motion to dismiss was
granted on January 26, 2010. On March 1, 2010, the
plaintiffs appealed from the dismissal of their complaints.
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Private Equity-Sponsored Acquisitions Litigation.
Group Inc. and “GS Capital Partners” are among
numerous private equity firms and investment banks
named as defendants in a federal antitrust action filed in
the U.S. District Court for the District of Massachusetts
in December 2007. As amended, the complaint generally
alleges that the defendants have colluded to limit
competition in bidding for private equity-sponsored
acquisitions of public companies, thereby resulting in
lower prevailing bids and, by extension, less
consideration for shareholders of those companies in
violation of Section 1 of the U.S. Sherman Auntitrust Act
and common law. The complaint seeks, among other
things, treble damages in an unspecified amount.
Defendants moved to dismiss on August 27, 2008. The
district court dismissed claims relating to certain
transactions that were the subject of releases as part of
the settlement of shareholder actions challenging such
transactions, and by an order dated December 15, 2008
otherwise denied the motion to dismiss. On
April 26, 2010, the plaintiffs moved for leave to proceed
with a second phase of discovery encompassing
additional transactions. On August 18, 2010, the court
permitted discovery on eight additional transactions, and
the plaintiffs filed a fourth amended complaint on
October 7, 2010. The defendants filed a motion to
dismiss certain aspects of the fourth amended complaint
on October 21, 2010, and the court granted that motion
on January 13, 2011. On January 21, 2011, certain
defendants, including Group Inc., filed a motion to
dismiss another claim of the fourth amended complaint
on the grounds that the transaction was the subject of a
release as part of the settlement of a shareholder action
challenging the transaction. The court granted that
motion on March 1, 2011. On July 11, 2011, the
plaintiffs moved for leave to file a fifth amended
complaint encompassing additional transactions and to
take discovery concerning those transactions. On
September 7, 2011, the district court denied the
plaintiffs’ motion, without prejudice, insofar as it sought
leave to file a fifth amended complaint, but permitted an
additional six-month phase of discovery with respect to
the additional transactions.

Washington Mutual Securities Litigation. GS&Co. is
among numerous underwriters named as defendants in a
putative securities class action amended complaint filed on
August 5, 2008 in the U.S. District Court for the Western
District of Washington. As to the underwriters, plaintiffs
allege that the offering documents in connection with
various securities offerings by Washington Mutual, Inc.
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failed to describe accurately the company’s exposure to
mortgage-related activities in violation of the disclosure
requirements of the federal securities laws. The defendants
include past and present directors and officers of
Washington Mutual, the company’s former outside
auditors, and numerous underwriters. On June 30, 2011,
the underwriter defendants and plaintiffs entered into a
definitive settlement agreement, pursuant to which
GS&Co. would contribute to a settlement fund. On
November 4, 2011, the court approved the settlement, and
the time to appeal has run, thereby concluding the matter.
The firm has paid the full amount of GS&Co.’s
contribution to the settlement fund.

IndyMac Pass-Through Certificates Litigation. GS&Co.
is among numerous underwriters named as defendants in a
putative securities class action filed on May 14, 2009 in the
U.S. District Court for the Southern District of New York. As
to the underwriters, plaintiffs allege that the offering
documents in connection with various securitizations of
mortgage-related assets violated the disclosure requirements
of the federal securities laws. The defendants include
IndyMac-related entities formed in connection with the
securitizations, the underwriters of the offerings, certain
ratings agencies which evaluated the credit quality of the
securities, and certain former officers and directors of
IndyMac affiliates. On November 2, 2009, the underwriters
moved to dismiss the complaint. The motion was granted in
part on February 17, 2010 to the extent of dismissing claims
based on offerings in which no plaintiff purchased, and the
court reserved judgment as to the other aspects of the
motion. By a decision dated June 21, 2010, the district court
formally dismissed all claims relating to offerings in which no
named plaintiff purchased certificates (including all offerings
underwritten by GS&Co.), and both granted and denied the
defendants’ motions to dismiss in various other respects. On
May 17, 2010, four additional investors filed a motion
seeking to intervene in order to assert claims based on
additional offerings (including two underwritten by
GS&Co.). On July 6, 2010 and August 19, 2010, two
additional investors filed motions to intervene in order to
assert claims based on additional offerings (none of which
were underwritten by GS&Co.). The defendants opposed the
motions on the ground that the putative intervenors’ claims
were time-barred and, on June 21, 2011, the court denied the
motions to intervene with respect to, among others, the
claims based on the offerings underwritten by GS&Co.
Certain of the putative intervenors (including those seeking
to assert claims based on two offerings underwritten by

GS&Co.) have appealed.
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GS&Co. underwrote approximately $751 million principal
amount of securities to all purchasers in the offerings at
issue in the May 2010 motion to intervene. On
July 11, 2008, IndyMac Bank was placed under an FDIC
receivership, and on July 31, 2008, IndyMac Bancorp, Inc.
filed for Chapter 7 bankruptcy in the U.S. Bankruptcy
Court in Los Angeles, California.

MF Global Securities Litigation. GS&Co. is among
numerous underwriters named as defendants in class action
complaints filed in the U.S. District Court for the Southern
District of New York commencing November 18, 2011.
These complaints generally allege that the offering
materials for two offerings of MF Global Holdings Ltd.
convertible notes (aggregating approximately $575 million
in principal amount) in February 2011 and July 2011 failed
to, among other things, describe adequately the extent of
MF Global’s exposure to European sovereign debt, in
violation of the disclosure requirements of the federal
securities laws. GS&Co. underwrote an aggregate principal
amount of approximately $214 million of the notes. On
October 31, 2011, MF Global Holdings Ltd. filed for
Chapter 11 bankruptcy in the U.S. Bankruptcy Court in
Manhattan, New York.

GS&Co. has also received inquiries from various
governmental and regulatory bodies and self-regulatory
organizations concerning certain transactions with MF
Global prior to its bankruptcy filing. Goldman Sachs is
cooperating with all such inquiries.

Employment-Related Matters. On May 27, 2010, a
putative class action was filed in the U.S. District Court for
the Southern District of New York by several contingent
technology workers who were employees of third-party
vendors. The plaintiffs are seeking overtime pay for alleged
hours worked in excess of 40 per work week. The complaint
alleges that the plaintiffs were de facto employees of GS&Co.
and that GS&Co. is responsible for the overtime pay under
federal and state overtime laws. The complaint seeks class
action status and unspecified damages. On March 21, 2011,
the parties agreed to the terms of a settlement in principle and
on February 10, 2012, the court approved the terms of the
settlement. The firm has reserved the full amount of the
proposed settlement.

On September 15, 2010, a putative class action was filed in
the U.S. District for the Southern District of New York by
three former female employees alleging that Group Inc. and
GS&Co. have systematically discriminated against female
employees in respect of compensation, promotion,
assignments, mentoring and performance evaluations. The
complaint alleges a class consisting of all female employees
employed at specified levels by Group Inc. and GS&Co.
since July 2002, and asserts claims under federal and New
York City discrimination laws. The complaint seeks class
action status, injunctive relief and unspecified amounts of
compensatory, punitive and other damages. Group Inc. and
GS&Co. filed a motion to stay the claims of one of the
named plaintiffs and to compel individual arbitration with
that individual, based on an arbitration provision contained
in an employment agreement between Group Inc. and the
individual. On April 28, 2011, the magistrate judge to
whom the district judge assigned the motion denied the
motion. On July 7, 2011, the magistrate judge denied
Group Inc.’s and GS&Co.’s motion for reconsideration of
the magistrate judge’s decision, and on July 21, 2011
Group Inc. and GS&Co. appealed the magistrate judge’s
decision to the district court. On June 13,2011, Group Inc.
and GS&Co. moved to strike the class allegations of one of
the three named plaintiffs based on her failure to exhaust
administrative remedies. On September 29, 2011, the
magistrate judge recommended denial of the motion to
strike and Group Inc. and GS&Co. filed their objections to
that recommendation with the district judge presiding over
the case on October 11, 2011. By a decision dated
January 10, 2012, the district court denied the motion to
strike. On July 22, 2011, Group Inc. and GS&Co. moved
to strike all of the plaintiffs’ class allegations, and for partial
summary judgment as to plaintiffs’ disparate impact claims.
By a decision dated January 19, 2012, the magistrate judge
recommended that defendants’ motion be denied as
premature. The defendants have filed their objections to
that recommendation with the district judge. On
November 15, 2011, the district court denied the
defendants’ motion to compel arbitration with one of the
three named plaintiffs; defendants have appealed.
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Transactions with the Hellenic Republic (Greece).
Group Inc. and certain of its affiliates have been subject to a
number of investigations and reviews by various
governmental and regulatory bodies and self-regulatory
organizations in connection with the firm’s transactions
with the Hellenic Republic (Greece), including financing
and swap transactions. Goldman Sachs has cooperated
with the investigations and reviews.

Investment Management Services. Group Inc. and certain
of its affiliates are parties to various civil litigation and
arbitration proceedings and other disputes with clients relating
to losses allegedly sustained as a result of the firm’s investment
management services. These claims generally seek, among other
things, restitution or other compensatory damages and, in some
cases, punitive damages. In addition, Group Inc. and its affiliates
are subject from time to time to investigations and reviews by
various governmental and regulatory bodies and self-regulatory
organizations in connection with the firm’s investment
management services. Goldman Sachs is cooperating with all
such investigations and reviews.

Sales, Trading and Clearance Practices. Group Inc. and
certain of its affiliates are subject to a number of
investigations and reviews, certain of which are industry-
wide, by various governmental and regulatory bodies and
self-regulatory organizations relating to the sales, trading
and clearance of corporate and government securities and
other financial products, including compliance with the
SEC’s short sale rule, algorithmic and quantitative trading,
futures trading, transaction reporting, securities lending
practices, trading and clearance of credit derivative
instruments, commodities trading, private placement
practices and compliance with the U.S. Foreign Corrupt
Practices Act.

The European Commission announced in April 2011 that it
is initiating proceedings to investigate further numerous
financial services companies, including Group Inc., in
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connection with the supply of data related to credit default
swaps and in connection with profit sharing and fee
arrangements for clearing of credit default swaps, including
potential anti-competitive practices. These proceedings are
ongoing. The firm has received civil investigative demands
from the U.S. Department of Justice (DO]J) for information
on similar matters.

The CFTC has been investigating the role of GSEC as the
clearing broker for an SEC-registered broker-dealer client.
The CFTC staff has orally advised GSEC that it intends to
recommend that the CFTC bring aiding and abetting, civil
fraud and supervision-related charges against GSEC arising
from its provision of clearing services to this broker-dealer
client based on allegations that GSEC knew or should have
known that the client’s subaccounts maintained at GSEC
were actually accounts belonging to customers of the broker-
dealer client and not the client’s proprietary accounts. GSEC
has been discussing a potential resolution. Goldman Sachs is
cooperating with the investigations and reviews.

Insider Trading Investigations. From time to time, the
firm and its employees are the subject of or otherwise
involved in regulatory investigations relating to insider
trading, the potential misuse of material nonpublic
information and the effectiveness of the firm’s insider
trading controls and information barriers. It is the firm’s
practice to fully cooperate with any such investigations.

EU Price-Fixing Matter. On July 5, 2011, the European
Commission issued a Statement of Objections to Group Inc.
raising allegations of an industry-wide conspiracy to fix
prices for power cables including by an Italian cable
company in which certain Goldman Sachs-affiliated
investment funds held ownership interests from 2005 to
2009. The Statement of Objections proposes to hold Group
Inc. jointly and severally liable for some or all of any fine
levied against the cable company under the concept of
parental liability under EU competition law.



Notes to Consolidated Financial Statements

Municipal Securities Matters. Group Inc. and certain of
its affiliates are subject to a number of investigations and
reviews by various governmental and regulatory bodies and
self-regulatory organizations relating to transactions
involving municipal securities, including wall-cross
procedures and conflict of interest disclosure with respect
to state and municipal clients, the trading and structuring of
municipal derivative instruments in connection with
municipal  offerings, political contribution rules,
underwriting of Build America Bonds and the possible
impact of credit default swap transactions on municipal
issuers. Goldman Sachs is cooperating with the
investigations and reviews.

Group Inc., Goldman Sachs Mitsui Marine Derivative
Products, L.P. (GSMMDP) and GS Bank USA are among
numerous financial services firms that have been named as
defendants in numerous substantially identical individual
antitrust actions filed beginning on November 12, 2009
that have been coordinated with related antitrust class
action litigation and individual actions, in which no
Goldman Sachs affiliate is named, for pre-trial proceedings
in the U.S. District Court for the Southern District of New
York. The plaintiffs include individual California municipal
entities and three New York non-profit entities. All of these
complaints against Group Inc., GSMMDP and GS Bank
USA generally allege that the Goldman Sachs defendants
participated in a conspiracy to arrange bids, fix prices and
divide up the market for derivatives used by municipalities
in refinancing and hedging transactions from 1992 to 2008.

The complaints assert claims under the federal antitrust
laws and either California’s Cartwright Act or New York’s
Donnelly Act, and seek, among other things, treble
damages under the antitrust laws in an unspecified amount
and injunctive relief. On April 26, 2010, the Goldman
Sachs defendants’ motion to dismiss complaints filed by
several individual California municipal plaintiffs was
denied. On August 19, 2011, Group Inc., GSMMDP and
GS Bank USA were voluntarily dismissed without prejudice
from all actions except one brought by a California
municipal entity.

Financial Crisis-Related Matters. Group Inc. and certain
of its affiliates are subject to a number of investigations and
reviews by various governmental and regulatory bodies and
self-regulatory organizations and litigation relating to the
2008 financial crisis, including the establishment and
unwind of credit default swaps between Goldman Sachs
and AIG and other transactions with, and in the securities
of, AIG, The Bear Stearns Companies Inc., Lehman
Brothers Holdings Inc. and other firms. Goldman Sachs is
cooperating with the investigations and reviews.

In the second quarter of 2011, a Staff Report of the Senate
Permanent Subcommittee on Investigations concerning the
key causes of the financial crisis was issued. Goldman Sachs
and another financial institution were used as case studies
with respect to the role of investment banks. The report was
referred to the DOJ and the SEC for review. The firm is
cooperating with the investigations arising from this
referral, which are ongoing,.
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Note 28.
Employee Benefit Plans

The firm sponsors various pension plans and certain other
postretirement benefit plans, primarily healthcare and life
insurance. The firm also provides certain benefits to former
or inactive employees prior to retirement.

Defined Benefit Pension Plans and Postretirement
Plans

Employees of certain non-U.S. subsidiaries participate in
various defined benefit pension plans. These plans generally
provide benefits based on years of credited service and a
percentage of the employee’s eligible compensation. The
firm maintains a defined benefit pension plan for certain
U.K. employees. As of April 2008, the U.K. defined benefit
plan was closed to new participants, but will continue to
accrue benefits for existing participants. These plans do not
have a material impact on the firm’s consolidated results of
operations.

The firm also maintains a defined benefit pension plan for
substantially all U.S. employees hired prior to November 1,2003.
As of November 2004, this plan was closed to new participants
and frozen such that existing participants would not accrue any
additional benefits. In addition, the firm maintains unfunded
postretirement benefit plans that provide medical and life
insurance for eligible retirees and their dependents covered under
these programs. These plans do not have a material impact on the
firm’s consolidated results of operations.
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The firm recognizes the funded status of its defined benefit
pension and postretirement plans, measured as the difference
between the fair value of the plan assets and the benefit
obligation, in the consolidated statements of financial
condition. As of December 2011, “Other assets” and “Other
liabilities and accrued expenses” included $135 million
(related to an overfunded pension plan) and $858 million,
respectively, related to these plans. As of December 2010,
“Other assets” and “Other liabilities and accrued expenses”
included $164 million (related to an overfunded pension plan)
and $641 million, respectively, related to these plans.

Defined Contribution Plans ‘

The firm contributes to employer-sponsored U.S. and non-U.S.
defined contribution plans. The firm’s contribution to these plans
was $225 million, $193 million and $178 million for the years
ended December 2011, December 2010 and December 2009,

respectively.
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Note 29.
Employee Incentive Plans

The cost of employee services received in exchange for a
share-based award is generally measured based on the
grant-date fair value of the award. Share-based awards that
do not require future service (i.e., vested awards, including
awards granted to retirement-eligible employees) are
expensed immediately. Share-based awards that require
future service are amortized over the relevant service
period. Expected forfeitures are included in determining
share-based employee compensation expense.

The firm pays cash dividend equivalents on outstanding
RSUs. Dividend equivalents paid on RSUs are generally
charged to retained earnings. Dividend equivalents paid on
RSUs expected to be forfeited are included in compensation
expense. The firm accounts for the tax benefit related to
dividend equivalents paid on RSUs as an increase to
additional paid-in capital.

In certain cases, primarily related to conflicted employment
(as outlined in the applicable award agreements), the firm
may cash settle share-based compensation awards. For
awards accounted for as equity instruments, additional
paid-in capital is adjusted to the extent of the difference
between the current value of the award and the grant-date
value of the award.

Stock Incentive Plan

The firm sponsors a stock incentive plan, The Goldman
Sachs Amended and Restated Stock Incentive Plan (SIP),
which provides for grants of incentive stock options,
nonqualified stock options, stock appreciation rights,
dividend equivalent rights, restricted stock, RSUs, awards
with performance conditions and other share-based
awards. In the second quarter of 2003, the SIP was
approved by the firm’s shareholders, effective for grants
after April 1, 2003. The SIP was further amended and
restated, effective December 31, 2008.

The total number of shares of common stock that may be
delivered pursuant to awards granted under the SIP through
the end of the 2008 fiscal year could not exceed 250 million
shares. The total number of shares of common stock that
may be delivered for awards granted under the SIP in the
2009 fiscal year and each fiscal year thereafter cannot
exceed 5% of the issued and outstanding shares of common
stock, determined as of the last day of the immediately
preceding fiscal year, increased by the number of shares
available for awards in previous years but not covered by
awards granted in such years. As of December 2011 and
December 2010, 161.0 million and 139.2 million shares,
respectively, were available for grant under the SIP.

Restricted Stock Units

The firm issues RSUs to employees under the SIP, primarily in
connection with year-end compensation and acquisitions. RSUs
are valued based on the closing price of the underlying shares on
the date of grant after taking into account a liquidity discount
for any applicable post-vesting transfer restrictions. Year-end
RSUs generally vest and deliver as outlined in the applicable
RSU agreements. Employee RSU agreements generally provide
that vesting is accelerated in certain circumstances, such as on
retirement, death and extended absence. 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 table below presents the
activity related to RSUs.

Goldman Sachs 2011 Annual Report 199



Notes to Consolidated Financial Statements

Weighted Average
Grant-Date Fair Value of Restricted
Stock Units Outstanding

Restricted Stock
Units Outstanding

Future No Future Future No Future

Service Service Service Service

Required Required Required Required

Outstanding, December 2010 e 21,455,793 39,637,417 $124.17 $145.13
Granted 1.2 10,250,856 7,156,834 139.47 143.70
Forfeited (1,258,410) (183,858} 128.29 133.15
Belivereds — la1ss863) = 152.28
Vested? (16,146,050) 16,146,050 119.99 119.99
Outstanding, December 2011 14,302,1894 30,840,580 139.46 124.33

1. The weighted average grant-date fair value of RSUs granted during the years ended December 2011, December 2010 and December 2009 was $141.21, $132.64
and $151.31, respectively. The fair value of the RSUs granted during the year ended December 2011 and December 2010 includes a liquidity discount of 12.7% and
13.2%, respectively, to reflect post-vesting transfer restrictions of up to 4 years.

2. The aggregate fair value of awards that vested during the years ended December 2011, December 2010 and December 2009 was $2.40 billion, $4.07 billion and

$2.18 billion, respectively.

3. Includes RSUs that were cash settled.

4. Includes 754,482 shares of restricted stock subject to future service requirements.

In the first quarter of 2012, the firm granted to its employees
10.4 million year-end RSUs, of which 6.2 million RSUs
require future service as a condition of delivery. These
awards are subject to additional conditions as outlined in
the award agreements. Generally, shares underlying these
awards, net of required withholding tax, deliver over a
three-year period but are subject to post-vesting transfer
restrictions through January 2017. These grants are not
included in the above table.

Stock Options

Stock options generally vest as outlined in the applicable
stock option agreement. Options granted in February 2010
will generally become exercisable in one-third installments
in January 2011, January 2012 and January 2013 and will
expire in February 2014. In general, options granted prior
to February 2010 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 SIP and the applicable
stock option agreement.

The table below presents the activity related to stock
options.

Aggregate  Weighted Average
Intrinsic Value Remaining Life
(in millions) (years)

Options ~ Weighted Average
Outstanding Exercise Price

Outstanding, December 2010
Exercised

Forfeited ..

Expired

Outstanding, December 2011 47,256,938 97.76 444 6.08
Exercisable, December 2011 35,699,815 103.83 310 5.79
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The total intrinsic value of options exercised during the
years ended December 2011, December 2010 and
December 2009 was $143 million, $510 million and

Exercise Price

$484 million, respectively. The table below presents
options outstanding.

Weighted Average
Options Weighted Average Remaining Life
Outstanding Exercise Price (years)

$ 756.00-$ 89.99

38,119,258

150.00- 164.99 75,000 154.16 2.17
.16500- 19499 . O e S, e =

195.00 - 209.99 5,981,124 202.27 5.48
Outstanding, December 2011 47,256,938

The weighted average fair value of options granted in the
year ended December 2010 was $37.58 per option.

The tables below present the primary weighted average
assumptions used to estimate fair value as of the grant date
based on a Black-Scholes option-pricing model, and
share-based compensation and the related tax benefit.

Year Ended December
2011 2010 2009

Risk-free interest rate

Expected life

N/A 3.75 years " N/A

Year Ended December

in millions 2011 2010 2009
Share-based COMPENSAtION | S $2,843 $4070 . $2,030
Excess tax benefit related to options exercised e 55 .83 166
Excess tax benefit/(provision) related to share-based awards ' 138 239 (793)

1. Represents the tax benefit/(provision) recognized in additional paid-in capital on stock options exercised and the delivery of common stock underlying share-based

awards.

As of December 2011, there was $926 million of total
unrecognized compensation cost related to non-vested
share-based compensation arrangements. This cost is

expected to be recognized over a weighted average period
of 1.62 years.
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Note 30.
Parent Company

Group Inc. — Condensed Statements of Earnings

Year Ended December

Group Inc.—Condensed Statements of Cash Flows

Year Ended December

in millions 2011 2010 2009 in millions 2011 2010 2009
Revenues Cash flows from operating activities
Dividends from bank subsidiary . $1003 — 3% Netearnings $ 4,442 § 8354 $13,385
Dividends from nonbank subsidiaries =~~~ 4,967 6,032 Non-cash items included in net earnings
2884 _Undistributed earnings of subsidiaries (481) (2,884) (5:884)
964 Depreciation and amortizaton 14 18 39
9,880 “Deferred income taxes o 809 2147(3,347)
4,183 ~ Share-based compensation 244 393 100
Interest expense 3,917 3,429 Changes in operating assets and liabilities
Net interest income 630 724 Financial instruments owned, at fair value 3,567 (176) 24,382
Net revenues, including net interest income 3,697 10,604 Financial instruments sold, but not yet
i purchased, at fair value (536) (1,091) (1,032)
Operating expenses Other et 1495 10882 10/081
Compensation and benefits 300 423 637 Net cash provided by operating activities 9,471 15680 37,724
Other expenses 252 238 1,034
Total operating expenses 552 661 1,671 Cash flows from investing activities
Pre-tax earnings 3,145 9,943 13,441 Purchase of property, leasehold
Provisionfibenefit) for taxes T {1,297y 1689 56 improvements and equipment _(42) (15) 5
Net i 34,442 8,354 13,385 Issuance of short-term loans to

Net earnings applicable to common

shareholders $2510 $ 7,713 $12,192

Group Inc. — Condensed Statements of Financial Condition
As of December
in millions 2011 2010

Assets

Cashand cash equivalents $ 148 .. 7

[cans to and receivables from subsidiaries T
Bank subsidiary 7,196 5,050

Other assets
Total assets

subsidiaries, net of repayments

subsidiaries, net 4,642 (1,038) (2,781)

Net cash provided by/{used for)
_investing activities 3,867 (14,516) (13,343)
Cash flows from financing activities
Unsecured short-term borrowings, net (727) 3,137  (13,266)
Proceeds from issuance of long-term

borrowings 27,2517 21,098 22814

Repayment of long-term borrowings,
including the current portion (27,865) (21,838) (27,374)
(3.857) — (9,b7:

4
(6.048) ,

Dividends and dividend equivalents paid on
common stock, preferred stock and

__restricted stock units (2,771)  (1,443) (2,205}
Proceeds from issuance of common stock,
including stock option exercises 368 581 6,260

Unsecured short-term borrowings
With third parties 35,368 32,299

With subsidiaries 4,701 5,483

Other liabilities and accrued expenses 4,656 6,230

Total liabilities

Commitments, contingencies and guarantees

Shareholders’ equity
Preferred stock 3,100 6,957

Accumulated other comprehensive loss
Stock held in treasury, at cost

Total shareholders’ equity 70,379 77,356
Total liabilities and shareholders’ equity $283,916 $291,443
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compensation (1)
Net cash used for financing activities (13,331) (2,297) (24,314)
Net increase/(decrease) in cash and cash

gquivalents 7...40133) 67
Cash and cash equivalents, beginning of
year 7 1,140 1,073

Cash and cash equivalents, end of year $ 14 $ 7 $ 1,140

SUPPLEMENTAL DISCLOSURES:

Cash payments for third-party interest, net of capitalized interest, were

$3.83 billion, $3.07 billion and $2.77 billion for the years ended December 2011,

December 2010 and December 2009, respectively. ’

Cash payments for income taxes, net of refunds, were $1.39 billion,

$2.05 billion and $2.77 bilion for the years ended December 2011,

December 2010 and December 2009, respectively.

1. Includes $6.25 billion and $7.82 billion at fair value as of December 2011 and
December 2010, respectively.

2. Includes $12.91 billion and $13.44 billion at fair value as of December 2011
and December 2010, respectively.

3. Unsecured long-term borrowings with subsidiaries by maturity date are
$263 million in 2013, $656 million in 2014, $243 million in 2015, $97 million
in 2016 and $277 million in 2017-thereafter.

Non-cash activity:

During the year ended December 2011, $103 million of common stock was

issued in connection with the acquisition of Goldman Sachs Australia Pty Ltd

gESLA;stralia), formerly Goldman Sachs & Partners Australia Group Holdings
ty Ltd.
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Quarterly Results (unaudited)

The following represents the firm’s unaudited quarterly results
for the years ended December 2011 and December 2010.
These quarterly results were prepared in accordance with
generally accepted accounting principles and reflect all

adjustments that are, in the opinion of management, necessary
for a fair statement of the results. These adjustments are of a
normal recurring nature.

Three Months Ended

December September June March
in milions, except per share data 2011 2011 2011 2011
Total non-interest revenues 34,984 o $2,231 55,868 $10,536
Interestincome 3,354 ' 3,681 '
Interest expense 1,967 1,998 2,268 T1,749
Net interest income 1,065 1,356 1,413 1,358
Net revenues, including net interest income 6,049 3,587 7,281 11,894

Net earnings/(loss) applicable to common shareholders

Earnings/(loss) per common share

$ 1.9 $ (084) $ 1.96 $ 1.66
(0.84) 185 s 156
0.35 0.35 0.35
Three Months Ended
December September June March
in millions, except per share data 2010 2010 2010 2010
Total non-interest revenues $7,304 $7,222 $11,357

Interest expense

Net interest income

Net revenues, including net interest income

Net earnings applicable to common shareholders $ 453 $ 3,296
Earnings per common share ‘

R et 1 S $ 3.19 $.082 $ 6.02

2.98 0.78 5.59

S G S P G e

1. The timing and magnitude of changes in the firm’s discretionary compensation accruals can have a significant effect on results in a given quarter.
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Common Stock Price Range

The table below presents the high and low sales prices per share of the firm’s common stock.

Year Ended December

2011 2010 2009

High

Low High Low High

First quarter

$175.34

Fourth quarter

$147.81

$153.26

$178.75 $115.65

144.70

As of February 17, 2012, there were 13,340 holders of
record of the firm’s common stock.

Common Stock Price Performance

The following graph compares the performance of an
investment in the firm’s common stock from
November 24, 2006 through December 31, 2011, with the
S&P 500 Index and the S&P 500 Financials Index. The
graph assumes $100 was invested on November 24, 2006
in each of the firm’s common stock, the S&P 500

On February 17, 2012, the last reported sales price for the
firm’s common stock on the New York Stock Exchange
was $115.91 per share.

Index and the S&P 500 Financials Index, and the
dividends were reinvested on the date of payment without
payment of any commissions. The performance shown
in the graph represents past performance and should not
be considered an indication of future performance.

$150

$125

$100 crvereTe -
- -~ R
$ 75 > te.

~ \%,..v'/ \
-~
s 50 TR S .= ====-=
$ 25
$ 0 | T T T T 1
Nov-06 Nov-07 Nov-08 Dec-09 Dec-10 Dec-11

~——The Goldman Sachs Group, Inc. «+++++ S&P 500 Index

The table below shows the cumulative total returns in
dollars of the firm’s common stock, the S&P 500 Index and
the S&P 500 Financials Index for Goldman Sachs’ last five
fiscal year ends!, assuming $100 was invested on
November 24, 2006 in each of the firm’s common stock,

- = S&P 500 Financials Index

the S&P 500 Index and the S&P 500 Financials Index, and
the dividends were reinvested on the date of payment
without payment of any commissions. The performance
shown in the table represents past performance and should
not be considered an indication of future performance.

11/24/06 11/30/07 11/28/08 12/31/09 12/31/10 12/31/11
The Goldman Sachs Group, Inc. $10000 $11317 $39.79 $86.10
S&P 500 Index 10000 10777 6672 828 9812
S&P 500 Financials Index 100.00 88.54 37.56 43.92

1. As a result of the firm's change in fiscal year-end during 2009, this table includes 61 months beginning November 24, 2006 and ending December 31, 2011.
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Selected Financial Data

As of or for the

Year Ended One Month Ended
December  December  December  November November December
2011 2010 2009 2008 2007 2008 1

Income statement data (in millions)
Total non-interest revenues $ 23619 §$ 33658 $ 37,766 $ 17,946 $ 42,000 3 (502)
Interest income
Interest expense
Net interest income

Net revenues, including net interest income

Other operating expenses 10,419 10,428 9,151 8,952 8,193 697
Pre-tax earnings/{loss) $ 6169 $ 12892 $ 19829 $ 2336 $ 17,604 $ (1,258)

Balance sheet data (in millions)
Total assets

$911,332 $1,119,796

5884547

$848,942

173,545 185,085  168,2 164,174

Total liabilites 852,846
Total shareholders’ equity 70,379
Common share data (in millions, except per share amounts)

Earnings/(loss) per common share
Basic $ . $ 1475 § 2374 $§ 467 § 26.34 3 (2.15)

77,356

Diluted 51 1318 22.13 4.47 24.73 (2.15)

Diluted 556.9 585.3 550.9 4562 46122 4855
Selected data (unaudited)

Total staff

Ameri 19,200

investment purposes 38,700 36,200 39,200 40,000 38,000
Assets under management (in billions)
Asset class
Alternative investments $ 142 % 148 §$ 146 $ 146 $ 151 $ 145
S 126 . 144 146 112 255 114
Fixed income 340 340 315 248 256 253
Total non-money marketassets o 608 . 632 607 .o 506 662 512
Money markets 220 208 264 273 206 286
Total assets under management $ 828 $ 840 $ 871 $ 779 $ 868 $ 798

1. In connection with becoming a bank holding company, the firm was required to change its fiscal year-end from November to December. December 2008 represents
the period from November 29, 2008 to December 26, 2008.

N

. Book value per common share is based on common shares outstanding, including RSUs granted to employees with no future service requirements, of 516.3 million,
546.9 million, 542.7 million, 485.4 million, 439.0 million and 485.9 million as of December 2011, December 2010, December 2009, November 2008, November 2007
and December 2008, respectively.

3. Rounded to the nearest penny. Exact dividend amount was $0.4666666 per common share and was reflective of a four-month period (December 2008 through
March 2009), due to the change in the firm’s fiscal year-end.
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Statistical Disclosures

Distribution of Assets, Liabilities and Shareholders’ Equity
The table below presents a summary of consolidated average balances and interest rates.

For the Year Ended December

2011 2010 2009
Average Average Average Average Average Average
in millions, except rates balance Interest rate balance Interest rate balance Interest rate
Assets
Deposits with banks 838039 $ 125 033% $29371 $ 86 0.29% $ 22108 $ 65 0.29%
32,770 95 0.29 24,988 67 0.27 18,134

5268 30 19 0.43 3974

Securities borrowed, securities purchased under
agreements to resell, at fair value, and federal

Junds SOld 351,896 666 o 019 383719 . 540, 0.15 355636 951 0.27
us. 219,240 (249) (0.11) 243,907 75 003 255785 14 0.01
Non-U.S. 132,656 415 0.69 109,812 99,851 937

387,333 ogie 373 271,706

183,920 7477 4.07 198,849
““““““““ 103,402 3,241 3.13
143,270 1,665 1.16 127,067

99,042 915 0.92
“Non-U.S. T 44,328 750 770
Total interest-earning asset: 820,527 13,174 1.61
.......... A58 :
........ 118961 113576 i34 554
Total Assets $944,415 $892,274 $912,137
Liabilities
Interest-bearing deposits $ 40,266 $ 280 070% $ 38011 $§ 304 0.80% $ 41,076 § 415 1.01%
073" 0.89 35,043 371 1.06
0.38 6,033 44 0.73

Securities loaned and securities sold under
~_agreements 1o repurc}hase at fair value 156,794 1,317

111,718 392

Financial instruments sold, but not yet
purchased 1.2

186,148

179,004 3,235

7948 204

203,940 368

149,958 (535) .

53,982 903 167 46,256 548 1.18 59,942 4297072
Total interest-bearing liabilities 782,886 7982 102 724882 . 6806 . .. 0.94 740295 6,500 0.88
Non-interest-bearing deposits 140 169 115

Other non-interest-bearing liabilities 2

Total liabilities

Shareholders’ equity

Preferred stock .

Common stock

Total shareholders’ equity

" Total liabilities, preferred stock and
shareholders’ equity $944,415 $892,274 $912,137

Interest rate spread 0.59% 0.65% 0.90%

i a—
interest-earning assets

Percentage of interest-earning assets and
interest-bearing liabilities attributable to
non-U.S. operations
Assets o 34.80% 30.22% 28.98%

Liabilities 26.53 24.35 24.07
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1. Consists of cash financial instruments, including equity securities and convertible debentures.

2. Derivative instruments and commodities are included in other non-interest-earning assets and other non-interest-bearing liabilities.

3. Primarily consists of cash and securities segregated for regulatory and other purposes and certain receivables from customers and counterparties.
4. Consists of short-term other secured financings and unsecured short-term borrowings, excluding commercial paper.

5. Interest rates include the effects of interest rate swaps accounted for as hedges.

6. Consists of long-term secured financings and unsecured long-term borrowings.

7. Primarily consists of certain payables to customers and counterparties.
8

. Assets, liabilities and interest are attributed to U.S. and non-U.S. based on the location of the legal entity in which the assets and liabilities are held.
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Changes in Net Interest Income, Volume and Rate

Analysis
The table below presents an analysis of the effect on net changes due to volume/rate variance have been allocated to
interest income of volume and rate changes. In this analysis, volume.
For the Year Ended
December 2011 versus December 2010 December 2010 versus December 2009
Increase (decrease) due Increase (decrease) due
to change in: to change in:

Net Net
in millions Volume Rate change Volume Rate change
Interest-earning assets
Deposits with banks - $ 28 $ 11 $ 39 $ 20 $ 1 $ 21

_______ 28 8 Ao 22
6 n 2 @ . )
(60) 126 .. 38 (a49) .4
(352) (324) 4) 65 61
(234) )
7e) (388) @o0a) (160)  (564)
173 . 760 .. 170 (366) ....(196)
29 328 (159)  (289) (448
7228 e (363) .....1363)
{48) 102 (159) 74 (85)
Change in interest income 888 (23) 865 (335) (1,263) {1,598)
Interest-bearing liabilities
Interest-bearing deposits 15 (39) (24) (30)
13 (49) (36) (32)
.................... - 5 e 5

Securities loaned and securities sold under agreements to
repurchase, at fair value

(37)

(3)

(177)

(138)

(39)

(155)

7

(162)
Change in interest expense 583 593 1,176 (24) 330 306
Change in net interest income $305 $(616) $(311) $(311) $(1,593) $(1,904)
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Available-for-sale Securities Portfolio
The table below presents the fair value of available-for-sale securities.

Gross Gross

Amortized Unrealized Unrealized Fair

in miflions Cost Gains Losses Value
Available-for-sale securities, December 2011

Commercial paper, certificates of deposit, time deposits and other money market instruments $ 406 $ — $ — $ 406

U.S. government and federal agency obligations e 582 80 = 662

Non-U.S. government obligations 19 I e

Mortgage and other asset-backed loans and securites 1,505 30 (119) 1,416

Corporate debt securities 1,696 128 .01 1813

State and municipal obligations 418 83 T 381

Other debt obligations 67 — (3) 64

Total available-for-sale securities ) $4,693 $301 $(133) $4,861
Available-for-sale securities, December 2010

Commercial paper, certificates of deposit, time deposits and other money market instruments $ 176 $ — $ — §$ 176

18 .09 637

................ - h.u‘ru4v44< 2

.............. 82 6 670

162 (7) 1,688

______________________ 8 ... .6 3%

Other debt obligations 7 (2) 141

Total available-for-sale securities $3,434 $277 $ (38) $3,673
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The table below presents the fair value, amortized cost and contractual maturity. Yields are calculated on a weighted
weighted average yields of available-for-sale securities by average basis.

As of December 2011

Due After Due After
Due in One Year Through Five Years Through Due After
One Year or Less Five Years Ten Years Ten Years Total
$ in millions Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield
Fair value of available-for-sale securities
Commercial paper, certificates of deposit,
time deposits and other money market
instruments $406 -% % - —% $ — % $ - —% $ 406 —%
U.S. government and federal agency
obligatons 72 - 132 3 69 2 389 4 662 3
Non-U.S. government obligations — — 9 3 - 9 6 1 4 19 4
Mortgage and other asset-backed loans :
and securities ) — — 120 7 19 5 1,277 10 1,416 10
Corporate debt securities 3 5 425 4 848 5 507 6 1,813 5
State and municipal obligations 1 5 12 5 T T 468 . 6 81 .8
Other debt obligations — - 10 4 — — 54 3 64 3
Total available-for-sale securities $512 $708 $945 $2,696 $4,861
Amortized cost of available-for-sale .
securities $512 $696 $899 $2,586 $4,693
As of December 2010
Due After Due After
Due in One Year Through Five Years Through Due After
One Year or Less Five Years Ten Years Ten Years Total
$ in millions Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield
Fair value of available-for-sale securities
Commercial paper, certificates of deposit,
time deposits and other money market
instruments $176 =% 3. LI $ — =% 8. .= =% $.176 . =%
U.S. government and federal agency
obligations e 37 4 99 3 LA 4.8 4 837 .4
Non-U.S. government obligations — — 2 2 — — - — 2 2
Mortgage and other asset-backed loans
and securities T - e e 670 .. 670 .. ()
6 126 6 T7 6 811 7....0.888 .. 6
. T 10 5 (ST 5 338 6. 359 . 6
Other debt obligations — — — — 24 1 117 5 141 4
Total available-for-sale securities $247 $237 $769 $2,420 $3,673
Amortized cost of available-for-sale
securities $246 $220 $708 $2,260 $3,434
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Deposits
The table below presents a summary of the firm’s interest-bearing deposits.

Average Balances Average Interest Rates

Year Ended December Year Ended December
$ in millions 2011 2010 2009 2011 2010 2009
us.:
Savings ! et $25916  $23260 $23,024 0.42%  044%  062%
Time 7,318 8,158 12,019 1.84 2.16 1.89
TOtal U.S. dBPOSIS | et 33,234 . STA8 35,043 073 .08 . 1.08
Non-U.S.:
e 5,378 9909 . 5,402 046 . 034 ... 0.61
Time 1,654 1,034 631 0.73 0.58 1.65
Total Non-U.S. deposits 7,032 6,593 6,033 0.53 0.38 0.73
Total deposits $40,266 $38,011 $41,076 0.70 0.80 1.01

1. Amounts are available for withdrawal upon short notice, generally within seven days.

Ratios
The table below presents selected financial ratios.

Year Ended December
2011 2010 2009
Net earnings to average assets 0.5% 0.9% 1.5%

Dividend payout ratio 3 31.0 10.6 4.7

1. Based on net earnings applicable to common shareholders divided by average monthly common shareholders’ equity.
2. Based on net earnings divided by average monthly total shareholders’ equity.

3. Dividends declared per common share as a percentage of diluted earnings per common share.

Short-term and Other Borrowed Funds

The table below presents a summary of the firm’s securities mature within one year of the financial statement date and
loaned and securities sold under agreements to repurchase include borrowings that are redeemable at the option of the
and short-term borrowings. These borrowings generally holder within one year of the financial statement date.

Securities Loaned and Securities Sold

Under Agreements to Repurchase Commercial Paper Other Funds Borrowed .2
As of December As of December As of December
$ in millions 2011 2010 2009 2011 2010 2009 2011 2010 2009
Amounts outstanding at year-end $171,684 $173,6557 $143567 $1,491 $1,306 $1,660 $76,732 $71,065 $48,787
Average outstanding during the year 171,753 160,280 156,794 1,881 1,624 1,002

Maximum month-end outstanding

Weighted average interest rate
During the year 0.53% 0.44% 084% 0.24% 031% 0.50% 0.68% 0.83% 1.06%

712 3,060

At year-end 0.39 0.44 0.26 0.34 0.20 0.37 0.93 0.63 0.76

1. Includes short-term secured financings of $29.19 billion, $24.53 billion and $12.93 billion as of December 2011, December 2010 and December 2009, respectively.

2. As of December 2011, December 2010 and December 2009, weighted average interest rates inciude the effects of hedging.
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Cross-border Outstandings

Cross-border outstandings are based on the Federal
Financial Institutions Examination Council’s (FFIEC)
regulatory  guidelines for reporting  cross-border
information and represent the amounts that the firm may
not be able to obtain from a foreign country due to country-
specific events, including unfavorable economic and
political conditions, economic and social instability, and
changes in government policies.

Credit exposure represents the potential for loss due to the
default or deterioration in credit quality of a counterparty
or an issuer of securities or other instruments the firm holds
and is measured based on the potential loss in an event of
non-payment by a counterparty. Credit exposure is reduced
through the effect of risk mitigants, such as netting
agreements with counterparties that permit the firm to
offset receivables and payables with such counterparties or
obtaining collateral from counterparties. The tables below
do not include all the effects of such risk mitigants and do
not represent the firm’s credit exposure.

Claims in the tables below include cash, receivables,
securities purchased under agreements to resell, securities
borrowed and cash financial instruments, but exclude
derivative instruments and commitments. Securities
purchased under agreements to resell and securities
borrowed are presented gross, without reduction for related
securities collateral held, based on the domicile of the
counterparty. Margin loans (included in receivables) are
presented based on the amount of collateral advanced by
the counterparty.

The tables below present cross-border outstandings for
each country in which cross-border outstandings exceed
0.75% of consolidated assets in accordance with the FFIEC
guidelines.

As of December 2011

in millions Banks Governments Other Total
Country
France $33,916 " $ 2,859 $ 3,776 $40,551

Australia 1,597 470 5,209 7,276
As of December 2010

in millions Banks Governments Other Total
Country

BTaNCE $29.250 $ 7.373 $ 4,860 $41,483
Cayman ISIANAS e 7 T 35,850

JBDBN e 21,881 ) 49 8,002

BTNy e 3767 ... 16,572 2,782

Chlna ......................................... 10'849 .............................. 701 2'931

United Kingdom e 2829 o 2,401 6,800

S ZOI AN s et 2473 ... 151 7,616

Canada 260 366 6,741

1. Primarily comprised of secured lending transactions with a clearing house which are secured by collateral.

2. Primarily comprised of interests in and receivables from funds domiciled in Ireland, but whose underlying investments are primarily located outside of Ireland, and

secured lending transactions which are secured by U.S. government obligations.

3. Excludes claims of $2.27 billion, $6.99 billion and $53.01 billion as of December 2011, and $1.21 billion, $7.06 billion and $26.84 billion as of December 2010 for the
Cayman Islands, Japan and the United Kingdom, respectively, where the firm’s subsidiary and the counterparty are domiciled within the same foreign country, but

the claim is not denominated in that country’s local currency.

4. Primarily comprised of secured lending transactions which are primarily secured by German government obligations.
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Kevin G. Byrne
Tracy A. Caliendo
Thomas J. Carella
Winston Cheng
Doris Cheung

Alina Chiew

Getty Chin

Paul Christensen
Andrew Chung
Robert C. Cignarella
Alberto Cirillo
Nigel C. Cobb
Giorgio Cocini
Shaun A. Collins
Martin A, Cosgrove
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Jeffrey J. Huffman
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Baoshan Jin
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Jane M. Kelsey
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Caroline V. Kitidis
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Maxim Kolodkin
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Anshul Krishan
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Gregor A. Lanz
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Solenn Le Floch
Craig A. Lee

Rose S. Lee

José Pedro Leite da Costa
Allison R. Liff
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Todd D. Lopez
Galia V. Loya

Michaela J. Ludbrook
August Lund

R. Thornton Lurie
Peter R. Lyneham
Gregory P. Lyons
Paget R. MacColl
Lisa S. Mantil
Clifton C. Marriott
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Daniel G. Martin
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Masaaki Matsuzawa
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Edward G. Morse
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Stephen J. Nundy
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Julien D. Petit
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David S. Plutzer

Ian E. Pollington
Alexander E. Potter
Jonathan A. Prather
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Alberto Ramos
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Sunder K. Reddy
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Ryan E. Roderick
Philip J. Salem

Hana Thalova

Gleb Sandmann

*Partnership Committee Member
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Ronald Arons
Michael S. Goldstein
John P. Killian

Brett A. Olsher

James B. Adams
Geoffrey P. Adamson
Yashar Aghababaie
Nicole Agnew

John F. Ajello

Ahmet Akarli

Ali A. Al-Ali

Jorge Alcover
Moazzam Ali

Shawn M. Anderson
Gina M. Angelico
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Paula G. Arrojo
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Richard I. Hempsell
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Jeremy P. Herman
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Simon Hurst

Edward McKay Hyde
Nagisa Inoue
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Gudrun Wolff

Isaac W. Wong
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Stuart J. Wrigley
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Ying Xu

Lan Xue
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Eugene Yoon

Angel Young
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David A. Markowitz
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Kamal S. Hamdan
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Yi Wang
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Vicky Wickremeratne
Ed Wittig

Jon J. Wondrack
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Jonathan L. Cohen
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Directors
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Donald R. Gant
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Thomas B. Walker, Jr.
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Buenos Aires
Calgary
Chicago
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Hong Kong
Houston
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Kuala Lumpur
London

Los Angeles
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Mexico City
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Moscow
Mumbai
New York
Paris
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San Francisco
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Washington, D.C.
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