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REPORT OF THE DIRECTORS

The directors present their report and the audited financial statements for the 52 week period ended 31 December 2010

1. Principal activities

Goldman Sachs International Bank (‘the company’) 1s involved 1n lean onigination, secondary dealing in bank loans
and related activities and acting as an agent for the stocklending business The company also operates a branch in
Korea, the Goldman Sachs Korea Branch ( the branch’), which s involved tn chent execution acuvities and has a

representative office in China The company 1s authorised under the Financial Services and Markets Act 2000

2. Review of business and future developments

The financial statements have been drawn up for the 52 week penod ended 31 December 2010 Comparative
information has been presented for the 57 week period ended 31 December 2009 In the prior period, the company
changed 11s accounting refercace date 1o 31 December to be consistent with The Goldman Sachs Group, Inc (‘the

group’), the company’s ultumate parent undertaking

Business environment

The company’s financial performance 15 highly dependent on the environment 1n which its businesses operate A
favourable business environment 1s generally characterised by, amongst other factors, high global gross domestic
product growth, transparent, liquid and efficient capital markets, low inflauon, high business and 1nvestor
confidence, stable geopolitical conditions, and strong business earnings Unfavourable or uncertain economic and
market conditions can be caused by dechines 1in cconomic grewth, business acuvity or investor or business
confidence, hmitations on the availlability or increases n the cost of credit and capital, increases 1n inflation, interest
rates, exchange rate volaulity, default rates or the price of basic commodities, outbreaks ot hostilities or other
geopotitical nsiability, corporate, political or other scandals that reduce tnvestor confidence 1n capital markets,

natural disasters or pandemics, or a combination of these or other factors

During the first half of 2010, several Eurozone economies remained under stress, reflecting fiscal challenges and
banking sector concerns In addition, concerns about sovereign debt risk in certain Evurozone econormies intensified
durtng the period, contributing to higher market volatihty and funding pressures The European Central Bank and
certain governmenis n the Eurozone took a range of policy measures to address these issues Global equity markets
dechined sigmificantly during the second quarter and equity volaulity levels increased sharply In addition, corporate
credit spreads widened during the second quarter and activity levels dechned During the second half of 2010, some
of these conditions reversed, as equity volatility levels decreased, global equity prices generally recovered and
corporate credit spreads narrowed In addition, in the US| the Federal Reserve announced quantitative easing
measures dunng the fourth quarter of 2010 1n order to sumulate economic growth and protect against the risk of
deflation Over the period, business activaty across a wide-range of industries and regions has been greatly reduced
and many companies were n sertous difficulty due 1o reduced consumer spending and low levels of liquidity in the

credit markets

The profit and loss account for the period is set out on page 7 Trading profit of £95 mullion has been reported for
the period (57 week peniod ended 31 December 2009 £171 mallion) and profit after taxation of £30 nmullion has been
reported for the penod (57 week period ended 31 December 2009 £81 milhion) The company has reported total

assets of £2,632 million (31 December 2009 £2,328 milhion)

During the period the group reorgamsed 1ts three business segments nto four new reporiable business segments
Investment Banking, Instuutional Client Services, Investing & Lending and Investment Management Consequently,
the prior peniod information has been presented on a comparable basis Both the head office and branch operate
within the Instutional client services’ business segment and further details of the company’s business segments are

given in note 3 to the financial siatements

Strategy

The Goldman Sachs Group, Inc 1s a bank holding company and a financial hotding company regulated by the Board
of Governors of the Federal Reserve System (Federal Reserve Board) It is also a leading global investment banking,
securities and investment management firm that provides a wide-range of financial services to a substantial and
diversified client base that includes corporations, financial institutions, governments and high-net-worth individuals

1
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REPORT OF THE DIRECTORS (continued)

2,

Review of business and future developments (continued)

As part of the group, the company seeks to be a leading parucipant 1n the global financial markets 1n which it
participates

Principal risks and uncertainties

The company faces a variety of risks that are substantial and inherent 1n its businesses including market, iquidity
credit, opcrational, legal and reputational nisks The following are some of the more important facters that could
affect the businesses

Economic and market conditions

The businesses, by their nature, do not produce predictable earmings and are materially affected by conditions 1n the
global financial markeis and economic conditions generally In the past, these conditions have changed suddenly
and, for a period of ume, very negauvely

Ligqudity

Liquidity 1s essential to the businesses The company’s hquidity could be impaired by an inability to access secured
and / or unsecured debt markets an mability to access funds trom its aifiliates an mability to sell assets or redeem
investments or unforeseen outflows of cash or collateral This situation may arise due to circumsiances that the
company may be unable to control, such as a general market dssruption or an operational problem that atfects third
parties or the company or even by the perception amongst markel participants that the company 1s experiencing
greater hiquidity nisk Furthermore, the company’s ability to sell assets may be impaired if other market participants
are secking to sell simular assets at the same tume as 1s likely to oceur in a iquidity or other market crisis In addition,
financial institutions with which the company interacts may exercise set-off rights or the right to require additional
collateral, including in difficult market condiions which could further impair 1ts access to hiqudity

Credit quahty

The company 1s exposed to the risk that third parties that owe money, securities or other asscts will not perform their
obligations These parties may default on their obligatons 10 the company due to bankruptcy, lack of hquidity,
operational failure or other reasons A failure of a significant market participant or even concerns about a default by
such an mnstitution, could lead 10 significant hquidity problems, losses or defaults by other institutions

The company 15 also subject to the risk that us rights agaimnst third parties may not be enlorceable in all
circumstances In addition, deteriorauon in the credit quality of third parties whose securities or obligations are held
by the company could result in losses and / or adversely aflect the company’s ability to use those securities or
obhgations for liquidity purposes A sigmficam downgrade in the credit ratings of our counterparties could also have
a negalive 1mpact on the company’s results While 1n many cases the company 15 permitied to require addiional
collateral from counterparties that expenience financial difficulty, disputes may anse as to the amount of collateral
the company 1s enutled to receive and the value of pledged assets The termination of contracts and the foreclosure
on coflateral may subject the company 1o claims for the improper exercise of 1ts nghts Default rates, downgrades
and disputes with counterparues as to the valuation of collateral increase significantly in umes of market stress and
liquidity
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REPORT OF THE DIRECTORS (continued)

2.

Review of business and future developments (continued)
Dermvative transactions

The company, through us branch, 1s party (o a number of derivauve transactions Many of these derivative
instruments are individually negouiated and non-standardised, which can make exiting, transferring or settling
positons difficult Dernivative transactions may also involve the risk that they are not authorised or appropnate for a
counterparty that documentation has not been properly executed or that executed agreements may not be
enforceable against the counterparty

Dernvauve contracts and other transactions entered nto with third parties are not always confirmed by the
counterparties or settled on a nmely basis While the transacuon remains unconfirmed or during any delay in
settlement, we are subject to heightened credit and operational risk and n the event of a default may find 1t more
difficutt to enforce our rights The provisions of legislauon requiring central clearing of over-the-counter (‘OTC’)
derivatives, or a market shift toward standardised denivauves. could reduce the nisk asscciated with such
transactions, but under certain circumstances could also limit the company’s ability to develop derivanves that best
suit client and company needs and adversely affect the company’s profitatility and increase the credit exposure to
such a platform

Operational infrastructure

The company’s businesses are highly dependent on 1ts ability to process and monitor, on a daily basis, a large
number of transactions, many of which are highly complex, across numerous and diverse markets 1n many
currencies As the company’s client base and geographical reach expands, developing and maintaining operational
systems and infrastructure becomes increasingly challenging Financial, accounting, data processing or other
operating systems and facilities may fail to operate properly or become disabled as a result of events that are wholly
or partially beyond the company’s control, such as a spike 1n transaction volume, adversely affecung the abihity to
process these transactions or provide these services The company must continuously update these systems to support
us operations and growth and to respond to changes in regulations and markets This updating entails sigmficant
costs and creates nisks associated with implementing new systems and integrating them with existing ones

Despite the resihency plans and facilities that are in place, the company’s ability to conduct business may be
adversely impacted by a disruption 1n the iafrastructure that supports these businesses and the communities in which
the company 1s located This may include a disruption involving electrical, communications, transportation or other
services used by the company or third partues with which we conduct business These disruptions may occur as a
result of events that affect only the buildings or systems of the company or those of such third parties

Risk management

The company seeks to monitor and control risk exposure through a nisk and contro! framework encompassing a
variety of separate, but complementary financial, credit, operational, comphance and legal reporting systems,
tniernal controls, management review processes and other mechamsms The nisk management process seeks to
balance the company’s ability to profit from market-making positions with exposure to potential losses Whilst the
company employs a broad and diversified set of nsk monitoring and risk mitigation techniques, those techmques and
the judgements that accompany their application cannot anticipate every economic and financial outcome or the
specifics and tmmng of such ouicomes Thus, the company may, n the course of 1ts activiues, incur losses In
addition, refer to the financial nsk management section 1n note 27 to the financial statements

Future outlook

The directors consider that the peniod end financial position of the company was satisfactory No sigmficant change
1n the company’s principal business activity 1s expected
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REPORT OF THE DIRECTORS (continued)

Dividends

The directors declared and paid a preference dividend of £5.113 402 durning the period (57 week period ended 31
December 2009 £5,113,402) The drrectors do not recommend the payment of an ordinary dividend 1n respect of the
period (57 week period ended 31 December 2009 £Nil)

Employment of disabled persons

Applications for employment by disabled persons are fully and fairly considered having regard to the aptitudes and
abilities of each applicant Efforts are made 1o enable any employees who become disabled during employment to
continue their careers within The Goldman Sachs Group, Inc  Traiming, career development and promotion of
disabled persons are, to the exient possible, wdenucal to that of other employees who are not disabled

Employee involvement

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

Directors

The directors of the company who served throughout the period and to the date of this report, except where noted,
were -
Appointed Resigned
E G Corrigan (Chairman)
L S D Chan
D P Coleman 10 May 2010
S Davies
G P Earle
R D Henderson 2 June 2010
E H Leouzon
D W McDonogh
D G J Paterson
M T Tejada 10 May 2010

No director had, at the period end. any interest requiring note herein
Financaial risk management

The company’s risk management objectives and policies, as well as exposures to market nisk, credit nisk and hquidity
nisk are descrnibed 1n note 27 to the finaneial statements

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

. s0 far as cach of the directors 1s aware, there 15 no relevant audit information of whtch the company’s auditors
are unaware, and

. each of the directors has taken all the steps that he / she ought Lo have 1aken as a director to make himself /
herself aware of any relevant audit information and 1o establish that the company’s auditors are aware of that
information
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REPORT OF THE DIRECTORS (continued)
9, Auditors

Prior to I October 2007 the company passed an clective resolution under section 386 of the Companies Act 1985 to
dispense with the annual reappointment of audiors PricewaterhouseCoopers LLP will, accordingly, continue 1n
office as auditors of the company pursuant to Section 487(2) of the Companies Act 2006 and paragraph 44 of
Schedule 3 to the Compames Act 2006 (Commencement No 3 Consequential Amendment, Transitional Provisions
and Savings) Order 2007

10.  Directors’ responsibilities

Company law requires the directors to prepare accounts for each financial period which give a true and fair view of
the state of aftarrs of the company as at the end of the financial penod and of the profit or loss of the company for
that period In preparing those accounts, the directors are required to

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

disclosed and explained 1n the financial statements, and

. preparc the accounts on the going concern basis unless it 1s inappropriate to presume that the company will
continue in business

The directors are responsible for keeping adequate accounting records which disclose with reasonable accuracy at
any time the financial position of the company and to ¢nable them to ensure that the accounts comply with the
Compamies Act 2006 They are also responsible for safeguarding the assets of the company and, hence, for taking
reasonable steps for the prevention and detection of fraud and other irregulanues

11.  Date of authonsation of issue
The financial statements were authorised for 1ssue by the Board of Directors on 14 March 2011

BY ORDER OF THE BOARD

W. 1. Elliott

Secretary

Le MARCH 20\




Independent auditors’ report to the members of
GOLDMAN SACHS INTERNATIONAL BANK
(unlimited company)

We have audited the financial statements of Goldman Sachs Internauonal Bank for the period ended 31 December 2010 which
comprise the profit and loss account, the balance sheet, the statement of total recognised gains and losses and the related notes
The financial reporting framework that has been appled 1n their preparation 1s applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accounting Practice)

Respective responsibilitees of directors and auditors

As explained more fully 1n the directors’ report the directors are responsible for the preparation of the financial statements and
for bemg sausfied that they give a true and fair view Qur responsibility 1s to audit and express an opmnion on the financial
statements 1n accordance with applicable law and Internanonal Standards on Auditing (UK and Ireland) Those standards require
us to comply with the Auditing Practices Board’s Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the company s members as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose  We do not, 1 giving these opintons, accept or
assume responsibility for any other purpose or to any other person to whom this report 1s shown or into whosc hands 1t may come
save where expressly agreed by our prior consent in writing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures (n the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropridte to the company’s circumstances and have been consistently
apphed and adequately disclosed, the reasonableness of significant accounting estumates made by the directors, and the overall
presentation of the financial statements

Opinion on financial statements

In our opinion the financial statements

*  give atrue and fair view of the state of the company’s affairs as at 31 December 2010 and of 1ts profit for the period
then ended,

*  have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and
*  have been prepared in accordance with the requirements of the Compamnies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimon the mformation given n the directors’ report for the financial period for which the financial statements are
prepared 1s consistent with the financial siatements

Matters on which we are required to report by exception

We have nothing to report 1 respect of the following matters where the Compamies Act 2006 requires us to report to you if, n
our opinion

= adequate accounting records have not been kept or returns adequate for our audit have not been received from
branches not visited by us, or

» the financial statements are not 1o agreement with the accounting records and returns, or
. certain disclosures of directors’ remuneration specified by law are not made, or

*  we have not recerved all the information and explanations we require for our audit

Christopher Rowland (Senior Statutory Auditor)
For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

London !S [/[a..’\ctl 2@“




GOLDMAN SACHS INTERNATIONAL BANK
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PROFIT AND LOSS ACCOUNT

for the 52 week period ended 31 December 2010

Interest receivable and similar income

Interest payable and similar charges

Net interest income income/{expense)

Trading profits
TOTAL OPERATING INCOME

Admunistrative expenses
Other op;:rallng charges

PROFIT ON ORDINARY ACTIVITIES
BEFORE TAXATION

Taxation charge on profit on ordinary actvities

PROFIT ON ORDINARY ACTIVITIES AFTER
TAXATION FOR THE FINANCIAL PERIOD

Note

23

52 week period ended
31 December 2010

57 week period ended
31 December 2009

£000 £2000
7,155 6,085
6011) (10,353)
1,144 (4,268)
94,598 171 447
95,742 167,179
(8,370) (7,367)
(46,181) (51,730)
41,191 108,082
(11,661) (26,607)
29,530 81,475

The profit of the company 15 denved from continuing operations in the current and prior period

The notes on pages 10 to 32 form an integral part of these financial statements

Independent Auditors’ report — page 6
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STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

for the 52 week period ended 31 December 2010

52 week period ended
31 December 2010

57 week period ended
31 December 2009

Note £000 £7000
Profit for the financial period 29,530 81,475
Translation gan 23 7,471 15,664
Loss on investment hedge 23 (8,570) (14,576)
TOTAL RECOGNISED GAINS AND LOSSES
RELATING TO THE FINANCIAL PERIOD AND
SINCE LAST FINANCIAL STATEMENTS 28,431 82,563

The notes on pages 10 10 32 form an wntegral part of these financial statements
Independent Auditors’ report — page 6
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R R -(unlimited company)

BALANCE SHEET

as at 31 December 2010

ASSETS

Cash at bank and n hand

Loans and advances 1o banks

Customer accounts receivable

Financial instruments owned

Securities purchased from group compamies under agreements to resell
Tangible fixed assets

Other assets

Total assets

LIABILITIES AND SHAREHOLDER’S FUNDS
Cuslomer accounts payable

Financial instruments sold but not yet purchased
Other labilities

Accruals and deferred income

Long term debt

Subordinated debt

Total habilities

Called up share capital
Share premum account
Other reserve account

Profit and loss account

Total shareholder’s funds

Total habilities and shareholder’s funds

MEMORANDUM ITEMS
Commitments

Contingent habihittes

The financial statements were approved by the Board of Directors on 14 March 2011 and signed on its bebalf by

Note

14
15

18
13
19

20
21

NORNOR
W W

25
25

Qe

The notes on pages 10 to 32 form an integral part of these financial statements

Independent Auditors’ report — page 6
Company number 1122503

31 December

31 December

2010 2009
£000 £000
149,646 152.583
- 55,154
39,494 58,574
1,360,671 1,295,588
1,065,325 730,002
516 761
16,559 34,958
2,632,211 2,327,620
924,541 606,347
1,197,129 1,253,977
56,381 80,666
3.081 3,206
64,146 -
81,000 100,309
2,326,278 2,045,005
7,049 7,049
61,361 61,361
(2,091) (992)
239614 215,197
305,933 282,615
2,632,211 2,327 620
122,249 168,364
518,627 206,306

Director

O wW. AcDDVOGH




GOLDMAN SACHS INTERNATIONAL BANK
- --- - ---=-= - (unlimited company) ~ ~ -

-t

a.

C.

€.

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

. ACCOUNTING POLICIES

Accounting convention

These financial statements have been prepared on a geing concern basis, under the historical cost convention
{except as explained 1n note 1(e) and 1(1)), the accounting policies set out below and 1n accordance with The
Large and Medum-sized Compantes and Groups (Accounts and Reports) Regulations 2008 (‘S12008/410")
relaung (o banking companies, accounting standards and Statements of Recommended Accounting Pracuce
1ssued by the Briish Bankers Association

Consolidation

The company 15 a subsidiary undertaking of a company incorporated 1n Great Britain and has elected not o
prepare group accounts as permitted by section 400 of the Companies Act 2006

Fixed asset investments

Fixed asset nvestments ¢omprising shares in group undertakings are stated at cost less provisien for any
impatrment

Tangible fixed assets

Tangible fixed assets ar¢ stated at cost less accumulated depreciation and provision for any impairment
Depreciation 1s included 1n administrative expenses and 1s provided on a straight-line basis over the estimated
useful lives at 1he followtng annual rates

Fixtures, fittings and equipment 14-33

Leasehold improvements are depreciated over the shorter of the useful economic hife of the asset or remaiming
life of the lease when the asset 1s brought into use Depreciation policies are reviewed on an annual basts

Repurchase and resale agreements and stock borrowing and lending

Secunities purchased under agreements to resell and securities sold under agreements to repurchase are treated
as collaterahised financing transactions and are carried at fair value under the fair value option  The collaleral
can be 1n the form of cash or securities Cash collateral 1s recogmsed / derecogmsed when received / paid
Collateral posted by the company 1n the form of securities 1s not derecognised from the balance sheet, while
collateral received in the torm of securities 15 not recogmsed on balance sheet If collateral 1s subsequently
sold, the obligation to return the collateral and the cash received are recogmised on balance sheet

Foreign currencies

Transactions denomunated 1n foreign currencies are translated nto sterling at rates ol exchange ruling on the
date the transaction occurred Monetary assets and liabihues denominated 1n foreign currencies are translated
into sterling at rates of exchange ruling at the balance sheet date All foreign exchange gains and losses are
presented 1n the profit and loss account within other operaung charges

4

The results of overseas branches with non sterhng functional currencics are translated at the average rates of
exchange during the period and thewr balance sheets at the rates ruling at the balance sheet date Exchange
differences arising from the retranslation of the opening net assets and results are reported n the statement of
total recognised gains and losses
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

ACCOUNTING POLICIES (continued)

g.

h.

Net investment hedging

Where net investment hedging 1s employed, all gains and losses on the effecuve portion of the hedging
instrument, together with any gains and losses on the foreign currency translation of the hedge investment, are
taken directly to equity  Any gains or losses on the mneffective portion are recogmsed immediately 1n the profit
and loss account The cumulanve gains and losses on the hedging insirument and gans and losses on the
translation of the hedged ttem are recognised n the profit and loss account only on disposal of the investment

Revenue recognition

Trading profit comprises loan origination, secondary dealing 1n bank loans and related activities derivative
trading and fees and commssion from agency ending

Financial instruments owned and financial instruments sold but not yet purchased are recognmised at fair value
with reahsed and unrealised gains and losses as well as associated interest and dividend income and expenses
included in rading profit

Financial instruments owned are marked to bid prices and financial instruments sold but not yet purchased are
marked to offer prices  Fair value measurements do not include transaction costs

Commmuission revenues from the agency lending business are recogmised on the day the trade 15 executed
Financial instruments held for trading

The fair value of a financial instrument 1s the amount at which the instrument could be exchanged tn a current
transaction between knowledgeable, willing parties, other than in a forced or liquidation sale

The company’s derivatve contracts consist of exchange-traded and over-the-counter (*OTC’} derivauves The
fair values of the company’s exchange-traded derivatives are generally determined from quoted market prices
OTC derivatives are valued using valuation models The company uses a variety of valuation models including
the present value of known or estimated cash flows and option pricing models  The valuanon models used to
derive the fair values of the company's OTC derivanves require inputs cluding contractual terms, market
prices, yield curves credit curves, measures of volatihity, prepayment rates and correlations of such nputs
The selection of a model 10 value an OTC denvauve depends upon the contractual terms of and specific nisks
isherent 1n, the nstrument as well as the availability of pricing information i the market  The company
generally uses similar models to value similar instruments  Where possible, the company verifies the values
produced by its pricing models to market transactions

For OTC derivauves that trade in hiquid markets, such as generic forwards, swaps and options, model inputs
can generally be verified and model selection does not involve significant management judgement For OTC
deryvatives that trade 1n less hiquid markets with imited pricing information, the determination of fair value 1s
inherently more difficult  Further, complex structures often involve muluple product types, requiring
addinonal complex imputs such as correlations and volauhties At the inception of an OTC dervative contract
the company values the contract at the model value if the company can venfy all of the significant model inputs
1o observable market data and venify the model to market transactions
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

ACCOUNTING POLICIES {continued)

Financial instruments held for trading (continued)

When approprate, valuations are adjusted to reflect vanious factors such as hquidity, bid / offer spreads and
credit considerations These adjustments are generally based on market evidence or predetermined policies  [n
certain circumstances, such as for highly ilhquid posttions, management’s estimates are used to determine these
adjustments Where the company does not have corroboraung market evidence to support significant model
nputs and cannot venfy the model to market transactions, management beheves that transaction price 1s the
best estimate of fair value at incepion  Accordingly, when a pricing model 1s used to value such an instrument,
the model 1s adjusied so that the model value at inception equals the transaction price

‘Day 1 P&L’ is the term used to describe the difference between the 1nitial transaction price and the fair value
calculated by internal models Day 1 P&L 1s released to profit and loss at the earher of the fair value becoming
observable using market parameters, or through reference to similar quoted products, and derecogmtion of the
financial instruments

The gains or losses resulting from the application of this policy are taken to the profit and loss account  As the
financial instruments owned and financial instruments sold but not vet purchased represents the trading
portfolio of the company, the directors are of the opinion that 1t would not be approprate to classify it as
current asset investments or to provide an analysis of such securities between those listed and unhisted

Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantiatly all the risks and
rewards of ownership to the lessee  All other leases are classified as operating leases

The company dacts as the lessee under certain operating lease agreements Leased assets are not recognised on
the balance sheet Costs in respect of operating leases, including any incenuves granted by the lessor, are
charged on a straight-line basis over the lease term and included within administranve expenses 1n the profit
and loss account

Offsetting financial assets and habilities

Financial assets and habilities are offset and the net amount presented 1n the balance sheet where the company
(3} currently has a legally enforceable nght to set off the recogmsed amounts, and

(n) ntends 1o settle on a net basis or to realise the asset and settle the llability simultancously

Where the conditions are not met, financial assets and habiliuies are presented on a gross basis in the balance
sheet
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

ACCOUNTING POLICIES (continued)

0.

P-

q.

Deferred taxation

Deferred tax 1s recogmsed (n respect of all uming differences that have onginated but not reversed at the
balance sheet date, where transactions or events have occurred at that date that will result in an obhigation to
pay more tax 1n the future or a nght to pay less tax in the future

Deferred tax assets are recogmsed only to the extent that the directors consider that 1t 1s more likely than not
that there will be smitable taxable profits from which the future reversal of the underlying timing differences
can be deducted

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply in the periods in
which uming differences reverse, based on tax rates and laws enacted or substantively enacted at the balance
sheet date

Dividends

Final dividends on financial instruments classified as equity are recognised 1in the period that they are approved
by the shareholders Interim equity dividends are recogmsed in the period that they are paid These dividends
are debited directly to equity

Pension cost

The company sponsors a defined contribution plan The amount charged to the profit and loss account in
respect of pension costs 1s the contributions payable 1n the period Differences between contributions payable
1n the pertod and contnbutions actually paid are shown as erther accruals or prepaymentis 1n the balance sheet

Share-based payments

The Goldman Sachs Group, Inc 1ssues awards in the form of restricted stock units ("RSUs’) and stock options
to the company’s employees for services rendered to the company The cost of equity based transactions with
employecs 15 measured based on the fair value of the equity instruments at the grant date  Non-market based
vesting conditions are nol taken nto account in measuring the fawr value of awards, but arc reflected by
adjusting over tnme the number of equity awards that are expected to vest Share-based awards that do not
contain vesting conditions are expensed immediately  Share-based employee awards that require future service
are amortised over the relevant service period

The Goldman Sachs Group, Inc seitles equity awards through the delivery of ordinary shares in The Goldman
Sachs Group, Inc The Goldman Sachs Group, Inc pays cash dividend equivalents on outstanding restricied
stock units The company has also entered into a chargeback agreement with The Goldman Sachs Group, Inc
under which 1t is commutied to pay the market value at grant date of those awards to the group at the time of
delivery to 1is employees

Other financial assets and habilities

Other financial assets and hahlities primarily comprise of long term subordinated debt and loans They are
mitally recogmsed at fair value and are subsequently remeasured at amortised cost with finance costs,
including discounts allowed on 1ssue, recogmsed on an accruals basis  All finance costs are charged to the
profit and loss account

Provisions and contingent liabihities

Provisions are recogmsed 1n the financial statements when 1t 1s probable that an outflow of economic benefits
will be required 1o setite a current legal or constructive obligation, which has arisen as a result of past events,
and for which a reliable esumate can be made of the amount of the obligation
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

ACCOUNTING POLICIES (continued)
q. Provisions and contingent liablities (continued)
Contingent habihities are

(1) possible obligations that anse from past events whose existence will be confirmed only by the occurrence,
or non-gccurrence of one or more uncertain future events outside the control of the company, or

(1) present obhgations that have ansen from past events but which are not recognised because etther an
outflow of economuc benefits 15 not probable or the amount of the cbhigations cannot be rehably
measured

Contingent liabihties are not recogmised n the financial statements  However the disclosure 1s made unless the
probability of settlement 1s remote

r. Financial habilities and equity

Financial habiites and equity investments are classtfied according to the substance of the contractual
arrangements An equily investment 1s any contract that evidences a residual 1nterest 1n the assets of the entity
after deducung all habilwies Investments are evalvated to determine if they contain both hability and equity
components The initial carrying amount of a compound financial mstrument 1s allocated first to the hability
component, measured at fair value, and the equity 1s assigned the residual amount

CASH FLOW STATEMENT

The company 1s a wholly owned subsidiary of The Goldman Sachs Group, Inc and 15 therefore exempt from
preparing a cash flow statement as required by FRS1 ‘Cash flow statements’ as the ulumate parent undertaking’s
consohdated accounts are publicly available

SEGMENTAL REPORTING

The head office and branch operate 1in two geographically disunct regions  Geographic segmental analysis 1s
provided below Geographic results have been allocated between Europe, Middle East and Africa (EMEA) and Asia
based on the locatton of the business

EMEA EMEA Asia Asia Total Total

2010 2009 2010 2009 2010 2009

£000 £000 £2000 £000 £000 £7000

Trading profits 81,084 144,321 13,514 27.126 94 598 171,447
Profit on ordinary
activities before

taxation 35,529 93 283 5662 14,799 41,191 108,082

Net assets 192,835 160 450 113,098 122,165 305 933 282,615

Both the head office and branch operate within the “Institutional chient services’ busiess segment, which includes
client execution activities relating to secondary bank dealing, agency lending and making markels i nterest rate
products and currencies As a result, no disclosure of segmental information by business has been provided

This business segment has been revised 1n line with that of the group In the prior penod, all activities were reported
under “Trading and principal investments’
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

INTEREST RECEIVABLE AND SIMILAR INCOME

Interest on securities purchased under agreements to
resell

Interest on loans 10 banks and customers
Interest on leans 1o group undertakings

INTEREST PAYABLE AND SIMILAR CHARGES

Interest payable on subordinated debt to parent
undertaking

Interest on loans from group undertakings
Interest payable on loans to banks and customers

PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION

Profit on ordinary activities before taxation is
stated after charging;

Auditors’ remuneration - audit services
Management fees charged by group undertakings
Staff related costs (see note 8)

Depreciation of tangible fixed assets

Foreign exchange loss on revaluation

Operating lease rentals - land and buildings

52 week period 57 week period
ended 31 December ended 31 December
2010 2009
£°000 £2000

4915 3,967

2,166 1,930

74 188

7,155 6,085
52 week period 57 week perod
ended 31 December  ended 31 December
2010 2009
£000 £000

2,256 5,012

2,863 4,075

392 1,266

6,011 10,353
52 week period 57 week perod
ended 31 December ended 31 December
2010 2009
£7000 £7000

60 61

45,015 47,570

5428 4,487

308 202

245 1,662

333 299
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

DIRECTORS” EMOLUMENTS

52 week period 57 week period

ended 31 December  ended 31 December

2010 2009

£000 £°000
Aggregate emoluments 303 179

Company pension contributions to money purchase

schemes ! |
304 130

In accordance with the Companies Act 2006, directors emolumenis above represent the proportion of total
emoluments patd or payable 1n respect of qualitying services only Directors also receive emoluments for non-
gualifying services which are not required to be disclosed Eight directors are members of the defined coninibution
pension scheme and defined benefit pension scheme

Nine directors have been granted shares in respect of long term incentive schemes Three directors have exercised
options

STAFF COSTS

All persons involved 1n the company’s operations, other than the branch, are employed by a group undertaking The
charges made by this group undertaking for all the services provided (personnel and other) to the company are
included 1n the management fees charged by group undertakings

The employees at the branch are employed directly by the branch  Under Korean regulations, the branch 1s treated

as a legal entity, hence 1t has the ability 1o enter into contractual agreements n s own nght

The average number of employees of the branch, 1s analysed below

52 week period 57 week period

ended 31 December  ended 31 December

2010 2009

Number Number
Institutional client services 8 6
Support functions 19 19
27 25

The employment costs incurred by the branch were

52 week period
ended 31 December

57 week period
ended 31 December

2010 2009

£7000 £000

Aggregate gross wages and salanes 5,155 4,210

Employer’s Nanonal Insurance Contnibutions 67 143
Employer's contnibutions 10 the defined contnbuiton

plan 206 134

Total dtrect costs of employment 5428 4,487
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010
STAFF COSTS (continued)
Pension schemes

The branch operates a defined contibution plan under Korean regulations It 1s required 1o have a severance plan
within the defined centribution plan 1t operates For employees with up to two years of service the branch
contributes 8 33% of each employee s annual base salary For employees with more than two years of service, the
firm contributes the higher of 12 5% of each employee’s annual base salary capped at 150,000,000 Korean Won
(£85.605) or 8 33% of total annual base salary with no cap The total contribution cost for the financial period 1s
£205,633 (2009 £133,720) and there 1s no amount 1n respect of this cost that remains payable as at the balance sheet
date

SHARE-BASED PAYMENTS
Stock incentive plan

Goldman Sachs I[nternational Bank’s ulimate parent company. The Goldman Sachs Group, Inc  sponsors a stock
mcentive plan, The Goldman Sachs Amended and Resialed Stock Incentive Plan (‘the SIP’) which provides for.
amongst others, grants of incentive stock options, non-qualified stock options and restricted stock units (‘RSUs™)

During the penod, the ulumate parent company 1ssued RSUs to the employees of Goldman Sachs International
Bank’s Korea branch

Restricted stock units

The ultimate parent company 1ssued RSUs to the branch’s employees under the SIP, primanly in connection with
period-end compensation RSUs are vatued based on the closing price of the underlying shares at the date of grant
Period end RSUs generally vest as outhned in the applicable RSU agreements All employee-RSU agreements
provide that vesting 1s accelerated tn certain circumstances, such as upon retirement, death and extended absence In
all cases, delivery of the underlying shares of common stock 15 conditioned on the grantees satisfying certain vesting
and other requirements outhined 1n the award agreements The acuvity related to these RSUs 1s set out below

31 December 2010 31 December 2009
No. of RSUs No. of RSUs
No future Future No future Future
service service service service
requirement requirement requirement requirement
Outstanding at the beginning of the penod 5,606 4,321 4,543 5,339
Granted during the period 1,700 10,496 - 6,031
Forfeited during the period - - - (80
Delivered during the period (5,159 - (4,259 -
Transferred out during the period - s - (1,647)
Vested during the penod 4,204 (4,204) 5.322 (5.322)
Outstanding at the end of the period 6,351 10,562 5,606 4,321

The weighted average grant-date fair value of the equity instruments granted during the 52 week period ended 31
December 2010 was $140 78 (57 week penod ended 31 December 2009 $75 92)

The branch recorded expenses of £467,037 for the 52 week period ended 31 December 2010 (57 week peniod ended
31 December 2009 £512.974) related to the amortisation of equity awards  The corresponding credit to equity has
been transferred 1o habilities as a result of the terms of the intercompany agreements with the group
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010
TAXATHION ON PROFIT ON ORDINARY ACTIVITIES

a. Analysis of taxation charge for the period:

52 week perniod
ended 31 December

57 week period
ended 31 December

2010 2009
£000 £°000
Current taxation;:
UK corporation taxation 11,837 30,571
Double Taxation Relief - (4,452)
Overseas taxation - 3,515
Adjustment to taxation n respect of prior
pertods {2,987 -
Total current taxation (see note b below) 8,850 29,634
Deferred taxation:
Other uming differences (see note 16) 2,811 (3,027)
Taxation charge on profit on ordinary
activities 11,661 26,607

b. Factors affecting taxation charge for the period

The current laxation assessed for the peniod differs from the standard rate of corporation taxation 1n the UK of 28%

(31 December 2009 28%) The differences are explained below

52 week period 57 week period
ended 31 December  ended 31 December
2010 2009
£000 £°000
Profit on ordinary activitics before taxation 41,191 108,082
Profit on ordinary activities muluphed by
standard rate 1n the UK 28% (2009 28%) 11,533 30,263
Expenses not deducuible for taxation purposes 140 75
Adjusiment in respect of foreign taxation - (937)
Other nming differences 164 233
Adjustment te taxation 1n respect of prior
periods (2,987) -
Current taxation charge for the period 8,850 29,634
DIVIDENDS PAID
52 week period 57 week period
ended 31 December  ended 31 December
2010 2009
£000 £000
Dividend cn equity shares
£0 01 fixed rate preference shares 5113 5,113
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 201¢

CUSTOMER ACCOUNTS RECEIVABLE
31 December 2010

31 December 2009

£000 £°000
Customer accounts comprise the following
repayable on demand:
Amounts due from customers 1,270 1,769
Amounts due from group undertakings 36,224 56,805
39,494 58,574

Amounts due from customers comprise balances due to the head office from brokers / dealers

Amounts due from group undertakings comprise amounts placed as cash collateral with the company by a fellow

group undertaking
FINANCIAL INSTRUMENTS

Included within financial instruments owned are amounts due from group undertakings of

£806,639 938 (31

December 2009 £773,903,815) and within financial instruments sold but not yet purchased are amounts due to

group undertakings of £857,308,381 (31 December 2009 £908,966,938)

TANGIBLE FIXED ASSETS

The movemenis 1n tangible fixed assets duning the period were as follows

Fixtures,
Leasehold fittings &
improvements equipment Total
£°000 £000 £7000
Cost
At 31 December 2009 444 1,074 1,518
Additions - 17 17
Currency translation 30 75 105
At 31 December 2010 474 1,166 1,640
Depreciation
At 31 December 2009 276 481 757
Charge for the period (see note 6) 97 211 308
Currency translation 21 38 59
At 31 December 2010 394 730 1,124
Net Book Value
At 31 December 2009 168 593 761
At 31 December 2010 80 436 516
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

OTHER ASSETS

Other amounts due from customers

Other amounts due from group undertakings
Deferred 1ax (see note 16)

Other assets

DEFERRED TAXATION

Deferred taxation balance comprises:

Timing differences in respect of foreign
taxauon

Other uming differences

The movements in the deferred taxation
balance were as follows*

At 31 December 2009

Translation adjustments

Transfer 1o the profit and loss account tor
the peniod (sce note 10)

At 31 December 2010

INVESTMENT IN SUBSIDIARY UNDERTAKINGS

31 December 2010

31 December 2009

£7000 £000
10 629 19,284
161 11,139
182 3212
5,387 1,323
16,559 34,958

31 December 2010

31 December 2009

£000 £000
- 2,936
382 276
382 3,212
3212
(19}
2,811
382

The company owns 100% of the £1 ordinary shares of Restamove Limited, a non-trading company that 1s registered

in England and Wales

Cost and Net Book Value
At 31 December 2009 and at 31 December 2010

CUSTOMER ACCOUNTS PAYABLE

Customer accounts comprise the following
repayable on demand

Demand deposits

Demand deposits from group undertaking
Amounts due to customers

Amounts due to group undertakings

31 December 2010

£

31 December 2009

£7000 £000
207,062 84,573
648,562 381.391
32,083 49,349
36,834 91,034
924,541 606,347
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

CUSTOMER ACCOUNTS PAYABLE (continued)

Amounts due to group undertakings include amounts deposited with the company to collateralise fully the undrawn
commuments which have been sub-parucipated

OTHER LIABILITIES
31 December 2010 31 December 2009
£000 £°000
Other amounts due 1o group undertakings 52,938 50,296
Corporation tax payable 3,437 30,335
Other habihites 6 35
56,381 80,666

LONG TERM DEBT

Long term debt compnises a loan advanced, during the period, by the ulumate parent undertaking of £64,145,739
Interest 1s payable on the loan at a margin over cost of funds rate The facility matures on 31 December 2020

SUBORDINATED DEBT

Subordinated debt comprises loan capital from the ultimate parent undertaking of £81,000,000 (31 December 2009
£100 809.335) Of this balance £55,000,000 matures on 1 August 2055 which 13 repayable on 5 years and | day's
nouice to or from the holder The remaining £26,000,000 matures on | February 2056 which 1s repayable on 2 years
and 1 day's notice o or from the holder During the year £7,428,501 matured on 12 January 2010 and £12,380,834
matured on 20 May 2010 Interest 1s payable on the loan at a margin over LIBOR  The nights of the lender are
subordinated to the claims of the senior creditors

SHARE CAPITAL

At 31 December 2010 and 31 December 2009, allotted, called up and fully paid share capital comprised

31 December 2010 31 December 2009
No. £°000 No. £2000

Allotted, called up and fully paid
Ordinary shares of £1 each 6,410,256 6,410 6,410,256 6,410
Preference shares of £0 01 each 63,917,526 639 63,917,526 639
7,049 7,049

The preference shares carry limited votuing nghts and on a winding up the holders have a preferential right (o return
of capital together with any premium

The company’s preference shares carry a fixed non-cumulative preferential dividend at the rate of 8 pence per share
per annum
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23.  SHARE PREMIUM ACCOUNT AND RESERVES
Share Premium Other Reserve Profit and Loss

Account Account Account
£000 £7000 £2000
At 31 December 2009 61,361 (992) 215,197
Profit for the period - - 29,530
Payment of preference dividend - - (5,113)
Cumulative translation adjustment - 7471 -
Loss on net investment hedge - (8,570) -
At 31 December 2010 61,361 (2,091) 239,614

The other reserve account compnses the translation differences ansing on consohidation of the branch whose
functional currency 1s Korean Won and also includes the loss on the net invesiment hedge in respect of the Korea
Branch

24.  RECONCILIATION OF MOVEMENTS IN SHAREHOLDER’S FUNDS

31 December 2010 31 December 2009

£°000 £000
Profit on ordinary activities after taxation 29,530 81,475
Non-cumulative preference dividend paid (see note 11) (5,113) (5,113)
Movement in other reserve account (1,099) 1,088
Share-based payments (see notc 9) 467 513
Management recharge related to share-based payments (467) (513)
Net increase 1n shareholder’s funds 23,318 77,450
Opening shareholder’s funds 282,615 205,165
Closing shareholder’s funds 305,933 282,615

25. FINANCIAL COMMITMENTS AND CONTINGENCIES
Commutments

a  The commitments below are sub-participated to third party institutions  Amounts sub-participated to group
undertakings are not included as these companies have deposited cash with the company to collateralise the
undrawn commitments fully (see note 18)

31 December 2010 31 December 2009

£000 £7000
Undrawn loan commitments 121,984 168,081
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

FINANCIAL COMMITMENTS AND CONTINGENCIES (continued)

b The company leases certain buildings on long-term leases  Under these leases, which are subject to
rencgoniation at various intervals specified 1n the leases the company pays all insurance mawnienance and
repairs of these properties  The rentals that the company 1s committed to pay in the next year 15 as follows

31 December 2010 31 December 2009

£000 £000
Maturity of lease:
Less than one year 265 -
Between two and five years - 283
265 283

Contingent Liabilities

a  The company has a conungent hability to tax authoniutes in relation with certain tax obhgations of Goldman
Sachs (UK )} LL C and Goldman Sachs Holdings (U K} The present value of guarantec 1s £8,590,647 (31
December 2009 £8,891,545) This 1s covered by a back to back guarantee with the ultmate parent company
The Goldman Sachs Group Inc

b The company, 1 (s capacily as an agency lender, indemnifies most of 1ts securities lending customers aganst
losses 1ncurred 1n the event that borrowers do not return securities The maximum exposure 10 loss under
guaraniec at the penod end 15 £510,036,045 (31 December 2009 £197,414,592) The market value of the
collateral held to cover the loss was £537,353,260 (31 December 2009 £215,740,183) There 1s mimimal
performance risk associated with these guarantees

RELATED PARTIES

The company 15 a wholly-owned subsidiary of The Goldman Sachs Group, Inc, whose consolidated accounts
mcludes the company and 1s publicly available As a result, under the terms of paragraph 3(c) of FRS 8 ‘Related
Party Disclosures’, the company 1s exempt from disclosing transacuions with companies also wholly owned within
the group There were no other related party transactions requiring disclosure

FINANCIAL RISK MANAGEMENT

Normal trading activities expose the company to market, credit and hquidity nisk These acuvities tnclude loan
origination, secondary trading and related activities in the company and derivative posttions 1o the branch The nisks,
described below, are managed 10 accordance with established risk management policies and procedures

The Goldman Sachs Group, Inc manages market, credit and hqudity nsk on a consistent basis firmwide
Consequenily, the company, as part of a global group, adheres to global nisk management policies and procedures

The company seeks to moattor and control its risk exposure through a variety of separate, but complementary,
financial, crecht, operational, compliance and legal reporung systems In addiion, a number of global regional and
enuity comumltees are responsible for monnoring nsk exposures and for general oversight of the company's risk
management process These committees meet regularly and consist of semor members of both the revenue-producing
units and departments that are independent of the revenue-producing umits In addiion to the committees, functions
that are independent of the revenue-producing umts such as Compliance Finance, Legal, Internal Audit and
Operations, perform global nsk management functions, which include momtoring, analysing and evaluating risk
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

FINANCIAL RISK MANAGEMENT (continued)

a.

Market risk

Market nisk 1s the nsk of loss 1n the value of the company’s financial instruments due to changes 1n market
prices, which arise from market making activities Categories of market risk include exposures to nterest rates
and currency rates A description of each market nisk category 1s set forth below

. interest rate nisks primarily result from exposures to changes 1n the level, slope and curvature of the
yield curve, the velaulity of interest rates, funding spreads and credit spreads

. currency rate nisks result from exposures to changes in spot prices, forward prices and volanlities of
currencies

The company manages market risk by diversifying exposures, controlling posiion sizes and estabhshing
economic hedges n related securities or denvatives This includes

. accurate and iimely exposure informatien incorporating multiple risk metrics,
. a dynamuc himit setting framework, and
. constant communication among revenue-producing umits, risk managers and senior management

Market Risk Management, which 1s independent of the revenue-producing umts and reports to the group’s
chief risk officer, has primary responsibiity for assessing, monitoring and managing market risk firmwide
Risks are monitored and controlled through strong firmwide oversight and independent control and support
functions across the group’s global businesses

Market Risk Management produces risk measures and monutors them agamnst market nsk himits set by the
group’s nsk commttees These measures reflect an extensive range of scenarios and the results are aggregated
at trading desk, business and firmwide levels

A variety of nsk measures are used to estimate the size of potential losses for both moderate and more extreme
market Risk measures used for moderate periods include Value-at-Risk (‘VaR’) and sensiuvity metrics For
extreme market conditions, the primary nisk measures are stress tests The risk reports detail key risks, drivers
and changes for each desk and business, and are distributed daily to semior management of both the revenue-
producing units and independent control and support functions

Value-at-Risk

VaR 1s the potennal loss 1n value of trading positions due to adverse market movements over a defined tume
honzon with a specified confidence level

For the VaR numbers reported below, a one-day ume honizon and a 95% confidence level were used This
means that there 1s a 1 1n 20 chance that daily trading net revenues will fall below the expected daily trading
profit by an amount at least as large as the reported VaR Thus, shortfalls from expected trading profit on a
single trading day greater than the reported VaR would be anticipated to occur, on average about once a
month  Shortfalls on a single day can exceed reported VaR by significant amounts Shortfalls can also
accumulate over a longer ime horizon such as a number of consecutive trading days

The modelling of the nisk characterisiics of the company's trading positions involves a number of assumplions
and approximations While management believes that these assumptions and approximations are reasonable.
there 1s no standard methodology for esumating VaR and different assumptions and / or approximations could
preduce materially different VaR esumates
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2010

FINANCIAL RISK MANAGEMENT (continued)

a.

MarkKket risk (continued)

The company uses historical data to estimate our VaR and, to better reflect current asset volatilities, the
company generally weights listorical data to give greater importance 1o more recent observations Given its
reliance on historical data, VaR 1s most effective in estimating rnisk exposures 1n markets in which there are no
sudden fundamental changes or shifts in market conditions  An inherent lumtation of VaR 1s that the
distnbution of past changes 1n market nisk factors may not produce accurate predictions of future market nisk
Diiferent VaR methodelogies and distributional assumptions could produce a matenally different VaR
Moreover, VaR calculated for a one-day time horizon does not fully capture the market nsk of positions that
cannot be iquidated or offset with hedges within one day

The following table sets forth the period end and daily VaR
31 December 2010 31 December 2009

£000 £°000
Total VaR at the end of the year 270 327
Average daily VaR for the period 314 817

Other market nisk tocls

In addition, the company’s VaR excludes certain funding habhues  As at 31 December 2010, the carrying
value of these habiliies was £81,000,000 (31 December 2009 £100,809,335) If interest rates had been 50
basis points higher or lower and all other vanables were held constant, the 1mpact on these funding habilines
would be to increase / decrease the company’s net profit by £339,600 (31 December 2009 £523,757 ), manly
attributable to exposure to interest rates on the company’s variable rate borrowings

b. Credit risk

Credit nsk represents the potential for loss due to the defauit or detenoration n credit quality of a counterparty
e g an OTC denvatives counlerparty or a borrower, or an 1ssuer of secunties or other instruments the company
holds Exposure to credit nsk comes mostly from client transactions in OTC denvatives and loans and lending
commitments Credit nisk also comes from cash placed with banks, secunties financing transactions, 1 ¢ resale
and repurchase agrcements and securities borrowing and lending acuvities, and recervables from brokers /
dealers, clearing organisations, customers and counterpdrties

The Credit Risk Managememt deparument, which 1s mdependent of the revenue-producing umits and reports 1o
the group’s chief nisk officer, has primary responsibility for assessing, momtoring and managing credit nsk at
the firm  The Credit Policy Commuttee and the Firmwide Risk Committee establish and review credit pelicies
and parameters In addition, the company holds other positions that give nise to credit nisk, e g bonds held in
inventory These credit nisks are captured as a component of market risk measures, which are monitored and
managed by Market Risk Management, consistent with other inventory positions

Pohcies authonsed by the Firmwide Risk Commuttee and the Credit Pohicy Commattee prescribe the level of
formal approval required for the company to assume credit exposure to a counterparty across all product areas,
taking 1nto account any enforceable netting provisions, collateral or other credit i<k mitigants
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27.  FINANCIAL RISK MANAGEMENT (continued)

b. Credit risk (continued)

Effecuve management of credit risk requires accurate and umely informaton, a high level of communication
and knowledge of custemers, countries industries and products The process for managing credit risk

includes

. approving transactions and setting and communicating credut exposure hinuts,

. monitoring comphance with established credit exposure limits

. assessing the hkehihood that & counterparty wall default on 1ts payment obhgations,

. measuring the company’s current and potential credit exposure and losses resulting from counterparty
default,

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

. use of credit sk mitigants, including entering into agreements that enable the company to obtain

collateral from a counterparty entering into hedge agreements with group undertakings and seeking
third-party guarantees of the counterparty's obligations, and

. communication and collaboration with other independent control and support functions such as
Operauons, Legal and Complhance

As part of the risk assessment process, Credit Risk Management performs credit reviews which include imiual
and ongoing analyses of the company’s counterparties A credit review 1s an independent judgement about the
capacity and willingness of a counterparty to meet its financial obhgations For substantially all ot the
company’s credil exposures, the core of the process 1s an annual counterparty review A counterparly review 1s
a wrilten analysis of a counterparty’s business profile and financial strength resulting 1n an internal credit rating
which represents the probability of default on financial obhgations to the company The determination of
mnternal credit ratings incorporates assumptions with respect to the counterparty’s {uture business performance,
the nature and outlook for the counterparty’s industry and the economic environment  Senior personnel within
Credit Risk Management, with expertise 1n specific industries, ispect and approve credit reviews and internal
credit ratings

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

Credit nsk 1s measured based on the potential loss 1n an event of non-payment by a counterparty  For
dertvatives and securities financing transacuons, the primary measure (s potential exposure, which 1s the
estimate of the future exposure that could arise over the Iife of a transaction based on market movements within
a specified confidence level Potential exposure takes into account netung and collateral arrangements  For
loans and lending commitments, the primary measure 1s a function of the nononal amount of the position
Credit nsk 1s also monttored 1n terms of current exposure, which 1s the amount presently owed to the company
after laking nto account applicable netung and collateral  Credit risk represents the loss that the company
would incur 1f a counterparty or an 1ssuer of securities or other struments the company hold fails to perform
under 1ts contractual obligations to us or upon a deterioration 1n the credit quality of third parttes whose
securities or obligations the company hold
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FINANCIAL RISK MANAGEMENT (continued)

b. Credit nsk (continued)

Derivatives

Denvative contracts are struments, such as futures forwards, swaps or option contracts that derive their value
from undertying assets, indices reference rates or a combination of these factors Denvative instruments may
be privately negotiated contracts, which are often referred to as OTC derivatives, or they may be hsted and
traded on an exchange

Substantally ali of the company's derivauve transactions ate entered 10to to facilitate client transacuons, (o take
long term investing positions or as a means of risk management In addiion to derivative transactions entered
nto for trading purposes, the company enters into derivative contracts 1o manage currency exposute on Its net
tnvestment 10 non-U S operations and to manage the interest rate and currency exposure on 1ts long-term
borrowings and certain short-term borrowings

Denvatrves are used in the company's business and the company believes that the associated market nsk can
only be understood relative 1o all of the underlying assets or risks being hedged

The fair value of our derivative contracts 1s reflected net of cash patd or received pursvant to credit support
agreements and 1s reported on a gross-by-counterparty basis in our financial statements unless the company has
a current legal night of set off and also intends to settle on a net basis  For an OTC dernvative, the company's
credit exposure 1s directly with the company's counterparty and continues until the maturity or termination of
such contract

Denivative transactions may also involve legal nsks includimg the nisk that they are not authonsed or
appropriate for a counterparty, that documentatton has not been properly executed or that executed agreements
may not be enforceable against the counterparty The company attempts to munimuse these risks by obtaining
advice of counsel on the enforceabihity of agreements as well as on the authonity of a counterparty to effect the
denvative transaction

The following table represents the company’s maximum exposure to credit nisk without taking account of the
value of collateral obiained or any other credit enhancements (for example derivative master netting
agreements)

31 December 2010 31 December 2009

£2000 £7000
AA/Aa 28215 34,819
AA 2 493 995 1 991.861
BBB/Baa 78 778 231,191
BB/Ba 10367 21,163
B/B 6,796 22,406
cce 29 -
Not Rated 14,031 26.180
2,632,211 2,327,620

The 1able above groups exposure based on nternal raungs assigned by the credit department  As of the period
end, financial assets past due or impaired were insignificant
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27.  FINANCIAL RISK MANAGEMENT (continued)
b. Credit risk (continued)
Collateralised Transactions

The company receives financial instruments as collateral primarily 1n connection with derivative transactions
Such financial instruments may include obligations of the U S Government, federal agencies, sovereigns and
corporations as well as equittes and convertibles

In many cases, the company 15 permitted to dehver or repledge these financial instruments in connection with
entering to repurchase financings, collaterahsing dervative transactions and meeting firm or customer
settlement requirements As of 31 December 2010, the fair value of financial instruments received as collateral
by the company that they were permitted 10 deliver or repledge was £1,083 8 million (31 December 2009
£747 8 milhion), of which the company dehivered or repledged £Nil (31 December 2009 £Nil)

The company did not pledge assets that they own 1n the current period or prior period 1o counterparties who
may or may not have the right 1o deliver or repledge

c. Liquidity risk

Ligmdity 1s of cntical importance to financial msututions Accordingly, the company has mm place a
comprehensive and conservauve set of liqudity and funding pelicies to address both company-specific and
broader industry or market liquidity events The principal objective 1s 1o be able to fund the company and to
enable the core businesses to continue to generate revenues under adverse circumstances

The following table details the company’s undiscounted cash flows of 1ts financial habtlities by contractual
matunity including interest that will accrue except where the company 15 entitled 1o repay the liability before s
matunty Denivative contracts included within financial 1instruments sold but not yet purchased are presented at
thewr fair value and disclosed as ‘on demand’ The company considers this more accurately represents the
hquidity nisk ansing from derivauves and 1s consistent with how those risks are managed
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FINANCIAL RISK MANAGEMENT (continued)

¢. Liqudity nisk (continued)

Customer accounts
pavable

Financal
Instruments

Other habiliies

Accruals and
deferred mcome

Subordinated debt

Long term loan

Total at 31
December 2010

Customer accounts
payable

Financial
instruments

Other hiabilities

Accruals and
deferred income

Subordinated debt

Total at 31
December 2009

As at 31 December 2010

As at 31 December 2009

Trading /On  Subject to Not more More than More than More than Total
Demand Notice than three three one year but five years

months months but not more

not more than five

than one years

year
£000 £000 £°000 £000 £7000 £000 £000
(33,107) (208,226) (34,646) (648,562) - - (924,541)
(1,197,129) - - - - - (1,197.129)
(29,711) (247)  (25,35D) - (1,072) - (56.381)
- - (3,049) - (32) - (3,081)
- - - (2,227 (33.161) (55,000 (90.388)
- - - (1,721) {6,882) (72,747) (81.350)
(1,259,947) (208,473) (63,046) (652,510) (41,147) (127,747) (2,352870)
Trading /On  Subject to Not more Morethan Morethan More than Total
Demand Notice than three three one year but five years

months months but not more

not more than five

than one years

year

£000 £000 £7000 £000 £7000 £000 £000
(90,754) (84,573) (431,020) - - - (606,347)
(1,253,977) - - - - - (1,253 977)
(6,092) (126)  (42,724) (30,863) (861) - (80 666)
- - (3,206) - - - (3,206)
- - (7,429 (14,414) (31,353) (55,000) (108,196)
(1,350,823) (84,699) (484,379 (45,277) (32,214) (55,000) (2,052,392)
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27. FINANCIAL RISK MANAGEMENT (continued)
d. Fair value of financial instruments

For financial assets and habilines not measured at fair value, the carrying amounts 1n the balance sheet are a
reasonable approximation of fair value given the short term nature of these instruments, with the exception of

the below
Carrying Value Approximate fair value
2010 2009 2010 2009
£000 £°000 £000 £000
Long-term subordinated debt (see note 21) 81 000 81,000 79,966 78,132

The long term subordinated loans are repayable on either 2 years and 1 day or 5 years and 1 day’s notice to or
from the holder Consequently, the fair value of long term subordinated debt has been determined on the
assumpuion that all loans are repaid on therr carliest potential repayment date, although repayment 15 subject to
FSA approval

e. Fair value hierarchy

FRS 29 specifies a hierarchy of valuation technigques based on whether the 1nputs to those valuation techniques
are observable or unobservable Observable inputs reflect market data obtained from independent sources,
unobservable nputs reflect the company’s market assumptions These two types of inputs have created the
following fair value hierarchy

. Level | - Quoted prices (unadjusted) 1in active markets tor identical assets or habihues  This level
includes hsted debt instruments on exchanges and exchange traded derivatives

. Level 2 - Inputs other than quoted prices included within Level | that are observable for the asset or
liability, erther directly (that 1s as prices) or indirectly (that 1s, derived from prices) This level includes the
majonty of the OTC denvauve contracts

. Level 3 - Inputs for the asset or liability that are not based on observable market data (unobservable
inputs) This level includes financial instruments with signsficant unobservable components

The huerarchy requires the use of observable market data when available The company considers relevant and
observable market prices in its valuauons where possible The following table presents the company’s financial
insiruments owned and financial mstruments sold but not yet purchase measured at fair value at 31 December
2010
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FINANCIAL RISK MANAGEMENT (continued)

e. Fair value hierarchy (continued)

Financial Assets at Fair Value as of Level ! Level 2 Level 3 Total balance
31 December 2010 £°000 £000 £2000 £2000
Secunues purchased under agreements (o

resell, at fair value - 1,065,325 - 1 065 325
Financial instruments owned 1,469 1,357,310 1,892 1,360,671
Total financial assets at fair value 1,469 2,422,635 1,892 2,425,996
Financial Liabilities at Fair Value as of Level 1 Level 2 Level 3 Total balance
31 December 2010 £000 £000 £7000 £7000
Financial istruments sold but not yet

purchased - (1,195,235) (1,894) (1,197,129)
Total financial habilities at fair value - (1,195,235) (1,894) (1,197,129

Durning 2010, there were no transfers between level 1 and 2 The following 1able presents the changes in level 3
instruments for the year ended 31 December 2010

Financial

Financial Total assets instruments sold Total habilities

instroments designated at fair but not yet designated at fair

Reconailiation of Level 3 owned value purchased value
Items £000 £°000 £7000 £°000
At 31 December 2009 1,591 1,591 (2 460) (2,460)
Profti or loss 1,905 1,905 (1,956} (1,956)

Transters into or out of Level 3 (1,604) {1,604) 2,522 2,522
At 31 December 2010 1,892 1,892 (1,894) (1,894)

In relation to sensitivity of level 3 disclosures, there would be no significant impact to the profit and loss from the
use of alternative inputs due to the nature of fully hedged positions

f. Capital management

The company 1s regulated by the UK Financial Services Authority (FSA) and as such 1s subject to examination by
the FSA and to mimumum capital adequacy standards In implemenung the Capital Requirements Directive (CRD)
the FSA requires each bank and banking group to maintain an individually prescnbed rauo of capital 1o nisk
weighted assets The company momtors and demonstrated comphance with the relevant regulatory capital
requirements of the FSA at all umes during the period
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FINANCIAL RISK MANAGEMENT (continued)

f.

Capital management (continued)

The level and composition of the company's capial 1s prnincipally determined by the 1ts regulatory capital
requirements but may also be influenced by the business environment conditions 1n the financial markets and

assessments of potenual future losses due to extreme and adverse changes 1n the company's business and
market environment

For regulatory purposes, the company's capital 1s divided into three tiers

As at 31 December 2010

* Tier | caputal - £305,933,000 (2009 £282.615,000) - compriscs permanent share caputal, profit and loss
account and reserves, share premium account, perpetual non-cumulanive preference shares

* Tier 2 capntal - £55,000,000 (2009 £55,000,000) - solely comprises qualifying long term subordinated
debt

* Tier 3 capital - £26,000,000 (2009 £45,809,000) - comprises quahfying short term subordinated debt

Various regulatory limits and deductions are applied

ULTIMATE PARENT UNDERTAKING

The immediate parent undertaking and the paremt company of the smallest group for which consolidated

financial statements are prepared 1s Goldman Sachs Group Holdings (U K ), a company incorporated 1n Great
Britain and registered in England and Wales

The ulumate paremt undertaking and the parent company of the largest group for which consohdated financial
statements are prepared 1s The Goldman Sachs Group. Inc , a company incorporated within the Umted States of

America Copies of s accounts can be obtained from 200 West Street, New York, NY 10282, United States of
America, the group s princtpal place of business




