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GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimted company)

REPORT OF THE DIRECTORS

The directors present their report and the audited financial statements for the 52 week peried ended 24 November 2006

1. Principal activities

The company 1s 2 holding company to a group that provides 2 wide range of financial services to clients located
worldwide The company’s share capital 1s denomnated n US dollars and the company 15 part of a US dollar
reporting group Accordingly, the company’s functional currency 1s US dollars and these financial statements
have been prepared n that currency

2. Review of busmess and future developments
The profit and loss account for the period 1s set out on page 8 Profit on ordinary activities before taxation for the
group was $758,392,000 (52 week penod ended 25 November 2005 $706,219,000) The group has reported net
assets of $6,056,553,000 (25 November 2005 $5,447,877,000) and the company has reported net assets of
$3,556,857,000 (25 November 2005 $3,468,290,000)

Details of the group’s busmess segments are given i note 4 to the financial statements

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

Trading and Prmcipal Investments benefited from strong customer-driven activity and favourable market
conditions

Asset Management and Securities Services reflected strong results primarily from the pnme brokerage busmess
generated by higher customer balances

Business environment

As the company 1s a holding company to a group that provides financial services, our businesses are matenally
affected by conditions m the financial markets and general economuc condiions A favourable business
environment 15 typtcally charactensed by Jow inflation, low or declining interest rates and strong equity markets
Over the business cycle, these factors provide a posttive climate for our mmvestment banking activities, for many of
our trading busmesses and for wealth creation Although short-term interest rates contimued to rise and the yield
curve continued to flatten, econormc conditions remawned generally favourable during 2006, as global interest
rates remamed at low levels, core mnflation was broadly contained, global equity prices generally rose and
corporate activity continued to improve

Strategy

The Goldman Sachs Group, Inc , 15 a leading global mvestment banking, securities and investment management
firm that provides a wide-range of services worldwide to a substantial and drversified client base that includes
corporations, financial mstitutions, governments and high-net-worth individuals

As part of this group, the company and 1ts subsidiary undertakings seek to be the advisor of choice for its clients
and a leading participant 1n the global financial markets  The group’s strategy, consistent with that of the wader
group, 1s to grow its three core businesses, Investment Banking, Trading and Principal Investments, and Asset
Management and Securities Services, in markets throughout the world




GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimited company)

REPORT OF THE DIRECTORS (CONTINUED}

Principal risks and uncertainties

The group faces a variety of risks that are substantial and mherent 1n 1ts businesses including economic and
market conditions, Liquidity, credit quality, compention, and employee-related, operational infrastructure and
technology nsks Consequently, the group does not produce predictable eammgs The key business nsks
affecting the group are set out below

Economic and market conditions

Our busmesses are materially affected by conditions 1n the global financial markets and economic conditions
generally and these conditions may change suddenly and dramatically Unfavourable or uncertain econonuc and
market conditions have adversely affected, and may i the future adversely affect, our business and profitability

Liquidity

Ligquidity 1s essential to our businesses Our hquidity could be impaired by an mnability to access secured and / or
unsecured debt markets, an mability to sell assets or unforeseen outflows of cash or collateral This situation may
arise due to circumstances that we may be unable to control, such as a general market disruption or an operational
problem that affects third parties or us Furthermore, our ability to sell assets may be impaired 1f other market
participants are seeking to sell sumlar assets at the same time

Credut quality

We are exposed to the risk that third parties that owe us money, secunties or other assets will not perform their
obligations These parties may default on their obligations to us due to bankruptcy, lack of hquidity, operational
fatlure or other reasons We are also subject to the nisk that our rights agamnst third parties may not be enforceable
in all circumstances In addition, a deterioration n the credit quahty of third parties whose securities or
obligations we hold could result in losses and / or adversely affect our ability to use those securities or obligations
for liquidity purposes The amount and duration of our credit exposures have been increasing over the past
several years, as has the breadth of the entities to which we have credit exposures Although we regularly review
credit exposures to specific chients and counterparties and to specific industries, countries and regions that we
believe may present credit concerns, default risk may anse from events or circumstances that are difficult to detect
or foresee In addition, concerns about, or a default by, one mstitution could lead to sigmificant hiquidity
problems, losses or defaults by other institutions, which 1n turn could adversely affect the group

Competition

The financial services industry 1s intensely competitive and we expect 1t to remain so  Our competitors are other
brokers and dealers, mvestment banking firms, mvestment advisers, mutual funds, hedge funds, pnvate equity
funds, commercial banks and merchant banks We compete on the basis of a number of factors including
transaction execution, our products and services, mnovation, reputation and price We believe that we wall
continue to experience pricing pressures in the future as some of our competitors seck to ncrease market share by
reducing prices

Over time, there has been substantial consolidation and convergence amongst companics in the financial services
mdustry This trend toward consolidation and convergence has significantly increased the capital base and
geographic reach of our competitors It has also hastened the globahisation of the securities and other financial
services markets
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REPORT OF THE DIRECTORS (CONTINUED)
Emplayees

We also face intense competition 1n attracting and retaimng quabfied employees Our ability to continue to
compete effectively n our businesses will depend upon our ability to attract new employees and retan and
motivate our existing employees

Qur performance 15 largely dependent on the talents and efforts of ughly skilled individuals Competition wn the
financial services mdustry for qualified employees 1s mtense In addition, competition with busmesses outside the
financial services industry, such as hedge funds, private equity funds and venture capital funds, for the most
hughly skilled individuals has been intense

Operational infrastructure

Failures in mternal processes, people or systems could lead to mmpairment of our liquidity, financial loss,
disruption of business, liability to clients, regulatory intervention or reputational damage For example, our
businesses are highly dependent on our ability to process, on a daily basis, a large number of transactions across
numerous and diverse markets i many currencies The transactions we process have become imncreasingly
complex and often must adhere to chent-specific gmdelines, as well as legal and regulatory standards Our
financial, accounting, data processing or other operating systems and faciliies may fail to operate properly or
become disabled as a result of events that are wholly or partially beyond our control, adversely affecting our
ability to process these transactions The inability of our systems to accommodate an increasing volume of
transactions could also constram our ability to expand our businesses

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

Despite the contingency plans and facilities that we have n place, our ability to conduct busmess may be
adversely impacted by a disruption 1n the infrastructure that supports our businesses and the commumities 1n which
we are located This may include a disruption nvelving electrical, conumnunications, transportation or other
services used by the group or third parties with which we conduct busmess These disruptions may occur, for
example, as a result of events that affect only the buildings of the company or such third parties, or as a result of
events with a broader umpact on the cities where those buildings are located

Technology

Technology 1s fundamental to our business and our industry The growth of electromc trading and the
introduction of new technologies 1s changing our businesses and presenting us with new challenges Securnties,
futures and options transactions are increasingly occurring electromcally, both on our own systems and through
other alternative trading systems and 1t appears that the trend toward alternative trading systems will continue and
probably accelerate  Some of these alternative trading systems compete with our trading businesses and we may
expertence continued competitive pressures 1n these and other areas In addition, the mcreased use by our clients
of low-cost electromc trading systems and direct electromc access to trading markets could cause a reduction 1n
commussions and spreads
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REPORT OF THE DIRECTORS (CONTINUED)

Risk management

We seek te momtor and control our nsk exposure through a varnety of separate, but cornplementary, financial,
credit, operational, comphance and legal reporting systems Our trading nisk management process seeks to
balance our ability to profit from trading positions with our exposure to potential losses Whilst we employ a
broad and diversified set of sk momtoring and nsk mitigation techmques, those techmques and the judgements
that accompany their application cannot anticipate every economic and financial outcome or the specifics and
tmuing of such outcomes Thus, we may, in the course of our activities, meur losses In addition, refer to the
financial nsk management section, below

Future outlook

The directors consider that the period end financial position of the group was satisfactory No significant change
n the group’s principal business activity 1s expected

3. Dividends

The directors of Goldman Sachs (UK) L L C, the immediate parent undertaking, agreed to waive the receipt of a
preference dividend from the company n respect of the period (52 week penod ended 25 November 2005
USSNil) The directors did not declare and pay an interim ordinary dividend i respect of the period (52 week
period ended 25 November 2005 USS$Nil) The directors do not recommend the payment of a final ordnary
dividend 1 respect of the period (52 week period ended 25 November 2005 USSNil}

4, Exchange rate

The US dollar/sterling exchange rate at the balance sheet date was 19322 (25 November 2005 17131) The
average rate for the period was | 8287 (52 week period ended 25 November 2005 1 8293)

5 Employment of disabled persons

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

6 Employee mnvolvement

It 1s group policy that there should be effective commumcation wath all employees who, subject to practical and
commercial considerations, should be consulted on and involved 1n decisions that affect their current Jobs or future
prospects Employees share in performance based incentive schemes

7 Post balance sheet events

On 18 December 2006, Goldman Sachs Holdings (U K ), a subsidiary undertaking acquired Forres LLC, for a
total consideration of $2,087,505,315 from a fellow group undertaking Goldman Sachs Holdings (UK ) was
advanced a loan from a fellow group company to enable 1t to fund this investment Forres LLC 1s an investment
company ncorporated i Delaware, United States of Amenca
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REPORT OF THE DIRECTORS (CONTINUED)

10.

11.

Directors

The directors of the company dunng the period, and as at the date of this report, together with dates of
appontment or resignation where applicable, were -

Name Appomted Resigned

NP Crapp 29 September 2006

S Davies

D W McDonogh 30 March 2006

T L Mller 29 September 2006
P C Deighton 21 February 2006
P E Mulvihill 23 March 2006

No director has, or had dunng the pened, any interest requinng note herein

Financial nsk management

The groups’ nsk management objectives and policies, as well as exposures to market nisk, credt nisk and hquidity
nsk are described 1n note 30 to the financial statements

Directors’ responsibilities

United Kingdom company law requires the directors to prepare accounts for each financial year which give a true

and fair view of the state of affairs of the company as at the end of the financial year and of the profit or loss of the
company for that pertod In preparing those accounts, the directors are required to

. select suitable accounting policies and then apply them consistently,
. make judgements and estimates that are reasonable and prudent,
. state whether applicable accounting standards have been followed subject to any matenal departures

disclosed and explained 1n the financial statements, and

. prepare the accounts on the going concern basis unless it 15 nappropriate to presume that the company will
continue 1n business

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

Disclosure of information to auditors

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

. so far as each of the directors 1s aware, there 15 no relevant audit information (as defined in the Companes
Act 1985) of which the company’s auditors are unaware, and

. each of the directors has taken all the steps that he / she ought to have taken as a director to make himself /
herself aware of any relevant audit information (as defined) and to establish that the company’s auditors are
aware of that information
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12.  Auditers
The company has passed Elective Resolutions 1n accordance with the Compames Act 1985 to dispense with the
holding of annual general meetings, the laying of accounts and reports before general meetings and the annual

reappoimntment of Auditors PricewaterhouseCoopers LLP will, accordingly, continue 1n office as Auditors of the
company pursuant to Section 386 of the Compames Act 1985

13. Charitable contributions

During the period, an amount of U5$1,930,567 (52 week per:od ended 25 November 2005 US51,299,703) was

donated to chanty

BY ORDER OF THE BOARD

J. GROUNSELL
Secretary




Report of the independent auditors to the members of
GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlinuted company)

We have audited the group and the parent company financial statements of Goldman Sachs Group Holdings (U K ) for
the 52 week period ended 24 November 2006 which compnse the group profit and loss account, the group and company
balance sheets and the related notes These financial statements have been prepared under the accounting policies set out
theremn

Respective responsibibities of directors and auditors

The durectors’ responsibilities for preparing the financial statements n accordance with applicable law and Umited
Kingdom Accounting Standards (Unuted Kingdom Generally Accepted Accounting Practice) are set out m the Statement
of Directors’ Responsibilities

Our responsibility 15 to audit the financial staternents in accordance with relevant legal and regulatory requurements and
International Standards on Auditing (UK and Ireland) This report, including the opimion, has been prepared for and only
for the company’s members as a body 1n accordance with Section 235 of the Compames Act 1985 and for no other
purpose  We do not, in giving this opimon, accept or assume responsibility for any other purpose or to any other person
to whom this report 1s shown or mto whose hands 1t may come save where expressty agreed by our prior consent in
Writing

We Teport to you our opsnion as to whether the financial statements give a true and fair view and are properly prepared in
accordance with the Compames Act 1985 We also report to you whether m our opinion the information given mn the
Directors’ Report 1s consistent with the financial statements

In addion we report to you if, m our opinion, the company has not kept proper accountng records, 1f we have not
received all the information and explanations we require for our audit, or 1f information specified by law regarding
directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the mmplications for our report if we become aware of any apparent
misstatements within 1t

Basis of audit opinion

We conducted our audit i accordance with International Standards on Audiing (UK and Ireland) issued by the Auditing
Practices Board An audit includes exanunation, on a test basis, of evidence relevant to the amounts and disclosures m
the financal statements It also includes an assessment of the sigmficant esimates and judgements made by the directors
1n the preparation of the financial statements, and of whether the accounting policies are appropriate to the company’s
circumstances, consistently apphied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary
in order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from
matenial misstatement, whether caused by fraud or other wregulanity or error  In forming our opnion, we also evaluated
the overall adequacy of the presentation of information 1n the financial statements

Opimon
In our opinion

e the financial statements give a true and fair view, 1n accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of the parent company and the group’s affairs as at 24 November 2006 and of
the group’s profit for the period then ended,

e the financial statements have been properly prepared 1n accordance with the Companies Act 1985, and
the mformation given 1n the Directors' Report 1s consistent with the financial statements

L ]
PricewaterhouseCoopers LLP 6

Chartered Accountants and Registered Auditors
i " 0) et o 9007




GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimited company)

PROFIT AND LOSS ACCOUNT
for the 52 week period ended 24 Novermnber 2006

As restated

The Group The Group

Note 52 week period ended 52 week period ended

24 November 2006 25 November 2005

US$°000 US$ 000

Trading profit 1{g).4 71,935,602 5,849,674

Adnmumstrative expenses (6,195,336) (4,411,728)

OPERATING PROFIT 6 1,740,266 1,437,946

Share of operating profit in jomnt venture 7 - 9,324

QOther 1nterest receivable and simular ncome ] 120,068 114,135

Interest payable and simular charges 9 (1,106,697) (859,210)

Net finance income 11 4,755 4,024

PROFIT ON ORDINARY ACTIVITIES

BEFORE TAXATION 758,392 706,219

Tax on profit on ordinary activities 12 (206,732) (204,620)
PROFIT ON ORDINARY ACTIVITIES AFTER

TAX AND PROFIT FOR THE PERIOD 28 551,660 501,599

The trading profit and operating profit of the group 1s derived from continuing operations

There 15 no chfference between the profit on ordinary activities before taxation and the profit for the period as stated above
and their historical cost equivalents except as explained mn note 1(d}

The notes on pages 11 to 40 form part of these financial siatements
Auditors’ report - page 7




GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unhimited company)

RECONCILIATION OF MOVEMENTS IN TOTAL SHAREHOLDERS’ FUNDS
for the 52 week penod ended 24 November 2006

The Group
52 week period 52 week period
ended 24 November  ended 25 November
2006 2005
US$’000 USss$’000
(restated)
Profit for the period 551,660 501,599
Exchange (loss)/gam on consohdation 65,592 (46,165)
Movement 1n capital redemption reserve - 305,012
Actuarial loss relating to the pension scheme (12,252) -
UK deferred tax attributable to the actuarial loss 3,676 -
Net increase 1n sharcholders” funds 608,676 760,446
Opening sharehelders” funds 5,447,877 4,687,431
Closing shareholders’ funds 6,056,553 5,447,877
STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
for the 52 week penod ended 24 November 2006
The Group
52 week period 52 week period
ended 24 November ended 25 November
2006 2005
US$°000 USs$’000
{restated)
Profit for the financial penod 551,660 501,599
Actuarial loss relating to the pension scheme (12,252) -
UK deferred tax attributable to the actuanal loss 3,676 -
Movement i capital redemption reserve - 305,012
Exchange (loss)/gamn on consolidaticn 65,592 (46,165)
Total recogmsed gams for the financial period 608,676 760,446

The notes on pages 11 to 40 form part of these financial statements
Auditors’ report — page 7




GOLDMAN SACHS GROUP HOLDINGS (U.K.)

(unhimited company)

FIXED ASSETS

[ntangble assets

Tangible fixed assets

[nvestments

Shares 1n subsidiary undertakings
Shares th associate investments
Other investments other than loans

CURRENT ASSETS

Trading inventory

Secunties purchased under agreements to resell
Debtors

Cash at bank and 1n hand

CREDITORS. AMOUNTS FALLING

DUE WITHIN ONE YEAR

Trading mventory sold but not yet purchased
Secunties sold under agreements to repurchase
Other creditors

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT
LIABILITIES

CREDITORS: AMOUNTS FALLING
DUE AFTER MORE THAN ONE YEAR

PROVISIONS FOR LIABILITIES AND
CHARGES

NET ASSETS EXCLUDING PENSION
DEFICIT

Pension Deficit
NET ASSETS INCLUDING PENSION
DEFICIT

CAPITAL AND RESERVES

Called up share capital

Share premium account

Merger reserve

Capital redemption reserve

Profit and loss account

TOTAL SHAREHOLDERS® FUNDS

Approved by the Board of Directors on

97/0-‘,

The notes on pages 11 to 40 form part of these financial.

Auditors’ report - page 3

BALANCE SHEETS
as at 24 November 2006
Note The Group The Company
24 November 25 November 24 November 25 November
2006 2005 2006 2005
US$°000 USS’000 US$'000 US$'000
(restated) {restated)
14 343 385 - -
15 4,400 3,836 - -
16(a) - « 3,865,644 3,698,861
16(b) 13,556 ~ 13,556 -
16(c) 2,980 61,584 - -
21,279 65,805 3,879,200 3,698,861
244,822,696 144,638,358 - 220,060
18 60,568,244 54,726,837 - -
19 228,821,556 205,556,716 13,950,251 6,984,386
20 10,517,384 8,617,824 - -
544,729,880 413,539,735 13,950,251 7,204,446
(194,481,223) (117,016,235) - -
21 (76,854,167)  (60,076,767) - -
22 (237,949,987)  (212,859,045) (814,594) (935,017)
(509,285,377 (389,952,047) (814,594) (935,017)
35,444,503 23,587,688 13,135,657 6,269,429
35,465,782 23,653,493 17,014,857 9,968,290
23 (29,268,297)  (18,122,885)  (13,458,000) (6,500,000)
25 (25,000} (25,000) -
6,172,485 5,505,608 3,556,857 3,468,290
11 (115,932) (57,731) - -
6,056,553 5,447,877 3,556,857 3,468,290
27 22,415 22,415 22,415 22,415
28 1,519,410 1,519,410 1,519,410 1,519,410
28 1,021,395 1,021,385 1,021,393 1,021,395
28 305,012 305,012 - -
28 3,188,321 2,579,645 993,637 905,070
6,056,553 5,447,877 3,556,857 3,468,290
2

u GM Director

tements

-10-



GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

ACCOUNTING POLICIES

(a) Accounting convention: The financial statements have been prepared under the histoncal cost conventon,

modified as explained m note 1(d), the accounting policies set out below, and m accordance with applicable
Umted Kingdom Law, apphicable United Kingdom accounting standards and pronouncements of the Urgent
Issues Task Force (UITF)

{b) Consolidation: The consolidated financial statements nclude the company and all of its subsidiaries since

©

C)

their date of acquisition In accounting for subsidiaries the group consolidates fully their assets, habihiies and
results for the year and shows separately the mnterest of minority shareholders theremn  AlY inter-company
balances and transactions are elimmated from the consolidated accounts Acquisition accounting 15 used to
consolidate new subsidiaries

Goodwill: Goodwill may anse on the acquisition of subsidiary and associated undertakings and joint
ventures It represents the excess or deficit of the fair value of the purchase price over the farr value of the
separable net assets acqured Acquired goodwill 1s capitalised and amortised over its estimated useful
econormuc hfe

Trading inventory: Trading mventory and trading mventory sold, but not yet purchased consists of
financial nstruments carried at fair value or amounts that approximate fuir value The fair value of a
financial mstrument 1s the amount at which the mstrument could be exchanged in a current transaction
between willing parties, other than 1n a forced or hquidation sale In determiming fair value, the group
scparates financial nstruments into two categones—cash (1e, non-derivative) trading mstruments and
denivative contracts

The fair values of cash trading mstruments are generally obtamed from quoted market prices n active
markets, broker or dealer price quotations, or alternative pricing sources with a reasonable level of price
transparency The types of mstruments valued in this manner include sovereign government obligations,
nvestment-grade and high-yield corporate bonds, listed equities, money market securiies and physical
commodities

However, certain cash trading instruments irade infrequently and, thercfore, have little or no pnce
transparency  Such instruments may mclude corporate bank loans and mortgage whole loans The group
values these instruments imtially at cost and generally does not adjust valuations unless there is substantive
evidence supporting a change n the value of the underlying mstrument or valuation assumptions (such as
simular market transactions, changes in financial ratios or changes in the credit ratings of the underlying
compames) Where there 1s evidence supporting a change mn the value, the firm uses valuations
methodologies such as the present value of known or estimated cash flows

Cash trading mstruments owned by the group (long positions) are marked to bid prices and instruments sold,
but not yet purchased (short posttions) are marked to offer prices If hquidating a position 1s reasonably
expected to affect its prevailing market price, the valuation 1s adjusted generally based on market evidence
or predetermuined polictes In certamn circumstances, such as for highly ilhiquid positions, management's
estimates are used to determune this adjustment

-11-



GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimited company)

L

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

ACCOUNTING POLICIES (CONTINUED)

The fair values of the group’s denvative contracts consist of exchange-traded and over-the-counter (OTC)
dervatives The fair values of the group’s exchange-traded denvatives are generally deterrmned from
quoted market prices OTC denvauves are valued using valuation models The group uses a vanety of
valuation models including the present value of known or estimated cash flows, option pncing medels and
option-adjusted spread models The valuation models used to denive the fair values of the group’s OTC
denivatives require inputs mcluding contractual terms, market prices, yield curves, credit curves, measures of
volatility, prepayment rates and correlations of such mputs The selection of a model to value an OTC
denvative depends upon the contractual terms of, and specific nisks inherent 1n, the instrument as well as the
availability of pricing information 1 the market The group generally uses sumular models to value sumlar
instruments  Where possible, the group venfies the values produced by its pricing models to market
transactions For OTC derivatives that trade 1n hquid markets, such as generic forwards, swaps and options,
model selection does not mvolve sigmificant judgment because market prices are readily available For OTC
dervatives that trade 1 less hqud markets, model selection requires more judgment because such
instruments tend to be more complex and pricing information 1s less available mn the market Price
transparency 1s inherently more limted for more complex structures because they often combine one or
more product types, requining mputs such as correlation and volatilities  As markets continue to develop and
more pricing information becomes available, the group continues to review and refine the models 1t uses

At the nception of an OTC denvative contract, the group values the contract at the model value if the group
can venfy all of the sigmficant model mputs to observable market data and venfy the model to market
transactions When appropnate, valuations are adjusted to reflect various factors such as hiquidity, bid/offer
spreads and credit considerations These adjustments are generaily based on market evidence or
predetermined policies In certamn circumstances, such as for highly iliquid positions, management’s
estimates are used to determine these adjustments Otherwise the contract 1s valued at the transaction price
Following inception, mputs to the valuation models are adjusted only to the extent that the group has
substantive evidence to support change

The gans or losses resulting from the apphcation of this policy are taken to the profit and loss account As
the trading nventory represents the trading portfolio of the group the directors are of the opinion that 1t
would not be appropriate to classify it as current asset mvestments, or to provide an analysis of such
securities between those listed and unlisted

(e) Tangble fixed assets: Tangible fixed assets are stated at cost less accurnulated depreciation Depreciation
is provided on a straight-line basis over the estimated useful lives at the following annual rates

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

Leasehold improvements are depreciated over the shorter of the useful economuc hfe of the asset or the
remaimng life of the lease when the asset 15 brought into use

-12-
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

ACCOUNTING POLICIES (CONTINUED)

6}

(®

(h)

(0

Q)

(k)

Fixed asset investments:

(1) Shares i group undertakings, which are intended to be held on a continuing basis n the group’s
activities, are stated at cost less any provision for permanent dimmution in value

(u) Equipment leasing partnerships are stated at the group’s share of the net assets of the partmerships
(m) Investments in exchange memberships are stated at cost less provision for any impairment

(1v) Debentures are stated at cost less any provision for permanent dimunution i value and amortised over
their usefut economic life

(v) Interests in associates are accounted for by the equity method for the group, and are held at historical
cost for the company The group’s share of the results of a jomnt venture 15 included 1n the consolidated
profit and loss account

(v1) Other investments are stated at cost less provision for any impairment

Trading profits: The operating results for the period include ail profits and losses ansing from the trading
operations of the group Trading operations include a number of activities including the purchase and sale of
securities, derivatives and commodities, which are accounted for on a trade date basis  Trading operations
also mclude fees earned 1n relation to managing investrents, which are recogmused in the profit and loss on
an accruals basis to match continuing services Revenues ansing on loan ongnation and secondary dealing in
sentor bank loans are accounted for on a trade date basis Corporate finance and advisory fee income 15
recogmised when the work 1s substantially complete, the relevant parties are contractually bound and the final
fee can be estimated wath a reasonable degree of accuracy

Income recognifion: Interest mmcome 1s recogmsed on an accruals basis Income from fixed asset
mvestments 1s included in the profit and loss account when dividends are recetved

Repurchase and resale agreements- Securities purchased under agreements to resell and secunties sold
under agreements to repurchase are treated as collateralised financing transactions as they meet the
requirements defined m FRS 5, ‘Reporting the substance of transactions’, and are carried at the amount at
which the secunties were sold or acquired mcluding the accrued interest as specified in the respective
agreements

Operating leases: Costs 1n respect of operating leases are charged on a straight line basis over the lease
term

Offsetting financial instruments: Amounts due from and to chents and counterparties i respect of
unsettled trading and denivative transactions are offset and the net amount presented in the balance sheet
where the group

(1) currently has a legally enforceable right to set off the recogmsed amounts, and
(u) mtends to settle on a net basis or to realise the asset and settle the hability simultaneously

Where the conditions are not met, amounts due from and to clients and counterparties are presented on a
gross basis 1n the balance sheet
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GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

ACCOUNTING POLICIES (CONTINUED)

(I) Deferred taxation: Fuli provision 15 made for deferred taxation mn respect of all differences in timing
between the accounting and tax treatments of income and expenses The timung differences are recognised as
deferred tax habilities or assets, measured at the average tax rates that are expected to apply 1n periods m
which the timing differences are expected to reverse, based on rates and laws that have been enacted or
substantially enacted by the balance sheet date An asset 1s not recogmised 1f the transfer of econormuc benefits
in the future 1s uncertan  Deferred tax assets and hiabilities are not discounted

(m) Foreign currencies: Transactions denomunated m foreign currencies are translated into US dellars at rates
of exchange ruling on the date the transaction occurred Monetary assets and habilittes denomunated in
foreign currencies are translated into US dollars at rates of exchange ruling at the balance sheet date Gains
and losses on exchange are recogmsed in operating profit The results of subsidiaries with non US dollar
functional currencies are translated at the average rates of exchange dunng the perniod and therr balance
sheets at the rates ruling at the balance sheet date Exchange differences ansing from the retranslation of the
opening net assets and results are reported m the statement of total recogmzed gamns and losses

(n) Money broker deposits: Deposits with money brokers and deposits received from money brokers are
carried at the amounts of cash collateral advanced and recerved in connection with the transactions The
group measures the market value of the secunties borrowed and loaned agamnst the collateral on a daily basis
and obtains or provides additional collateral as appropnate

(0) Penston cost, The group participates in a hybnd pension plan for the benefit of certair employees The
defined benefit and defined contributions sections of the plan are accounted for as follows

(1) For the defined benefit section, the amounts charged to operating profit are the current service costs, any
past service costs and any gams or losses on settlements and curtallments They are included as part of
staff costs The interest cost and expected return on assets are shown as a net amount within other
finance mncome  Actuartal gamns and losses are recogmsed immediately m the statement of total
recognised gams and losses

The defined benefit section 1s funded, with the assets of the scheme held separately from those of the
group, n separate trustee-admimistered funds Pension scheme assets are measured at fair value and
liabilities are measured on an actuarial basis using the projected umt methed and discounted at a rate
equivalent to the current rate of return on a high-quahity corporate bond of equivalent currency and term
to the scheme lhabilities Full actuarial valuations are obtamed at least trienmally and updated at each
balance sheet date The resulting defined benefit or hability 1s presented separately after other net assets
on the face of the balance sheet

(11} For the defined contribution section, the amount charged to the profit and loss account n respect of
pension costs 1s the contributions payable m the year Differences between contributions payable in the
year and contributions actually paid are shown as either accruals or prepayments in the balance sheet

-14 -




GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimited company)

1.

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

ACCOUNTING POLICIES (CONTINUED)

(p) Capital Instruments-

(0

()

Loan notes Loan notes 1ssued are imnally recorded at the proceeds received after deducting 1ssue
costs Fmance costs, mcluding discounts allowed on 1ssue, are recogmsed at a constant rate on the
carrymg amount of debt mn accordance with the provisions of FRS 4 All finance costs are charged to
the profit and loss account

Debt securities The group has 1ssued debt securities with varymng maturities to nvestors These are
mitially recorded at the value of the proceeds received These securities provide a payout to mvestors
based on movements 1 the value of an underlymg index or credit At each period end, movements 1n
the fair value of the underlying index or credit represent the finance cost to the group and are mcluded
1n the carrying amount of the securities  Finance costs are included within trading interest payable

CASHFLOW STATEMENT

The company 1s a greater than 90% subsidiary of The Goldman Sachs Group, Inc, and 1s therefore exempt from
prepanng a cashflow statement as required by FRS1 as the ulmate parent company accounts are publicly

available

PRIOR PERIOD RESTATEMENT

During the financial year, a number of accounting standards have been introduced which have led to changes m
accountimg pohicy Comparative figures have been revised accordingly The effects of these changes in policy are
summarnised below

(a) The group

Prior period adjustments

o

FRS 17, ‘Retirement benefits’, has been adopted in full for the period ending 24 November 2006
superseding SSAP 24, ‘Accounting for pension costs’ The effect of implementing FRS 17 1n full has
been to

a mcrease admumstrative expenditure, thus a decrease to profit for the financial year, by $1 mullion,

b recogmse net finance income of $4 mulhion,

¢ 1ncrease the deferred tax charge by $1 million,

d recogmse a loss of $11 rmullion (net of deferred tax) in the statement of total recogmsed gains and
losses,

e reduce debtors by $47 mallion (net of deferred tax), and

f recogmse a pension defictt of $58 malhion in the balance sheet
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GOLDMAN SACHS GROUP HOLDINGS (U.K.)

(unhimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

3. PRIOR PERIOD RESTATEMENT (CONTINUED)

(u) FRS 25, ‘Financial mstruments disclosure and presentation’, (paragraphs 15 to 50) has been adopted
for the period ending 24 November 2006 The group has elected to restate comparatives the effect of

which has been to

a ncrease trading mventory and trading inventory sold, but not yet purchased by $58,797 mulhon,

b increase securities purchased under agreements to resell and securities sold under agreements to

repurchase by $1,815 nullion, and

¢ decrease debtors and creditors by $67,140 mullion

d In additon, dividends are charged directly to equity, consequently, they have been removed from

the face of the profit and loss account

Prior peniod exceptional admunistrative expenses of US$112 nulhon, relating to restricted stock umits and
options awarded to employees following the imtial public offering (‘IPO’) of The Geldman Sachs Group, Inc
on the New York Stock Exchange on 7 May 1999, are no longer deemed exceptional by the directors
Consequently, admirustrative expenses for the prior year have been restated to conform to the current period

presentation
The group
Profit and loss account (excerpt): 52 week period
ended
25 November
2005
US$'000
Admuinistrative expenses (4,410,835)
OPERATING PROFIT 1,438,839
PROFIT ON ORDINARY ACTIVITIES
BEFORE TAXATION 703,088
Tax charge on profit on ordinary activities (203,681)
PROFIT ON ORDINARY ACTIVITIES
AFTER TAXATION AND FOR THE
FINANCIAL YEAR 499,407

The group

52 week period

ended

25 November

Note Adjustment 2005
US3°000 U8$°000

(restated)

() (893) (4,411,728)
{893) 1,437,946

3,131 706,219

(1 (939) (204,620)
ity 2,192 501,599
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GOLDMAN SACHS GROUP HOLDINGS (U.K))

(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

PRIOR PERIOD RESTATEMENT (CONTINUED)

Balance sheet (excerpt):

CURRENT ASSETS

Trading inventory

Securities purchased under agreements to
resell

Debtors

CREDITORS: AMOUNTS FALLING
DUE WITHIN ONE YEAR

Trading inventory sold, but not yet purchased

Secunties sold under agreements to
repurchase

Other creditors

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT
LIABILITIES

NET ASSETS EXCLUDING PENSION
DEFICIT

Pension deficit
NET ASSETS INCLUDING PENSION
DEFICIT

CAPITAL AND RESERVES
Profit and loss account

TOTAL SHAREHOLDERS’® FUNDS

(b) The company

The group
25 November
2005

US$ 000

85,841,591

52,911,893
272,143,522

Note

()

(1)
(1, ()

(58,219,468) (n)

(58,261,823) (u)
(279,998,775) (1), (11)

23,634,764

23,700,569

5,552,684

5,552,684

2,684,452

5,552,684

M

8

Adjustment
USS$’000

58,796,767

1,814,944
(67,186,806)

(58,796,767)

(1,814,944)
67,139,730

(47,076)

(47,076)

(47,076)

{57,731}

(104,807)

(104,807)

{104,807}

The group
25 November
2005
US$’000
(restated)

144,638,358

54,726,837
205,556,716

(117,016,235)

(60,076,767)
(212,859,045)

23,587,688

23,653,493

5,505,608

(57,731)

(5,447,877)

2,579,645

5,447,877

Assets and habilities of $1 8bn relating to certain quas: subsidiaries of the group were incorrectly included mn the
parent company financial statements in the pnior penod and these financial statements have been restated
accordingly This restatement does not unpact the company’s or group’s net assets or profit and loss account
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GOLDMAN SACHS GROUP HOLDINGS (U.K))
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

SEGMENTAL REPORTING

The group's trading profit 1s categorised into the following three principal segments Investment Banking, Trading
and Principal Investments, and Asset Management and Securities Services

52 week period 52 week period

ended 24 November ended 25 November

2006 2005

US$000 US$'000

Investment Banking 1,151,961 863,272
Trading and Principal Investments 5,294,156 3,880,449
Asset Management and Securities Services 1,489 485 1,105,953
7,935,602 5,849,674

Investment Banking
The group's investment banking activities are divided into two categones

Financial Advisory - Fmancial Advisory includes advisory assignments with respect to mergers and acquisitions,
divestitures, corporate defence activities, restructurg and spin offs, and

Underwriting - Underwnting mcludes public offerings and private placements of a wide range of securities and
other financial mstruments

Trading and Principal Investments

Trading and Principal Investments 1s divided mto three categornies

FICC (Fixed Income, Currencies and Commodines) - The group makes markets 1 and trades interest rate and
credit products, mortgage related securities and loans, currencies and commodities, structures and enters nto a
wide variety of dervative transactions, and engages m proprietary trading and investing,

Equities - The group makes markets 1n and trades equities and equity related products, structures and enters mto
equity dervative transactions, and engages in proprictary trading The group also executes and clears customer

transactions on major stock, options and futures exchanges worldwide, and

Principal Investments - Prmcipal Investments primanly represents fees from group compames for sourcing and
associated work with regard to the group’s merchant banking mvestments

Trading and Principal Investments also includes vanable costs such as brokerage, clearance and underwnting
expenses that are offset against trading profit

Asset Management and Securities Services
The Asset Management and Securities Services segment includes services related to the following
Asset Management - Asset Management provides mvestment advisory and financial planning services to a diverse

group of mstitutions and individuals worldwide and primarily generates revenues i the form of management and
mcentive fees, and

-18 -



GOLDMAN SACHS GROUP HOLDINGS (U.K))
(unlimited company)

7.

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

SEGMENTAL REPORTING (CONTINUED)

Securinies Services - Securnties Services provides prime brokerage, financing services and securities lending
services to mstitutional clhients, mcluding hedge funds, mutual funds, pension funds and foundations and to high-
net-worth individuals worldwide, and generates revenues pnmarily 1n the form of interest rate spreads or fees

Geographical Analysis

Due to the highly integrated nature of international financial markets, the directors consider that the group
operates m a smgle global market As a result, no disclosure of segmental imformation relating to the
geographical origin of results has been provided

TRADING PROFIT

Trading profit has been disclosed nstead of tumover as this reflects more meamngfully the nature and results of
the group’s activites Trading profit, after charging related expenses, includes the net profit ansing from
transactions 1 securities, foreign exchange, commedities and other financial nstruments, and fees and
commussions earned Related expenses include trading mterest payable less tradig mterest and dividends
receivable

OPERATING PROFIT
The Group
52 week period 52 week period
ended 24 November ended 25 November
2006 2005
{restated)
USs’000 US$’000
Operating profit 1s stated after charging
Depreciation of tangible fixed assets 2,031 2,042
Amortisation of fixed asset investments 7 7
Fees payable to the company’s audstors for the audit of the 168 165
company’s annual accounts
Fees payable to the company’s auditor and 1its associates for
other services
The audit of the company’s subsidiaries, pursuvant to legislation 4,624 4,031
Other services pursuant to legislatton provided by auditors 1,452 2,046
Management fees charged by group undertakings 1,848,425 1,264,655
Amortisation of goodwill 42 39
Trading interest payable - group undertakings 4,477,245 2,787,383
- other 8,610,375 3,986,708
Operating lease rentals 103,906 103,981
And after crediting
Management fees charged to group undertakings 149,095 93,774
Trading interest recervable - group undertakings 7,067,174 3,525,326
- other 7,499,701 4.474 968

SHARE OF OPERATING PROFIT IN JOINT VENTURE

Income from share of operating profit i jomnt venture for the prior peried represents a distribution from GS
Global Funding Hong Kong Partmership that was dissolved during the prior period

-19-
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10.

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

OTHER INTEREST RECEIVABLE AND SIMILAR INCOME

Other 1nterest recervable and similar income comprises

The Group

52 week pertod

52 week period

ended 24 November ended 25 November
2006 2005
Us$’000 USS’ 000
Interest on overmght deposits 1,582 1,303
Interest on loans to parent and group undertakings 584 -
Interest on loans to banks and customers 19,551 104,929
Other interest receivable 98,351 7,803
120,068 114,135

INTEREST PAYABLE AND SIMILAR CHARGES

Interest payable and sinular charges comprises
The Group

52 week period
ended 24 November

52 week period
ended 25 November

2006 2005
US$’000 US$’'000
Interest on loans from parent and group undertakings 975,227 412,379
Interest on deposits from banks and customers 12,786 319,988
Amortisation of discount payable on loan notes - 34,136
Other nterest payable 118,684 92,707
1,106,697 859,210
DIRECTORS’ EMOLUMENTS
The Group
52 week penod 52 week pertod
ended 24 November  ended 25 November
2006 2005
US$’000 US$’000
Aggregate emoluments 657 2,987
Company pension contributions to money purchase schemes 2 5
659 2,992
US$’000 US$000
Highest paid director
Aggregate emoluments and benefits 613 2,963
Company pension contributions to money purchase schemes 1 4
Defined benefit schemes
Accrued pension at end of period 9 12
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10.
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

DIRECTORS’ EMOLUMENTS (CONTINUED)

In accordance with the Companies Act 1985, directors’ emoluments above represent the proportton of total
emoluments paid or payable mn respect of qualifying services only Directors also receive emoluments for non-
quahfying services which are not required to be disclosed All directors are members of the defined contribution

pension scheme and five directors are members of the defined benefit pension scheme

Three directors have been granted shares 1n respect of a leng term mcentive scheme

All directors have exercised options

STAFF COSTS

The average number of employees of the group, including directors, 1s analysed below

Trading, sales, advisory, research and asset
management
Support, finance, operations and technology

The employment costs mcurred by the group, including those relating to directors, were

Aggregate gross wages and salaries
Employer's National Insurance Contributions
Penston costs, employer contributions to the
Defined contribution scheme
Defined benefit scheme

Total direct costs of employment

Pension schemes

52 week period 52 week period
ended 24 November ended 25 November
2006 2005

Number Number

2,244 1,965

1,919 1,613

4,163 3,578

52 week period 52 week period
ended 24 November ended 25 November
2006 2005

US$’000 US$’ 000

3,661,670 2,084,479

240,260 181,687

41,329 31,685

1,665 19,939

3,944,924 2,317,790

The group operates an open pension plan with a hybnd structure (‘the Plan’), having both defined benefit and
defined contribution sections A full actuanial valuation of the Plan was carried out by a qualified independent
actuary as at 1 December 2003 using the projected umt funding method and updated to 24 November 2006 The
asset and habihity figures shown below have been caiculated as a proportion of the total Plan assets and habilities,
based on the group’s proportion of the active membership as advised at the start and end of the year

The major financtal assumptions used by the actuary underlying the funding of the Plan which had the most
significant effect on the pension cost are set out below
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

STAFF COSTS (CONTINUED)

24 25 26 28 29

November November November November November

2006 2005 2004 2003 2002

% per % per % per % per % per

annum annum annum ankum annum

Discount rate 495 490 525 560 575

Rate of increase mn salaries 510 4 85 4 80 475 4 50
Rate of increase m pensions

(post-30 November 1996 accrual) 310 285 280 275 250

Rate of price inflation 310 2 85 2 80 275 250

The assets n the Plan attributable to the group and the expected rates of return were

24 November 2006 25 November 2005 26 November 2004
Expected rate Market Expected rate Market Expected rate Market
of return value of return value of return value
% pa USSm % pa USSm % pa USSm
UK equities 79 1297 g1 1427 82 1314
Overseas equities 79 136 9 81 867 82 78 3
UK fixed interest gilts 44 114 42 113 46 116
UK index-hnked gilts 44 153 - - - -
Hedge funds 68 290 67 223 67 233
High-yield corporate bonds - - 56 122 62 116
Cash and remvested cash 44 107 8 17 404 38 250
Total market value of
assets 430.1 315.6 281.2
Present value of scheme
habilities (546 0) (373 3)
Deficit 1n the scheme (115.9) 577
Related deferred tax asset 348 173
Net pension deficit (811) (404)
Analysis of amounts charged to operating profit
52 week period ended 52 week period ended
24 November 2006 25 November 2005
USSm USSm
(restated)
Current service cost 455 359
Total charged to operating profit 45.5 35.9
Analysis of the amount credited to net finance income
52 week period ended 52 week period ended
24 November 2006 25 November 2005
USSm US$m
{restated)
Interest on pension plan liabilities 194 163
Expected return on assets in the pension plan (242) (20 3)
Net credit to net finance mcome (48) (4.0)
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

STAFF COSTS (CONTINUED)

Analysis of amounts recogmsed tn the statement of total recognised gains and losses

Gan on assets

Expenience loss / {(gain) on habilities

Loss on changes of assumptions
(financial and demographic)

Total loss recognised 1n statement of total recognised
gams and losses before adjustment for tax

Movement in deficit during the period

Deficit m the scheme at begmning of the period

Current service cost

Contributions

Other finance income

Actuanal loss

Foreign exchange (losses) / gams on translation of
deficit

Deficit in the scheme at end of the period

A hustory of experience gains and losses are as follows

52 week period ended 52 week period ended
24 Novembher 2006 25 November 2005
US$m USSm

(restated)

(47 5) (22 9)

304 (99)

29 4 48 0

12.3 15.2

52 week period ended 52 week period ended
24 November 2006 25 November 2005
USSm US$m

{restated)

(577) (41 6)

(45 5) (359

35 254

48 40

(12 3) (152)

87) 56

(1159) (57.7)

24 November 25 Nevember 26 November 28 November 29 November

2006

2005 2004

2003 2002

{Gain) / loss on plan
assets:

Amount

% of plan assets at end of
the period 11 0%

Experience loss / (gam)
on plan habilities:

Amount

% of plan habihnes at end
of the period 56%

Total actuarial loss
recognsed 1o statement
of total recogmised
gains and fosses:

Amount

% of plan habilities at end
of the period 23%

US$(47 5)m

US$30 4m

US$12 3m

US$(22 9)m

US3(? 9m

US$15 2m

US$16 2m

7 3% 58%

US$(7 8)m

27% 24%

US$45 7m

4 1% 14 2%

US$(4 7)m

USS$(5 9)m

1UUS$12 9m

20% 82%

US$27 6m

2 6% 16 9%

US$13 2m US$26 8m

5 8% 16 4%
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

TAX ON PROFIT ON ORDINARY ACTIVITIES

(a) Analysis of tax charge for the period:

52 week penod 52 week period

ended 24 November ended 25 November

2006 2005

Current tax US$’000 US$'000

(restated)

UK corporation tax at 30% - current period 680,559 446,059
UK corporation tax - prior year 26,899 (3,863)

Overseas taxation 62,200 34,466

Total current tax (see note 12(b)) 769,658 476,662

Deferred Tax

Provisions and other ming differences (see note 26) (562,926) (272,042)
(562,926) (272,042)

Tax on profit on ordinary activities 206,732 204,620

(b) Factors affecting tax charge for the period:

The current tax assessed for the period 1s lower than the standard rate of corporation tax 1n the UK (30%) The
differences are explamned below

52 week period 52 week period
ended 24 November ended 25 November
2006 2005
USs$'000 US$°000
{restated)
Profit on ordinary activities before tax 758,392 706,219
Profit on ordinary activities multiplied by standard rate
in the UK 30% (2005 30%) 227,517 211,865
Expenses disallowed for the purposes of tax provision 5,098 4,782
Accelerated capital allowances and other timing differences 35,736 50,956
Tunung differences i respect of restricted stock units 482,247 229,569
Pension contribution relief in excess of net pension
cost charge 11,658 306
Exchange differences 6,758 (21,927)
Group relief surrendered for ml consideration - {7,541)
Adjustment to tax in respect of prior periods 26,899 {3,863)
Non taxable net income (26,255) 12,515
Current tax charge for the period 769,658 476,662

The timng difference ansing from the restncted stock umits comprses the net tax effect of the amounts charged to
the profit and loss account duning the peniod and those amounts paid to employees durng the period
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15.

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

COMPANY PROFIT FOR THE PERIOD

Of the group’s profit for the period, a profit of US$88,567,000 (2005 profit US$124,541,000) has been dealt
with in the financial statements of the company As permutted by section 230 (3) of the Companies Act 1985 the

company's profit and loss account has not been included in these financial statements

INTANGIBLE ASSETS

Intangible assets comprise posiive goodwill of US$2,360,000 that arose on the acquisttion of 100% of the
ordinary shares i Goldman Sachs Investments Europe in a previous period The goodwill was capitalised and 1s

bemng amortised over 20 years

Negative goodwill of US$1,524,000 arose on the acquisition of Goldman Sachs Holdmgs (UK ) This goodwall

has been capitahsed and 1s being amortised over 20 years

The Group
Positive Negative 24 November
Goodwill Goodwill 2006
US$’000 US$’000  Total US$’000
Goodwill at 25 November 2005 1,598 (1,213) 385
Amortisation for the period {113} 71 42)
Goodwill at 24 November 2006 1,485 (1,142) 343
TANGIBLE FIXED ASSETS
The movements n tangible fixed assets during the period were as follows
Fixtures
Leasehold fittings & Motor
wmprovements equipment vehicles Total
US$’ 000 US$’000 US$000 US$ 000
COST
At 25 November 2005 8,626 2,087 16 10,729
Additions 1,488 1,107 - 2,595
Disposals - (589) - (589)
At 24 November 2006 10,114 2,605 16 12,735
DEPRECIATION
At 25 November 2005 5,581 1,296 16 6,393
Charge for period 1,734 297 - 2,031
Disposals - (589) - (589)
At 24 November 2006 7,315 1,004 16 8,335
NET BOOK VALUE
At 25 November 2005 3,045 791 - 31,836
At 24 November 2006 2,799 1,601 - 4,400
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

16, FIXED ASSET INVESTMENTS

(a) Sharesin subsidiary undertakings (at cost)

Fixed asset investments, which are unlisted and stated at cost, compnise shareholdings 1n group undertakings

The Company

US$'000

At 25 November 2005 3,698,861

Additions (see note (1) to (v)} 166,831
Write down of shares 1n subsidiary undertakings (see note (va)) 5

Gan on redemption of capital by 1ssuer 48
Repurchase of capital by 1ssuer (see note (v1)) (91)
At 24 November 2006 3,865,644

During the period, the followmg movements in mvestments took place

(1) On 15 December 2005, the company was allotted 34,994 ordinary shares of US$1 each by Goldman Sachs
International for a total consideration of US$800,000

On 9 March 2006, the company was allotted 31,571 ordinary shares of US$1 each by Goldman Sachs
Internat:onal for a total consideration of US$800,000

On 7 November 2006, the company was allotted 3,000,000 ordinary shares by Goldman Sachs International
for a total consideration of US$3,000,000

On 24 November 2006, the company was allotted 46,945 ordinary shares by Goldman Sachs International for
a total consideration of US$1,145,000

(1) On 24 November 2006, the company was allotted 4,244,376 ordmary shares of US$1 each by Goldman Sachs
Holdings (U K ), for a total consideration of US$96,220,000

{(111) On 12 June 2006, the company was allotted 50,000 ordinary shares of £0 01 each by GS UT Adnunistration
for a total consideration of £50,000 (US$92,380) On 12 June 2006, the company was allotted 50,000 of £0 0i
cach shares by GS Leasing Holdings Limuted for a total consideration of £50,000 (USS 92,380} In addition on
12 June 2006, the company was allotted 1,037,984 ordinary shares of £0 01 each by GS UT Investments
Limuted for a total consideration of £1,037,984 (US$ 1,917,779)

(1v) On 8 November 2006, the company was allotted 100,000 ordinary shares of Eur 100 each by GS (Monaco)
S A M, for a total consideration of Eur 10,000,000 (US$ 12,746,000)

{v) On 21 August 2006, the company purchased 1 ordmary share m GS Capital Funding (Cayman) Il Limted
from M&C Corporate Services Limited On 21 August 2006, the company was allotted a further 1,000
ordinary shares for a total consideranon of U$$50,000,000

{vi) On 28 July 2006, Goldman Sachs Risk Advisors (Europe) cancelled and repaid 6,098 ordinary shares of
US$0 01 each registered in the name of Goldman Sachs Group Holdings (U K} and repaid the amount of
US$632 to the company, such sum being the amount paid up on the shares On 9 March 2006, J] Aron &
Company (U K ) repurchased 90,000 cumulative preference shares of US$1 each, registered i the name of
Goldman Sachs Group Holdmngs (U K ) for an amount of $90,000, such sum representing the remamng called
up and fully pard cumulative preference shares of the company
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

16. FIXED ASSET INVESTMENTS (CONTINUED)
(a) Shares 1n subsidiary undertalkengs (at cost)

{vi}A write down of US$5,368 has been made agamst the cost of shares m group undertakings as the value of
mvestments were less than their book value as a result of dividends paid during the peniod The directors

consider that this represents a permanent diminution 1n value

The subsichanies of the group and the effective ownership interests i the ordinary and preference shares at the

period end are listed below

Group interest in Of which, owned
Name of company and activity shares 1ssued directly by the Company
Goldman Sachs Asset Management International* 100% Ordinary shares 1% Ordinary shares
{fund manager) 100% Preference shares 09% Preference shares
Goldman Sachs International Bank * 100% Ordinary shares 100% Ordnary shares
{bank loan and related activities) 100% Preference shares 100% Preference shares
Goldman Sachs Risk Adwvisors (Europe) * 100% Ordinary shares 100% Ordinary shares
(non trading)
Goldman Sachs Europe * 100% Ordinary shares 1% Ordinary shares
(agency lendmg and 1ssuer of warrants)
Goldman Sachs International * 100% Ordinary shares 1% Ordinary shares
(securities dealer) 100% Preference shares 46% Preference shares
J Aron & Company (UK ) * 100% Ordinary shares 1% Ordinary shares
(commodities dealer) 100% Deferred shares 1% Deferred shares

100% Preference shares 1% Preference shares

I Aron & Company (Bullion) * 100% Ordinary shares 50% Ordinary shares
(non trading)
Goldman Sachs International Finance * 100% Ordinary shares 0% Ordinary shares
(non trading)
Goldman Sachs Europe Limted * 100% Ordinary shares 0% Ordmary shares
{(service company)
GS Global Funding (UK) * 100% Ordinary shares 0% Ordinary shares
(investment activity)
Fleet Trade & Transport Lumted * 100% Ordinary shares 100% Ordmary shares
(o1l and shipping operations)
Goldman Sachs Holdings (U K )* 100% Ordmary shares 100% Ordinary shares

(holding company)

Goldman Sachs Securnittes (Nomunees) Liruted *

(nominee shareholder)

100% Preference shares

100% Ordmnary shares

100% Preference shares

0% Ordinary shares




GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlinuted company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

16, FIXED ASSET INVESTMENTS (CONTINUED)
(a) Shares in subsidiary undertakings (at cost) (continued)

Group interest in Of which, owned
Name of company and activity shares 1ssued directly by the Company
Restamove Limuted * 100% Ordinary shares 0% Ordmary shares
(non-trading)
Dunvegan Investments Lumted * 100% Ordinary shares 0% Ordinary shares
(investment company) 100% Preference shares 0% Preference shares
Goldman Sachs (Jersey} Limited * 100% Ordinary shares 0% Ordinary shares
(1ssuer of covered warrants)
Shire UK Limuted * 100% Ordinary shares 100% Ordinary shares
(investment company)
Shire Funding Limuted * 100% Ordinary shares 0% Ordinary shares
(investment company) 100% Fixed rate shares 0% Fixed rate shares
Shire Assets * 100% Ordinary shares 0% Ordmary shares
(investment company)
Shire IT Assets * 100% Ordinary shares 0% Ordmary shares
(investment company) 100% Fixed rate shares 0% Fixed rate shares
Goldman Sachs (MONACO)S AM * 100% Ordinary shares 100% Ordinary shares
Scadbury UK Limted * 100% Ordinary shares 100% Ordinary shares
(1nvestment company)
Scadbury Funding Lumted * 100% Ordinary shares 0% Ordnary shares
(1nvestment company} 100% Fixed rate shares 0% Fixed rate shares
Scadbury Assets * 100% Ordinary shares 0% Ordinary shares
{investment company)
Scadbury II Assets * 100% Ordinary shares 0% Ordmary shares
(1nvestment company) 100% Fixed rate shares 0% Fixed rate shares
Amagansett UK Linuted * 100% Ordinary shares 100% Ordinary shares
(investment company)
Amagansett Funding Liuted * 100% Ordinary shares 0% Ordinary shares
{investment company) 160% Fixed rate shares (% Fixed rate shares
Amagansett Assets * 100% Ordinary shares 0% Ordinary shares
(1nvestment company)
Amagansett 1 Assets * 100% Ordmary shares 0% Ordinary shares

(investment company)

100% Fixed rate shares

0% Fixed rate shares

_78 -




GOLDMAN SACHS GROUP HOLDINGS (U.K.)
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

Name of company and activity

16. FIXED ASSET INVESTMENTS (CONTINUED)

(a) Shares in subsidiary undertakings (at cost) (continued)

Group interest m
shares 1ssued

Of which, owned
directly by the Company

Amagansett Financing Limuted *
{(investment company)

Killingholme Power Group Linuted*
(investment company)

Killingholme Generation Limted*
(investment company)

Killingholme Holdngs Linuted*
(investment company)

Killingholme Power Limuted*
(investment company)

GS Killingholme Cayman Investments Ltd**
{investment cormpany)

GS Capital Funding (Cayman) Investments II
Limuted (investment company)**

GS Leasing No 1 Lumted**
{investment company)

GS Leasing No 2 Lumuted**
(mmvestment company)

(S Leasing Limited Partnership**
{investment company)

GS Ut Trust Admumstration Limated**
(investment company)

GS Uit Trust Investments Linuted**
{(investment company)}

GS Leasmng Holdings Limited**
(1nvestment company)

GS Leasing Investments™**
(investment company}

100% Ordmary shares

100% Preference shares

100% Ordinary shares

100% Ordmary shares

160% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordmnary shares

*Subsidiary undertakings of the company alse at 25 November 2005

100% Ordinary shares

0% Preference shares

100% Ordinary shares

0% Ordinary shares

0% Ordinary shares

0% Ordinary shares

0% Ordinary shares

100% Ordinary shares

0% Ordinary shares

0% Ordinary shares

0% Ordinary shares

100% Ordinary shares

100% Ordinary shares

100% Ordinary shares

0% Ordinary shares

**Entity mcorporated during the period by subscribing for 100% of the entity’s share capital
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GOLDMAN SACHS GROUP HOLDINGS (U.K.)

(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

16. FIXED ASSET INVESTMENTS (CONTINUED)

All the above subsidiary undertakings are registered m England and Wales except for the following

¢ Goldman Sachs Europe Limited and Goldman Sachs (Jersey) Limited are incorporated m Jersey

¢ Dunvegan Investments Limited, Shure Funding Limuted, Shire II Assets, Amagansett Funding Lirmted,
Amagansett II Assets, Scadbury Funding Limuted, Scadbury II Assets, GS Killingholme Cayman
Investments Ltd , GS Capital Funding (Cayman) II Luruted, GS Leasing No | Limuted, GS Leasing No
2 Limuted, GS Leasing Limited Partnership, GS Umt Trust Admumstration Limited, GS Unit Trust
Investments Lirited, GS Leasing Holdings Liruted and GS Leasing Investments are incorporated n the

Cayman Islands
* GS (Monaco) S A M 1s mcorporated in Monaco

(b) Shares 1n associate investments - the company and the group

On 12" October 2006, the company purchased a 34 78% holding 1n Barne & Hibbert Ltd a financial nisk
consultancy firm mcorporated 1n Scotland No profit was recognised on this investment for the period

between purchase date and reporting date

{c) Other investments other than loans

The balance at 24 November 2006 and 25 November 2005 comprises

Investment 1n equipment leasing partnership (see note (1))
Investment 1n global messaging network (see note (1))
Investment in exchange memberships (see note (1))
Shares in group undertakings (see note (1v)}

Debentures (see note (v))

Galts (see note (v1))

The Group
24 November 25 November
2006 2005
US$’000 US$’000
67 67
33 33
2,762 2,570
80 80
38 37
- 58,797
2,980 61,584

(1} The group has a US367,000 investment in an equipment leasing partnership operating m the United

Kingdom stated at cost

(1) The group has an investment n a global messaging network, which is unlisted and stated at cost
(m) The group also has investments 1n exchange memberships, which are unhisted and stated at cost

Beginmg of period
Additions
Reclassification

The Group
24 November 25 November
2006 2005
US$ 000 US$’000
2,570 2,715
192 -
- (145)
2,762 2,570
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GOLDMAN SACHS GROUP HOLDINGS (U.K))
(unlimited company)

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

16. FIXED ASSET INVESTMENTS (CONTINUED)

Reclassification for the prior year mcludes an investment i an exchange now reported within trading
mventory It 1s in the opimon of the directors that this 1s held with a view to resale and forms part of trading
activities

(1v) The shares 1n group undertakings represent the following investments

Name of company and activity % Number m issue Class Nominal
Goldman Sachs SGR Sp A 1 4,000 Ordinary Euro 1,000
Goldman Sachs Fund

Management S A 1 124,000 Ordinary Euro 1,000

(v) The group holds debentures that are stated at cost and amortised over their useful economuc hfe

US$000
COST
At 25 November 2005 70
Additions N
At 24 November 2006 78
AMORTISATION
At 25 November 2005 33
Charge for period 7
At 24 November 2006 40
NET BOOK VALUE
At 25 November 2005 37
At 24 November 2006 a8

]

(v1) The group held gilts m the prior period that are stated at cost less provisions for any permanent
dimnution in value  Any premuumn/discount paid or recewved 15 amortised on a straight lie basis

The Group

24 November 25 November

2006 2005

US$’000 USs$’000

Beginning of period 58,797 -
Additions - 59,947
Premum on purchase - 70
Amortisation of premium on purchase {910} (1,220)
Disposal (57,887) -

- 58,797

The directors consider that the value of investments 1n subsidiary undertakings and other investments other
than loans 1s not less than their book value
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

QUASI SUBSIDIARIES

The group, m the ordinary course of busimess, utilises certain vehicles, which though not fulfilling the defimition
of a subsidiary, give nse to benefits for the group that are 1n substance no different from those that would arise
were the vehicles treated as subsidiaries As a result, these entities are consohdated

The group recogruses two distinct categories of quasi subsidiaries based on the inherent nisks The entities are
quas: subsidhanes of Goldman Sachs International, a subsidiary undertaking

(1) The group utilises certain vehucles to provide investors with asset-repackaged notes designed to meet their
objectives These vehicles purchase assets by issuing debt mstruments and by entering mmto denvative
contracts The group has entered mto interest rate, foreign currency and equity derivatives with these
vehicles The vehicles produce no material net cash flows Cash flows received from assets and derivatives
held by the vehicles are paid either directly or indirectly, via debt securities 1ssued, to the debt helders In
addition, grven that all derivatives held by the vehicles offset risks inherent 1n 1ts assets and habilities, the
vehicles do not produce any matenal net profit or loss

The combined balance sheet of these quasi-subsidianes consolidated nto the group’s financial statements, 1s as
follows

24 November 25 November

2006 2005
US$’000 US$’ 000
Assets
Debt Secunties Purchased 6,908,110 1,857,644
Liabilities
Debt Secunities Issued (6,908,110) (1,857,644)

{11) The group also utihses certain investment companies to invest third party funds in debt securnities and related
activities After meeting the cost of third party borrowings, the surplus profits of the vehicles are distributed
to Goldman Sachs International, a group undertaking, as mcentive management fees As a result these
vehicles do not produce any material net profit or loss

The combined balance sheet of these quasi-subsidiaries consolidated into the group’s financial statements, 1s as
follows

24 November 25 November

2006 2005

US$ 000 US$000
Assets
Cash at bank and 1 hand 242,413 87,131
Debt securihies purchased 1,934,956 1,757,090
Other debtors 17,425 19,861
Liabilities
Other creditors (268,864) (272,212)
Debt Securities Issued (1,925,928) {1,591,868)
Capatal (see note 22(b)) (2) (2)
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18.

19.

20.

21

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

SECURITIES PURCHASED UNDER AGREEMENTS TO RESELL
Included within the resale agreements are amounts of US$24,488,066000 (25 November 2005
US$15,794,866,000) which relate to group undertakings
DEBTORS
The Group The Company
2006 2005 2006 2005
US$’000 Us$’000 US$°000 US$°000
(restated)
Deposits as collateral for stock borrowed 5,669,494 4,597,535 - -
Amounts due from brokers/dealers
and customers 81,004,852 65,357,994 - -
Amounts due from parent and group
undertakings 140,773,377 134,746,003 13,931,141 6,971,739
Group relief recervable from group
undertakings - - 19,076 5,279
Corporation tax recoverable 919 4,056 - 4,020
Deferred tax (see note 25) 1,194,640 583,121 - -
Other debtors 75,292 112,845 34 3,348
Prepayments and accrued income 102,982 155,162 - -
228,821,556 205,556,716 13,950,251 6,984,386
Of the amount due from parent and group undertakings, US$36,045,000 (25 November 2005 US$18,869,000) in
relation to the group, and US$13.458,600,000 (25 November 2005 US$6,480.,000,000) 1n relauon to the
company 15 due 1 more than one year With regard to the group this relates to IPO awards and equity based
employee compensation With regard to the company this relates to long term subordinated loans to a subsidiary
undertaking The loan 1s unsecured, carries interest at a margin over LIBOR and 1s repayable upon giving or
recelving at least 2 years notice to or from the subsidiary undertaking
The remaining debtors are all due within one year of the balance sheet date
CASH AT BANK AND IN HAND
Included within cash at bank and 1 hand 15 US$9,050,415,662 (25 November 2005 US$7,782,096,000) that 1s
held on behalf of clients 1 segregated accounts
SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Included within the repurchase agreements are amounts of US$12,575,819,669 (25 November 2005
US$11,480,409,000) which relate to group undertakings
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

OTHER CREDITQORS

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

The Group The Company
2006 2005 2006 2005
Uss’ao0 Uss$’goo Us$’000 Uss$r o0
(restated) (restated)

Bank loans and overdrafts 254,123 233,387 - -

Debt securines 1ssued 11,473,865 6,255,570 - -

Loans from money brokers and mstitutzons 41,473,775 46,325,040 - -

Amounts due to brokers/dealers and customers 84,113,815 72,643,167 - -

Amounts due to parent and group undertakings 96,912,994 85,282,162 808,894 933,717

Corporation tax payable 281,715 50,895 3,474 -

Other taxes and social securiy costs 193,381 121,010 - -
Accrual for management charges payable to

parent and group undertakings (see note 23(b)) 1,818,942 1,056,614 - -

Other creditors and accruals (see note (b)) 1,227,377 851,200 2,226 1,300

237,949,987 212,859,045 814,594 935,017

(a) Of the other creditors falling due within one year US$41,474,000,000 (25 November 2005

US$113,465,000,000) 15 secured by marketable secunities

(b) Included within other creditors and accruals 15 US$2,000 (25 November 2005 US$2,000) 1n relation to

rmunoenty interest in respect of quasi subsidiaries (see note 17)

CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR

The Group The Company
2006 2005 2006 2005

US$°000 Us$'000 Usg 060 US$'000

(restated)

Long-term subordinated loans (see note 24) 18,199,271 11,184,959 13,458,000 6,500,000

Debt securities 1ssued {see note (a)) 7,485,758 4,521,431 - -
Accrual for management charges payable to

parent and group undertakings (see note (b)) 1,657,340 824,627 - -

Loan notes 1ssued {see note (c)) 1,525,928 1,591,868 - -

29,268,297 18,122,885 13,458,000 6,500,000

{a) The matunty of debt secunities due after more than one year 1s as follows

In more than one year but not more than two years
In more than two years but not more than five years
In more than five years

24 November

25 November

2006 2005
US$000 US$'000
1,872,778 501,531
1,495,411 2,535,182
4,117,569 1,484,718
7,485,758 4,521,431
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24.

25,

NOTES TO THE FINANCIAL STATEMENTS - 24 NOYEMBER 2006

CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR
(CONTINUED)

(b) The accrual for management charges in notes 22 and 23 1s i respect of restrcted stock awards and long
term incentive schemes

(c) Loan notes 1ssued comprise notes 1ssued to a third party Interest on the notes accrues at the relevant
underlying interest rate plus 0 90% and 1s calculated on a monthly basis The notes mature at the earlier of
2019 or the dissolution or hquidation of the company

SUBORDINATED LOANS
The Group The Company
2006 2005 2006 2005
US$’ 000 US$°000 US$°000 US3$°000
(restated)
Repayable as follows
Less than one year - - - -
Between two and five years 15,085,000 8,905,000 11,380,000 6,100,000
Over five years 3,114,271 2,279,959 2,078,000 400,000
18,199,271 11,184,959 13,458,000 6,500,000
18,199,271 11,184,959 13,458,000 6,500,000

The amounts outstanding represent iong-tern: and short-term subordinated loans from parent undertakings These
loans are unsecured and carry mterest at a margin over LIBOR

PROVISIONS FOR LIABILITIES AND CHARGES

The Group
US$°000

At 24 November 2006 and 25 November 2005 25.000

——
The provision of US$25,000,000 was made n respect of legal claims made against the group Further details
relatmg to these claims have not been disclosed as permutted by accounting standard FRS12, “Provisions and
Contingent Liabilities” on the grounds that it would be seriously prejudicial to do se
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27.

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

DEFERRED TAX

24 November 15 November
2006 2005
US$'000 US$’000
(restated)
Deferred tax balance comprises
Depreciation 1n excess of capital allowances 11,454 3,643
Post-retirement benefits 34,780 17,319
Other tming differences 1,148,406 607,076
1,194,640 628,038
The movements 1n the deferred tax balance were as follows
At 25 November 2005 628,038
Transfer to the profit and loss account for the penod 562,926
Transfer to the statement of total recogmized gamns and losses for 3,676
the period
At 24 November 2006 1,194,640

Other timing differences includes deferred tax in respect of exceptional administrative expenses

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

SHARE CAPITAL

At 24 November 2006 and 25 November 2005, share capital comprised
The Company

24 November 2006 25 November 2005
No. USS5°000 No. US$000
Authorised
Ordinary shares of US$ 0 01 each 2,200,000,000 22,000  2,200,000,000 22,000
Preference shares of US$ 0 01 each 800,000,600 8,000 800,000,000 8,000
30,000 30,000
Allotted. called up and fullv paid
Ordinary shares of US$ 0 01 each 1,780,003,936 17,800 1,780,003,936 17,800
Preference shares of US$ O 01 each 461,500,000 4,615 461,300,000 4,615
22,415 22,415

The preference shares carry hmited voting rights and, on a winding-up, the holders have a preferential nght to
return of capital together with any premum  Preference shares have a fixed non-cumulative dividend payable at a

rate of 8 cents per share per annum
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29.

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

SHARE PREMIUM ACCOUNT AND RESERVES

The Group
Share Capital Profit and
premuum Redemption loss account Merger
account Reserve US$'0060 Reserve
USS’000 US$°000 (restated) 1JS$°000
At 25 November 2005 1,519,410 305,012 2,579,645 1,021,395
Retamed profit for the penod - - 551,660 -
Other recognised gains - - (8,576) -
Exchange gain on consohdation - - 65,592 -
At 24 November 2006 1,519,410 305,012 3,188,321 1,021,395

The Capital Redemption Reserve arose duning the prior period as a result of transactions entered into by

subsidiary undertakings within the group

The Company

Share
prenuum Profit and Merger
account loss account Reserve
US$000 US$000 US$000
At 25 November 2005 1,519,410 905,070 1,021,395
Profit for the period 88,567 -
At 24 November 2006 1,519,410 993,637 1,021,395

As part of a group reorgamisation on 30 November 2001, the company tock advantage of the relief afforded to 1t
under section 132 of the Companies Act 1985 As a result, share premum of only $698,381,000 was recorded
and the remaiming difference between the nomunal value of the shares and the value at which the new shares were

1ssued of $1,021,395,000 was credited to a non-cistributable merger reserve

FINANCIAL COMMITMENTS AND CONTINGENCIES

(a) The group's financial commutments and confingencies outstanding at the period end pnmanly anse from
letters of credit and forward foreign exchange, swaps, options, financial futures contracts, debt and equity
forwards, underwnting commutments entered into 1n the ordinary course of business and registered charges
on certain of the group’s assets which have arisen m the ordinary course of business The group 1s exempt
from the disclosures required by FRS13 as it dees not meet the FRS13 defimtion of a bank or simular
mstitution nor does 1t have instruments that meet the defimtion of capital instruments that are publicly hsted

or traded

In addition, the group has undrawn loan comrmtments of US$105,678,000 (25 November 2005
US$29,186,000) These commitments are sub-participated to third party institutions
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30.

NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

FINANCIAL COMMITMENTS AND CONTINGENCIES (CONTINUED)

(b) The group leases certain buldings on long-term leases Under these leases, which are subject to
renegotiation at various intervals specified in the leases, the group pays all insurance, mantenance and
repairs of these properties The rentals that the group 1s commutted to pay in the next year are as follows

24 November 25 November

2006 2005
US$’000 US$000

Matunty of lease
Less than one year 1,361 857
Between 1 and 2 years 76 1,147
Between 2 and 5 years 3,127 1,703
QOver 5 years 125,633 111,387
130,197 115,094

FINANCIAL RISK MANAGEMENT

Normal trading activities expese the group to market, credit, and liquidity nsk  These nisks, described below, are
managed mn accordance with established risk management policies and procedures

The Goldman Sachs Group, Inc, manages market, credit and hquidity nisk on a consistent basis, firmwide
Consequently, the company and its subsidiaries, as part of a global group, adhere to global nsk management
polictes and procedures

The group secks to menitor and control risk exposure through a variety of separate, but complementary, financial,
credit, operational, comphance and legal reporting systems In addition, a number of global, regional and enuty
comuuttees are responsible for monitoring risk exposures and for general oversight of our nsk management
process These commuttees meet regularly and consist of semor members of both our revenue-producing units
and departments that are independent of our revenue-producing units  In addition to the comnuttees, functions
that are independent of the revenue-producing umits, such as Cemphance, Finance, Legal, Management Controls
(Internal Audit) and Operations, perform global nsk management functions, which include momtoring, analysing
and evaluanng nsk

{a) Market risk

The potential for changes in the market value of the group’s trading and mvesting positions 1s referred to as
market nsk  Such positions resuit from market making, specialist and propretary trading, investing and
underwriting activities Categones of market nisk include exposures to interest rates, equity prices, currency
rates and commodaty prices A description of each market nisk category 15 set forth below

* nterest rate nisks pnmanly result from exposures to changes m the level, slope and curvature of the yield
curve, the volatility of interest rates, morigage prepayment speeds and credt spreads,

s equity price nsk results from exposure to changes n prices and volathties of individual equities, equity
baskets and equity indices, and

s currency rate nsks result from exposures to changes mn spot prices, forward prices and volatihbes of
currency rates
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NOTES TO THE FINANCIAL STATEMENTS - 24 NOVEMBER 2006

30. FINANCIAL RISK MANAGEMENT

(b)

The group seeks to manage these firmwide nsks through diversifying exposures, controlling position sizes
and establishing hedges 1n related secunties or derivatives The ability to manage an exposure tay, however,
be limrted by adverse changes mn the hqudity of the security or the related hedge instrument and m the
correlation of price movements between the secunty and the related hedge instrument

Firmwide market nisk hmuts are monitored on a daily basis by the Finance Division and are reviewed
regularly by the appropriate nsk commuttee

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

e nisk hmts based on a summary measure of market nsk exposure referred to as Value-at-Risk (‘VaR”)
which are updated and monitored on a daily basis  VaR represents the potential loss m value of the
company’s trading positions due to adverse market movements aver a defined ime honzon with respect
to a specified confidence level,

e scenario analyses, stress tests and other analytical tools that measure the potential effects on our trading
net revenues of various market events, including, but not linuted to, a large widening of credit spreads, a
substantial dechne m equity markets and significant moves mn selected emerging markets, and

e nventory posihions himits for certamn business umts (determned at a firmwide level)
Credit Rusk

Credrt nisk represents the loss that the group would 1ncur 1f a counterparty or an 1ssuer of securities or other
mstruments the group holds fails to perform under 1ts contractual obligations to us or upon a deterioration n
the credit quality of third parties whose secunties or obligations the group holds

To reduce our credit exposures, the group secks to enter into netting agreements with counterparties that
permut the group to offset receivables and payables with such counterparties In addition, the group further
attempts to further reduce credit nisk with certain counterparties by

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

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

For most businesses within the group, counterparty credit limuts are established by the Credit Department,
which 1s independent of the revenue-producing departments, based on guidelines set by the Firmwide Risk
Commuttee and the Credit Policy Commuttee For most products, the group measures and limits credit
exposures by reference 1o both current and potental exposure The group typically measures potential
exposure based on projected worst case market movements over the life of the transactions For
collateralised transactions, potential exposure 1s also evaluated over a shorter collection period and gives
effect to the value of the collateral recetved The group further seeks to measure credit exposure through the
use of scenario analyses, stress tests and other quantitative tools Our global credit management systems
monitor current and potential credit exposure to mmdividual counterparties and on an aggregate basis to
counterparties and their affihates These systems also provide management, mcluding the Firmwide Rask and
Credit Policy Cormmittees with mformation, regarding overall credit risk by product, industry sector, country
and region
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(¢) Ligwdity risk

Liquidity 1s of critical impertance to comparues m the financial services sector Accordingly, the group has
n place a comprehensive set of liqudity and funding policies that are intended to maintain sigmificant
flexibility to address both firmwide-specific and broader industry or market liqudity events The principal
objective 1s to be enable to fund the company and to enable our core business to continue to generate revenue
under adverse circumstances

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

e excess hquidity — mamntain substantial excess hiquidity to meet a broad range of potential cash outflows
m a stressed environment inclhuding financing obhigations,

+  asset habibity management — ensure that the group funds its assets with appropnate financing, and

¢ cnsis planmng - ensure all funding and hiquidity management 1s based on stress-scenario planning and
feeds into our hquidity crisis plan

POST BALANCE SHEET EVENTS

On 18 December 2006, Goldman Sachs Holdings (U K ), a subsidiary undertaking acquired Forres LLC, for a
total consideration of $2,087,505,315 from a fellow group undertaking Goldman Sachs Holdings (UK } was
advanced a loan from a fellow group company to enable 1t to fund this investment Forres LLC 15 an mvestment
company incorporated 1n Detaware, United States of America

RELATED PARTY DISCLOSURES

Under the terms of FRS8, “Related Party Disclosures”, the company 15 exempt from disclosing transactions with
companies 90% or more controlled within the same group, as the consolidated financial statements 1n which the
company 1$ included are publicly available

ULTIMATE AND IMMEDIATE PARENT UNDERTAKINGS

The immediate parent undertaking 1s Goldman Sachs (UK) L L. C, a company registered in Delaware

The ultimate parent undertaking and the parent company of the largest group for which consolidated financial
statements are prepared 1s The Goldman Sachs Group, Inc , with its principal place of business at 85 Broad Street,
New York, NY 10004, Unted States of Amenica This company 1s mcorporated 1n the Urnited States of America
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