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PART I

Item 1. Business
Overview

Goldman Sachs is a leading global investment banking and securities firm that provides a
wide range of services worldwide to a substantial and diversified client base that includes
corporations, financial institutions, governments and high-net-worth individuals. As of Novem-
ber 26, 1999, we operated offices in over 20 countries and 37% of our 15,361 employees were
based outside the United States.

Goldman Sachs is the successor to a commercial paper business founded in 1869 by
Marcus Goldman. Since then, we have expanded our business as a participant and intermediary
in securities and other financial activities to become one of the leading firms in the industry.

In 1989, The Goldman Sachs Group, L.P. was formed to serve as the parent company of the
Goldman Sachs organization. On May 7, 1999, The Goldman Sachs Group, Inc. succeeded to the
business of The Goldman Sachs Group, L.P. and completed an initial public offering of its
common stock.

All references to 1999, 1998 and 1997 refer to our fiscal year ended, or the date, as the
context requires, November 26, 1999, November 27, 1998 and November 28, 1997, respectively.

When we use the terms ““Goldman Sachs’’, “‘we’”’ and “‘our”, we mean, prior to our
conversion to corporate form, The Goldman Sachs Group, L.P., a Delaware limited partnership,
and its consolidated subsidiaries and, after our conversion to corporate form, The Goldman
Sachs Group, Inc., a Delaware corporation, and its consolidated subsidiaries.

Financial information concerning our business segments and geographic regions for each of
1999, 1998 and 1997 is set forth in the consolidated financial statements and the notes thereto in
our 1999 Annual Report to Shareholders, which are incorporated by reference in Part I, Item 8 of
this Annual Report on Form 10-K.

Business Segments
Our activities are divided into two segments:
» Global Capital Markets; and

» Asset Management and Securities Services.



These segments consist of various product and service offerings that are set forth in the
following chart:

Primary Products and Activities by Business Segment

Asset Management and

Global Capital Markets Securities Services
Trading and Principal
Investment Banking Investments
— Equity and debt — Bank loans — Commissions
underwriting — Commodities — Institutional and high-net-
— Financial restructuring — Currencies worth assetmanagement
advisory services — Equity and fixed income — Margin lending
— Mergers and acquisitions derivatives — Matched book
advisoryservices — Equity and fixed income — Merchant banking fees
— Real estate advisory securities — Increased share of
services — Principal investments merchant bankingfund
— Proprietary arbitrage income and gains

— Mutual funds
— Prime brokerage
— Securities lending

Global Capital Markets

The Global Capital Markets segment, which represented 76% of 1999 net revenues, consists
of the following:

* Investment Banking. Investment Banking consists of our Financial Advisory and Under-
writing businesses; and

» Trading and Principal Investments. Trading and Principal Investments consists of our
Fixed Income, Currency and Commodities (‘“‘FICC’’), Equities and Principal Investments
businesses.

Investment Banking

Investment Banking represented 33% of 1999 net revenues. We provide a broad range of
investment banking services to a diverse group of corporations, financial institutions, govern-
ments and individuals and seek to develop and maintain long-term relationships with these clients
as their lead investment bank.

Our current structure, which is organized along regional, product and industry groups, seeks
to combine client-focused investment bankers with execution and industry expertise. Because
our businesses are global, we have adapted our organization to meet the demands of our clients
in each geographic region. Through our commitment to teamwork, we believe that we provide
services in an integrated fashion for the benefit of our clients.

Our investment banking activities are divided into two categories:

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

e Underwriting. Underwriting includes public offerings and private placements of equity and
debt securities.

Financial Advisory. Goldman Sachs is a leading investment bank in worldwide mergers and
acquisitions. Our mergers and acquisitions capabilities are evidenced by our significant share of
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assignments in large, complex transactions for which we provide multiple services, including
“one-stop” acquisition financing, currency hedging and cross-border structuring expertise.

Underwriting. We underwrite a wide range of securities and other instruments, including
common and preferred stock, convertible securities, investment-grade debt, high-yield debt,
sovereign and emerging markets debt, municipal debt, bank loans, asset-backed securities and
real estate-related securities, such as mortgage-backed securities and the securities of real
estate investment trusts.

Equity Underwriting. Equity underwriting has been a long-term core strength of Goldman
Sachs. As with mergers and acquisitions, we have been particularly successful in winning
mandates for large, complex equity underwritings. We believe our leadership in large initial public
offerings reflects our expertise in complex transactions, research strengths, track record and
distribution capabilities. We have also acted as lead manager on many of the largest initial public
offerings in the international arena.

We believe that a key factor in our equity underwriting success is the close working
relationship among the investment bankers, research analysts and sales force as coordinated by
our Equity Capital Markets group. With institutional sales professionals and high-net-worth
relationship managers located in every major market around the world, Goldman Sachs has
relationships with a large and diverse group of investors.

Debt Underwriting. We engage in the underwriting and origination of various types of debt
instruments that we broadly categorize as follows:

 investment-grade debt for corporations, governments, municipalities and agencies;

« leveraged finance, which includes high-yield debt and bank loans for non-investment-grade
issuers;

* emerging market debt, which includes corporate and sovereign issues; and
» asset-backed securities.

We have employed a focused approach in debt underwriting, emphasizing high value-added
areas in servicing our clients.

Trading and Principal Investments

Trading and Principal Investments represented 43% of 1999 net revenues. Our Trading and
Principal Investments business facilitates transactions with a diverse group of corporations,
financial institutions, governments and individuals and takes proprietary positions through market
making in and trading of fixed income and equity products, currencies, commodities, and swaps
and other derivatives. In order to meet the needs of our clients, our Trading and Principal
Investments business is diversified across a wide range of products. For example, we make
markets in traditional investment-grade debt securities, structure complex derivatives and
securitize mortgages and insurance risk. We believe our willingness and ability to take risk
distinguishes us and substantially enhances our client relationships.

Trading and Principal Investments is divided into three categories:

* Fixed Income, Currency and Commodities. Goldman Sachs makes markets in and
trades fixed income products, currencies and commodities, structures and enters into a
wide variety of derivative transactions, and engages in proprietary trading and arbitrage
activities;

» Equities. Goldman Sachs makes markets in and trades equities and equity-related
products, structures and enters into equity derivative transactions, and engages in
proprietary trading and equity arbitrage; and
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* Principal Investments. Principal Investments primarily represents net revenues from our
merchant banking investments.

Fixed Income, Currency and Commodities. FICC is a large and diversified operation
through which we engage in a variety of customer-driven market-making and proprietary trading
and arbitrage activities. FICC’s principal products are:

* Bank loans

» Commodities

» Currencies

» Derivatives

» Emerging market debt

» Global government securities
» High-yield securities
 Investment-grade corporate securities
* Money market instruments

* Mortgage securities and loans
¢ Municipal securities

We generate trading net revenues from our customer-driven business in three ways. First, in
large, highly liquid markets, we undertake a high volume of transactions for modest spreads.
Second, by capitalizing on our strong market relationships and capital position, we also
undertake transactions in less liquid markets where spreads are generally larger. Finally, we
generate net revenues from structuring and executing transactions that address complex client
needs.

In our proprietary activities, we assume a variety of risks and devote substantial resources to
identify, analyze and benefit from these exposures. We leverage our strong research capabilities
and capitalize on our proprietary analytical models to analyze information and make informed
trading judgments. We seek to benefit from perceived disparities in the value of assets in the
trading markets and from macroeconomic and company-specific trends.

FICC uses a three-part approach to deliver high quality service to its clients. First, we offer
broad market making, research and market knowledge to our clients on a global basis. Second,
we create innovative solutions to complex client problems by drawing upon our structuring and
trading expertise. Third, we use our expertise to take positions in markets when we believe the
return is at least commensurate with the risk.

A core activity in FICC is market making in a broad array of securities and products. For
example, we are a primary dealer in many of the largest government bond markets around the
world, including the United States, Japan, the United Kingdom and Canada. We are a member of
the major futures exchanges, and also have interbank dealer status in the currency markets in
New York, London, Tokyo and Hong Kong. Our willingness to make markets in a broad range of
fixed income, currency and commodity products and their derivatives is crucial both to our client
relationships and to support our underwriting business by providing secondary market liquidity.
Our research capabilities include quantitative and qualitative analyses of global economic,
currency and financial market trends, as well as credit analyses of corporate and sovereign fixed
income securities.

Equities. Goldman Sachs engages in a variety of market-making, proprietary trading and
arbitrage activities in equity securities and equity-related products (such as convertible securities
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and equity derivative instruments) on a global basis. Goldman Sachs makes markets and
positions blocks of stock to facilitate customers’ transactions and to provide liquidity in the
marketplace. Goldman Sachs is a member of most of the major stock exchanges, including New
York, London, Frankfurt, Tokyo and Hong Kong.

As agent, we execute brokerage transactions in equity securities for institutional and
individual customers that generate commission revenues. Commissions earned on agency
transactions are recorded in Asset Management and Securities Services.

In equity trading, as in FICC, we generate net revenues from our customer-driven business
in three ways. First, in large, highly liquid principal markets, such as the over-the-counter market
for equity securities, we undertake a high volume of transactions for modest spreads. Second, by
capitalizing on our strong market relationships and capital position, we also undertake large
transactions, such as block trades and positions in securities, in which we benefit from spreads
that are generally larger. Finally, we also benefit from structuring complex transactions.

Goldman Sachs was a pioneer and is currently active in the execution of large block trades
(trades of 50,000 or more shares) in the United States and abroad. We have been able to
capitalize on our expertise in block trading, our global distribution network and our willingness to
commit capital to effect increasingly large and complex customer transactions. We expect
corporate consolidation and restructuring and increased demand for certainty and speed of
execution by sellers and issuers of securities to increase both the frequency and size of sales of
large blocks of equity securities. Block transactions, however, expose us to increased risks,
including those arising from holding large and concentrated positions, and decreasing spreads.

We are active in the listed options and futures markets, and we structure, distribute and
execute over-the-counter derivatives on market indices, industry groups and individual company
stocks to facilitate customer transactions and our proprietary activities. We develop quantitative
strategies and render advice with respect to portfolio hedging and restructuring and asset
allocation transactions. We also create specially tailored instruments to enable sophisticated
investors to undertake hedging strategies and establish or liquidate investment positions. We are
one of the leading participants in the trading and development of equity derivative instruments.
We are an active participant in the trading of futures and options on most of the major
exchanges in the United States, Europe and Asia.

We remain committed to being at the forefront of technological innovation in the global
capital markets. To pursue our strategy of expanding our electronic market-making capabilities,
on September 24, 1999, Goldman Sachs completed its acquisition of The Hull Group, a leading
global electronic market maker in exchange-traded equity derivatives and an active market maker
in equity securities worldwide.

In addition, equity arbitrage has long been an important part of our equity franchise. Our
strategy is based on making investments on a global basis through a diversified portfolio across
different markets and event categories. This business focuses on event-oriented special
situations where we are not acting as an advisor and on relative value trades. These special
situations include mergers and acquisitions, corporate restructurings, recapitalizations and legal
and regulatory events.

Trading Risk Management. We believe that our trading and market-making capabilities are
key ingredients to our success. While these businesses have generally earned attractive returns,
we have in the past incurred significant trading losses in periods of market turbulence, such as in
1994 and the second half of 1998.

Our trading risk management process seeks to balance our ability to profit from trading
positions with our exposure to potential losses. Risk management includes input from all levels
of Goldman Sachs, from the trading desks to the Firmwide Risk Committee. For a further
discussion of our risk management policies and procedures, see ‘“‘Management’s Discussion and
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Analysis — Risk Management” in the 1999 Annual Report to Shareholders, which is incorporated
by reference in Part Il, Item 7 of this Annual Report on Form 10-K.

Principal Investments. In connection with our merchant banking activities, we invest by
making principal investments directly and through funds that we raise and manage. As of
November 1999, we had committed $3.06 billion, of which $2.33 billion had been funded, of the
$17.27 billion total equity capital committed for our merchant banking funds. The funds’
investments generate capital appreciation or depreciation and, upon disposition, realized gains or
losses. See “— Asset Management and Securities Services — Merchant Banking” for a
discussion of our merchant banking funds. As of November 1999, the aggregate carrying value of
our principal investments held directly or through our merchant banking funds was approximately
$2.88 billion, which consisted of corporate principal investments with an aggregate carrying value
of approximately $1.95 billion and real estate investments with an aggregate carrying value of
approximately $928 million.

Asset Management and Securities Services

The components of the Asset Management and Securities Services segment, which
represented 24% of 1999 net revenues, are set forth below:

» Asset Management. Asset Management generates management fees by providing
investment advisory services to a diverse client base of institutions and individuals;

» Securities Services. Securities Services includes prime brokerage, financing services and
securities lending, and our matched book businesses, all of which generate revenue
primarily in the form of fees or interest rate spreads; and

« Commissions. Commissions includes agency transactions for clients on major stock and
futures exchanges and revenues from the increased share of the income and gains
derived from our merchant banking funds.

Asset Management

Goldman Sachs is seeking to build a premier global asset management business. We offer a
broad array of investment strategies and advice across all major asset classes: global equity;
fixed income, including money markets; currency; and alternative investment products (i.e.,
investment vehicles with non-traditional investment objectives and/or strategies). Assets under
supervision consist of assets under management and other client assets. Assets under
management typically generate fees based on a percentage of their value and include our mutual
funds, separate accounts managed for institutional and individual investors, our merchant
banking funds and other alternative investment funds. Other client assets consist of assets in
brokerage accounts of primarily high-net-worth individuals, on which we earn commissions.



Our growth in assets under supervision is set forth in the graph below:

Assets Under Supervision
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As of November 1999, equities and alternative investments represented 59% of our total
assets under management. Since 1996, these two asset classes have been the primary drivers
our growth in assets under management.

The following table sets forth the amount of assets under management by asset class:

Assets Under Management by Asset Class

of

(in billions)
As of November

1999 1998 1997
Asset Class
EQUItY . .. $ 98 $ 69 $ 52
Fixed income and CUIreNnCyY ....... ... it 58 50 36
Money markets . ... 48 46 31
Alternative investment(1) ... .. . 54 30 17
Total. . $258 $195 $136

(1) Includes private equity, real estate, quantitative asset allocation and other funds that we
manage.

Since the beginning of 1996, we have increased the resources devoted to our Asset
Management business, including the addition of over 1,000 employees. In addition, Goldman
Sachs has made three asset management acquisitions in order to expand its geographic reach
and broaden its global equity and alternative investment portfolio management capabilities.

Clients. Our primary clients are institutions, high-net-worth individuals and retail investors.

We access clients through both direct and third-party channels. Our institutional clients include
corporations, insurance companies, pension funds, foundations and endowments. In the third-
party distribution channel, we distribute our mutual funds on a worldwide basis through banks,
brokerage firms, insurance companies and other financial intermediaries.
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The table below sets forth the amount of assets under supervision by distribution channel
and client category as of November 1999:

Assets Under Supervision by Distribution Channel

(in billions)
Assets Under
Supervision(1) Primary Investment Vehicles
 Directly distributed
— Institutional ........... .. .. .. L. $151 Separate managed accounts
— High-net-worth individuals.............. 262 Commingled vehicles

Brokerage accounts
Limited partnerships
Separate managed accounts
» Third-party distributed
— Institutional and retail .................. 56 Mutual funds

(1) Excludes $16 billion in our merchant banking funds.

Merchant Banking

Goldman Sachs has established a successful record in the corporate and real estate
merchant banking business, with $17.27 billion of committed capital as of November 1999, of
which $13.03 billion has been funded. We have committed $3.06 billion and funded $2.33 billion
of these amounts. Our clients, including pension plans, endowments, charitable institutions and
high-net-worth individuals, have provided the remainder.

Our strategy with respect to each merchant banking fund is to invest opportunistically to
build a portfolio of investments that is diversified by industry, product type, geographic region
and transaction structure and type. Some of these investment funds pursue, on a global basis,
long-term investments in equity and debt securities in privately negotiated transactions, leveraged
buyouts and acquisitions. As of November 1999, our corporate merchant banking funds had total
committed capital of $9.50 billion. Other funds, with total committed capital of $7.77 billion as of
November 1999, invest in real estate operating companies and debt and equity interests in real
estate assets.

Merchant banking activities generate three revenue streams. First, we receive a management
fee that is generally a percentage of a fund’s committed capital, invested capital, total gross
acquisition cost or asset value. These annual management fees are included in our Asset
Management revenues. Second, after that fund has achieved a minimum return for fund
investors, we receive an increased share of the fund’s income and gains that is a percentage,
typically 20%, of the capital appreciation and gains from the fund’s investments. Revenues from
the increased share of the funds’ income and gains are included in Commissions. Finally,
Goldman Sachs, as a substantial investor in these funds, is allocated its proportionate share of
the funds’ unrealized appreciation or depreciation arising from changes in fair value as well as
gains and losses upon realization. These items are included in the Trading and Principal
Investments component of Global Capital Markets.

Securities Services

Securities Services consists predominantly of Global Securities Services, which provides
prime brokerage, financing services and securities lending to a diversified U.S. and international
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customer base, including hedge funds, pension funds and high-net-worth individuals. Securities
Services also includes our matched book businesses.

We offer prime brokerage services to our clients, allowing them the flexibility to trade with
most brokers while maintaining a single source for financing and portfolio reports. Our prime
brokerage activities provide multi-product clearing and custody in 50 markets, consolidated multi-
currency accounting and reporting and offshore fund administration and also provide servicing for
our most active clients. Additionally, we provide financing to our clients through margin loans
collateralized by securities held in the client’s account.

Securities lending activities principally involve the borrowing and lending of equity securities
to cover customer and Goldman Sachs’ short sales and to finance Goldman Sachs’ long
positions. In addition, we are an active participant in the securities lending broker-to-broker
business and the third-party agency lending business.

Commissions

Goldman Sachs generates commissions by executing agency transactions on major stock
and futures exchanges worldwide. We effect agency transactions for clients located throughout
the world. In recent years, aggregate commissions have increased as a result of growth in
transaction volume on the major exchanges. As discussed above, Commissions also includes the
increased share of income and gains from merchant banking funds as well as commissions
earned from brokerage transactions. For a discussion regarding our increased share of the
income and gains from our merchant banking funds, see ‘“— Merchant Banking’’ above.

In anticipation of continued growth in electronic connectivity and on-line trading, Goldman
Sachs has made strategic investments in alternative trading systems to gain experience and
participate in the development of this market. See ‘“— Internet Strategy” below for a further
discussion of these investments.

Global Investment Research

Our Global Investment Research Department provides fundamental research on economies,
debt and equity markets, commodities markets, industries and companies on a worldwide basis.
For over two decades, we have committed resources on a global scale to develop a leading
position in the industry for our investment research products.

Global Investment Research employs a team approach that as of November 1999 provided
research coverage of approximately 2,400 companies worldwide, 52 economies and 26 stock
markets. This is accomplished by four groups:

» the Commodities Research group, which provides research on the global commodity
markets;

» the Company/Industry group, which provides fundamental analysis, forecasts and
investment recommendations for companies and industries worldwide. Equity research
analysts are organized regionally by sector and globally into more than 20 industry teams,
which allows for extensive collaboration and knowledge sharing on important investment
themes;

» the Economic Research group, which formulates macroeconomic forecasts for economic
activity, foreign exchange and interest rates based on the globally coordinated views of its
regional economists; and

* the Portfolio Strategy group, which forecasts equity market returns and provides
recommendations on both asset allocation and industry representation.
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Internet Strategy

We believe that Internet technology and electronic commerce will, over time, change the
ways that securities and other financial products are traded and distributed, creating both
opportunities and challenges for our businesses. In response, we have established a program of
internal development and external investment.

Internally, we are extending our global electronic trading and information distribution
capabilities to our clients via the Internet. These capabilities cover many of our fixed income,
currency, commodity, equities and mutual fund products in markets around the world. We are
also using the Internet to improve the ease and quality of communication with our institutional
and high-net-worth clients. For example, investors have on-line access to our investment
research, mutual fund data and valuation models. In addition, our high-net-worth clients are
increasingly accessing their portfolio information over the Internet. We have also recently
established GS-Online®™, which, in conjunction with Goldman, Sachs & Co., acts as an
underwriter of securities offerings via the Internet and other electronic means. GS-OnlineS™ will
deal initially only with other underwriters and syndicate members and not with members of the
public.

Recently, we established an internal working group to focus primarily on utilizing the Internet
to enhance and support our wealth management business. Externally, we have invested in
electronic commerce concerns such as Bridge Information Systems, Inc., TradeWeb LLC,
Archipelago, L.L.C., The BRASS Utility, L.L.C., OptiMark Technologies, Inc. and Wit Capital
Group, Inc. Through these investments, we gain an increased understanding of business
developments and opportunities in this emerging sector.

Information Technology

Technology is fundamental to our overall business strategy. Goldman Sachs is committed to
the ongoing development, maintenance and use of technology throughout the organization. We
have developed significant software and systems over the past several years. Our technology
initiatives can be broadly categorized into three efforts:

» enhancing client service through increased connectivity and the provision of high value-
added, tailored services;

* risk management; and
 overall efficiency and control.

We have tailored our services to our clients by providing them with electronic access to our
products and services. For example, we developed the GS Financial Workbench®", an Internet
Web site that clients and employees can use to download research reports, access earnings and
valuation models, submit trades, monitor accounts, build and view presentations, calculate
derivative prices and view market data. First made available in 1995, the GS Financial
Workbench®™ represents a joint effort among all of our business areas to create one
comprehensive site for clients and employees to access our products and services.

We have also developed software that enables us to monitor and analyze our market and
credit risks. This risk management software not only analyzes market risk on firmwide, divisional
and trading desk levels, but also breaks down our risk into its underlying exposures, permitting
management to evaluate exposures on the basis of specific interest rate, currency rate, equity
price or commodity price changes. To assist further in the management of our credit exposures,
data from many sources are aggregated daily into credit management systems that give senior
management and professionals in the Credit and Controllers departments the ability to receive
timely information with respect to credit exposures worldwide, including netting information, and
the ability to analyze complex risk situations effectively. Our software accesses this data, allows
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for quick analysis at the level of individual trades and interacts with other Goldman Sachs
systems.

Technology has also been a significant factor in improving the overall efficiency of many
areas of Goldman Sachs. By automating many trading procedures and operational and
accounting processes, we have substantially increased our efficiency and accuracy.

Employees

Management believes that one of the strengths and principal reasons for the success of
Goldman Sachs is the quality and dedication of its people and the shared sense of being part of
a team. We strive to maintain a work environment that fosters professionalism, excellence,
diversity and cooperation among our employees worldwide.

Instilling the Goldman Sachs culture in all employees is a continuous process, in which
training plays an important part. All employees are offered the opportunity to participate in
education and periodic seminars that we sponsor at various locations throughout the world.
Another important part of instilling the Goldman Sachs culture is our employee review process.
Employees are reviewed by supervisors, co-workers and employees they supervise in a 360-
degree review process that is integral to our team approach.

As of November 1999, we had 15,361 employees, which excludes employees of Goldman
Sachs’ two property management subsidiaries. Substantially all of the costs of these property
management employees are reimbursed to Goldman Sachs by the real estate investment funds
to which these subsidiaries provide property management services.

Competition

The financial services industry — and all of our businesses — are intensely competitive, and
we expect them to remain so. Our competitors are other brokers and dealers, investment
banking firms, insurance companies, investment advisors, mutual funds, hedge funds, commercial
banks and merchant banks. We compete with some of our competitors globally and with others
on a regional, product or niche basis. Our competition is based on a number of factors, including
transaction execution, our products and services, innovation, reputation and price.

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

In recent years, there has been substantial consolidation and convergence among companies
in the financial services industry. In particular, a number of large commercial banks, insurance
companies and other broad-based financial services firms have established or acquired broker-
dealers or have merged with other financial institutions. Many of these firms have the ability to
offer a wide range of products, from loans, deposit taking and insurance to brokerage, asset
management and investment banking services, which may enhance their competitive position.
They also have the ability to support investment banking and securities products with commercial
banking, insurance and other financial services revenues in an effort to gain market share, which
could result in pricing pressure in our businesses.

Recently enacted federal financial modernization legislation significantly expands the
activities permissible for firms affiliated with a U.S. bank. The legislation, among other things,
enables U.S. banks and insurance firms to affiliate, facilitates affiliations between U.S. banks and
securities firms, and expands the permissible principal investing activities of U.S. banking
organizations. This legislation may further accelerate consolidation and increase competition in
the financial services industry and will enable banking organizations to compete more effectively
across a broad range of activities.
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The trend toward consolidation and convergence has significantly increased the capital base
and geographic reach of our competitors. This trend has also hastened the globalization of the
securities and other financial services markets. As a result, we have had to commit capital to
support our international operations and to execute large global transactions.

We believe that some of our most significant challenges and opportunities will arise outside
the United States. In order to take advantage of these opportunities, we will have to compete
successfully with financial institutions based in important non-U.S. markets, particularly in
Europe. Some of these institutions are larger and better capitalized, and have a stronger local
presence and a longer operating history in these markets.

We have experienced intense price competition in some of our businesses in recent years.
For example, equity and debt underwriting discounts have been under pressure for a number of
years and the ability to execute trades electronically, through the Internet and through other
alternative trading systems may increase the pressure on trading commissions. It appears that
this trend toward alternative trading systems will continue and probably accelerate. Similarly,
underwriting spreads in certain privatizations have been subject to considerable pressure. We
believe that we may experience pricing pressures in these and other areas in the future as some
of our competitors seek to obtain market share by reducing prices.

Regulation

Goldman Sachs, as a participant in the securities and commodity futures and options
industries, is subject to extensive regulation in the United States and elsewhere. As a matter of
public policy, regulatory bodies in the United States and the rest of the world are charged with
safeguarding the integrity of the securities and other financial markets and with protecting the
interests of customers participating in those markets. They are not, however, charged with
protecting the interests of Goldman Sachs’ shareholders or creditors. In the United States, the
SEC is the federal agency responsible for the administration of the federal securities laws.
Goldman, Sachs & Co. is registered as a broker-dealer and as an investment adviser with the
SEC and as a broker-dealer in all 50 states and the District of Columbia. Self-regulatory
organizations, such as the Chicago Board of Trade, the NYSE and the NASD, adopt rules and
examine broker-dealers such as Goldman, Sachs & Co. In addition, state securities and other
regulators also have regulatory or oversight authority over Goldman, Sachs & Co. Similarly, our
businesses are also subject to regulation by various non-U.S. governmental and regulatory
bodies and self-regulatory authorities in virtually all countries where we have offices.

Broker-dealers are subject to regulations that cover all aspects of the securities business,
including sales methods, trade practices among broker-dealers, use and safekeeping of
customers’ funds and securities, capital structure, record-keeping, the financing of customers’
purchases, and the conduct of directors, officers and employees. Additional legislation, changes
in rules promulgated by self-regulatory organizations, or changes in the interpretation or
enforcement of existing laws and rules, either in the United States or elsewhere, may directly
affect the mode of operation and profitability of Goldman Sachs.

The U.S. and non-U.S. government agencies and self-regulatory organizations, as well as
state securities commissions in the United States, are empowered to conduct administrative
proceedings that can result in censure, fine, the issuance of cease-and-desist orders, or the
suspension or expulsion of a broker-dealer or its directors, officers or employees. Occasionally,
our subsidiaries have been subject to investigations and proceedings, and sanctions have been
imposed for infractions of various regulations relating to our activities, none of which has had a
material adverse effect on us or our businesses.

The commodity futures and options industry in the United States is subject to regulation
under the Commodity Exchange Act, as amended. The Commodity Futures Trading Commission
is the federal agency charged with the administration of the Commodity Exchange Act and the
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regulations thereunder. Goldman, Sachs & Co. is registered with the Commodity Futures Trading
Commission as a futures commission merchant, commodity pool operator and commodity trading
advisor.

As a registered broker-dealer and member of various self-regulatory organizations, Goldman,
Sachs & Co. is subject to the SEC’s uniform net capital rule, Rule 15¢3-1. This rule specifies the
minimum level of net capital a broker-dealer must maintain and also requires that part of its
assets be kept in relatively liquid form. Goldman, Sachs & Co. is also subject to the net capital
requirements of the Commodity Futures Trading Commission and various securities and
commodity exchanges. See Note 12 to the consolidated financial statements incorporated by
reference in Part Il, Item 8 of this Annual Report on Form 10-K.

The SEC and various self-regulatory organizations impose rules that require notification
when net capital falls below certain predefined criteria, dictate the ratio of subordinated debt to
equity in the regulatory capital composition of a broker-dealer and constrain the ability of a
broker-dealer to expand its business under certain circumstances. Additionally, the SEC’s
uniform net capital rule imposes certain requirements that may have the effect of prohibiting a
broker-dealer from distributing or withdrawing capital and requiring prior notice to the SEC for
certain withdrawals of capital.

In January 1999, the SEC adopted revisions to its uniform net capital rule and related
regulations that permit the registration of over-the-counter derivatives dealers as broker-dealers.
An over-the-counter derivatives dealer can, upon adoption of a risk management framework in
accordance with the new rules, utilize a capital requirement based upon proprietary models for
estimating market risk exposures. We have established Goldman Sachs Financial Markets, L.P.
and registered this company with the SEC as an over-the-counter derivatives dealer to conduct in
a more capital-efficient manner certain over-the-counter derivative businesses previously
conducted in other affiliates.

Goldman Sachs is an active participant in the international fixed income and equity markets.
Many of our affiliates that participate in those markets are subject to comprehensive regulations
that include some form of capital adequacy rule and other customer protection rules. Goldman
Sachs provides investment services in and from the United Kingdom under a regulatory regime
that is undergoing comprehensive restructuring aimed at implementing the Financial Services
Authority as the United Kingdom’s unified financial services regulator. The relevant Goldman
Sachs entities in London are at present regulated by the Securities and Futures Authority Limited
in respect of their investment banking, individual asset management, brokerage and principal
trading activities, and the Investment Management Regulatory Organization in respect of their
institutional asset management and fund management activities. Some of these Goldman Sachs
entities are also regulated by the London Stock Exchange and other U.K. securities and
commodities exchanges of which they are members. It is expected, however, that during 2000,
the responsibilities of the Securities and Futures Authority Limited and Investment Management
Regulatory Organization will be taken over by the Financial Services Authority. The investment
services that are subject to oversight by U.K. regulators are regulated in accordance with
European Union directives requiring, among other things, compliance with certain capital
adequacy standards, customer protection requirements and conduct of business rules. These
standards, requirements and rules are similarly implemented, under the same directives,
throughout the European Union and are broadly comparable in scope and purpose to the
regulatory capital and customer protection requirements imposed under the SEC and Commodity
Futures Trading Commission rules. European Union directives also permit local regulation in each
jurisdiction, including those in which we operate, to be more restrictive than the requirements of
such directives and these local requirements can result in certain competitive disadvantages to
Goldman Sachs. In addition, the Japanese Ministry of Finance, the Financial Supervisory Agency,
the Tokyo Stock Exchange, the Tokyo International Financial Futures Exchange and the Japan
Securities Dealers Association in Japan, the Securities and Futures Commission in Hong Kong,
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the Bundesbank in Germany, as well as French and Swiss banking authorities, among others,
regulate various of our subsidiaries and also have capital standards and other requirements
comparable to the rules of the SEC.

Compliance with net capital requirements of these and other regulators could limit those
operations of our subsidiaries that require the intensive use of capital, such as underwriting and
trading activities and the financing of customer account balances, and also could restrict our
ability to withdraw capital from our regulated subsidiaries, which in turn could limit our ability to
repay debt or pay dividends on our common stock.

Certain Factors That May Affect Our Business

As an investment banking and securities firm, our businesses are materially affected by
conditions in the financial markets and economic conditions generally, both in the United States
and elsewhere around the world. The financial markets in the United States and elsewhere have
achieved record or near record levels, and the favorable business environment in which we
operate will not continue indefinitely. In the event of a change in market conditions, our
businesses could be adversely affected in many ways, including the following:

* We generally maintain large trading and investment positions, including merchant banking
investments, in the fixed income, currency, commodity and equity markets, and in real
estate and other assets, and we may incur significant losses if market fluctuations or
volatility adversely affect the value of these positions.

« Unfavorable financial or economic conditions would likely reduce the number and size of
transactions in which we provide underwriting, mergers and acquisitions advisory, and
other services, and could thereby adversely affect our results of operations.

* A market downturn would likely lead to a decline in the volume of transactions that we
execute for our customers and, therefore, to a decline in the revenues we receive from
commissions and spreads. A market downturn could also result in a decline in the fees we
earn for managing assets. Moreover, even in the absence of a market downturn, below-
market performance by our mutual funds could result in a decline in assets under
management and therefore in the fees we receive.

e Concentration of risk in the past has increased the losses that we have incurred in our
arbitrage, market-making, block trading, underwriting and lending businesses and may
continue to do so in the future. In particular, in the case of block trading, we expect the
trend toward an increase in the number and size of trades we execute to continue.

* A prolonged market downturn could impair our operating results for a long period of time.
In such a downturn, our revenues may decline and, if we were unable to reduce expenses
at the same pace, our profit margins would erode.

If any of the variety of instruments and strategies we utilize to hedge or otherwise manage
our exposure to various types of risk are not effective, we may incur losses. Our hedging
strategies and other risk management techniques may not be fully effective in mitigating our risk
exposure in all market environments or against all types of risk, including risks that are
unidentified or unanticipated. Some of our methods of managing risk are based upon our use of
observed historical market behavior. As a result, these methods may not predict future risk
exposures, which could be significantly greater than the historical measures indicate. Other risk
management methods depend upon evaluation of information regarding markets, clients or other
matters. This information may not in all cases be accurate, complete, up-to-date or properly
evaluated.

The financial services industry — and all of our businesses — are intensely competitive, and
we expect them to remain so. We compete on the basis of a number of factors, including
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transaction execution, our products and services, innovation, reputation and price. We believe
that we may experience pricing pressures in the future as some of our competitors seek to
obtain market share by reducing prices. In recent years, there has been substantial consolidation
and convergence among companies in the financial services industry. Recent financial services
legislation, which significantly expands the activities permissible for firms affiliated with a U.S.
bank, may accelerate this consolidation and further increase competition. This trend toward
consolidation and convergence has significantly increased the capital base and geographic reach
of our competitors. This trend has also hastened the globalization of the securities and other
financial services markets. As a result, we have had to commit capital to support our international
operations and to execute large global transactions.

Our performance is largely dependent on the talents and efforts of highly skilled individuals.
Competition in the financial services industry for qualified employees is intense. Our continued
ability to compete effectively in our businesses depends on our ability to attract new employees
and to retain and motivate our existing employees. The steps we have taken to encourage the
continued service of our employees since our conversion to corporate form may not be effective.

Liquidity, i.e., ready access to funds, is essential to our businesses. Our liquidity could be
impaired by an inability to access the long-term or short-term debt capital markets, an inability to
access the repurchase and securities lending markets, or an impairment of our ability to sell
assets. Our ability to sell assets may be impaired if other market participants are seeking to sell
similar assets at the same time. In addition, a reduction in our credit ratings could adversely
affect our liquidity and competitive position and increase our borrowing costs.

We are exposed to the risk that third parties that owe us money, securities or other assets
will not perform their obligations. These parties may default on their obligations to us due to
bankruptcy, lack of liquidity, operational failure or other reasons. The amount and duration of our
credit exposures have been increasing over the past several years. In addition, we have also
experienced, due to competitive factors, pressure to extend credit against less liquid collateral
and price more aggressively the credit risks that we take. Although we regularly review our credit
exposure to specific clients and counterparties and to specific industries, countries and regions
that we believe may present credit concerns, default risk may arise from events or circumstances
that are difficult to detect or foresee. In addition, concerns about, or a default by, one institution
could lead to significant liquidity problems, losses or defaults by other institutions, which in turn
could adversely affect Goldman Sachs.

Our businesses are highly dependent on our ability to process, on a daily basis, a large
number of transactions across numerous and diverse markets in many currencies, and the
transactions we process have become increasingly complex. If any of our financial, accounting or
other data processing systems do not operate properly or are disabled, we could suffer financial
loss, a disruption of our businesses, liability to clients, regulatory intervention or reputational
damage. The inability of our systems to accommodate an increasing volume of transactions could
also constrain our ability to expand our businesses.

Substantial legal liability or a significant regulatory action against Goldman Sachs could have
a material adverse financial effect or cause significant reputational harm to Goldman Sachs,
which in turn could seriously harm our business prospects. We face significant legal risks in our
businesses and the volume and amount of damages claimed in litigation against financial
intermediaries are increasing. In addition, we would expect legal claims by customers and clients
to increase in a market downturn.

Goldman Sachs, as a participant in the financial services industry, is subject to extensive
regulation in jurisdictions around the world. We face the risk of significant intervention by
regulatory authorities in all jurisdictions in which we conduct business. Among other things, we
could be fined or prohibited from engaging in some of our business activities. New laws or
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regulations or changes in enforcement of existing laws or regulations applicable to our clients
may also adversely affect our businesses.

There have been a number of highly publicized cases involving fraud or other misconduct by
employees in the financial services industry in recent years, and we run the risk that employee
misconduct could occur. It is not always possible to deter employee misconduct and the
precautions we take to prevent and detect this activity may not be effective in all cases.

We believe that some of our most significant challenges and opportunities will arise outside
the United States. In order to take advantage of these opportunities, we will have to compete
successfully with financial institutions based in important non-U.S. markets, particularly in
Europe. Some of these institutions are larger and better capitalized, and have a stronger local
presence and a longer operating history in these markets.

In conducting our businesses in major markets around the world, we are subject to political,
economic, legal, operational and other risks that are inherent in operating in other countries,
including risks of possible nationalization, expropriation, price controls, exchange controls and
other restrictive governmental actions. In many countries, the laws and regulations applicable to
the securities and financial services industries are uncertain and evolving, and it may be difficult
for us to determine the exact requirements of local laws in every market. Our inability to remain
in compliance with local laws in a particular foreign market could have a significant and negative
effect not only on our businesses in that market but also on our reputation generally. We are also
subject to the risk that transactions we structure might not be legally enforceable in all cases.

In the last several years, various emerging market countries have experienced severe
economic and financial disruptions, including significant devaluations of their currencies and low
or negative growth rates in their economies. The possible effects of these conditions include an
adverse impact on our businesses and increased volatility in financial markets generally. As we
expand our businesses in emerging and other markets, our exposure to these risks will increase.

Securities and futures transactions are now being conducted through the Internet and other
alternative, non-traditional trading systems, and it appears that the trend toward alternative
trading systems will continue and probably accelerate. A dramatic increase in computer-based or
other electronic trading may adversely affect our commission and trading revenues, reduce our
participation in the trading markets and associated access to market information and lead to the
creation of new and stronger competitors.

Item 2. Properties

Our principal executive offices are located at 85 Broad Street, New York, New York, and
comprise approximately 969,000 square feet of leased space, pursuant to a lease agreement
expiring in June 2008 (with an option to renew for up to 20 additional years). We also occupy
over 500,000 square feet at each of 1 New York Plaza and 10 Hanover Square in New York,
New York, pursuant to lease agreements expiring in September 2004 (with an option to renew
for ten years) and June 2018, respectively. Additionally, we have a 15-year lease for
approximately 605,000 square feet at 180 Maiden Lane in New York, New York, that expires in
March 2014. In total, we lease over 3.6 million square feet in the New York area. We have
additional offices in the United States and elsewhere in the Americas. Together, these offices
comprise approximately 680,000 square feet of leased space.

In the first quarter of 2000, we executed a contract to purchase approximately six acres of
unimproved land in Jersey City, New Jersey. We expect to develop this land to complement our
offices in lower Manhattan. The initial phase of development is expected to include approximately
1.4 million usable square feet of office space, with occupancy planned for early 2003.

We also have offices in Europe, Asia, Africa and Australia. In Europe, we have offices that
totaled approximately 788,000 square feet as of the end of January 2000. Our largest presence
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in Europe is in London, where we leased approximately 609,000 square feet through various
leases as of the end of January 2000, with the principal one for Peterborough Court expiring in
2016. An additional 453,000 square feet of leased space in London is expected to be occupied
during 2000 and 2001.

In Asia, we have offices that total approximately 563,000 square feet. Our largest offices in
this region are in Tokyo and Hong Kong. In Tokyo, we currently lease approximately 234,000
square feet under renewable leases with current terms extending, in some cases, to June 2005.
In Hong Kong, we currently lease approximately 222,000 square feet under a lease that expires
in 2012. There are significant expansion efforts underway in Tokyo and Singapore.

Our space requirements have increased significantly over the last several years. Currently,
Goldman Sachs is at or near capacity at most of its locations. As a result, we have been actively
leasing additional space to support our anticipated growth. Based on our progress to date, we
believe that we will be able to acquire additional space to meet our anticipated needs.

Item 3. Legal Proceedings

We are involved in a number of judicial, regulatory and arbitration proceedings (including
those described below) concerning matters arising in connection with the conduct of our
businesses. We believe, based on currently available information, that the results of such
proceedings, in the aggregate, will not have a material adverse effect on our financial condition,
but might be material to our operating results for any particular period, depending, in part, upon
the operating results for such period.

MobileMedia Securities Litigation

Goldman, Sachs & Co. has been named as a defendant in a purported class action lawsuit
commenced on December 6, 1996 and pending in the U.S. District Court for the District of New
Jersey. This lawsuit was brought on behalf of purchasers of common stock of MobileMedia
Corporation in an underwritten offering in 1995 and purchasers of senior subordinated notes of
MobileMedia Communications Inc. in a concurrent underwritten offering. Defendants are
MobileMedia Corporation, certain of its officers and directors, and the lead underwriters,
including Goldman, Sachs & Co. MobileMedia Corporation is currently reorganizing in bankruptcy.

Goldman, Sachs & Co. underwrote 2,242,500 shares of common stock, for a total price of
approximately $53 million, and Goldman Sachs International underwrote 718,750 shares, for a
total price of approximately $17 million. Goldman, Sachs & Co. underwrote approximately $38
million in principal amount of the senior subordinated notes.

The consolidated class action complaint alleges violations of the disclosure requirements of
the federal securities laws and seeks compensatory and/or rescissory damages. In light of
MobileMedia Corporation’s bankruptcy, the action against it has been stayed. Defendants’ motion
to dismiss was denied in October 1998.

The parties have entered into a stipulation of settlement, which was approved by the court
on February 7, 2000, but the time to appeal has yet to expire.

Antitrust Matters

Goldman, Sachs & Co. is one of numerous financial services companies that have been
named as defendants in certain purported class actions brought in the U.S. District Court for the
Southern District of New York by purchasers of securities in public offerings, who claim that the
defendants engaged in conspiracies in violation of federal antitrust laws in connection with these
offerings. The plaintiffs in each instance seek treble damages as well as injunctive relief. One of
the actions, which was commenced on August 21, 1998, alleges that the defendants have
conspired to discourage or restrict the resale of securities for a period after the offerings,
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including by imposing “penalty bids”’. Defendants moved to dismiss the complaint in Novem-
ber 1998. The plaintiffs amended their complaint in February 1999, modifying their claims in
various ways, including limiting the proposed class to retail purchasers of public offerings. On
May 7, 1999, the defendants moved to dismiss the amended complaint.

Several other actions were commenced, beginning on November 3, 1998, that allege that the
defendants, many of whom are also named in the other action discussed above, have conspired
to fix at 7% the discount that underwriting syndicates receive from issuers of shares in certain
offerings. On March 15, 1999, the plaintiffs filed a consolidated amended complaint. The
defendants moved to dismiss the consolidated amended complaint on April 29, 1999.

Goldman, Sachs & Co. received a Civil Investigative Demand on April 29, 1999 from the U.S.
Department of Justice requesting information with respect to its investigation of an alleged
conspiracy among securities underwriters to fix underwriting fees.

Hull Trading Co. L.L.C., an affiliate of The Goldman Sachs Group, Inc., is one of numerous
market makers in listed equity options which have been named as defendants, together with five
national securities exchanges, in a purported class action brought in the U.S. District Court for
the Southern District of New York on behalf of persons who purchased or sold listed equity
options. The consolidated class action complaint, filed on October 4, 1999 (which consolidated
certain previously pending actions and added Hull Trading Co. L.L.C. and other market makers
as defendants), generally alleges that the defendants engaged in a conspiracy to preclude the
multiple listing of certain equity options on the exchanges and seeks treble damages under the
antitrust laws as well as injunctive relief. On January 28, 2000, the defendants moved to dismiss
the consolidated class action complaint.

Rockefeller Center Properties, Inc. Litigation

Several former shareholders of Rockefeller Center Properties, Inc. brought purported class
actions in the U.S. District Court for the District of Delaware and the Delaware Court of Chancery
arising from the acquisition of Rockefeller Center Properties, Inc. by an investor group in
July 1996. The defendants in the actions include, among others, Goldman, Sachs & Co., Whitehall
Real Estate Partnership V, a fund advised by Goldman, Sachs & Co., a Goldman, Sachs & Co.
managing director and other members of the investor group. The federal court actions, which
have since been consolidated, were filed beginning on November 15, 1996, and the state court
action was filed on May 29, 1998.

The complaints generally allege that the proxy statement disseminated to former Rockefeller
Center Properties, Inc. stockholders in connection with the transaction was deficient, in violation
of the disclosure requirements of the federal securities laws. The plaintiffs are seeking, among
other things, unspecified damages, rescission of the acquisition, and/or disgorgement.

In a series of decisions, the federal district court granted summary judgment dismissing all
the claims in the federal action. The plaintiffs appealed those rulings.

On July 19, 1999, the U.S. Court of Appeals for the Third Circuit rendered its decision
affirming in part and vacating in part the lower court’s entry of summary judgment dismissing the
action. With respect to the claim as to which summary judgment was vacated, the appellate court
held that the district court had committed a procedural error in converting the defendants’ motion
to dismiss into a motion for summary judgment and remanded for the district court to reconsider
that claim under appropriate standards applicable to motions to dismiss. Plaintiffs have since
sought leave to amend the complaint as to the remanded claim. The defendants have moved to
dismiss the remanded claim and are opposing the plaintiffs’ motion to amend it further.

The state action has been stayed pending disposition of the federal action.
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Reichhold Chemicals Litigation

Reichhold Chemicals, Inc. and Reichhold Norway ASA brought a claim on March 30, 1998 in
the Commercial Court in London against Goldman Sachs International in relation to the plaintiffs’
1997 purchase of the polymer division of one of Goldman Sachs International’s Norwegian
clients, Jotun A/S. The plaintiffs claim that they overpaid by $40 million based upon
misrepresentations concerning the financial performance of the polymer division.

In November 1998, the Commercial Court granted Goldman Sachs International’s application
for a stay of the action pending the outcome of arbitration proceedings between Reichhold
Chemicals, Inc. and Reichhold Norway ASA, on the one hand, and Jotun A/S in Norway, on the
other. That stay order was upheld by an appellate court on June 28, 1999.

Matters Relating to Municipal Securities

Goldman, Sachs & Co., together with a number of other firms active in the municipal
securities area, has received requests beginning in June 1995 for information from the SEC and
certain other federal and state agencies and authorities with respect to the pricing of escrow
securities sold by Goldman, Sachs & Co. to certain municipal bond issuers in connection with the
advanced refunding of municipal securities. Goldman, Sachs & Co. understands that certain
municipal bond issuers to which Goldman, Sachs & Co. sold escrow securities have also
received such inquiries.

There have been published reports that an action under the Federal False Claims Act was
filed in February 1995 alleging unlawful and undisclosed overcharges in certain advance
refunding transactions by a private plaintiff on behalf of the United States and that Goldman,
Sachs & Co., together with a number of other firms, is a named defendant in that action. The
complaint was reportedly filed under seal while the government determines whether it will pursue
the claims directly.

Goldman, Sachs & Co. is also one of many municipal underwriting firms that have been
named as defendants in a purported class action brought on November 24, 1998 in the U.S.
District Court for the Middle District of Florida by the Clerk of Collier County, Florida on behalf of
municipal issuers which purchased escrow securities since October 1986 in connection with
advance refundings. The amended complaint alleges that the securities were excessively
“marked up” in violation of the Investment Advisers Act and Florida law, and that the defendants
violated the federal antitrust laws in connection with the prices at which escrow securities were
sold to municipal issuers. The complaint seeks to recover the difference between the actual and
alleged ““fair’’ prices of the escrow securities and to treble the alleged damages with respect to
the antitrust claim. On October 29, 1999, the defendants moved to dismiss the complaint.

AMF Securities Litigation

The Goldman Sachs Group, L.P., Goldman, Sachs & Co. and a Goldman, Sachs & Co.
managing director have been named as defendants in several purported class action lawsuits
beginning on April 27, 1999 in the U.S. District Court for the Southern District of New York. The
lawsuits, which have been consolidated, were brought on behalf of purchasers of stock of AMF
Bowling, Inc. in an underwritten initial public offering of 15,525,000 shares of common stock in
November 1997 at a price of $19.50 per share. Defendants are AMF Bowling, Inc., certain
officers and directors of AMF Bowling, Inc. (including the Goldman, Sachs & Co. managing
director), and the lead underwriters of the offering (including Goldman, Sachs & Co.). The
consolidated amended complaint alleges violations of the disclosure requirements of the federal
securities laws and seeks compensatory damages and/or rescission. The complaint asserts that
The Goldman Sachs Group, L.P. and the Goldman, Sachs & Co. managing director are liable as
controlling persons under the federal securities laws because certain funds managed by Goldman
Sachs owned a majority of the outstanding common stock of AMF Bowling, Inc. and the
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managing director served as its chairman at the time of the offering. On December 22, 1999, the
defendants moved to dismiss the complaint.

Iridium Securities Litigation

Goldman, Sachs & Co. has been named as a defendant in two purported class action
lawsuits commenced, beginning on May 26, 1999, in the U.S. District Court for the District of
Columbia. These lawsuits were brought on behalf of purchasers of Class A common stock of
Iridium World Communications, Ltd. in a January 1999 underwritten secondary offering of
7,500,000 shares of Class A common stock at a price of $33.40 per share, as well as in the
secondary market. The defendants in the actions include Iridium, certain of its officers and
directors, Motorola, Inc. (an investor in Iridium) and the lead underwriters in the offering,
including Goldman, Sachs & Co.

The complaints in both actions allege violations of the disclosure requirements of the federal
securities laws and seek compensatory and/or rescissory damages. Goldman, Sachs & Co.
underwrote 996,500 shares of common stock and Goldman Sachs International underwrote
320,625 shares of common stock for a total offering price of approximately $44 million.

On August 13, 1999, Iridium World Communications, Ltd. filed for protection under the U.S.
bankruptcy laws.

HUD Litigation

In September 1999, Goldman, Sachs & Co. was notified by the civil division of the United
States Attorney’s Office for the District of Columbia that it is a named defendant, along with other
unidentified entities, in a civil action brought by a private party in the U.S. District Court for the
District of Columbia under the qui tam provisions of the federal False Claims Act in connection
with certain auctions of competitive loans on behalf of the U.S. Department of Housing and
Urban Development. Goldman, Sachs & Co. has not been provided with the complaint, which has
been filed under seal, but has been informed that the complaint alleges, among other things, that
(i) Goldman, Sachs & Co. and its bidding partners improperly directed approximately $4.7 billion
of government-owned notes for prices below that which would have been obtained in full and fair
competition, (ii) the U.S. Department of Housing and Urban Development’s financial advisor in
connection with such auctions provided Goldman, Sachs & Co. and its bidding partners with
information not available to competing bidders relating to the details of competing bids, the value
of the assets being sold and the structure of the sales, and (iii) in one instance, Goldman,
Sachs & Co. and its bidding partners were awarded assets despite not being the highest bidder.
Pursuant to the False Claims Act, the complaint remains under seal pending the government’s
investigation and consideration as to whether to intervene in the action. The complaint does not
state a monetary amount of damages. Under the False Claims Act, any damage award could be
trebled.

Item 4. Matters Submitted to a Vote of Security Holders

There were no matters submitted to a vote of security holders during the fourth quarter of
our fiscal year ended November 26, 1999.

21



EXECUTIVE OFFICERS OF THE GOLDMAN SACHS GROUP, INC.

Set forth below are the name, age, present title, principal occupation, and certain
biographical information for the past five years for our executive officers, all of whom have been
appointed by and serve at the pleasure of our board of directors.

Henry M. Paulson, Jr., 53

Mr. Paulson has been a director of The Goldman Sachs Group, Inc. since August 1998, and
has been its Chairman and Chief Executive Officer since May 1999. He was Co-Chairman and
Chief Executive Officer or Co-Chief Executive Officer of The Goldman Sachs Group, L.P. from
June 1998 to May 1999 and served as Chief Operating Officer from December 1994 to
June 1998. From December 1990 to November 1994, he was Co-Head of Investment Banking.
Mr. Paulson is a member of the Board of Directors of the New York Stock Exchange. He is also
Chairman of the Board of Directors of the Peregrine Fund, Inc. and Co-Chairman of the
Asia/Pacific Council of The Nature Conservancy. Mr. Paulson also serves on the Advisory Board
of the J.L. Kellogg Graduate School of Management at Northwestern University, is a member of
the Board of Directors of the Associates of Harvard Business School and is Chairman of the
Advisory Board of the Tsinghua University School of Economics and Management.

Robert J. Hurst, 54

Mr. Hurst has been a director of The Goldman Sachs Group, Inc. since August 1998, and
has been its Vice Chairman since May 1999. He was Vice Chairman of The Goldman Sachs
Group, L.P. from February 1997 to May 1999 and served as Head or Co-Head of Investment
Banking from December 1990 to November 1999. He is also a director of VF Corporation and
IDB Holding Corporation Ltd. Mr. Hurst is a member of the Board of Overseers of the Wharton
School. He is also a member of the Council on Foreign Relations and a member of the
Committee for Economic Development. He is Chairman of the Board of the Jewish Museum and
a Trustee and Vice President of the Whitney Museum of American Art.

John A. Thain, 44

Mr. Thain has been a director of The Goldman Sachs Group, Inc. since August 1998, and
has been its President and Co-Chief Operating Officer since May 1999. He was President of The
Goldman Sachs Group, L.P. from March 1999 to May 1999 and Co-Chief Operating Officer from
January 1999 to May 1999. From December 1994 to March 1999, he served as Chief Financial
Officer and Head of Operations, Technology and Finance, the predecessor to the current
Operations, Finance & Resources and Information Technology divisions. From July 1995 to
September 1997, he was also Co-Chief Executive Officer for European Operations. In 1990,

Mr. Thain transferred from the Fixed Income Division, where he established and served as
Co-Head of the Mortgage Securities Department, to Operations, Technology and Finance to
assume responsibility for Controllers and Treasury. Mr. Thain is also a member of the Federal
Reserve Bank of New York’s International Capital Markets Advisory Committee, a member of the
INSEAD — U.S. National Advisory Board, and a member of the Dean’s Advisory Council —

MIT /Sloan School of Management.

John L. Thornton, 46

Mr. Thornton has been a director of The Goldman Sachs Group, Inc. since August 1998, and
has been its President and Co-Chief Operating Officer since May 1999. He was President of The
Goldman Sachs Group, L.P. from March 1999 to May 1999 and Co-Chief Operating Officer from
January 1999 to May 1999. From August 1998 until January 1999, he had oversight responsibility
for International Operations. From September 1996 until August 1998, he was Chairman,
Goldman Sachs — Asia, in addition to his senior strategic responsibilities in Europe. From
July 1995 to September 1997, he was Co-Chief Executive Officer for European Operations. From
1994 to 1995, he was Co-Head of Investment Banking in Europe and from 1992 to 1994 was
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Head of European Investment Banking Services. Mr. Thornton is also a director of the Ford
Motor Company, BSkyB PLC, Laura Ashley Holdings PLC and the Pacific Century Group, Inc. In
addition, he is a member of the Council on Foreign Relations, the Hotchkiss School Board of
Trustees, the Asia Society Board of Trustees, the Yale University Investment Committee and the
Advisory Board of the Yale School of Management.

Robert J. Katz, 52

Mr. Katz has been General Counsel, Secretary to the Board of Directors and an Executive
Vice President of The Goldman Sachs Group, Inc. since May 1999. He was General Counsel of
The Goldman Sachs Group, L.P. or its predecessor from 1988 to May 1999. From 1980 to 1988,
Mr. Katz was a partner in Sullivan & Cromwell. Mr. Katz is Chairman-elect of the Board of
Trustees of Horace Mann School, a member of the University Council and of the College of Arts
and Sciences, Advisory Council of Cornell University, a Trustee of Prep for Prep, a Trustee
emeritus of the Allen-Stevenson School and a member of the National Campaign Board of the
Shoah Foundation.

Gregory K. Palm, 51

Mr. Palm has been General Counsel and an Executive Vice President of The Goldman Sachs
Group, Inc. since May 1999. He was General Counsel of The Goldman Sachs Group, L.P. from
1992 to May 1999. He has senior oversight responsibility for Legal, Compliance and Management
Controls, and is Co-Chairman of the Global Compliance and Control Committee. Mr. Palm also is
a member of the American Law Institute and the Legal Advisory Committee of the New York
Stock Exchange. From 1982 to 1992, Mr. Palm was a partner in Sullivan & Cromwell.

Leslie C. Tortora, 43

Ms. Tortora has been Chief Information Officer and an Executive Vice President of The
Goldman Sachs Group, Inc. since May 1999 and has been Head of Information Technology since
March 1999. She was Chief Information Officer of The Goldman Sachs Group, L.P. from March
1999 to May 1999. She headed Goldman Sachs’ global technology efforts from 1994 to March
1999. Prior to joining Goldman Sachs in 1994, she was a director of Technical Services at
General Electric Company.

David A. Viniar, 44

Mr. Viniar has been Chief Financial Officer and an Executive Vice President of The Goldman
Sachs Group, Inc. since May 1999 and has been Co-Head of Operations, Finance and Resources
since March 1999. He was Chief Financial Officer of The Goldman Sachs Group, L.P. from
March 1999 to May 1999. From July 1998 until March 1999, he was Deputy Chief Financial
Officer and from 1994 until July 1998, he was Head of Finance, with responsibility for Controllers
and Treasury. From 1992 to 1994, Mr. Viniar was Head of Treasury and immediately prior to then
was in the Structured Finance Department of Investment Banking. Mr. Viniar is a member of the
Board of Trustees of Children’s Aid and Family Services, and serves on the Board of Trustees of
Union College.

Barry L. Zubrow, 46

Mr. Zubrow has been Chief Administrative Officer and an Executive Vice President of The
Goldman Sachs Group, Inc. since May 1999 and has been Co-Head of Operations, Finance and
Resources since March 1999. He was Chief Administrative Officer of The Goldman Sachs Group,
L.P. from March 1999 to May 1999. From 1994 until then, he was chief credit officer and Head of
the Credit Department. From 1992 to 1994, Mr. Zubrow was Head of the Midwest Group in the
Corporate Finance Department of Investment Banking. Mr. Zubrow is a Vice-Chairman of the
Board of Managers of Haverford College. He is also a member of the Board of Directors of the
Juvenile Law Center and a member of the Visiting Committee of The Law School of the
University of Chicago.
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PART Il

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

Information relating to the principal market in which our common stock is traded and the high
and low sales prices per share for each full quarterly period since the common stock
commenced trading on the New York Stock Exchange on May 4, 1999 is set forth under the
caption “'Stock Price Range” on page 74 of the 1999 Annual Report to Shareholders, which is
incorporated by reference in Item 8 of this Annual Report on Form 10-K. As of January 17, 2000,
there were approximately 591 holders of record of our common stock. There is no established
public trading market for our nonvoting common stock.

During fiscal 1999, dividends of $0.12 per share of common stock and nonvoting common
stock were declared on June 23, 1999 and September 20, 1999. The holders of our common
stock and nonvoting common stock share proportionately on a per share basis in all dividends
and other distributions declared by our board of directors.

The declaration of dividends by Goldman Sachs is subject to the discretion of our board of
directors. Our board of directors will take into account such matters as general business
conditions, our financial results, capital requirements, contractual, legal and regulatory restrictions
on the payment of dividends by us to our shareholders or by our subsidiaries to us, the effect on
our debt ratings and such other factors as our board of directors may deem relevant. See
“Business — Regulation” in Item 1 of this Annual Report on Form 10-K for a discussion of
potential regulatory limitations on our receipt of funds from our regulated subsidiaries.

On September 24, 1999, we issued 4,024,637 shares of common stock in connection with
our acquisition of The Hull Group. These shares were issued in a transaction not involving a
public offering in reliance on the exemption provided by Section 4(2) of the Securities Act of
1933 and Rule 506 thereunder for transactions by an issuer not involving a public offering (with
the recipients representing their intentions to acquire the shares for their own accounts and not
with a view to the distribution thereof and acknowledging that the shares were issued in a
transaction not registered under the Securities Act of 1933).

24



Item 6. Selected Financial Data

The following selected consolidated financial data should be read in conjunction with the
consolidated financial statements and the notes thereto on pages 47 to 73 of the 1999 Annual
Report to Shareholders.

SELECTED CONSOLIDATED FINANCIAL DATA

As of or for Year Ended November
1999 1998 1997 1996 1995
($ and share amounts in millions, except per share amounts)

Income Statement Data

Total revenues ................. $ 25,363 $ 22,478 $ 20,433 $ 17,289 $ 14,324
Interest expense ............... 12,018 13,958 12,986 11,160 9,841
Netrevenues .................. 13,345 8,520 7,447 6,129 4,483
Compensation and benefits(1) .. 6,459 3,838 3,097 2,421 2,005
Other operating expenses....... 4,894 (6) 1,761 1,336 1,102 1,110
Pre-tax earnings(1) ............ $ 1,992(6)$ 2,921 $ 3,014 $ 2,606 $ 1,368
Balance Sheet Data
Total assets(2) ................ $250,491 $217,380 $178,401 $152,046 $100,066
Long-term borrowings .......... 20,952 19,906 15,667 12,376 13,358
Total liabilities(2) .............. 240,346 210,996 171,864 145,753 94,686
Partners’ capital . ............... — 6,310 6,107 5,309 4,905
Stockholders’ equity ............ 10,145 — — — —
Common Share Data
Earnings per share

BasiC.............coiiiiia.. $ 5.69 — — — —

Diluted ...................... 5.57 — — — —
Average common shares

outstanding

Basic............... ... 476

Diluted ...................... 486 — — — —
Dividends per share (paid)(3) .. $ 0.24
Book value per share........... 20.94 — — — —
Pro Forma Data (unaudited) (4)
Pro forma net earnings ......... $ 2,550 — — — —
Pro forma diluted earnings per

share.......... ... ... . ..., 5.27 — — — —
Pro forma diluted shares........ 484 — — — —
Selected Data (unaudited)
Employees

United States ................ 9,746 8,349 6,879 5,818 5,356

International ................. 5,615 4,684 3,743 3,159 2,803
Total employees(5) ............ 15,361 13,033 10,622 8,977 8,159
Assets under supervision

Assets under management.... $258,045 $194,821 $135,929 $ 94,599 $ 52,358

Other client assets ........... 227,424 142,018 102,033 76,892 57,716

Total assets under supervision .. $485,469 $336,839 $237,962 $171,491 $110,074

(1) Our pre-tax earnings in 1999 reflect payments for services rendered by managing directors
who, prior to our conversion to corporate form, were profit participating limited partners. In
prior years, these payments were accounted for as distributions of partners’ capital rather
than as compensation and benefits expense. As a result, these payments are not reflected
in operating expenses in 1998, 1997, 1996 or 1995 and, therefore, the pre-tax earnings in
these years are not comparable to 1999.

(2) Total assets and liabilities were increased as of November 1999 and November 1998 as a
result of certain provisions of Statement of Financial Accounting Standards No. 125.
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(3) Represents two quarterly dividends of $0.12 per common share each.

(4) Reflects such adjustments as are necessary, in the opinion of management, for a fair
presentation of the results of operations and average diluted common shares outstanding of
Goldman Sachs on a pro forma basis. For more detailed information concerning these
adjustments, see “Management’s Discussion and Analysis — Results of Operations — Pro
Forma Operating Results” in the 1999 Annual Report to Shareholders, which is incorporated
by reference in Item 7 of this Annual Report on Form 10-K.

(5) Excludes employees of Goldman Sachs’ property management subsidiaries. Substantially all
of the costs of these employees are reimbursed to Goldman Sachs by the real estate
investment funds to which these subsidiaries provide property management services.

(6) Reflects nonrecurring expenses of $2.26 billion associated with our conversion to corporate
form and the charitable contribution to The Goldman Sachs Foundation of $200 million made
at the time of our initial public offering.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations is
set forth under the caption “Management’s Discussion and Analysis’’ on pages 24 to 45 of the
1999 Annual Report to Shareholders and is incorporated herein by reference. All of such
information should be read in conjunction with the consolidated financial statements and the
notes thereto, which are incorporated by reference in Item 8 of this Annual Report on Form 10-K.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Quantitative and qualitative disclosure about market risk is set forth on pages 39 to 45 of the
1999 Annual Report to Shareholders under the caption ““‘Management’s Discussion and
Analysis — Risk Management”” and on pages 55 to 58 of such Annual Report in Note 3 to the
consolidated financial statements, and is incorporated herein by reference.

Item 8. Financial Statements and Supplementary Data

The consolidated financial statements of the Registrant and its subsidiaries, together with the
notes thereto and the Report of Independent Accountants thereon, are contained in the 1999
Annual Report to Shareholders on pages 46 to 73, and are incorporated herein by reference. In
addition, the information on page 74 of the 1999 Annual Report to Shareholders under the
caption ““Supplemental Financial Information — Quarterly Results” is incorporated herein by
reference.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

There were no changes in or disagreements with accountants on accounting and financial
disclosure during the last two fiscal years.
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PART Il

Item 10. Directors and Executive Officers of the Registrant

Information relating to directors of the Registrant is set forth under the caption “Election of
Directors’ on pages 4 to 6 of the Registrant’s Proxy Statement for its 2000 Annual Meeting of
Shareholders (the “2000 Proxy Statement’’) and such information is incorporated herein by
reference. Also incorporated herein by reference is the information under the caption “Other
Matters — Section 16(a) Beneficial Ownership Reporting Compliance’ on page 18 of the 2000
Proxy Statement.

Item 11. Executive Compensation

Information relating to the Registrant’s executive officer and director compensation is set
forth under the captions ‘‘Election of Directors — Employment Contracts and Change of Control

IR

Arrangements”’, ‘“— Director Compensation’” and ‘‘— Executive Compensation’ on pages 6 to 9
of the 2000 Proxy Statement and all such information is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

Information relating to security ownership of certain beneficial owners of the Registrant’s
common stock is set forth under the caption ‘‘Beneficial Owners of More Than Five Percent” on
page 16 of the 2000 Proxy Statement and information relating to the security ownership of the
Registrant’s management is set forth under the caption ‘‘Beneficial Ownership of Directors and
Executive Officers”” on pages 15 to 16 of the 2000 Proxy Statement and all such information is
incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

Information regarding certain relationships and related transactions is set forth under the
caption “‘Certain Relationships and Related Transactions” on page 17 of the 2000 Proxy
Statement and such information is incorporated herein by reference.

PART IV

Item 14. Exhibits, Financial Statement Schedule, and Reports on Form 8-K
(a) Documents filed as part of this Report:
1. Consolidated Financial Statements

The consolidated financial statements required to be filed in this Annual Report on
Form 10-K are listed on page F-1 hereof and incorporated herein by reference to the
corresponding page number in the 1999 Annual Report to Shareholders.

2. Financial Statement Schedule

The financial statement schedule required in this Annual Report on Form 10-K is listed
on page F-1 hereof. The required schedule appears on pages F-3 through F-6 hereof.

3. Exhibits

2.1 Plan of Incorporation.*

2.2  Agreement and Plan of Merger of The Goldman Sachs Corporation into The
Goldman Sachs Group, Inc.**

2.3 Agreement and Plan of Merger of The Goldman Sachs Group, L.P. into The
Goldman Sachs Group, Inc.**
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3.1

3.2
4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14
10.15
10.16
10.17

Amended and Restated Certificate of Incorporation of The Goldman Sachs Group,
Inc.**

Amended and Restated By-Laws of The Goldman Sachs Group, Inc.**

Indenture, dated as of May 19, 1999, between The Goldman Sachs Group, Inc.
and The Bank of New York, as trustee (incorporated by reference to Exhibit 6 to
the Registrant’s registration statement on Form 8-A, filed June 29, 1999).

Certain instruments defining the rights of holders of long-term debt securities of the
Registrant and its subsidiaries are omitted pursuant to Item 607 (b) (4) (iii) of
Regulation S-K. The Registrant hereby undertakes to furnish to the SEC, upon
request, copies of any such instruments.

Lease, dated June 11, 1985, between Metropolitan Life Insurance Company and
Goldman, Sachs & Co.*

Lease, dated April 5, 1994, between The Chase Manhattan Bank (National
Association) and The Goldman Sachs Group, L.P., as amended.*

Lease, dated as of August 22, 1997, between Ten Hanover LLC and The Goldman
Sachs Group, L.P.*

Lease, dated as of July 16, 1998, between TCC Acquisition Corp. and The
Goldman Sachs Group, L.P.*

Agreement for Lease, dated April 2, 1998, among (i) JC No. 3 (UK) Limited and
Fleet Street Square Management Limited trading as Fleet Street Partnership,

(ii) Goldman Sachs International, (iii) Restamove Limited, (iv) The Goldman
Sachs Group, L.P. and (v) Itochu Corporation.*

Annexure 1 to Agreement for Lease, dated April 2, 1998, among (i) JC No. 3
(UK) Limited and Fleet Street Square Management Limited trading as Fleet Street
Partnership, (ii) Goldman Sachs International, (iii) Restamove Limited, (iv) The
Goldman Sachs Group, L.P. and (v) Itochu Corporation (Form of Occupational
Lease among (i) JC No. 3 (UK) Limited and Fleet Street Square Management
Limited trading as Fleet Street Partnership, (ii) Goldman Sachs International and
(iii) The Goldman Sachs Group, L.P.).*

Agreement relating to Developer’s Fit Out Works to be carried out at 120 Fleet
Street, London, dated April 2, 1998, among (i) JC No. 3 (UK) Limited and Fleet
Street Square Management Limited, (ii) Goldman Sachs Property Management,
(iii) Itochu Corporation and (iv) The Goldman Sachs Group, L.P.*

Agreement relating to One Carter Lane, London EC4, dated March 25, 1998,
among Britel Fund Trustees Limited, Goldman Sachs International, The Goldman
Sachs Group, L.P., English Property Corporation plc and MEPC plc.*

Fit Out Works Agreement relating to One Carter Lane, London EC4, dated

March 25, 1998, among Britel Fund Trustees Limited, Goldman Sachs
International, Goldman Sachs Property Management, The Goldman Sachs Group,
L.P., English Property Corporation plc and MEPC plc.*

Underlease of premises known as One Carter Lane, London EC4, dated
September 9, 1998, among Britel Fund Trustees Limited, Goldman Sachs
International and The Goldman Sachs Group, L.P.*

Lease, dated March 5, 1994, among Shine Hill Development Limited, Shine Belt
Limited, Fair Page Limited, Panhy Limited, Maple Court Limited and Goldman
Sachs (Asia) Finance, as amended.*

Guarantee, dated November 17, 1993, between Shine Hill Development Limited
and The Goldman Sachs Group, L.P.*

Agreement for Lease, dated November 29, 1998, between Turbo Top Limited and
Goldman Sachs (Asia) Finance.”

Summary of Tokyo Leases.*

The Goldman Sachs 1999 Stock Incentive Plan.* *+
The Goldman Sachs Defined Contribution Plan.**
Letter Agreement with Mr. John L. Weinberg.*+
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10.18
10.19
10.20
10.21
10.22
10.23
10.24
10.25

10.26

10.27
10.28
10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

The Goldman Sachs Partner Compensation Plan.”*+

Form of Employment Agreement.* *+

Form of Agreement Relating to Noncompetition and Other Covenants.**+
Form of Pledge Agreement.”*+

Form of Award Agreement (Formula RSUs).**

Form of Award Agreement (Discretionary RSUs).**

Form of Option Agreement (Discretionary Options).* *+

Tax Indemnification Agreement, dated as of May 7, 1999, by and among The
Goldman Sachs Group, Inc. and various parties.**

Form of Shareholders’ Agreement among The Goldman Sachs Group, Inc. and
various parties.

Instrument of Indemnification.**
Form of Indemnification Agreement.

Subscription Agreement, dated as of April 24, 1992, among the Trustees of the
Estate of Bernice Pauahi Bishop, Pauahi Holdings Corporation, Royal Hawaiian
Shopping Center, Inc. and The Goldman Sachs Group, L.P.*

Subscription Agreement, dated as of November 21, 1994, among the Trustees of
the Estate of Bernice Pauahi Bishop, Pauahi Holdings Corporation, Royal Hawaiian
Shopping Center, Inc. and The Goldman Sachs Group, L.P.*

Letter Agreement, dated March 15, 1999, among Kamehameha Activities
Association and The Goldman Sachs Group, L.P. (the “Kamehameha Letter
Agreement’).*

Amended and Restated Subscription Agreement, dated March 28, 1989, among
The Sumitomo Bank, Limited, Sumitomo Bank Capital Markets, Inc., Goldman,
Sachs & Co. and The Goldman Sachs Group, L.P.*

Letter Agreement, dated March 15, 1999, among The Sumitomo Bank, Limited,
Sumitomo Bank Capital Markets, Inc. and The Goldman Sachs Group, L.P. (the
“Sumitomo Letter Agreement”).”*

Lease, dated September 24, 1992, from LDT Partners to Goldman Sachs
International.”

Amendment to Kamehameha Letter Agreement (filed as Exhibit 10.31), dated
April 30, 1999, among Kamehameha Activities Association, the Trustees of the
Estate of Bernice Pauahi Bishop, The Goldman Sachs Group, L.P. and The
Goldman Sachs Group, Inc.**

Amendment to Sumitomo Letter Agreement (filed as Exhibit 10.33), dated April 30,
1999, among The Sumitomo Bank, Limited, Sumitomo Bank Capital Markets, Inc.,
The Goldman Sachs Group, L.P., The Goldman Sachs Group, Inc. and Goldman,
Sachs & Co.**

Voting Agreement, dated as of April 30, 1999, by and among The Goldman Sachs
Group, Inc., on the one hand, and The Trustees of the Estate of Bernice Pauabhi
Bishop and Kamehameha Activities Association, on the other hand.**+

Voting Agreement, dated as of April 30, 1999, by and among The Goldman Sachs
Group, Inc., on the one hand, and The Sumitomo Bank, Limited and Sumitomo
Bank Capital Markets, Inc., on the other hand.* *+

Letter Agreement, dated August 18, 1999, between The Goldman Sachs Group,
Inc. and Mr. James A. Johnson (incorporated by reference to Exhibit 10.1 to the
Registrant’s Quarterly Report on Form 10-Q for the period ended August 27,
1999).+

Letter Agreement, dated August 18, 1999, between The Goldman Sachs Group,
Inc. and Sir John Browne (incorporated by reference to Exhibit 10.2 to the
Registrant’s Quarterly Report on Form 10-Q for the period ended August 27,
1999).+
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* %

* K K

10.41

10.42

10.43

10.44
10.45

11.1
121
13

13.1
13.2

13.3

211
231
241
271
991

Letter Agreement, dated November 9, 1999, between The Goldman Sachs Group,
Inc. and Mr. John H. Bryan (incorporated by reference to Exhibit 10.42 to the
Registrant’s registration statement on Form S-1 (No. 333-90677) ).+

Registration Rights Instrument, dated as of December 10, 1999 (incorporated by
reference to Exhibit G to Amendment No. 1 to Schedule 13D, filed December 17,
1999, relating to the Registrant’s common stock).

Supplemental Registration Rights Instrument, dated as of December 10, 1999
(incorporated by reference to Exhibit H to Amendment No. 1 to Schedule 13D,
filed December 17, 1999, relating to the Registrant’'s common stock).

Form of Indemnification Agreement.

Letter Agreement, dated January 21, 2000, between The Goldman Sachs Group,
Inc. and Dr. Ruth J. Simmons.

Statement re computation of per share earnings.
Statement re computation of ratios of earnings to fixed charges.

The following portions of the Registrant’s 1999 Annual Report to Shareholders,
which are incorporated by reference in this Annual Report on Form 10-K, are filed
as an exhibit:

““Management’s Discussion and Analysis” (pages 24 to 45).

Consolidated Financial Statements of the Registrant and its subsidiaries, together
with the Notes thereto and the Report of Independent Accountants thereon
(pages 46 to 73).

“Supplemental Financial Information — Quarterly Results” and ““— Stock Price
Range” (page 74).

List of subsidiaries of The Goldman Sachs Group, Inc.

Consent of PricewaterhouseCoopers LLP.

Powers of Attorney (included on signature page).

Financial Data Schedule.

Opinion of PricewaterhouseCoopers LLP with respect to the Selected Financial
Data, which is included in Part II, Item 6 hereof.

Incorporated by reference to the corresponding exhibit to the Registrant’s registration
statement on Form S-1 (No. 333-74449).

Incorporated by reference to the corresponding exhibit to the Registrant’s registration
statement on Form S-1 (No. 333-75213).

Incorporated by reference to the corresponding exhibit to the Registrant’s registration
statement on Form S-1 (No. 333-90677).

This exhibit is a management contract or a compensatory plan or arrangement.

(b) Reports on Form 8-K:

A Current Report on Form 8-K, dated November 18, 1999, was filed with the Securities
and Exchange Commission in connection with the establishment of the date of the
Registrant’s 2000 Annual Meeting of Shareholders.
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THE GOLDMAN SACHS GROUP, INC.

INDEX TO FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULE
ITEMS 14(a) (1) AND 14(a)(2)

Page Reference

1999 Annual
Report to
Form 10-K Shareholders

Consolidated Financial Statements
Report of Independent Accountants 46
Consolidated Statements of Earnings 47
Consolidated Statements of Financial Condition 48
Consolidated Statements of Changes in Stockholders’ Equity and

Partners’ Capital 49
Consolidated Statements of Cash Flows 50
Consolidated Statements of Comprehensive Income 51
Notes to Consolidated Financial Statements 52 to 73
Financial Statements Schedule
Schedule | — Condensed Financial Information of Registrant (Parent

Company Only) F-2 to F-6

Report of Independent Accountants F-2

Condensed Statements of Earnings F-3

Condensed Statements of Financial Condition F-4

Condensed Statements of Cash Flows F-5

Note to Condensed Financial Statements F-6

Specifically incorporated elsewhere herein by reference are certain portions of the following
unaudited items:

(i) Management’s Discussion and Analysis; 24 to 45
(ii) Supplemental Financial Information — Quarterly Results; and 74
(iii) Supplemental Financial Information — Stock Price Range. 74

Schedules not listed are omitted because of the absence of the conditions under which they
are required or because the information is included in the consolidated financial statements and
notes thereto in the 1999 Annual Report to Shareholders, which information is incorporated
herein by reference.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Directors and Shareholders,
The Goldman Sachs Group, Inc.:

Our audits of the consolidated financial statements referred to in our report dated
January 21, 2000 appearing in the 1999 Annual Report to Shareholders of The Goldman Sachs
Group, Inc. and Subsidiaries (which report and consolidated financial statements are incorpo-
rated by reference in this Annual Report on Form 10-K) also included an audit of the financial
statement schedule listed in Item 14(a) (2) of this Form 10-K. In our opinion, this financial
statement schedule presents fairly, in all material respects, the information set forth therein when
read in conjunction with the related consolidated financial statements.

/s! PRICEWATERHOUSECOOPERS LLP

New York, New York
January 21, 2000.
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THE GOLDMAN SACHS GROUP, INC.

SCHEDULE |

CONDENSED STATEMENTS OF EARNINGS (PARENT COMPANY ONLY)

Year Ended November

1999 1998 1997
(in millions)

Revenues
Equity in earnings of subsidiaries ............... ... ... ... . $1,231 $1,780 $2,378
Principal investments. ......... ... ... .. . .. 1,139 540 339
Interest income, principally from affiliates ........................ 3,305 4,369 2,943

Total revenues . ... ... 5,675 6,689 5,660
Interest exXpense . ... ... 3,338 4,201 2,858

Revenues, net of interest expense ........... ... ... ... ... 2,337 2,488 2,802
Operating Expenses
Compensation and benefits . .......... ... ... ... ... .. . ... L. 251 9 12
Other .. 109 43 29
Charitable contribution .......... ... . ... ... . 200 — —

Total operating eXpenses. . ...ttt 560 52 41
Pre-tax earnings .. ... 1,777 2,436 2,761
(Benefit) /provision fortaxes .......... . ... i i (931 8 15
Net earnings . ...ttt $2,708 $2,428 $2,746

The accompanying note is an integral part of these condensed financial statements.
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SCHEDULE |

THE GOLDMAN SACHS GROUP, INC.
CONDENSED STATEMENTS OF FINANCIAL CONDITION (PARENT COMPANY ONLY)

As of November
1999 1998

(in millions, except
share and per share

amounts)

Assets

Cash and cash equivalents .......... ... ... .. .. $ 1 $ 11
Financial instruments owned, at fairvalue ............ ... ... .. .......... 3,476 2,147
Receivables from affiliates .. ....... ... ... . . 41,511 33,562
Subordinated loan receivables from affiliates . ............ ... ... .. ... .... 9,048 8,668
Investment in subsidiaries . ............. . 7,526 5,077
Other @ssets ... ... 2,284 1,123

$63,846  $50,588

Liabilities and Equity

Short-term borrowings, including commercial paper ...................... $32,286 $23,364
Payables to affiliates ........ ... . . 207 1,679
Other liabilities and accrued eXpenses . ...t 572 147
Long-term borrowings
With third parties . ... 20,262 18,584
With affiliates . . ... 374 430

53,701 44,204
Commitments and contingencies

Partners’ capital allocated for income taxes and potential withdrawals .. ... — 74

Partners’ capital . ......... ... — 6,310

Preferred stock, par value $0.01 per share; 150,000,000 shares authorized,
no shares issued and outstanding............. ... .. .. i, — —

Common stock, par value $0.01 per share; 4,000,000,000 shares
authorized, 441,421,899 shares issued and outstanding................. 4 —

Restricted stock units; 76,048,404 units issued and outstanding ........... 4,339 —

Nonvoting common stock, par value $0.01 per share; 200,000,000 shares
authorized, 7,440,362 shares issued and outstanding ................... — —

Additional paid-in capital ........ ... ... .. 7,359 —
Retained earnings . ..... ... 444 —
Unearned compensation. ............... i (2,038) —
Accumulated other comprehensive income............ ... ... oL 37 —

10,145 6,310

$63,846 $50,588

The accompanying note is an integral part of these condensed financial statements.
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THE GOLDMAN SACHS GROUP, INC.

CONDENSED STATEMENTS OF CASH FLOWS (PARENT COMPANY ONLY)

SCHEDULE |

Year Ended November

1999 1998 1997
T (in mms) T
Cash flows from operating activities
Net earnings .. ... $ 2,708 $ 2,428 $ 2,746
Noncash items included in net earnings
Equity in earnings of subsidiaries................ . ... .. .. ... (1,231) (1,780) (2,378)
Depreciation and amortization........... ... ... ... ... .. ... 71 35 19
Deferred income taxes. ............ ... (1,030) — —
Other, net . ... 46 — —
Changes in operating assets and liabilities
Financial instruments owned, at fairvalue ....................... (1,575) (8) (395)
Other, Net ... 553 (501) (98)
Net cash (used for) /provided by operating activities........... (458) 174 (106)
Cash flows from investing activities
Financial instruments owned, at fairvalue ....................... 246 (243) (331)
Receivables from affiliates, net .......... ... ... ... ... ... ... .. (6,416) (8,235) (4,320)
Subordinated loan receivables from affiliates .................... (380) (1,779) (1,528)
Investment in subsidiaries, net ............ . ... . L (850) 1,362 2,147
Property, leasehold improvements and equipment ............... (292) (145) (4)
ACQUISItION . . .. (196) — —
Net cash used for investing activities ......................... (7,888) (9,040) (4,036)
Cash flows from financing activities
Short-term borrowings, net ........ . ... 12 2,586 39
Issuance of long-term borrowings ............. ... .. ... 10,755 10,289 7,498
Repayment of long-term borrowings ............................ (587) (1,698) (1,005)
Capital contributions. ............. ... .. 48 9 89
Dividends paid . ...... ... (107) — —
Returns on capital and certain distributions to partners........... (306) (619) (557)
Termination of the profit participation plan....................... — (21) —
Proceeds from issuance of common stock ...................... 2,633 — —
Partners’ capital distributions, net .......... ... ... ... ... (4,112) — —
Partners’ capital allocated for income taxes and potential
withdrawals . . ... — (1,673) (2,034)
Net cash provided by financing activities ...................... 8,336 8,873 4,030
Net (decrease) /increase in cash and cash equivalents .......... (10) 7 (112)
Cash and cash equivalents, beginning of year ..................... 11 4 116
Cash and cash equivalents, end of year........................... $ 1 $ 11 $ 4

SUPPLEMENTAL DISCLOSURES:

Cash payments for interest approximated the related expense for each of the fiscal years presented.

Payments of income taxes were immaterial.
Noncash activities:

Receivables from affiliates includes $2.94 billion of stock-based compensation awards granted to

employees of affiliated entities.

In connection with the firm’s conversion to corporate form, junior subordinated debentures of $371

million were issued to the retired limited partners in exchange for their partnership interests.
Common stock issued in connection with the acquisition was $245 million in 1999.

The accompanying note is an integral part of these condensed financial statements.
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SCHEDULE |

THE GOLDMAN SACHS GROUP, INC.
NOTE TO CONDENSED FINANCIAL STATEMENTS (PARENT COMPANY ONLY)

Note 1. Significant Accounting Policies
Basis of Presentation

The condensed unconsolidated financial statements of The Goldman Sachs Group, Inc.
should be read in conjunction with the consolidated financial statements of The Goldman Sachs
Group, Inc. and subsidiaries and the notes thereto, which are incorporated by reference in this
Form 10-K.

Investments in subsidiaries are accounted for using the equity method.

These condensed unconsolidated financial statements have been prepared in accordance
with generally accepted accounting principles that require management to make estimates and
assumptions regarding investment valuations, the outcome of pending litigation, and other
matters that affect the condensed unconsolidated financial statements and related disclosures.
These estimates and assumptions are based on judgment and available information and,
consequently, actual results could be materially different from these estimates.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto
duly authorized.

THE GOLDMAN SACHS GROUP, INC.

By: /s/ DaviD A. VINIAR

Name: David A. Viniar
Title:  Chief Financial Officer

Date: February 11, 2000
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POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears
below constitutes and appoints John A. Thain, Robert J. Katz, Gregory K. Palm and David A.
Viniar, and each of them severally, his or her true and lawful attorney-in-fact with power of
substitution and resubstitution to sign in his or her name, place and stead, in any and all
capacities, to do any and all things and execute any and all instruments that such attorney may
deem necessary or advisable under the Securities Exchange Act of 1934 and any rules,
regulations and requirements of the U.S. Securities and Exchange Commission in connection
with this Annual Report on Form 10-K and any and all amendments hereto, as fully for all intents
and purposes as he or she might or could do in person, and hereby ratifies and confirms all said
attorneys-in-fact and agents, each acting alone, and his or her substitute or substitutes, may
lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been
signed below on behalf of the registrant and in the capacities and on the dates indicated.

Signatures Capacity Date
Is/ HeNRY M. PAuLsoON, JR. Director, Chairman and February 11, 2000
Henry M. Paulson, Jr. Chief Executive Officer

(Principal Executive Officer)

Is/ RoBERT J. HURST Director February 11, 2000
Robert J. Hurst

Is/ JOHN A. THAIN Director February 11, 2000
John A. Thain
Is/ JOHN L. THORNTON Director February 11, 2000

John L. Thornton

Is/ SIR JOHN BROWNE Director February 11, 2000
Sir John Browne

Is/ JOHN H. BRYAN Director February 11, 2000
John H. Bryan

Is/ JAMES A. JOHNSON Director February 11, 2000
James A. Johnson

Is/ RuTH J. SIMMONS Director February 11, 2000
Ruth J. Simmons

Is/ JOHN L. WEINBERG Director February 11, 2000
John L. Weinberg

Is/ DaviD A. VINIAR Chief Financial Officer February 11, 2000
David A. Viniar (Principal Financial Officer)
Is/ SARAH G. SMITH Principal Accounting Officer ~ February 11, 2000

Sarah G. Smith

-2



EXH BI T 10. 26
SHAREHOLDERS' AGREEMENT

Thi s Sharehol ders’ Agreenent (this "Agreenent"), anmong The
Gol dman Sachs Group, Inc., a Delaware corporation ("GS I'nc."), and the Covered
Persons |isted on Appendi x A hereto, as such Appendix A may be amended fromtinme
to time pursuant to the provisions hereof.

W TNESSETH:

VWHEREAS, the Covered Persons are beneficial owners of shares
of Common Stock, par value $0.01 per share, of GS Inc. (the "Common Stock").

WHEREAS, the Covered Persons desire to address herein certain
rel ati onshi ps anong thenselves with respect to the voting and di sposition of
their shares of Common Stock and various other matters and desire to give to the
Shar ehol ders’ Conmittee (hereinafter defined) the power to enforce their
agreements with respect thereto.

NOW THEREFORE, in consideration of the prem ses and of the
mut ual agreenents, covenants and provisions herein contained, the parties hereto
agree as foll ows:

ARTI CLE |
DEFI NI TI ONS AND OTHER MATTERS

] Section 1.1 Definitions. The foll owi ng words and phrases as
used herein shall have the follow ng meani ngs, except as otherw se expressly
provi ded or unless the context otherw se requires:

(a) A Covered Person "acquires" Covered Shares when such
gﬁvered Person first acquires beneficial ownership over such Covered
ares.

] (b) This "Agreenent” shall have the nmeaning ascribed to such
termin the Recitals.

) (c? A "beneficial owner" of a security includes any person
who, directly or indirectly, through any contract, arrangenent,
under st andi ng, relationship or otherwi se has or shares: (i) voting
power, which includes the power to vote, or to direct the voting of,
such security and/or (ii) 1 nvestnent power, which includes the power to
di spose, or to direct the disposition of, such security, but for
purpose? of this Agreenent a person shall not be deened a beneficia
owner o



&ﬁ? Common Stock solely by virtue of the application of Exchange Act

e 13d-3(d) or Exchange Act Rule 13d-5 as in effect on the date
hereof (B) Commpn Stock solely by virtue of the possession of the |ega
right to vote securities under applicable state or other |aw (such as
by proxy or power of attorney) or (C) Common Stock held of record by a
"private foundation" subject to the requirements of Section 509 of the
Code. "Beneficially own" and "beneficial ownership" shall have

correl ative meani ngs.

( "Code" shall nean the Internal Revenue Code of 1986, as
aﬂendeddfron1t|ne to time, and the applicable rulings and regul ati ons
t her eunder.

) (e) "Common Stock" shall have the meaning ascribed to such
termin the Recitals.

~ (f) "Company" shall mean GS Inc., together with its
Subsi di ari es.

( "Continuing Provisions" shall have the meaning ascribed to
such termin Section 7.

(h) "Covered Persons" shall nean those persons fromtine to
time listed on Appendix A hereto, and all persons who nag becone
parties to this Agreement and whose nane is required to be listed on
Appendi x A hereto, in each case in accordance with the terns hereof.

(i) A Covered Person’'s "Covered Shares" shall mean any shares
of Common Stock acquired fromthe Conmpany by such Covered Person and
beneficially owned by such Covered Person at the tine in question, but
shall not include (i) Commpn Stock beneficially owned as a result of
(A) an acquisition, directly or indirectly, fromthe Conpany in an
underwitten public offering or (B) conversion of securities
convertible into Commpbn Stock, where beneficial ownership of the
convertible securities was acquired in a transaction described in
clause (A) above, (ii) Excluded Shares (as defined in the Plan of
I ncorporation), (iii) any other Commobn Stock excluded fromthe
definition of Covered Shares by action of the Board of Directors of GS
Inc. prior to the I1PO Date or (iv) any other Conmon Stock acquired
under a deferred conpensation or enployee benefit plan and excl uded
fromthe definition of Covered Shares by action of the Board of
Directors of GS Inc. and the Sharehol ders’ Conmittee after the | PO
Date. "Covered Shares" shall also include the securities that are
defined to be "Covered Shares" in Section 6. 4.
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The term "enpl oyee” shall nean any person enpl oyed by the
Company who receives conpensation, other than a person receiVving
conpensation in the nature of a consulting fee, a pension or a
retail ner.

) (k) " nPIoKee Covered Person" shall nean a Covered Person who
is an enpl oyee of the Conpany at the time in question

(') "Exchange Act" shall mean the Securities Exchange Act of
1934, as anended to date and as further anmended fromtine to tine.

m A reference to an "Exchange Act Rule" shall nean such rule
or regulation of the Securities and Exchange Conmi ssi on under the
Exchange Act, as in effect fromtine to tinme or as replaced by a
successor rule thereto.

] (n) "Ceneral Transfer Restrictions" shall have the meaning
ascribed to such termin Section 2.2 hereof.

~(0) "GS Inc." shall have the neaning ascribed to such termin
the Recitals.

] g "1 PO Date" shall nmean the closing date of the initia
public offering of the Common Stock

(gq) "Permtted Basket Transaction" shall nean the purchase or
sale of, or the establishnment of a |ong or short position in, a basket
or index of securities (or of a derivative financial instrunment with
respect to a basket or index of securities? that includes securities of
GS Inc., in each case if such purchase, sale or establishnment is
permitted under the Conpany’s polic¥ on hedging with respect to
securities of GS Inc. as announced fromtine to tine.

(r) A "person" shall include, as applicable, any individual
estate, trust, corporation, partnership, limted liability conpany,
unlimted liability conpany, foundation, association or other entity.

) (s) "Plan of Incorporation" shall mean the plan for the

i ncorporation and reorgani zati on of the business of The Col dman Sachs
(}ouE, L. P. approved by the Schedule Il Linmted Partners thereof on
March 8, 1999, as amended fromtine to tine.

] (t) "PLP Transfer Restrictions" shall have the neaning
ascribed to such termin Section 2.1 hereof.
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] (u) "Prelimnary Vote" shall have the neaning ascribed to such
termin Section 4.1 hereof.

(v) "Restricted Person" shall nean any person that is not (i)

a Covered Person or (ii) a director, officer or enployee of the Conpany
actlng in such person's capacity as a director, officer or enployee;
rovi ded, however, that for purposes of Section 6.1(c) only, the term
'Restricted Person" shall not include Sum tono Bank Capital Markets,
Inc. and/or Kanehaneha Activities Association to the extent that either
or both of such parties are included in such ﬂroup solely by virtue of
their being parties to Voting Agreenents, each dated as of April 30,
1999, with GS Inc., as anended fromtime to time.

~(w) "Shareholders’ Conmittee" shall nean the body constituted
to administer the terms and provisions of this Agreement pursuant to
Article V hereof.

~_ (x) "Sole Beneficial Omer" shall nean a person who is the
beneficial owner of Covered Shares, who does not share beneficia
ownershi p of such Covered Shares with any other person (other than
pursuant to this Agreenent or applicable comunity property |aws) and
who is the only person (other than pursuant to applicable community
property laws) with a direct economc interest in the Covered Shares.
An econonic interest of the Conpany as pl edgee shall be disregarded for
this purpose.

] _"Subsidiary" shall mean anK person in which GS I nc. owns,
directly or indirectly, a majority of the equity econonmic or voting
ownership interest.

(z) "The Gol dman Sachs Defined Contribution Plan" shall nean
The Gol dman Sachs Defined Contribution Plan adopted by the Board of
Directors of GS Inc. on May 7, 1999, as amended or suppl enented from
time to tinme, and any successors to such Pl an.

(aa) "Transfer" shall nean any sale, transfer, pledge,
hypot hecation or other disposition, whether direct or indirect, whether
or not for value, and shall include any disposition of the economc or
other risks of ownership of Common Stock, including short sal es of
securities of GS Inc., option transactions (whether physical or cash
settled) with respect to securities of GS Inc., use of equity or other
derivative financial instruments relating to securities of GS Inc. and
ot her hedging arrangenents with respect to securities of GSlInc., in
each such case other than Pernitted Basket Transactions.
Not wi t hst andi ng t he fore90|ng, bona fide pl edges of Common St ock
approved by GS'Inc. and foreclosures pursuant thereto shall not
constitute Transfers within the nmeaning of this definition
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~ (ab) "Transfer Restrictions” shall nean the General Transfer
Restrictions and the PLP Transfer Restrictions.

(ac) "vote" shall include actions taken or proposed to be
taken by witten consent.

(ad) "Voted Covered Shares" shall have the meaning ascribed to
such termin Section 4.2(a).

(ae) "Voting Interests” shall have the neaning ascribed to
such termin Section 4.1 hereof.

] Section 1.2 Gender. For the purposes of this Agreenent, the
words "he," "his" or "hinself" shall be interpreted to include the nasculine,
fem nine and corporate, other entity or trust form

ARTI CLE ||
LI M TATI ONS ON TRANSFER OF SHARES

Section 2.1 Ceneral. Each Covered Person agrees that such
Covered Person shall not Transfer any Covered Shares beneficirally owned by such
Covered Person, except in accordance with all of the followi ng: (a) the terns of
this Agreenent, (b? the restrictions on transferability of Common Stock
contained in the Plan of Incorporation (the "PLP Transfer Restrlct!ons"L, i f
applicable, and (c) the terms of any other contract or agreement with the )
Company or ot her undertaking by which such Covered Person is bound and to which
such Covered Shares are subject.

Section 2.2 General Transfer Restrictions. Each Covered Person
agrees that for so long as such Covered Person is an Enpl oyee Covered Person
such Covered Person shall at all times be the Sol e Beneficial Omer of at |east
t hat nunmber of Covered Shares which equals 25% of the aggregate nunber of
Covered Shares (a) beneficially owned by such Covered Person at the time such
Covered Person becane a Covered Person and (b) beneficial ownership of which is
acqui red by such Covered Person thereafter, wth no reduction in such aggregate
nunber for Covered Shares di sposed of b¥ such Covered Person (the "Genera
Transfer Restrictions"). For gurposes of this Section 2.2 on!%, Cover ed Shares
held by the trust underlying The Gol dman Sachs Defined Contribution Plan and
all ocated to a Covered Person shall not be deened to be beneficially owned by
such Covered Person until such Covered Shares are distributed to such Covered
Person in accordance with the ternms of The Col dman Sachs Defined Contribution
Pllan. For purposes of this Section 2.2 only, when a delivery of Covered Shares
is made by GS Inc. or by the trustee of the trust underlying The CGol dman Sachs
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Defined Contribution Plan to a Covered Person net of Covered Shares to be

wi t hhel d for tax ﬁurposes_or to be paid for the receipt of such delivered
Covered Shares, the recipient of such delivered nunber of Covered Shares shal
be treated as if such Covered Person acquired the total (gross) number of
Covered Shares to be delivered before giving effect to any such wi thhol di ng or
payment .

Section 2.3 Conpliance with Certain Restrictions.

(a) Each Covered Person agrees that, with respect to al
Common St ock beneficially owned by such Covered Person, such Covered
Person shal|l conply with the restrictions on transfer inposed by
Section 6(e) of the Underwiting Agreenent, dated as of y 3, 1999,
anmong GS Inc. and the several underwiters naned therein, whether or
not said Section refers to such Covered Person by nane.

(b) Each Enpl oyee Covered Person agrees that, with respect to
all Conmmon Stock beneficially owned by such Enpl oyee Covered Person
and each Covered Person who is not an Enpl oyee Covered Person agrees
that, with respect to all Covered Shares beneficially owned by such

Covered Person which could not then be Transferred w thout contravening

the PLP Transfer Restrictions, at the request of GS Inc. such Covered

Person shall comply with any future restrictions on transfer inposed by
or with the consent of GS Inc. fromtine to tine in connection with any
future offerings of securities of GS Inc., whether by GS Inc. or by any

securityhol der of GS Inc. and whet her or not such restrictions on
transfer refer to such Covered Person by nane.

(c) Each Enpl oyee Covered Person agrees that, with respect to
all Common Stock beneficially owned by such Enpl oyee Covered Person
such Enpl oyee Covered Person will conplg with any restrictions inposed
by the Conpany fromtinme to time to enable the Conpany or any party to
an agreenment with the Cbnpanx to account for a business conbination by
t he pooling of interests nethod

) Section 2.4 Hol ding of Covered Shares in Custody and in
Nom nee Nane; Legend on Certificates; Entry of Stop Transfer O ders.

(a) Each Covered Person understands and agrees that all
Covered Shares beneficially owed by each Enpl oyee Covered Person and
all Covered Shares which could not then be Transferred w thout
contravening the PLP Transfer Restrictions beneficially owned by each
Covered Person who is not an Enpl oyee Covered Person (iIn each case

other than Covered Shares held of record by a trustee in a conpensation

or benefit plan adm nistered by the Conpany and ot her
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Covered Shares that have been pledged to the Conpany to secure the
performance of such Covered Person’s obligations under any agreenent
with the Conpany) shall be registered in the nane of a nom nee for such
Covered Person and shall be held in the custody of a custodian unti

ot herw se determ ned by the Sharehol ders’ Commttee or the Board of
Directors of GSInc. or until such tinme as such Covered Shares are

rel eased pursuant to Section 2.4&e) or Section 2.4(f) hereof (whichever
occurs first), and each Covered Person agrees to assign, endorse and
register for transfer into such nom nee name or deliver to such

cust odi an any such Covered Shares which are not so registered or so
hel d, as the case may be. The form of the custody agreenent and the
identity of the custodian and noni nee nust be satisfactory in form and
substance to the Shareholders’ Committee and GS Inc.

~ (b) \Whenever the nominee hol der shall receive any dividend or
ot her distribution upon any Covered Shares other than in Covered
Shares, the Shareholders’ Conmittee will give or cause to be given
notice or direction to the applicable nomnee and/or custodian referred
to in paragraph (a) to Bernly the pronpt distribution of such dividend
or distribution to the beneficial owner of such Covered Shares, net of
anr tax wi thhol ding amounts required to be w thheld by the nom nee,
unl ess the distribution of such dividend or distribution is restricted
by the ternms of another agreement between the Covered Person and the
Conpany known to the Sharehol ders’ Committee.

~(c) Each Covered Person understands and agrees that any
outstanding certificate representing Covered Shares beneficially owned
by an Enpl oyee Covered Person or representing Covered Shares which
could not then be Transferred without contravening the PLP Transfer
Restrictions beneficially owned by a Covered Person who is not an
Enpl oyee Covered Person, and any agreenent or other instrunent ]
evidencing restricted stock units, options or other rights to receive
or acquire Covered Shares beneficially owned by such Covered Person
may bear a | egend noted conspi cuously on each such certificate,
agreenment or other instrunent reading substantially as foll ows:

"THE SECURI TI ES REPRESENTED BY THI S CERTI FI CATE ARE SUBJECT TO
THE PROVI SI ONS OF El THER OR BOTH OF A SHAREHOLDERS AGREEMENT
AMONG THE GOLDVMAN SACHS CROUP, I NC. ("GS I NC. ? AND THE
PERSONS NAMED THEREI N AND A PLAN OF | NCORPCRATI ON COF THE
GOLDVAN SACHS CGROUP, L.P., COPIES OF WHI CH ARE ON FI LE AT THE
PRI NClI PAL EXECUTI VE OFFI CE OF GS I NC. AND WHI CH, AMONG OTHER
MATTERS, PLACE RESTRI CTI ONS ON THE DI SPOSI TI ON AND VOTI NG OF
SUCH SECURI TI ES. THE SECURI TI ES REPRESENTED BY THI S
CERTI FI CATE MAY BE



SOLD, EXCHANGED, TRANSFERRED, ASSI GNED, PLEDGED, PARTI Cl PATED,
?LESEGFgﬁTFD OR OTHERW SE DI SPOSED OF ONLY | N ACCORDANCE

(d) Each Covered Person agrees and consents to the entry of
stop transfer orders against the transfer of Covered Shares subject to
Transfer Restrictions except in conpliance with this Agreenent.

] (e? The Sharehol ders’ Conmittee shall develaﬁ procedures for
releasing all Covered Shares of each Covered Person who is not an

Enpl oyee Covered Person which could then be Transferred without
contraveni ng an¥ Transfer Restrictions to or at the direction of such
Covered Person free and clear of all restrictions and | egends descri bed
in this Section 2.4.

(f) The Sharehol ders’ Conmittee shall al so devel op procedures
for releasing (free and clear of all restrictions and | egends descri bed
inthis Section 2.4) a specified nunber of Covered Shares of an
Enpl oyee Covered Person upon the request of any Covered Person and to
or at the direction of such Enpl oyee Covered Person, provided that such
request is acconpanied by a certificate of such requesting Covered
Person (i) indicating such requesting Covered Person’s intention to
Transfer pronptly such specified nunber of Covered Shares and (ii)
establishing that such specified number of Covered Shares are then
gernltted to be Transferred wi thout contravening any Transfer

estrictions (which evidence nust be satisfactory to the Sharehol ders
Conmittee).

ARTI CLE |11
REPRESENTATI ONS AND WARRANTI ES OF THE PARTI ES

] Each Covered Person severally represents and warrants for
hi msel f that:

(a) Such Covered Person has (and with respect to Covered
Shares to be acquired, will have) good, valid and nmarketable title to
the Covered Shares, free and clear of aﬂ% pl edge, lien, security
interest, charge, claim equity or encunbrance of any kind, other than
pursuant to thi's Agreenent, the Plan of Incorporation or another
agreenent wi th the Conpany by which such Covered Person is bound and to
i ch the Covered Shares are subject; and

) (b) (if the Covered Person is other than a natural person
with respect to subsections (i) through (x), and if the Covered Person
is a natural person, with respect to subsections (iv) through (x)
only): (i) such Covered Person is duly organized and validly existing
i n good standing under the |laws of the jurisdiction
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of such Covered Person's formation; (ii) such Covered Person has ful
right, ﬁomer and authority to enter into and performthis Agreenent;
(iri) the execution and delivery of this Agreenent and the performance
of the transactions contenpl ated herein have been duly authorized, and
no further proceedings on the Part of such Covered Person are necessary
to authorize the execution, delivery and perfornmance of this Agreenent;
and this Agreenent has been duly executed by such Covered Person; (iv)
t he person S|ﬂn|ng this Agreenent on behal f of such Covered Person has
been duly authorized by such Covered Person to do so; (v) this
Agreenent constitutes the legal, valid and binding obligation of such
Covered Person, enforceabl e agai nst such Covered Person in accordance
with its ternms (subject to bankruptcy, insolvency, fraudulent transfer,
reorgani zation, noratoriumand simlar |aws of general aPpIicabiIity
re!at!nP to or affecting creditors’ rights and to general equity
r|nC|ﬁ es); (VI% nei ther the execution and delivery of this Agreenent
y such Covered Person nor the consunmation of the transactions
contenpl ated herein conflicts with or results in a breach of any of the
terns, conditions or provisions of any agreenment or instrunent to which
such Covered Person is a party or by which the assets of such Covered
Person are bound (including without linmitation the organizationa
docunents of such Covered Person, if such Covered Person is other than
a natural person?, or constitutes a default under any of the foregoing,
or violates any |law or regulation; (vii) such Covered Person has
obt ai ned all authorizations, consents, approvals and clearances of all
courts, governnental agencies and authorities, and any other person, if
any (including the spouse of such Covered Person with respect to the
i nterest of such spouse in the Covered Shares of such Covered Person if
the consent of such spouse is required), required to permt such
Covered Person to enter into this Agreenent and to consummate the
transacti ons contenpl ated herein; (viii) there are no actions, suits or
proceedlngs pendi ng, or, to the know edge of such Covered Person
t hr eat ened agai nst or affecting such Covered Person or such Covered
Person’s assets in any court or before or by any federal, state,
nmuni ci pal or other governnmental departnent, conm ssion, board, bureau
agency or instrumentality which, if adversely deternined, would inpair
the ability of such Covered Person to performthis Agreenent; (ix) the
performance of this Agreement will not violate any order, wit,
I njunction, decree or denmand of any court or federal, state, nunicipa
or ot her governmental department, comm ssion, board, bureau, agency or
instrunmentality to which such Covered Person is subject; and (X) no
statenment, representation or warranty made by such Covered Person in
this Agreenent, nor an¥_|nfornat|on provi ded by such Covered Person for
inclusion in a report filed pursuant to Section 6.3 hereof or in a
registration statenment filed by GS Inc. contains or will contain any
untrue statement of a material fact or omits or will omit to state a
materi al fact necessary in order to nake the statenents,
representations or warranties contained herein or information provided
t herein not m sl eading.
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Each Covered Person severally agrees for hinmself that the
foregoing provision of this Article IIl shall be a continuing representation and
covenant of such Covered Person during the period that such Person shal |l be a
Covered Person and shares of Commobn Stock of such person shall be Covered
Shares, and such Covered Person shall take all actions as shall fromtine to
time be necessary to cure any breach or violation and to obtain any
aut hori zati ons, consents, approvals and clearances in order that such
representations shall be true and correct during the foregoing period.

ARTICLE |V
VOTI NG AGREEMENT

Section 4.1 Prelimnary Vote of Covered Persons. Prior to any
vote of the stockholders of GS Inc. there shall be a separate, prellnlnarx vote,
on each matter upon which a stockholder vote is proposed to be taken (each, a
"Prelimnary Vote"), of the Covered Shares beneficially owned by (a) throu8h
Decenber 31, 2000, all Covered Persons, and (b) on and after January 1, 2001,

t he Enplo¥ee Covered Persons (including in both clause (a) and (b) and for the

gurpose of this Article IV shares of Conmon Stock held by the trust underlying
he Gol dman Sachs Defined Contribution Plan and allocated to Covered Persons ?ln

the case of clause (a)% and Enpl oyee Covered Persons (in the case of clause (b))

who are participants therein) (such Covered Shares at any such time, the "Voting
Interests"). The Preliminary Vote shall be conducted pursuant to procedures

est abli shed by the Shareholders’ Conmittee.

Section 4.2 Voting of the Voting Interests.

~ (a) Gher than in elections of directors, every Covered Share
beneficially owned by an Enpl oyee Covered Person, every Covered Share
whi ch could not then be Transferred without contravening the PLP
Transfer Restrictions beneficially owed by any Covered Person who is
not an Enpl oyee Covered Person and every Covered Share held by the
trust underlylnnghe CGol dman Sachs Defined Contribution Plan and
allocated to a Covered Person (collectively, the "Voted Covered
Shares") shall be voted in accordance with the vote of the najority of
the votes cast on the matter in question by the Voting Interests in the
Prelim nary Vote.

(b) I'n elections of directors, every Voted Covered Share shal
be voted in favor of the election of those persons, equal in nunber to
the nunmber of such positions to be filled, receiving the highest
nunbers of votes cast by the Voting Interests in the Prelimnary Vote.

Section 4.3 Irrevocabl e Proxy and Power of Attorney.
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(a? By his signature hereto, each Covered Person hereby gives
t he Sharehol ders’ Commttee, with full power of substitution and
resubstitution, an irrevocable proxy to vote or otherwi se act with
respect to all of the Covered Person’s Voted Covered Shares, as fully,
to the sane extent and with the same effect as such Covered Person

nm ght or could do under any aEﬁlicable | aws or regul ations governing
the rights and powers of stockholders of a Del aware corporation and (i)
directs that such proxy shall be voted in connection with such matters
as are the subject of a Prelimnary Vote as provided in this Agreenent
--in accordance with such Prelinminary Vote, (ii) authorizes the hol der
of such proxy to vote on such other matters as may cone before a
neetlnP of stockhol ders of GS Inc. or any adjournment thereof and as
are related, directly or indirectly, to the matter which was the
subject of the Prelinmnary Vote -- as the aforenenti oned persons see
fit in their discretion but in a manner consistent with the Prelimnary
Vote, and (iii) authorizes the holder of such proxy to vote on such
other matters as may come before a neeting of stockholders of GS Inc.
or any adjournnent thereof (including matters related to adjournnent
thereof) -- as the aforenentioned persons see fit in their discretion
but not to cast any vote under this clause (iii) which is inconsistent
with the Prelinmnary Vote or which would achi eve an outcone that woul d
frustrate the intent of the Prelinminary Vote. Each such Covered Person
hereby affirnms that this proxy is given as a termof this Agreenent and
as such is coupled with an interest and is irrevocable. It I's further
under st ood and agreed by each such Covered Person that this Prox may
be exercised by the aforenenti oned persons with respect to all Voted
Covered Shares of such Covered Person for the period beginning on the
date hereof and ending on the date this Agreenent shall have been

term nated pursuant to Section 7.1(a) hereof.

(b) By his signature hereto, each Covered Person appoints the
Shar ehol ders’ Conmittee, with full power of substitution and ]
resubstitution, his true and lawful attorney-in-fact to direct, in
accordance with the provisions of this Article IV, the voting of any
Voted Covered Shares held of record by any other person but
beneficially owned by such Covered Person (|nclud|nﬂ Vot ed Covered
Shares hel d b% the trust underlying The Col dman Sachs Defined
Contribution Plan and al located to such Covered Person), granting to
such attorneys, and each of them full power and authority to do and
perform each and every act and thing whatsoever that such attorney or
attorneys nmay deem necessary, advisable or appropriate to carry out
fully the intent of Section 4.2 and Section 4.3(a) as such Covered
Person might or could do personally, hereby ratifying and confirmng
all acts and things that such attorney or attorneys may do or cause to
be done by virtue of this power of attorney. It is understood and
agreed by each such Covered Person that this appointment, enpowernent
and authorization may be exercised by the aforenentioned persons wth
respect to all Voted Covered Shares of such Covered Person, and held of
record by another person, for the period begi nning on
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the date hereof and ending on the date this Agreement shall have been
term nated pursuant to Section 7.1(a) hereof.

ARTI CLE V
SHAREHOLDERS COWM TTEE

) ) Section 5.1 Constituency. The Shareholders’ Committee shall at
any time consist of each of those individuals who are both Enpl oyee Covered
Persons and nmenbers of the Board of Directors of GS Inc. and who agree to serve
as nmenbers of the Shareholders’ Committee.

Section 5.2 Additional Menbers. If there are less than three
i ndi vidual s who are both Enpl oyee Covered Persons and nenbers of the Board of
Directors of GS Inc. and who agree to serve as nenbers of the Sharehol ders
Conmittee, the Shareholders’ Conmittee shall consist of each such individua
pl us such additional individuals who are Enpl oyee Covered Persons and who are
sel ected pursuant to procedures established by the Sharehol ders’ Conmittee as
shal | assure a Sharehol ders’ Committee of not |ess than three menbers who are
Enpl oyee Covered Persons.

) Section 5.3 Determinations of and Actions by the Sharehol ders
Commi tt ee.

(a) Al determ nations necessary or advisable under this
Agreenent (1 ncluding determ nations of benefici al omnershlpL shal | be
made by the Shareholders’ Conmttee, whose determ nations shall be
final and binding. The Sharehol ders’ Conmittee’s determni nations under
this Agreenent and the Plan of Incorporation and actions (including
wai vers) hereunder and thereunder need not be uniformand may be nade
sel ectively anong Covered Persons (whether or not such Covered Persons
are simlarly situated).

(b) Each Covered Person recognizes and agrees that the nenbers
of the Sharehol ders’ Committee in acting hereunder shall at all tines
be acting in their individual capacities and not as directors or
officers of the Conpany and in so acting or failing to act shall not
have any fiduciary duties to the Covered Persons as a nenber of the
Sharehol ders’ Committee by virtue of the fact that one or nore of such
nEHbers may al so be serving as a director or officer of the Conpany or
ot her wi se.

(c) The Sharehol ders’ Committee shall act through a majority

vote of its nenmbers and such actions may be taken in person at a
meeting or by a witten instrument signed by all of the nmenbers.
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Section 5.4 Certain Ooligations of the Sharehol ders
Commi ttee. The Sharehol ders’ Conmmittee shall be obligated (a) to attend as
proxy, or cause a person designated br it and acting as |awful proxy to attend
as proxy, each neeting of the stockholders of GS Inc. and to vote or to cause
such designee to vote the Covered Shares over which it has the power to vote in
accordance with the results of the Prelimnary Vote as set forth in Section 4.2,
and (b) to devel op procedures governing Prelimnary Votes and other votes and
actions to be taken pursuant to this Agreenent.

ARTI CLE VI
OTHER AGREEMENTS OF THE PARTI ES

Section 6.1 Standstill Provisions. Each Covered Person agrees
that such Covered Person shall not, directly or indirectly, alone or in concert
wi th any other person, (a) nake, or in any way participate in, any
"solicitation" of "proxies" (as such terns are defined in Exchange Act Rule
1l4a-1) relating to any securities of the Conpany to or with ang_ estricted
Person; (b) deposit any Covered Shares in a voting trust or subject any Covered
Shares to any voting agreement or arrangenent that includes as a party any
Restricted Person; ?c) form join or in any way participate in a group (as
contenpl ated by Exchange Act Rule 13d-5(b ¥ with respect to any securities of
t he Cbnpang (or any securities the ownership of which woul d nake the owner
t hereof a beneficial owner of securities of the Conpany (for this purpose as
det erm ned by Exchange Act Rule 13d-3 and Exchange Act Rul e 13d-5)§ t hat
includes as a party any Restricted Person; (d) make any announcenent subject to
Exchange Act Rule 14a—1(|)(2)(|v? to any Restricted Person; (e) initiate or
propose any "sharehol der proposal" subject to Exchange Act Rule 14a-8; (f)
together wth any Restricted Person, make any offer or proposal to acquire any
securities or assets of GSInc. or any of its Subsidiaries or solicit or propose
to effect or negotiate any form of business conbination, restructuring, ]
recapitalization or other extraordinary transaction involving, or any change in
control of, GSlInc., its Subsidiaries or any of their respective securities or
assets; (g) together with any Restricted Person, seek the renmoval of any
directors or a change in the composition or size of the board of directors of GS
Inc.; (h) together with any Restricted Person, in any way participate in a cal
for any specral neeting of the stockholders of GS Inc.; or (|L assi st, advise or
encourage any person wth respect to, or seek to do, any of the foregoing.

Section 6.2 Expenses.

ga) GS Inc. shall be responsible for all expenses of the
nmenbers of the Shareholders’ Conmmttee incurred in the operation and
admi ni stration of this Agreenent, |nclud|nP_expenses of proxy
solicitation for and tabulation of the Prelininary Vote, expenses
incurred in preE§r|ng appropriate filings and correspondence with the
Securities and change Conmi ssion, |awers’, accountants’
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agents’, consultants’, experts’, investment banking and ot her

prof essional s’ fees, expenses incurred in enforcing the provisions of
this Agreenment, expenses incurred in naintainin% any necessary or
appropri ate books and records relating to this Agreenent and expenses
incurred in the preparation of anendnents to and waivers of provisions
of this Agreenent.

(b) Each Covered Person shall be responsible for all expenses
of such Covered Person incurred in connection with the conpliance by
such Covered Person with his obligations under this Agreenent,

i ncl udi ng expenses incurred by the Shareholders’ Commttee or GS Inc.
in enforcing the provisions of this Agreenent relating to such
obl i gati ons.

Section 6.3 Filing of Schedule 13D or 13G

(a) I'n the event that a Covered Person is required to file a
report of beneficial omnershlP on Schedul e 13D or 13G with respect to
t he Covered Shares beneficially owned by him (for this Eﬂrpose as
det erm ned by Exchange Act Rule 13d-3 and Exchange Act |l e 13d-5),
such Covered Person agrees that, unless otherw se directed by the
Shar ehol ders’ Committee, such Covered Person will not file a separate
such report, but will file a report together with the other Covered
Persons, containing the information required by the Exchange Act, and
such Covered Person understands and agrees that such report shall be
filed on his behalf by the Sharehol ders’ Conmittee or any nenber
t hereof. Such Covered Person shall cooperate fully with the other
Covered Persons and the Sharehol ders’ Conmittee to achieve the tinely
filing of any such report and any anmendnents thereto as may be
required, and such Covered Person_aﬂrees that any information ]
concerni ng such Covered Person which such Covered Person furnishes in
connection with the preparation and filing of such report will be
compl ete and accurate.

(b) By his signature hereto, each Covered Person appoints the
Shar ehol ders’ Conmi ttee and each menber thereof, with full power of
substitution and resubstitution, his true and | awful attorney-in-fact
to execute such reports and any and all amendnents thereto and to file
such reports with all exhibits thereto and other docunents in
connection therewith with the Securities and Exchange Conmi ssion
granting to such attorneys, and each of them full power and authority
to do and perform each and every act and thing whatsoever that such
attorney or attorneys may deem necessary, advisable or appropriate to
carry out fully the intent of this Section 6.3 as such Covered Person
nlght or could do personally, hereby ratifying and confirnmng all acts
and things that such attorney or attorneys nay do or cause to be done
by virtue of this power of attorney. Each Covered Person hereby further
desi gnates such attorneys as such Covered Person’s
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agents authorized to receive notices and conmuni cations with respect to
such reports and any anendnents thereto. It is understood and agreed by
each such Covered Person that this appointnment, enmpowernent and

aut hori zati on may be exercised by the aforenentioned persons for the
gerlod begi nning on the date hereof and ending on the date such Covered
erson i s no |longer subject to the provisions of this Agreenent (and
shal |l extend thereafter for such tine as is required to reflect that
such Covered Person is no longer a party to this Agreenent).

) Section 6.4 Adjustment upon Changes in Capitalization;
Adj ust nent s upon Changes of Control; Representatives, Successors and Assigns.

(a) I'n the event of any change in the outstandi ng Conmon Stock
by reason of stock dividends, stock splits, reverse stock splits,
5ﬁ|n-offs, split-ups, recapitalizations, conbinations, exchanges of
shares and the like, the term"Covered Shares" shall refer to and
include the securities received or resulting therefrom but only to the
extent such securities are received in exchange for or in respect of
Covered Shares. Upon the occurrence of any event described in the
i medi atel y precedi ng sentence, the Sharehol ders’ Conmmittee shall nake
such adjustnents to or interpretations of the restrictions of Section
2.2 (and, if it so deternines, any other provisions hereof% as it shal
deem necessary or desirable to carry out the intent of suc
provision(s). If the Sharehol ders’ Committee deens it desirable, any
such adjustments may take effect fromthe record date, the "when issued
tradi ng date", the "ex dividend date" or another appropriate date.

(b) I'n the event of any business conbi nation, restructuring,
recapitalization or other extraordinary transaction involving GS Inc.
its Subsidiaries or any of their respective securities or assets as a
result of which the Covered Persons shall hold voting securities of a
person other than GS Inc., the Covered Persons agree that this
Agreerment shall also continue in full force and effect with respect to
such voting securities of such other person fornerly representing or
distributed in respect of Covered Shares of GS Inc., and the terns
"Covered Shares," "Compn Stock" and "Voting Interests,” and "GS Inc."
and "Conpany," shall refer to such voting securities fornerly
representing or distributed in respect of Covered Shares of GS Inc. and
such person,_resPectlvely: Upon the occurrence of any event described
in the inmredi ately preceding sentence, the Sharehol ders’ Conmittee
shal | make such adjustnents to or interpretations of the restrictions
of Section 2.2 (and, if it so deternines, any other provisions hereof)
as it shall deem necessary or desirable to carry out the intent of such
provision(s). If the Sharehol ders’ Comittee deens it desirable, any
such adjustments may take effect fromthe record date or another
appropri ate date.
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] gc This Agreenent shall be binding upon and inure to the
benefit of the respective |egatees, |legal representatives, successors
and assigns of the Covered Persons (and GS Inc. in the event of a
transaction described in Section 6.4(b% hereof); provided, however
that a Covered Person may not assign this Agreenment or any of his
rights or obligations hereunder without the prior witten consent of GS
Inc., and any assignment without such consent by a Covered Person shal
be void; and provided further that no assignnent of this Agreenent by
GS Inc. or to a successor of GS Inc. (by operation of |aw or otherw se)
shall be valid unless such assignment is made to a person which
succeeds to the business of GS Inc.
substantially as an entirety.

~ Section 6.5 Further Assurances. Each Covered Person agrees to
execute such additional docunents and take such further action as may be
reasonably necessary to effect the provisions of this Agreenent.

ARTI CLE VI |
M SCELLANEQUS

o Section 7.1 Termof the Agreement; Termination of Certain
Provi si ons.

(a) The termof this Agreement shall continue until the first
to occur of January 1, 2050 and such time as this Agreenment is
ternm nat ed b% the affirmati ve vote of not |ess than 66 2/3% of the
outstanding Voting Interests. If this Agreement is termnated prior to
the expiration or termnation of the restrictions on transfer referred
to in Section 2.3(a), such restrictions on transfer shall continue to
apply in accordance with the provisions of Section 6(e) of the
Underwriting Agreenment referred to in Section 2.3(a) unless waived or
term nated as provided in said Underwiting Agreenent. If this
Agreenment is termnated prior to the expiration or termination of the
PLP Transfer Restrictions, the PLP Transfer Restrictions shall continue
to apply in accordance with the provisions of the Plan of Incorporation
unl ess waived or term nated as provided in the Plan of |ncorporation

] (b% Unl ess this Agreenment is theretofore term nated pursuant
to Section 7.1(a) hereof, any Covered Person who ceases to be an
enpl oyee for any reason other than death shall no | onger be bound by
t he provisions of Section 2.2 and Section 6.1 hereof (unless such
Covered Person is subject to the PLP Transfer Restrictions in which
case Section 6.1 shall continue to apply until Decenber 31, 2000) but
shal |l be bound by all other provisions of this Agreenment until such
time as such Covered Person holds all Covered Shares free from PLP
Transfer Restrictions. Thereafter, such Covered Person shall no | onger
be bound by the provisions of this Agreenent (other than Sections 5.3,
6.2, 6.3, 6.5, 7.4, 7.5, 7.6,
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7.8, 7.10 and 7.11 (the "Continuing Provisions")), and such Covered
Person’s name shall be renoved from Appendix A to this Agreenent.

) (c% Unl ess this Agreenent is theretofore term nated pursuant
to Section 7.1(a) hereof, the estate of any Covered Person who ceases
to be an enpl oyee by reason of death or any Covered Person who ceases
to be an enPonee for any reason other than death and who subsequently
dies shall tromand after the date of such death be bound only by the
restrictions on transfer inposed by Section 2.3(a) hereof and the
Conti nui ng Provisions; and uPon the expiration of the restrictions in
Section 2.3(a), the estate of such Covered Person shall no | onger be
bound by the provisions of this Agreenent (other than the Conti nuing
Provi si ons), and such Covered Person’s nane shall be renoved from
Appendi x A to this Agreenent.

Section 7.2 Anendments.

(a) Except as provided in this Section 7.2, provisions of this
Aﬂreenent may be anended only by the affirmative vote of a majority of
t he outstanding Voting Interests.

(b) This Section 7.2§b), Section 7.1§a) and Section 7.3(a)(i)
may be anmended only by the affirmative vote of 66 2/3%of the

out standi ng Voting Interests. An% amendnment of any ot her provision of
this Agreenent that woul d have the effect, in connection with a tender
or exchange offer by any person other than the Conpany as to which the
Boar d of rectors of GS Inc. is recommending rejection, of permtting
Transfers which woul d not be Pern1tted by the ternms of this Agreenent
as theretofore in effect shall also require the affirmative vote of

66 2/ 3% of the outstanding Voting Interests.

(c) This Section 7.2(c), Article V, Section 7.3(b% and any
ot her provision the amendnent (or addition) of which has the effect of
materially changing the rights or obligations of the Sharehol ders
Commi ttee hereunder nmay be anended (or added) either (i) with the
approval of the Sharehol ders’ Committee and the affirnative vote of a
majority of the Voting Interests or (ii) by the affirmative vote of

66 2/ 3% of the outstanding Voting Interests.

) (d) I'n addition to any other vote or approval that na¥ be
required under this Section 7.2, any amendnent to the General Transfer
Restrictions that woul d nake such General Transfer Restrictions
materially nore onerous to a Covered Person will not be enforceable
agai nst that Covered Person unless that Covered Person has consented to
such anendment .
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] (e) I'n addition to any other vote or apProvaI that may be
required under this Section 7.2, any amendnent of this Agreement that
has the effect of changlnP the obligations of GS Inc. hereunder to nmke
such obligations naterially nore onerous to GS Inc. shall require the
approval of GS Inc.

] (f) I'n addition to any other vote or apﬁroval t hat na¥ be
required under this Section 7.2, any amendnent that has the effect of
anmendi ng the provisions of Section 2.3(a), 2.3(b) or 2.3(c) shal
require the approval of GS Inc.

Each Covered Person understands that it is intended that
each managing director of the Conpany will be a Covered Person under
this Agreenent or will becone a Covered Person upon his appointment to
such position, and each Covered Person further understands that from
tinme to tine certain other Persons may becone Covered Persons and
certain Covered Persons will cease to be bound by the provisions of
this Agreenent pursuant to the terms hereof. Accordingly, this
Agreenment nmay be anended bK action of the Shareholders’ Conmittee from
time to tine and without the approval of any other person, but solely
for the purposes of (i) adding to Appendi x A such persons as shall be
made party to this Agreenent pursuant to the terns hereof or shall (A)
be appoi nted managi ng directors of the Conpany and (B) execute a
counterpart of the signature Page of this Agreenent, such addition to
be effective as of the time of such action or appointnent and (||L
renovi ng fron1Aﬁpend|x A such persons as shall cease to be bound by the
provi sions of this Agreement pursuant to Sections 7.1(b) or (c) hereof,
whi ch additions and renmoval s shall be given effect fromtime to tinme by
appropri ate changes to Appendi x A

~ Section 7.3 Waivers. The Transfer Restrictions and the other
grov!3|09330f this Agreenent nmay be waived only as provided in this
ection 7.3.

ga) The hol ders of the outstanding Voting Interests nmay waive
the Transfer Restrictions and the other provisions of this Agreenent
wi t hout the consent of any other person as foll ows:

(i) The Transfer Restrictions may be waived, in
connection with an% tender or exchange offer by
any person other than the Conpany as to which
the Board of Directors of GS Inc. is
recomrendi ng rejection at the tinme of such
wai ver, only by the affirmative vote of 66 2/3%
of the outstanding Voting Interests;

(i) The Transfer Restrictions may be waived, in

connection with an% tender or exchange of fer by
any person other than the
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(iii)

(iv)

(v)

Company as to which the Board of Directors
of GS Inc. is recomendi ng acceptance or is
not maki ng any recomendati on with respect
to acceptance at the tinme of such waiver
only by the affirmative vote of a mpjority
of the outstanding Voting Interests;

The Transfer Restrictions may be waived, in

connection with any tender or exchange offer
by the Canan%, by the affirmative vote of a
majority of the outstanding Voting

I nterests;

In all circunmstances other than those set
forth in Section 7.3(a)g|), (ii) and (iii),
the provisions of this Agreenent nmay be

wai ved onl¥ bK the affirmative vote of a
majority of the outstanding Voting
Interests; provided, however, that the

hol ders of the outstanding Voting Interests
may not waive the provisions of this ]
Agreenment in the circunstances set forth in
Section 7.3(b); and

In addition to any other action that may be
required under this Section 7.3(a), any

wai ver that has the effect of waiving the
provi sions of Section 2.3(a), 2.3(b% or
2.3(c) shall require the approval of GS Inc.

- (b) The Sharehol ders’ Conmittee may wai ve the Transfer
Restrictions and the other provisions of this Agreement without the
consent of any other person as follows:

(i)

The Sharehol ders’ Committee may wai ve the
Transfer Restrictions and the other
provisions of this Agreenent to permt: (A)
Covered Persons to participate as sellers in
underwritten public offerings of, and stock
repurchase prograns and tender offers by GS
Inc. for, Commobn Stock; (B) Transfers o
Covered Shares to organi zati ons described in
Section 501(c)(3) of the Code, including
gifts to "private foundations” subject to
the requirenents of Section 509 of the Code;
(© Transfers of Covered Shares held in
enpl oyee benefit plans of the Conpany either
enerally or in particular situations; and
é? particul ar Covered Persons or all
Covered Persons to Transfer Covered Shares
in Partlcular situations (such as Transfers
to fam |y nenbers, partnerships or trusts),
but not generally (provided that in each of
(A) through (D),
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wai vers of the restrictions inPosed by Section
2.3(a), 2.3(b) and 2.3(c) shall also require
the prior witten consent of GS Inc.);

(i) The Sharehol ders’ Conmittee may wai ve the PLP
Transfer Restrictions in all circunstances
other than in connection with a tender or
exchange of fer by any person other than the
Conpany; and

(i) The Sharehol ders’ Committee may wai ve any or
all of the Transfer Restrictions and the other
provi sions of this Agreenment with respect to
Covered Shares owned by a person at the tinme
t he person beconmes a managi ng director of the
Cpnﬁany or acquired by the person in connection
with such person’s beconlnﬂ a managi ng director
of the Conpany; provided that such person was
not an enpl oyee of the Conpany prior to the
ggant|ng of such wai ver by the Sharehol ders

mi ttee.

(c) G5 Inc. agrees that the PLP Transfer Restrictions shall be
deermed to be wai ved under the Plan of Incorporation if they are waived
as provided in this Agreenent.

(d) I'n connection with any waiver granted under this
Agreenent, the Sharehol ders’ Conmittee or the holders of the Bercentage
of Voting Interests required for the waiver, as the case may be, may
i npose such conditions as they deternine on the granting of such
wal vers.

(e) The failure of the Canany or the Sharehol ders’ Conmittee
at any time or tinmes to require pertformance of any provision of this
Agreenment shall in no manner affect the rights at a later tine to
enforce the sane. No waiver by the Conpany or the Sharehol ders
Conmittee of the breach of any termcontained in this Agreenent,

whet her by conduct or otherw se, in any one or nore instances, shall be
deenmed to be or construed as a further or continuing waiver of any such
breach or the breach of any other termof this Agreement.

Section 7.4 GOVERNING LAW TH S AGREEMENT SHALL BE GOVERNED BY

AND CONSTRUED | N ACCORDANCE W TH THE LAWS OF THE STATE OF DELAWARE, W THOUT
REGARD TO PRI NCI PLES OF CONFLI CTS OF LAWS.
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Section 7.5 Resol ution of Disputes.

(a) The Sharehol ders’ Committee shall have the sole and
excl usive power to enforce the provisions of this Agreenment. The
Sharehol ders’ Committee may in Its sole discretion request GSInc. to
conduct such enforcenent, and GS Inc. agrees to conduct such
enforcenment as requested and directed by the Shareholders’ Conmittee.

(b) Wthout dimnishing the finality and concl usive effect of
any determ nation by the Sharehol ders’ Committee of any matter under
this Agreenent which is provided herein to be deternined or Proposed by
t he Sharehol ders’ Conmittee §and subj ect to the provisions of
paragraphs (c) and (d) hereof), any dispute, controversy or claim
arising out of or relating to or concerning the provisions of this
Agreenment shall be finally settled by arbitration in New York Gt
before, and in accordance with the rules then obta|n|nP_of, the New
York Stock Exchange, Inc. ("NYSE"), or if the NYSE declines to ]
arbitrate the matter, the rican Arbitration Association ("AAA") in
accordance with the commercial arbitration rules of the AAA

o (c)_hbtm@thstanding the provisions of paragraph (b), and in
addition to its right to subnit any dispute or controversy to
arbitration, the Sharehol ders’ Conmittee may bring, or may cause GS
Inc. to bring, on behalf of the Shareholders’ Commttee or on behal f of
one or nore Covered Persons, an action or special proceeding in a state
or federal court of conpetent Lurlsd!ctlon sitting in the State of
Del awar e, whether or not an arbitration proceeding has theretofore been
or is ever initiated, for the purpose of tenporarily, prelinmnarily or
permanent|ly enforcing the provisions of this Agreenment and, for the
purposes of this paragraph (c%, each Covered Person (i) expressly
consents to the application of paragraph (d) to any such action or
proceeding, (ii) agrees that proof shall not be required that nonetary
damages for breach of the provisions of this Agreement would be
diffrcult to calculate and that renedies at |aw woul d be inadequate and
ELII) irrevocably appoints each General Counsel of GS Inc., c/o The
rporation Trust Conpany, Corporation Trust Center, 1209 Orange
Street, WI mngton, Delaware 19801 as such Covered Person’s agent for
service of process in connection with any such action or proceeding,
who shall pronptly advi se such Covered Person of any such service of
process.

(db (i%IEACH COVERED PERSON HEREBY | RREVOCABLY SUBM TS TO THE
EXCLUSI VE JURI SDI CTI ON OF ANY STATE OR FEDERAL COURT LOCATED I N THE
STATE OF DELAWARE OVER ANY SUI T, ACTI ON OR PROCEEDI NG ARI SI NG QUT COF OR
RELATI NG TO OR CONCERNI NG THI S AGREEMENT THAT | S NOI' OTHERW SE

ARBI TRATED ACCORDI NG TO THE PROVI SI ONS OF PARAGRAPH ( B)
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HEREOF. This includes any suit, action or proceeding to conpe
arbitration or to enforce an arbitration award. The parties acknow edge
that the forum designated by this paragraph (d) has a reasonable
relation to this Agreenent, and to the parties’ relationship with one
anot her. Notwithstanding the foregoing, nothing herein shall preclude

t he Sharehol ders’ Conmittee or GS Inc. fron1br|ng|n? any action or
proceeding in any other court for the purpose of enforcing the
provisions of this Section 7.5.

(i|% The agreenent of the ﬁarties as to forumis independent
of the law that may be applied in the action, and they each agree to
such forumeven if the forun1nag under applicable | aw choose to apply
non-forum | aw. The parties hereby waive, to the fullest extent
pernmitted by applicable | aw, any objection which they now or hereafter
may have to personal jurisdiction or to the laying of venue of any such
suit, action or proceeding brought in any court referred to in

par agr aph (d)gl). The parties undertake not to comence any_ action
arising out of or relatlng to or concerning this Agreenent in any forum
other than a forum described in paragraph ?d?(l). he parties agree
that, to the fullest extent permtted by applicable law, a final and
non- appeal abl e {udgnent in any such suit, action or proceeding in any
such court shall be conclusive and binding upon the parties.

Section 7.6 Relationship of Parties. The terns of this

Agreenent are intended not to create a separate entity for U S. federal incone
tax purposes, and nothing in this Agreenent shall be read to create any
partnership, joint venture or separate entity anmong the parties or to create any
trust or other fiduciary relationship between them

Section 7.7 Notices.

) (a) Any conmmuni cation, demand or notice to be given hereunder
will be du g given (and shall be deened to be received) when delivered
inwiting by hand or first class mail or by telecopy to a party at its
address as indicated bel ow

a
I

If to a Covered Person,

c/o The ol dman Sachs G oup, Inc.
85 Broad Street

New Yor k, New York 10004

Tel ecopy: (212) 902-3876
Attention: General Counsel

If to the Sharehol ders’ Conmmttee, at
Shar ehol ders’ Conmittee under the Sharehol ders
Agr eenent ,
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dat ed lva?/ 7, 1999
c/o The Goldman Sachs G oup, Inc.
85 Broad Street
New Yor k, New York 10004
Tel ecopy: (212) 902-3876
Attention: General Counsel

and
If to GS Inc., at

The Col dman Sachs G oup, Inc.
85 Broad Street

New Yor k, New York 10004

Tel ecopy: (212) 902-3876

Attention: General Counsel

GS Inc. shall be responsible for notifying each Covered Person
of the receipt of a communication, demand or notice under this
Agreenment rel evant to such Covered Person at the address of such
Covered Person then in the records of GS Inc. (and each Covered Person
shall notify GS Inc. of any change in such address for communications,
demands and noti ces).

) (b) Unless otherwi se provided to the contrary herein, any
notice which is required to be given in witing pursuant to the terms
of this Agreement may be given by tel ecopy.

) ) Section 7.8 Severability. If any provision of this Agreenent
is finally held to be invalid, illegal or unenforceable, (a) the remaining terns
and provisions hereof shall be uninpaired and (b) the invalid or unenforceable
termor provision shall be deemed replaced by a termor provision that is valid
and enforceabl e and that comes closest to expressing the intention of the
invalid or unenforceable termor provision

Section 7.9 Right to Deternine Tender Confidentially. In
connection with any tender or exchange offer for all or any portion of the
out st andi ng Conmon St ock, subject to conpliance with all applicable restrictions
on Transfer in this Agreenent, the Plan of Incorporation or any other agreenent
with GS Inc., each Covered Person will have the right to determne
confidentially whether such Covered Person’s Covered Shares will be tendered in
such tender or exchange offer
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Section 7.10 No Third-Party Ri ghts. Nothing expressed or

referred to in this Agreenent will be construed to give any person other than
the parties to this Agreement any |egal or equitable right, renmedy, or claim
under or with respect to this Agreement or any provision of this Agreenment. This
Agreenment and all of its provisions and conditions are for the sole and

excl usive benefit of the parties to this Agreenent and their successors and

assi gns.

] Section 7.11 Section Headi ngs. The headi ngs of sections in
this Agreenent are provided for convenience only and will not affect its
construction or interpretation.

Section 7.12 Execution in Counterparts. This Agreenent may be
executed in any nunber of counterparts, each of which shall be deened an
original, but all such counterparts shall together constitute but one and the
same instrunment.
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IN WTNESS WHERECF, the parties hereto have duly executed or
caused to be duly executed this Agreenent as of the dates indicated.

THE GOLDVAN SACHS GROUP, | NC.

B

ane:
Title:

Dated: May 7, 1999

[ Signature Page 1 and Signature Page 2 Fol | ow
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EXH BI T 10. 28

| NDEMNI FI CATI ON AGREEMENT

) THI' S | NDEMNI FI CATI ON AGREEMENT (this "Agreenent") is nmade and entered
into as of the 7th day of My, 1999, by and between The Gol dman Sachs G oup,
Inc., a Delaware corporation ("GS Inc.") and each of the Indemitees |isted on
the signature pages to this agreement (each, an "Indemitee", and collectively,
the "I ndemitees™) as such signature pages nay be anended and suppl enented from
tinme to tine.

W TNESSETH

~ WHEREAS, GS Inc. has becone part{ to a plan for the incorporation of
t he business of The Gol dman Sachs Goup, L.P. ("GS Group"”) and the related
reorgani zati on of the business of GS Group, which plan was approved by The

Gol dman Sachs Corporation ("GS Corp.") in its capacity as general partner of GS
G oup and by the Schedule Il Limted Partners of GS Group in March 1999 (such
pl an of incorporation together with all exhibits thereto as it or they nay be
anended fromtime to time, the "Plan of Incorporation");

WHEREAS, as part of the Plan of |ncorporation, GS Inc. has filed and
proposes to file reglxstratl on statements (the "Registration Statenents”) with
the Securities and chanEe Conmi ssion for the public offering and sal e of
shares of its comopn stock (including shares issuable in connection with
enpl oyee benefit plans) and debt securities (including mediumtermnotes);



~ WHEREAS, GS Inc. has requested and will request certain of the o
I ndemmi tees to execute the Registration Statements in the capacity or capacities
listed and to be listed in such Registration Statenents; and

] WHEREAS, each Indemitee is or was one or nore of the following: (i) an
officer or director of GSInc., (ii) an officer or director of GS Corp., (iil) a
Berson requested or authorized bY the board of directors or a person authorized

y the board of directors of GSInc. or GS Corp. to take actions on behalf of GS

Goup, GSlInc. or GS Corp. in connection with the Registration Statenents or the
Pl an of | ncorporation or &%v? a menber of the Managenent Committee or
Partnership Committee of nc. or the former Executive Conmittee of GS G oup

NOW therefore, in consideration of each Indemitee’ s acting and
agreeing to act in the capacities referred to above, and for other good and
val uabl e consi deration, the receipt and sufficiency of which are hereby
acknow edged, the parties do hereby agree as foll ows:

1. Ceneral. GSlInc. (A wll indemify and hol d harnl ess each
I ndemmi t ee agai nst any Losses (as hereinafter defined), joint or several, to
whi ch such I ndemitee may become subject, under the Securities Act of 1933, as
amended (the "Act") or otherw se, insofar as such Losses (or actions in respect
thereof) arise out of or are based upon an untrue statement or alleged untrue
statenent of a material fact contained in the Registration Statenents or any
related Rule 462(b) Registration Statenents or any prelimnary prospectus or
prospectus conprising a part thereof, or any
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amendnment or supplement thereto, or arise out of or are based upon the om ssion
or alleged onmission to state therein a material fact required to be stated
therein or necessary to nake the statements therein not m sleading; provided,
however, that GS Inc. shall not be liable in any such case to the extent that
any such Losses arise out of or are based upon an untrue statement or alleged
untrue statement or omission or alleged omission relating to such | ndemnitee
made in any prelimnary Prospectus, any registration statement or any prospectus
or any amendnent or supplenent in reliance upon and in conformity with witten
i nformation relatlnﬂ to such Indemitee furnished to GS Inc. by such Indemitee
expressly for use therein; and (B) will indemify and hold harnl ess each

I ndemmi t ee agai nst any Losses (or actions in respect thereof) which otherw se
arise out of or are based upon or asserted against such Indemitee in connection
with such Indemitee’s acting in the capacities referred to above in connection
with the transactions contenplated by the Plan of Incorporation, except to the
extent any such Losses referred to in this clause (B) arise out of or are based
upon the type of conduct for which (x) a director would not be exenpt from
ltability or (y) the indemification of a director would be Iimted in respect
of such Losses, in the case of (x) and (y%, wi thin the nmeaning of Article

Twel fth of the Anended and Restated Certificate of Incorporation of GS Inc. or
Section 102(b)(7) of the Del aware General Corporation Law (whether or not such
Indermitee is a director).

Not wi t hst andi ng t he foregoing provisions of this Section 1, GS Inc. and

each Indemitee agree that insofar as indemification for liabilities arising
under the Act
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na¥_be permtted under this Agreenent to an Indemitee who is a director
officer or controlling person of GSInc., in the event that a claimfor

i ndemi fication against such liabilities is made by such an I ndemitee (other
than the paynent by GS Inc. of expenses incurred or paid by such Indemitee in
t he successful defense of any action, suit or proceeding) in connection with a
Regi stration Statement, GS Ihc. will, unless in the opinion of its counsel the
matter has been settled by control!ingmﬁrecedent, submit to a court of
appropriate jurisdiction the question whether such indemification bY itis
agai nst public policy as expressed in the Act, and GS Inc. and such Indemitee
w1l be governed by the final adjudication of such question.

) 2. Losses. As used in this Agreenent, the term "Losses" shall include,
wi thout limitation, damages, |osses, clains, judgnents, liabilities, fines,

enal ties, excise taxes, settlenents, and costs, attorneys’ fees, accountants’

ees, and di sbursenents and costs of attachnment or similar bonds, investigation
costs, defense preparation costs, costs of preparing for and presenting evi dence
or testinony, and any expenses of establishing a right to indemification under
this Agreenent. The term "Losses" shall not include taxes except to the extent
taxes are inposed in respect of paynents otherw se nmade pursuant to this
Agreenment, in which case such Indemitee’s Losses shall 1nclude an anount not
greater than the net taxes paxable (taking into account anK deductions or other
tax benefits available to such Indemitee as a result of the Losses in respect
of which such paynent is nade).



3. Enforcenment. Subject to the provisions of the second paragraph of
Section 1 hereof, if a claimor request K an I ndemitee under this Agreenent is
not paid by GSInc. or on its behalf, within thirty §30) days after a witten
claimor request has been received b% GS Inc. and, i apPIicabIe, t he
affirmation in Section 5 hereof has been received by GS Inc., such Indemitee
may at any time thereafter commence an arbitration proceeding in accordance with
Section 9 hereof against GS Inc. to recover the unpaid anount of the claimor
request and, if successful in whole or in part, such Indemitee shall be
entitled to be paid also the expenses of prosecuting such proceeding. It shal
be a defense to any such proceeding (other than a proceedi ng comrenced to
enforce a claimfor expenses incurred in defending any actual or threatened
proceeding in advance of its final disposition where the required affirmation
and undertaking, if any is required, have been tendered to Inc.) that such
I ndemmi t ee has not met the standards of conduct for GS Inc. to indemify such
I ndemrmi tee herein for the amount cl ai med, but the burden of provin% such defense
shall be on GS Inc. Neither the failure of GS Inc. (including its Board of
Directors, |egal counsel or sharehol ders) to have made a determnination prior to
t he conmencenent of such proceeding that indemification of such Indemitee is
proper in the circunstances because such Indemitee has net the apBIicabIe
standard of conduct set forth herein, nor an actual determnination GS Inc.
(including its Board of Directors, |egal counsel or shareholders? that such
I ndemrmi tee has not net such applicabl e standard of conduct, shall be a defense
to the Broceedlng or create a presunption that such I ndemmitee has not net the
appl i cabl e standard of conduct.
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4. Partial Indemification. If an Indemitee is entitled under any
provision of this Agreenent to indemification by GS Inc. for some or a portion
of any Losses, but not for the total amount thereof, GS Inc. shall neverthel ess
i ndemni fy such Indemitee for the portion of such Losses to which such
Indemmitee is entitled.

5. Expenses. Expenses incurred by an Indemitee in connection with any
proceedi ng shall be paid by GS Inc. upon request of such Indemitee that GS Inc.
pay such expenses, but onl¥ upon recel pt by GSInc. of (i) a witten affirmation
of such Indemitee’s good faith belief that the applicable standard of conduct
necessary for indemiftication by GS Inc. has been nmet, (ii) a witten
undert aki ng by or on behal f of such Indemmitee to reinburse GS Inc. for expenses
if and to the extent that it is ultimately determ ned that the applicable
standard of conduct has not been net and (iii) satisfactory evidence of the
anount of such expenses.

o 6. Notice of Claim Each Indemitee shall pronptly notify GS Inc. in
mwltlng of an% cl ai m agai nst such Indemitee for which indemification will or
coul d be sought under this Agreenent. In addition, each Indemitee shall give GS
Inc. such information and cooperation as it nmay reasonabIY require and as shal
be within such Indemitee’s power and at such times and places as are not unduly
burdensone for such | ndemitee

7. Defense of aim Wth respect to any proceeding as to which an
I ndemitee notifies GS Inc. of the commencenent thereof:

(a) GSInc. will be entitled to participate at its own
expense,;
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(b) subject to Section 7(c) hereof, GS Inc. shall not, in
connection with any proceeding or related proceedings in the sane
{prlsdlctlon agai nst any Indemitee and any other |Indemitees, be

iable to such I ndemitee and such other Indemitees for the fees and
expenses of nore than one separate law firm (in addition to a single
firmof |ocal counsel);

) (c) except as otherw se provided below, to the extent that it
may wi sh, GS Inc. will be entitled to assunme the defense thereof, with
counsel reasonably satisfactory to such Indemitee, which in GSlInc.’'s
sol e discretion may be regular counsel to GS Inc. and may be counsel to
ot her Indemitees. The Indemitees also shall have the right to enpl oy
one separate counsel for such Indemitees in such action, suit or_
proceedlnP if such Indemitees reasonably conclude that if they did not
there would be a conflict of interest between GS Inc. and such
I ndemmi t ees, and under such circunstances the fees and expenses of such
counsel shall be paid by GS Inc.; and

(d) GSInc. shall not be liable to indemify an | ndemitee
under this Agreenent for any anounts paid in settlenent of any action
or claimeffected without GS Inc.’s witten consent. GS Inc. shall not
settle any action or claimin any manner which would i npose any cost or
limtation on an Indemitee without such Indemmitee’s witten consent.
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Neither GS Inc. nor an Indemitee will unreasonably w thhold or del ay
its consent to any proposed settlenent.

8. Non-exclusivity. The right to indemification and the Paynent of
expenses incurred in defending a proceeding in advance of its final disposition
conferred in this Agreement shall not be exclusive of or affected in any way by
any other right which an Indemitee may have or hereafter may acquire under any
statute, certificate of incorporation, by-laws, agreenent, arrangenent,
resolution or instrunent providing indemification or expense paynent, except

t hat an% paynments otherwi se required to be made by GS Inc. hereunder shall be
offset by any and all ampunts received by an Indemitee from any other

i ndemmi tor or under one or nore liability insurance policies naintained by an

i ndemmi tor or otherw se and shall not be duplicative of any other paynents
received by an Indemitee fromGS Inc. in respect of the matter giving rise to
the indemity hereunder. Wen an Indemitee is entitled to i ndemification
expense advancenent or reinbursement under this Instrunent and any other
agreenent, arrangenent, resolution or instrument of GS Inc. or The Gol dman Sachs
C?ouP, L.P., the Indemitee nay_choose to pursue its rights under one or nore,
but less than all, of such applicable agreenents, arrangenents, resolutions or
instrunents, in which case such Indemitee need only conply with the standards
and ﬁrpcedures of the agreenents, arrangenents, resolutions or instrunents under
which it chooses to pursue its rights. Wthout linmiting the foregoing, the
rights of any indemmified person under the resolution of the Executive Conmittee
of GS G oup, adopted on May 12, 1997 (the "Resol ution")
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shall remain in full force and effect insofar as an indemified person has any
rights thereunder with respect to the acts, omi ssions and status of such person
through the date of this Agreement. The execution and delivery of this

I nstrument shall constitute notice, effective as of the date of this Instrunent,
that the Resolution is rescinded insofar as it relates to the acts, omni ssions
and status of such person after the date of this Instrunent.

) 9. Arbitration. (aLSubject to the provisions of the second paragraph of
Section 1 and Section 9(b) hereof, any dispute, controversy or claimbetween an
Indemmitee and GS Inc. arising out of or relating to or concerning the

provi sions of this Agreement shall be finally settled by arbitration in New York
Gty before, and in accordance with the rules then obtaining of, the New York

St ock Exchange, Inc. ("NYSE') or, if the NYSE declines to arbitrate the matter
the American Arbitration Association (the "AAA") in accordance with the
commercial arbitration rules of the .

] ] (b) Notwithstanding the provision of Section 9(a) and in addition to
its right to submit any dispute or controversy to arbitration, GS Inc. may bring
an action or special proceeding in a state or federal court of conpetent
jurisdiction sitting I1n the State of Del aware, whether or not an arbitration
proceeding has theretofore been or is ever initiated, for the purpose of
tenporarily, preliminarily or permanently enforcing the ﬁrOV|S|ons of this
Agreenment or to enforce an arbitration award, and, for the purposes of this
Section 9(b), each Indemmitee (i) expressly consents to the application of
Section 9(c) hereof to any such action or proceeding, (ii) agrees that proof
shal |l not be required that
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monet ary damages for breach of the provisions of this Agreenent woul d be
difficult to calculate and that renedies at |aw woul d be inadequate and (iii)

i rrevocabl y appoints each General Counsel of GS Inc., c/o The rporation Trust
Conpany, Corporation Trust Center, 1209 Orange Street, WI nmington, Del aware
19801 as_such Indemitee’s agent for service of process in connection with any
such action or proceeding, o shall pronptly advise such | ndemitee of any such
service of process.

(cb (i%IEACH | NDEMNI TEE HEREBY | RREVOCABLY SUBM TS TO THE
EXCLUSI VE JURI SDI CTI ON OF ANY STATE OR FEDERAL COURT LOCATED I N THE
STATE OF DELAWARE OVER ANY SUI T, ACTI ON OR PROCEEDI NG ARI SI NG OUT OF OR
RELATI NG TO OR CONCERNI NG THI S AGREEMENT THAT |'S NOT OTHERW SE

ARBI TRATED ACCORDI NG TO THE PROVI SI ONS OF SECTI ON 9(a) HEREOF. This

i ncludes any suit, action or proceeding to conpel arbitration or to
enforce an arbitrati on award. The parties acknow edge that the forum
designated by this Section 9(c) has a reasonable relation to this
Agreement, and to the parties’ relationship with one another

Not wi t hst andi ng the foregoing, nothing herein shall preclude GS Inc.
fron1br|n?|ng any action or proceeding in any other court for the

pur pose of enforcing the provisions of this Section 9.

(i|% The agreenent of an Indemitee as to forumis independent
of the law that may be applied in the action, and each Indemitee
agrees to this forumeven if the forummay under applicable | aw choose
to apply non-forumlaw Each Indemitee hereby waives, to the fullest
extent permitted by applicable | aw, any
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obj ecti on which such I ndemmitee now or hereafter may have to persona
jurisdiction or to the laying of venue of any such suit, action or
proceeding in any court referred to in Section 9(c)(i). The parties
undertake not to conmmence any action arising out of or relatln% to this
Agreenent in any forumother than the forumdescribed in this Section

9 c?: The parties agree that, to the fullest extent pernitted by
applicable law, a final and non-appeal abl e {udgnent In any such suit,
action or proceeding in any such court shall be conclusive and bindi ng
upon the parties.

10. Binding Effect. This Agreenent shall be binding upon and inure to
the benefit of and be enforceable by the parties hereto and their respective
successors, assigns (including any direct or indirect successor by nerger or
consolidation), heirs, executors and adninistrators.

11. GOVERNING LAW THI S AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED | N
ACCORDANCE W TH, THE LAWS OF THE STATE OF DELAWARE, W THOUT REGARD TO PRI NCl PLES
OF CONFLI CTS OF LAWS.

12. Amendnent. Each party understands that fromtine to tine certain
ot her persons naK become I ndemitees and certain Indemitees will cease to be
Indermitees to the extent provided in this Section 12. Accordingly, this
Agreenent may be anmended by action of GS Inc. fromtine to tinme to add
addi tional |ndemitees, w thout the apProvaI of any other person other than such
proposed | ndemitees, each of whom shall execute a counterpart of the signature
page of this Agreenent. This
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Agreenment may al so be anended by action of GS Inc. and wi thout the approval of
any other person to renpve an I ndemitee; provided that such anmendnent shall not
be effective unless GS Inc. has provided 30 days prior witten notice to the

I ndemmi tee and, in any event, such anendnent shall not affect any rights of such
Indermitee to be indemified in respect of Losses associated with the acts,

om ssions or status of such Indemitee through the effective date of such

term nation (including the right to subsequent indemification and expense
advancenent and rei nbursenent relating to such acts, om ssions or status).

) 13. Vaiver of Breach. The failure or delay of a Party at any time to
require performance b¥ any other party of any provision of this Agreenent, even
i f known, shall not affect the right of such party to require performance of
that provision or to exercise anK ri ght, power, or renedy hereunder, and any
wai ver by any party of any breach of any provision of this Agreement shall hot
be construed as a waiver of any_cpntan|nP or succeedi ng breach of such
provision, a waiver of the provision itself, or a waiver of any right, power, or
remedy under this Agreenment. No notice to or demand on any party in any case
shall, of itself, entitle such party to other or further notice or demand in
simlar or other circunstances.

14. Severability. GS Inc. and each I ndemmitee agree that the agreements
and provisions contained in this Agreenent are severable and divisible, that
each such agreement and provi sion does not depend qun any ot her provision or
?greﬁnent for its enforceability, and that each such agreenent and provision set

ort
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herein constitutes an enforceable obligation between GS Inc. and such

I ndemmi tee. Consequently, GS Inc. and each Indemitee hereto agrees that neither
the invalidity nor the unenforceability of any provision of this Agreenent shal
af fect the other provisions hereof, and this Agreenent shall remain in ful

force and effect and be construed in all respects as if such invalid or
unenforceabl e provision were onmitted.

15. No Presunption. The termination of any action, suit or proceeding
by judgnent, order, settlenment, conviction, or upon a plea of nolo contendere or
its equivalent, shall not, of itself, create a presunption that an Indemitee
did not neet the applicable standard of conduct for indemification under this
Agr eenent .

16. Notices. Any comuni cation, demand or notice to be given hereunder
will be duly given when delivered in witing by hand or first class mail to GS
Inc. at its principal executive office or to an Indemmitee at its |ast address
appearing in the business records of GS Inc. (or to such other addresses as a
party nmay designate by witten notice to GSInc.).

~17. No Assignnents. No Indemmitee may assign its rights or obligations
under this Agreement without the prior witten consent of GS I nc.

18. No Third Party Rights. Nothing expressed or referred to in this
Agreenment will be construed to give any person other than the parties to this
Aﬂreenent any |legal or equitable right, remedy or claimunder or with respect to
this Agreenment or an% provision of this Agreenent. This Agreenent and all of its

e

provisions are for t sol e
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and excl usive benefit of the parties to this Agreenment and their successors and
perm tted assigns.

19. Counterparts. This Agreenent nay be executed in any nunber of

counterparts, each of which shall be deemed an original, but all such
counterparts shall together constitute but one and the same instrunent.
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IN WTNESS WHERECF, the parties hereto have entered into this Agreenent
as of the date first witten above.

THE GOLDVAN SACHS GROUP, | NC.

By:
ane:
Title:
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| NDEMNI TEES:
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Exhi bit 10. 44

| NDEMNI FI CATI ON AGREEMENT

THI' S | NDEMNI FI CATI ON AGREEMENT (this "Agreenent") is nade and
entered into as of the 9th day of Novenber 1999, by and between The Col dman
Sachs Group, Inc., a Delaware corporation ("GS Inc."), and each of the
I ndemi tees listed on the_5|Pnature pages to this Agreement (each, an
"I ndemmi tee", and collectively, the "Indemitees") as such signature pages may
be anended and supplemented fromtinme to time pursuant to the terns of this
Agr eenent .

W TNESSETH

) WHEREAS, GS Inc. has filed and proposes to file registration
statenents with the Securities and Exchange Conmi ssion under the Securities Act
of 1933 (the "Securities Act") for the public offering and sale of securities of
GS Inc., which securities nar i nclude shares of its common stock (includin
shares to be sold by stockholders of GS Inc. or issuable in connection wit
enpl oyee benefit plans), debt securities (including mediumtermnotes),
warrants, preferred stock and/or any other securities of GS Inc. approved by, or
pursuant to action of, the Board of Directors of GS Inc.

WHEREAS, GS Inc. has in the past requested and will in the
future request certain of the Indemitees to execute registration statenents in
the capacity or capacities listed, or to be listed, in registration statenents
and to take actions in connection with registration statenents; and

) ) VWHEREAS, each Indemitee is one of the following: (i) an
officer or director of GSInc. or (ii) a person requested or authorized by the
Board of Directors of GS Inc. or any commttee thereof to take actions on behal f
of GSInc. in connection with a registration statenent.

] NOW therefore, in consideration of each Indemitee’s acting
and agreelng to act in the capacities referred to above, and for other good and
val uabl e consi deration, the receipt and sufficiency of which are hereby
acknow edged, the parties hereby agree as foll ows:

] ] 1. Ceneral. GSInc. will indemify and hold harnl ess each
I ndemmi t ee agai nst any Losses (as hereinafter defined), joint or several, to
whi ch such I ndemitee may become subject, under the Securities Act or otherwi se,
i nsofar as such Losses (or actions in respect thereof) arise out of or are based
upon an untrue statenent or alleged untrue statenent of a material fact
contained in any Registration Statement (as defined below) or any prelimnary
prospectus, prospectus, or prospectus supplenent conprising a part thereof or
relating thereto, or any amendment or supplenent to any of the foregoing
docunents (collectively, the "Ofering Documents") or any untrue or alleged
untrue oral statenent relating to any offering contenplated by any Ofering



Docunent, or arise out of or are based upon an om ssion or alleged om ssion to
state in any O fering Docunent or such oral statement a nmaterial fact required
to be stated therein or necessary to nake the statements in any O fering
Docunent or such oral statenment not m sl eading; provided, however, that GS Inc.
shall not be liable in any such case to the extent that any such Losses arise
out of or are based upon an untrue statement or alleged untrue statement or

om ssion or alleged omission relating to such Indermmitee made in any Offering
Docunent or such oral statement in reliance upon and in conformty with witten
i nformation relatinﬂ to such Indemitee furnished to GS Inc. by such Indemitee
expressly for use therein. "Registration Statenent” neans any registration

st at enent preV|pusIY filed or hereafter filed by GS Inc. under the Securities
Act on any applicable fOfﬁ\(InC|UdIn% Forms S-8 and 5-4? for the registration of
any securities of GS Inc. under the Securities Act, including, wthout
limtation, debt and equity securities, guarantees, back-up undertakings,
rights, warrants and options and interests in enployee benefit plans, and shal

i ncl ude any anmendnment, post-effective or otherw se, thereto and any rel ated
registration statement filed pursuant to Rule 462 under the Securities Act.

Not wi t hst andi ng t he foregoing provisions of this Section 1, GS
Inc. and each Indemnitee agree that insofar as indemification for liabilities
arising under the Securities Act may be pernmitted under this Agreement to an
Indermitee who is a director, officer or controlling person of GSInc., in the
event that a claimfor indemification against such li1abilities is nmade by such
an | ndemitee (other than the Paynent by GS Inc. of expenses incurred or paid by
such Indemitee in the successtul defense of any action, suit or proceeding) in
connection with a Registration Statenment, GS Inc. will, unless in the opinion of
its counsel the matter has been settled by controlling precedent, subnmt to a
court of appropriate jurisdiction the question whether such indemification by
it is against public Bollcy as expressed in the Securities Act, and GS Inc. and
such Indemitee will be governed by the final adjudication of such question

2. Losses. As used in this Agreenent, the term "Losses" shal
i nclude, without limtation, damages, |osses, clainms, judgments, liabilities,
fines, penalties, excise taxes, settlements, and costs, attorneys’ fees,
accountants’ fees, and di sbursements and costs of attachment or sinilar bonds,
i nvestigation costs, defense preparation costs, costs of preparing for and
presenting evidence or testinony, and any expenses of establishing a right to
I ndemmi fication under this Agreenent. The term "Losses"” shall not include taxes
except to the extent taxes are inposed in respect of payments otherw se made
pursuant to this Agreement, in which case such Indemmitee’s Losses shall include
an anount not greater than the net taxes payable (taking into account any
deductions, credits or other tax benefits available to such Indemitee as a
result of the Losses in respect of which such paynent is nmade and the payment of
the taxes inposed in respect of such payment).
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3. Enforcenent. Subject to the provisions of the second ]
paragraph of Section 1 hereof, if a claimor request_bx_an I ndemrmi tee under this
Agreement is not paid by GSInc. or on its behalf, within thirty (30) days after
a witten claimor request has been received by GS Inc. and, if applicable, the
witten undertaking in Section 5 hereof has been received by GS Inc., such
I ndermitee may at any tine thereafter commence an arbitration proceeding in
accordance with Section 9 hereof against GS Inc. to recover the unpaid amount of
the claimor request and, if successful in whole or in part, such |ndemitee
shall be entitled to be paid also the expenses of prosecuting such proceeding.

4. Partial Indemification; Contribution. If an Indemitee is
entitled under any Provision of this Agreenent to indemification by GS Inc. for
some or a portion of any Losses, but not for the total anount thereof, GS Inc.
shal | neverthel ess i ndemify such Indemmitee for the portion of such Losses to
whi ch such Indemitee is entitled. If the indemification provided for in this
Agreenent is insufficient or unavailable for any reason, GS Inc. shal
contribute to relevant Losses to the maxi numextent pernmitted by | aw

5. Expenses. Expenses incurred by an Indemitee in connection
wi th any proceeding shall be paid by GS Inc. upon request of such Indemitee
that GS Inc. paz such expenses, but only upon receipt by GSInc. of (i) a
written undertaking by or on behalf of such Indemitee to reinburse Inc. for
expenses if and to the extent that it is ultimtely determ ned that such
i ndemi fication is not permtted by the Securities Act (and that contribution is
unavail able with respect to such paynents) and (ii) satisfactory evidence of the
amount of such expenses.

) o 6. Notice of Jaim Each Indemitee shall pronptly notify GS
Inc. in MW|t|ng of anK cl ai m agai nst such Indemitee for which indemification
will or could be sought under this Agreenent. In addition, each |ndemitee shal
give GS Inc. such informati on and cooperation as it may reasonably require and
as shall be within such Indemitee’s power and at such times and places as are
not unduly burdensone for such I ndemitee.

] 7. Defense of Claim Wth respect to any proceeding as to
which an Indemitee notifies GS Inc. of the comencenent thereof:

(a) GSInc. will be entitled to participate at its own
expense,;

(b) subject to Section 7(c) hereof, GS Inc. shall not, in
connection with any proceeding or related proceedings in the sane
iur|sd|ct|on agai nst any Indemitee and any other |Indemitees, be

iable to such I ndemitee and such other Indemitees for the fees and
expenses of



nmore than one separate law firm (in addition to a single firmof |oca
counsel );

) (c) except as otherw se provided below, to the extent that it
may wi sh, GS Inc. will be entitled to assunme the defense thereof, with
counsel reasonably satisfactory to such Indemitee, which in GSlInc.’'s
sol e discretion may be regular counsel to GS Inc. and nmay be counsel to
ot her Indemitees. The Indemitees also shall have the right to enpl oy
one separate counsel for such Indemitees in such action, suit or_
proceedlnP if such Indemitees reasonably conclude that if they did not
there would be a conflict of interest between GS Inc. and such
I ndemmi t ees, and under such circunstances the fees and expenses of such
counsel shall be paid by GS Inc.; and

(d) GSInc. shall not be liable to indemify an | ndemitee
under this Agreenent for any anounts paid in settlenent of any action
suit or proceeding effected without GSInc.”s witten consent. GS Inc.
shall not settle any action, suit or proceeding in any manner which
woul d i npose any cost or linmtation on an Indemitee or would adnit
fault by an Indemitee w thout such Indemitee’s witten consent. No
Indemi tee shall settle any action, suit, or proceeding wthout the
prior witten consent of GS Inc. Neither GS Inc. nor an Indemitee wll
unreasonably wi thhold or delay its consent to any proposed settl enent.

8. Non-exclusivity. The right to indemification and the
paynment of expenses incurred in defending a Proceeding in advance of its fina
di sposition conferred in this Agreement shall not be exclusive of or affected in
any way by any other right which an Indemitee may have or hereafter nay acquire
under any statute, certificate of incorporation, by-laws, agreenent,
arrangenent, resolution or instrunent providing indemification or expense
ayment, except that any paynents otherwi se required to be made by GS Inc.
ereunder shall be offset by any and all anpunts received by an Indemitee from
any other indemitor or under one or nore liability insurance policies
mai nt ai ned by an i ndemitor or otherw se and shall not be duplicative of any
ot her paynents received by an Indemitee fromGS Inc. in respect of the matter
giving rise to the indemity hereunder. Wen an Indemitee is entitled to
Irndemi fi cati on, expense advancenent or reinbursenent under this Instrunment and
any other agreenment, arrangenent, resolution or instrunent of GS Inc., the
I ndermi t ee may choose to pursue its rights under one or nore, but |ess than all
of such applicable agreenents, arrangenents, resolutions or iInstrunents, in
whi ch case such Indemitee need only conply with the standards and procedures of
the agreenents, arrangenents, resolutions or instruments under which it chooses
to pursue its rights.



9. Arbitration

] (a) Subject to the provisions of the second paragraph of
Section 1 and Section 9(b) hereof, any dispute, controversy or claim
between an I ndemmitee and GS Inc. arising out of or relating to or
concerning the provisions of this Agreenent shall be finally settled by
arbitration in New York City before, and in accordance with the rules
then applying of, the New York Stock Exchange, Inc. ("NYSE"') or, if the
NYSE declines to arbitrate the matter or the matter is not otherw se
arbitrable before it, the Anerican Arbitration Association Sthe " AAA")
in accordance with the comrercial arbitration rules of the .

o (b)_hbtm@thstanding the provision of Section 9(a) and in
addition to its right to subnit any dispute or controversy to
arbitration, GS Inc. may bring an action or special proceeding in a
state or federal court of conpetent jurisdiction sitting in the State
of Del aware, whether or not an arbitration proceeding has theretofore
been or is ever initiated, for the purpose of tenporarily,
preliminarily or permanently enforcing the provisions of this Agreenent
or to enforce an arbitration award, and, for the purposes of this
Section 9(b), each Indemitee (i) expressly consents to the application
of Section 9(0? hereof to any such action or proceeding, (ii) agrees
that proof shall not be required that nonetary damages for breach of
the provisions of this Agreement would be difficult to calculate and
that renedies at |aw wul d be inadequate and (iii) irrevocably appoints
each CGeneral Counsel of GS Inc., c/o The Corporation Trust Conpany,
Corporation Trust Center, 1209 Orange Street, WI m ngton, Del aware
19801 as such Indemitee’s agent for service of process in connection
with any such action or proceeding, who shall pronptly advise such

I ndermi t ee of any such service of process.

(CL (i%IEACH | NDEWMNI TEE HEREBY | RREVOCABLY SUBM TS TO THE
EXCLUSI VE JURI SDI CTI ON OF ANY STATE OR FEDERAL COURT LOCATED IN THE
STATE OF DELAWARE OVER ANY SUI T, ACTI ON OR PROCEEDI NG ARI SI NG QUT CF OR
RELATI NG TO OR CONCERNI NG THI S AGREEMENT THAT IS NOT OTHERW SE

ARBI TRATED ACCORDI NG TO THE PROVI SI ONS OF SECTI ON 9(a) HERECF. This

i ncludes any suit, action or proceeding to conpel arbitration or to
enforce an arbitration award. The parties acknow edge that the forum
designated by this Section 9(c) has a reasonable relation to this
Agreenent, and to the parties’ relationship with one another

Not wi t hst andi ng the foregoing, nothing herein shall preclude GS Inc.
fron1br|n?|ng any action or proceeding in any other court for the
pur pose of enforcing the provisions of this Section 9.
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(||L The agreement of an Indemitee as to forumis independent
of the law that may be applied in the action, and each | ndemitee
agrees to this forumeven if the forum may under applicable |aw choose
to apply non-forumlaw Each |Indemitee hereby waives, to the fullest
ext ent ﬁernltted by applicable | aw, any objection which such | ndemitee
now or hereafter may have to personal jurisdiction or to the |laying of
venue of any such suit, action or proceeding in any court referred to
in Section 9(c)(i). The parties undertake not to commrence an% action
arising out of or relating to this Agreenment in any forum other than
the forumdescribed in this Section (CL. The parties agree that, to
the fullest extent permitted by applicable |law, a final and ]

non- appeal abl e iudgnent in any such suit, action or proceeding in any
such court shall be concl usive and bi ndi ng upon the parties.

10. Binding Ef fect. This Agreenent shall be bindi ng upon and
inure to the benefit of and be enforceable by the parties hereto and their
respective successors, assigns (including any direct or indirect successor by
merger or consolidation), heirs, executors and adni nistrators.

11. GOVERNI NG LAW THI S AGREEMENT SHALL BE GOVERNED BY AND
CONSTRUED I N ACCORDANCE W TH, THE LAWS OF THE STATE OF DELAWARE, W THOUT REGARD
TO PRI NCI PLES OF CONFLI CTS OF LAWS.

12. Amendnent. Each party understands that fromtinme to tine
certain other persons may becone Indemitees and certain Indemitees will cease
to be Indemitees to the extent provided in this Section 12._Accordingly, this
Agreenent may be anmended by action of GSInc. fromtinme to time to ad
additional |ndemitees, without the approval of any other person other than such
proposed additional Indemitees, each of whom shall execute a counterBart of the
signature page of this Agreement. This Agreenment may al so be anended by action
of GS Inc. and wi thout the approval of any other person to renove an |ndemitee;
provi ded that such amendnent shall not be effective unless GS Inc. has provided
30 days prior witten notice to the Indemmitee and, in any event, such amendnent
shal | "not affect any rights of such Indemitee to be indemified in respect of
Losses associated with the acts, onmissions or status of such I ndemitee through
the effective date of such termnation (including the right to subsequent
i ndemmi fi cati on and expense advancenent and rei nbursement relating to such acts,
oni ssions or status).

) ) 13. Waiver of Breach. The failure or delay of a party at any
tinme to require performance br any other party of any provision of this
Agreenent, even 1 f known, shall not affect the right of such party to require
ﬁerfornance of that provision or to exercise any right, power, or rened ]

ereunder, and any wai ver by any party of any breach of any provision of this
Agreenment shall not be construed as a waiver of any
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continui ng or succeedi ng breach of such provision, a waiver of the provision
itself, or a waiver of any right, power, or remedy under this Agreenent. No
notice to or denmand on any party in any case shall, of itself, entitle such
party to other or further notice or demand in sinilar or other circunstances.

14. Severability. GS Inc. and each |ndemnitee agree that the
agreenents and provisions contained in this Agreenent are severable and
divisible, that each such agreenment and provision does not depend upon any ot her
provi sion or agreement for Its enforceablllt¥, and that each such agreenment and
provision set forth herein constitutes an enforceabl e obligation between GS Inc.
and such I ndemitee. Consequently, GS Inc. and each Indemmitee hereto agrees
that neither the invalidity nor the unenforceability of any provision of this
Agreenment shall affect the other provisions hereof, and this Agreenent shal
remain in full force and effect and be construed in all respects as if such
i nvalid or unenforceable provision were onitted.

15. Notices. Any communi cation, demand or notice to be given
hereunder will be duly given when delivered in witing by hand or first class
mail to GSInc. at its principal executive office or to an Indemitee at its
| ast address appearing in the business records of GS Inc. (or to such other
addresses as a party nmay designate by witten notice to GSInc.).

] ~16. No Assignnents. No Indemitee may assign its rights or
del egate obligations under this Agreenent w thout the prior witten consent of
GSIEnc.dAny_SSS|gnnent or delegation in violation of this Section 16 shall be
nul I and void.

] ~17. No Third Party Rights. Nothing expressed or referred to in
this Agreenment will be construed to give any person other than the parties to
this Agreenent any |legal or equitable right, remedy or claimunder or with
respect to this Agreement or anK provi sion of this Agreenent. This Agreenent and
all of its provisions are for the sole and exclusive benefit of the parties to
this Agreenent and their successors and permtted assigns.

18. Counterparts. This Agreenent may be executed in any nunber

of counterparts, each of which shall be deemed an original, but all such
counterparts shall together constitute but one and the same instrunent.

-7-



IN W TNESS WHERECF, the parties hereto have entered into this
Agreenent as of the date first witten above.

THE GOLDVAN SACHS GROUP, | NC.

By: /s/ Gegory K Palm

Nane: Gregory K. Palm
Title: Authorized Person

[ Signatures Continued on Next Page]



| NDEMNI TEES:



Exhi bit 10. 45

January 21, 2000
PERSONAL AND CONFI DENTI AL

Dr. Ruth J. Sinmons

O fice of the President
Smith College Hall, Rm 25
Nor t hanpt on, MA 01063

Dear Ruth:

W are very pleased that you have agreed to join the Board of Directors of The
Gol dman Sachs Group, Inc. ("GSInc.™), and are MWItIn? to set forth the genera
terns of your conpensation as a director. The terms of your conpensation are,
of course, subject to future nodification by the Board.

Your termas a director will conmence on January 21, 2000 and will run through
the 2000 annual neeting of shareholders of GS Inc.: we propose to nominate you
for a three year termrunning through the 2003 annual neeting. You have al so
been el ected a nenber of the Audit mrmittee and the Conpensation Committee.
As conpensation for your services, you will receive:

- a grant upon your appointnent on January 21, 2000 of 3,000 fully vested
restricted stock units ("RSUs") under The Gol dman Sachs 1999 Stock
Incentive Plan (the "SI P");

- $35,000 per year (the "Annual Retainer");

- $15,000 per year for serving on each of the Board conmittees of which you
are a nenber (the "Committee Fees");

- $1,000 for each nmeeting of the Board or of a Board commttee that you
attend (the "Meeting Fees"); and

- an annual grant of 2000 fully vested RSUs (the "Annual RSU G ant").



Dr. Ruth Simmons
Page Two

The Annual Retainer and the Conmittee Fees (as well as the Annual RSU Grant)
will be paid annually in arrears in the formof fully vested RSUs unl ess we
aﬂree otherwi se. The RSUs will provide for delivery of shares of commobn stock on
'Itge !jast business day in May in the year followi ng your retirement fromthe

oar d.

The Meeting Fees are payable in cash and will be paid to you annually in
arrears.

The nunber of shares of RSUs you receive in respect of the Annual Retainer and
the Committee Fees will be determined in the same manner as %rants to enpl oyees.
All RSUs will be subject to the terns and conditions of the SIP and the rel evant
award agreenents.

W have encl osed various docunents in connection with these arrangenments. Pl ease
conpl ete them and sign where indicated and return themto Bob Katz in the
encl osed envel ope. The renmi ning copies are for your records.

Very truly yours,
THE GOLDMAN SACHS GROUP, | NC.
By: /s/ Henry M Paul son, Jr.

Henry M Paul son, Jr.
Chai rman and Chi ef Executive Oficer



Exhibit 11.1
THE GOLDVAN SACHS GROUP, | NC. AND SUBSI DI ARl ES
COVPUTATI ON OF PER SHARE EARNI NGS

<Tabl e>
<Capti on>
ACTUAL PRO FORMA
FOR THE YEAR ENDED
) ~ NOVEMBER 1999
(in mllions, except share
and per share anobunts)
<S> <C <C
Ear ni ngs avail able to conmon
stockholders.......... ... .. . . . . . . . . . .. .. ... $ 2,708 $ 2,550
Wei ght ed- aver age nunber of common shares .. .. 475, 883, 756 475, 378, 473
Effect of dilutive securities:
Restricted stock units..................... 5, 657, 350 5,871, 943
Stock options........ ... .. . ... 4,262, 854 2,675, 639
Dilutive potential conmon shares............. 9, 920, 204 8, 547, 582
Wi ght ed- aver age nunber of common shares
and dilutive potential comon shares....... 485, 803, 960 483, 926, 055
BASI C EARNI NGS PER SHARE. ... ................. $ 5. 69 $ 5. 36
DI LUTED EARNINGS PER SHARE. ... ............... $ 5.57 $ 5.27

</ Tabl e>



THE GOLDVAN SACHS GROUP,

I NC. and SUBSI DI ARI ES

COVPUTATI ON OF RATI OS OF EARNINGS TO FI XED CHARGES

Exhibit 12.1

<Tabl e>
<Capti on>
1999
<S> <C
Net earnings.............ouuiiiinnna.n. $ 2,708
d
(Benefit)/provision for taxes........ (716)
Portion of rents representative of an
interest factor................... 51
I nterest expense on al
indebtedness...................... 12,018
Earnings, as adjusted.................. $14, 061
Fi xed charges
Portion of rents representative of an
interest factor................... $ 51
I nterest expense on al
indebtedness...................... 12,018
Fixed charges.......................... $12, 069
Ratio of earnings to fixed charges..... ___Ifigx

</ Tabl e>

1997 1996

S ($inmilions)
$ 2,746 ) $ 2,399
268 207

29 28

12, 986 11, 160
$16, 029 $13, 794
$ 29 $ 28
12, 986 11, 160
$13, 015 $11, 188
1.23x 1.23x

PRO FORVA

YEAR ENDED

NOVEMBER
1995 1009

< <

$ 1,348 $ 2,550
20 1, 700
29 51
9, 841 12,025
$11, 238 $16, 326
$ 29 $ 51
9, 841 12, 025
$ 9,870 $12, 076
1. 14x 1. 35x




Exhibit 13.1
MANAGEMENT” S DI SCUSSI ON AND ANALYSI S

~CGoldman_ Sachs is a gl obal investnment banking and securities firmthat
p{ledeg a wide range of services worldwide to a substantial and diversified
client base.

Qur activities are divided into two segments:

GLOBAL CAPI TAL MARKETS. This segnent conprises |nvestnent Banking,
whi ch_incl udes Fi nanci al AdViSOVY and Underwriting, and Trading and
Princi pal Investnents, which includes Fixed Incone, Currency and
Commodities (FICC), Equities and Principal Investnents (Principal )
Investments primarily represents net revenues from our nerchant banking
i nvestnents); and

ASSET MANAGEMENT AND SECURI TI ES SERVI CES.  This segment conprises
Asset Management, Securities Services and Conm ssions.

Al references to 1999, 1998 and 1997 refer to our fiscal year ended, or
the date, as the context requires, Novenber 26, 1999, Novenber 27, 1998 and
Novenber 28, 1997, respectively.

When we use the terns "Col dman Sachs,” "we" and "our," we nean, prior to
our conversion to corporate form The Gol dman Sachs Group, L.P., a Del aware
limted partnership, and its consolidated subsidiaries and, after our conversion
to corporate form The CGol dman Sachs Group, Inc., a Delaware corporation, and
its consolidated subsidiaries.

In this discussion, we have included statenments that naK constitute
"forward-|ooking statenents" within the neanin? of the safe harbor provisions of
The Private Securities Litigation Reform Act of 1995. These forward-1 ooking
statements are not historical facts but instead represent only our belief
regarding future events, many of which, by their nature, are inherently
uncertain and beyond our control. These statenents relate to our future plans
and obj ectives, anong other things. By identifying these statenents for You in
this manner, we are alerting ¥ou to the possibility that our actual results nay
differ, possibly materially, fromthe results indicated in these forward-I| ooking
statements. The factors noted bel ow under "-- Results of Operations -- Certain
Factors That May Affect Qur Results of Operations," anpong others, could cause
actual results to differ fromthose in our forward-I|ooking statements.

I NI TI AL PUBLI C OFFERI NG

On May 7, 1999, we converted froma partnership to a corporation and
completed our initial public offering. In that offering, we sold 51,000, 000
shares of common st ock.

BUSI NESS ENVI RONMENT

We operated in a particularly favorabl e business environnment in 1999, as
gl obal equity and many fixed income markets recovered fromthe turbul ent
conditions of the second half of 1998, though government bond narkets in the
United States and Europe experienced a significant rise in yields. The inproved
busi ness environnment provided a positive climate for our investnent banking
activities, as well as for our customer-driven and proprietary trading
activities. Economic and market conditions were also favorable for wealth
greatlon, whi ch contributed positively to growh in our asset managenent

usi nesses.

The macroecononi ¢ environnent in 1999 was particularly healthy in the
United States, where strong econom c grow h and | ow unenpl oynent continued to be
conbined with low | evels of inflation. Major U S. equity markets reached record
| evel s during the year as corporate earnings growmh was strong and activity in
the new i ssues and nergers and acqui sitions arenas increased narkedl¥. The pace
of economic growh and the restoration of nore normal conditions in financia
mar kets pronpted the Federal Reserve to raise interest rates three tines during
the second hal f of 1999, returning interest rates to levels in existence before
the 1998 financial market crisis.

) Eur opean equit% mar kets posted solid gains in 1999 as econonic growth
i mproved and cross-border business conbinations increased to record levels



followi ng the introduction of the European Economi ¢ and Monetary Union (EMJ)
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in January. The new European Central Bank held short-terminterest rates at |ow
| evel s for nost of the year, despite a weakening in the euro against the U S
dollar. In Asia, the econom c recovery in Japan resulted in an appreciation of
the yen versus the U S. dollar and | ed Japanese equity markets higher. Financial
mar ket s t hroughout Asia benefited fromrenewed economc growth in the region

RESULTS OF OPERATI ONS

The conposition of our net revenues has varied over tinme as financial
mar ket s and the scope of our operations have changed. The conposition of net
revenues can al so vary over the shorter termdue to fluctuations in U S. and
gl obal econonic and nmarket conditions. As a result, period-to-period conparisons
may not be meaningful. In addition, Goldman Sachs’ conversion to corporate form
has affected, and will continue to affect, our operating results in severa
significant ways:

1. FORMER PARTNER COMPENSATI ON. As a corporation, paynents for
servi ces rendered by nmanagi ng directors who, prior to our conversion to
corporate form were profit part|C|Pat|ng limted partners are included in
conpensation and benefits expense. |In prior years, these payments were
accounted for as distributions of partners’ capital rather than as
conmpensation and benefits expense. As a result, our 1998 and 1997
compensation and benefits expense understate the cost of doing business in
corporate form

2. ONGO NG STOCK- BASED COVPENSATI ON. As part of conpensation
restricted stock units and other fornms of stock-based conpensati on can be
awarded to enployees. O the total restricted stock units that were granted
at the end of 1999, approximately 50%require future service as a condition
to the delivery of the underlying shares of common stock. In accordance
wi th Accounting Principles Board Opinion No. 25, the restricted stock units
with future service requirenents wll generally be recorded as conpensati on
exPense over the four-year service perirod follow ng the date of grant as
follows: 52% 28% 14% and 6% in years one, two, three and four
respectively.

3. AMORTI ZATI ON OF EMPLOYEE | NI TI AL PUBLI C OFFERI NG AWARDS. W have
recorded, and will continue to record over the five-year vesting period
followi ng the date of grant, noncash expense related to the anortization of
certain restricted stock units awarded to enpl oyees in connection with our
initial public offering. These restricted stock units had a value of $1.76
billion on the date of ?rant,_apprOX|nately 26% of which will be anortized
as a noncash expense, after giving effect to forfeitures, in the 12 nonths
followi ng the date of grant. The remaining 74% of the value of these
restricted stock units will be anortized over the next four years as
follows: 26% 26% 15%and 7%in years two, three, four and Tive
respectively.

4. I NCOVE TAXES. As a corporation, our operating results have
becone, and will continue to be, subject to U S. federal, state and | oca
corporate incone taxes and, therefore, to a higher tax rate than we
incurred as a partnership. Qur effective tax rate for the period from May
7, 1999 to the end of the fiscal year, excluding the effect of nonrecurring
itens, was 40%

For a further discussion of the effect of these itens on our actual and pro

forma operating results, see "-- Qperating Expenses" and "-- Pro Forma Operating
Results" below and the notes to the consolidated financial statenents.

CERTAI N FACTORS THAT MAY AFFECT OUR RESULTS OF OPERATI ONS

As an investnent banking and securities firm our businesses are materially

affected by conditions in the financial markets and econom c conditions

enerally, both in the United States and el sewhere around the world. The

i nanci al markets in the United States and el sewhere have achi eved record or
near record |levels, and the favorabl e business environment in which we have
operated will not continue indefinitely. In the event of a change in market
condi tions, our businesses could be adversely affected in many ways, including
the foll ow ng:

- W generally maintain |arge tradinﬂ and i nvestnent positions, including
mer chant banking investnents, in the fixed incone, currency, commodity
and equity markets, and in real estate and other assets, and we nmay ihcur



significant losses if market fluctuations or volatility adversely affect
the val ue of these positions.

Unf avor abl e financial or economic conditions would likely reduce the
number and size of transactions in which we provide underwiting, nergers
and acquisitions advisory, and other services, and coul d thereby
adversely affect our results of operations.

A mar ket downturn woul d Iikel¥ lead to a decline in the volune of
transactions that we execute for our cus-
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tonmers and, therefore, to a decline in the revenues we receive from
commi ssi ons and spreads. A market downturn could also result in a decline
in the fees we earn for nmanagi ng assets. Mreover, even in the absence of
a mar ket downturn, bel ow market performance by our nutual funds could
result in a decline in assets under managenment and therefore in the fees
we receive

- Concentration of risk in the past has increased the | osses that we have
incurred in our arbitrage, market-nmaking, block trading, underwiting,
and | endi ng busi nesses and may continue to do so in the future. In
particular, in the case of block trading, we expect the trend toward an
Increase in the nunber and size of trades to continue.

- A prolon?ed_narket downturn could inpair our operating results for a |long
period of time. In such a downturn, our revenues nay decline and, if we
merg unabl e to reduce expenses at the same pace, our profit margins woul d
er ode.

If any of the variety of instruments and strategies we utilize to hedge or
ot herwi se nanagﬁ our exposure to various tyﬁes of risk are not effective, we may
i ncur | osses. r hedgi ng strategi es and ot her risk nmanagenent techni ques may
not be fully effective in nltlgatln? our risk exposure in all market o
environnments or against all types of risk, including risks that are unidentified
or unanti ci pat ed.

] _Liquiditr, i.e., ready access to funds, is essential to our businesses. Qur
liquidity could be inpaired by an inability to access the | ong-term or
short-term debt capital markets, an inability to access the repurchase and
securities lending markets, or an inpairnent of our ability to sell assets. CQur
ability to sell assets may be inpaired if other market participants are seeking
to sell sinmlar assets at the same tine. In addition, a reduction in our credit
ratings could adversely affect our liquidity and conpetitive position and
i ncrease our borrow ng costs.

We are exposed to the risk that third parties that owe us noney, securities
or other assets will not performtheir obligations. These parties may default on
their obligations to us due to bankruptcy, lack of liquidity, operationa
failure or other reasons. The ampbunt and duration of our credit exposures have
been increasing over the past several years. In addition, we have al so
experienced, due to conpetitive factors, pressure to extend credit against |ess
liquid collateral and price nore aggressively the credit risks that we take.

Al though we regularly review credit exposures to specific clients and
counterparties and to specific industries, countries and regions that we believe
may present credit concerns, default risk may arise fromevents or circunstances

that are difficult to detect or foresee. In addition, concerns about, or a
default by, one institution could lead to significant liquidity problens, |osses
gr ﬂefaults by other institutions, which in turn could adversely affect Gol dman
achs.
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OVERVI EW
The following table sets forth a summary of our financial results:
FI NANCI AL OVERVI EW

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999(5) 1998 1997

(I'N M LLIONS, EXCEPT PER SHARE AMOUNTS)
<S> <C <C <C
Net FeVENUES. . ... e e e e $13, 345 $8, 520 $7, 447
Pre-tax earnings(1)(2)(3).........covviviien.... 1,992 2,921 3,014
Net earniNgs(2) . ... 2,708 2,428 2,746
Diluted earnings per share........................ 5.57 -- --
Pro forma pre-tax earnings(4)..................... 4,250
Pro forma net earnings(4)......................... 2,550
Pro forma diluted earnings per share(4)........... 5.27
</ Tabl e>

(1) Managenent believes that for periods prior to our conversion to corporate
form the best neasure by which to assess Goldman Sachs’ profitability is
Bre-tax ear ni ngs because, as a partnership, we generally were not subject to

.S. federal or state incone taxes.

(2) Qur pre-tax earnings and net earnings in 1999 were reduced by nonrecurring
itens recognized in connection with our conversion to corporate form For a
further discussion of these nonrecurring itens, see "-- Qperating Expenses"
and "-- Provision for Taxes" bel ow

(3) Qur pre-tax earnings in 1999 reflect paynents for services rendered by
managi ng directors who, prior to our conversion to corporate form were
profit participating limted partners. In prior years, these paynents were
accounted for as distributions of partners’ capital rather than as
conpensation and benefits expense. As a result, these paynents are not
reflected in our operating expenses in 1998 or 1997 and, therefore, the
pre-tax earnings in these years are not conparable with 1999.

(4) Pro forma disclosures reflect the results of Goldman Sachs as if our
conversion to corporate formand related transactions had taken place at the
begi nning of 1999. See "-- Pro Forma QOperating Results" below for a
di scussion of the pro forma adjustnents.

(5) Includes 23 weeks as a partnership and 29 weeks as a corporation

1999 VERSUS 1998. Net revenues were $13.35 billion, an increase of 57%
conpared with 1998. d obal Capital Mrkets experienced significant net revenue
growth in both Trading and Principal |nvestnents, as substantially al
components of the business recovered fromthe global market turnmoil of the
second hal f of 1998, and |nvestnment Banking, ere we benefited from
unprecedented | evels of activity in nmergers and acquisitions and equity new
i ssues worl dwi de. Net revenues in Asset Managenment and Securities Services
i ncreased 16% conpared with 1998, prinarily due to growth in assets under
managenent, increased equities conm ssions and hi gher average custoner bal ances
in securities lending and margi n | endi ng.

Qur net earnings of $2.71 billion, or $5.57 per diluted share, in 1999 were
reduced by $672 million, or $1.38 per diluted share, due to nonrecurring itens
recogni zed in connection with our conversion to corporate form For a further
di scussi on of the nonrecurring charges and benefits affecting our o eratlng
results in 1999, see "-- (Qperating penses" and "-- Provision for Taxes" bel ow

1998 VERSUS 1997. Qur net revenues were $8.52 billion in 1998, an increase
of 14% conpared with 1997. Net revenue growth was strong in Asset Managenent and
Securities Services, which increased 43% prinmarily due to increased equities
conmi ssi ons, higher customer bal ances in securities |ending and margin | endi ng
and growth in assets under managenent. Net revenues in G obal Capital Mrkets
i ncreased 4% as strong net revenue growth in Investnent Banking, resulting from
hi gher levels of nmergers and acquisitions activity, was substantially offset bX
| ower net revenues in Trading and Principal Investnents, primarily due to a 30%



reduction in FI CC net revenues.

Pre-tax earnings in 1998 were $2.92 billion, a 3% decrease conpared with
$3.01 billion in the prior year. This decrease was due to | osses incurred in our
Trading and Principal |Investments business during the global nmarket turnoil of
the second hal f of 1998.
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The following table sets forth the net revenues, operating expenses and
pre-tax earnings of our segments:

RESULTS BY SEGVENT

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(IN M LLI ONS)
<S> <C <C <C
G obal Capital Markets
NEet FeVENUES. .. .... oo $10, 132 $5, 747 $5, 513
QPErati NG EXPENSES. . ..ottt et 6, 232 3,978 3,228
Pre-tax earnings..............iiuiiiiiniinnnnnennnann. $ 3,900 $1, 769 $2, 285
Asset Managenent and Securities Services
Net FeVEeNUES. .. .... oot $ 3,213 $2,773 $1, 934
QPErati NG EXPENSES. .. ..ottt et e e 2,396 1,621 1, 205
Pre-tax earnings. .. ... ...t $ 817 $1, 152 $ 729
Tot al
Net FeVEeNUES. . ... $13, 345 $8, 520 $7, 447
Qperati Ng eXPENSES. . ..ttt 11, 353(1) 5,599 4,433
Pre-tax earnings..............iiuiiiiiniiinnnnnnnnnnn. $ 1,992 $2,921 $3, 014
</ Tabl e>

(1) Includes the foll owi ng expenses that have not been allocated to our
segnment s: (!3 nonrecurring enployee initial public offering awards of $2.26
billion, (ii) the ongoing anortization of enployee initial public offering
awards of $268 million and (iii) a charitable contribution to The Gol dnan
S??hs_Foundatlon of $200 million made at the time of our initial public
of fering.

Net revenues in our segments include allocations of interest incone and
expense to specific securities, comodities and other positions in relation to
the cash generated by, or fundlng_reqU|renents.of, the underlying positions. Net
interest I's allocated to the Tradi ng and Principal |nvestnents conponent of
G obal Capital Markets and the Securities Services component of Asset Managemnent
and Securities Services. See Note 13 to the consolidated financial statenents
for further information regardi ng our segments.

The Bre-tax earni ngs of our segments in 1999 reflect payments for services
rendered by managi ng directors who, prior to our conversion to corporate form
were profit participating limted partners. In prior years, these paynents were
accounted for as distributions of partners’ capital rather than as conpensation
and benefits expense. As a result, these gaynents are not reflected in the
operating expenses of our segnents in 1998 and 1997 and, therefore, the pre-tax
earni ngs of our segnents in these years are not conparable wth 1999.

GLOBAL CAPI TAL MARKETS
The conponents of the A obal Capital Markets segnent are set forth bel ow

I NVESTMENT BANKI NG Gol dman Sachs provi des a broad range of investnent
banki ng services to a diverse group of corporations, financial institutions,
governnments and individuals. Qur investment banking activities are divided into
two categories:

- FINANCI AL ADVI SORY. Financial Advisory includes advisory assignnments
with respect to nergers and acquisitions, divestitures, corporate defense
activities, restructurings and spin-offs; and

- UNDERWRI TING, Underwriting includes public offerings and private
pl acenments of equity and debt securities.

_ TRADI NG AND PRI NCI PAL | NVESTMENTS. Qur Trading and Principal |nvestnments
business facilitates transactions with a diverse Proup of corporations,
financial institutions, governments and individuals and takes proprietary
positions through market nmaking in and trading of fixed inconme and equity



Brpdupts, currencies, commodities, and swaps and other derivatives. Trading and
rincipal Investnents is divided into three categories:

- FICC. W neke markets in and trade fixed income products, currencies and
comodities, structure and enter into a wide variety of derivative
transactions, and engage in proprietary trading and arbitrage activities;
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- EQUTIES. W make markets in and trade equities and equity-rel ated
products, structure and enter into equity derivative transactions, and
engage in proprietary trading and equity arbitrage; and

- PRINCI PAL | NVESTMENTS. Principal Investnents primarily represents net
revenues from our merchant banking investnents.

Net revenues from Principal Investnments do not include nanagenment fees and
the increased share of the incone and gains from our merchant banking funds to
whi ch Gol dman Sachs is entitled when the return on investnments exceeds certain
threshold returns to fund investors. These managenent fees and increased shares
of income and gains are included in the net revenues of Asset Managenent and
Securities Services.

Substantially all of our inventory is marked-to-market daily and,
therefore, its value and our net revenues are subject to fluctuations based on
mar ket novenents. In addition, net revenues derived from our principa
investnents in privately held concerns and in real estate may fluctuate
significantly depending on the revaluation or sale of these investnments in any
gi ven peri od.

The following table sets forth the net revenues of our G obal Capita
Mar ket s segnent:

GLOBAL CAPI TAL MARKETS NET REVENUES

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLIONS)
<S> <C <C <C
Financial AdVisOry............ ... $ 2,270 $1, 774 $1, 184
Underwriting. . ..o 2,089 1,594 1, 403
Investment Banking........... ... ... 4,359 3, 368 2,587
FI G . . o 2,862 1,438 2,055
EQUi Ll S, . 1,961 795 573
Principal Investnments....... ... ... . . ... 950 146 298
Trading and Principal Investments..................... 5,773 2,379 2,926
Total ... $10, 132 $5, 747 $5, 513
</ Tabl e>
1999 VERSUS 1998. Net revenues in dobal Capital Markets were $10.13 )
billion, an increase of 76% conpared with 1998, reflecting substantial growth in
all major conponents of the business. Pre-tax earnings were $3.90 billion in

1999 conPared with $1.77 billion in 1998. Operating expenses increased 57%
principally due to the inclusion of conpensation expense related to services
rendered by managi ng directors who, prior to our conversion to corporate form
were profit participating linmted partners, higher |evels of incentive
compensati on comrensurate with growh in net revenues, and increased costs
associ ated with gl obal expansion and higher |evels of business activity.

I N\VESTMENT BANKI NG | nvest nent Banki ng generated net revenues of $4.36
billion for the full year, a 29%increase over 1998. Net revenue growth was
strong in both Financial Advisory and Underwriting as our gl obal Presence and
strong client base enabled us to capitalize on record | evels of g obal nmergers
and acqui sitions and new issue activity. Net revenue growth was driven by strong
performances across all regions, particularly in the comrunications, nedia and
entertai nment, high technology, energy and power, and heal thcare sectors.

~ Financial Advisory revenues increased 28% conpared with 1998. Col dman Sachs
mai ntained its | eading position in the advisory business and benefited from an
increase in nmergers and acquisitions activity across many industry sectors, in
both Europe and the United States. Worl dwi de nergers and acquisitions activity
rose to record levels with transactions valued at over $3 trillion announced
during the period fromJanuary 1, 1999 to Novenber 30, 1999.(1) Underwriting



revenues increased 319600nPared with 1998. Equity underwiting revenues
benefited from favorabl e gl obal economic conditions, which |ed major equity
mar ket i ndi ces hi gher and new issue activity to record levels. Qur debt
underwriting business

E%) Source: Thomson Financial Securities Data, fornmerly known as Securities Data
npany.
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generally benefited froma nore stable economc environment in 1999.

TRADI NG AND PRI NCI PAL | NVESTMENTS. Net revenues in Trading and Principa
Investments were $5.77 billion conmpared with $2.38 billion in 1998, as
substantially all conponents of the business recovered fromthe gl obal market
turnoil of the second hal f of 1998.

Net revenues in FICC_nearI% doubl ed conpared with 1998, primarily due to
?mnh in our credit-sensitive businesses and conmodities that was partially

gr { { ! nai {

of fset by |lower net revenues in currencies. The credit-sensitive businesses
(whi ch include high-yield debt, bank | oans and i nvestnent-grade corporate debt)
benefited frominproved econom c conditions as credit spreads and market

qupiditx returned to nore normal |evels follomjnﬂ the di sl ocation experienced
during the second half of 1998. Net revenue growh in commodities benefited from
i ncreased custoner activity, while reduced activity and volatility in the globa
foreign exchange markets contributed to a decline in net revenues from
currenci es.

The significant net revenue growth in Equities was primarily due to
strength in arbitrage and convertibles and increased custoner flow in
derivatives and gl obal shares. Net revenue Promﬁh in arbitrage and convertibles
was driven by inproved market conditions following the turmoil in global markets
during the second hal f of 1998 and by increased nergers and acqui sitions and
other corporate activity. Equity derivatives net revenues were substantially
hi gher primarily as a result of increased customer activity worldw de. |ncreased
transaction volunes in global equity nmarkets contributed to the net revenue
grow h in our global shares businesses.

Net revenues from Principal Investnents increased dramatically due to
mar k-t o- mar ket Palns on certaln merchant banking investnents, particularly in
the high technology and tel ecomruni cati ons sectors.

1998 VERSUS 1997. Net revenues in dobal Capital Markets were $5.75

billion, an increase of 4% conpared with 1997, as strong net revenue growth in
| nvest ment Banki ng was substantlaII¥ offset by a reduction in net revenues in
Trading and Principal Investnents. Pre-tax earnings were $1.77 billion in 1998,

a 23% decrease conpared with 1997, as many of our businesses were adversely
affected by narket conditions from m d-August 1998 to mid-Oct ober 1998.
Operating expenses increased 23% primarily due to increased conpensation
related to growh in enploynent |evels and additional expenses associated with
tenporary staff and consultants.

| N\VESTMENT BANKI NG | nvest nent Banki ng achi eved net revenues of $3.37
billion in 1998, an increase of 30% conpared with 1997. Net revenue growh was
strong in Financial Advisory and, to a |lesser extent, in Underwiting as we
capitalized on higher levels of activity in many industry groups, including
communi cati ons, nmedia and entertai nnent, financial institutions, genera
industrials and retail. Net revenue growth in Investment Banking was strong in
all major regions in 1998 conpared wth the prior year

Fi nanci al Advi sory revenues increased 50% conpared with 1997, due to
i ncreased revenues fromnergers and acqui sitions advisory assignnents, which
PrInCI alln resulted fromconsolidation within various industries and general
avorabl e U. S. and European stock nmarkets. Despite a substantial decrease in the
nunber of industry-w de underwiting transactions in August and Septenber of
1998, Underwriting revenues increased 14% for the year, prinmarily due to
increased revenues fromequity and high-yield corporate debt underwiting
activities.

TRADI NG AND PRI NCI PAL | NVESTMENTS. Net revenues in Trading and Princiga
I nvestments were $2.38 billion in 1998, a decrease of 19% conpared with 199
This decrease in net revenues was concentrated in the second half of the year
when the Russian economic crisis, the turnmoil in Asian and Latin American
enmerging markets, and the resulting nove to hlPher credit quality fixed income
securitres by nan¥ investors led to substantial declines in global financia
mar kets. For the full year, significant net revenue reductions in FICC and
Erincipal Investments were partially offset by increased net revenues in
quities.

Net revenues in FI CC decreased 30% conpared with 1997 due to an
extraordinarily difficult environment in the second half of 1998. The net
revenue reduction in FICC was concentrated in fixed incone arbitrage and )
hi gh-yi el d debt trading, which experienced | osses in 1998 due to a reduction in



liquidity and widening credit spreads in the second half of the year. An
increase in net revenues frommarket making and trading in fixed income
derivatives, currencies and commodities partially offset this decline.

Net revenues in Equities increased 39% conpared with 1997 as hi gher net
revenues in derivatives and European shares were partially offset bx_losses in
equity arbitrage. The derivatives business generated significantly higher
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net revenues due, in part, to strong customer demand for over-the-counter
products, particularly in Europe. Net revenues from European shares increased as
CGol dman Sachs benefited fromgenerally favorable equity markets and increased
custoner demand. The equity arbitrage | osses were due principally to the
under per formance of various equity positions versus their benchmark hedges, to
wi deni ng of spreads in a variety of relative value trades, and to | ower prices
for event-oriented securities resulting froma reduction in announced nergers
and acquisitions and other corporate activity in the second half of 1998.

) Net revenues from Principal |nvestnents declined 51% conpared with 1997 as
investnents in certain publicly held conpani es decreased in value during the
second half of 1998. This decrease was partially offset by an increase in gains
on the disposition of investnments conpared with the prior year

ASSET MANAGEMENT AND SECURI TlI ES SERVI CES

The conponents of the Asset Managenent and Securities Services segnent are
set forth bel ow

- ASSET MANAGEMENT. Asset Managenent generates managenent fees by
provi di ng i nvestment advisory services to a diverse client base of
Institutrons and individuals;

- SECURI TI ES SERVI CES. Securities Services includes prine brokerage,
financi ng services and securities |ending, and our matched book
busi nesses, all of which generate revenue primarily in the formof fees
or interest rate spreads; and

- COW SSI ONS.  Conmi ssi ons i ncl udes agency transactions for clients on
maj or stock and futures exchanges and revenues fromthe increased share
of the inconme and gains derived from our merchant banking funds.

The following table sets forth the net revenues of our Asset Managenent and
Securities Services segnent:

ASSET MANAGEMENT AND SECURI TI ES SERVI CES NET REVENUES

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(1IN M LLI ONS)

<S> <C <C <C
Asset Management . ... ... ...ttt $ 919 $ 675 $ 458
SeCUrities ServicCes. .. ... e e e 772 730 487
COMTI SSI ONS. . ottt e e e e e 1,522 1, 368 989
Total ..o $3, 213 $2,773 $1, 934
</ Tabl e>

~ Qur assets under supervision consist of assets under nmanagenent and ot her
client assets. Assets under managenent typicall enerate fees based on a
percentage of their value and include our mutual funds, separate accounts
managed for institutional and individual investors, our nerchant banking funds
and other alternative investnent funds. OQther client assets consist of assets in
br okerage accounts of primarily high-net-worth individuals, on which we earn
conmi ssi ons.

The following table sets forth our assets under supervision
ASSETS UNDER SUPERVI SI ON

<Tabl e>
<caption> AS OF NOVEMBER

(IN M LLI ONS)
<S> <C <C



Assets under managenent................ .. ....... $258, 045 $194, 821 $135, 929

O her client assets.......... ... .. ... 227, 424 142, 018 102, 033
Total ... $485, 469 $336, 839 $237, 962
</ Tabl e>

1999 VERSUS 1998. Net revenues in Asset Management and Securities Services
were $3.21 billion, an increase of 16% conpared with 1998. Al maj or conponents
of the business contributed to the net revenue growh in 1999. Pre-tax earni ngs

in ﬁsset Managenment and Securities Services were $817 nillion in 1999 conpare
W t
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i nclusi on of conpensation expense related to services rendered by managi ng
directors who, prior to our conversion to corporate form were profit
participating limted partners and increased costs associated wth the
conti nui ng expansi on of the business.

$1.15 billion in 1998. Operating expenses increased, principaII% due to the
p

) Asset Managenent revenues increased 36% prinarily reflecting a 32%
increase in average assets under managenent as well as favorable changes in the
conposition of assets managed. In 1999, approximately 55% of the increase in
assets under management was attributable to net asset inflows, with the
remai ni ng 45% reflecting market appreciation. Securities Services net revenues
i ncreased 6% due to_hlgher average custoner bal ances in securities |ending and
narE|n I ending, partially offset by reduced spreads in our fixed income matched
book. Conmissions rose by 11% as fees earned on higher transaction volunes in
gl obal equity markets were partially offset by a reduction in our increased
share of gains from our nerchant banking funds.

1998 VERSUS 1997. Net revenues in Asset Management and Securities Services
were $2.77 billion in 1998, an increase of 43%conpared with 1997. Al rmmgjor
conmponents of the segnent exhibited strong net revenue growth. Pre-tax earnings
were $1.15 billion in 1998, an increase of 58% conpared with 1997. Operating
expenses increased 35% as hi gher enploynment |levels led to increased conpensation
and benefits expenses.

~Asset Managenent revenues increased 47% during this period, reflecting a
41% increase in average assets under managenent conpared with 1997. In 199
apprOX|natel¥ 80% of the increase in assets under managenent was attributable to
net asset inflows, with the remaining 20%refl ecting nmarket appreciation. Net
revenues from Securities Services increased 50% prinmarily due to growth in our
securities borrow ng and | endi ng busi nesses. Conm ssions I ncreased 38% as
general ly strong and highly volatile equity markets resulted in increased
transaction volunmes in [isted equity securities. Revenues fromthe increased
share of inconme and gains from our nerchant banking funds al so contri buted
significantly to the increase in Conm ssions.

OPERATI NG EXPENSES

In recent years, our operating expenses have increased as a result of
nunerous factors, including higher |evels of enploynment and conpensation
expansi on of our asset managenent busi ness, increased worldw de activities,
greater |evels of business conplexity, and additional systens and consulting
costs relating to various technology initiatives.

Qur operating expenses in 1999, excluding the nonrecurring charges
associated with our initial public offering, Increased significantly in part
because, as a corporation, paynments for services rendered by managi ng directors
who, prior to our conversion to corporate form were profit participating
limted ﬁartners are included in conpensation and benefits expense. In prior
years, these paynents were accounted for as distributions of partners’ capita
rat her than as conpensation and benefits expense. As a result, our 1998 and 1997
conmpensation and benefits expense understate the cost of doing business in
corporate form
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The following table sets forth our operating expenses and nunber of
enpl oyees:

OPERATI NG EXPENSES AND EMPLOYEES

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
($ IN MLLIONS)

<S> <C <C <C
Compensation and benefits, excluding enployee

initial public offering awards.......... e $ 6,459 $3, 838 $3, 097
Nonrecurring enployee initial public offering

awards(1l).............. e fee e P 2,257 -- --
Anortization of enployee initial public offering

AWAN OS. o o 268 - - - -
Brokerage, cl earing and exchange fees............... 446 424 357
Market development............ . . .. . ... . i 364 287 206
Conmruni cations and technology....................... 306 265 208
Depreciation and anortization....................... 337 242 178
OCCUPANCY . .« o et e e e e e e e e e 314 207 168
Prof essional services and other..................... 402 336 219
Charitable contribution........... ... ... ... ....... 200 -- --
Total operating eXpPenses. . .........uiiiinnnnnnnn.. $11, 353 $5, 599 $4, 433
Enpl oyees at year end(2)......... ... ... 15, 361 13,033 10, 622
</ Tabl e>

(1) Includes expense of $666 million related to the initial irrevocable
contribution of shares of common stock to a defined contribution plan.

(2) Excludes_enPonees of Col dman Sachs’ property managenent subsidiari es.
Substantially all of the costs of these enpl oyees are reinbursed to Col dman
Sachs by the real estate investnent funds to which these subsidiaries
provi de property managenment services

1999 VERSUS 1998. (perating expenses were $11.35 billion in 1999, a
substantial increase over 1998, primarily due to nonrecurring charges associ ated
wi th Gol dman Sachs’ conversion to corporate formand related transactions, the
i ncl usi on of conpensation expense related to services rendered by managin
directors who were profit participating linmted partners, higher levels o
conpensati on commensurate with hlﬂher net revenues and anortization of enployee
initial public offering awards. The nonrecurring charges included $2.26 billion
for enBonee initial public offering awards and $200 nmillion for the charitable
contribution to The Col dman Sachs Foundation nmade at the tinme of our initia
public offering.

Compensati on and benefits expense was $6.46 billion, an increase of 68%
coqpared with 1998. The ratio of conpensati on and benefits to net revenues was
48% in 1999. Enpl oynent |evels increased 18% during the year, reflectlng growt h
in our core businesses. Expenses associated w th our tenPorary staff an
consultants were $430 million in 1999, an increase of 30% conpared with 1998,
reflecting increased gl obal expansion and consulting costs associated with
technology initiatives, including preparations for the Year 2000.

Brokerage, clearing and exchange fees increased 5% primarily due to higher
transaction volunes in equity derivatives, U S. and European equities, and
commodi ties. Market devel opment expenses increased 27% principally due to
hi gher levels of business activity and increased spending on advertising.
Communi cati ons_and t echnol ogy expenses increased 15% reflecting higher
t el ecomuni cations and market data costs associated with growth in enpl oynent
| evel s and additional spending on technology initiatives, including preparations
for the Year 2000. Depreciation and anortization increased 39% due to
addi tional capital expenditures on |easehold inprovenents and technol ogy-rel ated
and tel ecommuni cati ons
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equi prent i n support of higher |evels of business activity. Occupancy expenses

i ncreased 52% reflecting additional office space needed to accomodate growth
in enpl oyment |evels. Professional services and other expenses increased 20% due
to Gol dman Sachs’ increased business activity.

] 1998 VERSUS 1997. Operating expenses were $5.60 billion in 1998, an
i ncrease of 26% over 1997, primarily due to increased conpensation and benefits
expense.

Cbgpensation and benefits increased as a percentage of net revenues to 45%
from42%in 1997, principally as a result of increases in enploynent |evels and
in expenses associated with tenporary staff and consul tants. Enploynment |evels

i ncreased 23% during the year, with particularly stron? growt h I n asset
management. Expenses associated with our tenporary staff and consultants were
$330 million in 1998, an increase of 85% conpared with 1997, reflecting greater
busi ness activity, Goldman Sachs’' gl obal expansion, and consulting costs

associ ated with various technolog¥ initiatives, including preparations for the
Year 2000 and the establishment of the EMJ

Brokerage, clearing and exchange fees increased 19% prinmarily due to
hi gher transaction volunes in European and U S. equities and futures contracts.
Mar ket devel opnent exgenses i ncreased 39% and professional services and ot her
expenses increased 53% due to higher levels of business activity and Gol dnman
Sachs’ gl obal expansi on. Conmuni cations and technol ogy expenses increased 27%
reflecting higher tel econmunications and market data costs associated with
hi gher enpl oynent |evels and additional spending on technology initiatives.
Depreciation and anortization increased 36% PrlnC|paIIy due to capita
expendi tures on tel ecomuni cati ons and technol ogy-rel ated equi prent and
| easehol d i nprovenments. Cccupancy expenses increased 23% reflecting additiona
of fi ce space needed to accommodat e hi gher enpl oynent | evels.

PROVI SI ON FOR TAXES

The net tax benefit of $716 million in 1999 included nonrecurring net
benefits of $1.78 billion recognized deiUP the second quarter. These
nonrecurring net benefits included $825 nillion related to our conversion to
corporate form $880 million related to the ﬂrantlng_of enpl oyee initial public
of fering awards and $80 nillion related to the contribution of $200 nillion to
The CGol dman Sachs Foundati on nade at the time of our initial public offering.
Gol dman Sachs’ effective tax rate for the period fromMy 7, 1999 to the end of
1999, excluding the effect of these nonrecurring itens, was 40% CQur effective
tax rate can vary fromyear to year depending on, annn% other factors, the
?eographlc and business mx of our earnings. See Note 11 to the consolidated

i nancial statements for further information regarding our provision for taxes.

Prior to our conversion to corporate form we generally were not subject to
U S. federal and state income taxes. As a partnership, we were prinmarily subject
to | ocal unincorporated business taxes and taxes in non-U.S. jurisdictions on
certain of our operations.
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PRO FORVA OPERATI NG RESULTS

The following table sets forth our pro forma condensed consol i dated
statement of earnings for the year ended Novenber 1999:

PRO FORVA CONDENSED CONSOLI DATED STATEMENT OF EARNI NGS

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER 1999
PRO FORVA
ACTUAL ADJUSTMENTS PRO FORMVA
($ IN MLLIONS, EXCEPT PER SHARE AMOUNTS)

<S> <C <C <C
Total revenues. ...........c..uuiiiinennnnn. $25, 363 $ -- $25, 363
Interest expense. ............oiiiuiiiinn.. 12,018 7 (a) 12,025

Revenues, net of interest expense........ 13, 345 (7) 13, 338

Conpensation and benefits, excluding

enpl oyee initial public offering

AWar S, . oo
Nonrecurring enployee initial public

offering awards............ ... ... ... ... (2,257) (b) --
Anortization of enployee initial public
offering awards............ ... ... ... ... .. 192 (c)
O her operating expenses................... (200) (d)
Total operating expenses......... (2, 265)
Pre-tax earnings............. ..., 2,258
(Benefit)/provision for taxes.............. 2,416 (e)

Net earnings.............. ...,

Rati o of earnings to fixed charges.........
Aver age common shares out st andi ng

BAST C.ov oo 475, 883, 756 (505, 283) (f) 475, 378, 473
DilUt@d. . e e e e 485, 803, 960 (1,877, 905) (g) 483, 926, 055
Earni ngs per share
BaSi .o oot $5. 69 $5. 36
Diluted. ... ... 5.57 5.27
</ Tabl e>

_BASIS OF PRESENTATION. The pro forma condensed consolidated statenment of
earni ngs was prepared as if our conversion to corporate formand rel ated
transacti ons had taken place at the begi nning of 1999.

For purposes of calculating the ratio of earnings to fixed charges,
"earnings" represent pre-tax earnings plus fixed charges and "fixed charges"
represent interest expense plus that portion of rent expense that, in our
opl nion, approximtes the interest factor included in rent expense.

The pro forna adjustnents are based upon avail able information and certain
assunFtlons that managenent believes are reasonable. The pro forma condensed
consol i dated statenent of earnlngs and acconpanyi ng notes should be read in
conjunction with the consolidated financial statements and their notes.

The pro forma condensed consolidated statement of earnings is not
necessarily indicative of the results of operations that m ght have occurred had
our conversion to corgorate formand related transactions actually taken place
at the beginning of 1999, or that nmay be expected to occur in the future.
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NOTES TO PRO FORMA ADJUSTMENTS

(a) Adjustment to reflect the additional interest expense on junior ]
subor di nat ed debentures issued to retired linmted partners in exchange for their
interests in The Goldman Sachs Goup, L.P. and certain affiliates

(b) Adjustment to elimnate the nonrecurring effect of the expense rel ated
to restricted stock units, awarded to enPonees I'n connection with our
conversion to corporate form for which future service is not required as a
condition to the delivery of the underlying comon stock, and the initial
i{revocable contribution of shares of common stock to our defined contribution
pl an.

(c) Adjustment to reflect additional anortization for the full fiscal year
related to certain restricted stock units awarded to enpl oyees in connection
wi th our conversion to corporate form which vest in equal installments in years
three, four and five following the date of grant (May 7, 1999). These restricted
stock units had a value of $1.76 billion at date of grant, aPPrOX|nately 26% of
which will be anortized as a noncash expense, after giving effect to
forfeitures, in the 12 nonths following the date of grant. The remaining 74% of
the value of these restricted stock units will be anortized over the next four
years as follows: 26% 26% 15%and 7% in years two, three, four and five
respectively.

(d) Adjustnment to elimnate the expense related to the charitable
contribution to The Col dman Sachs Foundation nade at the tinme of our initia
public offering.

] (e) Adjustment to reflect a pro forma provision for taxes for Col dman Sachs
in corporate format an effective tax rate of 40%

(f) Adjustment to reflect the effect of share activity, primarily rel ated
to the acquisition of The Hull Goup in Septenber 1999, which is averaged over
the period beginning on May 4, 1999 (the day trading in our common stock
comrenced) for actual purposes, and over the entire year for pro forma purposes.

(g) Adjustnent to diluted average conmon shares outstandi ng, which includes
bot h common stock and nonvoting comon stock outstanding, to reflect the
additional dilutive effect of the comon stock deliverabl e pursuant to the
restricted stock units and stock options, awarded to enpl oyees in connection
with our conversion to corporate form for which future service is required as a
condition to the deIiverY of the underlying common stock. For purposes of
pa!cplatlng pro forma diluted average conmon shares outstanding, we used the
initial public offering price of $53 per share fromthe beginning of 1999 unti
May 4, 1999. Thereafter, we used actual daily closing prices.

GEOGRAPHI C DATA

For a sunnarg of the net revenues, pre-tax earnings and identifiable assets
of Gol dman Sachs by geographic region, see Note 13 to the consolidated financia
statenments.

CASH FLOWS

~ Qur cash flows are primarily related to the operating and financing
activities undertaken in connection with our trading and market - nmaki ng
transacti ons.

YEAR ENDED NOVEMBER 1999. Cash and cash equivalents increased to $3.06
billion in 1999. Cash of $12.59 billion was used for operatinP activities,
primarily to fund higher net trading assets due to increased [evels of business
activity. Cash of $654 nmillion was used for |nvest|nP activities, primarily for
the purchase of tel ecomunications and technol ogy-related equi prent, |easehold
i mprovenents and the acquisition of The Hull Goup in Septenmber 1999. Fi nancing
activities provided $13.46 billion of cash, reflecting an increase in long-term
bor r owi ngs End net repurchase agreenents, and proceeds fromthe issuance of
common stoc

~_YEAR ENDED NOVEMBER 1998. Cash and cash equival ents increased to $2. 84
billion in 1998. Cash of $62 million was provided by operating activities. Cash
of $656 million was used for investing activities, primaril or | easehol d
i mprovenents and the purchase of tel ecommunications and technol ogy-rel ated
equi prent and certain financial instrunents. Financing activities provided $2.10



billion of cash, reflecting an increase in the net issuance of |ong-term and
short-term borrowi ngs, partially offset by a decrease in net repurchase
agreenents, distributions to partners, cash outflows related to partners
capital allocated for income taxes and potential wthdrawals, and the
term nation of our profit participation plans.
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~_YEAR ENDED NOVEMBER 1997. Cash and cash equival ents decreased to $1. 33
billion in 1997. Operating activities provided cash of $70 million. Cash of $693
mllion was used for |nvest|nﬂ activities, primarily for the purchase of certain
financial instruments and technol ogy-rel ated equi pment. Cash of $258 million was
used for financing activities, principally due to a decrease in net repurchase
agreenents, distributions to partners, and cash outflows related to Partners
capital allocated for inconme taxes and potential w thdrawals, partially offset
by the net issuance of |ong-term and short-term borrow ngs.

LIQU D TY
MANAGEMENT OVERSI GHT OF LIQUIDI TY

Managenent believes that one of the nost inportant issues for a company in
the financial services sector is access to I|qU|d|ty._Accord|ng!y, Gol dman Sachs
haF_establlshed a conprehensive structure to oversee its liquidity and funding
polici es.

The Finance Conmmittee has responsibility for establishing and assuring
conpliance with our asset and liability managenent policies and has oversi ght
responsibility for managing liquidity risk, the size and conposition of our
bal ance sheet, and our credit ratings. See "-- R sk Managenent -- Risk
Management Structure” below for a further description of the conmittees that
participate in our risk managenent process. The Finance Committee nmeets nonthly,
and nore often when necessary, to evaluate our liquidity position and funding
requirenents.

Qur Treasury Department manages our capital structure, funding, liquidity,
and relationships with creditors and rating agencies on a gl obal basis. The
Treasury Departnment works jointly with our global funding desk in managi ng our
borrow ngs. The global funding desk is primarily responsible for our
transactional short-termfunding activity.

LIQU D TY PQLI ClI ES

] In order to maintain an appropriate |level of liquidity, managenent has
i mpl emented several liquidity policies as outlined bel ow

DI VERSI FI CATI ON OF FUNDI NG SOURCES AND LI QUI DI TY PLANNI NG  Gol dman Sachs
seeks to maintain diversified funding sources with both banks and nonbank. ]
| enders gl obally. Managenent believes that Gol dman Sachs’ relationships with its
Il enders are critical toits liquidity.

Gol dman Sachs al so has access to diversified fundin? sources W th numerous
creditors, including banks, insurance conpani es, nutual funds, bank trust
departnents and ot her asset managers. W nonitor our creditors to maintain broad
and diversified credit.

We access liquidity in a variety of markets in the United States as well as
in Europe and Asia. W nake extensive use of the repurchase agreenent narkets
and have raised debt publicly as well as in the private placenent and conmerci al
Paper mar kets, and through Eurobonds, noney broker |oans, commodity-based

i nancings, letters of credit and prom ssory notes. W seek to structure our
liabilitres to avoid significant ambunts of debt coming due on any one dar or
dur|ng_any single week or year. In addition, we naintarn and update annually a
liquidity crists plan that provides guidance in the event of a liquidity crisis.
Ege annual update of this plan is reviewed and approved by our Finance

ni ttee.

ASSET LIQUID TY. Coldman Sachs mmintains a hiﬂhly l'iquid bal ance sheet.
Many of our assets are readily funded in the repurchase agreenment narkets, which
general ly have proven to be a consistent source of funding, even in periods of
nmar ket stress. A substantial portion of our inventory turns over rapidly and is
mar ked-to-market daily. W maintain |ong-term borrow ngs and stockhol ders

equity substantially in excess of our less |liquid assets.

~ DYNAM C LI QUI DI TY MANAGEMENT. Col dnman Sachs seeks to nanage the conposition
f its asset base and the maturity profile of its funding to ensure that it can
iquidate its assets ﬁrlor toits liabilities comng due, even in times of
quidity stress. W have traditionally been able to fund our liquidity needs
rough security-based and collateralized funding, such as repurchase
ansactions and securities lending, as well as short-termand | ong-term



borrowi ngs and equity capital. To further evaluate the adequac¥ of our liquidity
m_anaPenjent policies and guidelines, we performweekly "stress funding"
simulati ons of disruptions to our access to unsecured credit.
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EXCESS LIQUIDITY. In addition to maintaining a highly liquid bal ance sheet
and a significant anmpbunt of longer termliabilities to assure liquidity even
during adverse conditions, we seek to maintain a I|qU|d|tY_cush|on that consists
principally of unencunbered U.S. governnent and agenc% obligations to ensure the
availability of imediate liquidity. This pool of highly Iiquid assets averaged
$17.99 billion during 1999 and $14.17 billion during 1998.

] LIQUI DI TY RATI O MAINTENANCE. It is Coldman Sachs’ policy to further nanage
its liquidity br maintaining a "liquidity ratio” of at |east 100% This ratio
neasures the relationship between the | oan val ue of our unencunbered assets and
our short-termunsecured liabilities. The maintenance of this liquidity ratio is
intended to ensure that we could fund our positions on a fully secured basis in
the event that we were unable to replace our unsecured debt maturing within one
year. Under this pollcy, we seek to mmintain unencunbered assets in an anpunt
that, if pledged or sold, would provide the funds necessary to replace unsecured
obligations that are scheduled to mature (or where hol ders have the option to
redeenm) within the com ng year.

| NTERCOVPANY FUNDI NG  Mdst of the liquidity of Goldman Sachs is raised by
t he parent conPany, The Gol dman Sachs Group, Inc. The parent conpany then |ends
the necessary tunds to its subsidiaries and affiliates. We carefully manage our
i nt er conpany exPosure by generally requiring interconpany |oans to have
maturities equal to or shorter than the maturities of the aggregate borrow ngs
of the parent conmpany. This policy ensures that the subsidiaries’ obligations to
the parent conmpany will generally mature in advance of the parent conpany’s
third-party long-termborrowi ngs. In addition, many of the advances nmde to our
subsidiaries and affiliates are secured by marketabl e securities or other liquid
col!atﬁral. We generally fund our equity investnents in subsidiaries with equity
capital.

THE BALANCE SHEET

~_ CGoldman Sachs maintains a highly liquid bal ance sheet that fluctuates
S|gn|f|cant!Y between financial statenent dates. In the fourth quarter of 1998,
we tenporarily decreased our total assets to reduce risk and increase liquidity
in response to difficult conditions in the global financial markets. The
followmng table sets forth our total assets, adjusted assets, |everage ratios
and book val ue per share:

<Tabl e>
<Capti on>
AS OF NOVEMBER
1999 1998
($ IN BILLIONS, EXCEPT
PER SHARE AMOUNTS)
<S> <C <C
Total @SSElS. . ..t $ 250 $ 217
Adj ust ed assetsgl) ....................................... 188 145
Leverage ratio(2)........ ... 24.7x 34. 5x
Adjusted leverage ratio(3).......... ... 18. 5x 23. 0x
Book value per share(4).......... .. $20. 94 --
</ Tabl e>

(1) Adjusted assets represent total assets |less securities purchased under
agreenents to resell, certain securities borrowed transactions and the
increase in total assets related to certain provisions of Statement of
Fi nanci al Accounting Standards No. 125.

(2) Leverage ratio equals total assets divided by equity capital
(3) Adjusted |l everage ratio equals adjusted assets divided by equity capital
(4) Book val ue per share was based on common shares outstanding, including

restricted stock units 8ranted to enmpl oyees with no future service
requi renents, of 484,566,184 as of Novenber 1999.



As of Novenber 1999 and Novenber 1998, we held $2.62 billion and $2.21

billion, respectively, in high-yield debt and energing mar ket securities and
$1.80 billion and $1.59 billion, respectively, in bank |oans. These assets may
be relatively illiquid during tinmes of nmarket stress. W seek to diversify our

hol di ngs of these assets by Industry and by geographic | ocation

) As of Novenber 1999, the aggreﬂate carrying value of our principa
investments held directly or through our nerchant banking funds was $2.88
billion, which consisted of corporate principal investnents with an aggregate
carrying value of $1.95 billion and real estate investments with an aggregate
carrying value of $928 million

CREDI T RATI NGS

~CGoldman Sachs relies upon the debt capital markets to fund a significant
ortion of its day-to-dag operations. The cost and availability of debt
inancing is influenced by our credit ratings. Credit ratings are also inportant
to us when conpeting in certain nmarkets and when seeking to engage in | onger
termtransactions, Including over-the-counter derivatives. A reduction in our
credit ratings could increase our borrowing costs and linit our access to the
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capital markets. This, in turn, could reduce our earnings and adversely affect
our liquidity.

The following table sets forth our credit ratings as of November 1999:

<Tabl e>
<Capti on>
SHORT- TERM LONG TERM
DEBT DEBT

<S> <C <C
Moody’ s | nvestors

Service, Inc....... P-1 Al
St andard & Poor’s

Rati ngs Servi ces... A- 1+ A+
Fitch IBCA, Inc...... F1+ AA-
CBRS Inc............. A-1 (High) A+
</ Tabl e>

LONG TERM DEBT

As of Novenber 1999, our consolidated | ong-term borrow ngs were $20. 95
billion. Substantially all of these borrow ngs were unsecured and consi sted
principally of senior borrowings with maturities extending to 2024. The wei ghted
average maturity of our long-term borrowi ngs as of Novenmber 1999 was
approxi mately five years. Substantially all of our |ong-term borrow ngs are
swapped into U S. dollar obligations with short-termfloating rates of interest
in order to mninize our exposure to interest rates and forelgn exchange
movenents. See Note 5 to the consolidated financial statenents for further
i nformation regarding our |ong-term borrow ngs.

REGULATED SUBSI DI ARI ES

Many of our principal subsidiaries are subject to extensive regulation in
the United States and el sewhere. Col dman, Sachs & Co., a registered U S
broker-dealer, is regulated by the SEC, the Commodity Futures Trading
Commi ssion, the Chicago Board of Trade, the NYSE and the NASD. Col dman Sachs
International, a registered U K broker-dealer, is subject to regulation by the
Securities and Futures Authority Limted and the Financial Services Authority.
Gol dman Sachs (Japan) Ltd., a Tokyo-based broker-dealer, is subject to
regul ati on b¥ the Japanese M nistry of Finance, the Financial Supervisory
Agency, the Tokyo Stock Exchange, the Tokyo International Financial Futures
Exchange and the Japan Securities Deal ers Association. Several other ]
subsidiaries of Goldnman Sachs are regul ated by securities, investment advisory,
banklng, and ot her regulators and authorities around the world, such as the
Bundesbank of Cermany. Conpliance with the rules of these regulators nay prevent
us fromreceiving distributions, advances or repayment of liabilities fromthese
subsidiaries. See Note 12 to the consolidated financial statenents for further
i nformati on regardi ng our regul ated subsidiari es.

RI SK' MANAGEMENT

Gol dman Sachs has a conprehensive ri sk management process to nonitor
eval uate and nanage the principal risks assuned I'n conducting its activities.
These risks include market, credit, liquidity, operational, [egal and
reput ati onal exposures.

RI SK MANAGEMENT STRUCTURE

~ Goldman Sachs seeks to nonitor and control its risk exposure through a
variety of separate but conplenmentary financial, credit, operational and |ega
reporting systens. W believe that we have effective procedures for eval uating
and managi ng the nmarket, credit and other risks to which we are exposed.
Nonet hel ess, the effectiveness of our policies and procedures for nmanagi ng risk
exposure can never be conpletely or accurately predicted or fully assured. For
exanpl e, uneerctedly | arge or rapid novenents or disruptions in one or nore
mar ket s or other unforeseen devel opnents can have a material adverse effect on
our results of operations and financial condition. The consequences of these
devel opnments can include | osses due to adverse changes in inventory val ues,
decreases in the liquidity of trading positions, higher volatility in our
earni ngs, increases in our credit exposure to custoners and counterparties, and
increases in general systemic risk



Gol dman Sachs has established risk control procedures at several |evels
t hroughout the organization. Trading desk managers have the first |ine of
responsibility for managing risk within prescribed linmts. These managers have
i n-depth know edge of the primary sources of risk in their individual nmarkets
and the instrunents avail able to hedge our exposures.

“In addition, a nunmber of conmittees are responsible for establishing
trading limts, for nonitoring adherence to these linmts and for general ]
oversi ght of our risk management process. These committees, which are described
bel ow, neet regularly and consi st of senior nenbers of
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bot h our revenue-producing units and departnents that are independent of our
revenue-produci ng units.

MANAGEMENT COWM TTEE. Al risk control functions ultimtely reﬁort to the
Managenment Conmi ttee. Through both direct and del egated authority, the
Managenment Conmittee approves all of Goldnman Sachs™ operating activities,
trading risk parameters, and custoner review guidelines

RI SK COW TTEES. The Firmv de Risk Committee
- reviews the activities of existing businesses;
- approves new busi nesses and products;

- appLoyes_divisional market risk limts and revi ews business unit market
ris Imts;

- approves inventory position limts for selected country exposures and
busi ness units;

- approves sovereign credit risk limts and credit risk limts by ratings
group; and

- reviews scenario anal yses based on abnornmal or "catastrophic" market
novement s.

~ The FICC Risk Committee sets market risk limts for individual business
units and sets issuer-specific net inventory position limts. The Equities Ri sk
Committee sets market risk limts for individual business units that consist of
ross and net inventory position limts and, for equity derivatives, linmts
ased on market nove scenari o anal yses. The Asset Managenent Control Oversight
and the Asset Managenent Risk conmittees oversee various operational, credit,
pricing and business practice issues.

~GLOBAL COVPLI ANCE AND CONTROL COWM TTEE. The d obal Conpliance and Contro
Commi ttee provides oversight of our conpliance and control functions, including
internal audit; reviews our |legal, reputational, operational and control risks;
and periodically reviews the activities of existing businesses.

) COW TMENTS COWMWM TTEE. The Conmitments Conmittee approves equity and non-
i nvest ment - grade debt underwiting commitments, |oans extended by Gol dman Sachs,
and unusual financing structures and transactions that involve significant

capi tal exposure. The Commitnents Conmittee has delegated to the Credit
Departnent the authority to approve underwiting conmmtnents for

i nvest ment - gr ade debt and certain other products.

~ CREDIT POLICY COW TTEE. The Credit Policy Conmittee establishes and
ESV|ems broad credit policies and paraneters that are inplenented by the Credit
part ment .

FI NANCE COVWM TTEE. The Finance Conmittee is responsible for oversight of
our capital, liquidity and funding needs and for setting certain inventory
position limts.

Segregation of duties and nmanagenment oversight are fundamental el enments of
our ris nanaﬂenent process. In addition to the committees described above,
departnents that are independent of the revenue-producing units, such as the
Firmv de Risk, Credit, Controllers, dobal Operations, Central Conpliance,
Managenment Control s and Legal departments, in part performrisk nmanagenent
functions, which include nmonitoring, analyzing and eval uating risk. Furthernore,
the Controllers Department, in conjunction with the Firmd de Ri sk Departnent,

i ndependently reviews, on a regular basis, internal valuation nodels and the
pricing of positions determ ned by individual business units.

RISK LIMTS

Business unit risk linmts are established by the various risk conmittees
gndknay be further allocated by the business unit managers to individual trading
esks.

Market risk limits are nmonitored on a daily basis by the Firmi de Ri sk
Department and are reviewed regularly by the_aEpropr!ate risk conmttee. Limt
viol ations are reported to the appropriate risk conmittee and the appropriate



busi ness unit managers.

_ Inventory position linmts are nonitored by the Controllers Departnent and
position |limt violations are reported to the approPrlate busi ness unit managers
and the Finance Committee. Wen Inventory position [imts are used to nonitor
mar ket risk, they are also nonitored by the Firmw de R sk Departnent, and
violations are reported to the appropriate risk conmmttee.

MARKET RI SK

The potential for changes in the market value of our trading positions is
referred to as "market risk."” Qur trading positions result fromunderwiting,
mar ket - maki ng and proprietary trading activities.

Categories of market risk include exposures to interest rates, currency
rates, equity prices and comodity prices.
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A description of each market risk category is set forth bel ow

- Interest rate risks prinaril¥ result from exposures to changes in the
| evel, slope and curvature of the yield curve, the volatility of interest
rates, nortgage prepaynent speeds and credit spreads.

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

- Equity price risks result from exposures to changes in prices and
volatilities of individual equities, equity baskets and equity indices.

- Commodity price risks result from exposures to chanﬂes in spot prices,
forward prices and volatilities of commpbdities, such as electricity,
natural gas, crude oil, petrol eum products, and precious and base netals.

W seek to nanage these risk exPpsures t hr ough di versifying exposures,
controlling position sizes and establishing hedges in related securities or
derivatives. For exanple, we nmay hedge a portfolio of common stock by taking an
offsetting position in a related equity-index futures contract. The ability to
nanaﬂe an exposure nay, however, be linmted by adverse changes in the liquidity
of the security or the related hedge instrunent and in the correlation of price
movenent s between the security and rel ated hedge instrument.

In addition to applying business judgnent, senior management uses a numnber
of ﬂugntltatlve tool s to manage our exposure to narket risk. These tools
i ncl ude:

- risk limts based on a summary nmeasure of market risk exposure referred
to as Val ue-at-Ri sk (VaR)

- risk limts based on a scenario anal¥sis that measures the potenti al
effecé on our trading net revenues of a significant wi dening of credit
spr eads;

- inventory position linmts for selected business units and country
exposures; and

- scenario analgses that nmeasure the potential effect on our trading net
revenues of abnormal market movements.

W al so estimate the broader potential inpact of certain nacroeconomnic
scenarios, including a sustained downturn, on our investnent banking and
mer chant banking activities.

~ VAR VaR is the potential loss in value of Coldman Sachs’ trading
positions due to adverse market novenents over a defined time horizon with a
speci fied confidence |evel

For the VaR nunbers reported bel ow, a one-day tine horizon and a 95%
confidence | evel were used. This neans that there is a one in 20 chance that
daily trading net revenues will fall bel ow the expected daily trading net
revenues by an amount at |east as large as the reported VaR Thus, shortfalls
from expected trading net revenues on a single trading day greater than the
reported VaR woul d be anticipated to occur, on average, about once a nonth.
Shortfalls on a single day can exceed reported VaR by significant anopunts.
Shortfalls can al so accunul ate over a longer tine horizon such as a nunber of
consecutive tradi ng days

The VaR nunbers bel ow are shown separately for interest rate, currency,
equity and commodity products, as well as for our overall trading positions.
These VaR nunbers include the underlying product positions and rel ated hedges,
whi ch may include positions in other product areas. For example, the hedge of a
foreign exchange forward may include an interest rate futures position and the
hedge of a |ong corporate bond position may include a short position in the
related equity.

The nodeling of the risk characteristics of our trading positions involves
a nunber of assunptions and approxi mati ons. Wil e managenent believes that these
assunptions and approxi mati ons are reasonable, there is no uniformindustry
nethodology for estinating VaR, and different assunptions and/or approxi mations
could produce nmaterially different VaR estinates.



We use historical data to estimate our VaR, and, to better reflect asset
volatilities and correlations, these historical data are weighted to give
great er inmportance to nore recent observations. Gven its reliance on historical

ata, VaR 1s nost effective in estimating risk exposures in markets in which
there are no sudden fundanmental changes or shifts in market conditions. An
inherent limtation of VaR is that past changes in market risk factors, even
when wei ghted toward nore recent observations, nmay not produce accurate ]
ﬁl‘edl ctions of future market risk. Mreover, VaR calculated for a one-da[\; time
orizon does not fully capture the market risk of positions that cannot be
Iiquidated or offset with hedges wi thin one day.
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VaR al so shoul d be evaluated in |light of the nethodologx’s ot her
limtations. For exanple, when cal culating the VaR nunbers shown bel ow, we
assune that asset returns are normally distributed. Nonlinear risk exposures on
options and the potentially mtigating inpact of intraday changes in rel ated
hedges woul d Iikely produce nonnormal asset returns. Different distributiona
assunptions could produce a materially different VaR

~The following table sets forth the daily VaR for substantially all of our
tradi ng positions:

DAI LY VAR
<Tabl e>
<Capti on>
AS OF NOVEMBER YEAR ENDED NOVEMBER
RI SK CATEGORI ES 1999 1998 AVERAGE H CGH
(I'N M LLI ONS)
<S> <C <C <C <C
Interest rates........... ..., $ 13 $ 27 $ 23 $35
Currency rates.............. ... 4 9 9 25
Equity prices......... ... ... ... . ... ... 18 25 23 37
Commodity prices........................ 12 7 9 13
Diversification effect(1)............... (22) (25) (25) --
Firmwide. ... ... ... . . . $ 25(2) $ 43 $ 39 56
</ Tabl e> o o o

(1) Equals the difference between firmii de daily VaR and the sumof the daily
VaRs for the four risk categories. This effect arises because the four
mar ket risk categories are not perfectly correl ated.

(2) Not necessarily indicative of future VaR | evels.

~The followi ng chart sets forth the daily VaR for substantially all of our
tradi ng positions during 1999:

FI RMW DE VAR
[ CHART APPEARS HERE]

Description of VaR Chart: Depicted on page 42 of the Annual Report is a chart
setting forth the daily VaR for substantially all of our trading positions
dur|nP 1999. The horizontal axis is marked to indicate the start of each

fiscal quarter. The vertical axis is marked to indicate VaRin mllions of
dol l ars. The val ues displayed in the chart start the fiscal year at $43 nmillion
and end the fiscal year at $25 million. The nmaxi mum VaR, of agprOX|nately $56
mllion, was reached on February 16, 1999, and the m ni num VaR, of
approximately $23 million, was reached on Novenber 24, 1999.

The general decline in our VaR during 1999 reflects |ower |evels of market
volatility and a decrease in trading exposures, particularly with respect to
interest rates. As described above, the historical data used to estimate VaR is
wei ghted to give greater inportance to nore recent observations and,
accordlngIK, our VaR levels in the beginning of 1999 were significantly affected
by the market turnoil of the second half of 1998.
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TRADI NG NET REVENUES DI STRI BUTI ON

) Substantiallx all of our inventory positions are nmarked-to-narket on a
daily basis and changes are recorded in net revenues. The followi ng chart sets
forth the frequency distribution for substantially all of our daily trading net
revenues for the year ended Novenber 1999:

DAI LY TRADI NG REVENUES

<Tabl e>

<Capti on>

Daily Trading Net Revenues ($ in mllions) Number of Days
<S> <S>

Less than (20) 2
20%-810) 6
10) - 19
-10 40
10- 20 58
20- 30 60

30-40 40

40-50 17
G eater than 50 9
</ Tabl e>

As part of our overall risk control process, daily trading net revenues are
conpared with the VaR cal cul ated as of the end of the prior business da&. Duri ng
1999, trading |osses incurred on a single day exceeded our 95% one-day VaR on
only one occasion

NONTRADI NG RI SK

The market risk on our nontrading financial instruments, including our
mer chant banking investnents, is measured using a sensitivity analysis that
estinmates the potential reduction in our net revenues associated wth a 10%
decline in the S&P 500. This sensitivitg anal ysis is based on certain
assunptions regarding the rel ationship between changes in the S& 500 and
changes in the fair value of the individual nontrading financial instrunments.
Di fferent assunptions could produce materially different risk estinmates. As of
Novenber 1999, our nontrading market risk was approximately $200 million

CREDI T RI SK

Credit risk represents the loss that we would incur if a counterparty, or
an issuer of securities or other instrunents we hold, fails to performunder its
contractual obligations to us. To reduce our credit exposures, we seek to enter
into netting agreements with counterparties that permt us to offset receivables
and payables with such counterparties. In addition, we attenpt to further reduce
credit risk by entering into agreenents that enable us to obtain collateral from
a counterparty or to termnate or reset the terns of transactions after
specified time periods or upon the occurrence of credit-related events, by
seeking third-party guarantees of the counterparty’ s obligations, and through
the use of credit derivatives.

~For nost businesses, counterparty credit linmts are established by the
Credit Department, which is independent of the revenue-produci ng departments,
based on guidelines set by the Firmvi de Risk and Credit Policy conmttees. For
nost products, we nmeasure and limt credit exposures by reference to both
current and potential exposure. We measure potential exposure based on projected
wor st - case mar ket novenents over the life of a transaction

43



within a 95% confidence interval. W further seek to neasure credit exposure
through the use of scenari o anal yses and other quantitative tools. Qur gl oba
credit managenent systems nonitor current and potential credit exposure to

i ndi vidual counterparties and on an aggregate basis to counterparties and their
affiliates. The systens al so provi de managenent, including the Firmd de Ri sk and
Credit Policy committees, with information regarding overall credit risk by
product, industry sector, country and region

DERI VATI VE CONTRACTS

Derivative contracts are financial instrunents, such as futures, forwards
swaps or option contracts, that derive their value fromunderlying assets,
i ndices, reference rates or a conbination of these factors. Derivative
instrunments nmay be entered into by CGol dnan Sachs in privately negotiated
contracts, which are often referred to as over-the-counter derivatives, or they
may be listed and traded on an exchange.

Most of our derivative transactions are entered into for tradi ng purposes.
We use derivatives in our trading activities to facilitate customer
transactions, to take proprietary positions and as a neans of risk nmanagenent.
We al so enter into nontrading derivative contracts to nmanage the interest rate
and currency exposure on our |ong-term borrow ngs.

Derivatives are used in nan% of our businesses, and we believe that the
associ ated market risk can only be understood relative to the underlying assets
or risks being hedged, or as part of a broader trading strate?y. Accordingly,
the market risk of derivative positions is managed with all of our other

nonderi vative risk

Derivative contracts are reported on a net-by-counterparty basis on our
consol i dated statenments of financial condition where nanagenent believes a | ega
right of setoff exists under an enforceable netting agreenent. For an
over-the-counter derivative, our credit exposure is directly with our
counterparty and continues until the maturity or termnination of such contract.

The following table sets forth the distribution, by credit rating, of
substantially all of our credit exposure with respect to over-the-counter
derivatives as of Novenber 1999, after taking into consideration the effect of
netting agreements. The categories shown reflect our internally deterni ned
public rating agency equival ents.

OVER- THE- COUNTER DERI VATI VE CREDI T EXPOSURES

<Tabl e>
<Capti on>
PERCENTAGE OF
COLLATERAL EXPOSURE EXPCSURE
CREDI T RATI NG EQUI VALENT EXPOSURE HELD( 2) NET OF COLLATERAL NET OF COLLATERAL
($ IN MLLIONS)

<S> <C <C <C <C
AAA/AQ@. . o $ 2,603 $ 452 $ 2,151 11%
AN AA2. ... 5,132 557 4,575 24
ANA2. . 9, 663 2,211 7,452 39
BBB/Baa2............... 3,246 516 2,730 14
BB/ Ba2 or |ower 2,618 625 1,993 11
Unrated(1).......coviiiinnnn... 2,486 2,228 258 1

$25, 748 $6, 589 $19, 159 100%

</ Tabl e>

(1) I'n lieu of making an individual assessment of the credit of unrated
counterparties, we make a determ nation that the collateral held in respect
of such obligations is sufficient to cover a substantial portion of our
exposure. I n making this determ nation, we take into account various
factors, including | egal uncertainties and market volatility.

(2) Collateral consists predom nantly of cash and U. S. governnent and agency
securities and is usually received under agreenents entitling Goldman Sachs
to require additional collateral upon specified increases in exposure or the
occurrence of adverse credit events.

Derivative transactions may also involve the legal risk that they are not
aut hori zed or appropriate for a counterparty, that docunentation has not been
properly executed or that executed agreenents may not be enforceabl e agai nst the



counterparty. W attenpt to mininze these risks by obtaining advice of counsel
on the enforceability of agreenents as well as on the authority of a
counterparty to effect the derivative transaction.
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OPERATI ONAL RI SKS

OPERATI ONAL RI SK.  Col dman Sachs may face reputational damage, financia
loss or regulatory risk in the event of an operational failure or error. A
systens fallure or failure to enter a trade properly into our records nay result
in an inability to settle transactions in a tinely manner or a breach of
regul atory requirements. Settlenent errors or delays na¥ cause | osses due to
damages owed to counterparties or novenents in prices. These operational and
systens risks may arise in connection with our own systems or as a result of the
failure of an agent acting on our behalf.

The G obal Operations Departnent is responsible for establishing,
mai nt ai ni ng and approving policies and controls with respect to the accurate
i nputting and proce55|ng of transactions, clearance and settlenent of ]
transactions, the custody of securities and other instrunments, and the detection
and prevention of enployee errors or inproper or fraudulent activities. Its
personnel work closely with Informati on Technol ogy in creating systens to enable
appropriate supervision and managenent of its policies. The obal Operations
Department is al so responsible, together with other areas of Gol dnman Sachs,
including the Legal and Conpliance departnents, for ensuring conpliance with
applicable regulations with respect to the clearance and settl enment of
transacti ons and the margi ning of positions. The Network Managenent Depart nent
oversees our relationships with our clearance and settlenent agents, regularly
reviews agents’ performance and neets with these agents to review operationa
i ssues.

YEAR 2000. Col dman Sachs has dedi cated resources over the past severa
years to address the potential hardware, software, and other conputer and
technology i ssues and rel ated concerns associated with the transition to the
Year 2000 and to confirmthat our service providers took simlar neasures. As a
result of those efforts, we have not experienced any material disruptions in our
operations in connection with, or following, the transition to the Year 2000. W
currently estimate that our Year 2000 costs will total approxinmately $185
mllion, of which $170 million had been spent through Novermber 1999.

ACCOUNTI NG DEVELOPMENTS

In June 1999, the Financial Accounting Standards Board issued Statenent of
Fi nanci al Accounting Standards No. 137, "Accounting for Derivative Instruments
and Hed in% Activities -- Deferral of the Effective Date of Financial Accounting
St andards Board Statenent No. 133 -- an anmendnment of Financial Accounting
St andards Board Statenent No. 133," which deferred to fiscal years beginning
after June 15, 2000 the effective date of the accounting and reportin%
requirements of Statement of Financial Accounting Standards No. 133. Statenent
of Fi nancial Accounting Standards No. 133 establishes accounting and reporting
standards for derivative instruments, including certain derivative instruments
enbedded in other contracts (collectively referred to as derivatives), and for
hedgi ng activities. This Statenment requires that an entity recognize all
derivatives as either assets or liabilities in the statement of financial
condition and neasure those instrunents at fair value. The accounting for
changes in the fair value of a derivative instrument depends on its Intended use
and the resulting designation. W intend to adopt the provisions of Statenent of
Fi nanci al Accounting Standards No. 133 deferred by Statenent of Financia
A??ounting Standards No. 137 in fiscal 2001 and are currently assessing their
effect.

In March 1998, the Accounting Standards Executive Committee of the Anerican
Institute of Certified Public Accountants issued Statenment of Position No. 98-1
"Accounting for the Costs of Conputer Software Devel oped or Obtained for
Internal Use," effective for fiscal years beginning atter Decenber 15, 1998.
Statement of Position No. 98-1 requires that certaln costs of conmputer software
devel oped or obtained for internal use be capitalized and anortized over the
useful life of the related software. W previously expensed the cost of all
software devel opment in the period it was incurred. The adoption of Statenent of
Position No. 98-1 is not expected to have a naterial effect on our results of
operations or financial condition. W intend to adopt the provisions of
Statenment of Position No. 98-1 in fiscal 2000.
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Exhi bit 13.2
REPORT OF | NDEPENDENT ACCOUNTANTS

To the Directors and Sharehol ders,
The Col dman Sachs G oup, Inc.:

I n our opinion, the acconpanyi ng consolidated statenments of financial
condition and the rel ated consolidated statements of earnings, changes in
stockhol ders’ equity and partners’ capital, cash flows and conprehensive income
gresent fairly, in all material respects, the consolidated financial position of

he Gol dman Sachs Group, Inc. and Subsidiaries (the "flrnT? as of Novenber 26
1999 and Novenber 27, 1998, and the results of their consolidated operations and
their consolidated cash flows for each of the three fiscal years in the period
ended Novenber 26, 1999, in confornit¥ wi th accounting principles genera Ig
accepted in the United States. These financial statenments are the responsibility
of the firm s nmanagenent; our responsibility is to express an opinion on these
financial statenments based on our audits. We conducted our audits of these
financial statements in accordance w th auditing standards ﬂenerally accepted in
the United States, which require that we plan and performthe audit to obtain
reasonabl e assurance about whether the financial statements are free of materi al
nm sstatenment. An audit includes exam ning, on a test basis, evidence supporting
the amounts and disclosures in the financial statenents, assessing the
accounting principles used and significant estinmates nade by managenent, as wel
as evaluatlng the overall financial statenment presentation. W believe that our
audits provide a reasonabl e basis for our opinion.

/'s/ PRI CEWATERHOUSECOOPERS LLP

New Yor k, New Yor k
January 21, 2000.
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<Tabl e>
<Capti on>

<S>
Revenues
d obal capital markets

I nvestnent banking........

CONSOLI DATED STATEMENTS OF EARNI NGS

YEAR ENDED NOVEMBER

(IN M LLIONS, EXCEPT SHARE AND
PER SHARE AMOUNTS)
<C <C <C

............................ $ 4,359 $ 3,368 $ 2,587

Trading and principal investments..................... 5,758 2,015 2,303
Asset mmnagenment and securities services................ 2,524 2,085 1, 456
Interest INCOMB. ... ... .. e 12,722 15, 010 14, 087

Total revenuUesS. ... ... 25, 363 22,478 20, 433
Interest expense................. ... 12,018 13, 958 12, 986

Revenues, net of interest expense..................... 13, 345 8,520 7,447
Qper ating expenses
Conpensation and benefits, excluding enployee initial

public offering awards. ......... ... ... ... 6, 459 3,838 3,097
Nonrecurring enployee initial public offering

anards( L) . . ... 2,257 -- --
Anortization of enployee initial public offering

AWAN S, . . 268 -- --
Broker age, clearing and exchange fees 446 424 357
Market developnment........ ... ... .. .. ... 364 287 206
Commruni cations and technology.......... 306 265 208
Depreci ation and anortization.......... 337 242 178
QCCUPANCY. .« o vttt ettt 314 207 168
Prof essional services and other......................... 402 336 219
Charitable contribution................................. 200 -- --

Total operating eXpenses. ................o.oo... 11, 353 5,599 4,433
Pre-tax earnings. . ...... ...t 1,992 2,921 3,014
(Benefit)/provision for taxes.............ooiiuuiennnn.. (716) 493 268

Net earnings...............

Earni ngs per share
Basic....................

Average common shares outstandi ng

B_aSI G

............................. 475, 883, 756 -- --
............................. 485, 803, 960 -- --

(1) Includes expense of $666 million related to the initial irrevocable

contri bution of

shares of common stock to a defined contribution plan.

The acconpanying notes are an integral part of these consolidated financial

st at enent s.
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CONSOLI DATED STATEMENTS OF FI NANCI AL CONDI TI ON

<Tabl e>
<Capti on>
AS OF NOVEMBER
1999 1998
IN MLLIONS, EXCEPT
HARE AND PER SHARE
AMOUNTS)
<S> <C <G
Asset s
Cash and cash equivalents...... P, s P $ 3,055 $ 2,836
Cash and securities segregated in conpliance with U 'S
federal and other regulations........... ... .. .. ... .. ... ...... 9,135 7,887
Recei vabl es from brokers, dealers and clearing
organizations................ ..., e 4,490 4,321
Recelvabl es from custonmers and counterparties.................. 30, 140 14, 953
Securities borrowed. . ... ... .. ... .. 78, 418 69, 158
Securities purchased under agreenents to resell................ 37,106 37,484
Right to receive secUrities. ... ...... .. ... 1, 604 7,564
Fi nanci al instrunents owned, at fair value
Conmrer ci al paper, certificates of deposit and tinme
deposits. . ... e 1,435 1, 382
U S. government, federal agency and sovereign
obl Igati Ons. ... . 22,193 24,789
Corporate debt...... e 9, 821 10, 744
Equi ties and convertible debentures.......................... 16, 381 11, 066
State, municipal and provincial obligations.................. 756 918
Derivati Ve CONtract S. ... ... e e e e 30, 661 21, 299
Physical comodities........ ... ... .. i 562 481
O el ASS LS. . ot 4,734 2,498

$250, 491 $217, 380

Liabilities and Equity

Short-term borrow ngs, including conmercial paper.............. $ 37,756 $ 27,430
Payabl es to brokers, deal ers and clearing organizations........ 2,129 730
Payabl es to custonmers and counterparties....................... 57, 405 46, 208
Securities loaned. ... ...... ... 9, 169 11, 088
Securities sold under agreenents to repurchase................. 40, 183 36, 257
Obligation to return seCUrities. ... ..., 1, 595 9, 783
FinaPciaI instrunments sold, but not yet purchased, at fair
val ue
U S. governnment, federal agency and sovereign obligations.... 19, 170 22,360
Corporate debt...... e 2,642 1,441
Equities and convertible debentures........... ... .. ... ... .... 14, 002 6, 406
Derivati Ve CONtract S. .. ... e e e e 28, 488 24,722
Physical comodities.......... ... . 586 966
O her liabilities and accrued exXpenses. .. ..........couvin... 6, 269 3,699
Long-term borrowi NQS. . . ..ot 20, 952 19, 906
240, 346 210, 996

Commi t nents and conti ngenci es ) )
Partners’ capital allocated for incone taxes and potenti al

Withdrawal s. ... ... ... -- 74
Partners’ capital...... .. ... -- 6, 310
Preferred stock, par value $0.01 per share; 150,000, 000

shares authorized, no shares issued and outstanding.......... -- --
Common stock, par value $0.01 per share; 4,000, 000, 000

shares authorized, 441,421,899 shares issued and

oUt St andi NQ. . . ... 4 --
Restricted stock units; 76,048,404 units issued and
OUE ST AN NQ. . . oo 4,339 --

Nonvoti ng common st ock, ﬁar_value $0. 01 per share;
200, 000, 000 shares authorized, 7,440,362 shares issued and
Ut Standi NQ. . .. ..o

Additional paid-in capital.......... ... .. ... .. ... ... . ... ... 7,359 --
Retained earnings. . ........... ... 444 --
Unear ned conpensation....... e (2,038) --
Accumul at ed ot her conprehensive income......................... 37 --



$250, 491 $217, 380

</ Tabl e>

The acconpanying notes are an integral part of these consolidated financial
stat enent s.
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CONSOLI DATED STATEMENTS OF CHANGES | N STOCKHOLDERS
EQUI TY AND PARTNERS CAPI TAL

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLIONS, EXCEPT PER SHARE
AMOUNTS)
<S> <C <C <C
Partners’ capital
Bal ance, beginning of year........... ... .. . ... . . i, $ 6, 310 $ 6,107 $ 5,309
Transfer of beginning partners’ capital allocated for
income taxes and potential withdrawals.................. 74 -- --
Net earninNgs. .. ....... .. 2,264 (1) 2,428 2,746
Capital contributions............ ... ... ... .. . ... . . . ... ... 48 9 89
Return on capital and certain distributions to partners... (306) (619) (557)
Termi nation of profit participation plans................. -- (368) --

Transfers to partners’ capital allocated for incone taxes

and potential withdrawals, net.......................... (1, 247) (1, 480)

Di stributions of remaining partners’ capital.............. (4, 520) (2)
Exchange of partnership interests for shares of common

StOCK. ..o (3,901) -- --
Transfer to accunul ated other conprehensive income........ 31 -- --
Bal ance, end of year........... ... . . . ... ... i .. -- 6, 310 6, 107

Common stock, par value $0.01 per share
Bal ance, beginning of year............. ... ... ... .. ... . . ... --
Common stock issued........ ... 4 -- --
Bal ance, end of year........... .. .. . . .. ... i i 4 - - --
Restricted stock units
Bal ance, beginning of year........... .. .. ... ... ... ... .. ... -- -- --
Restricted stock units granted, net of forfeitures of $42
M ON. 4,339 -- --
Bal ance, end of year........... ... . . . . . . . ... i i 4,339 - - --
Nonvoting common stock, par value $0.01 per share
Bal ance, beginning of year........... ... ... ... ... ... ... ... -- -- --
Nonvoting common stock issued............................. -- -- --
Bal ance, end of year........... ... i -- -- --
Addi tional paid-in capital
Bal ance, beginning of year.......... ... ... ... ... ... .. .. ... -- -- --
Exchange of partnership interests for shares of common

StOCK. . oo 3,901 - - --
I ssuance of common stock...............c0 ... 2,891 -- --
| ssuance of common stock contributed to a defined

contribution plan............ .. 674 -- --
Dividends paid........ ... .. (107) (3) -- --
Bal ance, end of year............. ... . . . ... .. . 7,359 - - --

Ret ai ned ear ni ngs
Bal ance, beginning of year........... ... . . . ... . i, --
Net earninNgsS. . ....... .. 444 (4) -- --
Bal ance, end of year........... ... .. .. ... ... .. 444 - - --
Unear ned conpensati on
Bal ance, beginning of year............... ... ... ... ... ... .. -- -- --
Restricted stock units granted, net of forfeitures of $23
Ml lion. . (2,311) -- --
Anortization of restricted stock units.................... 273
Bal ance, end of year.......... ... ... . .. .. .. (2,038) -- --
Accunul ated ot her conprehensive incone
Bal ance, beginning of year........... ... .. . ... . i, -- -- --

Transfer frompartners’ capital........................... (31) -- --
Currency translation adjustment........................... 68 -- --
Bal ance, end Of YEar. . .......oownoooe 37 ----- T
$10, 145 $6,300 $6 107

</ Tabl e>

(1) Represents net earnings of the partnership from Novenmber 28, 1998 through
May 6, 1999.

(2) Represents the retired limted partners’ exchanges of partnership interests
for cash and juni or subordinated debentures, the redenption of senior
limted partnership interests for cash and other distributions of partners
capital 1n accordance with the partnership agreenent.

(3) Represents two quarterly dividends of $0.12 per commpbn share each



(4) ggpresggts net earnings of the corporation from My 7, 1999 through Novenber

The acconpanying notes are an integral part of these consolidated financial
st at enent s.
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CONSOLI DATED STATEMENTS OF CASH FLOWS

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(IN M LLI ONS)
<S> <C <C <C
Cash flows fromoperating activities
NEt  ar Mi NOS. . . vttt et e e $ 2,708 $ 2,428 $ 2,746
Noncash itens included in net earnings
Depreciation and anortization........................... 337 242 178
Deferred income taxes..............oiiiiiiiinnnnnnnn.... (1,387) 23 32
St ock-based conpensation. .. .......... .. 2,989 -- --
Changes in operating assets and liabilities
Cash and securities segregated in conpliance with U S.
federal and other regulations........................... (1, 248) (2,984) (670)
Net receivables from brokers, dealers and clearing
Organi zat i ONS. .. ... it 1,453 (789) (1,599)
Net payabl es to custonmers and counterparties.............. (3,990) 14, 664 5,029
Securities borrowed, net............... . (11, 179) (21, 158) (10, 814)
Fi nanci al instrunents owned, at fair value................ (13, 718) 148 (7,439)
Fi nanci al instrunents sold, but not yet purchased, at fair
Val UB. . 9, 059 7,559 11, 702
O her, Net. ... 2,387 (71) 905
Net cash (used for)/provided by operating activities.... (12, 589) 62 70
Cash flows frominvesting activities
Property, |easehold inprovenents and equipnent............ (656) (476) (259)
Fi nanci al instrunents owned, at fair value................ 189 (180) (360)
Acquisitions, net of cash acquired........................ (187) -- (74)
Net cash used for investing activities.................. (654) (656) (693)
Cash flows fromfinancing activities
Short-termborrow ngs, Net..............uiiiiiiiininnnnnn. 755 2,193 1,082
Securities sold under agreenents to repurchase, net....... 4, 304 (5,909) (4,717)
I ssuance of long-termborrowings.......................... 11, 000 10, 527 7,734
Repaynent of long-termborrowings......................... (753) (2,058) (1, 855)
Capital contributions.............. ..., 48 9 89
Dividends paid......... ... .. (107) -- --
Returns on capital and certain distributions to
PaAr L Ner S, (306) (619) (557)
Termnation of the profit participation plans............. -- (368) --
Proceeds fromissuance of conmon stock.................... 2,633 -- --
Partners’ capital distributions, net...................... (4, 112) -- --
Partners’ capital allocated for incone taxes and potenti al
Withdrawal s. ... ... -- (1, 673) (2,034)
Net cash provided by/(used for) financing activities.... 13, 462 2,102 (258)
Net increase/(decrease) in cash and cash equivalents.... 219 1,508 (881)
Cash and cash equival ents, beginning of year.............. 2,836 1, 328 2,209
Cash and cash equivalents, end of year.................... $ 3,055 $ 2,836 $ 1,328
</ Tabl e>

SUPPLEMENTAL DI SCLOSURES

) Cash paynments for interest apPrpxinated the rel ated expense for each of the
fiscal years presented. Paynents of incone taxes were $463 mllion for the year
§88$d venber 1999 and were immaterial for the years ended Novenber 1998 and

Noncash activities:

In connection with the firnmis conversion to corporate form junior
subordi nated debentures of $371 million were issued to retired linmted partners
in exchange for their partnership interests.

1999 Common stock issued in connection with acquisitions was $245 mllion in

The acconpanying notes are an integral part of these consolidated financial
st at enent s.
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CONSOLI DATED STATEMENTS OF COVPREHENSI VE | NCOVE

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLI ONS)

<S> <C <C <C
Net AN NI NOS. . e e $2, 708 $2, 428 $2, 746
O her conprehensive_ inconme, net of tax

Currency translation adjustnent........... ... .. .......... 37 (31) (28)
Conmprehensi Ve i NCOIME. . .. ... it e e e $2, 745 $2, 397 $2, 718
</ Tabl e>

The acconpanying notes are an integral part of these consolidated financial
st at enent s.
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
NOTE 1/ DESCRI PTI ON OF BUSI NESS

The Gol dman Sachs Group, Inc. (Goup Inc.), a Delaware corporation
together with its consolidated subsidiaries (collectively, the firm, is a
| obal investnent banking and securities firmthat provides a w de range of
i nanci al services worldwi de to a substantial and diversified client base. On
May 7, 1999, the firmconverted froma partnership to a corporation and
completed its initial public offering.

The firms activities are divided into two business segnents:

GLOBAL CAPI TAL MARKETS. This segnent conprises |nvestnent BankinP, whi ch
i ncl udes Financial Advisory and Underwiting, and Tradi ng and Principa

| nvestment s, which includes Fixed Inconme, Currency and Commodities (FICQO),
Equities and Principal Investments (Principal |nvestments primarily represents
net revenues fromthe firm s merchant banking investnents); and

ASSET MANAGEMENT AND SECURI TI ES SERVI CES. This segnment conprises Asset
Managenment, Securities Services and Conm ssions.

NOTE 2/ SI GNI FI CANT ACCOUNTI NG PCLI Cl ES
BASI S OF PRESENTATI ON

~The consolidated financial statenents include the accounts of G oup Inc.
and its U S. and international subsidiaries |nclud|n% CGol dman, Sachs & Co. ]
(GS&Co.) and J. Aron & Conpany in New York, Goldman Sachs International (GSI) in
London and Gol dman Sachs (Japan) Ltd. (GSJL) in Tokyo. Certain reclassifications
have been made to prior-year ampunts to conformto the current-year
p{esentathon. Al'l material interconmpany transactions and bal ances have been
elimnate

These consolidated financial statements have been prepared in accordance
with generally accepted accounting principles that require nmanagenent to nake
estinmates and assunptions regarding trading i nventory val uations, the outcone of
pending litigation, and other matters that affect the consolidated financi al
statenents and rel ated di scl osures. These estinates and assunptions are based on
j udgnent and avail abl e i nformati on and, consequently, actual results could be
materially different fromthese estinates.

Unl ess otherwi se stated herein, all references to 1999, 1998 and 1997 refer
tothe firnms fiscal year ended, or the date, as the context requires, Novenber
26, 1999, Novenber 27, 1998 and Novenber 28, 1997, respectively.

CASH AND CASH EQUI VALENTS

) The firm defines cash equivalents as highly liquid overnight deposits held
in the ordinary course of business.

REPURCHASE ACREEMENTS AND COLLATERALI ZED FI NANCI NG ARRANGEMENTS

Securities purchased under agreenents to resell and securities sold under
agreenents to repurchase, principally U S. government, federal agency and
i nvestnent - grade_non-U. S. sovereign obligations, represent short-term
collateralized financing transactions and are carried at their contractua
anounts plus accrued interest. These anbunts are presented on a net-by-
counterparty basis where nanagenent believes a legal right of setoff exists
under an enforceable netting agreement. The firm takes possession of securities
purchased under agreenents to resell, nonitors the narket val ue of these
securities on a daily basis and obtains additional collateral as appropriate.

Securities borrowed and | oaned are recorded on the statenents of financial
condi tion based on the amount of cash collateral advanced or received. These
transactions are generally collateralized by either cash, securities or letters
of credit. The firmtakes possession of securities borrowed, nonitors the narket
val ue of securities |oaned and obtains additional collateral as appropriate.

I ncone or expense is recognized as interest over the life of the transaction
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FI NANCI AL | NSTRUMENTS

Gains and losses on financial instrunents and commi ssion inconme and rel ated
expenses are recorded on a trade date basis in the consolidated statenments of
earnlnPs. The consol i dated statement of financial condition as of Novenber 1999
generally reflects purchases and sal es of financial instrunments, including
agency transactions, on a trade date basis. The consolidated statement of
frnancial condition as of Novenber 1998 generally reflects these transactions on
a settlenent date basis. Recording these transactions on a trade date basis
woul d not have resulted in a nmaterial adjustrment to the consolidated statenent
of financial condition as of Novenber 1998.

Substantially all financial instruments used in the firms trading and
nontrading activities are carried at fair value or amounts that approximate fair
val ue, and unrealized gains and | osses are recognized in earnings. Fair value is
based generally on listed market prices or broker or dealer price quotations. To
the extent that prices are not readil¥ available, or if liquidating the firms
position is reasonably expected to affect nmarket prices, fair value is based on
ei ther internal valuation nodels or managenent’s estimte of ampbunts that could
be realized under current market conditions, assuning an orderly liquidation
over a reasonabl e Period of time. Certain over-the-counter (Cﬂcg derivative
instrunents are val ued using pricing nodels that consider, anong other factors,
current and contractual market prices, time value, and yield curve and/or
volatility factors of the underlying positions. The fair value of the firms
trgdgng and nontradi ng assets and lirabilities is discussed further in Notes 3, 4
an .

PRI NCI PAL | NVESTMENTS

Principal investnents are carried at fair value, generally based upon
quoted market prices or conparable substantial third-party transactions. \WWere
fair value is not readily ascertainable, principal investients are recorded at
cost or managenent’s estimate of the realizabl e val ue.

The firmis entitled to receive nerchant bankinﬂ overrides (i.e., an
i ncreased share of a fund’'s incone and gains) when the return on the fund's

i nvestments exceeds certain threshold returns. Overrides are based on investnent
performance over the |life of each merchant banking fund, and future investmnent
under per f or mance nmay rezyire anounts previously distributed to the firmto be
returned to the funds. ccordinglx, overrides are recogni zed in earnings only
when managenent determ nes that the probability of return is renote. Overrides
are included in "Asset managenent and securities services" on the consolidated
statements of earnings

DERI VATI VE CONTRACTS

Derivatives used for trading purposes are reported at fair value and are
included in "Derivative contracts" on the consolidated statements of financia
condition. Gains and | osses on derivatives used for trading purposes are
generally included in "Trading and principal investments" on the consolidated
statenments of earnings

Derivatives used for nontradi ng purposes include interest rate futures
contracts and interest rate and currency swap agreenents, which are prinmarily
utilized to convert a substantial portion of the firms fixed rate debt into
U.S. dollar-based floating rate obligations. Gains and | osses on these
derivatives are generally deferred and recogni zed as adjustnents to interest
expense over the life of the derivative contract. Gains and | osses resulting
fromthe early termination of derivatives used for nontradi ng purposes are
generally deferred and recogni zed over the remaining life of the underlying

ebt. If the underlying debt is termnated prior toits stated maturity, gains
and | osses on these transactions, including the associ ated hedges, are
recogni zed in earnings i mediately.

Derivatives are reported on a net-by-counterparty basis on the consolidated
statenents of financial condition where managenent believes a legal right of
setof f exists under an enforceable netting agreenent.

PROPERTY, LEASEHOLD | MPROVEMENTS AND EQUI PMENT
Depreciation and anortization generally are cgnputed usi ng accel erated cost

recover% net hods for all property and equi pment an or | easehol d inprovenents
where the termof the lease Is greater than the econonic useful life of the



asset. All other |easehold inprovenents are anortized on a straight-1line basis
over the termof the |ease.
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GOODW LL

~The cost of acquired conpanies in excess of the fair value of net assets at
acquisition date is recorded as goodw || and anortized over periods of 15 to 20
years on a straight-line basis.

I NVESTMENT BANKI NG

Underwriting revenues and fees fromnergers and acqui sitions and ot her
corporate finance advisory assignnments are recorded when the underlying
transaction is conpleted under the ternms of the engagenent. Syndi cate expenses
related to securities offerings in which the firmacts as an underwiter or
agent are deferred until the related revenue is recognized.

EARNI NGS PER SHARE

) Earni ngs per share (EPS) is conputed in accordance with Statenment of
Fi nanci al Accounting Standards (SFAS) No. 128, "Earnings Per Share." Basic EPS
is calculated by dividing net earnings by the melﬁhted average nunber of comon
shares outstandi ng. Commbn shares outstanding i ncludes common stock and
nonvoting conmon stock as well as restricted stock units for which no future
service I's reQU|red_as a condition to the delivery of the underlying comobn
stock. Diluted EPS includes the determinants of basic EPS and, in addition
reflects the dilutive effect of commpn stock deliverable pursuant to the
restricted stock units and stock options for which future service is required as
a condition to the delivery of the underlying comon stock.

STOCK- BASED COVPENSATI ON

The firmhas elected to account for stock-based enplogee congensation pl ans
in accordance with Accounting Principles Board Qpinion (APB) No. 25, "Accounting
for Stock |Issued to Enployees,” as permtted by SFAS No. 123, "Accounting for
St ock- Based Conpensation.”™ In accordance with APB No. 25, conPensation expense
is not recognized for stock options that have no intrinsic value on the date of
rant. Conpensation expense is recognized inmmediately for restricted stock units
or which future service is not required as a condition to the delivery of the
underlying shares of common stock. For restricted stock units with future
service requirements, conpensation expense is recognized over the rel evant
vesting period using an accel erated anortizati on net hodol ogy.

I NCOVE TAXES

The firmaccounts for income taxes in accordance with SFAS No. 109,
"Accounting for Income Taxes," which requires the recognition of tax benefits or
expenses on the tenporary differences between the financial reporting and tax
bases of its assets and [iabilities. As a partnership, the firmwas prinmarily
subj ect to unincorporated business taxes and taxes in forei?n jurisdictions on
certain of its operations. As a corporation, the earnings of the firmare
subject to U S. federal, foreign, state and |local taxes. As a result of its
conversion to corporate form the firmrecognized the tax effect of the change
inits incone tax rate on both its deferred tax assets and liabilities and the
earnings attributable to the period fromMy 7, 1999 to the end of the fisca
year. The firms tax assets and |iabilities are presented as a conponent of
"Gt her assets"” and "Other liabilities and accrued expenses," respectively, on
the consolidated statements of financial condition

FORElI GN CURRENCY TRANSLATI ON

Assets and liabilities denoninated in non-U S. currencies are translated at
rates of exchange prevailing on the date of the statenment of financial
condi tion, and revenues and exPenses are translated at average rates of exchange
for the fiscal year. Gains or [osses on translation of the financial statenents
of a non-U. S. operation, where the functional currency is other than the U S
dollar, are reflected as a separate conponent of equity. Gains or |osses on
foreign currency transactions are included in the consolidated statenents of
ear ni ngs.

As a partnership, the firmreported the cunul ative translati on adj ust nent
a conponent of "Partners’ capital allocated for incone taxes and potenti al
hdrawal s" on the consolidated statenment of financial condition. Efifective
h the firms conversion to corPorate form the cunul ative translation
ustment is reported as "Accunu

as
W

it
Wi t at | Ve
adj ated ot her conprehensive incone"” on the



consol i dat ed statenment of financial condition.
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ACCOUNTI NG DEVELOPMENTS

I'n June 1999, the Financial Accounting Standards Board issued SFAS No. 137
"Accounting for Derivative Instrunents and Hedging Activities -- Deferral of the
Ef fective Date of FASB Statement No. 133 -- an amendnent of FASB Statement No.
133," which deferred to fiscal years beginning after June 15, 2000 the effective
date of the accounting and reporting requirements of SFAS No. 133, "Accounting
for Derivative Instrunments and Hedging Activities.” SFAS No. 133 establishes
accounting and reporting standards for derivative instruments, including certain
derivative instruments enmbedded in other contracts (collectively, referred to as
der|vat|ves?, and for hedging activities. This Statenent requires that an entity
recogni ze all derivatives as either assets or liabilities in the statenent of
financial condition and neasure those instrunents at fair value. The accounting
for changes in the fair value of a derivative instrunent depends on its intended
use and the resultlng de3|gnat|on. The firmintends to adopt the provisions of
SEAS hbff133 deferred by SFAS No. 137 in fiscal 2001 and is currently assessing
their effect.

~In March 1998, the Accounting Standards Executive Comittee of the American
Institute of Certified Public Accountants issued Statenent of Position (SOP) No.
98-1, "Accounting for the Costs of Conputer Software Devel oped or Obtained for
Internal Use," effective for fiscal years beginning after Decenber 15, 1998. SOP
No. 98-1 requires that certain costs of conputer software devel oped or obtained
for internal use be capitalized and anortized over the useful life of the
related software. The firm previously expensed the cost of all software
devel opment in the period it was incurred. The adoption of SOP No. 98-1 is not
expected to have a material effect on the firm s results of operations or )
¥!nanflgbogond|t|on. The firmintends to adopt the provisions of SOP No. 98-1 in

i sca .

NOTE 3/ FI NANCI AL | NSTRUMENTS

Fi nancial instrunments, including both cash instrunents and derivatives, are
used to manage market risk, facilitate custoner transactions, engage in
proErletary transacti ons and meet financing objectives. These instrunments can be
ei ther executed on an exchange or negotiated in the OIC narket.

Transactions involving financial instruments sold, but not yet purchased,
entail an obligation to purchase a financial instrument at a future date. The
firmmy incur a loss if the market value of the financial instrunent
subsequently increases prior to the purchase of the instrunent.

FAI R VALUE OF FI NANCI AL | NSTRUMENTS

Substantially all of the firnms assets and liabilities are carried at fair
val ue or anounts that approximate fair val ue.

Tradi ng assets and liabilities, including derivative contracts used for
tradi ng purposes, are carried at fair value and reported as financi al
i nstruments owned and financial instrunents sold, but not yet purchased, on the
consol i dated statenents of financial condition. Nontrading assets and
Ii?bilities are generally carried at fair value or anpbunts that approximate fair
val ue.

Nont r adi ng assets include cash and cash equi val ents; cash and securities
segregated in conpliance with U S. federal and other regulations; receivables
from brokers, deal ers and clearing organi zati ons; receivables fromcustoners and
counterparties; securities borrowed; securities purchased under agreements to
resell; right to receive securities; and certain investnents, prinarily those
made in connection with the firm s merchant banking activities.

Nontrading liabilities include short-term borrow ngs; payables to brokers,
deal ers and cl earing organi zations; payables to custoners and counterparties;
securities |loaned; securities sold under agreenents to repurchase; obligation to
return securities; other liabilities and accrued expenses; and | ong-term
borrowi ngs. The fair value of the firm s | ong-term borrow ngs and associ at ed
hedges is discussed in Note 5.

TRADI NG AND PRI NCI PAL | NVESTMENTS

The firm s Trading and Principal |nvestnents business, a conponent of the
G obal Capital Markets segnment, facilitates custoner transactions and takes



proprietary positions through market making in and trading of securities,
currencies, commodities and swaps, and other derivatives. Derivative financial
instruments are often used to hedge cash instrunments or other derivative
financial instruments as an integral part of the firnis strategies. As a result,
it is necessary to view the results of any activity on a fully integrated basis,
i ncludi ng cash positions, the
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effect of related derivatives and the financing of the underlying positions.

Net revenues include allocations of interest income and expense to specific
securities, comodities and other positions in relation to the cash generated
by, or funding requirenments of, the underlying positions.

The following table sets forth the net revenues of Trading and Principa
I nvest ment s:

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLI ONS)
<S> <C <C <C
Bl . . o $2, 862 $1, 438 $2, 055
EqQUities. ... ... 1,961 795 573
Principal Investnments....... ... ... . . ... 950 146 298
Total ... $5, 773 $2, 379 $2, 926
</ Tabl e>

Rl SK MANAGEMENT

The firmseeks to nonitor and control its risk exposure through a variety
of separate but conplenentary financial, credit, operational and | egal reportin
systens. Managenent believes that it has effective ﬁrocedures for evaluating an
managi ng the market, credit and other risks to which it is exposed. The
Managenent Conmittee, the firms primry decision—naking body, deternines (both
directly and through del egated authority) the types of business in which the
firm engages, approves guidelines for accepting custoners for all product |ines,
outlines the ternms under which custoner business is conducted and establishes
%he_paraneters for the risks that the firmis willing to undertake in its

usi ness.

The Firmni de Risk Committee, which reports to senior nanagenent and neets
weekly, is responsible for nanaging and nonitoring all of the firms risk
exposures. In addition, the firm maintains segregation of duties, with credit
review and risk-nonitoring functions performed by groups that are independent
from revenue- produci ng departnents.

~MARKET RISK. The potential for changes in the market value of the firms
trading positions is referred to as "market risk." The firm s tradi ng positions
result fromunderwiting, market-naking and proprietary trading activities.

Cat egories of market risk include exposures to interest rates, currenc
rates, equity prices and conmodity prices. A description of each market ris
category is set forth bel ow

- Interest rate risks prinaril¥ result from exposures to changes in the
| evel , slope and curvature of the yield curve, the volatility of interest
rates, nortgage prepaynent speeds and credit spreads.

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

- Equity price risks result from exposures to changes in prices and
volatilities of individual equities, equity baskets and equity indices.

- Commodity price risks result from exposures to chanﬂes in spot prices,
forward prices and volatilities of commpdities, such as electricity,
natural gas, crude oil, petrol eum products, and precious and base netals.

~ These risk exposures are managed through diversification, by controlling
E03|t|on sizes and by establishing hedges in related securities or derivatives.
or exanple, the firmmay hedge a portfolio of common stock by taking an
of fsetting position in a related equity-index futures contract. The ability to
manage t hese exposures may, however, be linmted by adverse changes in the ]
liqurdity of the security or the related hedge instrument and in the correlation
of price novenents between the security and the rel ated hedge instrument.



CREDIT RISK. Credit risk represents the loss that the firmwould incur if
a counterparty or issuer of securities or other instruments held by the firm
fails to performits contractual obligations to the firm To reduce credit
exposures, the firmseeks to enter into netting agreenents with counterparties
that permt the firmto offset receivabl es and payables with such
counterparties. In addition, the firmattenpts to further reduce credit risk by
entering into agreenents that enable us to obtain collateral froma
counterparty, to terminate or reset the terms of transactions after specified
time periods or upon the occurrence of credit-related events, bK seeklnﬂ
third-party guarantees of the counterparty’s obligations, and through the use of
credit derivatives.

Credit concentrations nag arise fromtradi ng, underwiting and securities
borrowi ng activities and may be inpacted by changes in economnic, industry or
BO|Itlca factors. The firms concentration of credit risk is nonitored actively
y the Credit Policy Committee. As of
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Novenber 1999 and 1998, U. S. government and federal agency obligations
represented 7% of the firms total assets. In addition, nost of the firms
securities purchased under agreenments to resell are collateralized by U S
governnent, federal agency and other sovereign obligations.

DERI VATI VE ACTI VI TI ES

Most of the firm s derivative transactions are entered into for trading
purposes. The firmuses derivatives in its trading activities to facilitate
custoner transactions, to take proprietary positions and as a neans of risk
managenent. The firmal so enters into nontradlnP derivative contracts to manage
the Interest rate and currency exposure on its l[ong-term borrow ngs. Nontrading
derivatives related to the firmis long-termborrow ngs are di scussed in Note 5.

Derivative contracts are financial instrunents, such as futures, forwards
swaps or option contracts, that derive their value fromunderlying assets,
i ndi ces, reference rates or a conbination of these factors. Derivatives nmay
i nvol ve future comrtnments to purchase or sell financial instrunments or
commodi ties, or to exchange currency or interest payment streans. The anounts
exchanged are based on the specific ternms of the contract with reference to
speciflied rates, securities, comodities or indices.

Derivative contracts exclude certain cash instrunents, such as
nor t gage- backed securities, interest-only and Principal—only obl i gations, and
i ndexed debt instrunments, that derive their values or contractually required
cash flows fromthe price of some other security or index. Derivatives also
exclude option features that are enbedded in cash instrunents, such as the
conversion features and call provisions enbedded in bonds. The firm has el ected
to include comodity-related contracts in its derivative disclosure, although
not required to do so, as these contracts nmay be settled in cash or are readily
convertible into cash.

The gross notional (or contractual) anounts of derivative financia
i nstruments represent the volune of these transactions and not the anmounts
potentially subject to market risk. In addition, neasurenent of market risk is
meani ngful only when all related and offsetting transactions are taken into
consi derati on.

Gross notional (or contractual) amounts of derivative financial instrunents
gst for trading purposes with off-bal ance-sheet market risk are set forth
el ow

<Tabl e>
<Caption> AS OF NOVEMBER
1999 1998
(I'N M LLI ONS)
<S> <C <C

Interest Rate
Fi nancial futures and forward settl enent

CONtTaACE S. . .ttt e e e $ 422,465 $ 406, 302
Swap agreementS. .. ... ... 2,581, 100 1, 848, 977
Witten option contracts............... .. ......... 509, 841 423,561
Equity
Financial futures and forward settl enent

CONtracts. . ... .. 10, 082 7, 405
SWap agreement S. . ... 3,423 2,752
Witten option contracts............. ... . ........ 113, 653 54, 856

Currency and Commodity
Fi nancial futures and forward settl enent

CONtracts. . ... .. 460, 941 420, 138
Swap agreementS. .. ... ... 110, 159 51, 502
Witten option contracts............... .. ......... 193, 989 183, 929
</ Tabl e>



Mar ket risk on purchased option contracts is linmted to the narket val ue of
thekoptlpnk therefore, purchased option contracts have no of f-bal ance-sheet
mar ket ri sk.

The gross notional (or contractual) anounts of purchased option contracts
used for trading purposes are set forth bel ow

<Tabl e>
<Capti on>
AS OF NOVEMBER
1999 1998
(IN M LLI ONS)
<S> <C <G
Pur chased Option Contracts
Interest rate......... .. $484, 104 $509, 770
EQUI LY. 114, 680 59, 571
Currency and comodity......... ... 210, 421 186, 748
</ Tabl e>

The firmutilizes replacenent cost as a measure of derivative credit risk
Repl acenent cost, as reported in "Financial instrunents owned, at fair value" on
the consolidated statenments of financial condition, represents amounts
recei vabl e from vari ous counterﬁartles, net of any unrealized | osses, owed where
managenent believes a |egal right of setoff exists under an enforceable netting
agreement. Replacement cost for purchased option contracts is the market val ue
of the contract. The firmcontrols its credit risk through an established credit
approval process, by nonitoring counterparty limts, obtaining collateral where
appropriate and, in sone cases, entering into enforceable netting agreenents.

The fair value of derivative financial instruments used for trading
BU{poses, conmputed in accordance with the firnis netting policy, is set forth
el ow

<Tabl e>
<Capti on>

AS OF NOVEMBER

1999 1998
ASSETS LI ABI LI TI ES ASSETS LI ABI LI TI ES

(I'N M LLI ONS)
<S> <C <C <C <C
Year End
Forward settlenent contracts............. $ 4,555 $ 4,625 $ 4,061 $ 4,201
Swap agreementsS. . ... 12, 052 11, 587 10, 000 11, 475
Option contracts. .........oovuveninnn... 14,018 12,274 7,140 9, 038
Total ... $30, 625 $28, 486 $21, 201 $24,714
Mont hly Aver age
Forward settlement contracts............. $ 3,877 $ 3,619 $ 4,326 $ 3,979
Swap agreements............... .. 10, 414 11, 210 7,340 8, 158
Option contracts. .......ovviunennnnnn... 9, 249 9,707 6, 696 8, 958
Total .. $23, 540 $24, 536 $18, 362 $21, 095

</ Tabl e>
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NOTE 4/ SHORT- TERM BORROW NGS

The firm obtains secured short-termfinancing principally through the use
of repurchase agreenents and securities | ending agreenents, collateralized
mai nly by U S. governnent, federal aﬂency, i nvest ment - grade foreign sovereign
obligations and equity securities. The firm obtains unsecured short-term
borrow ngs through issuance of conmercial paper, promnmissory notes and bank
| oans. The carrying value of these short-term obligations approximtes fair
val ue due to their short-termnature.

Short-term borrowi ngs are set forth bel ow

<Tabl e>
<Capti on>
AS OF NOVEMBER
1999 1998
(1IN M LLI ONS)
<S> <C <C
Commercial paper. . ... $ 9,403 $10, 008
Prom SSOry NOTeS. . ... ... e 11, 061 10, 763
Bank loans and other(1)........ ... ... ... 17, 292 6, 659
Total (2) . .ot $37, 756 $27, 430
</ Tabl e>

(1) As of Novenber 1999 and Novenber 1998, short-term borrow ngs included $10. 82
billion and $2.96 billion, respectively, of |ong-term borrow ngs maturing
wi thin one year.

(2) As of Novenber 1999 and Novenber 1998, m@iPhted average interest rates for
short-term borrow ngs, including comercial paper, were 5.66% and 5. 19%
respectively.

The firm maintains unencunbered securities with a market value in excess of
all uncollateralized short-term borrow ngs.

NOTE 5/ LONG- TERM BORROW NGS

The firm s long-termborrowings are set forth bel ow

<Tabl e>
<Capti on>
AS OF NOVEMBER
1999 1998
(1IN M LLI ONS)
<S> <C <C
Fi xed Rate Ooligations(1)
U S dollar. .. ... .. $ 8,236 $ 5, 260
Non-U.S. dollar......... . ... .. . . i 1,980 2,066
Fl oati ng Rate Onligations(2)
U S dollar. . ... ... 9, 697 11, 858
Non-U. S. dollar. ... ... ... e 1, 039 722
Total (3) . .ot $20, 952 $19, 906
</ Tabl e>

(1) During 1999 and 1998, interest rates on U.S. dollar fixed rate obligations
range from5.56%to 12. 00% and from 5. 74%to 10.10% respectively. During
1999 and 1998, non-U.S. dollar fixed rate obligations interest rates ranged
fromO0.85%to 9.51% and from1.90%to 9.51% respectively.

(2) Floating interest rates generally are based on LIBOR the U S. treasury bil
rate or the federal funds rate. Certain equity-Ilinked and i ndexed
instruments are included in floating rate obligations.



(3) Long-term borrow ngs bear fixed or floating interest rates and have
maturities that range fromone to 30 years fromthe date of issue.
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Long-term borrowi ngs by maturity date are set forth bel ow

<Tabl e>
<Capti on>

AS OF NOVEMBER

1999 1998
u. S NON- U. S. u. S NON- U. S.
DOLLAR DOLLAR TOTAL DOLLAR DOLLAR TOTAL

(IN M LLI ONS)
<S> <C <C <C < <C <C
Maturity Dates
1999, .. ... $ -- $  -- $ -- $ 2,443 $ 199 $ 2,642
2000, . ..o 2,527 114 2,641 4,293 272 4, 565
2001, ..o 3, 145 327 3,472 2,261 148 2,409
2002, ... 1,638 594 2,232 1, 669 265 1,934
2003. .. .. 1,522 404 1,926 1, 409 412 1,821
2004. . ... 1, 857 134 1,991 1, 310 43 1, 353
2005 - Thereafter.......... 7,244 1, 446 8, 690 3,733 1, 449 5,182

Total ............ $17, 933 $3, 019 $20, 952 $17, 118 $2, 788 $19, 906

</ Tabl e>

The firmenters into nontradin? derivative contracts, such as interest rate
and currency swap agreements, to effectively convert a substantial portion of
its fixed rate Iong—tern1borromjngs into U S. dollar-based floating rate
obligations. Accor inglx, the aggregate carrying value of these long-term
borrowi ngs and rel ate edges approxi mates fair val ue.

The effective weighted average interest rates for |ong-term borrow ngs,
after hedging activities, are set forth bel ow

<Tabl e>
<Capti on>
AS OF NOVEMBER
1999 1998
AMOUNT RATE AMOUNT RATE
($ IN MLLIONS)
<S> <C <C <C <C
Fixed rate obligations........................ $ 650 10.17% $ 222 8. 09%
Floating rate obligations..................... 20, 302 6. 03 19, 684 5.63
Total .. $20, 952 6. 16 $19, 906 5. 66
</ Tabl e>

As of Novenber 1999 and Novenber 1998, the notional anounts of the rel ated
smaP.agreenents used for nontradi ng purposes were $12.94 billion and $10. 21
billion, respectively.

The fair value and carrying value of these agreenents are set forth bel ow

<Tabl e>
<Capti on>

AS OF NOVEMBER

1999 1998
ASSETS LI ABI LI TI ES ASSETS LI ABI LI TI ES

(IN M LLI ONS)
<S> <G <C <C <C
Fair value......... ... i $ 3 $159 $519 $7
Carrying value............... ... ... ....... 36 2 98 8
</ Tabl e>



NOTE 6/ COVM TMENTS AND CONTI NGENCI ES
LI TI GATI ON

The firmis involved in a nunber of judicial, regulatory and arbitration
Bropeedlngs concerning matters arising in connection with the conduct of its
usi nesses. Managenent believes, based on currently available information, that
the results of such proceedings, in the aggregate, will not have a nateri al
adverse effect on the firms financial condition, but mght be material to the
firms operating results for any particular period, depending, in part, upon the
operating results for such period.

LEASES

The firm has obligations under |ong-term noncancel abl e | ease agreenents,
principally for office space, expiring on various dates through 2019. Certain
agreenents are subject to periodic escalation charges for increases in rea
estate taxes and other charges. Mnimumrental commtnments, net of mininmum
subl ease rental s, under noncancel abl e | eases for 2000 and the succeedi ng four
years and thereafter and rent charged to operating expense for the last three
years are set forth bel ow

<Tabl e>
<Capti on>
(IN M LLI ONS)

<S> <C
M ni mum Rental Conmitnents
2000. . .. e $ 203
2000, . . 183
20002, . e 182
2003, . 181
2004, . .. e 154
2005 - Thereafter. ..... ... 836

Total ... $1, 739
Net Rent Expense
10090, . $ 154
1008, 104
1007 . o e 87
</ Tabl e>

OTHER COWM TMENTS

The firmacts as an investor in nerchant banking transactions, which
i ncl udes making long-terminvestnents in equity and debt securities in privately
negoti ated transactions, corporate acquisitions and real estate transactions. In
connection with these activities, the firmhad commtments to invest up to $1.09
billion and $1.39 billion in corporate and real estate nerchant banking
i nvestnent funds and a bridge | oan fund as of November 1999 and Novenber 1998,
respectively.

In connection with |oan origination and participation, the firmhad | oan
commitments of $9.38 billion and $1.51 billion as of Novenber 1999 and Novenber
1998, respectively. These conmitnents are agreenents to lend to counterparties,
have fixed term nation dates and are contingent on all conditions to borrow ng
set forth in the contract having been net. Since these comitnments may expire
unused, the total conmtnment anmpbunt does not necessarily reflect the actua
future cash flow requirenents

The firmal so had outstandi ng guarantees of $575 million and $790 million
relating to its fund managenent activities as of Novenber 1999 and Novenber
1998, respectively.

The firm had pl edged securities of $35.83 billion and $22.88 billion as
collateral for securities borrowed of approxinmately equival ent val ue as of
Novenber 1999 and Novenber 1998, respectively.

The firmhad commitnents to enter into repurchase and resal e agreenments of
$30.58 billion and $46.26 billion as of Novenmber 1999 and Novenber 1998,
respectively.



The firmprovides letters of credit issued by various banks to
counterparties in lieu of securities or cash to satisfy various collateral and
margi n deposit requirements. Letters of credit outstanding were $10.30 billion
and $8.81 billion as of Novenber 1999 and Novenber 1998, respectively.
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NOTE 7/ EQUI TY CAPI TAL

On May 7, 1999, the firmconverted froma partnership to a corporation and
conpleted its initial public offering. In that offering, the firmsold
51, 000, 000 shares of common stock. In addition, the firm conpleted a nunber of
transactions to have Goup Inc. succeed to the business of The Gol dman Sachs
G oup, L.P. These transactions included the exchange of the partnership
interests of the participating limted partners (PLPs), retired limted
partners, Sumitonp Bank Capital Markets, Inc. and Kanehaneha Activities ]
A?sgibaa%og_rfr shares of conmmon stock. As of Novenber 1999, the firm had equity
0 . illion.

Shares of nonvoting common stock are convertible into shares of common
stock on a one-for-one basis upon transfer by Sumitonp Bank Capital Markets,
Inc., the beneficial owner of such shares as of Novenber 1999, to a third party,
and in certain other circunstances.

As of Novenber 1998, the firmhad $6.31 billion in partners’ capital, which
i ncluded both the general partner’'s and limted partners capital. Partners
capital allocated tor income taxes and potential wthdrawals represented
management’s estimate of net anmpunts distributable, primarily to the PLPs, under
the Partnership Agreenent, for itenms including, anong other things, inconme taxes
and capital withdrawals.

NOTE 8/ EARNI NGS PER SHARE

The conputations of basic and diluted EPS are set forth bel ow

<Tabl e>
<Capti on>
YEAR ENDED
NOVEMBER 1999
(I'N MLLIONS, EXCEPT SHARE
AND PER SHARE AMOUNTS)
<S> <C
Nunerat or for basic and diluted EPS -- earnings
avai l abl e to common stockholders.................... $2, 708
Denoni nator for basic EPS -- weighted average nunber
of common shares. .......... .. ... . i 475, 883, 756
Ef fect of dilutive securities
Restricted stock units............. ... ... ... ...... 5, 657, 350
Stock options. . ... ... .. 4,262, 854
Dilutive potential conmon shares...................... 9, 920, 204
Denomi nator for diluted EPS -- weighted average nunber
of common shares and dilutive potential comon
Shares. . ... 485, 803, 960
BASI C EPS. ..\ oottt T $ 5.69
Diluted EPS. . ... ... . .. . e 5.57
</ Tabl e>

NOTE 9/ EMPLOYEE BENEFI T PLANS

The firm sponsors various pension plans and certain other postretirenent
benefit plans, primarily healthcare and |ife insurance, which cover nost
enpl oyees worl dwi de. The firm al so provides certain benefits to fornmer or
Ln?ctlve enpl oyees prior to retirement. A summary of these plans is set forth
el ow

DEFI NED BENEFI T PENSI ON PLANS AND POSTRETI REMENT PLANS

The firmmaintains a defined benefit pension plan for substantially al
U. S. enpl oyees. Enployees of certain non-U S. subsidiaries participate in
various | ocal defined benefit plans. These plans generally provide benefits
based on years of credited service and a percentage of the enplogee’s_ellﬁlble
conpensation. In addition, the firm has unfunded postretirenment benefit plans
that provide nedical and life insurance for eligible retirees, enployees and
dependents in the United States.
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~ The followi ng tables provide a summary of the changes in the plans
projected benefit obligations and the fair value of assets for 1999 and 1998,
and a statenment of the funded status of the plans as of November 1999 and
Novenber 1998:

<Tabl e>
<Capti on>
NOVEMBER 1999 NOVEMBER 1998
U S NON- U. S. POST- U S NON- U. S. POST-
PENSI ON PENSI ON RETI REMENT PENSI ON PENSI ON RETI REMENT
(I'N M LLI ONS)

<S> <C <C <C <C <C <C
Benefit Obligation
Bal ance, beginning of year............. $108 $120 $ 60 $ 90 $ 77 $ 52
Service COSt. ..., 4 15 3 3 11 2
Interest cost.......................... 8 5 4 7 4 4
Actuarial (gain)/loss.................. (10) (4) (4) 10 30 4
Benefits paid.......................... (2) (4) (2) (2) (1) (2)
Ef fect of foreign exchange rates....... -- 6 -- -- (1) --
Bal ance, end of year................... $108 $138 $ 61 $108 $120 $ 60
Fair Value of Plan Assets o o o o o o
Bal ance, beginning of year............. $133 $ 75 $ -- $131 $ 56 $ --
Actual return on plan assets........... 17 11 -- 4 11 --
Firmcontributions..................... -- 26 2 -- 10 3
Benefits paid.......................... (2) (4) (2) (2) (1) (3)
Effect of foreign exchange rates....... -- 2 -- -- (1) --
Bal ance, end of year................... $148 $110 $ -- $133 $ 75 $ --
Prepai d/ (Accrued) Benefit Cost T T T T T T
Funded Status............... ... ... $ 40 $(28) $(61) $ 25 $(45) $(60)
Unrecogni zed actuarial loss............ 2 14 5 20 23 9
Unr ecogni zed transition obligation..... (37) 23 -- (40) 22 --
Unr ecogni zed prior service cost........ -- -- (2) -- -- (2)
Prepai d/ (accrued) benefit cost......... $ 5 $ 9 $(58) $ 5 $ -- $(53)
</ Tabl e>

For plans in which the accunul ated benefit obligation exceeded Blan asset s,
the projected benefit obligation and a?gregate accunul at ed benefit obligation
was $138 million and $121 million as of Novermber 1999, respectively, and $85
mllion and $85 nillion as of Novenber 1998, respectively. The fair val ue of
plan assets for these plans was $110 million and $57 million as of November 1999
and November 1998, respectively. For plans in which the accumul ated benefit
obligation exceeded the fair value of plan assets, the effect of recognizing
this anmpunt woul d not have been material to the consolidated statements of
financial condition or conprehensive incone.
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The conponents of pension expense/ (i ncone) and postretirenment expense are
set forth bel ow

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER 1999 YEAR ENDED NOVEMBER 1998
u. S NON- U. S. POST- u. S NON- U. S. POST-
PENSI ON  PENSI ON RETI REMENT ~ PENSI ON  PENSI ON RETI REMENT
(I'N M LLI ONS)

<S> <C <C <C <C <C <G
Service COSt....... .o $ 4 $15 $3 $ 3 $11 $2
Interest cost.............. .. .. .. .. .... 8 5 4 7 4 4
Expected return on plan assets......... (10) (5) -- (10) (4) --
Net anortization....................... (2) 3 -- (3) 2 --
Total ... $ -- $18 $7 $ (3) $13 $6
</ Tabl e>

The wei ght ed average assunptions used to devel op net periodic pension cost
and the actuarial present value of the projected benefit obligation are set
forth bel ow. The assunptions represent a meighted average of the assunptions
used for the U S. and International plans and are based on the econonic
envi ronnment of each applicable country.

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
<S> <C <C <C
Defined Benefit Pension Plans
U S. Plans
DiSCOUNt rate. ...... ..o 7.5% 7.0% 7.5%
Rate of increase in future conpensation levels............ 5.0 5.0 5.0
Expected long-termrate of return on plan assets.......... 7.5 7.5 7.5
International Plans
Discount rate............ ... 4.6 5.0 5.7
Rate of increase in future conpensation levels............ 4.3 4.7 5.3
Expected long-termrate of return on plan assets.......... 6.0 6.0 7.0
Postretirement Plans
Discount rate........... ... 7.5 7.0 7.5
Rate of increase in future conpensation levels............ 5.0 5.0 5.0
</ Tabl e>

For measurenent purposes, a 6.6% annual rate of increase in the per capita
cost of covered healthcare benefits was assunmed for the fiscal year ending
Novenber 2000. The rate was assunmed to decrease gradually to 5.0%for the fisca
year endi ng Novenber 2008 and remain at that |evel thereafter
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The assumed cost of healthcare has an effect on the ambunts reported for
the firm s heal thcare Plans. A 1% change in the assuned heal thcare cost trend
rate woul d have the followi ng effects

<Tabl e>
<Capti on>
1% | NCREASE 1% DECREASE
1999 1998 1999 1998
(I'N M LLI ONS)
<S> <C <C <C <C
/0 $1 $1 $(1 $(1
OOl i gati ON. . ..o 9 9 8 7
</ Tabl e>

DEFI NED CONTRI BUTI ON PLANS

The firmcontributes to enpl oyer-sponsored U S. and international defined
contribution plans. The firm s contribution to these plans was $94 nillion, $70
mllion and $68 million for 1999, 1998 and 1997, respectively.

The firm has al so established a nonqualified defined contribution plan (the
Pl an) for certain senior enployees. Shares of conmpbn stock contributed to the
Plan in 1999 and outstanding as of Novenber 1999 were 12, 660, 685. The shares of
common stock will vest and ﬂeneral!y_be distributable to the participant on
specified future dates if the participant satisfies certain conditions and the
participant’s enploynment with the firmhas not been ternminated, with certain
exceptions for term nations of enplo¥nent due to death or a change in control
Di vi dends on the underlying shares of conmbn stock are paid currently to the
participants. Forfeited shares remain in the Plan and are reallocated to other
participants. Contributions to the Plan are expensed on the date of grant. Plan
expense in 1999 was $674 million, including $666 mllion granted in connection
with the firmis initial public offering.

NOTE 10/ EMPLOYEE | NCENTI VE PLANS
STOCK | NCENTI VE PLAN

The firm sponsors a stock incentive plan that provides for grants of
i ncentive stock options, nonqualified stock options, stock apEreciation rights,
di vidend equivalent rights, restricted stock, restricted stock units and other
st ock- based awards. The stock incentive plan also pernmits the nmaking of loans to
purchase shares of common stock

The total nunber of shares of common stock that may be issued under the
stock incentive plan through fiscal 2002 may not exceed 300, 000, 000 shares and,
in each fiscal year thereafter, may not exceed 5% of the issued and outstandi ng
shares of common stock, determined as of the |ast day of the immediately )
preceding fiscal year, increased by the nunber of shares available for awards in

revious fiscal years but not covered by awards granted in such years. As of
Novenber 1999, 183, 440,631 shares were available for grant under the stock
i ncentive plan.

RESTRI CTED STOCK UNI TS

) The firmissued restricted stock units to enployees in 1999 under the stock
incentive plan, primarily in connection with its initial public offering and as
part of year-end conpensation. O the total restricted stock units outstanding
as of Novenber 1999, (i) 40,344,481 units required future service as a condition
to the delivery of the underlying shares of comon stock, and §||L 35, 703, 923
units did not require future service. In all cases, delivery of the underlying
shares of common stock is conditioned on the grantee’s satisfying certain other
requirenents outlined in the award agreenents.
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The activity related to these restricted stock units during 1999 is set
forth bel ow

<Tabl e>
<Capti on>
RESTRI CTED STOCK UNI TS OUTSTANDI NG
NO FUTURE SERVI CE FUTURE SERVI CE
REQUI RED REQUI RED
(I'N M LLIONS, EXCEPT UNI T AMOUNTS)
<S> <C <C
Qutstanding, beginning of year....................... -- --
Granted. . ... 36, 127, 314 40, 780, 999
Forfeited. ... ... .. . . . (355, 177) (436, 518)
Delivered........ ... i (68, 214) --
Qutstanding, end of year............. ... ... .. .. . ... 35, 703, 923 40, 344, 481
Noncash compensation expense, net of forfeitures..... 55_625 _______ 55;5
</ Tabl e>

~ The future noncash conpensation expense related to the restricted stock
units for which future service is required is set forth bel ow

<Tabl e>
<Capti on>
COVPENSATI ON
EXPENSE
(IN M LLI ONS)
<S> <
2000, . . $ 733
2000, . e e 610
20002, o 429
2008, L 214
2004, . . 52
Total ..o $2, 038
</ Tabl e>

STOCK OPTI ONS

St ock options Pranted to enpl oyees during 1999 will ?enerally become
exercisable in equal installments on or about the third, fourth and fifth

anni versaries of the date of grant if the grantee has satisfied certain
conditions and the grantee’s enployment with the firmhas not been term nated,
with certain exceptions for termnations of enploynent due to death, retirenent,
ext ended absence or a change in control. Once service requirements have been
nmet, these options mnII_PeneraIIy remai n exercisable, subject to satisfaction of
certain conditions, until the tenth anniversary of the date of grant. Pursuant
to APB No. 25, compensation expense was not recogni zed for those options that
had no intrinsic value on the date of grant. The dilutive effect of these
options is included in diluted common shares outstandi ng under SFAS No. 128.

The activity of these stock options during 1999 is set forth bel ow

<Tabl e>
<Capti on>
OPTI ONS WVEI GHTED AVERAGE WEI GHTED AVERAGE
QUTSTANDI NG EXERCI SE PRI CE REMAI NI NG LI FE ( YEARS)
<s> < < <
Qut st andi ng, begi nni ng of
YEAM . o -- $  -- --
Ganted....................... 40, 863, 172 52.91 --
Exercised..................... -- -- --
Forfeited..................... (503, 506) 53. 00 --
Qutstanding, end of year........ 40, 359, 666 52.91 9.42
</ Tabl e>
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The wei ght ed average_fair val ue of options granted through Novenber 1999
was $16.13 per option. Fair value is estimated as of the grant date based on a
bi nom al option pricing nodel using the follow ng wei ghted average assunpti ons:

<Tabl e>

<S> <C
Risk-free interest rate.............. ... ... ... ... .. ... ... 6. 1%
Expected life... ... ... . . . . 7 years
Expected volatility. . ... ... .. 30. 0%
Dividend yield. ... ... .. . 1. 0%
</ Tabl e>

PRO FORVA EFFECT OF SFAS NO 123

If the firmwere to recognize cpnﬁensation expense under the fair ]
val ue- based nethod of SFAS No. 123 with respect to options granted, net earnings
woul d have decreased resulting in pro forma net earnings and EPS as foll ows:

<Tabl e>
<Capti on>
YEAR ENDED
NOVEMBER 1999
(IN MLLIONS, EXCEPT
PER SHARE AMOUNTS)
<S> <C
Net earnings, as reported....................... $2, 708
Pro forma net earnings................ ... 2, 650
EPS, as reported
Basl C. . vt $ 5.69
Diluted. ... ... ... ... 5.57
Pro forma EPS
BaSi C.u ot $ 5.57
Diluted. . ... ... ... 5. 45
</ Tabl e>

In the table above, pro forma conpensati on expense associ ated with option
%rants i s recogni zed over the rel evant vesting period. The effect of aPpI i ng
FAS No. 123 in the pro forma disclosure above 1s not representative of the

potential pro forma effect on net earnings in future peri ods.

NOTE 11/1 NCOVE TAXES

Prior to its conversion to corporate form the firmoperated as a
partnership and generally was not subject to U S. federal and state incone
taxes. The earnings of the firm however, were subject to |ocal unincorporated
busi ness taxes. In addition, certain non-U S. subsidiaries were subject to
income taxes in their local jurisdictions. The partners of the firms
predecessor partnership were taxed on their proportionate share of the
partnership’s taxable inconme or |oss. Effective with the conversion froma
Partnershlp to a corporation on May 7, 1999, the firm became subject to U S

ederal, state and |l ocal corporate incone taxes.
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The conponents of the net tax (benefit)/expense reflected on the

consol i dated statenents of earnings are set forth bel ow

<Tabl e>
<Capti on>

YEAR ENDED NOVEMBER

19

<S> <C
Current Taxes

U S federal.......... ... $
State and local ........ .. ...
NON- U S, L

Total current tax EXpPenSe......................

Def erred Taxes

U. S federal......... . ...
State and local .......... . . .. . .
NON- U S,

Total deferred tax (benefit)/expense........... (1

Net tax (benefit)/expense......... ... . ... . ... $

99 1098 1997
(1N M LLI ONS)
<C <C

16 $16 $ 5
67 28 87
588 426 144
671 470 236
ggggi (3) (4)
357 % %
. 387) 23 32
(716)  $493  $268

</ Tabl e>

Deferred inconme taxes reflect the net tax effects of tenporary differences
between the financial reporting and tax bases of assets and li1abilities. These
tenporary differences result in taxable or deductible amunts in future years
and are measured using the tax rates and laws that will be in effect when such
differences are expected to reverse. In connection with the conversion froma
partnership to a corporation, the firmrecognized a deferred tax benefit rel ated
to the revaluation of net deferred tax assets recorded as a partnershinp.
Additionally, deferred tax assets were recorded as a result of acquisitions

during 1999.

Si gni ficant conmponents of the firnms deferred tax assets and liabilities

are set forth bel ow

<Tabl e>
<Capti on>
<S>

Deferred Tax Assets ]

Compensation and benefits.......... ... ... . . . ... .. . ...

Foreign tax credits......... ... ... . . i

Deﬁre0|at|on and anmortization.......... ... . . ..

Qner, Net. ... ...

Less: valuation allowance(1)........... ...
Total deferred tax assets............... ... .......

Deferred Tax Liabilities
Unrealized gaiNS. . ... ...

Total deferred tax liabilities....................
Net deferred tax asSetsS. . ... ... e

</ Tabl e>

AS OF NOVEMBER

1998

(IN M LLIONS)
<C <C

$1, 397
140

(1) Relates primarily to the ability to recognize tax benefits associated with

non-U. S. operations.
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] A reconciliation of the U S. federal statutory inconme tax rate to the
firms effective inconme tax rate is set forth bel ow

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998) (1) 1997(1)
<S> <C <C <C
U S federal statutory income tax rate................. 35. 0% --% --%
Increase related to:
State and | ocal taxes, net of U S. incone tax
effects. . ... ... 5.0 0.9 2.8
FOr el gn. . ... -- 15.5 6.0
O her. . -- 0.5 0.1
Rate before one-tinme events.................... Ce e 40.0 16.9 8.9
Reval uation of deferred tax assets upon change in tax
status.................. Cee e 41.4)(2 -- --
Rate benefit for partnership period.................... 37.7)(3 -- --
O her. . 3.2 -- --
Total tax (benefit)/expense....... ... ... . ... ... (35.9)% 16. 9% 8. 9%
</Table> o o

(1) The U S federal statutory inconme tax rate is not applicable to 1998 or 1997
because the firmoperated as a partnership and generally was not subject to
corporate federal 1ncone taxes. U S. federal taxes paid by subsidiary
corporations are included in "Qther" for 1998 and 1997.

(2) The deferred tax benefit recogni zed upon the firnms change in tax status
frompartnership to corporate forn1pr|narll¥_reflects the reval uation of the
deferred tax assets and liabilities at the firnms corporate inconme tax rate.

(3) The rate benefit for the partnership Period relates to the firm s earnings
prior to its conversion to corporate form which generally were not subject
to corporate incone taxes

NOTE 12/ REGULATED SUBSI DI ARl ES

GS&Co. is a registered U S. broker-deal er subsidiary, which is subject to
the Securities and Exchange Commission’'s "Uniform Net Capital Rule,” and has
elected to conpute its net capital in accordance with the "Alternative Net
Capital Requirement” of that rule. As of Novermber 1999 and Novenber 1998, GS&Co.
had regul atory net capital, as defined, of $2.92 billion and $3.25 billion
respectively, which exceeded the anounts required by $2.31 billion and $2.70
billion, respectively.

_ GSI, aregistered U K broker-deal er and subsidiary of Goup Inc., is
subject to the capital requirements of the Securities and Futures Authority
Limted, and GSJL, a Tokyo-based broker-dealer, is subLect_to the capital
requirenents of the Japanese Mnistry of Finance and the Financial Supervisory
Agency. As of Novenber 1999 and Novenber 1998, GSI and GSJL were in conpliance
wth their |ocal capital adequacy requirements.

~Certain other subsidiaries of the firmare also subject to capital adequacy
requi renments pronul gated by authorities of the countries in which they operate.
As of Novenber 1999 and Novenber 1998, these subsidiaries were in conpliance
with their |ocal capital adequacy requirenents.

NOTE 13/ BUSI NESS SEGVENTS

] In reporting to managenent, the firms operating results are categorized
into the following two principal segnents: G obal Capital Markets; and Asset
Managenment and Securities Services.

GLOBAL CAPI TAL MARKETS

The G obal Capital Markets segnment includes services related to the
fol | owi ng:



I NVESTMENT BANKI NG,  The firm provi des a broad range of investment banking
services to a diverse group of corporations, financial Institutions, governnents
and individuals. The firms investnent banking activities are divided into two
categori es:

- FI NANCI AL ADVI SORY. Financial Advisory includes advisory assignments
with respect to nergers and acquisitions, divestitures, corporate defense
activities, restructurings and spin-offs; and

- UNDERVWRI TING. Underwriting includes public offerings and private
pl acenments of equity and debt securities.
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TRADI NG AND PRI NCl PAL | NVESTMENTS. The firm s Tradi ng and Princi pa
I nvestments business facilitates transactions with a diverse group of
corporations, financial institutions, governments and individuals and takes
proprietary positions through market making in and trading of fixed incone and
equi ty products, currencies, commodities, and swaps and other derivatives.
Tradi hg and Principal Investments is divided into three categories:

- FICC. The firmmakes markets in and trades fixed income products,
currencies and commodities, structures and enters into a wide variety of
derivative transactions, and engages in proprietary trading and arbitrage
activities;

- EQUTIES. The firmmakes markets in and trades equities and ]
equity-related products, structures and enters into equity derivative
trgnsactlons, and engages in proprietary trading and equity arbitrage;
an

- PRINCI PAL | NVESTMENTS. Principal Investnments primarily represents net
revenues fromthe firm s nerchant banking i nvestnents.

ASSET MANAGEMENT AND SECURI TlI ES SERVI CES

The Asset Managenent and Securities Services segnent includes services
related to the follow ng:

- ASSET MANAGEMENT. Asset Managenent generates managenent fees by
provi di ng i nvestment advisory services to a diverse client base of
Institutrons and individuals;

- SECURI TI ES SERVI CES. Securities Services includes p
financing services and securities |ending and the fi
busi nesses, all of which generate revenue primarily
or interest rate spreads; and

me broker age,
m s mat ched book

ri
r
in the formof fees

- COW SSI ONS.  Conmi ssions include agency transactions for clients on
maj or stock and futures exchanges and revenues fromthe increased share
of the income and gains derived fromthe firm s nerchant banki ng funds.

BASI S OF PRESENTATI ON

In reporting segnents, certain of the firm s business |lines have been
aggregat ed where they have simlar econom c characteristics and are sinlar
each of the following areas: (i) the nature of the services they provide, (i
their methods of distribution, (iii% the types of clients they serve and (iv)
the regul atory environnments in which they operate.

n
)

The firm all ocates revenues and expenses between the two segnents. Due to
the integrated nature of the business segnents, estimates and judgnents have
been made in allocating certain revenue and expense itens. Transactions between
segments are based on specific criteria or aﬁproxinate third-party rates. Tota
operating expenses include corporate itenms that have not been allocated to
el ther business segnent. The all ocation process is based on the nmanner in which
managenent views the business of the firm

The segnent information presented in the table below is prepared according
to the foll owi ng nethodol ogi es:

- Revenues and expenses directly associated with each segnent are included
in determining pre-tax earnings.

- Net revenues in the firms segnents include allocations of interest
i ncome and expense to specific securities, comodities and other
positions in relation to the cash generated by, or funding requirenents
of , the underIYing positions. Net Interest is allocated to the Trading
and Principal Investnents conponent of d obal Capital Markets and the
Securities Services conponent of Asset Managenment and Securities
Services. Net interest I1s included within segment net revenues as it is
consistent with the way in which managenent assesses segment perfornance

- Overhead expenses not directly allocable to specific segnents are
al l ocated ratably based on direct segment expenses.

- The nonrecurring expenses associated with the firnis conversion to



corporate formand rel ated transactions are not allocated to individual
segnments as managenment excludes themin eval uating segnent performance.
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SEGVENT OPERATI NG RESULTS

Managenent believes that the follow ng
representation of each segnent’s contributi
and total assets:

i
on

<Tabl e>
<Capti on>

<S>

G obal Capital Markets
Net revenues(1)
Qperating expenses(2)...... ...

Pre-tax earnings(3)...... ... ...
Segment assetsS. . ....... ..
Asset Managenment and Securities Services

Net revenues(1)
Qperating expenses(2)...... ...

Pre-tax earnings(3)...... ... ...

nformation provides a reasonabl e
to consolidated pre-tax earnings

YEAR ENDED NOVEMBER

1999 1998 1997
(IN M LLI ONS)
<C> <C <G
$ 10, 132 $ 5,747 $ 5,513
6, 232 3,978 3,228
$ 3,900 $ 1,769 $ 2,285
$127, 515 $102, 724 $ 99,974
$ 3,213 $ 2,773 $ 1,934
2, 396 1, 621 1, 205

Segment assetsS. . ... $121, 693 $114, 293 $ 78,193
Tot al
Net revenues(l)........c..uunnnnn. $ 13, 345 8,520 $ 7,447
Qperating expenses(2)...... ... 11, 353(5) 5,599 4,433
Pre-tax earnings. ......... ... $ 1,992 $ 2,921 $ 3,014
Total assets(4)...... ... $250, 491 $217, 380 $178, 401
</ Tabl e>
(1) Net revenues include net interest as set forth in the table bel ow
<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLI ONS)
<S> <C <C <C
d obal Capital Markets.............. e $ 15 $ 364 $ 623
Asset Managenent and Securities Services......... 689 688 478
Total net interest......... ... . ..., $704 $1, 052 $1, 101
</ Tabl e>
(2) Operating expenses include depreciation and anortization as set forth in the
tabl e bel ow
<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLIONS)
<S> <C <C <C
d obal Capital Markets.............. e $228 $158 $119
Asset Managenent and Securities Services............ 109 84 59
Total depreciation and anortization................. $337 $242 $178




</ Tabl e>

(3)

(4)

(5)

The pre-tax earnings of the firms segments in 1999 reflect_pﬁynents for
services rendered by nmanagi ng directors who, prior to the firnis conversion
to corporate form were profit participating |limted partners. |In prior
years, these paynents were accounted for as distributions of partners
capital rather than as conpensation and benefits expense. As a result, these
paynents are not reflected in the operating expenses of the firnm s segnents
In 1998 and 1997 and, therefore, the ﬁre-tax earnings of the firms segments
in these years are not conparable with 1999.

I ncludes deferred tax assets relating to the firnms conversion to corBorate
formand certain other assets that nmanagenent believes are not allocable to
a particular segment.

I ncludes the followi ng expenses that have not been allocated to the firms
segments: (i) nonrecurring enployee initial public offering awards of $2.26
billion, (ii) the ongoing anortization of enployee initial public offering
awards of $268 million and (iii) the charitable contribution to The Gol dman
Sachs Foundation of $200 nmillion made at the tine of the firms initial
public offering.
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The following table sets forth the net revenues of the firms two segnents:

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLI ONS)
<S> <C <C <C
Financial AdVIi SOry........... i $ 2,270 $1, 774 $1, 184
UnderWriting. . ..o 2,089 1,594 1, 403
Investment Banking............ ... ... ... 4,359 3, 368 2,587
FI G . . 2, 862 1, 438 2, 055
EQUIities. ... ... . . 1,961 795 573
Principal Investments......... ... ... .. . .. 950 146 298
Trading and Principal Investments..................... 5,773 2,379 2,926
Total dobal Capital Markets........... ... ... ... ...... 10, 132 5,747 5,513
Asset Management . .. .. ... ... ... 919 675 458
SecuUrities ServicCes. ... ... 772 730 487
COMMI SSi ONS. . ot e e 1,522 1, 368 989
Total Asset Managenent and Securities Services........ 3,213 2,773 1,934
Total net revenues. ........... ..t $13, 345 $8, 520 $7, 447
</ Tabl e>
GEOGRAPHI C | NFORMATI ON
Due to the highly integrated nature of international financial markets, the

firm manages its businesses based on the ﬁrofitability of the enterprise as a
whol e. Accordingly, management believes that profitability by geographic region

i s not necessarily neaningful

The firm s revenues, expenses and identifiable assets are generally

al | ocated based on the country of domicile of the legal entity providing the

servi ce.
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~The following table sets forth the total net revenues, pre-tax earnings, and
identifiable assets of the firmand its consolidated subsidiaries by geographic
region allocated on the basis described above:

<Tabl e>
<Capti on>
YEAR ENDED NOVEMBER
1999 1998 1997
(I'N M LLI ONS)
<S> <C <C <G
Net Revenues
United States...........cu .. $ 8, 536 $ 5,133 $ 4,724
O her AMBricas...............coiiiiinn.. .. 327 308 379
United Kingdom ........ ... ... ... .. ....... 3,103 1, 893 1,570
O her EBurope........ ... .. . 375 333 190
ASi . . 1, 004 853 584
Total net revenues..............c.iinin... $ 13,345 $ 8, 520 $ 7,447
Pre-tax Earnings()
United States.............iiiiinnn. $ 2,878 $ 1,315 $ 1,737
Qher AMericas...........cuuiiiiinnn.. 184 209 302
United Kingdom ......... ... ... ... .. ....... 1, 203 746 625
O her Burope....... ... ... 198 216 89
ASia. .o 254 435 261
O her. . (2,725)(3) -- --
Total pre-tax earnings..................... $ 1,992 $ 2,921 $ 3,014
Identifiable Assets
United States.............iiiiiinn. $ 238, 875 $ 213,971 $ 189, 622
Qher AMericas...........cuuiiiiinnn.. 6,118 6, 596 8,512
United Kingdom ............. ... ... ... 119, 350 94, 025 69, 260
O her Burope....... ... ... 11, 737 8, 820 7,555
AST A, .. 18, 088 19, 536 13, 085
Elimnations and other(2).................. (143,677) (125, 568) (109, 633)
Total identifiable assets.................. $ 250, 491 $ 217, 380 $ 178, 401
</Table>

(1) The pre-tax earnings of the firmin 1999 reflect Paynents for services
render ed b¥ managi ng directors who, prior to the firm s conversion to
corporate form were profit participating limted partners. In prior years,
these paynents were accounted for as distributions of partners’ capita
rat her than as conpensation and benefits expense. As a result, these
paynments are not reflected in the firnm s operating expenses in 1998 and 1997
?ggg therefore, the pre-tax earnings in these years are not conparable wth

(2) Reflects elimnations and certain assets that are not allocable to a
particul ar geographic region.

(3) I'ncludes the followi ng expenses that have not been allocated to the firms
geographic regions: (1) nonrecurring enployee initial public offering awards
of $2.26 billron, (ii) the ongoing anortization of enployee initial public
offering awards of $268 million and (iii) the charitable contribution to The
Col dman Sachs Foundation of $200 nillion nade at the tinme of the firnmis

initial public offering.
NOTE 14/ SUBSEQUENT EVENTS
~ On Decenber 20, 1999, the Board of Directors of Goup Inc. declared a
di vidend of $0.12 ﬁer share to be paid on February 24, 2000 to voting and
nonvoti ng conmon sharehol ders of record on January 24, 2000.
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Exhibit 13.3
SUPPLEMENTAL FI NANCI AL | NFORVATI ON

QUARTERLY RESULTS ( UNAUDI TED)

The following represents the firm s unaudited quarterly results for 1999
and 1998. These quarterlr results conformwi th generally accepted accounting
principles and reflect all adjustnents, consisting only of nornmal recurring
adjustnents, that are, in the opinion of managenent, necessary for a fair
presentation of the results.

<Tabl e>
<Capti on>
1999 FI SCAL QUARTER
FI RST SECOND THI RD FOURTH
(I'N M LLIONS, EXCEPT PER SHARE DATA)
<S> <C <C <C <C
Total revenuUesS. .........c.uuunnnnnnnnnn. $5, 856 $ 6, 355 $6, 440 $6, 712
Interest expense..............c..iii.. 2,861 2, 886 3,032 3,239
Revenues, net of interest expense......... 2,995 3, 469 3,408 3,473
Operating exXpenses. ....................... 1, 807 4, 956 2,326 2,264
Pre-tax earnings/(loss)................... 1,188 (1,487)(1) 1, 082 1, 209
Provi sion/ (benefit) for taxes............. 181 (1,827)(2) 444 486
Net earnings............coouiuiiiniuinno... $1, 007 $ 340 $ 638 $ 723
Ear ni ngs per share
BaSi C.ov vt -- $ 0.72 $ 1.34 $ 1.51
Diluted.......... ... .. ... ... .. ... . .... -- 0.71 1.32 1. 48
Di vidends paid per share.................. -- -- 0.12 0.12
</ Tabl e>
(1) Includes nonrecurring expenses of $2.26 billion associated with the firns

conversion to corporate formand the firm s charitable contribution to The
Gol dman Sachs Foundation of $200 nmillion nade at the tine of the firms
initial public offering.

(2) Includes a net tax benefit of $825 nmillion related to the firnis conversion
to corporate form a benefit of $880 million related to the granting of
enpl oyee initial public offering awards and a benefit of $80 million related
to the charitable contribution to The Gol dman Sachs Foundati on

<Tabl e>
<Capti on>
1998 FI SCAL QUARTER
FI RST SECOND TH RD FOURTH
(I'N M LLI ONS)

<S> <C <C <C <C
Total revenues. ............iiiiineunnnnnn. $5, 903 $6, 563 $5, 735 $4, 277
Interest expense............... ... 3,431 3,574 3,591 3,362
Revenues, net of interest expense............ 2,472 2,989 2,144 915
Operating exXpenses. .. .....vueeninennnn . 1, 450 1,952 1, 389 808
Pre-tax earnings..............uiuuiinninnnann. 1,022 1,037 755 107
Provision for taxes............ ..., 138 190 102 63

Net earnings. .........ouiiiiunineneannann $ 884 $ 847 $ 653 $ 44
</ Tabl e>

STOCK PRI CE RANGE

Qur common stock commenced trading on the New York Stock Exchange under the
symbol "GS" on May 4, 1999. Prior to that date, there was no public market for
our common stock. The following table sets forth, for the periods indicated, the
high and | ow closing prices per share for our common stock as reported by the
Consol i dat ed Tape Associ ation

<Tabl e>
<Capti on>
1999 FI SCAL QUARTER



<s> < < < < < < < <
Closing price (in dollars)...... -- -- 74.13 64. 50 72.25 55. 81 82.81 57.69

</ Tabl e>
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Exhibit 21.1

Si gni ficant Subsidiaries of the Registrant

The fol |l ow ng are significant subsidiaries of The Gol dman Sachs G oup,

6 jurisdictions in which

rinci

he Gol dman Sachs G oup,
| east 99% of the voti nﬂ

a

of Novenber , 1999 and the states or
organi zed. Indentation indicates the
as ot herw se specified, in each case
directly or indirectly, at

al

Inc. as

they are

parent of each subsidiary. Except

subsi di ary. The nanes of particul ar subsidiaries
considered in the aggregate as a single subsidiary,

as of the end of the year covered b
that termis defined in Rule 1-02(w
Exchange Act of 1934.

Name

The Gol dman Sachs G oup, Inc.
Gol dman, Sachs & Co.
Gol dman Sachs é
Gol dman Sachs (Asla) Finance
Gol dman Sachs (UI?_bL. L.C
Gol dman Sachs I di ngs (U. K ?
Gol dman Sachs Internationa

J. Aron & Conpany (U.K.)

Gol dman Sachs Equity Securities (U K)
Fi nance

Gol dman Sachs | nternational

CGol dman Sachs Capital ©Markets, L.P.
Gol dman Sachs (Japan%) Lt d.
J. Aron Holdings, L.P.

J. Aron & Conpany
Gol dman Sachs Mort gage Conpany
Gol dman Sachs Canada
Gol dman Sachs Credit Partners, L.P.

CGol dman Sachs Hol di ngs (Net herl ands) B. V.
Marine Derivative

Gol dman Sachs M t sui
Products, L.P. (1)
GS Equity Markets, L.P. (Bernuda
Gol dman Sachs Holdings L.L.C. (2
CGol dman Sachs I nternati onal Bank
Gol dman Sachs (Caynan) Elol E| ng Conpany
an

ol dman Sachs & Co.

Gol dnman, Sachs & Co. oHG
ol dman Sachs Fi nancial Markets, L.P.
GS Hull Hol di ng, Inc.

Hul | and Associates, L.L.C

Hull Trading Co. L.L.C

this report,

I nc. owns,

securities of each
ve been omitted because,

t hey
t, a "significant subsidiary" as
of Regul ation S-X under the Securities

woul d not constitute,

State or Jurisdiction of Entity

(Asia) Finance Holdings L.L.C

Del awar e

New Yor k

Del awar e
Mauritius

Del awar e

Uni ted Ki ngdom
Uni t ed Ki ngdom
United Ki ngdom
Uni t ed Ki ngdom
United Ki ngdom
Del awar e
British Virgin Islands
Del awar e

New Yor k

New Yor k
Canada

Ber nuda

Net her | ands

Del awar e

Ber nuda

Del awar e
United Ki ngdom
Cayman | sl ands
Swit zerl and
Ger many

Del awar e

Del awar e
Illinois

Del awar e

(1) Ee()/r esents a joint venture owned by CGol dman Sachs Hol di ngs (Net her | ands)

t sui

499 ,

I nc. El%/?
(2) ¢ .
dings LLC (49%, Caterpillar

(19%.

Gol dman Sachs G oup, Inc.

Fi nanci al

Marine and Fire | nsurance Co.

. Ltd. (

0% and GSMVDPGP,

Reloresents alimted liability conpany owned by Col dman Sachs London
Ho Servi ces Cor p.

(509 and The



Exhibit 23.1

Consent of | ndependent Accountants

We hereby consent to the incorporation by reference in the Registration
Statenment on FormS-8 (File No. 333-80839% of our report dated January 21, 2000
relating to the financial statenents of The Gol dman Sachs G oup, Inc. and
Subsidiaries (the "firnt'), which appears in the 1999 Annual Report to

Shar ehol ders and is incorporated by reference in this Annual Report on Form
10-K for the year ended Novenber 26, 1999. W al so consent to the incorgoration
by reference in the Registration Statenent on Form S-8 (File No. 333-80839) of
our reports dated January 21, 2000 relating to the Financial Statenment Schedul e
gnd Sﬁoeﬁted Consol i dated Fi nancial Data which appear in this Annual Report on
orm 10- K.

/'s/ PRI CEWATERHOUSECOOPERS LLP

New Yor k, New Yor k
February 11, 2000.



<ARTI CLE> BD <F1>
<MJULTI PLI ER> 1, 000, 000

<TABLE>

<S> <C

<PERI OD- TYPE> 12- MOS

<FI SCAL- YEAR- END> NOV- 26- 1999
<PERI OD- START> NOV- 30- 1998<F2>
<PERI OD- END> NOV- 26- 1999
<CASH> 12, 190<F3>
<RECEI VABLES> 34, 630
<SECURI Tl ES- RESALE> 37, 106
<SECURI Tl ES- BORROVED> 78,418

<I NSTRUMENTS- OA\NED> 81, 809
<PP&E> 1, 646<F4>
<TOTAL- ASSETS> 250, 491
<SHORT- TERW> 37, 756
<PAYABLES> 59, 534
<REPGCS- SOLD> 40, 183
<SECURI Tl ES- LOANED> 9, 169

<| NSTRUMENTS- SOLD> 64, 888
<LONG- TERW> 20, 952
<PREFERRED- MVANDATORY> 0
<PREFERRED> 0
<COVVON> 4
<OTHER- SE> 10, 141
<TOTAL- LI ABI LI TY- AND- EQUI TY> 250, 491
<TRADI NG- REVENUE> 5, 758<F5>
<| NTEREST- DI VI DENDS> 12,722
<COWM SSI ONS> 1, 522<F6>
<l NVESTMENT- BANKI NG- REVENUES> 4, 359
<FEE- REVENUE> 1, 002<F6>
<l NTEREST- EXPENSE> 12,018
<COVPENSATI ON\> 8, 984<F7>
<l NCOVE- PRETAX> 1, 992

<I NCOVE- PRE- EXTRACRDI NARY> 1, 992
<EXTRACRDI NARY> 0
<CHANGES> 0
<NET- | NCOVE> 2,708
<EPS- BASI & 5.69
<EPS- DI LUTED> 5.57
<FN>

<F1>The amounts disclosed in the financial data summary should be read in
conjunction with the consolidated financial statenents and the notes thereto.
<F2>Represents the first Mnday of the period.

<F3>I ncl udes cash and cash equi val ents and cash and securities segregated in
compliance with U S. federal and other regul ations as disclosed on the
consol i dated statenent of financial condition

<F4>I ncl uded in other assets on the consolidated statenent of financial condition
<F5>| ncl udes revenues from principal investments, which nainly represents revenues
fromthe Firm s nerchant banki ng 1 nvest ments.

<F6>I ncl uded in revenues from asset nanagenent and securities services on the
consol i dated statenent of earnings.

<F7>I ncl udes non-recurring enPonee initial public offering awards and anortization
of enployee initial public offerings awards.

</ FN>

</ TABLE>



Exhibit 99.1
REPORT OF | NDEPENDENT ACCOUNTANTS

To the Directors and Sharehol ders,
The Col dman Sachs G oup, Inc.:

W have audited the consolidated financial statements of The Gol dman Sachs
Goup, Inc. and Subsidiaries (the "firm') as of Novenber 26, 1999 and Novenber
27, 1998, and for each of the three fiscal years in the period ended Novenber
26, 1999 and have issued our report thereon, which expresses an unqualified
0ﬁ|n|on, dated January 21, 2000. Such consolidated statenents and our report
thereon are incorporated by reference in Part 11, Item38, "Financial Statenents
and Suppl enmentary Data," of this Annual Report on Form 10-K

We have al so previously audited, in accordance with generally accePted audi ting
standards, the consolidated statements of financial condition as of Novenber
28, 1997, Novenber 29, 1996 and Novenber 24, 1995, and the related consolidated
statenments of earnings, changes in partners’ capital and cash flows for the
years ended Novenber 29, 1996 and Novenber 24, 1995 (none of which are
Presen;ed herein); and we expressed unqualified opinions on those consolidated
i nanci al statements. In our opinion, the information set forth in the selected
consol idated financial data for each of the five years in the period ended
Novenber 26, 1999, appearing on pages 25 to 26 of this Annual Report on Form
10-K, is fairly stated, in all material respects, in relation to the
consol idated financial statements fromwhich it has been derived

/'s/ PRI CEWATERHOUSECOOPERS LLP

New Yor k, New York
January 21, 2000.
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