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Chainnan of the Board and Chief Executive Officer 
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85 Broad Street 
New York, NY 10004 

Re: Financial Crisis Inquiry Commission Hearing on 
January 13,2010 

Dear Mr. Blankfein: 

On January 20, 2010, Chainnan Angelides and Vice Chainnan Thomas sent you a 
letter thanking you for testifying at the January 13, 2010 hearing and infonning 
you that the staff of the FCIC would be contacting you to follow up on certain 
areas of your testimony and to submit written questions and requests for 
infonnation related to your testimony. During the hearing, some of the 
Commissioners asked you to answer certain questions in writing, which are listed 
below. Please provide your answers and any additional infonnation requested by 
February 26, 2010. 1 

1. Did Goldman2 prepare any kind of internal investigation, audit, or similar 
review regarding its business practices, including mistakes made, that 
contributed to the financial problems experienced by the bank in 2008? If 
so, please provide the internal review. If no review was perfonned, please 
explain why. 

2. You testified that Goldman had research before 2007 that showed it was 
very negative on the housing markets. Please provide that research and 
any related research. 

1 The answers you provide to the questions below are a continuation of your testimony and under 
the same oath you took before testifying on January 13, 2010. Further, please be advised that 
according to section 100 I of Title 18 of the United States Code, "Whoever, in any matter within 
the jurisdiction of any department or agency of the United States knowingly and willfully falsifies, 
conceals or covers up by any trick, scheme, or device a material fact, or makes any false, fictitious 
or fraudulent statements or representations, or makes or uses any false writing or document 
knowing the same to contain any false, fictitious or fraudulent statement or entry, shall be fined 
under this title or imprisoned not more than five years, or both ." 

2 As used herein, "Goldman" refers to Goldman Sachs Group, Inc. and all of its affiliates and 
managed accounts or funds. 
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3. Please provide a list of every secuntization (including mortgage-backed securities 
("MBS"), collateralized debt obligations ("CDO"), or other structured products) 
organized, issued, arranged, sponsored, advised, managed, underwritten or sold by 
Goldman between January 1, 2006 and the present ("Goldman Securitizations"), 
including the issuing entity, the date and type of the initial registration statement or 
private placement memorandwn ("PPM"), the date of the final registration statement and 
prospectus or PPM, the dollar amount of the securitization, the types of securities being 
sold, and the performance of the securities from the date of issuance to the present, 
including the credit rating and market value as a percentage of issuance price. 

4. Please provide the names of all entities that rated or were asked to rate the securitizations 
referenced above. Include the name and address of the entity and each securitization the 
entity rated or was asked to rate. 

5. Please provide a list of all warehouse lines or other funding Goldman provided to any 
mortgage originator from January 2001 to the present that includes the date of the 
warehouse line, the entity that received the warehouse line, the balance of the warehouse 
line at the end of each quarter and the nwnber and dollar amount of loans originated by 
the entity and the number and dollar amount of the loans acquired by Goldman from the 
entity. 

6. List all third party due diligence firms used by Goldman with respect to Goldman 
Securitizations identifying the deal on which the firm worked from January 1, 2006 to 
December 31, 2009. 

7. List all Goldman officers responsible for due diligence, or supervising third party due 
diligence firms, with respect to Goldman Securitizations identifying the deal on which 
they exercised responsibility from January 1, 2006 to December 31, 2009. 

8. Please explain Goldman's due diligence practices or disclosures to investors regarding 
mortgage loans originated, acquired, securitized or sold, including any changes to those 
practices and disclosures, following the September 2004 warning from the FBI about 
mortgage fraud. 

9. Please provide a list of all transactions by Goldman from January 1, 2006 and December 
31, 2009 in which the firm hedged or otherwise reduced its exposure to mortgage related 
assets or a downturn in the housing market. Please provide a list of all transactions by 
Goldman between January 1,2006 and December 31,2009 that would have generated 
profits for the firm if any of the Goldman Securitizations declined in value. 

10. Please provide a list of all transactions from January 1, 2006 to December 31, 2009 
where (1) Goldman sold any housing or mortgage-related assets, (2) Goldman purchased 
credit default swaps ("CDS") related to any Goldman Securitizations, (3) Goldman 
purchased CDS related to any Goldman Securitization and (4) Goldman shorted any 
mortgage-related index including, but not limited to, the ABS index. 
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11. Please provide a written copy of any written statement (or a transcript of any recorded 
statement made by a client of Goldman in a recorded telephone conversation) made by 
any counterparty to Goldman, or client of Goldman, with respect to any transaction listed 
in question 2. 

12. Please list any Goldman off balance sheet accounts between January 1, 2006 and 
December 31, 2009. Did Goldman ever subsequently report any off balance sheet 
account on its balance sheet? If yes, please explain when and why. 

13. Please list all transactions between March 1, 2008 and March 17, 2008 in which 
Goldman established or maintained a financial position for its own proprietary trading 
account (or account of any hedge fund or other entity in which Goldman, or any member 
of the senior management committee, had a direct or indirect financial interest, but 
excluding accounts for third party clients of the firm) whether directly or indirectly, 
equivalent to shorting a security, or establishing a put position with respect to a security, 
or purchasing a credit default swap regarding any security issued by Bear Stearns. 

14. Please list all transactions between September 1,2008 and September 15,2008 in which 
Goldman established or maintained a financial position for its own proprietary trading 
account (or account of any hedge fund or other entity in which Goldman, or any member 
of the senior management committee, had a direct or indirect financial interest, but 
excluding accounts for third party clients of the firm), whether directly or indirectly, 
equivalent to shorting a security, or establishing a put position with respect to a security, 
or purchasing a credit default swap regarding any security issued by Lehman. 

15. When responding to the question about whether Goldman's risk management was 
sufficient to allow Goldman to survive but for government assistance, you testified that 
you wished Goldman was less leveraged in 2008. You also testified that the high water 
mark of Goldman's leverage was about 20 to 1. In response to a question later in the 
hearing, you testified that the high water mark of Goldman's leverage was in the mid-20s. 
Please provide the support for that testimony. Please provide all measures of Goldman's 
leverage at the end of each quarter from 1 QO 1 through 4Q09 and explain how each 
leverage measure is calculated. 

16. When responding to the question about whether Goldman's risk management was 
sufficient to allow Goldman to survive but for government assistance, you also cited the 
fact that Goldman raised $5.75 billion of capital from Warren Buffett as evidence that 
Goldman had access to private capital and was not relying on government assistance. 
Did you or anyone at Goldman have any discussions with Mr. Buffett concerning his 
investment in Goldman that related to whether the government might be providing 
assistance to Goldman? If yes, please provide the details of those discussions. 
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17. Were there any internal discussions at Goldman in 2008 about bank solvency, the 
possibility of failure, or the possibility of the government coming in and rescuing the 
bank, providing assistance to the bank or preventing the bank from failing? Please 
provide records of all internal communications at Goldman (including communications 
with the board of directors) in 2008 relating to the firm's solvency, the possibility of 
failure, the possibility of the government providing assistance to, rescuing or preventing 
the failure of the firm. Please also provide records of all communications in 2008 
between any employee, officer, director, agent or representative of Goldman and any 
third party, including outside counsel and any federal agency relating to the firm's 
solvency, the possibility of failure, the possibility of the government providing assistance 
to, rescuing or preventing the failure of the firm. 

18. Please describe how Goldman's board of directors, committees of the board of directors, 
internal auditors, outside auditors and regulators review, test and audit the company's risk 
management practices, including the value of Goldman's assets and its leverage. At any 
point during or after 2007, did any of those entities, or any other entities, express any 
concern or raise any issues about the value or quality of Goldman's assets or of the 
bank's leverage? If yes, what were the concerns or issues, when were they raised and 
how did Goldman respond? 

19. You testified that there should have been more regulation than there was in September 
2008 under the old regime, i.e., under the SEC. Please explain what additional regulation 
there should have been. Please describe any changes in regulation since Goldman 
became a bank holding company and subject to regulation by the Federal Reserve. How 
is regulation by the Federal Reserve different than regulation by the SEC under the 
Consolidated Supervisory Entity program? 

20. In your written testimony you stated that too many institutions outsourced their risk 
management to credit rating agencies and during the hearing you testified that there were 
instances where Goldman deferred to the credit rating agencies. For example, you 
testified that you deferred to the credit rating agencies by being more complacent when a 
security was rated AAA than if it were rated lower. Did Goldman ever perform an 
internal analysis of any rating by a credit rating agency and come to a different 
conclusion about the rating? If yes, please provide the details. 

21. Please answer the questions in the January 12,2010 New York Times article by Andrew 
Ross Sorkin, titled "What the Financial Crisis Commission Should Ask." 

22. Please answer the questions in the January 13, 2010 New York Times article titled 
"Questions for the Big Bankers." 
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23. After being asked to reconcile the compensation of Goldman's senior executives in light 
of where the country is economically (e.g., high unemployment rates, high foreclosures 
and many people suffering financially), and the fact that accountability was listed as a 
core value in Goldman's 2007 Annual Report, you testified that Goldman had not 
announced compensation for 2009 and that compensation always correlated with the 
results of the firm. Please provide the compensation of Goldman's senior executives in 
2009 and comment on the compensation in light of where the country is economically 
and the fact that accountability is a core value at Goldman. 

24. Please state whether Goldman has applied the claw-back provisions of its compensation 
program to any employee. Please include the reasons for the claw-back, the dollar 
amount of the claw-back and the percentage of the individual's compensation the claw­
back represented. 

25. Please explain what the consequences would have been for Goldman if American 
International Group ("AIG") has been allowed to fail. Please list each transaction 
between Goldman and AIG between January 1,2006 and December 31,2008, including 
any CDS transactions. Include the dates of each transaction, the nature of each 
transaction, and the amount of collateral posted by AIG, and any transactions by 
Goldman designed to protect its exposure to AIG. What was the purpose of acquiring 
CDS from AIG, i.e., were the CDS purchased to hedge against a possible decline in value 
of assets owned by Goldman, were the CDS purchased to hedge against Goldman's 
exposure to another counterparty, or were the CDS purchased for some other purpose? 
You testified that Goldman had about $10 billion of exposure but had received about $7.5 
billion in cash from AIG and $2.5 billion of credit protection. Please provide the 
supporting documentation related to Goldman's exposure to AIG. 

26. During the hearing you testified that no one with the government asked you if Goldman 
would take less that 100% of what it was owed by AIG but that someone at Goldman 
may have been asked that question. We received the letter dated January 20, 2010 from 
Mr. Palm in which he wrote that Mr. Blankfein was informed that the government asked 
Goldman to take less than 100% of what it was owed by AIG during a conversation with 
two unnamed Goldman employees but that Mr. Blankfein does not recall that 
conversation. Please provide the names of the two Goldman employees and the details of 
any discussions related to the $13.9 billion Goldman received from AIG, including the 
individuals that participated in those discussions and the dates of the discussions. Please 
also provide all documents related to Goldman's receipt of the $13.9 billion, including 
any communications between Goldman and any federal agency relating to Goldman 
receiving less than 100% of what it was owed by AIG. Provide the date by which anyone 
at Goldman knew that the government would not request or require Goldman to take less 
than 100% of what it was owed by AIG. 
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27. Please provide the following infonnation about your institution's business as an over-the-
counter derivatives dealer during each of the last four years, 2006-2009: 

a. Revenues relating to the business; 
b. profits or losses relating to the business; 
c. percentage of the business that consisted of standardized contracts as opposed to 

customized contracts. Please describe how you are defining "standardized" and 
"customized"; and, 

d. positions held in all OTC derivatives contracts in notional amount at the end of 
each of the last four years, and positions held in each of the following categories 
at that time: interest rate, currency, energy, credit, and other. 

28. Please provide the following infonnation about your institution's proprietary trading 
during each of the last four years, 2006-2009: 

a. Describe the nature and kinds of proprietary trading your institution engaged in; 
b. The amount of proprietary trading that was speculative and the amount of such 

trading that was hedging your business risk; 
c. Revenues relating to proprietary trading; 
d. Profits or losses relating to proprietary trading and 
e. Assets held relating to proprietary trading at the end of each of the last four years. 

29. If you had to identify one cause for the financial crisis what would it be? 

30. Why did Goldman increase leverage after 2004, when it was subject to regulation by the 
SEC? In 2004, the SEC pennitted the broker-dealer subsidiaries to change the way they 
calculated their net capital. Some believe that this allowed the investment banks to 
increase their leverage. Please provide data on this question, including the net capital of 
Goldman's subsidiary before and after the change in net capital regulation, and the way 
in which such a change could have increased the leverage of the parent company. 

31. Assuming that an increase in leverage represents an increase in risk-taking, please 
explain why in your view Goldman increased its risk-taking after 2004. 

32. In your answers to questions at the hearing, you said both that Goldman was not too big 
to fail, and that you agreed that there should be some method for resolving a failing 
financial finn like Goldman outside bankruptcy. How are these statements consistent? If 
Goldman is not too big to fail, why can't it simply be resolved in a bankruptcy 
proceeding? 

33. Did Goldman acquire subprime mortgages, create pools of these mortgages and sell 
securities backed by these pools? If so, (i) please provide data on the value of securities 
sold, (ii) whether Goldman retained any interest in these pools, and (iii) the nature of 
these interests and their respective dollar amounts? 

34. Did Goldman engage in rating-shopping-that is, restructuring the pools of mortgages 
according to the specifications of rating agencies? 
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35. When did Goldman first become aware of the deterioration of value in subprime 
mortgages, and was any decision made at that time to reduce Goldman's holdings or to 
purchase credit default swap coverage for the mortgage-backed securities Goldman then 
held? 

36. Since the repeal of the affiliation provisions of Glass-Steagall, and until financial crisis of 
2008, the five large investment banks grew much faster than the commercial banks. Why 
did Goldman? 

37. Is there a competitive market for the services of traders in financial instruments, and does 
that account fully for their compensation levels? If so, does Goldman expect that it will 
lose the services of these traders with the institution of its new compensation policies. If 
not, why not? 

38. Many people have argued that Goldman and other investment banks would have been 
more prudently managed if it had remained a partnership. Do you think this is true, and if 
so what are the economic or financial benefits to society at large of allowing investment 
banks to become public companies? 

39. Goldman's leverage for the first three quarters 2009 was 13.5 (total assets divided by 
shareholders equity), the lowest in 13 years, yet 2009 looks like it will be one of the 
firm's most profitable years. What accounts for Goldman's ability to earn high profits 
with low leverage? 

40. When did Goldman first discuss with the Fed becoming a bank holding company? 

41. Could Goldman have survived the financial crisis without government assistance? If so, 
why did Goldman become a BHC? 

42. It is said that CDS obligations are not visible on the balance sheets or financial statements 
of participants in the CDS market? If these obligations are visible to investors and 
creditors in your financial statements, please identify where they appear and how they are 
calculated. 

43. Did Goldman write CDS protection on Lehman, and if so what were its losses, if any? 
What other losses to Goldman resulted from Lehman's bankruptcy, and what is the 
amount of such losses? 
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The FCIC appreciates your cooperation in providing the infonnation requested. Please do not 
hesitate to contact Chris Seefer at (202) 292-1345 or cseefer@fcic.gov if you have any questions 
or concerns. 

Sincerely, 

~~ 
Thomas Greene 
Executive Director, Financial Crisis Inquiry Commission 

cc: Phil Angelides, Chainnan, Financial Crisis Inquiry Commission 

Bill Thomas, Vice Chainnan, Financial Crisis Inquiry Commission 



The Goldman Sachs Group, Inc. IS5 Broad Street I New York, New York 10004 
Tel: 212-902-1000 

First Response to the January 28 and 
February 3, 2010 Letters of the Financial Crisis Inquiry Commission 

Responses to the Commission's January 28. 2010 Letter 

1. Did Goldman prepare any kind of internal investigation, audit, or similar review regarding 
its business practices, including mistakes made, that contributed to the financial problems 
experienced by the bank in 2008? If so, please provide the internal review. If no review was 
performed, please explain why. 

With the exception of an informal review of our leveraged lending approval process (included in 
Appendix 1), we do not view ourselves as having conducted any such review, primarily because 
our overall results in 2008 confirmed that our business practices and procedures had functioned 
well in the circumstances (Goldman Sachs recorded net profits in 2008 of $2.3 billion). 

Nevertheless, in response to the events of 2008, we did take a number of significant steps 
intended to increase our financial strength. For example, between fiscal year-end 2007 and fiscal 
year-end 2009: 

• We reduced our leverage ratio from 26.2 times to 12.0 times; 

• We reduced our balance sheet size from $1,120 billion to $849 billion (a 24% decrease); 

• We raised additional capital of $16.5 billion (excluding the government's investment 
under the TARP program, which has since been fully repaid), and increased our total 
shareholders' equity from $42.8 billion to $70.7 billion (a 65% increase); 

• We increased our average "Global Core Excess" (i.e., the pool of unencumbered, highly 
liquid securities that may be sold or pledged to provide same-day liquidity) from $64 
billion to $166 billion; 

• We reduced our level 3 illiquid assets from $69.2 billion to $46.5 billion (a 33% 
decrease). 

2. You testified that Goldman had research before 2007 that showed it was very negative on 
the housing markets. Please provide that research and any related research. 

Goldman Sachs Economic Research expressed an increasing level of concern about the run up in 
housing prices in papers dating back to at least 2004. The following research papers have been 
provided in Appendix 2: 
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1) US Economics Analyst Issue No. 04/42: ''Trouble Brews in the Housing Market", dated 
October 15,2004 

2) "The Pocket Chartroom: The Wile E. Coyote Economy" issue for September / October 
2005 

3) Global Economics Paper No. 137: "Housing Holds the Key to Fed Policy", dated 
February 3, 2006 

4) US Economics Analyst Issue No. 06/36: "An Outright Decline in Home Prices Next 
Year", dated September 8, 2006 

3. Please provide a list of every securitization (including mortgage-backed securities ("MBS"), 
collateralized debt obligations ("CDO"), or other structured products) organized, issued, 
arranged, sponsored, advised, managed, underwritten or sold by Goldman between January 1, 
2006 and the present, ("Goldman Securitizations"), including the issuing entity, the date and 
type of the initial registration statement or private placement memorandum ("PPM"), the date 
of the final registration statement and prospectus or PPM, the dollar amount of the 
securitization, the types of securities being sold, and the performance of the securities from the 
date of issuance to the present, including the credit rating and market value as a percentage of 
issuance price. 

Appendix 3 contains a list of all non-agency residential mortgage-backed securitizations, 
commercial mortgage-backed securitizations and collateralized debt obligations either 
underwritten or issued by affiliates of the firm from January 1,2006 through the present date 
(hereinafter "Goldman Securitizations"). For each deal, we have included the CUSIP numbers 
of the securities issued, together with the tranche name, tranche description and original 
outstanding tranche balance associated with each CUSIP. We no longer hold a position in most 
of these CUSIPs, and we do not track the current market prices for positions that we do not hold. 
Accordingly, in order to demonstrate deal performance, we have included the original rating and 
current rating issued by Fitch, Moody's and S&P for each security. Finally, we have provided 
the closing date for each transaction and the registration type for each CUSIP issued. 

4. (a) Please provide the names of all entities that rated or (b.) were asked to rate the 
securitizations referenced above. Include the name and address of the entity and each 
securitization the entity rated or was asked to rate. 

Included in Appendix 3 are the rating agencies' original and current ratings of Goldman Sachs 
securitizations. The rating agencies names and addresses are included in Appendix 4. 

You also ask us to identify entities that were "asked to rate" the securitizations identified in 
question 3. We have never tracked this type of information and, therefore, have no basis upon 
which to provide a response to that question. 
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5.(a) Please provide a list of all warehouse lines or other funding Goldman provided to any 
mortgage originator from January 2001 to the present that includes the date of the warehouse 
line, the entity that received the warehouse line, the balance of the warehouse line at the end 
of each quarter and the number and (b.) dollar amount of loans originated by the entity and 
(c.) the number and dollar amount of the loans acquired by Goldman from the entity. 

a. We began providing warehouse funding to residential mortgage originators in 2003. 
Accordingly, Appendix 5a includes a list of all of our warehouse lines to originators of 
residential mortgage loans from May 2003 to the present. We have provided the date of the 
warehouse line and the balance of each line as at the end of each fiscal quarter. 

b. You have requested a list of the number and dollar amount of loans originated by the entities 
to which we provided warehouse financing. As these entities are unrelated to Goldman Sachs, 
we do not have access to this information and are therefore unable to provide it. 

c. Appendix 5c contains a list of all loans that we acquired from the counterparties to our 
residential mortgage warehouse facilities. 

7. List all Goldman officers responsible for due diligence, or supervising third party due 
diligence firms, with respect to Goldman Securitizations identifying the deal on which they 
exercised responsibility from January 1, 2006 to December 31, 2009. 

Christopher Gething managed the group that was responsible for conducting due diligence on 
Goldman Sachs' residential mortgage whole loan purchases and securitizations, including general 
supervision of the individual team members' interaction with third party due diligence providers 
during that process. 

8. Please explain Goldman's due diligence practices or disclosures to investors regarding 
mortgage loans originated, acquired, securitized or sold, including any changes to those 
practices and disclosures,following the September 2004 warning from the FBI about 
mortgage fraud. 

In our March 1,2010 letter to Chairman Angelides (see Appendix 8), we describe our due 
diligence practices and the disclosures set forth in offering documents. 

11. Please provide a written copy of any written statement (or a transcript of any recorded 
statement made by a client of Goldman in a recorded telephone conversation) made by any 
counterparty to Goldman or client of Goldman, with respect to any transaction listed in 
question 2. 

It is not clear which transactions are being referred to, as there are no transactions listed in 
question 2. However, we do not record telephone conversations in the product areas that have 
been the subject of the inquiries contained in the FCIC's letters to us of January 28 and February 
3,2010. 

3 
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12. Please list any Goldman off balance sheet accounts between January 1, 2006 and 
December 31, 2009. Did Goldman ever subsequently report any off balance sheet account on 
its balance sheet? If yes, please explain when and why. 

As detailed in our Form 10-K and 10-Q filings, the firm has off-balance sheet accounts in the 
form of non-consolidated variable interest entities (VIEs) in which the firm holds financial 
interests. The relevant extracts from our Form lO-Ks and lO-Qs for 2006,2007,2008 and 2009 
are attached as Appendix 12. 

We do not have off-balance sheet commitments to purchase or finance any CDOs held by 
structured investment vehicles. 

As described in our financial statements, we consolidate entities in which we have a controlling 
financial interest. As required by U.S. GAAP (Accounting Standards Codification 810) 
applicable through December 2009, we consolidated a VIE whenever we absorbed a majority of 
the VIE's expected losses, received a majority of the VIE's expected residual returns, or both. 
As required by U.S. GAAP, we also reassess our initial evaluation of a VIE upon the occurrence 
of certain reconsideration events as outlined in ASC 810. During the period from 2006 to 2009, 
the amount of VIE assets that the firm consolidated due to reconsideration events that had 
previously been disclosed as non-consolidated (off-balance sheet) VIEs was immaterial, and was 
driven by the firm acquiring additional financial interests in the VIE at then current market 
prices. There was no impact to our income statement, because the purchase of additional 
financial interests that led to the consolidation was at then-current market prices, and because all 
of our trading assets are marked to market. 

13. Please list all transactions between March 1, 2008 and March 17, 2008 in which Goldman 
established or maintained a financial position for its own proprietary trading account (or 
account of any hedge fund or other entity in which Goldman, or any member of the senior 
management committee, had a direct or indirect financial interest, but excluding accounts for 
third party clients of the firm) whether directly or indirectly, equivalent to shorting a security, 
or establishing a put position with respect to a security, or purchasing a credit default swap 
regarding any security issued by Bear Stearns. 

The volume of activity for the firm's proprietary trading accounts in securities issued by Bear 
Steams or credit default swaps referencing that company during the period from March 1, 2008 
to March 17, 2008 was insignificant. The net impact of these transactions was less than $10 
million, and our resulting residual position was a net short exposure of less than $5 million. 

Total net activity for those funds or accounts managed by Goldman Sachs Asset Management in 
which the firm and/or any member of the senior management committee has a financial interest 
amounted to less than $30 million, and the resulting residual position in the funds or accounts 
was a net long of approximately $25 million as of March 17, 2008. These amounts represent 
aggregate fund level information, and accordingly the firm's and/or senior management 
committee members' interest in any given investment vehicle is a fraction of the totals. 
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Goldman Sachs does not direct, nor does it have detailed information with respect to, the 
investing activity of third party hedge funds or similar third party investing vehicles that the firm 
or any member of the senior management committee may invest in and as such, any transactions 
these third party vehicles may have entered into are not included within the data provided. 

14. Please list all transactions between September 1,2008 and September 15,2008 in which 
Goldman established or maintained a financial position for its own proprietary trading 
account (or account of any hedge fund or other entity in which Goldman, or any member of 
the senior management committee, had a direct or indirect financial interest, but excluding 
accounts for third party clients of the firm), whether directly or indirectly, equivalent to 
shorting a security, or establishing a put position with respect to a security, or purchasing a 
credit default swap regarding any security issued by Lehman. 

The volume of activity for the firm's proprietary trading accounts in securities issued by Lehman 
Brothers or credit default swaps referencing that company during the period from September 1, 
2008 to September 15,2008 was insignificant. The net impact of these transactions was 
approximately $30 million, and our resulting residual position was a net long exposure of 
approximately $20 million. 

Total net activity for those funds or accounts managed by Goldman Sachs Asset Management in 
which the firm and/or any member of the senior management committee has a financial interest 
amounted to approximately $40 million, and the resulting residual position in the funds or 
accounts was a net long of approximately $5 million as of September 15,2008. These amounts 
represent aggregate fund level information, and accordingly the firm's and/or senior management 
committee members' interest in any given investment vehicle is a fraction of the totals. 
Goldman Sachs does not direct, nor does it have detailed information with respect to, the 
investing activity of third party hedge funds or similar third party investing vehicles that the firm 
or any member of the senior management committee may invest in and as such, any transactions 
these third party vehicles may have entered into are not included within the data provided. 

15. When responding to the question about whether Goldman's risk management was 
sufficient to allow Goldman to survive but for government assistance, you testified that you 
wished Goldman was less leveraged in 2008. You also testified that the high water mark of 
Goldman's leverage was about 20 to 1. In response to a question later in the hearing, you 
testified that the high water mark of Goldman's leverage was in the mid-20s. Please provide 
the support for that testimony. Please provide all measures of Goldman's leverage at the end 
of each quarter from lQOl through 4Q09 and explain how each leverage measure is 
calculated. 

There are two primary measures commonly referred to as "leverage ratios": 

1) A calculation of total assets divided by total shareholders' equity, and 

Confidential Treatment Requested by Goldman Sachs 

5 



2) A calculation of "adjusted assets" (which excludes low-risk assets) divided by tangible 
equity capital. I 

The second measure is referred to as the "adjusted leverage ratio" and it is a more meaningful 
measure for financial institutions because it adjusts for the nature of the assets being held. 
"Adjusted assets" excludes (i) low-risk collateralized assets generally associated with matched 
book and securities lending businesses, (ii) cash and securities we segregate for regulatory and 
other purposes and (iii) goodwill and identifiable intangible assets (which are also excluded from 
the tangible equity capital). The first measure, by contrast, makes no distinction between low 
risk assets and other assets with greater risk. Accordingly, adjusted leverage avoids the 
counterintuitive result of an institutions' leverage deteriorating due to an increase in excess 
liquidity that is invested in low-risk collateralized assets. 

The leverage ratios and adjusted leverage ratios for Goldman Sachs for all the periods requested 
from 2001 to 2009 are included in Appendix 15. 

16. When responding to the question about whether Goldman's risk management was 
sufficient to allow Goldman to survive but for government assistance, you also cited the fact 
that Goldman raised $5.75 billion of capital from Warren Buffett as evidence that Goldman 
had access to private capital and was not relying on government assistance. Did you or 
anyone at Goldman have any discussions with Mr. Buffett concerning his investment in 
Goldman that related to whether the government might be providing assistance to Goldman? 
If yes, please provide the details of those discussions. 

We do not know of any such discussions. 

18.(a)Please describe how Goldman's board of directors, committees of the board of directors, 
internal auditors, outside auditors and regulators review, test and audit the company's risk 
management practices, including the value of Goldman's assets and its leverage. 

(b) At any point during or after 2007, did any of those entities, or any other entities, express 
any concern or raise any issues about the value or quality of Goldman's assets or of the 
bank's leverage? If yes, what where those concerns or issues, when were they raised and how 
did Goldman respond? 

a. We believe that effective risk management is critical to the success of the firm, and is the 
primary reason why we were able to avoid the substantial losses suffered by many of our 
competitors in 2007, 2008 and 2009. We employ a comprehensive risk management framework 
that includes oversight and governance by the Board of Directors (the "Board"), a series of 
firmwide committees and several independent control functions. Management conducts quarterly 

I Tangible equity capital equals total shareholders' equity and junior subordinated debt issued to trusts less goodwill 
and identifiable intangible assets. We consider junior subordinated debt issued to trusts to be a component of our 
tangible equity capital base due to certain characteristics of the debt, including its long-term nature, our ability to 
defer payments due on the debt and the subordinated nature of the debt in our capital structure. 
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self-assessments of key controls and independent assessments by internal auditors, external 
auditors and various regulators are regularly performed, as discussed below. 

The Board establishes the strategic direction of the firm and oversees the performance of the 
firm's business and management. Through its various committees, it sets corporate governance 
mandates, compensation policies and reviews the firm's financial and operational results. 
Primarily through the Audit Committee, whose members include all but one of our Board's non­
employee directors, the Board also oversees the firmwide risk management governance bodies, 
including those related to market, credit, liquidity and other financial and operational risks. 
Underlying many of these processes is a focus also on reputational risk. The Audit Committee 
regularly receives, reviews and discusses with management detailed presentations and analysis 
on our aggregate risk exposures, including market, credit, liquidity and other financial and 
operational risks. In the course of these reviews, the Audit Committee interacts on a frequent 
basis with the Chief Risk Officer, as well as with other key risk management executives from 
both the independent control functions and the revenue-producing units of the firm. In addition, 
the Audit Committee receives regular reports from both Internal Audit and 
PricewaterhouseCoopers LLP ("PwC"), the firm's external auditor as part of their annual audit. 

Goldman Sachs has established several cross-functional risk oversight committees composed of 
senior members from both revenue-producing units and independent control functions, including 
the Management Committee, Firmwide Risk Committee, Securities Division Risk Committee, 
Investment Management Division Risk Committee, Business Practices Committee, Firmwide 
Capital Committee, Commitments Committee, Credit Policy Committee, Finance Committee, 
New Products Committee, Operational Risk Committee and Structured Products Committee. 
These committees meet regularly and, by design, have overlapping risk management mandates 
and responsibilities across the firm. The committee structure is global in nature and is 
supplemented by divisional and regional sub-committees, which provide additional oversight and 
monitoring of market and reputational risk. In addition, certain legal entities have entity-specific 
oversight committees. 

Our control functions (e.g., Compliance, Controllers, Risk, and Operations) are independent of 
the revenue-producing units and are critical to the risk management process. These control 
functions perform daily transactional and positional reviews and produce risk management 
metrics that are disseminated to key risk managers on a daily basis. The Controllers function 
performs frequent price verification procedures to ensure that the valuation of assets is accurate. 

Goldman Sachs executes a quarterly self-assessment and certification process to evaluate the 
design and operational effectiveness of key controls across all revenue producing and control 
functions, as required by Section 404 of the Sarbanes-Oxley Act of 2002. The self-assessment 
process includes both financial reporting controls as well as other operational controls related to 
risk management. Results of management's self-assessments are provided to the Audit 
Committee annually in support of the filing ofthe firm's financial statements. 
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Our internal auditors, external auditors and regulators regularly review, test and audit our risk 
management processes, including the valuation of our assets, as detailed below: 

a) Internal Audit is an integral part of the firm's risk management infrastructure. As an 
independent function within the firm, with a direct reporting line to the Board's Audit 
Committee, Internal Audit provides opinions and recommendations on the internal control 
structure and thereby supports the Audit Committee in fulfilling its oversight responsibility. 
Internal Audit comprises many of our most experienced people. It conducts regular reviews 
of the firmwide risk management governance bodies, including the Firmwide Risk 
Committee and the Finance Committee, which oversee the firm's risk positions and balance 
sheet, and establish liquidity policy. In addition, through its audits of the various risk 
management functions including market risk, credit risk, operational risk and liquidity risk 
management, Internal Audit provides assurance as to the adequacy of design and 
effectiveness of execution of the controls within these functions. Specifically, Internal Audit 
undertakes audits of the processes and systems management has put in place related to price 
verification and valuation of assets. Additionally, Internal Audit tests the completeness and 
adequacy of management's quarterly Section 404-related self-assessments as part of its 
audits of specific areas. The results of these reviews are provided to the Audit Committee. 

b) Our external auditor, PwC, conducts its audits in accordance with the auditing standards 
established by the Public Company Accountability Oversight Board, which are designed to 
obtain reasonable assurance about the fair presentation of the financial statements (which 
includes the valuation of our assets) in accordance with generally accepted accounting 
principles. Testing performed throughout the year, together with an evaluation of the design 
and operating effectiveness of internal controls over financial reporting and such other 
procedures as they consider necessary enable PwC to provide an opinion on the effectiveness 
of the firm's internal controls over financial reporting. PwC is also required to discuss with 
the Audit Committee its judgment about the quality of the application of our accounting 
principles and the clarity and completeness of our financial statements, including related 
disclosures. Such accounting principles include the application of fair value measurements 
and the resulting valuation of our assets. 

The Federal Reserve is responsible for the firm's consolidated prudential supervision. Its 
mandate includes ensuring the safety and soundness of the nation's banking and financial 
system. Goldman Sachs and its subsidiaries are further subject to extensive oversight by other 
regulatory bodies in the United States and around the world, of which the primary examples are 
the: 

• Securities and Exchange Commission, within which the Division of Trading and Markets 
establishes and maintains standards for fair, orderly and efficient markets, and which is 
the primary regulator of our major U.S. broker-dealer subsidiary, GS&Co. and certain 
other entities 
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• Financial Services Authority (FSA) in the United Kingdom, which oversees all of our 
regulated subsidiaries in the UK, including our large broker-dealer subsidiary, Goldman 
Sachs International. The primary objectives of the FSA include maintaining confidence 
in the financial system and ensuring the appropriate degree of protection for consumers 

• Financial Services Agency in Japan, which oversees our Japanese broker-dealer 
subsidiary, Goldman Sachs Japan Co., Ltd. 

Additionally, Goldman Sachs is supervised by various regulators throughout the world which are 
primarily focused on ensuring the effective operation of the financial markets within their 
jurisdictions. These regulators include: 

• Federal Deposit Insurance Corporation, New York State Banking Department, Office of 
the Comptroller of the Currency, U.S. Commodity Futures Trading Commission, Chicago 
Board of Trade, Financial Industry Regulatory Authority and the National Futures 
Association in the United States; 

• Irish Financial Services Regulatory Authority in Ireland; 

• Federal Financial Supervisory Authority (BaFin) and the Bundesbank in Germany; 

• Autorite de Controle Prudentiel in France; 

• Banca d'Italia and the Commissione Nazionale per Ie Societa e la Borsa (CONSOB) in 
Italy; 

• Federal Financial Markets Service in Russia; 

• Swiss Financial Market Supervisory Authority (FINMA); 

• Securities and Futures Commission in Hong Kong; 

• Monetary Authority of Singapore; 

• Korean Financial Supervisory Service; 

• Reserve Bank of India and the Securities and Exchange Board of India; 

• Central Bank of Brazil; and 

• Investment Industry Regulatory Organization of Canada. 

As part of their supervisory activities, these regulatory bodies continuously monitor the entities 
under their supervision. They generally engage in a variety of oversight activities, such as on­
site testing, and reviews of our risk management, price verification and Internal Audit functions. 
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b. We regularly discuss the valuation of our assets and our liquidity metrics with various of the 
parties listed in your question and did so continuously throughout 2007 and 2008, particularly as 
conditions worsened. Management frequently explained the actions it was taking to improve 
available pricing on level 3 assets in the fair value hierarchy, to reduce illiquid inventory and 
increase liquidity. We are not aware of concerns being raised as a result of these discussions by 
the board of directors, internal auditors or regulators. Our external auditors, PwC, expressed 
unqualified opinions on the fair presentation of our financial statements and did not propose any 
adjustments to the financial statements. 

19.(a) You testified that there should have been more regulation than there was in September 
2008 under the old regime; i.e., under the SEC. Please explain what additional regulation 
there should have been. (b.) Please describe any changes in regulation since Goldman became 
a bank holding company and subject to regulation by the Federal Reserve. How is regulation 
by the Federal Reserve different than regulation by the SEC under the Consolidated 
Supervisory Entity program? 

As a preliminary matter, in Mr. Blankfein's comparison of the former Consolidated Supervised 
Entity framework administered by the SEC and the current bank holding company framework 
administered by the Federal Reserve, he drew attention primarily to the fact that the Federal 
Reserve is more visible as a regulator, since it maintains an on-site team of examination staff 
who review nearly every aspect of our business. While the Consolidated Supervised Entity 
regime doubtless was not perfect, many other U.S. and international regulators were also 
responsible for the supervision of financial institutions that experienced significant difficulties 
and, in some cases, failure during the financial crisis. It is, therefore, likely that any observations 
regarding additional regulation that should have been in place apply equally to nearly all 
prudential regulators across the globe. Specific areas where there could have been additional 
regulation include the following: 

i) Greater emphasis on liquidity: although there was a widespread recognition among the 
regulatory community that capital requirements do little to mitigate liquidity risk, regulators 
generally did not set binding liquidity metrics. Goldman Sachs had rigorous liquidity guidelines 
that served us well during the crisis, but these were developed independently and without the 
prompting of formal regulatory requirements. 

ii) More rigorous application of mark-to-market rules: many firms appear to have been slow to 
recognize the increasingly alarming implications of higher rates of mortgage defaults in the early 
days of the financial crisis, mainly because they either did not mark their exposures to market, or 
they did not apply the mark-to-market accounting convention with the necessary degree of rigor. 
Regulators should have exerted their influence more strongly to ensure that mark-to-market 
accounting was applied more consistently. Going forward, the regulatory framework should be 
adjusted to a full fair value model wherever possible to mitigate such future crises, and financial 
institutions should be required to have a control infrastructure sufficient to support the accurate 
application of fair value processes. 
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iii) Greater emphasis on risk monitoring and management: as the financial crisis started to 
unfold, it is clear with the benefit of hindsight that many financial institutions, and their 
regulators, failed to appreciate the nature and extent of the risks to which they were exposed. 
The specific failures of risk management no doubt vary from firm to firm, but are likely to have 
included a failure to measure aggregate risk appropriately (and thus to understand how much 
exposure the institution had), under-resourcing of the risk management groups and insufficiently 
independent risk management functions. Although certain institutions, including our own, had 
long accorded a high degree of status, resources and, most importantly, independence to their 
risk monitoring functions, clearly this was not universally the case. 

iv) Greater attention to disputes between firms, particularly to collateral disputes: in retrospect it 
should have been clear that collateral disputes between firms were an indicator that one of the 
parties to the dispute may have failed to recognize the reality that the market price of their 
positions had deviated from the valuation that had been placed upon them internally. This was 
an available early warning sign for regulators that appears to have gone unheeded. 

v) Greater attention to lending standards: the vast majority of the losses incurred by financial 
institutions during the financial crisis can be traced to bad lending decisions. If financial 
institutions had been required by their various regulators to maintain consistently high standards 
in their credit approval processes, it is possible that the worst of the financial crisis could have 
been averted. 

b. There are important differences between the regulatory framework that applied to Goldman 
Sachs as a Consolidated Supervised Entity prior to September 2008 and the one that has applied 
to us as a bank holding company since that time. Nevertheless, both regulatory frameworks 
share two important characteristics: firstly, under both frameworks, all activities of the firm were 
and are subject to scrutiny by regulators; secondly, all of our financial exposures were and are 
subject to capital requirements. 

Among the most noteworthy differences between the two regulatory frameworks, the following 
stand out: 

• As a bank holding company, we are now subject to a leverage ratio, which was not the 
case when we were a Consolidated Supervised Entity. However it is important to note 
that Goldman Sachs generally would have met the bank holding company leverage ratio 
test since becoming a public company in 1999, and certainly did so in 2008. 

• Our capital requirements are now computed using the Basel I framework, whereas we 
used the Basel n framework as a Consolidated Supervised Entity. 

• As a bank holding company (and, now, a financial holding company), we are subject to 
certain activity restrictions that did not apply to us as a Consolidated Supervised Entity. 

• Our business activities are subject to ongoing examination by a substantial team of on­
site examiners. In contrast, the SEC did not maintain an on-site team of examiners, but 
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rather sent in examination teams on a periodic basis to review specific aspects of our 
business. 

We have included as Appendix 19 the regulations to which we were subject as a Consolidated 
Supervised Entity. 

20. In your written testimony you stated that too many institutions outsourced their risk 
management to credit rating agencies and during the hearing you testified that there were 
instances where Goldman deferred to the credit rating agencies. For example, you testified 
that you deferred to the credit rating agencies by being more complacent when a security was 
rated AAA than if it were rated lower. Did Goldman ever perform an internal analysis of any 
rating by a credit rating agency and come to a different conclusion about the rating? If yes, 
please provide the details. 

Goldman Sachs uses the views of the credit rating agencies as one of many components in our 
analysis of companies, structures, counterparts and issuing entities. Our internal credit analysts 
also conduct their own fundamental analysis. We perform many thousands of such analyses in 
the course of a year, and it is inevitable that there will be circumstances where our credit views 
diverge from those of the rating agencies, as well as from those of other investors and analysts. 
We would also note that in the secondary trading market, there were many thousands of 
circumstances where the market prices of mortgage-backed securities reflected a deterioration of 
the underlying credit quality well before the credit ratings agencies had adjusted their ratings. 

21. Please answer the questions in the JQlluary 12, 2010 New York Times article by Andrew 
Ross Sorkin, titled "What the Financial Crisis Commission Should Ask." 

a. "Mr. Blankfein, your firm, and others, created and sold bundles of mortgages known as 
collateralized debt obligations that it simultaneously sold short, or bet against. These C.D.D. 's 
turned out to be bad investments for the people who bought them, but your short bets paid off 
for Goldman Sachs. 

In the process of selling them to institutional illVestors, however, your firm lobbied ratings 
agencies to assign them high ratings as solid bets - even as your firm planned on shorting 
them. 

Could you explain how Goldman bet against these C.D.D. 's while simultaneously trying to 
persuade ratings agencies and investors that they were good investments? Were they designed 
from the outset to be shorted by Goldman and possibly select clients? And were those clients 
involved in helping design these transactions? What explicit disclosures did you make to 
Standard & Poor's and Moody's about your plans to short these instruments? And should we 
continue to allow transactions in which you're betting against what you're also selling?" 

Our March 1, 2010 letter to Chairman Angelides discusses the roles of market-makers and 
underwriters of securities, and provides a description of how we manage the related risk (see 
Appendix 8). 
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b. "This one is for the entire group. All of your firms are involved in some form of proprietary 
trading, or using your own capital to make financial bets, not unlike hedge funds and other 
private investors. As the recent crisis has shown, these bets can go catastrophically wrong and 
endanger the global financial system. 

Given that the government sent a clear signal in the crisis that it would not let the biggest 
firms fail, why should taxpayers guarantee this sort of trading? Why should the government 
backstop what amounts to giant hedge funds inside the walls of your firms? How is such 
trading helpful to the broader financial system?" 

Proprietary trading had little to do with the financial crisis, and certainly did not endanger the 
global financial system. Relatively few of the losses that occurred during the financial crisis 
resulted from proprietary trading. In fact, a research paper published by Goldman Sachs 
Economic Research on November 30, 2009 indicates that the vast majority of the losses that 
were incurred by financial institutions during the financial crisis can be traced to bad loans in 
general, and most of those losses can be traced back to bad real estate loans. A copy of this 
research paper is included in Appendix 2Ib. Neither our experience, nor any other evidence we 
know of, suggests that proprietary trading was the cause of the financial crisis. 

Safeguards exist under current U.S. banking law to ensure that retail deposits are not used to 
fund inappropriate trading activities. We do not believe that "taxpayers guarantee this sort of 
trading" and we have not managed our firm or this activity with any expectation that proprietary 
trading is ultimately guaranteed by the taxpayer. We do believe that having the flexibility to 
commit our capital to proprietary trading activities contributes to greater market efficiency and 
enhances market liquidity. 

c. "A question for all the executives about bonuses: We keep hearing that you plan to payout 
billions in bonuses this year. Given that they come out of profits that, to a large degree, seem 
to be the result of government programs to prop up and stimulate the banking sector, do you 
think they are deserved, even if they are in stock? And, while we're on the topic, given the 
market crisis of 2008, were you all overpaid in 2007?" 

In 2009, performance across our industry was uneven. We believe our strong relative 
performance was a function of the quality of our client franchise and our solid financial profile, 
in addition to generally improving market conditions. 

Still, we recognize the broader environment. The firm's 35.8% ratio of compensation and 
benefits to net revenues was its lowest as a public company. While net revenues in 2009 were 
only 2% lower than the firm's record net revenues in 2007, total compensation and benefits were 
20% lower, representing a reduction of $4 billion. 

In 2007 and 2008, we were committed to reducing certain of our risk exposures at pricing levels 
that many in the market thought were irrational or temporary. We believe a conservative risk 
management culture, guided by a disciplined fair value accounting process, is the reason why we 
have one of the strongest balance sheets in the industry. Unlike many of our competitors, we did 
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not have a significant write-down of assets in 2007, and in 2008, Goldman Sachs generated a 
profit of $2.3 billion. Still, in 2008, the firm's senior executive officers (its CEO, CFO, COO 
and its Vice-Chairmen) did not receive any discretionary compensation and Participating 
Managing Director compensation decreased by 77%. 

d. "Again,for the group: Over the last year, your firms have actively used the Federal 
Reserve's discount window to exchange various investments (including C.D.O. 's)for cash. 
You probably have a better idea than most about what those assets now sitting on the Fed's 
balance sheet are worth." 

Goldman Sachs Bank USA tested its ability as a process matter to use the Federal Reserve's 
discount window by borrowing less than $10 million. We did this solely in order to ensure that 
the necessary procedures were in place and that they worked. 

22. Please answer the question in the January 13, 2010 New York Times article titled 
"Questions for the Big Bankers." 

22.a JAMES GRANT 

22.a.l Bankers are dealers in money. The Federal Reserve is a creator of money - since the 
crisis began in August 2007, it has conjured up $1.1 trillion. Given the ease with which these 
dollars are materialized on a computer screen, how can they be worth anything? 

This question should be directed to the Federal Reserve. We have no comment on this question. 

22.a.2 The Federal Reserve's setting of its benchmarkfederalfunds rate at nearly 1 percent in 
2003 to 2004 was a primary cause of the housing and mortgage debacle. Yet, in an attempt to 
nurse the economy back to health, the Fed has set that rate at nearly zero percent. So what's 
the next bubble, and how do you intend to profit by it? 

Goldman Sachs has no special ability to predict the future and, therefore, cannot reliably identify 
the form, duration and nature of a future asset bubble. We would also add that bubbles are often 
conclusively identified only in retrospect, after values have definitively fallen. 

22.a.3 For Mr. Blankfein: In capitalism, profits are no sin, yet Goldman Sachs keeps making 
excuses for its success in 2009. If you earned the money honestly, what are you apologizing 
for? And if you didn't earn it honestly, how did you do it? 

We have made no excuses for our performance in 2009. Improving economic conditions, a 
strong financial profile and a strong client franchise were the foundations of our relative 
performance. 

Any regrets that we have expressed stem from our wish, like many others in the financial 
services industry, that we had been better able to predict the causes of the financial crisis and to 
have been able to react even more quickly as a result. 
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22.b BETHANY McLEAN 

22.b.llt still isn't clear precisely how mortgage-related losses in the financial sector grew to 
be many times greater than the actual losses on the mortgages themselves. What role did 
synthetic collateralized debt obligations - a Wall Street illvention that uses credit default 
swaps to mimic the payments from mortgages - play in multiplying the losses? Is there any 
way in which a synthetic debt obligation adds value to the real economy? 

We do not agree with the premise of this question. 

The research paper published by Goldman Sachs Economic Research on November 30, 2009 
(included in Appendix 21 b) indicates that the vast majority of the losses that financial institutions 
sustained over the course of the financial crisis can be traced to bad credit decisions in general, 
and most of those can be traced back to bad real estate loans. Securities like CDOs and 
associated derivatives embedded what were essentially credit risks emanating from lending 
decisions. 

The process of being able to buy risk from those unwilling or unable to hold it is vital to the 
effective functioning of financial markets and, by extension, to economies. A properly 
structured transaction, like a CDO or CDS, facilitates this process. See also our response to 
question 22.g.2. 

22.b.2 Goldman Sachs and other Wall Street firms argue that the clients to whom they sold 
mortgage-related securities were sophisticated investors who fully understood the risks. 
Goldman has said this was also the case when its clients bought the very same mortgage 
securities that Goldman, on its own behalf, was betting would default. Did these clients indeed 
understand all the gory details? 

Our March 1, 2010 letter to Chairman Angelides discusses the information that was available to 
investors in residential mortgage-related products. 

22.b.3 At the height of the panic in the fall of2008, Wall Street firms blamed short-sellers for 
trying to destroy them. What short positions did Wall Street finns have in one another's 
shares, and were they also betting against each other using credit default swaps? 

We do not know what proprietary positions other firms held in the equity or debt of other 
financial institutions. We make markets for our customers, within predefined risk limits, in the 
equity securities, debt instruments and credit default swaps of other financial institutions. In 
addition, as highlighted by our responses to questions 13 and 14, Goldman Sachs did not enter 
into any meaningful net proprietary positions in, or with respect to, either Lehman Brothers or 
Bear Stearns securities in the weeks preceding their respective bankruptcy and sale. 
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22.c DA VID STOCKMAN 

22.c.1 Without the Troubled Asset Relief Program, Wall Street banks would not have survived 
the shock to the financial system that occurred in September 2008. Nor would they have 
subsequently accrued large profits and bonus pools in 2009. Shouldn't a substantial share of 
those bonus pools be sequestered on bank balance sheets for several years to increase the 
banks' capital levels and shield taxpayers against another bailout? 

We do not agree with the premise of this question. 

As to the question, we certainly believe as to Goldman Sachs the answer is no. During 2009, the 
firm repurchased the $10 billion preferred stock and associated warrant that was issued to the 
U.S. Treasury pursuant to the Treasury's TARP Capital Purchase Program. In total, taxpayers 
received $318 million in dividends, $1.1 billion for the warrant repurchase and $10 billion for 
the preferred stock, representing an annualized return on the total investment in Goldman Sachs 
of approximately 23%. Also during 2009, the firm incurred $6.44 billion of corporate tax 
expenses, resulting in an effective tax rate of 32.5%. 

Our current capital ratios are significantly in excess of required regulatory levels, and we 
increased our common shareholders' equity by $31.1 billion, from $32.7 billion at the end of 
2006 to $63.8 billion at the end of 2009. We currently have one of the highest Tier 1 common 
ratios in the industry (12.2% as of December 2009 year-end). Further, while our net revenues in 
2009 were only 2% lower than our record results in 2007, total compensation and benefits was 
20% lower, representing a reduction of $4 billion. 

For 2009, our Management Committee, which is comprised of our top 30 senior executives, 
received no discretionary cash compensation. The discretionary portion of their compensation 
was in the form of Shares at Risk which have a five year period during which an enhanced 
recapture provision will permit the firm to recapture the shares in cases where an employee 
engaged in materially improper risk analysis or failed sufficiently to raise concerns about risks. 

Enhancing our recapture provision is intended to ensure that our employees are accountable for 
the future impact of their decisions, to reinforce the importance of risk controls to the firm and to 
make clear that our compensation practices do not reward taking excessive risk. 

The enhanced recapture rights build off an existing claw back mechanism which goes well 
beyond employee acts of fraud or malfeasance and includes any conduct that is detrimental to the 
firm, including conduct resulting in a material restatement of the financial statements or material 
financial harm to the firm or one of its business units. 

Accordingly, we believe both our compensation and capital levels are entirely appropriate. 

22.c.3 Wall Street turbocharged the sub prime mortgage boom from 2002 to 2006 by providing 
billions in cheap warehouse loans to non-bank lenders that otherwise had virtually no capital 
or financing. Had the Federal Reserve kept short-term interest rates at a more normal 4 
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percent to 5 percent, rather than pushing them down to 1 percent, would this not have greatly 
curtailed the reckless growth of sub prime loans? 

In the context of large, global balances, monetary policy may have played a role in contributing 
to an environment of easy credit. 

22.d L1AQUAT AHAMED 

22.d.1 One result of the Pecora commission, the Depression equivalent of this investigation, 
was the Glass-Steagall Act, which kept investment banking separate from commercial banking 
until the act was repealed in 1999. Many experts now believe that divide should be reinstated. 
Yet commercial banks like Washington Mutual lost a lot of money during the crisis without 
having any investment banking activities, and pure investment banks like Bear Stearns and 
Lehman Brothers collapsed without being deposit-taking institutions. This suggests that the 
problem does not lie with mingling commercial and investment banking. Are you in favor of 
the return of Glass-Steagall, and why? 

Goldman Sachs does not advocate the return of Glass-Steagall. The issue at the heart of the 
crisis was fundamentally poor lending decisions, which had nothing to do with the mingling of 
commercial and investment banking. 

22.d.2 Many people argue that the financial industry now accounts for far too much of the 
gross domestic product and that it is unproductive, indeed counterproductive, to devote so 
much of the nation's resources to simply moving money around rather than making things. 
Why has this shift occurred and what, if anything, can the government do about it? 

We do not agree with the premise of this question and do not have an opinion as to why this shift 
occurred (if it did). 

22.e SIMON JOHNSON 

22.e.1 Describe in detail the three worst investments your bank made in 2007 and 2008 - that 
is, those transactions on which you lost the most money. How much did the bank lose in each 
case? 

Goldman Sachs was profitable in both 2007 and 2008. However, during fiscal 2007 and fiscal 
2008, as disclosed in our Form lO-Q and lO-K filings, we incurred significant losses from non­
investment grade origination activities and residential and commercial mortgages loans and 
securities, as well as in our Principal Investments business. These losses included: 

• Non-investment-grade credit origination activities: In fiscal year 2007 and fiscal year 
2008, we incurred losses, net of hedges, of approximately $1 billion and $3.1 billion, 
respectively. 
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• Mortgages: In fiscal year 2008, we incurred net losses of approximately $1.7 billion on 
residential mortgage loans and securities and approximately $1.4 billion on commercial 
mortgage loans and securities. 

• Principal Investments business: In fiscal year 2008, we incurred a net loss of $3.86 
billion, including a loss of $2.53 billion from corporate principal investments, $949 
million from real estate principal investments and $446 million related to the firm's 
investment in the ordinary shares of Industrial and Commercial Bank of China Limited. 

22.e.2 What was the total compensation of each manager or executive supervising those three 
transactions - including yourself- in 2007 and 2008? 

Significant investment decisions at Goldman Sachs are not made by anyone individual, but 
instead are collaborative decisions, often the subject of various firmwide and divisional 
committees, or subject to approval and monitoring through the application of specific risk limits. 
We consider this fact to be a key component of our ability to have avoided significant losses 
many of our competitors suffered in 2007 and 2008. 

Our committee structure is overseen by our CEO and certain other senior officers. The names 
and compensation of our most senior executive officers are disclosed in our proxy statements for 
2007 and 2008, which are included in Appendix 22.e.2. 

22.e.3 Are those executives still with your bank? What investments do they supervise today? 
How much will they be paidfor 2009, including their bonuses? 

Please see our response to question 22.e.2. The compensation of our CEO in 2009 was a salary 
of $600,000 and a bonus (in the form of Shares at Risk) of $9 million. Other senior officers 
received a salary of $600,000 and a bonus of $9 million as well. 

22.f YVES SMITH 

Some of your firms received payouts on credit-default swap contracts with American 
International Group. Most of those guarantees resultedfrom hedging supposedly safe 
investments (they had AAA ratings, after all) with A.I.G. or other insurers. This hedging 
allowed traders to book "profits" that had not yet been earned - profits that would be counted 
in calculating their bonuses. 

However, this insurance was likely to fail, as your risk managers surely knew. It involved so­
called wrong-way risk: the guarantor (A.I.G.) was certain to be damaged by the same event 
(the housing market collapse) that would lead you to seek payment on the insurance. The 
insurance was effective only because the government stepped in, theoretically on the 
taxpayers' behalf, and made payments for A.I.G., an otherwise bankrupt firm. Since 
employees' bonuses, and ultimately yours, were based on these fraudulent profits, my 
questions are these: 
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22.f.1 How much profit did your firm record for bonus purposes on these trades that 
ultimately delivered huge losses? How much of those bogus profits were paid out in bonuses? 
Have you made any effort to recover the bonuses? Ifnot, why not? 

The credit default swap contracts we had with AIG were primarily designed to hedge equivalent 
transactions executed with clients taking the other side of the same trades. In so doing, we served 
as an intermediary in assisting our clients to express a defined view on the market, rather than as 
a proprietary market participant. Therefore, as prices of the underlying securities declined, we 
provided collateral to clients and called for collateral from AIG. We earned profits 
commensurate with our role as market intermediary that were immaterial to our results and 
therefore immaterial to our bonus payments. 

At the time we entered into credit default swaps with AIG, AIG was a AAA-rated company and 
considered among the most sophisticated counterparts in the world. We established credit terms 
with AIG commensurate with those extended to other major counterparts, including a 
willingness to transact substantial trading volumes subject to collateral arrangements that were 
tightly managed. As a result, prior to the Federal Reserve's investment in AIG, we had received 
from AIG approximately $7.5 billion in cash collateral which acted as security for the credit 
default swaps. When AIG disputed our valuations, we took steps to protect ourselves against the 
possibility that they would not perform on their contracts, principally by buying credit default 
protection from other major financial institutions. These hedges were collateralized with 
collateral that we received from these institutions, which we updated on a daily basis. Therefore, 
the assertion that the credit default swaps purchased from AIG would not have been effective is 
incorrect. 

The assertion that reported profits were fraudulent has no basis in fact. Our response to two 
newspaper articles regarding our exposure to AIG has been posted to our public website 
(www.gs.com). and is included in Appendix 22.f. 

22.g WILUAM D. COHAN 

22.g.1 Why did Wall Street continue to package and sell as securities so many mortgages of 
questionable value and underwriting standards even as the housing market started to 
collapse? 

After the fact, it is easy to be convinced that the signs were visible and compelling. In hindsight, 
events not only look predictable, but also often look like they must have been obvious or known. 
No one, however, has any special ability to predict the future. In fact, investors and financial 
institutions held very different views of the future direction of housing prices, interest rates and 
other factors. Some investors developed aggressively negative views on the mortgage market. 
Other different investors believed any weakness in mortgage securities and the housing market 
would be relatively mild and temporary. Most observers did not expect or anticipate that the 
contraction in the housing market would be as severe as it was, including many of the world's 
most sophisticated investors. 
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22.g.2 Why were Wall Street traders and other moneymen permitted to make bets - through 
the use of so-called credit-default swaps - on the long-term value of securities they didn't 
even own? (This is akin to everyone in your neighborhood being allowed to buy fire insurance 
on your house. Since the only way that bet can payoff is if your house burns down, it 
shouldn't be any surprise when that is exactly what happens.) 

We do not agree with the premise of the question or the analogy. 

Derivatives, including credit-default swaps ("CDS"), have proven to be a very important tool by 
which many market participants have been able to manage risk. They have brought more capital 
into the credit market because investors and intennediaries have been able to hedge their risk 
more effectively. By and large, the CDS market functioned effectively throughout the crisis. 

When a financial institution sells protection through CDS, it generally buys protection through 
CDS to offset the risk. CDS transactions are marked-to-market and because we and other finns 
require counterparties to post collateral, actual economic exposure is generally limited before 
actual settlement. 

Clearly, some institutions held highly concentrated CDS positions, suggesting that some market 
participants were quite slow to recognize the underlying risk and collateral implications of their 
positions. 

22.g.3 Why aren't bankers and traders required to have more skin in the game - that is, more 
of their own salary at risk - and not just a marginal part of one year's bonus? (In the old 
days, when investment banks were private partnerships, a partner's entire net worth was on 
the line, every day.) 

At Goldman Sachs, the percentage of compensation awarded in equity increases significantly as 
an employee's total compensation increases. For our senior people, most of their compensation 
is in the fonn of deferred equity-based awards. In fact, for 2009, all of the members of our 
Management Committee received their entire discretionary compensation in the fonn of deferred 
equity-based awards. Senior executive officers are required to retain the bulk of the equity they 
receive until they retire. 

In December, we announced that for 2009 the finn's entire Management Committee would 
receive 100% of their discretionary compensation in the fonn of Shares at Risk which have a five 
year period during which an enhanced recapture provision will permit the finn to recapture the 
shares in cases where an employee engaged in materially improper risk analysis or failed 
sufficiently to raise concerns about risks. Enhancing our recapture provision is intended to 
ensure that our employees are accountable for the future impact of their decisions, to reinforce 
the importance of risk controls to the finn and to make clear that our compensation practices do 
not reward taking excessive risk. 

The enhanced recapture rights build off an existing claw back mechanism that goes well beyond 
employee acts of fraud or malfeasance and includes any conduct that is detrimental to the finn, 
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including conduct resulting in a material restatement of the financial statements or material 
financial harm to the firm or one of its business units. 

22.h DA VID M. WALKER 

22.h.l How did you use the bailout money, and to what extent did it result in more lending or 
higher bonuses for your employees than you otherwise would have provided? 

In both 2008 and 2009, compensation was paid out of the firm's earnings, not its capital. In fact, 
since the TARP funds were repaid in full in mid-2oo9, they were certainly not used to pay 
bonuses. That said, the firm approached its compensation programs for 2009 with a heightened 
sensitivity to the particular factors and environment surrounding compensation decisions over 
the current market cycle. 

Goldman Sachs serves a number of important roles for its clients, including that of advisor, 
financier, market-maker, asset manager and co-investor. Our business is institutionally 
dominated, with the vast majority of its capital commitments made on behalf of corporations, 
governments, institutional investors (e.g., mutual funds and pension funds) and investing clients 
(e.g., hedge funds and private equity firms). As a result, Goldman Sachs is largely a "wholesale" 
institution that is not engaged in traditional commercial banking or direct consumer lending 
through retail channels. 

As a financial institution focused on this wholesale client base, Goldman Sachs actively provided 
liquidity to institutions during the crisis, helping the capital markets function. 

22.h.2 What, if any, changes do you contemplate making to your pay programs for executives 
and other high-level employees in light of recent events and related public concerns? 

Although we believe our historic policies and practices have proven to be effective in setting 
compensation over time, we have been outspoken about the need to tie compensation to 
performance. We articulated specific compensation principles, which we presented at our 2009 
shareholders' meeting, and have adopted a series of enhancements to our compensation practices 
consistent with those principles. 

These principles are designed to: 

• Encourage a real sense of teamwork and communication, binding individual short-term 
interests to the institution's long-term interests; 

• Evaluate performance on a multi-year basis; 

• Discourage excessive or concentrated risk taking; 

• Allow us to attract and retain proven talent; and 
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• Align aggregate compensation for the firm with performance over the cycle. 

Consistent with our principles, in December, we announced that for 2009 the firm's entire 
Management Committee would receive 100% of their discretionary compensation in the form of 
Shares at Risk which have a five year period during which an enhanced recapture provision will 
permit the firm to recapture the shares in cases where an employee engaged in materially 
improper risk analysis or failed sufficiently to raise concerns about risks. 

Enhancing our recapture provision is intended to ensure that our employees are accountable for 
the future impact of their decisions, to reinforce the importance of risk controls to the firm and to 
make clear that our compensation practices do not reward taking excessive risk. 

The enhanced recapture rights build off an existing clawback mechanism which goes well 
beyond employee acts of fraud or malfeasance and includes any conduct that is detrimental to the 
firm, including conduct resulting in a material restatement of the financial statements or material 
financial harm to the firm or one of its business units. 

Finally, in recent months, we have consulted with many of our largest shareholders on the issue 
of compensation and specifically the philosophy and structure of compensation. We found an 
overwhelming consensus that our model has been effective and an important element in 
producing our strong record of shareholder returns. To further strengthen our dialogue with our 
shareholders, we announced that they will have an advisory vote ("Say on Pay") on the firm's 
compensation principles and the compensation of its named executive officers at the firm's 
Annual Meeting of Shareholders in 2010. 

22.h.3 What have you done to modify your risk management and oversight structures to 
reduce the possibility that the problems of 2008 and 2009 will occur again? 

We believe that effective risk management is of critical importance to the success of our firm. 
The primary reason why we did not incur losses on the scale suffered by many of our 
competitors in 2008 and 2009 (indeed, we earned profits over the period) is that our fundamental 
risk management processes, procedures and systems functioned effectively. However, we 
constantly strive to improve the effectiveness of our risk management, and continue to invest 
heavily in this area. More specifically, we discovered that there was more systemic 
vulnerability, contagion and volatility in periods of severe stress than we had anticipated, as well 
as higher correlations of risks and less liquidity. This has resulted in an increased focus on 
various types of stress tests as a critical risk management tool. 

23. After being asked to reconcile the compensation of Goldman's senior executives in light of 
where the country is economically (e.g., high unemployment rates, high foreclosures and 
many people suffering financially), and the fact that accountability was listed as a core value 
in Goldman's 2007 Annual Report, you testified that Goldman had not announced 
compensation for 2009 and that compensation always correlated with the results of the firm. 
Please provide the compensation of Goldman's senior executives in 2009 and comment on the 
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compensation in light of where the country is economically and the fact that accountability is 
a core value at Goldman. 

Goldman Sachs believes that compensation should be aligned with the firm's financial 
performance, should motivate proper behavior and should not encourage excessive risk-taking. 
The firm's historic and current compensation policies and practices have done, and will continue 
to do, precisely that. A copy of the firm's "Compensation Principles" is included in Appendix 
23. 

In view of those policies and practices, when Goldman Sachs's performance was significantly 
down in 2008, the Firm's seven most senior executives requested that the Compensation 
Committee of the Board of Directors (the "Compensation Committee") not grant them any 
discretionary bonuses for 2008. The Compensation Committee endorsed that request. 

For 2009, the firm's Named Executive Officers (comprising the CEO, CFO and the next three 
most highly compensated executive officers) received $600,000 in cash salary and $9,000,000 in 
discretionary compensation in the form of restricted stock units ("RSUs") (Le., they received no 
discretionary compensation in cash). These amounts were significantly reduced in comparison 
to 2007, which was a year with comparable financial results. Their RSUs are subject to, among 
other things, substantial retention requirements, five-year recapture restrictions, and forfeiture 
under certain circumstances, including improper risk analysis or failure to sufficiently raise 
concerns about risks. In the same spirit, the firm also voluntarily adopted a shareholder "Say on 
Pay" vote, which will afford shareholders an advisory vote on the firm's Compensation 
Principles and the 2009 compensation of its Named Executive Officers at the firm's 2010 Annual 
Meeting of Shareholders. 

In 2009, Goldman Sachs produced net earnings of $13.39 billion and a 22.5% return on average 
common shareholders' equity. During the twelve months ended December 31,2009, book value 
per common share increased 23% to $117.48 and tangible book value per share increased 27% to 
$108.42. 

Further, the firm made a $500 million contribution to Goldman Sachs Gives, our donor-advised 
fund. The fiscal 2009 compensation for our Participating Managing Directors, including our 
Named Executive Officers, was reduced by $500 million to make this contribution. 

Goldman Sachs continuously reviews its compensation programs to remain the market leader in 
setting compensation standards in the financial services industry. To that end, we are actively 
engaged in dialogue with our various regulators throughout the world about compensation 
practices, and are evaluating compensation programs in view of regulations recently proposed, 
including those by the U.S. Federal Reserve and the United Kingdom's Financial Services 
Authority, as well as the compensation principles recently announced at the summit of the G-20 
group of nations. Although we are not subject to the rules set forth by the Special Master for 
Compensation, we consulted with him regarding the specific details of our compensation 
structure. Our approach broadly follows, and in many cases is more conservative than, the 
guidelines he set out. The firm's Compensation Principles can be found in Appendix 23. 
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25. Please explain what the consequences would have been for Goldman if American 
International Group ("AIG") has been allowed to fail. Please list each transaction between 
Goldman and AIG between January I, 2006 and December 31, 2008, including any CDS 
transactions. Include the dates of each transaction, the nature of each transaction, and the 
amount of collateral posted by AIG, and any transactions by Goldman designed to protect its 
exposure to AIG. What was the purpose of acquiring CDS from AIG, i.e., were the CDS 
purchased to hedge against a possible decline in value of assets owned by Goldman, were the 
CDS purchased to hedge against Goldman's exposure to another counterparty, or were the 
CDS purchasedfor some other purpose? You testified that Goldman had about $10 billion of 
exposure but had received about $7.5 billion in cash from AIG and $2.5 billion of credit 
protection. Please provide the supporting documentation related to Goldman's exposure to 
AIG. 

If AIG had been allowed to fail, our direct exposure to loss was not material. In September 
2008, prior to the Federal Reserve's investment in AIG, we had outstanding credit default swap 
contracts with AIG which were primarily designed to hedge equivalent transactions executed 
with clients taking the other side of the same trades. In so doing, we served as an intermediary 
by assisting clients to express a defined view on the market. The net risk to which we were 
exposed was consistent with our role as a market intermediary rather than a proprietary market 
participant. The notional amount of these swap contracts was approximately $22 billion, of 
which approximately $20 billion was against an underlying portfolio of super senior CDOs. 

We had established credit terms with AIG which included collateral arrangements. To the extent 
collateral received did not sufficiently limit our overall credit exposure, we utilized market 
hedges, including credit default swaps, to keep our overall risk to a manageable level. Prior to 
the Federal Reserve's investment in that company, we had gross credit exposure (i.e., before 
collateral and hedges) of approximately $10 billion to AIG; this predominantly consisted of 
exposures to AIG Financial Products Corp. and its affiliates. Against this, we held 
approximately $7.5 billion in cash collateral. The rest of our exposure was fully hedged through 
credit default swaps and other financial products, on which we would have collected if AIG 
failed to meet its obligations when they fell due (Le., in the event of default). These hedges were 
purchased from other major financial institutions with whom we also had collateral requirements 
in place, and from whom we had regularly exchanged collateral. 

While our direct economic exposure to AIG was minimal, the financial markets, and, as a result, 
Goldman Sachs and every other financial institution and company, benefited from the continued 
viability of AIG. Although it is difficult to determine what the exact systemic implications 
would have been had AIG failed, it would have been extremely disruptive to the world's already 
turbulent financial markets. 

Our primary exposure with AIG was in the form of credit derivative protection purchased by 
Goldman Sachs International ("GSI"). We have provided the following in Appendix 25: 
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• The collateral statement sent on September 15,2008 from GSI to AIG Financial 
Products. Additionally, we have provided a schedule detailing the collateral movements 
between GSI and AIG Financial Products, and between Goldman Sachs Capital Markets 
("GSCM") and AIG Financial Products from the beginning of 2007 through 2008. 

• For the transactional detail, we have provided a list of credit derivative swap protection 
purchased from AIG Financial Products by GSI and GSCM on super senior COO and 
CMBS underliers. These trades resulted in the collection of the majority of the collateral 
we received. Substantially all of the collateral disputes between the firm and AIG 
Financial Products centered around the super senior COO transactions. We have 
separately highlighted the super senior COO positions which were terminated as a part of 
the Maiden Lane III transaction. We have also provided a schedule of all mortgage 
related bonds traded between AIG and Goldman Sachs including cash bonds ultimately 
delivered to Maiden Lane III as required by the Federal Reserve. 

• Immediately prior to the Federal Reserve's investment in AIG and the Maiden Lane III 
transaction, the composition of our credit hedges relating to our uncollateralized 
exposure to AIG was almost exclusively comprised of COS on AIG and AIG cash bonds. 
Accordingly, we have included a detailed listing of those transactions. 

Responses to newspaper articles regarding our exposure to AIG have been posted to our public 
website (www.gs.com) and have been included in Appendix 22f. 

27. Please provide the following information about your institution's business as an over-the­
COUllter derivatives dealer during each of the last four years, 2006 - 2009: 

a. Revenues relating to the business; 

b. Profits or losses relating to the business; 

c. Percentage of the business that consisted of standardized contracts as opposed to 
customized contracts. Please describe how you are defining "standardized" and 
"customized" and, 

d. Positions held in all OTC derivatives contracts in notional amount at the end of each of 
the last four years, and positions held in each of the following categories at that time: 
interest rate, currency, energy, credit, and other. 

a) and b) Although derivative trading is an important part of our business and a core service that 
we provide to our customers, because of the integrated nature of our trading businesses, it is not 
practical for us to divide revenues or profitability amongst derivative and non-derivative 
products, and we do not track or report our financial results in that way. 

c) Over the last several years, the percentage of our derivative activity conducted in 
"standardized" form has continued to increase. Currently, greater than 90% of the derivative 
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contracts for our interest rate, foreign exchange and credit businesses are executed in 
"standardized form." Our definition of "standardized" is that the contract qualifies for legally 
enforceable electronic confirmation, which is the working definition used in discussions with the 
Federal Reserve. 

d) Appendix 27d contains details of positions held in over-the-counter ("OTC") derivatives 
contracts in notional amount at the end of each of the last four years, and positions held in each 
of the following categories: interest rate, currency, credit, equities and commodities and other 
derivatives. 

28. Please provide the following information about your institution's proprietary trading 
during each of the lastfour years, 2006 - 2009: 

a. Describe the Ilature and kinds of proprietary trading your institution engaged in; 

b. The amount of proprietary trading that was speculative and the amount of such trading 
that was hedging your business risk; 

c. Revenues relatillg to proprietary trading; 

d. Profits or losses relating to proprietary trading and 

e. Assets held relating to proprietary trading at the end of each of the last four years. 

Goldman Sachs has certain business units which solely engage in proprietary trading activities 
and are not customer facilitation in nature. These business units are principal equity strategies, 
credit principal investing and macro proprietary trading businesses. We do not use these 
businesses for hedging activity. 

In Appendix 28, we give details of these activities for the years 2006 through 2009 as requested. 

30. Why did Goldman increase leverage after 2004, when it was subject to regulation by the 
SEC? In 2004, the SEC permitted the broker-dealer subsidiaries to change the way they 
calculated their net capital. Some believe that this allowed the investment banks to increase 
their leverage. Please provide data on this questioll, illcluding the net capital of Goldmall 's 
subsidiary before and after the change in net capital regulation, and the way in which such a 
change could have increased the leverage of the parent company. 

Prior to becoming a Consolidated Supervised Entity in April 2005, a limited number of 
subsidiaries within the Goldman Sachs group were subject to regulatory capital requirements. 
For example, our principal U.S. and U.K. broker-dealers were both subject to the capital 
requirements set by the SEC and the Financial Services Authority in the U.K., respectively. 
However, other subsidiaries were not subject to regulatory capital requirements. Also, at the 
consolidated level, we were not subject to specific regulatory capital requirements or leverage 
ratio restrictions during this time. 
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For Goldman Sachs, there were two major consequences of our becoming a Consolidated 
Supervised Entity in April 2005: first, we became subject to regulatory capital requirements at 
the consolidated level; second, all of our activities (whether carried out in a regulated or an 
unregulated entity) became subject to oversight and scrutiny by our consolidated regulator, the 
SEC. In addition, our principal U.S. broker-dealer subsidiary (GS&Co.) became subject to 
capital requirements which were largely based on VaR models, with supplemental capital 
requirements designed to capture risks that were not easily captured in VaR. This new 
methodology was broadly consistent with the Federal Reserve's capital requirements for trading 
book assets held in banking institutions, and resulted in somewhat lower capital requirements for 
GS&Co. However, this benefit was greatly outweighed by the additional requirement for capital 
in all our businesses at the consolidated level. 

A summary of GS&Co.'s Net Capital computation from fiscal year-end 2004 (Le., shortly before 
adoption of the Consolidated Supervised Entity framework) to 2009, together with a summarized 
Balance Sheet for these dates is included in Appendix 30. This summary demonstrates that 
GS&Co's capital requirements fell slightly between fiscal year-ends 2004 and 2005 (from $10.5 
billion to $9.2 billion). However, this benefit was dwarfed by the new capital requirements that 
we then incurred at the consolidated level (approximately $20 billion at fiscal year-end 2005). 
Consequently, our becoming a Consolidated Supervised Entity was not the cause of increased 
leverage at the parent company. 

31. Assuming that an increase in leverage represents an increase in risk-taking, please explain 
why in your view Goldman increased its risk-taking after 2004. 

The premise that an increase in leverage indicates an increase in risk-takin~ is certainly not 
accurate in a variety of circumstances, because the standard leverage ratio takes no account of 
the relative riskiness of the assets on the balance sheet. For example, the leverage ratio does not 
differentiate between a $100 million position in U.S. Treasuries and a $100 million position in a 
CDO-squared security. Even more strikingly, pools of excess liquidity in the form of cash and 
unencumbered, highly-liquid securities that firms have set aside in order to reduce their liquidity 
risk are treated equally under the leverage ratio test as the most risky lending exposure. For 
example, when Goldman Sachs increased its excess liquidity in light of the more uncertain 
financial environment during 2008, this had the effect of adding to its leverage, even though 
quite obviously such increases were a prudent step. 

Although the "adjusted leverage ratio" is a substantial improvement on the standard leverage 
ratio, a much better indicator of the relative riskiness of our balance sheet is the Tier 1 capital 
ratio, which assigns different risk weightings to different asset classes based upon their relative 
level of risk. Our Tier 1 capital ratios (computed under Basel 2) remained consistently in excess 
of required levels throughout this period, compared favorably to both our domestic and 
international competitors and very comfortably met the Federal Reserve's "well capitalized" 

2 By this. we refer to balance sheet assets divided by shareholders' equity. 
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standard. Our current Tier 1 capital ratio, computed under Basel I, continues to compare 
favorably to those of other major financial institutions. 

33. Did Goldman acquire subprime mortgages, create pools of these mortgages and sell 
securities backed by these pools? If so, (i) please provide data on the value of securities sold, 
(ii) whether Goldman retained any interest in these pools, and (iii) the nature of these interests 
and their respective dollar amounts. 

Beginning in 2002, the firm sold subprime mortgage-backed securities created through the 
securitization of subprime mortgage loan pools. Typically, these subprime mortgage loan pools 
were acquired from large mortgage originators for the purpose of securitization. Amounts 
securitized in each year were approximately as follows: $4.8 billion in 2002; $3.0 billion in 
2003; $9.6 billion in 2004; $13.5 billion in 2005; $24.4 billion in 2006; and $7.0 billion in 2007. 

In conjunction with these securitizations, we generally retained the subordinated and / or residual 
securities issued by the securitization vehicle. Although smaller in notional size, these tended to 
be risky first loss positions issued by the structure. Additionally, we may have retained senior 
securities and mortgage servicing rights. Amounts retained from each year's issuance were as 
follows: $0.5 billion in 2002; $0.5 billion in 2003; $1.3 billion in 2004; $1.3 billion in 2005; $1.2 
billion in 2006; and $0.1 billion in 2007. 

34. Did Goldman engage in rating-shopping - that is, restructuring the pools of mortgages 
according to the specifications of rating agencies? 

For purposes of clarification, we understand your use of the words "rating shopping" to refer to 
the common market practice of structuring residential mortgage securitizations based on 
guidance and information from the rating agencies (this clarification is required because we have 
never heard these words used to describe that activity). 

In the past, rating agencies published information on the criteria they used in their models to 
analyze residential mortgage securitizations. Similar to other firms, Goldman Sachs used its own 
models (which were based on rating agency criteria) to structure transactions, which were then 
submitted (together with the supporting legal documentation) to the rating agencies for review. 
The transaction documents that were submitted to the rating agencies described cash flows, 
triggers and other features of each transaction, as well as a summary of due diligence results 
where requested. The rating agencies also reviewed loan tapes and the ratings on bonds that 
were included as collateral. They then conducted their own analysis and developed tentative 
ratings for the proposed transaction. The structure of the transaction could be modified based on 
discussions with the rating agencies, and on certain occasions the rating agencies expressed 
views as to the sizing of some or all of the classes of securities based on their analysis and 
published standards. 

It was common to request ratings from multiple agencies on a particular deal, as many 
institutional clients that purchased RMBS required the deals they purchased to be rated by at 
least two of the rating agencies (and, in some cases, clients may have specifically required a 
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named rating agency). The vast majority of our deals had ratings from two of the top three 
credit rating agencies. 

35. When did Goldman first become aware of the deterioration of value in sub prime 
mortgages, and was any decision made at that time to reduce Goldman's holdings or to 
purchase credit default swap coverage for the mortgage-backed securities Goldman then held? 

We refer you to our March 1,2010 letter to Chairman Angelides (see Appendix 8). 

36. Since the repeal of the affiliation provisions of Glass-Steagall, and until financial crisis of 
2008, the five large investment banks grew much faster than the commercial banks. Why did 
Goldman? 

Goldman Sachs did not grow much faster than the commercial banks. The indirect impact of the 
repeal of the affiliation provisions of the Glass-Steagall Act was to intensify the competitive 
environment in which we operated, and in response to client expectations, we began to expand 
the range of financial services that we provided to our clients accordingly. However, this growth 
was measured during the period from 2000 to 2008 and in comparison to the major commercial 
banks, we remain a small company. For example, the number of our total staff (including 
employees, consultants and temporary staff) grew from 26,800 at fiscal year-end 2000 to 34,500 
at fiscal year-end 2008, or an average annual increase of just over 3% per year. This compares to 
growth and absolute numbers of employees at certain commercial banks over the same period of 
11 % per year to 224,961 (JPM) and 7% per year to 240,202 (BAC), although it should be 
recognized that these institutions generally grew through acquisitions to a greater degree than 
Goldman Sachs. Our balance sheet did grow significantly during the period from 2000 to 2008 
(from $284 billion at year-end 2000 to $885 billion at the end of 2008), but this growth 
represents an average annual increase of 15% that was comparable to the rate of growth at our 
major commercial banking competitors (e.g., 15% at JPM and 14% at BAC). It should also be 
noted that our shareholders' equity grew at a faster pace than our balance sheet during this period 
(from $16.5 billion in 2000 to $64.4 billion at fiscal year-end 2008, which represents an average 
annual increase of 19% at fiscal year-end). Further, we believe our conservative risk 
management practices remained extremely effective as we grew, and as a result we were able to 
avoid the substantial losses suffered by many of our competitors during the financial crisis. 

37. Is there a competitive marketfor the services of traders in financial instruments, and does 
that account fully for their compensation levels? If so, does Goldman expect that it will lose 
the services of these traders with the institution of its new compensation policies? If not, why 
not? 

There is a competitive market for traders in financial instruments. We constantly compete for 
talent and the market prices that talent. In recent years, we have competed not only with other 
financial institutions but also with hedge funds and private equity firms to retain many of our 
people. As a result, compensation across the industry has increased. We must compete for the 
most valuable people, and we continue to lose talent to other institutions for reasons of 
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compensation, including offers of multi-year guaranteed contracts, which we have a long­
standing policy of declining to offer. 

As to our compensation policies, we strongly believe that both our historic and current 
compensation policies, including our recently issued Compensation Principles (included in 
Appendix 23), have aligned individual compensation with the Firm's financial performance, 
motivated proper behavior and discouraged excessive risk taking. In that same spirit, the Firm 
also voluntarily adopted a shareholder "Say on Pay" vote, which will afford shareholders an 
advisory vote on those Compensation Principles at the 2010 Annual Meeting of Shareholders. 

We consistently review our compensation programs and are actively engaged in a dialogue with 
our various regulators throughout the world about compensation practices and are continuing to 
evaluate our compensation programs in light of regulations recently proposed, including those by 
the U.S. Federal Reserve, requirements of the United Kingdom's Financial Services Authority, 
and the compensation principles recently announced at the summit of the G-20 group of nations. 

38. Many people have argued that Goldman and other investment banks would have been 
more prudently managed if it had remained a partnership. Do you think this is true, and if so 
what are the economic or financial benefits to society at large of allowing investment banks to 
become public companies? 

We believe strongly our long standing culture (characterized by conservative risk management, 
strong teamwork and dedication to client service), originally developed when we were a 
partnership but continually enhanced and strengthened since becoming a public company, has 
been strongly validated by the financial crisis. Becoming a public company has not detracted in 
any way from our ability to prudently and effectively manage our firm. In fact, it has made us a 
stronger firm through access to permanent capital and the public debt markets. 

As to the benefits of allowing investment banks to become public companies: the needs of 
governments and corporations have evolved over many years, and in today's global economy, 
our clients require assistance in fulfilling their strategy that smaller institutions simply cannot 
satisfy. 

39. Goldman's leverage for the first three quarters 2009 was 13.5 (total assets divided by 
shareholders equity), the lowest in 13 years, yet 2009 looks like it will be one of the firm's most 
profitable years. What accounts for Goldman's ability to earn high profits with low leverage? 

The continued profitability of Goldman Sachs during 2009 in spite of historically low leverage 
levels, bears out our contention that the leverage ratio is largely irrelevant to a consideration of 
the risk profile or profitability of an institution such as ours. 

Our ability to earn high profits during 2009, in spite of both a challenged operating environment 
and a significantly reduced balance sheet, demonstrates that our business is essentially client­
driven. During 2009, we remained committed to serving our clients as an adviser, financier, 
market-maker, asset manager and co-investor during a period when many of our traditional 
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competitors retreated from the marketplace, either due to financial distress, mergers or a shift in 
strategic priorities. 

We further attribute our success in 2009 to our focus on risk management. At the start of 2009, 
our legacy risk positions (such as leveraged loans, and residential and commercial real estate) 
were at very low levels compared to our capital base, and were prudently and realistically 
valued. As a result, there was no financial impediment to our taking advantage of risk reducing 
opportunities when they arose, because all embedded losses had already been absorbed in our 
income statement. 

40. When did Goldman first discuss with the Fed becoming a bank holding company? 

For at least a decade, perhaps dating back to the passage of the Financial Services Modernization 
Act in 1999, Goldman Sachs has reviewed the possibility of our becoming a bank holding 
company in the context of our overall business strategy. At various times during that period, we 
believe that there would have been some discussion with the Fed related to that possibility, but 
we are unable to identify the timing of any such discussion. 

As you no doubt are aware, around the time of the acquisition of Bear Steams by JP Morgan in 
March 2008, the Federal Reserve Bank of New York increased its level of interaction with 
Goldman Sachs and other SEC-regulated Consolidated Supervised Entity firms and placed 
FRBNY personnel within such firms to review their funding and liquidity. After the bankruptcy 
of Lehman Brothers and the announced acquisition of Merrill Lynch by the Bank of America in 
September 2008, it appeared very unlikely that the Consolidated Supervised Entity framework 
administered by the SEC would be continued. Becoming a bank holding company, subject to 
consolidated regulation by the Federal Reserve, seemed both inevitable, and timely. See our 
response to question 41. 

41. Could Goldman have survived the financial crisis without government assistance? If so, 
why did Goldman become a BHC? 

Weare confident that we could have managed our own direct risk without government 
assistance, but we do not believe any financial institution could have survived a general market 
failure and financial system collapse. It was impossible to know at that time whether, absent 
some type of government initiative, markets were headed for widespread collapse, but we were 
appreciative of the government's intervention. And so, we remain grateful for the actions the 
government took on behalf of the system. Goldman Sachs benefitted from the general 
intervention of the government and we think it is appropriate that taxpayers received a 23% 
annualized return ($1.4 billion) on their 9-month investment in our firm, which has been fully 
repaid. 

We became a bank holding company because of the importance that the market was assigning to 
oversight by the Federal Reserve, and because it seemed clear that the Consolidated Supervised 
Entity framework administered by the SEC would not remain in effect for just two firms. 
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42. It is said that CDS obligations are not visible on the balance sheets or financial statements 
of participants in the CDS market. If these obligations are visible to investors and creditors in 
your financial statements, please identify where they appear and how they are calculated. 

Credit derivatives are reflected in the firm's statement of financial condition within "trading 
assets, at fair value" and "trading liabilities, at fair value" and are fully disclosed in our Form 10-
Q and 10-K filings. These disclosures are included in Appendix 42. The disclosures include: 

• An overview of the methodologies used to measure the fair value of financial 
instruments, including credit derivative contracts; 

• The fair value of credit derivative assets and credit derivative liabilities included within 
level 2 and level 3 of the fair value hierarchy; 

• Gross fair value values and number of contracts for credit derivatives; 

• An overview of the various types of credit derivatives the firm enters into; 

• Maximum payout/notional amounts by tenor and carrying value of our written credit 
derivatives, as well as maximum payout/notional amounts of our purchased credit 
derivatives; and 

• Fair values of our OTC derivative assets and derivative liabilities by tenor for each 
product type, including credit derivatives. 

Response to the Commission's February 3. 2010 Letter 

2. Regarding question 17 in the January 28,2010 letter, you testified during the hearing that 
Goldman 'lever anticipated receiving government help. Please define what you meant by 
"government help." Was the possibility of "government help" discussed with anyone? Would 
Goldman have been able to continue as a going concern without the government assistance it 
did receive? Were there any discussions about whether Goldman would have been able to 
continue as a going concern without government assistance or government help? 

"Government help" would mean government assistance that directly affected Goldman Sachs' 
financial profile. We did not discuss the possibility of "government help"; and neither did we 
discuss whether we would be able to continue as a going concern without government assistance. 
In fact, three weeks before the T ARP's Capital Purchase Program was announced, we raised $5 
billion of preferred equity from Berkshire Hathaway and $5.75 billion in a common equity 
offering. As a result, we believe we were as well-capitalized as the strongest financial 
institutions. In addition, we had steadily been increasing our Global Core Excess pool of 
liquidity for several years, and it represented approximately $113 billion on average during the 
third quarter of 2008. 
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From: Michaels, Susan [Fin]  
Sent: Friday, July 16, 2010 3:22 PM
To: Chris Seefer
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]
Subject: Response to FCIC Hearing requests
 
Chris,
 
Attached please find the following response to the hearing requests.
 
Request:  Identify the anonymous “senior Goldman official” referenced in the June 29, 2010 McClatchy article
concerning trading by Goldman Sachs and AIG and make that person available for an interview.
 
Response:  As we have previously discussed, the “senior Goldman official” was Craig Broderick.  Mr. Broderick
will be able to provide you with information concerning the transactions referenced in the article and answer
your questions about those transactions.  As we discussed on our call last week, please let us know when you
would like to schedule a call with Mr. Broderick to discuss the article.
 
 
 
 
Please note the following:
 
The Goldman Sachs Group, Inc. (“GS Group”) used various technology and manual resources to generate some of
the documents for production to you in response to your requests.  While GS Group believes that these
documents are reasonably accurate, we cannot make an absolute representation that it is complete or that there
are not some inadvertent errors in the preparation of the spreadsheet.  We will provide further updates or
corrections if we discover missing information or errors.
 
Additionally, pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123
Stat. 1617, we hereby request on behalf of GS Group that this letter and the material to which it refers be
maintained in a secure manner and not be disclosed to the public, including in response to any request under
the Freedom of Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS
Group respectfully requests reasonable advance notice of your intent to do so and the opportunity to object to,
or to seek to limit, such a release.
 
Please confirm receipt.
 
Regards,
 
Sue
 
 



 
From: Carl McCarden 
Sent: Monday, July 26, 2010 6:32 PM
To: Broeckel, Janet [Legal]
Cc: Chris Seefer
Subject: Appendix 25
 
Janet,
 
Per our discussion, I have attached Appendix 25 to this message for your review. 
Goldman’s CDS hedges on AIG are listed on pages 14 and 15 of the attached.  If you
calculate the CDS purchased as of 9/15/08, the total is $2.7 billion versus $1.7
billion of CDS / $2.37 billion of total AIG hedges on the spreadsheets provided on
07/14/10.  We would like to have a call to discuss the discrepancy.  Thank you in
advance for your time and assistance, and please feel free to contact us with any
questions or concerns.
 
Regards,
Carl
 
Carl McCarden
Senior Financial Investigator
Financial Crisis Inquiry Commission

 
 
This email and its attachments may contain privileged and/or confidential
materials and is intended solely for the use of the addressee. If you are not the
intended recipient, it is prohibited that you use or disseminate any information
found in the email or its attachments. Please delete all copies of it and its
attachments and notify the Financial Crisis Inquiry Commission at 202-292-
2799 immediately that you received this email in error. Although we attempt
to sweep e-mail and attachments for viruses and spyware, we do not guarantee
that either are virus-free or spyware-free and accept no liability for any
damage sustained as a result of viruses or spyware.



 
From: Chris Seefer 
Sent: Tuesday, July 27, 2010 1:33 PM
To: Phil Angelides; Wendy Edelberg; Gary Cohen
Cc: Carl McCarden
Subject: FW: Appendix 25
 
Explanation of difference between the AIG CDS figures in appendix 25 and the 7/14/10 submission.
 
Appendix 25 shows the notional dollar amount of CDS protection purchased, sold and terminated
on AIG by the CVA desk from 1/06 through 12/08. As of 9/15/08, the amount was $2,722,000,000.
 The amount of CDS purchased from the CVA desk shown on the 7/14/10 submission is
$2,927,800,000 (which is reduced to $2,374,368,758 by non CVA transactions).  The $205.8 million
difference (2,927,800,000 – 2,722,000,000) is comprised of $305.8 million of CDS protection
purchased before 1/06 and the negative $100 million due to the termination of the 7/27/07 CDS
contract.

 
So, appendix 25 was an activity report that showed purchases, sales and terminations of CDS on
AIG by the CVA desk but did not reflect the balance of the CDS on AIG because it did not include
the $305.8 million purchased before 1/06 or the 7/27/07 termination. The 7/14/10 submission was
a position report of CDS purchased by the CVA desk and other desks. It also shows the AIG index
hedges, i.e., not just single name CDS.
 
 
From: Broeckel, Janet [Legal]  
Sent: Tuesday, July 27, 2010 1:15 PM
To: Broeckel, Janet [Legal]; Chris Seefer; Carl McCarden; Fredman, Sheara [Fin]
Subject: RE: Appendix 25
 
Sorry.  One slight change I re-read.  I think the last phrase should read not just single name CDS.
 
_______________________________________________
Janet A. Broeckel
Managing Director and Associate General Counsel 
Goldman, Sachs & Co. 

This message may contain information that is confidential or privileged. If you are not the intended
recipient, please advise the sender immediately and delete this message and any attachments. Follow
this link for further information on confidentiality and the risks inherent in electronic
communication: http://www.gs.com/disclaimer/email/

http://www.gs.com/disclaimer/email/


 
From: Broeckel, Janet [Legal] 
Sent: Tuesday, July 27, 2010 1:14 PM
To: 'Chris Seefer'; Carl McCarden; Fredman, Sheara [Fin]
Subject: RE: Appendix 25
 
This looks correct to us.  Thanks for sending.
 
_______________________________________________
Janet A. Broeckel
Managing Director and Associate General Counsel 
Goldman, Sachs & Co. 

This message may contain information that is confidential or privileged. If you are not the
intended recipient, please advise the sender immediately and delete this message and any
attachments. Follow this link for further information on confidentiality and the risks inherent
in electronic communication: http://www.gs.com/disclaimer/email/
 

From: Chris Seefer [  
Sent: Tuesday, July 27, 2010 12:45 PM
To: Carl McCarden; Broeckel, Janet [Legal]; Fredman, Sheara [Fin]
Subject: RE: Appendix 25
 
Janet and Sheara,
 
Does the following accurately describe what we just discussed?
 
Appendix 25 shows the notional dollar amount of CDS protection purchased, sold
and terminated on AIG by the CVA desk from 1/06 through 12/08. As of 9/15/08,
the amount was $2,722,000,000.  The amount of CDS purchased from the CVA desk
shown on the 7/14/10 submission is $2,927,800,000 (which is reduced to
$2,374,368,758 by non CVA transactions).  The $205.8 million difference
(2,927,800,000 – 2,722,000,000) is comprised of $305.8 million of CDS protection
purchased before 1/06 and the negative $100 million due to the termination of the
7/27/07 CDS contract.
 
So, appendix 25 was an activity report that showed purchases, sales and
terminations of CDS on AIG by the CVA desk but did not reflect the balance of the
CDS on AIG because it did not include the $305.8 million purchased before 1/06 or
the 7/27/07 termination. The 7/14/10 submission was a position report of CDS
purchased by the CVA desk and other desks. It also shows the AIG index hedges,
i.e., not single name CDS.
 
Thanx,
 
Chris

http://www.gs.com/disclaimer/email/


 
From: Fredman, Sheara [Fin] [  
Sent: Tuesday, August 03, 2010 7:20 PM
To: Chris Seefer
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]; Michaels, Susan [Fin]
Subject: Response to FCIC Request
 

Chris -
 
As we stated in our March 8, 2010 response to request 28 of the FCIC’s January 28, 2010 letter, Goldman Sachs
has certain business units that solely engage in proprietary trading activities and are not customer facilitation in
nature.  These business units are principal equity strategies, credit principal investing and macro proprietary
trading businesses.  On June 2, 2010, in an email from Tom Greene, the FCIC requested further information
about our proprietary trading activities, including a breakdown of the revenues, profits and losses, and details of
the assets held by those business units.  In the attached spreadsheet (bearing production number GS MBS
39110) we are providing a spreadsheet that details this additional information.
 
 
Please let us know if you need additional information.
 
Thanks,
Sheara
 
Please note the following:
 
The Goldman Sachs Group, Inc. (“GS Group”) used various technology and manual resources to generate some of
the documents for production to you in response to your requests.  While GS Group believes that these
documents are reasonably accurate, we cannot make an absolute representation that it is complete or that there
are not some inadvertent errors in the preparation of the spreadsheet.  We will provide further updates or
corrections if we discover missing information or errors.
 
Additionally, pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123
Stat. 1617, we hereby request on behalf of GS Group that this letter and the material to which it refers be
maintained in a secure manner and not be disclosed to the public, including in response to any request under
the Freedom of Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS
Group respectfully requests reasonable advance notice of your intent to do so and the opportunity to object to,
or to seek to limit, such a release.
 
 
 
 
_______________________________________________
Goldman, Sachs & Co.
200 West Street | New York, New York 10282



Aggregate Net Revenues and Pre-Tax Profit and Loss (1) from Proprietary Trading
($ in Millions)
CONFIDENTIAL TREATMENT REQUESTED BY GOLDMAN SACHS

FY2009 FY2008 FY2007 FY2006

Aggregate Net Revenues
Principal equity strategies 499                  (361)                 1,741               877                  
Credit principal investing 153                  (1,482)              200                  474                  
Macro proprietary trading 209                  407                  264                  131                  
  Total 861                  (1,436)              2,205               1,482               

Pre Tax Profit and Loss (1)

Principal equity strategies 214                  (581)                 760                  327                  
Credit principal investing 26                    (1,607)              10                    214                  
Macro proprietary trading 130                  206                  141                  66                    
  Total 371                  (1,981)              910                  608                  

Aggregate Assets held for Proprietary Trading
($ in Millions)

FY2009 FY2008 FY2007 FY2006

Principal equity strategies
Cash

Corporate Debt (3) 1,913               292                  686                  849                  
Equity 2,423               280                  8,411               9,448               
Other -                   -                   -                   -                   

Derivatives (2)

Credit 6                      23                    21                    4                      
Equity 50                    22                    490                  616                  
Interest Rate 1                      1                      4                      3                      
Commodity 9                      17                    85                    75                    
Currency 9                      42                    57                    32                    

  Total 4,411               677                  9,754               11,027             

Credit principal investing
Cash

Corporate Debt (3) 1,459               2,693               5,414               3,825               
Equity 374                  477                  1,348               1,222               
Other 40                    41                    45                    21                    

Derivatives (2)

Credit 319                  977                  304                  22                    
Equity 3                      43                    88                    23                    
Interest Rate -                   1                      -                   -                   
Commodity -                   -                   0                      0                      
Currency -                   -                   -                   -                   

  Total 2,194               4,232               7,200               5,114               

Macro proprietary trading
Cash

Corporate Debt (3) -                   2                      134                  533                  
Equity -                   7                      12                    40                    
Other -                   -                   -                   -                   

Derivatives (2)

Credit 3                      17                    2                      135                  
Equity 0                      42                    11                    318                  
Interest Rate 33                    92                    231                  4,674               
Commodity 1                      6                      92                    225                  
Currency 63                    221                  965                  1,049               

  Total 100                  387                  1,448               6,973               

Total
Cash

Corporate Debt (3) 3,372               2,988               6,234               5,207               
Equity 2,796               764                  9,771               10,709             
Other 40                    41                    45                    21                    

Derivatives (2)

Credit 328                  1,016               327                  161                  
Equity 53                    107                  589                  958                  
Interest Rate 34                    94                    235                  4,677               
Commodity 10                    23                    177                  300                  
Currency 72                    263                  1,022               1,081               

  Total 6,705               5,295               18,401             23,114             

Notes:
 (1) Amounts are approximate
 (2) Derivatives asset balances do not include cross product or collateral netting.

         

 (3) Corporate debt includes bank loans and bridge loans, corporate debt securities and other debt obligations and mortgage 
and other asset-backed loans and securities.



 
From: Fredman, Sheara [Fin] [  
Sent: Wednesday, August 04, 2010 5:39 PM
To: 'cseefer@fcic.gov'
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]; Michaels, Susan [Fin]
Subject: Response to FCIC Request
 
Chris,
 
We have attached a response to Request No. 29 from the Commission’s January 28, 2010 letter to Lloyd
Blankfein (bearing production number GS MBS 39115).  Please let us know if you have any questions.
 
Thanks, 
Sheara
 
Please note the following:
 
Pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123 Stat. 1617, we
hereby request on behalf of GS Group that this letter and the material to which it refers be maintained in a
secure manner and not be disclosed to the public, including in response to any request under the Freedom of
Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS Group respectfully
requests reasonable advance notice of your intent to do so and the opportunity to object to, or to seek to limit,
such a release.
 
 
 

 

                              
                                 

 

 
 

 



 

Responses to the Commission’s January 28, 2010 Letter 

29. If you had to identify one cause for the financial crisis what would it be? 

Bad lending decisions were the primary cause of the financial crisis (please see the research 
paper published by the Global Investment Research group at Goldman Sachs on November 30, 
2009 bearing production numbers GS MBS 0000039117-37). So far, almost all of the losses that 
financial firms have sustained since the start of the crisis have revolved around bad lending 
decisions, particularly in real estate. According to Goldman Sachs Equity Research, more than 
90% of the losses can be traced to bad loans in general, and the vast majority of those losses can 
be traced back to bad real estate loans.  

The sharp losses in lending, particularly real-estate lending, followed a period of lax lending 
standards in the years leading up to 2007. This can be seen in the fact that subprime mortgages 
rose from 2% of total mortgages issued in 2000 to 14% in 2007. It can also be seen in lax 
standards for determining information like income and assets. Further, loan-to-valuation (LTV) 
ratios on new mortgages increased significantly, with the issuance of 100% financing (e.g. no 
down payment) mortgages increasing dramatically. In parts of the United States, even negative 
down payments were available. The increase in arrears (borrowers failing to make payments 
when they were due) that occurred even prior to the decline in house prices is yet another 
indicator of how loose lending standards had become during the boom.  

An important and related factor was the fact that financial firms arbitraged gaps in financial, 
regulatory and accounting systems as they accumulated risk on their books. The sale of 
securitized assets, for example, was intended to reduce risk at individual financial institutions by 
spreading that risk more broadly across the financial system. Regulators failed to see that, 
instead, securitized assets were held within the same financial institutions rather than being sold 
to true third parties. This had the effect of reducing the capital held against the underlying loans 
without reducing the risk that remained on financial institutions’ balance sheets. 

To that end, roughly half of the bad loans that were made in the build-up to the crisis were held 
in securitizations, while the rest were held on bank balance sheets. Loss rates on these loans were 
similar, but because of loopholes in regulations, the loans that were held in securitizations had 
less capital supporting them.  

Investors, including financial institutions, relied too heavily on ratings agency views and failed 
to do their own analysis and due diligence. 

Regulators also failed to prevent risks from being concealed in off balance sheet entities (which 
themselves were often highly levered), and some financial firms lacked the fully integrated risk 
systems needed to understand and manage all of the risks to which they were exposed. 
Regulators and market participants lacked visibility into these risks, which resulted in broad 
mistrust of the veracity of the balance sheets of financial firms. This lack of transparency 
ultimately compelled the government to intervene when capital market investors were unwilling 
to recapitalize troubled firms. 

Additionally, regulation and supervision of some consumer financial products (e.g. subprime 
mortgages, insurance, etc.) was inadequate, allowing certain consumers to assume debts they 
were unable to afford. 

Confidential Treatment Requested by Goldman Sachs GS MBS 0000039115
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Losses - modifying the tune, but the song remains the same 

Bad loans = big losses 

We are entering the final third of loss recognition 

with $1.6 tn of losses realized to date. Key points: 

(1) Stable estimate, changing composition: We 

have estimated $2.1-$2.6 tn of total losses from 

US credit since March of 2009.  We still believe 

this is the right range but update the composition 

with more for prime mortgage and commercial 

real estate and less for consumer and C&I.  

(2) Two-thirds through recognition: $1.6 tn of 

losses have been recognized, putting us about 2/3 

through the cycle. Bank NPA and reserve levels 

are also about 2/3 of the way to the peak in prior 

regional home price depressions, which have 

exhibited similar cumulative loss rates.  

(3) Remember the cause- bad lending: The core 

cause of the crisis – bad lending, particularly in 

real estate. 98% of losses can be traced to bad 

loans in general, and 70% of losses can be traced 

back to bad real estate loans. Regulators will 

likely re-focus on this. Consider that almost every 

bank that has failed cycle to date has either been 

overweight Option ARMs or construction loans.   

 

(4) Prime problems: Prime mortgage credit 

trends continue to disappoint while commercial 

real estate will be increasingly evident as well. 

Conversely, consumer and C&I losses seem likely 

to come in below our original expectations given 

recent improvement in the data and outlook.  

(5) Q: Was the stress test enough? A: Yes: With 

unemployment at 10.2% vs. a 10.3% stress test 

peak, it is reasonable to ask if the stress test was 

enough. 2009 loan losses, trading results, and 

pre-provision earnings have all tracked better than 

the stress test forecast. Moreover, banks raised 

$10 bn more capital than the stress test required. 

Continue to favor consumer credit 

A lower consumer cumulative loss outlook simply 

formalizes what we have been saying for some 

time – rate of change of unemployment matters 

more than the level. If unemployment flattens out 

at a high level, consumer credit will improve. 

Thus we remain positive on big banks and credit 

card stocks with JPMorgan Chase, Bank of 

America and Capital One rated CL-Buy.  

 
BAD LENDING = BIG LOSSES: 

98%

2%
0%

20%

40%

60%

80%

100%

120%

"Bad" Lending Other Losses

%
 o

f T
ot

al
 L

os
se

s 
R

ec
og

ni
ze

d 
to

 D
at

e

Note: "bad" lending includes losses from direct loans and securities backed by loans.
 

Source: Goldman Sachs Research. 

RELEVANT RESEARCH: 

January 13, 2009: As mortgage loss estimates continue to 

rise, further policy response likely to follow. 

February 26, 2009: Making sense of the next round of 

government capital. 
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$2.1-$2.6TN of total US credit losses; more for prime mortgage, less consumer and C&I 

We have estimated $2.1-$2.6 tn of total losses arising from US credit since March of 2009. We still believe this is the right range 

although with some modifications in the composition. Specifically: 

• We are increasing our prime mortgage loss range from 3%-4% to 5%-6%. This reflects recent deterioration in credit trends with 

delinquencies accelerating and severities still rising. This total includes both conforming prime mortgages (e.g. Fannie and 

Freddie) as well as prime jumbos.  

• Increasing our commercial real estate loss range to 8%-10% from 7%-9%. This reflects the work done last month in our report 

“Commercial Real Estate Take III: Reconstructing estimates for losses, timing”. Within that range we assume 20% cumulative 

losses for construction loans and 6% for commercial mortgages. 

• Reducing our loss range for credit cards to 20%-23% from 23%-28% before. This reflects recent moderation in both 

delinquencies and losses. Similarly we reduce auto from 12%-16% to 9%-14% given improvement in delinquencies and 

collateral values (i.e. used car prices).  

• Reducing commercial losses to 5%-7% from 6%-8%. This reflects expectations for lower corporate defaults in 2010 vs. 2009.  

Aggregate losses on US debt should be about 10%. While this is unprecedented in the sense that it has never happened to the whole 

US, it is similar to prior regional home price depressions such as Texas in the mid-80s, Arizona in the late 80s, etc (see Exhibit 2).  

Exhibit 1: Total expected losses: $2.1-$2.6 tn 

$ in trillions 

 Exhibit 2: Current losses versus prior Cycles 

cumulative losses : current vs. prior cycles 

$ trillions
Out-

standing Losses
Cumulative 
Loss Rate Losses

Cumulative 
Loss Rate

Subprime 0.9 0.3 32% 0.3 38%
Option ARM 0.5 0.1 27% 0.2 33%
Home Equity 1.1 0.1 13% 0.2 16%
Other (FHA, GNMA) 0.9 0.1 11% 0.1 14%
Alt-A 2.2 0.2 11% 0.3 14%
Prime 5.7 0.3 5% 0.4 6%
Resi Mortgage 11.3 1.2 11% 1.5 13%

Commercial Real Estate 3.3 0.3 8% 0.3 10%
Cards 1.0 0.2 20% 0.2 23%
Auto 1.1 0.1 9% 0.2 14%
Commercial 6.8 0.4 5% 0.5 7%

Total 23.5 2.1 9% 2.6 11%

Losses Recognized as of 3Q09 $1.6TN
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Source: Company data, SNL, Goldman Sachs Research. 
 

Source: Company data, Goldman Sachs Research. 
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Exhibit 3: Cumulative loss estimates by loan category: old vs. new 

$ trillions Base Stress Base Stress Change

Subprime 32% 38% 32% 38%
Option ARM 27% 33% 27% 33%
Home Equity 13% 16% 13% 16%
Other (FHA, GNMA) 11% 14% 11% 14%
Alt-A 11% 14% 11% 14%
Prime 3% 4% 5% 6%
Resi Mortgage 10% 12% 11% 13%

Commercial Real Estate 7% 9% 8% 10%
Cards 23% 28% 20% 23%
Auto 12% 16% 9% 14%
Commercial 6% 8% 5% 7%

Total 9% 11% 9% 11%

Old New

 

Source: Goldman Sachs Research estimates.  

The difference between 2009 vs. 2008 is the estimates have not changed much. During 2008 we were constantly forced to revise up 

losses (Exhibit 4). Our $2.1-$2.6 tn is now similar to other forecasters. During early 2009 many moved to higher levels. For example, 

the IMF is now down to $2 tn of losses which is slightly below our range after reaching a peak of $2.7 tn of US losses in April.  

Exhibit 4: We have estimated $2.1-$2.6 tn of total losses arising from US credit since March of 2009 
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Source: IMF, Goldman Sachs Research estimates. 
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The losses are coming through faster with about two-thirds of total losses recognized to date – at the comparable point of prior 

cycles only one-third of losses had been recognized. Much of this is due to mark to market of securities which have accounted for 

half of the losses so far (see Exhibit 5).  

Exhibit 5: $1.6 tn of losses recognized to date  

forecasts based on qoq change in provision forecast for GS-covered banks 

Losses by Quarter - $1.6TN to Date Loss Distribution 
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Source: Company reports, Goldman Sachs Research estimates. 
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Exhibit 6: Top 10 companies account for about 50% of total losses recognized to date 

cycle to date recognized losses: top 10 US companies  

Total Losses
3Q07 - Current Loans Securities

Fannie Mae 3Q09 143 8.8% 52% 48%

Bank of America * 3Q09 121 7.5% 35% 65%

Freddie Mac 3Q09 117 7.2% 57% 43%

Citigroup 3Q09 101 6.2% 28% 72%

Wells Fargo ** 3Q09 92 5.7% 80% 20%

AIG 3Q09 89 5.5% 0% 100%

JP Morgan Chase *** 3Q09 87 5.4% 67% 33%

UBS **** 3Q09 49 3.0% 0% 100%

Morgan Stanley 3Q09 27 1.7% 0% 100%

PNC Financial ***** 3Q09 26 1.6% 96% 4%

Top 10 Total -- 853 53% 43% 57%
Total US-based Losses -- 1,621 100% 53% 47%

Note:
*: including Merrill Lynch and Countrywide.
**: including Wachovia.
***: including Bear Stearns and Washington Mutual.
****: for UBS, we estimate US based credit accounts for 90% write-downs.
*****: including National City.

Top 10 US Companies 
Data 

ThroughCompany % of Total % from

 

Source: Company reports, Goldman Sachs Research estimates. 
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Bad lending standards, especially real estate was the heart of the crisis  

The core cause of the crisis was bad lending, particularly in real estate. 98% of losses can be traced to bad loans in general, and 

70% of losses can be traced back to bad real estate loans. See Exhibit 7. 

Exhibit 7: Bad lending account for 98% of total losses when tracking both direct loans and debt backed securities  

$ in billions 

To estimate direct loan losses:

Real estimate backed securities:

All Other:

- We calculate losses by product reported 
by banks since 3Q07 - 3Q09.

- We estimate provision by product 
assuming reserves build is proportionate to 
losses recognized to date.

- We then gross up losses based on the 
banks' market share of loan outstanding by 
product.

- Including both securities backed by real 
estate loans (eg., CDOs, CMBS) and 
CDS/monoline wrap on these securities.

Methodology

- Including write-downs on private equity 
investments, MMF capital supports, etc.
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Source: Company reports, SNL, Goldman Sachs Research estimates. 

Despite the current attention being paid to derivatives and other trading activities, such activities accounted for less than 2% of total 

losses to date. 98% of losses to date began with loan decisions and consequently, we believe that regulators will likely re-focus on 

the topic of lending standards. 

Consider that during the entire 1992-2006 period banks were easing residential and commercial real estate lending standards – i.e. 

15 straight years of progressively easier lending standards. See Exhibit 8. 
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While it never looked that bad on the Fed senior loan officer survey in Exhibit 8, as banks reported only modest loosening of 

standards each quarter, the real proof was in the numbers - by the 2006 peak subprime, Alt-A and home equity accounted for $1.4 

tn of loans or 48% of total real estate lending (see Exhibit 9).  

Exhibit 8: Lending standard easing never looked that bad… 

Senior Officer Loan survey 

 Exhibit 9: … but the proof was low quality mortgages at 50% of the market

mortgage origination by product, $bn 
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Source: Federal Reserve, Goldman Sachs Research. 
 

Source: Inside Mortgage Finance, Goldman Sachs Research. 

 

Consider also that almost every bank that has failed cycle to date has either been overweight Option ARMs or construction loans. 

Exhibit 10: Two products caused bank failures – Construction and Option ARM 

option ARM and construction loans as % of total loans at failed banks 

Downey 65% Colonial 25%

BankUnited 59% BPOP 32%

Indymac 29% Corus Bank 88%

WaMu 22% Other Failed banks 36%

Average 44% Average 36%

Industry 5% Industry 7%

Option ARM as % of Total

Option ARM driven Failed Banks Construction driven Failed Banks

Construction as % of Total

 

Source: Company data, FDIC, Goldman Sachs Research. 
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Securities/ leveraged loss cycle mostly over, but again what’s left is bad real estate 

The leveraged loss phase of the cycle is over and at this point banks are actually recouping some capital as unrealized securities 

losses shrink. This added 34 bp to tangible common equity ratios in 3Q and in 4Q to date has added another 10-15 bp so far.  

The unrealized securities losses that remain are heavily concentrated in bad real estate bets. Specifically, although non-agency 

MBS (i.e. subprime, Alt-A and prime jumbo, not Fannie/Freddie) only make up 9% of banks securities holdings they account for 90% 

of the unrealized losses.  

Exhibit 11: Non-agency MBS accounts for only 9% of the banks’ securities portfolio but 90% of unrealized losses 

AFS securities ($bn) and unrealized losses by product; unrealized losses as of 2Q 

$tn % of Total $bn % of Total

Agency MBS 0.9 44% Non-agency MBS -34 91%

Gov't Debt * 0.5 22% ABS -7 19%

Other ** 0.3 15% CMBS -5 14%

Non-agency MBS 0.2 9% Other ** -4 10%

ABS 0.2 7% Gov't Debt * -2 6%

CMBS 0.1 2% Agency MBS 15 -40%

Total 2.1 100% Total -37 100%

Total AFS Securities Unrealized Losses

 

Source: FDIC, SNL, Goldman Sachs Research. 

Exhibit 12: Banks likely to get another capital boost in 4Q given continued decline in unrealized securities losses 

US large domestically chartered banks, latest data point as of November 4, 2009 

1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 3Q09 4Q09

Unrealized securities losses -3 -13 -12 -9 -16 -32 -47 -67 -47 -40 -16 -9
QoQ change -11% 290% -4% -26% 73% 105% 47% 44% -30% -16% -59% -46%

Impact to TCE/TA ratios -6 bp -24 bp -22 bp -16 bp -26 bp -54 bp -71 bp -98 bp -71 bp -60 bp -26 bp -14 bp
QoQ change in TCE impact 1 bp -18 bp 2 bp 7 bp -11 bp -28 bp -17 bp -27 bp 27 bp 11 bp 34 bp 12 bp

 

Source: Federal Reserve, Goldman Sachs Research. 
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Increasing prime mortgage loss estimates 

Our increase in prime mortgage losses reflects recent deterioration in performance. The level of delinquency for prime mortgage is 

still clearly much lower than non-prime mortgages. That said, the rate of change in the problem as prime mortgage delinquency 

keeps accelerating quarter after quarter while non-prime is now decelerating. See Exhibit 13. 

Exhibit 13: Prime mortgages are deteriorating at an accelerating pace while other products have shown signs of stabilization 

mortgage loan performance: 30+ delinquency curves (average of 2006 and 2007 vintages) 

Prime Jumbo FRE/FNM

Subprime Mortgages Option ARM Alt-A
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Source: Loanperformance, Goldman Sachs Research. 
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Moreover, severities for prime mortgage loans keep rising as shown in Exhibit 14. Our 5%-6% cumulative loss corresponds to 12%-

15% frequency and 40%-50% severity. Part of the issue for prime mortgages is that walk-aways are more prevalent as a percentage 

of overall defaults than in subprime. Walk-aways are estimated based on consumers who have defaulted on a mortgage but (a) not 

defaulted on any other debt and (b) not made any partial mortgage payments during the delinquency process – i.e. no attempt to 

avoid foreclosure (see Exhibit 15). As a result, even prime mortgages delinquencies strongly correlate with LTVs and with home 

prices now down 35% nationwide, prime mortgage borrowers in negative equity are choosing to default (see Exhibit 16).  

Exhibit 14: Severities have yet to level off for prime jumbo, now over 40% 

severity on defaulted loans based on securitized loans 

 Exhibit 15: Walk-aways actually more prevalent for prime mortgage 

walk-away as % of total 2008 mortgage defaults 
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Source: Loanperformance, Goldman Sachs Research. 
 

Source: Oliver Wyman, Experian Information Services. 

Exhibit 16: Prime mortgages delinquencies strongly correlate with LTVs (prime mortgage 60+ days delinquency by LTV 
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Source: Loanperformance, Goldman Sachs Research. 
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Decreasing consumer and C&I losses 

While we are ratcheting up prime mortgage losses there is an offsetting downward adjustment to commercial (C&I) and consumer 

losses. Specifically we are:  

• Reducing our loss range for credit cards to 20%-23% from 23%-28% before. This reflects recent moderating delinquencies and 

losses. Similarly we reduce auto from 12%-16% to 9%-14% given improvement in delinquencies and collateral values. As 

shown in Exhibit 17, losses are already rolling over and falling below the annual loss rate implied by our old forecasts. That is, 

our old 25% mid-point estimate for card losses implied 10% annual loss rates based on a 2.5 year weighted average life. 

• Reducing commercial losses to 5%-7% from 6%-8%. This reflects expectations for lower corporate defaults in 2010 vs. 2009. We 

base this statement on:  

− our C&I loss regression model which primarily relies on GDP on a one year lag – since the trough of GDP was late 2008/early 

2009, the peak of C&I losses should be 4Q09 at about 3%;  

− our GS credit research team expects high yield defaults to decline from 13% this year to 11% next, while Moody’s and S&P 

are more optimistic on 2010 at 4% and 7% default rates respectively. In all three cases, the fact that defaults are down would 

support our bank C&I loss model’s prediction that losses begin declining in 1Q10 as shown in Exhibit 18.  

 

Exhibit 17: Credit card loss rate is turning… 

monthly credit card master trust net charge offs 

 Exhibit 18: … and C&I could be next 

quarterly C&I net charge offs 
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Source: Company data, Goldman Sachs Research. 
 

Source: Federal Reserve, Goldman Sachs Research. 
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We continue to favor large banks (Attractive) over regionals (Cautious) 

A lower consumer loss outlook formalizes what we have been saying for some time. As a result, we remain positive on big banks 

and credit card stocks with JPMorgan Chase, Bank of America and Capital One rated CL-Buy. On the other hand, we remain 

cautious on regionals, given diverging credit trends between consumer and commercial real estate coupled with over-earning on 

fees vs. a continue depressed environment for net interest income.  

Exhibit 19: Large banks vs. regionals – key metrics 
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Exhibit 20: Exposure to loan products where we are revising cumulative loss estimates 

data based on regulatory fillings as of 3Q09; averages excluding card issuers 

Consumer Commercial CRE & Construction Prime Resi Mortgages Consumer (ex HE and 
Mtg)

HCBK 100% CMA 51% WAL 66% HCBK 99% DFS 100%
DFS 98% KEY 37% ZION 57% CYN 29% AXP 86%
COF 63% CYN 35% MI 41% BAC 25% COF 58%
BAC 62% FITB 33% FNFG 41% FNFG 24% JPM 30%
JPM 61% PNC 30% PBCT 39% STI 23% C 28%
C 58% MI 27% BBT 38% C 21% BAC 26%
WFC 58% PBCT 27% RF 37% BBT 21% USB 21%
STI 52% USB 26% CMA 34% WFC 19% FITB 14%
USB 51% ZION 24% HBAN 32% USB 18% WFC 14%
AXP 51% STI 23% CYN 26% PBCT 18% KEY 12%
FHN 50% FHN 21% KEY 26% JPM 18% BBT 11%
PNC 45% HBAN 20% FITB 23% FHN 17% STI 10%
HBAN 44% C 20% FHN 23% HBAN 16% HBAN 10%
BBT 43% WFC 20% PNC 22% MI 16% PNC 10%
FITB 41% FNFG 20% STI 20% PNC 13% RF 4%
CYN 38% BAC 20% COF 20% RF 12% MI 4%
FNFG 36% JPM 19% USB 17% COF 11% CYN 3%
PBCT 34% RF 17% WFC 16% WAL 10% FNFG 3%
RF 34% WAL 17% BAC 11% ZION 9% PBCT 2%
KEY 32% COF 15% JPM 10% FITB 9% FHN 2%
MI 28% BBT 14% C 3% KEY 5% WAL 2%
ZION 17% DFS 2% HCBK 0% CMA 4% ZION 2%
WAL 17% HCBK 0% AXP 0% DFS 0% CMA 2%
CMA 10% AXP 0% DFS 0% AXP 0% HCBK 0%
Average 47% Average 21% Average 25% Average 18% Average 19%

Regionals 37% Regionals 24% Regionals 33% Regionals 21% Regionals 5%

Large Banks 65% Large Banks 22% Large Banks 13% Large Banks 19% Large Banks 22%  

Source: SNL, Goldman Sachs Research. 
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Just as we are two-thirds through losses, we are two-thirds through reserve + NPA cycle 

Given our reliance on prior regional home price depressions as a guide to this cycle, it is important to sanity check our conclusion 

that we are two-thirds of the way through the cycle against these benchmarks. 

• As of 3Q09, US banks had reserves to loans of 3.1%. The average peak of prior regional cycles is 4%.  

• As of 3Q09, nonperforming asset ratios average 4.3%. The average peak of prior regional cycles is 7.6%. 

• As a result, on these metrics we are 54% and 77% of the way through the cycle, respectively.  

 

Exhibit 21: Reserves at 3%, going to 4% 

reserves to loans: current vs. past cycles 

 Exhibit 22: NPAs at 4%, going to 7% 

NPA ratio: current vs. past cycles 
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Stress test really was stressful  

With unemployment at 10.2% vs. a 10.3% stress test peak, it is reasonable to ask if the stress test was enough. 2009 loan losses, 

trading results, and pre-provision earnings have all tracked better than the stress test forecast.  

Exhibit 23: Implied stress test run rate vs. actual losses – based on 19 SCAP banks 

Trading Losses

Pre-tax net income

Loan Losses

Pre-provision less reserve build

$55bn

-$5bn

$5bn

$15bn

$25bn

$35bn

$45bn

$55bn

$65bn

1Q09 2Q09 3Q09 4Q09 1Q10 2Q10 3Q10 4Q10

Actual

Implied Stress Test run rate
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$25bn

$35bn
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Actual

Implied Stress Test run rate
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Source: Company data, SNL, Goldman Sachs Research. 
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Exhibit 24: Banks recognized 20% of SCAP losses after 3 (of 8) quarters; annual NCO ratio run rate is 60% of SCAP implied ratio (data based on 19 SCAP banks) 

$bn NCOs ($) NCO Ratio (%) 2-year Losses ($) 2-year Losses (%) SCAP (%) / Year

Other Consumer ** 15.7 4.0% 51.9 10.0% 5.0% 87% 81%
Credit Card 24.1 8.8% 82.4 22.5% 11.3% 82% 78%
C&I 15.6 2.1% 60.1 6.1% 3.1% 73% 69%
Commercial Real Estate 8.6 1.8% 53.0 8.5% 4.3% 66% 43%
Home Equity 18.5 4.1% 83.2 13.8% 6.9% 64% 59%
Other Loans ** 5.3 1.3% 31.8 6.0% 3.0% 48% 42%
First Lien Mortgages 12.6 1.4% 102.3 8.8% 4.4% 39% 33%

Total Loans 100.4 2.8% 464.7 9.1% 4.6% 69% 61%
*: SCAP loss rates may include the impact of purchase accounting adjustment.
**: estimated using mid point of SCAP's loss range.

1Q09 - 3Q09 SCAP Forecast in More Adverse Scenario *
Summary of SCAP Losses and Losses Recognized to Date for 19 SCAP Banks

1Q09-3Q09 NCO ratio 
vs. SCAP

3Q09 NCO ratio 
vs. SCAP

 

Source: Federal Reserve, SNL, Goldman Sachs Research. 

Exhibit 25: Current annual NCO run rate vs. SCAP implied annual NCO ratio by product (current based on 1Q09 – 3Q09) 
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Source: Federal Reserve, Goldman Sachs Research estimates. 
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Moreover, banks that needed to raise capital per the stress test raised $10 bn more capital than required. Banks that did not need to 

raise capital have raised $20 bn. When we combine the $90 bn raised by stress test banks with common equity raised by non-stress 

test banks, the total system has raised $150 bn since the stress test vs. $120 bn in the two years prior. Deal performance has also 

been supportive – with increased certainty on loss content, the average capital raise since the stress test is +20% from deal price. 

Exhibit 26: Banks that were required to raise capital under stress test have raised more than needed 

$bn SCAP Capital 
Need

Common Equity Raised 
Following Stress Test

BAC 33.9 40.0
WFC 13.7 8.6
C 5.5 5.5
RF 2.5 2.5
STI 2.2 2.2
MS 1.8 7.2
KEY 1.8 2.4
FITB 1.1 2.6
PNC 0.6 0.6

Total - banks w/ 
SCAP need 63 72

Other SCAP Banks 0 20

Capital Required Under Stress Test

$0bn

$20bn

$40bn

$60bn

$80bn

$100bn

SCAP Capital Need Common Equity Raised by SCAP
Banks Following Stress Test

 

Source: Company reports, Goldman Sachs Research. 

Exhibit 27: Capital raised accelerated post stress test…  Exhibit 28: … and deal performance has been strong 
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Source: Company data, SNL, Dealogic, FactSet, Goldman Sachs Research. 
 

Source: Company data, SNL, Dealogic, FactSet, Goldman Sachs Research. 

 

Confidential Treatment Requested by Goldman Sachs GS MBS 0000039133



November 30, 2009   United States: Banks 

Goldman Sachs Global Investment Research 18 

Rating and pricing information: Bank of America Corporation (B/A, $15.95), Capital One Financial Corp. (B/N, $38.76) and J.P. 

Morgan Chase & Co. (B/A, $42.16) 

 

Reg AC 

We, Richard Ramsden and Brian Foran, hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject company or companies and its or their 

securities. We also certify that no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this report. 

Investment Profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and market. The four key attributes depicted are: 

growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites of several methodologies to determine the stocks percentile ranking within the region's 

coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective aggregate of various return on capital measures, e.g. CROCI, 

ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month 

volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for in-depth analysis of a single company, or to make 

comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Richard Ramsden: America-Large-Cap Banks & Brokers. Brian Foran: America-Banks: Large-Cap, America-Banks: Mid-Cap, America-Banks: Processing & Trust, America-Specialty Finance Credit Cards. 

America-Banks: Large-Cap: BB&T Corp., Fifth Third Bancorp, KeyCorp, Regions Financial Corp., SunTrust Banks, Inc.. 

America-Banks: Mid-Cap: City National Corp., Comerica, Inc., First Horizon National Corp., First Niagara Financial Group, Inc., Hudson City Bancorp, Inc., Huntington Bancshares Inc., Marshall & Ilsley 

Corp., People's United Financial, Inc., Western Alliance Bancorp., Zions Bancorporation. 

America-Banks: Processing & Trust: Bank of New York Mellon Corp., Northern Trust Corp., State Street Corp.. 

America-Large-Cap Banks & Brokers: Bank of America Corporation, Citigroup Inc., J.P. Morgan Chase & Co., Morgan Stanley & Co., PNC Financial Services, U.S. Bancorp, Wells Fargo & Company. 

America-Specialty Finance Credit Cards: American Express Co., Capital One Financial Corp., Discover Financial Services. 

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies covered by the Global Investment Research Division of 

Goldman Sachs and referred to in this research. 

Confidential Treatment Requested by Goldman Sachs GS MBS 0000039134



November 30, 2009   United States: Banks 

Goldman Sachs Global Investment Research 19 

There are no company-specific disclosures. 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 30% 53% 17% 51% 52% 43% 

As of October 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,674 equity securities. Goldman Sachs assigns stocks as Buys and Sells on various regional Investment 

Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage 

groups and views and related definitions' below. 

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or co-manager in a pending transaction; 1% or 

other ownership; compensation for certain services; types of client relationships; managed/co-managed public offerings in prior periods; directorships; for equity securities, market making and/or 

specialist role. Goldman Sachs usually makes a market in fixed income securities of issuers discussed in this report and usually deals as a principal in these securities. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, professionals reporting to analysts and members of their 

households from owning securities of any company in the analyst's area of coverage. Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes 

investment banking revenues. Analyst as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as an officer, 

director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may not be associated persons of Goldman, Sachs & Co. and 

therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on communications with subject company, public appearances and trading securities held by the analysts.  

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if 

with respect to multiple companies which are the subject of this report, on the Goldman Sachs website at http://www.gs.com/research/hedge.html.  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and regulations. Australia: This research, and any 

access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, 

this research in Canada if and to the extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the 

company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman Sachs 

(Asia) L.L.C. India: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. 

Korea: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports distributed in 

the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not having product promotion as their main purpose and do not provide appraisal 

within the meaning of the Russian legislation on appraisal activity. Singapore: Further information on the covered companies referred to in this research may be obtained from Goldman Sachs 

(Singapore) Pte. (Company Number: 198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their own investment 

risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as retail clients in the United Kingdom, as such term is defined in the 

rules of the Financial Services Authority, should read this research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk 

warnings that have been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs 

International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available at 

http://www.gs.com/client_services/global_investment_research/europeanpolicy.html which states the European Policy for Managing Conflicts of Interest in Connection with Investment Research.  

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto Financial Bureau 
(Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of Japan (FFAJ). Sales and purchase of equities are 
subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 

Japanese Securities Dealers Association or the Japanese Securities Finance Company.  

Confidential Treatment Requested by Goldman Sachs GS MBS 0000039135



November 30, 2009   United States: Banks 

Goldman Sachs Global Investment Research 20 

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or Sell on an Investment List is determined by a 

stock's return potential relative to its coverage group as described below. Any stock not assigned as a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review 

Committee manages various regional Investment Lists to a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular 

coverage group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment recommendations focused on either the size of 

the potential return or the likelihood of the realization of the return.   

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated with the price target.  Price targets are required for 

all covered stocks. The return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. The analyst assigns one 

of the following coverage views which represents the analyst's investment outlook on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The 

investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 

months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an advisory capacity in a merger or strategic 

transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman Sachs Research has suspended the investment rating and price target for this stock, because 

there is not a sufficient fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock and should not be 

relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or Not Applicable 
(NA). The information is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant to certain contractual arrangements, on a global 

basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics, currencies, commodities and portfolio 

strategy. This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs Canada Inc. regarding 

Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman 

Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of Goldman Sachs; in Russia by OOO 

Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has 

approved this research in connection with its distribution in the United Kingdom and European Union.  

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in connection with its distribution in the European Union and 

United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht, may also distribute research in Germany. 

General disclosures 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we consider reliable, but we do not represent it is 

accurate or complete, and it should not be relied on as such. We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports 

published on a periodic basis, the large majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment banking and other business relationships with a 

substantial percentage of the companies covered by our Global Investment Research Division.  SIPC: Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC 

(http://www.sipc.org). 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary trading desks that reflect opinions that are 

contrary to the opinions expressed in this research. Our asset management area, our proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the 

recommendations or views expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as principal in, and buy or sell, the securities or 

derivatives, if any, referred to in this research.  

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 

recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this 

research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income 

from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have 

adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. Investors should review current options 

disclosure documents which are available from Goldman Sachs sales representatives or at http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option 

strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation will be supplied upon request.  

Confidential Treatment Requested by Goldman Sachs GS MBS 0000039136



November 30, 2009   United States: Banks 

Goldman Sachs Global Investment Research 21 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all clients.  

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza, New York, NY 10004. 

Copyright 2009 The Goldman Sachs Group, Inc. 

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written consent of The Goldman Sachs 
Group, Inc.   

Confidential Treatment Requested by Goldman Sachs GS MBS 0000039137



 
From: Fredman, Sheara [Fin]  
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Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]; Michaels, Susan [Fin]
Subject: Response to FCIC Request
 
Chris,
 
We have attached a response to Request No. 17 from the Commission’s January 28, 2010 letter to Lloyd
Blankfein (bearing production number GS MBS 39112).  Please let us know if you have any questions.
 
Thanks,
Sheara
 
 
Please note the following:
 
Pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123 Stat. 1617, we
hereby request on behalf of GS Group that this letter and the material to which it refers be maintained in a
secure manner and not be disclosed to the public, including in response to any request under the Freedom of
Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS Group respectfully
requests reasonable advance notice of your intent to do so and the opportunity to object to, or to seek to limit,
such a release.
 
 
 
 

 

                              
                                 

 
_______________________________________________
 
 

 



 

 

Responses to the Commission’s January 28, 2010 Letter 

17. Were there any internal discussions at Goldman in 2008 about bank solvency, the 
possibility of failure, or the possibility of government coming in and rescuing the bank, 
providing assistance to the bank or preventing the bank from failing?  Please provide records 
of all internal communications at Goldman (including communications with board of 
directors) in 2008 relating to the firm’s solvency, the possibility of failure, the possibility of the 
government providing assistance to, rescuing or preventing the failure of the firm.  Please also 
provide records of all communications in 2008 between any employee, officer, director, agent 
or representative of Goldman, and any third party, including outside counsel and any federal 
agency relating to the firm’s solvency, the possibility of failure, the possibility of the 
government providing assistance to, rescuing or preventing the failure of the firm. 

We are not aware of any such discussions prior to mid-September 2008.  In that connection, we 
would note that Goldman Sachs was profitable throughout 2007 and recorded its third profitable 
quarter of the year in September 2008, even as the financial crisis intensified.  We had capital, 
leverage and liquidity ratios significantly above minimum regulatory requirements throughout 
that time period and, due to a multi-decade practice of maintaining excess liquidity to enable us 
to sustain a prolonged period of severe market stress, we had excess liquidity of approximately 
$125 billion on hand going into the week of Lehman’s collapse.  Also, because we had spread 
out the maturity dates of our term funding, we did not have a significant amount of term funding 
coming due during the difficult environment in September 2008.  Finally, we had an early focus 
on illiquid asset reduction in light of the uncertain  environment in 2008.  These factors, coupled 
with our comprehensive risk management process and rigorous mark-to-market discipline, put us 
in what we believe was a good position to weather the developing crisis.  Having said that, 
Goldman Sachs had approximately 34,500 staff at fiscal year-end 2008, and it is impossible to 
ascertain with any certainty whether any of them might have speculated about the firm’s future 
during the period.    

Despite our strong financial position, during the week of Lehman’s collapse and, in particular, 
over the weekend of September 18th through 20th, discussions took place at the senior 
management level as to what actions Goldman Sachs should take if a significant “run on the 
bank” were to develop.  Given the government’s lack of support for Lehman Brothers, the 
possibility of the government “providing assistance to, rescuing or preventing the failure of the 
firm” was not a focus of these discussions.  The only discussions between any Goldman Sachs 
employees and any federal agency concerning the “possibility of government assistance” that we 
are aware of was in the context of Goldman Sachs potentially acquiring other financial 
institutions (i.e., principally Citigroup Inc. and Wachovia Corporation).  In view of the fact that 
those institutions’ financial assets were recorded at amounts significantly above prevailing fair 
values, any potential acquisition by Goldman Sachs was viewed as unworkable without 
assistance from the government in a form similar to the assistance provided to JPMorgan Chase 
& Co. in its acquisition of The Bear Stearns Companies Inc.  Nothing resulted from these 
discussions.   

Due to the speed of events and the compressed timetable, the communications surrounding these 
events took place largely through direct conversations or telephone calls.   
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From: Fredman, Sheara [Fin]  
Sent: Thursday, August 05, 2010 3:18 PM
To: 'cseefer@fcic.gov'
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]; Michaels, Susan [Fin]
Subject: Response to FCIC Request
 
Chris,
 
We have attached a response to Request No. 22c(2) from the Commission’s January 28, 2010 letter to Lloyd
Blankfein (bearing production number GS MBS 39113).  Please let us know if you have any questions.
 
Thanks,
Sheara
 
 
Please note the following:
 
Pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123 Stat. 1617, we
hereby request on behalf of GS Group that this letter and the material to which it refers be maintained in a
secure manner and not be disclosed to the public, including in response to any request under the Freedom of
Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS Group respectfully
requests reasonable advance notice of your intent to do so and the opportunity to object to, or to seek to limit,
such a release.
 
 
 
 

 

                              
                                 

 

 
 

 



 

 

Responses to the Commission’s January 28, 2010 Letter 

22. Please answer the question in the January 13, 2010 New York Times article titled 
“Questions for the Big Bankers.” 

22.c DAVID STOCKMAN 

22.c.2 All deposits insured by the Federal Deposit Insurance Corporation that were held by 
Wall Street financial conglomerates should have been insulated in separate bank subsidiaries 
that were prohibited from trading, holding derivative securities and investing in risky assets 
like equities or bonds with less than a AAA rating. Wouldn’t such safeguards have reduced 
excess banker risk-taking, thereby reducing the need for taxpayer bailouts?  

Under current U.S. banking law, the safeguards described already exist.  U.S. banks with FDIC-
insured deposits are already prohibited from investing, trading and or dealing in equity and 
corporate debt securities.  Under a U.S. bank’s lending authority, a bank can hold certain high 
quality debt securities as if it is making a loan to the issuer, but it is limited in the amount of 
exposure it may have to any one borrower.  With respect to holding equity and debt securities in 
connection with derivatives activities, U.S. banking law has significant limitations on such 
activity by a bank.  First and foremost, a U.S. bank generally may only engage in derivatives 
transactions that are customer-driven and where the bank hedges its exposure.  Under certain 
circumstances a U.S. bank may hold debt and equity securities to hedge customer-driven 
derivative transactions, but is limited in the amount of unhedged risk it can have with respect to 
any one issuer.  With respect to the holding of equity securities to hedge customer-driven 
derivative transactions, the bank must receive specific approval from its primary federal 
regulator before it can engage in this activity.  The bank generally must be fully hedged and is 
limited to holding not more that 5% of any one issuer’s equity. 

Goldman Sachs is largely a “wholesale” institution and is not engaged in traditional commercial 
banking or direct consumer lending through retail channels. Our total balance sheet is more than 
$800 billion and we fund the vast majority of our business through the capital markets. Goldman 
Sachs Bank USA, our U.S. banking subsidiary, held approximately $33 billion in deposits as of 
December 31, 2009, and those deposits cannot be used for prohibited trading and dealing 
activities.  Long-standing prohibitions and/or substantial restrictions apply to any transaction 
between a bank and its affiliates.  
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From: Fredman, Sheara [Fin]  
Sent: Thursday, August 05, 2010 3:22 PM
To: 'cseefer@fcic.gov'
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]; Michaels, Susan [Fin]
Subject: Response to FCIC Request
 
Chris,
 
We have attached a response to Request No. 22d(3) from the Commission’s January 28, 2010 letter to Lloyd
Blankfein (bearing production number GS MBS 39114).  Please let us know if you have any questions.
 
Thanks,
Sheara
 
 
 
Please note the following:
 
Pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123 Stat. 1617, we
hereby request on behalf of GS Group that this letter and the material to which it refers be maintained in a
secure manner and not be disclosed to the public, including in response to any request under the Freedom of
Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS Group respectfully
requests reasonable advance notice of your intent to do so and the opportunity to object to, or to seek to limit,
such a release.
 
 

 

                              
                                 

 

 
 

 
 



 

 

Responses to the Commission’s January 28, 2010 Letter 

22. Please answer the question in the January 13, 2010 New York Times article titled 
“Questions for the Big Bankers.” 

22.d LIAQUAT AHAMED 

22.d.3 Over the last 20 years, the world of finance has been irrevocably transformed: 
individuals have moved their money from savings accounts into money market funds, and 
institutional investors now keep their cash in the repo market, where Treasury securities are 
borrowed and lent, rather than as deposits in commercial banks. As a result, before the crisis, 
half of the credit provided in the United States was being channeled outside the commercial 
banking system. What regulatory changes do we need to ensure that our current financial 
system is as stable as the traditional banking system that served us so well from 1936 to 1996?  

The premise of this question appears to be that the trends involving individuals moving their 
money from savings accounts into money market funds, and institutional investors moving theirs 
from deposit accounts into the repo markets, was a significant contributing factor to the crisis.  
We disagree.  We do, however, agree with the assessment that, before the crisis, approximately 
half of the credit provided in the United States was being channeled outside the commercial 
banking system.  The largest such category of credit providers is the group comprised of the 
Federal National Mortgage Association (FNMA), the Federal Home Loan Mortgage Association 
(FHLMC) and the Federal Housing Authority.   

We consider it probable that the lack of regulation and insufficient capital at non-banks (i.e. 
institutions that were neither commercial nor investment banks) contributed, at least in part, to 
the instability of the banking system.  As evidence for this assertion, we point to the fact that, 
when the Reserve Primary Fund lowered its share price below $1 (i.e., it “broke the buck”) in 
mid-September 2008, it triggered a general freezing of all short-term liquidity.  Further evidence 
is the fact that FNMA and FHLMC were among the first financial institutions to require 
government assistance.  This group, in combination, accounts for approximately $6 trillion of 
credit, so any discussion of reform of the non-banking sector should include some discussion of 
these institutions.  

Finally, we also note that, for the second time in as many decades, failures among Savings and 
Loan Associations (“Thrifts”) have increased materially.  We estimate that their failure rate over 
the past two years is now above 40%.  Since Thrifts rely heavily on funding in the form of 
deposits, one conclusion to be drawn is that deposit funding is no guarantee of stability.  We also 
note that Thrifts’ balance sheets tend to be highly concentrated on a single class of asset 
(mortgages). With the benefit of hindsight, it is clear that their risk-weighting was insufficient. 
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From: Fredman, Sheara [Fin]  
Sent: Friday, August 06, 2010 1:41 PM
To: 'cseefer@fcic.gov'
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]; Michaels, Susan [Fin]
Subject: Response to FCIC Request
 
Chris,
 
We have attached a response to Request No. 32 from the Commission’s January 28, 2010 letter to Lloyd
Blankfein (bearing production number GS MBS 39111).  Please let us know if you have any questions.
 
Thanks,
Sheara
 
 
Please note the following:
 
Pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123 Stat. 1617, we
hereby request on behalf of GS Group that this letter and the material to which it refers be maintained in a
secure manner and not be disclosed to the public, including in response to any request under the Freedom of
Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS Group respectfully
requests reasonable advance notice of your intent to do so and the opportunity to object to, or to seek to limit,
such a release.
 
 
 
 

 

                              
                                 

 

 
 

 



 

 

Responses to the Commission’s January 28, 2010 Letter 

32. In your answers to questions at the hearing, you said both that Goldman was not too big to 
fail, and that you agreed that there should be some method for resolving a failing financial 
firm like Goldman outside bankruptcy.  How are these statements consistent?  If Goldman is 
not too big to fail, why can’t it simply be resolved in a bankruptcy proceeding? 

We believe that Goldman Sachs is not “too big to fail” and have never managed the firm as 
though it were too big to fail.  While this is clear in many aspects of the firm’s approach to risk 
management, it is underscored by our practice of setting aside large amounts of excess liquidity 
(currently, approximately $160 billion) to reduce our funding risk. 

We would also note that the vast majority of those who have financial exposure to the firm are 
other financial institutions, and they have generally taken steps to mitigate their risk (for 
example, by requiring us to post collateral to them).  As a result, a firm such as ours could be 
unwound in a bankruptcy proceeding without exposing our principal counterparts to 
unmanageably large losses.   

That said, we also recognize that any large financial institution, such as ours, plays an essential 
role in providing liquidity and other services to governments and corporations, and it would be 
prudent for there to be a formal, well understood mechanism for resolving such a firm on a 
global basis, in the event of its impending failure. 
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Appendix 33

Subprime mortgage backed securitization historical information

Year

Original outstanding 
principal amount ($ 

in millions)

Non-Cumulative 
original outstanding 
principal amount of 
retained interest ($ 

in millions)

2002 4,772 449 
2003 3,042 529 
2004 9,619 1,278 
2005 13,458 1,280 
2006 24,429 1,163 
2007 6,986 177 
2008 - -
2009 - -

  CONFIDENTIAL TREATMENT REQUESTED BY GOLDMAN SACHS



CONFIDENTIAL TREATMENT REQUESTED BY GOLDMAN SACHS

Deal Name CUSIP Year Collateral Type Cash Flow Type 2002 Quantity 2003 Quantity 2004 Quantity 2005 QTY 2006 QTY 2007 QTY
GSRPM 0201 361988AL2 2002 S & D RESIDUAL 259,402,039   
GSAMP02WFN GSAMPNIM9 2002 SUBPRIME RESIDUAL 38,000,000     
GSAMP 02WMCN GSAMPNES0 2002 SUBPRIME RESIDUAL 36,500,000     
GSAMP 02WMC 36228FGZ3 2002 SUBPRIME SUB 24,000,000     
GSAMP 02NCN GSAMPDAI8 2002 SUBPRIME RESIDUAL 22,111,047     
GSAMP 02WMC 36228FHB5 2002 SUBPRIME SUB 11,006,000     
GSAMP 02HE 36228FKR6 2002 SUBPRIME SUB 8,041,000       
GSAMP 02WF 36228FJS6 2002 SUBPRIME SUB 8,000,000       
GSAMP 02WMC 36228FHC3 2002 SUBPRIME SUB 6,859,665       
GSRPM 0201 361988AJ7 2002 S & D SUB 6,499,059       
GSRPM 0201 361988AG3 2002 S & D SUB 6,386,000       
GSAMP 02HE 36228FKU9 2002 SUBPRIME RESIDUAL 5,401,126       
GSAMP 02HE 36228FKS4 2002 SUBPRIME SUB 4,321,000       
GSAMP 02HE 36228FKT2 2002 SUBPRIME SUB 4,320,699       
GSAMP 02WF 36228FJP2 2002 SUBPRIME SENIOR 3,558,000       
GSAMP 02NC1 36228FEY8 2002 SUBPRIME SUB 2,760,775       
GSAMP 02WF 36228FJR8 2002 SUBPRIME SUB 1,787,000       
GSRPM 0201 361988AM0 2002 S & D RESIDUAL 100                 
GSRPM 0201 361988AN8 2002 SUBPRIME RESIDUAL 100                 
GSAMP 02HE2N 362260AD3 2003 SUBPRIME RESIDUAL 116,700,000    
GSAMP 03SEA2 36228FYW0 2003 SUBPRIME RESIDUAL 120,290,467    
GSAMP 03SEA2 36228FYX8 2003 SUBPRIME RESIDUAL 120,159,059    
GSAMP 03HE2 362260AF8 2003 SUBPRIME RESIDUAL 46,166,000      
GSRPM 0301 36228FLK0 2003 S & D SENIOR 34,935,000      
GSAMP 03FM1NRES 36228FSK3 2003 SECOND RESIDUAL 31,400,000      
GSAMP 03HE1NIM 36228FWG7 2003 SECOND RESIDUAL 28,400,000      
GSRPM 032 36228FWP7 2003 S & D RESIDUAL 2,554,963        
GSAMP 03AHL 36228FYN0 2003 SUBPRIME RESIDUAL 6,917,570        
GSRPM 0301 36228FLQ7 2003 S & D SUB 4,500,000        
GSAMP 03SEA2 36228FYT7 2003 SUBPRIME SUB 3,905,000        
GSAMP 03SEA2 36228FYV2 2003 SUBPRIME SUB 2,824,900        
GSRPM 0301 36228FLR5 2003 S & D RESIDUAL 2,571,361        
GSRPM 0301 36228FLP9 2003 S & D SUB 1,857,000        
GSRPM 032 36228FWN2 2003 S & D SUB 1,594,000        
GSAMP 03SEA2 36228FYU4 2003 SUBPRIME SUB 1,064,000        
GSAMP 02WMCN 362260AB7 2003 SUBPRIME RESIDUAL 2,915,590        
GSRPM 0301 36228FLS3 2003 SUBPRIME RESIDUAL 100                  
GSRPM 032 36228FWQ5 2003 S & D RESIDUAL 100                  
GSRPM 0301 36228FLU8 2003 S & D RESIDUAL 100                  
GSAMP 03FM1 36228FNY8 2003 SUBPRIME RESIDUAL 100                  
GSAMP 03HE2 36228FWA0 2003 SUBPRIME RESIDUAL 2                      
GSAMP 03AHL 36228FYP5 2003 SUBPRIME SENIOR 1                      
GSAMP 03HE2 36228FWC6 2003 SUBPRIME RESIDUAL 1                      
GSAMP 04HE1 36228F4N3 2004 PRIME FIXED RESIDUAL 34,290,000      
GSRPM 04-1 36242DGQ0 2004 S & D SENIOR 100                  
GSRPM 04-1 36242DGR8 2004 S & D RESIDUAL 100                  
GSAMP 04WF 36242DKC6 2004 SUBPRIME SUB 100                  
GSAMP 04FM1 362435AB5 2004 SECOND RESIDUAL 25,202,000      
GSAMP 04FM1 36228FZT6 2004 SUBPRIME RESIDUAL 1                      
GSAMP 04SEA 36228FM37 2004 S & D RESIDUAL 97,404,261      
GSAMP 04SEA 36228FM52 2004 S & D RESIDUAL 100                  
GSAMP 04SD1 36242DBC6 2004 S & D RESIDUAL 201,990,967    
GSAMP 04HE1 36228FS64 2004 SUBPRIME RESIDUAL 100                  
GSAMP 04HE1 36228FS56 2004 SUBPRIME SENIOR 3                      
GSAMP 04HE1 36228FS31 2004 SUBPRIME IO 6,862,394        
GSAMP 04SEA2 36228F6H4 2004 SUBPRIME RESIDUAL 100                  
GSAMP 04AR1 36228F7C4 2004 SUBPRIME RESIDUAL 7                      
GSAMP 04NIM 36293BAC9 2004 SECOND RESIDUAL 166,523,000    
GSAMP 04NC2 36242DGZ0 2004 SUBPRIME SENIOR 265,798           
GSAMP 04WF 36242DKD4 2004 SUBPRIME RESIDUAL 100                  
GSAMP 04WF 36242DKB8 2004 SUBPRIME RESIDUAL 438,051,881    
GSAMP 04AR2 36242DDZ3 2004 SUBPRIME RESIDUAL (592,188)          
GSAMP 04NC1 36228FP42 2004 SUBPRIME SENIOR 692,000           
GSAMP 04NC1 36228FP59 2004 SUBPRIME SENIOR 672,000           
GSAMP 04WF 36242DKK8 2004 SUBPRIME SUB 7,321,000        
GSAMP 04SD1 36242DAX1 2004 S & D SUB 7,210,000        
GSAMP 04HE2 36242DAL7 2004 SUBPRIME SUB 20,411,000      
GSAMP 04AR1 36228F6W1 2004 SUBPRIME SUB 10,339,000      
GSAMP 04AR1 36228F6Y7 2004 SUBPRIME SUB 9,711,000        
GSAMP 04AR2 36242DDY6 2004 SUBPRIME SUB 14,638,000      
GSAMP 04SD1 36242DAY9 2004 S & D SUB 14,321,000      
GSAMP 04AR1 36228F6X9 2004 SUBPRIME SUB 12,569,000      
GSAMP 04AR1 36228F6Z4 2004 SUBPRIME SUB 12,568,000      
GSRPM 04-1 36242DGM9 2004 S & D SUB 11,061,000      
GSRPM 04-1 36242DGK3 2004 S & D SUB 2,955,000        
GSAMP 04AR2 36242DDX8 2004 SUBPRIME SUB 6,759,000        
GSAMP 04HE1 36228FR99 2004 SUBPRIME SUB 2,847,000        
GSAMP 04SEA2 36228F6F8 2004 SUBPRIME SUB 6,207,000        
GSAMP 04SD1 36242DAZ6 2004 S & D SUB 4,774,000        
GSAMP 04WF 36242DKA0 2004 SUBPRIME SUB 4,380,000        
GSAMP 04SD1 36242DBB8 2004 S & D SUB 3,581,000        
GSAMP 04SD1 36242DBA0 2004 S & D SUB 3,580,000        
GSRPM 04-1 36242DGN7 2004 S & D SUB 1,844,000        
GSAMP 04SEA 36228FM29 2004 S & D SUB 642,000           
GSAMP 04SEA 36228FL95 2004 S & D SUB 642,000           
GSAMP 04SEA 36228FL87 2004 S & D SUB 642,000           
GSAMP 04SEA 36228FM45 2004 S & D SENIOR 100                  
GSAMP 04SD1 36242DBD4 2004 S & D SUB 100                  
GSRPM 04-1 36242DGP2 2004 S & D RESIDUAL 147,484,565    
GSAMP 05HE3 36244F205 2005 SUBPRIME RESIDUAL 53,103,000      
GSAMP 05HE1 36242DT37 2005 SUBPRIME RESIDUAL 41,350,000      
GSAMP 04SEA2 36242DCZ4 2005 SUBPRIME RESIDUAL 30,600,000      
GSAMP 05WMC1 362341XZ7 2005 SUBPRIME RESIDUAL 17,273,000      
GSAMP 05SD2 362341CP2 2005 S & D SUB 100                  
GSAMP 05HE4 362341KP3 2005 SUBPRIME SENIOR 100                  
GSAMP 05SEA2 362341TY5 2005 S & D SUB 100                  



GSAMP 05HE5 362341ZN2 2005 SUBPRIME SENIOR 100                  
GSAMP 05SEA1 36242DM34 2005 S & D SUB 100                  
GSAMP 05S2 36242D3Q4 2005 SECOND SUB 100                  
GSAMP 05S1 36242DC50 2005 SECOND SUB 100                  
GSAMP 05S2 36242D3M3 2005 SECOND SUB 100                  
GSAMP 05S1 36242DC68 2005 SECOND SUB 100                  
GSAMP 05HE5 362341ZR3 2005 SUBPRIME SUB 75                    
GSAMP 05HE5 362341B73 2005 SUBPRIME SENIOR 50                    
GSAMP 05HE5 362341ZM4 2005 SUBPRIME SENIOR 50                    
GSAMP 05HE4 362341MG1 2005 SUBPRIME SENIOR (100)                 
GSAMP 03HE1 36228FTC0 2003 SUBPRIME RESIDUAL 1,000,000        
GSAMP 03AHL 362260AH4 2003 SECOND RESIDUAL 50                    
GSAMP 05S1 36242DC76 2005 SECOND RESIDUAL 100                  
GSAMP 05S1 36242DR21 2005 SECOND RESIDUAL 100                  
GSAMP 05S2 36242D3P6 2005 SECOND RESIDUAL 100                  
GSAMP 05HE1 36242DSF1 2005 SUBPRIME RESIDUAL 100                  
GSAMP 05-SD1 36242DWP4 2005 S & D RESIDUAL 89                    
GSAMP 05HE2 362341AJ8 2005 SUBPRIME RESIDUAL 35,354,000      
GSAMP 05-SD1 36242DZH9 2005 SECOND RESIDUAL 17,214,000      
GSAMP 05AHL 36293W208 2005 SECOND RESIDUAL 12,195,630      
GSAMP 05HE3 362341CB3 2005 SUBPRIME SUB 5                      
GSAMP 05SEA2 362341TW9 2005 S & D RESIDUAL 100                  
GSAMP 05HE4 362341ME6 2005 SUBPRIME RESIDUAL 100                  
GSAMP 03HE1 36228FTA4 2003 SUBPRIME RESIDUAL 4,415,951        
GSAMP 05HE4 362430AB6 2005 SUBPRIME RESIDUAL 12,626,000      
GSAMP 05WMC2 362341VF3 2005 SUBPRIME SUB 25                    
GSAMP 05SD2 362341CN7 2005 S & D SUB 11,505,242      
GSAMP 05SEA2 362341TX7 2005 S & D SUB 6,054,817        
GSAMP 05SEA1 36242DM26 2005 S & D SUB 204,161,591    
GSAMP 05HE5 362341ZQ5 2005 SUBPRIME SUB 25,245,279      
GSAMP 02HE2 36228FLE4 2002 SUBPRIME RESIDUAL 71                    
GSAMP 05WMC2 362341VG1 2005 SUBPRIME SUB 13,177,528      
GSAMP 05HE1 36242DSD6 2005 SUBPRIME RESIDUAL 2,052               
GSAMP 05HE2 36242DB36 2005 SUBPRIME SUB 2,000,000        
GSAMP 05S2 36242D3K7 2005 SECOND SUB 8,659,000        
GSAMP 05S2 36242D3J0 2005 SECOND SUB 5,000,000        
GSAMP 05-SD1 36242DWJ8 2005 S & D SUB 6,378,000        
GSAMP 05-SD1 36242DWK5 2005 S & D SUB 5,991,000        
GSAMP 05SEA1 36242DL76 2005 S & D SUB 5,614,000        
GSAMP 05-SD1 36242DWH2 2005 S & D SUB 3,865,000        
GSAMP 05SD2 362341CJ6 2005 S & D SUB 3,642,000        
GSAMP 05SD2 362341CK3 2005 S & D SUB 3,063,000        
GSAMP 05SEA1 36242DL92 2005 S & D SUB 2,552,000        
GSAMP 05SEA1 36242DL84 2005 S & D SUB 2,552,000        
GSAMP 03HE1 36228FTB2 2003 SUBPRIME SUB 100                  
GSAMP 05S2 36242D3N1 2005 SECOND SUB 432,954,843    
GSAMP 05S1 36242DC43 2005 SECOND RESIDUAL 256,315,157    
GSAMP 05HE4 362430100 2005 SECOND RESIDUAL 56,108,000      
GSAMP 06LB1N 362443103 2006 SUBPRIME RESIDUAL 40,864,600      
GSAMP 05HE5 362431108 2005 SUBPRIME RESIDUAL 14,665,050      
FFML 06FF4 302442108 2006 SUBPRIME RESIDUAL 11,308,710      
GSAMP 06S6 36245CAN2 2006 SECOND SUB 354,180,830    
GSAMP 06S4 36244MAN1 2006 SECOND SUB 12,724,966      
GSAMP 06S2 362334HW7 2006 SECOND SUB 17,794,703      
GSAMP 06S5 36244WAM1 2006 SECOND SUB 6,616,322        
GSAMP 06S3 36297NAN5 2006 SECOND SUB 14,092,534      
GSAMP 06SD3 36244RAH3 2006 S & D SUB 11,569,099      
GSAMP 06HE3N 36298T101 2006 SECOND RESIDUAL 63,019,000      
GSAMP 06S6 36245CAD4 2006 SECOND SENIOR 38,603,000      
GSAMP 05NC1 36242DUG6 2005 SUBPRIME SUB 8,896,378        
GSAMP 06HE5N 36245B104 2006 SECOND RESIDUAL 41,306,000      
GSAMP 06HE7N 3622MN103 2006 SECOND RESIDUAL 35,446,000      
GSAMP 06HE1 36297P100 2006 SECOND RESIDUAL 26,735,800      
GSAMP 06FM2N 3622M7108 2006 SECOND RESIDUAL 21,883,590      
FFML 06FF13N 30247YAB1 2006 SUBPRIME RESIDUAL 18,509,000      
GSAMP 05HE6 36294L102 2005 SECOND RESIDUAL 17,673,600      
GSAMP 05HE5 362341ZE2 2005 SUBPRIME SUB 6,600,000        
GSAMP 06S1 3623412N8 2006 SECOND SUB 13,695,000      
GSAMP 06S1 3623412P3 2006 SECOND SUB 12,146,000      
GSAMP 06FM2 36245DAN0 2006 SUBPRIME SUB 11,750,000      
GSAMP 06SD2 362405AE2 2006 S & D SUB 7,364,000        
GSAMP 06S3 36297NAK1 2006 SECOND SUB 9,885,000        
GSAMP 06FM2N 3622M6AB6 2006 SUBPRIME RESIDUAL 9,548,000        
GSAMP 06FM2 36245DAP5 2006 SUBPRIME SUB 9,196,000        
GSAMP 06S4 36244MAM3 2006 SECOND SUB 8,809,000        
GSAMP 06HE7N 3622MXAC5 2006 SUBPRIME RESIDUAL 7,629,000        
GSAMP 06SD2 362405AG7 2006 S & D SUB 7,372,000        
GSAMP 06S5 36244WAH2 2006 SECOND SUB 7,278,000        
GSAMP 06SD2 362405AH5 2006 S & D SUB 7,217,000        
GSAMP 06SD3 36244RAD2 2006 S & D SUB 6,905,000        
GSAMP 06S5 36244WAK5 2006 SECOND SUB 6,451,000        
GSAMP 06SD2 362405AF9 2006 S & D SUB 6,449,000        
GSAMP 06HE5N 36244XAC1 2006 SUBPRIME RESIDUAL 6,055,000        
GSAMP 06S5 36244WAL3 2006 SECOND SUB 5,624,000        
GSRPM 062 362725AF0 2006 S & D SUB 5,087,000        
GSAMP 06HE7N 3622MXAB7 2006 SUBPRIME RESIDUAL 2,000,000        
GSAMP 06SD3 36244RAF7 2006 S & D SUB 3,677,000        
GSAMP 06SD1 362341Y29 2006 S & D SUB 3,229,000        
GSAMP 06SD3 36244RAE0 2006 S & D SUB 3,139,000        
GSRPM 062 362725AJ2 2006 S & D SUB 3,067,000        
GSAMP 06SD1 362341X95 2006 S & D SUB 3,003,000        
GSAMP 06SEA1 36244LAD5 2006 S & D SUB 2,900,000        
GSRPM 061 362334NZ3 2006 S & D SUB 1,421,500        
GSRPM 061 362334PA6 2006 S & D SUB 2,843,000        
GSRPM 062 362725AH6 2006 S & D SUB 2,020,000        
GSRPM 062 362725AG8 2006 S & D SUB 1,870,000        
GSAMP 06SEA1 36244LAF0 2006 S & D SUB 1,567,000        
GSAMP 06SEA1 36244LAE3 2006 S & D SUB 1,097,000        
GSAMP 02WF 36228FJV9 2002 SUBPRIME SUB 100                  



GSAMP 02HE 36228FKV7 2002 SUBPRIME SUB 100                  
GSAMP 02HE2 36228FLF1 2002 SUBPRIME SUB 71                    
GSAMP 06SD1 362341Y78 2006 S & D SUB 10,210,398      
GSAMP 06SD2 362405AL6 2006 S & D SUB 19,553,849      
GSAMP 06SEA1 36244LAG8 2006 S & D SUB 4,364,055        
GSRPM 062 362725AK9 2006 S & D SUB 4,416,070        
GSRPM 061 362334PB4 2006 S & D SUB 1,460,575        
GSMPS 06RP2 36298XAJ1 2006 SUBPRIME SUB 1,172,429        
GSMPS 06RP2 36298XAF9 2006 SUBPRIME SUB 1,675,896        
GSMPS 06RP2 36298XAG7 2006 SUBPRIME SUB 1,507,409        
GSMPS 06RP2 36298XAH5 2006 SUBPRIME SUB 1,339,919        
GSMPS 06RP2 36298XAK8 2006 SUBPRIME SUB 837,449           
GSMPS 06RP2 36298XAL6 2006 SUBPRIME SUB 2,013,217        
GSMPS 06RP1 3623413N7 2006 SUBPRIME SUB 1,847,853        
GSMPS 06RP1 3623413P2 2006 SUBPRIME SUB 1,055,634        
GSAMP 02WF 36228FJU1 2002 SUBPRIME RESIDUAL 2,288,917        
GSMPS 06RP2 36298XAD4 2006 SUBPRIME INV IO 50,000,000      
GSRPM 062 362725AL7 2006 S & D SUB 100                  
GSMPS 06RP1 3623413Q0 2006 SUBPRIME SUB 3,034,078        
GSAMP 06S5 36244WAQ2 2006 SECOND RESIDUAL 100                  
GSRPM 062 362725AA1 2006 S & D SENIOR 454,102           
GSAMP 06SD2 362405AJ1 2006 S & D RESIDUAL 100                  
GSMPS 06RP1 3623413T4 2006 SUBPRIME RESIDUAL 100                  
GSMPS 06RP1 3623413U1 2006 SUBPRIME RESIDUAL 100                  
GSAMP 06S1 3623412T5 2006 SECOND SUB 20,672,864      
GSMPS 06RP1 3623413H0 2006 SUBPRIME IO 420,544           
GSAMP 06S4 36244MAP6 2006 SECOND RESIDUAL 100                  
GSAMP 06S4 36244MAQ4 2006 SECOND SUB 100                  
GSAMP 06S4 36244MAR2 2006 SECOND RESIDUAL 100                  
GSAMP 06S4 36244MAS0 2006 SECOND RESIDUAL 100                  
GSAMP 06SD3 36244RAG5 2006 S & D SUB 2,532,724        
GSAMP 06FM2N 3622M6AA8 2006 SUBPRIME RESIDUAL 2,120,370        
GSAMP 06SD1 3623412H1 2006 S & D RESIDUAL 100                  
GSAMP 06S1 3623412W8 2006 SECOND RESIDUAL 100                  
GSAMP 02WF 36228FJW7 2002 SUBPRIME RESIDUAL 174                  
GSAMP 02HE 36228FKW5 2002 SUBPRIME RESIDUAL 100                  
GSAMP 02HE2 36228FLG9 2002 SUBPRIME RESIDUAL 74                    
GSAMP 06RESID1 36244TAA4 2006 SUBPRIME RESIDUAL 31,822,723      
GSAMP 05OPT 36242DYR8 2005 SUBPRIME RESIDUAL 27,298,600      
FFML 06FF13N 30248A106 2006 SUBPRIME RESIDUAL 19,645,750      
GSAMP 05WMC2 362260AP6 2005 SUBPRIME RESIDUAL 5,326,360        
GSAMP 05WMC3 3623412Z1 2005 SUBPRIME RESIDUAL 3,515,200        
GSAMP 02NC1 36228FFM3 2002 SUBPRIME SUB 100                  
GSAMP 02NC1 36228FFP6 2002 SUBPRIME RESIDUAL 100                  
GSAMP 02NC1 36228FFN1 2002 SUBPRIME SUB 100                  
GSAMP 02WMC 36228FHX7 2002 SUBPRIME RESIDUAL 100                  
GSAMP 05HE3 362341BY4 2005 SUBPRIME PO 100                  
GSAMP 05HE6 362341K65 2005 SUBPRIME RESIDUAL 100                  
FFML 06FF4 362334GE8 2006 SUBPRIME PO 100                  
GSAMP 06S2 362334HX5 2006 SECOND RESIDUAL 100                  
GSAMP 06S2 362334HY3 2006 SECOND SUB 100                  
GSAMP 06S2 362334HZ0 2006 SECOND RESIDUAL 100                  
GSRPM 061 362334PD0 2006 S & D RESIDUAL 100                  
GSRPM 061 362334PE8 2006 S & D RESIDUAL 100                  
GSAMP 06S1 3623412U2 2006 SECOND RESIDUAL 100                  
GSAMP 06S1 3623412V0 2006 SECOND SUB 100                  
GSMPS 06RP1 3623413R8 2006 SUBPRIME SENIOR 100                  
GSAMP 06SD1 362341Y86 2006 S & D SUB 100                  
GSAMP 06SD2 362405AK8 2006 S & D RESIDUAL 100                  
GSAMP 06SD2 362405AM4 2006 S & D RESIDUAL 100                  
GSAMP 06SD2 362405AN2 2006 S & D SUB 100                  
GSAMP 06SEA1 36244LAH6 2006 S & D SUB 100                  
GSAMP 06SEA1 36244LAJ2 2006 S & D RESIDUAL 100                  
GSAMP 06SEA1 36244LAK9 2006 S & D RESIDUAL 100                  
GSAMP 06SD3 36244RAJ9 2006 S & D SUB 100                  
GSAMP 06SD3 36244RAK6 2006 S & D RESIDUAL 100                  
GSAMP 06SD3 36244RAL4 2006 S & D RESIDUAL 100                  
GSAMP 06SD3 36244RAM2 2006 S & D RESIDUAL 100                  
GSAMP 06S5 36244WAN9 2006 SECOND RESIDUAL 100                  
GSAMP 06S5 36244WAP4 2006 SECOND SUB 100                  
GSAMP 06FM2 36245DAR1 2006 SUBPRIME PO 100                  
GSRPM 062 362725AM5 2006 S & D RESIDUAL 100                  
GSRPM 062 362725AN3 2006 S & D RESIDUAL 100                  
GSAMP 06S3 36297NAP0 2006 SECOND RESIDUAL 100                  
GSAMP 06S3 36297NAQ8 2006 SECOND SUB 100                  
GSAMP 06S3 36297NAR6 2006 SECOND RESIDUAL 100                  
GSMPS 06RP2 36298XAM4 2006 SUBPRIME SENIOR 100                  
GSMPS 06RP2 36298XAN2 2006 SUBPRIME SENIOR 100                  
GSAMP 02WMC 36228FHY5 2002 SECOND RESIDUAL 100                  
GSAMP 02HE2 36228FLH7 2002 SUBPRIME RESIDUAL 74                    
GSAMP 06FM2 36245DAQ3 2006 SUBPRIME RESIDUAL 51                    
GSAMP 05HE6 362341H69 2005 SUBPRIME PO 50                    
FFML 06FF4 362334GD0 2006 SUBPRIME PO 50                    
GSRPM 061 362334PC2 2006 S & D SUB 50                    
GSRPM 061 362334QY3 2006 SUBPRIME SUB 50                    
GSAMP 06FM2 36245DAS9 2006 SUBPRIME PO 50                    
GSAMP 03AHL 36228FYQ3 2003 SUBPRIME RESIDUAL (1)                     
GSAMP 05HE6 362341H85 2005 SUBPRIME PO (50)                   
GSAMP 06HE1 3623415D7 2006 SUBPRIME PO (50)                   
GSAMP 07NC1N 361329204 2007 SECOND RESIDUAL 22,765,890      
GSRPM 071 362707AH4 2007 S & D SUB 19,816,526      
FFML 06FF13 30247DAM3 2006 SUBPRIME SUB 14,530,000      
GSAMP 06HE8N 3622MV105 2007 SECOND RESIDUAL 28,558,000      
GSAMP 07HE1N 36245L102 2007 SECOND RESIDUAL 17,150,000      
GSAMP 07SEA1 3622MLAB3 2007 S & D SUB 6,029,000        
GSRPM 071 362707AD3 2007 S & D SUB 7,241,000        
GSAMP 07SEA1 3622MLAC1 2007 S & D SUB 4,907,000        
GSRPM 071 362707AF8 2007 S & D SUB 4,288,000        
GSAMP 06HE8N 3622MYAB5 2007 SUBPRIME RESIDUAL 4,018,000        



GSAMP 07NC1N 361330AB9 2007 SUBPRIME RESIDUAL 2,004,810        
GSAMP 07SEA1 3622MLAD9 2007 S & D SUB 1,294,000        
GSRPM 071 362707AE1 2007 S & D SUB 2,096,000        
GSAMP 07HE1N 362436AB3 2007 SUBPRIME RESIDUAL 1,700,000        
GSAMP 07SEA1 3622MLAF4 2007 S & D SUB 1,275,000        
GSAMP 07SEA1 3622MLAE7 2007 S & D SUB 1,275,000        
GSAMP 07SEA1 3622MLAH0 2007 S & D SUB 4,460,773        
GSAMP 07SEA1 3622MLAG2 2007 SUBPRIME FIXED 100                  
FFML 06FF13 30247DAQ4 2006 SUBPRIME RESIDUAL 24                    
GSRPM 071 362707AG6 2007 S & D SUB 3,851,673        
GSAMP 07HE1N 362436AA5 2007 SUBPRIME RESIDUAL 8,377,606        
GSAMP 06HE8N 3622MYAA7 2007 SUBPRIME RESIDUAL 3,334,121        
GSAMP 07NC1N 361330AA1 2007 SUBPRIME RESIDUAL 10,532,609      
GSAMP 03HE2 36228FVX1 2003 SUBPRIME SUB 775,321           
GSAMP 05HE4 362430AA8 2005 SUBPRIME RESIDUAL 6,429,977        
GSAMP 05SD2 362341CL1 2005 S & D PO 100                  
GSAMP 05SD2 362341CM9 2005 S & D PO 100                  
GSAMP 05HE6 362341H77 2005 SUBPRIME PO 100                  
GSAMP 05SEA2 362341TU3 2005 S & D PO 100                  
GSAMP 05SEA2 362341TV1 2005 S & D PO 100                  
GSAMP 05AHL 36242D4N0 2005 SUBPRIME RESIDUAL 100                  
GSAMP 05SEA1 36242DM42 2005 S & D RESIDUAL 100                  
GSAMP 05SEA1 36242DM59 2005 S & D RESIDUAL 100                  
FFML 06FF13 30247DAR2 2006 SUBPRIME PO 100                  
GSAMP 06S3 362334QX5 2006 SECOND RESIDUAL 100                  
GSMPS 06RP1 3623413S6 2006 SUBPRIME SENIOR 100                  
GSAMP 06SD1 362341Y45 2006 SUBPRIME RESIDUAL 100                  
GSAMP 06SD1 362341Y60 2006 S & D PO 100                  
GSAMP 07SEA1 3622MLAJ6 2007 S & D RESIDUAL 100                  
GSAMP 07SEA1 3622MLAK3 2007 S & D RESIDUAL 100                  
GSRPM 071 362707AJ0 2007 S & D SUB 100                  
GSRPM 071 362707AK7 2007 S & D RESIDUAL 100                  
GSRPM 071 362707AL5 2007 S & D RESIDUAL 100                  
GSRPM 071 362707AM3 2007 S & D RESIDUAL 100                  
GSAMP 05HE4 362341KN8 2005 SUBPRIME SENIOR 50                    
FFML 06FF13 30247DAS0 2006 SUBPRIME PO 50                    
FFML 07FFBSS 30248EAB4 2007 SECOND SUB
FFML 07FFBSS 30248EAD0 2007 SECOND SUB
GSAMP 07HE2N 3622PE100 2007 SECOND RESIDUAL
GSAMP 06FM3N 3622MJ102 2007 SECOND RESIDUAL
GSAMP 07FM1N 3622ME103 2007 SECOND RESIDUAL
FFML 07FFBSS 30248EAC2 2007 SECOND SUB
FFML 07FFBSS 30248EAE8 2007 SECOND SUB
GSAMP 07FM1N 3622MFAC4 2007 SUBPRIME RESIDUAL
GSAMP 07HE2N 3622PJAB5 2007 SUBPRIME RESIDUAL
GSAMP 06FM3N 3622MKAB5 2007 SUBPRIME RESIDUAL
GSAMP 07FM1N 3622MFAB6 2007 SUBPRIME RESIDUAL
GSAMP 07FM2N 3622N8AB1 2007 SUBPRIME RESIDUAL
GSAMP 07FM2N 3622N8AA3 2007 SUBPRIME RESIDUAL
FFML 07FFBSS 30248EAL2 2007 SECOND SUB
FFML 07FFBSS 30248EAF5 2007 SECOND SUB
GSAMP 07HE2N 3622PJAA7 2007 SUBPRIME RESIDUAL
FFML 07FFBSS 30248EAJ7 2007 SECOND SUB
FFML 07FFBSS 30248EAG3 2007 SECOND SUB
FFML 07FFBSS 30248EAK4 2007 SECOND RESIDUAL
FFML 07FFBSS 30248EAM0 2007 SECOND RESIDUAL
GSAMP 05AHL 36242D4M2 2005 SUBPRIME RESIDUAL

448,953,610   528,755,314    1,277,849,589 1,279,974,004 1,163,375,359 176,712,430    
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From: Fredman, Sheara [Fin] [  
Sent: Tuesday, August 17, 2010 1:30 PM
To: Chris Seefer
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara
[Fin]; Broeckel, Janet [Legal]; Michaels, Susan [Fin]
Subject: Response to FCIC
 
Chris -
 
The email sent by Tom Greene on June 2, 2010 requests additional details to question d-33 from
the January 28, 2010 letter from the Commission.  Specifically, Mr. Greene notes that our response
was incomplete as we only included subprime mortgage securitizations between 2002 and 2007. 
We would like to clarify that prior to 2002 and subsequent to 2007 there were no subprime
mortgage securitizations issued by Goldman Sachs. 
 
Additionally, the Commission requested detail of the securities retained.  We have attached a
schedule bearing production number GS MBS 40186 that provides this information.
 
Finally, the Commission requested credit default swaps traded on Goldman issued securities.  A
schedule detailing these credit default swap trades was provided to the Commission on June 18,
2010,  bearing production number GS MBS 0000027977.
 
Please let us know if you have any additional questions.
 
Thanks,
Sheara
 
 
 
Please note the following:
 
The Goldman Sachs Group, Inc. (“GS Group”) used various technology and manual resources to generate some of
the documents for production to you in response to your requests.  While GS Group believes that these
documents are reasonably accurate, we cannot make an absolute representation that it is complete or that there
are not some inadvertent errors in the preparation of the spreadsheet.  We will provide further updates or
corrections if we discover missing information or errors.
 
Additionally, pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111-21, 123
Stat. 1617, we hereby request on behalf of GS Group that this letter and the material to which it refers be
maintained in a secure manner and not be disclosed to the public, including in response to any request under
the Freedom of Information Act, 5 U.S.C. § 552.  If you wish to release any of these documents publicly, GS




