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Goldman Sachs 

III. INVESTMENT SUMMARY 
Until now Goldman Sachs (GS) has withstood the ripples effect of plummeting financial 

and capital markets, and widespread losses and write downs in the US mortgage backed 

securities market. Almost all of its peers including Merrill Lynch (ML), Morgan Stanley 

(MS) and Lehman Brothers (LEH) posted huge losses off write-downs in their trading and 

investment portfolios in the first two quarters of 2008 while GS has been able to contain 

its losses off relatively better quality of its assets, and managed to offset these from gains 

off its more favorable derivative positions. With problems in the financial markets 

expected to continue beyond 2008, we expect the operating performance of GS to be 

impacted by the deteriorating global macroeconomic environment given its high exposure 

to level 3 assets (197.6% of tangible shareholders equity) and high leverage (adjusted 

leverage of 14.7x). In addition, a continuous rise in its VaR (a measure of potential loss in 

value of trading positions due to adverse market movements) as a result of increased 

volatility and widening of spreads in the underlying investment assets could dampen GS 

trading revenues (currently being the highest amongst its peers group and comprising 

nearly 30% of its revenues before interest expense). Moreover, we believe that lackluster 

M&A business volumes could further lead to softening of investment banking revenues in 

the near-to-medium term. Based on our relative valuation of GS vis-à-vis its peer group, 

we have arrived at a per share valuation of GS at $144.3, implying a potential downside 

risk of 21.1% from its current per share price of $182.8. 

 
IV. KEY POINTS 

Banks’ valuation likely to be impacted by continuing tumbling of the US financial 
sector: Continuing financial crisis, further reinforced by collapse of Freddie Mac and 

Fannie Mae, is likely to hit US banks’ valuation as widespread negative sentiments 

continue to grip the markets. The dwindling investor confidence is reflected by record high 

corporate bond spreads and plummeting price multiples. Banks including investment 

banks like Goldman Sachs are likely to be adversely hit as the risk attached to such 

businesses are expected to get re-priced. In addition, the specter of significantly 

increased regulation is coming down the pike, compressing leverage, hence margins in 

an attempt to quell the potential for systemic financial market disruption. 

 
GS’ high market risk reflects the bank’s high stakes on the fate of the global 
financial markets: GS’ relatively high and consistently rising trading VaR and its 

increased exposure to other market risks (not represented by VaR) indicate increased 

volatility that GS trading portfolio is exposed to. The current volatile financial and capital 

markets will certainly test GS’ ability to withstand probable increases in losses in its 

trading portfolios in the coming periods. 

 
High financial risk reflected by adjusted leverage ratio: GS scores relatively low 

among its peers in terms of the adjusted leverage ratios, representing higher financial 

risk. Although the second quarter saw a noticeable fall in GS’ adjusted leverage ratio to 

14.7x from 18.6x in 1Q2008, following a $100 bn trim down in total assets, the ratio still 

remains higher than those of its peers. 

July 21, 2008 

P rice ($) 182.8                 
Target P rice ($) 144.3                 
52 week range ($) 140.3‐250.7

P rice performance
1 month 0.0%
3 month 1.6%
12 month ‐15.0%

S hares  outstanding  (mn) 393.8                 

Adjusted leverage ratio 14.7x
T ier 1 ratio 10.8%
Total capital ratio 14.2%
Level 3 assets  to adjusted  equity 197.6%

R eturn on equity  26.7%
R eturn on assets   1.0%
C ompensation exp. / revenue 23.0%
Non‐compensation exp. / revenue 9.3%

Market capitalization ($ mn) 72,003               
C urrent P /B 1.83                   
C urrent P /E 7.39                   
C urrent P /S 0.96                   
C ost of equity 14.6%
Beta 1.78                 

Market overview

Operating  and financial performance metrics

Valuation

 
 

‐

20 

40 

60 

80 

100 

120 

140 

100

130

160

190

220

250

Jul‐07 Sep‐07 Nov‐07 Jan‐08 Mar‐08 May‐08 Jul‐08

Vo
lu
m
e 
('0
00
s)

Pr
ic
e 
($
)

Price volume chart

Vol in 000's price

 
 
 
 
 
 

 
 
 



  

4 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 
 
Massive off-balance sheet exposure of probable losses from unconsolidated Variable 
Interest Entities (VIEs): With GS’ maximum exposure to loss in unconsolidated VIEs 

standing at $22.2 billion, representing nearly 50% of the total shareholder’s equity, 

compared to similar figures of 26% and 4% for Morgan Stanley and ML, respectively, GS 

assumes a far higher off-balance sheet risk. Further, the exposure is in some of the riskier 

and troubled asset categories like CDOs, CLOs and real estate securities, held indirectly 

through its unconsolidated VIEs, which is likely to dent GS’ performance in coming periods. 
 
Illiquid level 3 assets forming a relatively higher proportion of adjusted total assets: 
With a relatively high level of level 3 assets as percentage of total assets and as percentage 

of shareholders’ equity compared to its peers, GS could run risk of higher write downs, 

particularly on mortgage backed securities, as spread continue to widen and investors 

appetite for risk continue to decline. Although these ratios witnessed a decline in the second 

quarter of 2008 due to transfers to level 2 assets, GS continue to have sizeable exposure in 

high risk Alt-A and subprime residential mortgage-backed securities. 

 

Tough times anticipated in GS core businesses: GS’ core businesses are likely to get hit 

by continuing global slowdown in the capital market activities. Slackening M&A, IPO and 

bond issuance activities are likely to impact the investment banking revenues while lower 

investors’ risk appetite and continuing negative returns in equities will probably slow-down 

GS’ trading and fee-based asset management income, in our view. The exception to this 

would be those proprietary and client driven volatility trading desks that attempt and may 

succeed at benefitting from extremes in volatility. This is a dual edged blade though, for 

these trading strategies often carry higher inherent risks, higher VaR, and lower risk adjusted 

returns than the more plain vanilla businesses. Basically, when the doo doo hits the fan in 

these businesses, it tends to splatter farther than normal – splashing any business units that 

may be standing around.  

 
GS’ asset quality has declined over the past two quarters: The proportion of non-

investment grade securities in GS’ trading and investment portfolio has increased over the 

last two quarters. Though GS’ liquidity position remains strong, exposure to riskier assets 

raises concerns about write downs in the near future. This is expected to be exacerbated in 

the very near future due to the fact that there are no longer any insurers who have, and who 

are wrapping derivative securities that have a AAA or Aaa rating that is not on negative 

watch for prospective downgrade. This translates into a literal dearth of high end investment 

grade derivative instruments that relied on monoline insurance wraps. It also means that the 

implicit leverage inherent in overcollateralization (a method of pursuing a higher credit rating 

for security by pledging more than 100% collateral to a deal) may very well come home to 

roost in unexpected ways. 
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III. VALUATION 

Considering the volatility of earnings of financial and banking institutions, and their relative 

balance sheet strength to withstand the current deteriorating macro-economic conditions, 

we believe relative valuations based on a P/B approach will reflect the company’s current 

valuation better than valuations based on future stream of income based on DCF and P/E 

approaches. Using an average 2009 adjusted P/B multiple of 1.27x (after applying a 25% 

premium for the sake of conservatism, recognizing that the market places a premium on 

the Goldman Sachs brand), we calculate GS’ per share valuation at $144.2, representing a 

21.1% lower valuation from its current price of $182.8.  

 
Company Market Cap

(US$ mn) P/E

2008E 2009E 2010E 2008E 2009E 2010E 2008E 2009E 2010E
Goldman Sachs           81,803      2.21      2.01       1.64       1.88       1.56      1.27    10.63      8.62     5.58 
Morgan Stanley           42,775      1.46      1.24       1.10       1.35       1.21      0.95      8.43      6.70     5.75 
Merrill Lynch           30,459      1.46      0.93       0.89       1.41       1.20      1.12  NM      6.92     6.95 
Lehman Brothers           13,270      1.28      0.74       0.65       0.70       0.64      0.59  NM      4.74     3.90 
Industry Average (excluding GS) 1.40 0.97 0.88 1.15 1.02 0.89 8.43 6.12 5.53

Price/ Revenue 
per share

Adjusted P/B

 
 

 

Adjusted P/B based valuation 
 
We have valued GS based on adjusted P/B multiple. Based on adjusted P/B of 1.02x for 

2009 for its peer group and applying a premium of 25%, GS’ valuation comes to $148.5 per 

share (excluding loss from unconsolidated VIE’s, again in an effort to come to a 

conservative conclusion), with a downward potential of 18.8% from the current share price 

of $182.8. It is quite likely that losses will emanate from unconsolidated VIEs. 

 

Including losses from unconsolidated VIE’s of $1.5 bn (after-tax), GS book value per share 

for 2009 is expected to be $113.6. Based on P/B multiple of 1.27x (2009 P/B multiple of 

peer group and a 25% premium), GS fair value per share is approximately $144.3 with a 

downward potential of 21.1% from current share price of $182.8. 

 
P/B approach
Price-to-book value (2009) 1.27              

Book value per share (excluding VIE loss) 116.9
Estimated share price 148.5            
Upside (downside) -18.8%

Book value per share (including VIE loss) 113.6
Estimated share price 144.3            
Upside (downside) -21.1%  



  

6 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 
IV. INVESTMENT HIGHLIGHTS 

Valuations likely to be impacted by continuing tumbling of 
the US financial sector 
 

Collapse of Freddie Mac and Fannie Mae indicating no-near end of the financial 
crisis: Rapidly dwindling confidence in the US financial sector following widespread 

losses and write-downs in the underlying securities held by financial and banking 

institutions has necessitated a revisit to the valuations these institutions are trading at. 

A sharp rise in credit default swaps (CDS) for some of the largest commercial and 

investment banks in the US over the last few weeks indicate a lowering investment 

confidence at the current level of valuation. With Freddie Mac and Fannie Mae losing 

about 80% of their value this year off rising mortgage worries in the form of increasing 

delinquencies and defaults, the problems in the financial market seem far from over.  

 
Spreads for financial corporate bonds, measuring investors’ risk appetite, have 

widened to their highest level in two years to 344 basis points over US Treasuries, 

indicating a larger probability of further distress. With returns from the banking and 

financial sector not expected to improve significantly over the next 12-18 months, the 

period of negative returns will continue at least till the end of the second half of 2008 

and probably through 2010, in our view. 

 
Decline in price multiples for investment banks to continue off expected 
widening of spreads and increasing write-offs: Morgan Stanley, LEH and ML, 

which were trading at an average two-year forward P/B multiple of 1.39x at the 

beginning of this year, are now trading at 1.02x. The trend in declining valuation is 

expected to continue till losses off write-downs and loan losses of investment banks 

decline to the pre-sub prime crisis level and investors’ confidence in the financial and 

capital markets is reposed. We expect GS’ valuation to follow the decline in peer group 

multiples in the near-to-medium term, and estimate a downside of 21.1% in its current 

price of $182.8. Amid escalating inflation pressure and widespread write-downs 

witnessed by banks, which has forced Fed into a “tennis-neck” syndrome, a perfect 

solution to the current crisis has not yet come to light. 



  

7 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 
 

Goldman Sach’s towering market risk reflects the 
company’s high stakes gambit on the fate of the global 
financial markets 
 
Rising trading risk off consistent increase in VaR: Goldman Sach’s consistently 

rising trading VaR indicates the increased volatility that Goldman Sach trading portfolio 

is exposed to amid current deteriorating capital and financial market conditions. 

Goldman Sach’s average daily VaR (at 95% confidence level) increased a significant 

38.3% to $184 mn in 2Q2008 from $133 mn in 2Q2007. This was much higher than 

the 2Q2008 figures of $99 mn for Morgan Stanley and $123 mn for LEH. In 2Q2008 

VaR for Morgan Stanley increased by a modest 2.1% over 1Q2008, and declined 

15.4% for Lehman, in contrast to a 17.2% increase for Goldman Sach. The company 

also stands to lead its peers in terms of ‘VaR as a percentage of equity shareholder’s 

equity’ at 0.41% (up from 0.36% in 4Q2007), next only to Lehman. With financial and 

capital markets continuing to remain volatile and uncertain in a very, very difficult 

macro-economic environment, Goldman Sach’s high level of VaR is likely to test its 

ability to withstand an expected increase in losses in its trading positions.  
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Based on latest quarterly filings. Merrill Lynch  has not yet disclosed its VaR numbers 

 
In May 2008, Goldman Sach’s VaR peaked to $214 mn with an average VaR of $194 

mn (with a potential of wiping off 0.43% of shareholder’s equity once in every 20 

trading days), up from $171 mn in February 2008. Also, the fact that Goldman Sach’s 

trading losses incurred on a single day exceeded its one-day VaR on three occasions 

during 2Q2008 compared with two in 1Q2008 indicate a higher likelihood of trading 

losses for Goldman Sach in the second half of 2008.  

 

The chart below shows a comparison of Goldman Sach and Morgan Stanley 

(arguably, the Streets 2nd most prolific proprietary trading house) based on number of 

days their trading losses increased their respective VaRs in last four reported periods. 

While Morgan Stanley witnessed trading losses (higher than its VaR) on more days 

(numerically) in 3Q2007 and 4Q2007 as compared to Goldman Sach, the trend has 



  

8 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 
been reversed in the first two quarters of 2008, indicating a riskier trading portfolio for 

Goldman Sachs. 
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The increase in other market risks for positions not included in reported VAR 
acts as an additional dampener on value:  Beyond the realm of normal loss 

expectations denoted by VaR which is based on historical data, there are other 

potential undirected and unpredicted market risks not captured by VaR. These market 

risks stem from Goldman Sach investments in debt, real estate, equity, unspecified 

special purpose vehicles (SPEs) and other investments subjected to transfer 

restrictions and/or illiquidity, and are measured by a potential reduction in the asset 

value of the investment or performance of the investee entity. The potential risk in loss 

of value of these investments for Goldman Sach in 2Q2008 was $5.7 bn, a staggering 

66.2% increase from $3.5 bn in 2Q2007. These risks and liabilities apparently have not 

been factored into the valuation of Goldman by those entities and pundits who fail to 

perform full forensic analyses, or who simply follow the crowd. 

 

May-08 May-07 % Change
Trading Risk
Equity 1,102 709 55%
Debt 1,147 1,045 10%

Non-trading Risk
SMFG 0 130 -100%
ICBC 262 205 28%
Other Equity 1,224 591 107%
Debt 637 277 130%
Real Estate 1,369 497 175%

Other market risk 5,741 3,454 66%
not included in VaR

$ mn

10% Sensitivity

 

 
In addition to the market risk, Goldman Sach is exposed to several non-market non-

quantifiable risks including counterparty credit risk and funding risk. The CDR 



  

9 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 
Counterparty Risk Index, which measures counterparty risk of major credit derivative 

dealers increased to 179.4 basis points on July 15, 2008, the weakest since March 

2008 when Bear Stearns had collapsed. Increased counterparty risk and heightened 

volatility in the capital markets could result in higher trading losses for Goldman Sach 

which derives nearly 30% of its revenues (before netting off interest expense) from its 

trading desk. I’d like to add that this proportion of revenues will probably increase as 

fee based services and securitization services ebb and dwindle to next to nothing, 

respectively. 
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Based on latest quarterly filing from Goldman Sachs 

 
Goldman Sach’s higher leverage ratios represent high 
financial risk 
 
Goldman Sach’s scores low among its peers in terms of financial risk reflected 
by adjusted leverage ratio: Goldman Sach’s has always been in a tight spot when 

compared with its peers based on adjusted leverage ratio. Given the level of caution 

displayed by the investor community, high financial risk emanating from a relatively 

higher leverage ratio is likely to dent Goldman’s position compared to its peer group. 

Although growing concerns from shareholders and regulators over a relatively high 

leveraged balance sheet drove Goldman to trim down its assets by about $100 bn in 

2Q2008, bringing down the adjusted leverage ratio to 14.7x from 18.6x in 1Q2008, 

Goldman Sach has not been successful in bringing down its adjusted leverage ratio to 

levels reported by its peers. 

 
Total assets 

(in $ mn)
Adjusted 

shareholder's 
equity 

(in $ mn)

Adjusted leverage 
ratio 

Q208*

Adjusted leverage 
ratio 

Q108*

Goldman Sachs 1,088 40 14.7x 18.6x

Morgan Stanley 1,031 31 14.1x 16.0x

Merrill Lynch 1,042 31 NR 18.2x

Lehman Brothers 639 22 12.0x 15.4x

Based on latest quarterly filings      *Reported figures 
NR- not reported. Merrill Lynch has not reported its adjusted leverage and total assets in the Q2 2008 
earnings release on July 18, 2008 
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Massive off balance sheet exposure through unconsolidated 
Variable Interest Entities could result in losses in the form of 
commitments and guarantees 
 
Goldman Sachs has substantial off-balance sheet exposure to riskier assets like 

CDOs, CLOs and real estate securities held indirectly through its unconsolidated VIEs. 

As of May 30, 2008, the total exposure (in terms of maximum loss to Goldman Sachs) 

stood at $22.2 bn, representing 50% of its total shareholders equity. This was 

significantly higher than 26% and 4% of shareholders’ equity for Morgan Stanley and 

ML, respectively, in 2Q2008.  
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Unconsolidated VIE's  ($ mn)

VIE Assets (1) Maximum Exposure to Loss
 (2)

(2) as % of (1)

Mortgage CDOs 18,569 8,660 46.6%

Corporate CDOs and CLOs 10,891 1,800 16.5%

Real estate, credit-related and other investing 28,216 3,985 14.1%

Municipal bond securitizations 254 254 100.0%

Other asset-backed 4,200 1,793 42.7%

Power-related 438 55 12.6%

Principal-protected notes 5,948 5,683 95.5%

 Total 68,516 22,230 32.4%

31-May-08

 
 
Of Goldman Sachs’ total maximum loss exposure of $22.2 bn, nearly 40% is 

contributed by mortgage CDOs, with a substantially higher loss rate ratio of 46.6%. 

Amid current dismal state of the CDO market triggered by US housing woes and 

further aggravated by liquidity pressures, potential losses from unconsolidated VIEs 

alone could nearly wipe off half the company’s shareholder’s equity under the worst 

case scenario. In the wake of the tough times expected in the mortgage and asset 

backed markets, we expect Goldman Sachs to incur about $1.5 bn of its losses from 

unconsolidated VIEs, translating into loss rate of 2.2%. 



  

11 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 
Despite transfer of assets into the level 2 category, Goldman 
Sach’s level 3 assets remain the highest among its peers.  
 
About half of the reduction in the level 3 assets resulted from transfer to level 2 
assets:  In 2Q2008, Goldman Sach’s reported level 3 assets declined 19% to $78 bn 

from $96 bn in 1Q2008 primarily due to $12.6 bn of transfers and $2.2 bn of assets 

sale.  In spite of this, Goldman Sachs continues to have the highest level 3 assets 

among its peer group, 13% higher than its closest competitor Morgan Stanley whom I 

had granted the title, the Street's Riskiest Bank. The highest level 3 asset level had 

belonged to Bear Stearn’s, and I had sternly warned of this company’s potential failure 

in January of ’07, see Is this the Breaking of the Bear?. My short position was established 

in November of ’07 and by the time of their collapse, it was my portfolio’s largest 

position. There are similarities between some of the weaknesses in Bear Stearns and 

Goldman Sachs. See some of the background reading available from my blog (keep in 

mind that these articles pre-date the collapse of the share price of these companies by months at 

the very least):  

• Banks, Brokers, & Bullsh1+ part 1 
• Banks, Brokers, & Bullsh1+ part 2 
• Money Panic  
• Bear Fight 
• The Breaking of the Bear  
• The Riskiest Bank on the Street 
• The Next Shoe to Drop: Credit Default Swaps (CDS) and Counterparty 

Risk - Beware what lies beneath! .  
• I know who's holding the $119 billion dollar bag!  (Goldman has the 

third highest exposure, look at the 1 yr charts for numbers 1 and 2!) 
• Here comes the CRE Bust (Quip on Lehman Brothers) 
• Is Lehman a Lemming in Disguise (from a conributing individual 

investor) 
• Liquidity vs Insolvency 
• Bear Stearns Bear Market, Revisited 
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At the end of 2Q2008, Goldman Sach’s level 3 assets stood at 198% of tangible 

shareholder’s equity, next only to Morgan Stanley at 226%. Earlier, in 1Q2008 

Goldman Sach’s level 3 assets to adjusted equity had peaked to 258% before 

reducing in 2Q2008 due to transfer into level 2 assets (note that this was not a 

disposition of assets, but an accounting transfer – the risk is still on the books). 
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However, despite very aggressive efforts to reduce its level 3 assets through a 

combination of accounting moniker transfers and sale transactions, Goldman Sachs 

still had a sizeable 7.2% of its adjusted total assets in level 3 assets in 2Q2008, which 

was still the highest among its peers. Level 3 assets, which are traded very thinly 

and with no observable market price thus has valuations dependent on management 

assumptions, are most vulnerable to mark-to-market write-downs. Level 3 assets write-

downs for Goldman Sach, which were until now shielded from loss by favorable 

derivative positions (and gains resulting there from), could increase in the future with 

widening of credit spreads off deteriorating macro-economic and financial market 

conditions. We expect Goldman Sachs to report losses of $2.1 bn and $3.6 bn from 

level 2 and level 3 assets in 2H2008 and 2009, respectively.   

 
Level 3/Adjusted assets (in %) Goldman Sachs Morgan Stanley Merrill Lynch Lehman Brothers

Q307 6.9% 7.6% 2.5% 5.3%

Q407 6.2% 7.1% 4.1% 6.1%

Q108 8.1% 7.2% 7.9% 5.4%

Q208 7.2% 6.7% NR 6.5%

NR- not reported. Merrill Lynch has not reported its level 3 assets and total assets in the Q2 2008 

earninGoldman Sach release on July 18, 2008 
GS' net write downs - 2008
In US$ mn Level 1 Level 2 Level 3 Total

Commercial paper, certificates of deposit, time deposits 0 43 0 43                       
U.S. government, federal agency and sovereign obligat 0 63 0 63                       
Mortgage and other asset-backed loans and securities 0 285 446 731
Bank loans 0 321 324 645                     
Corporate debt securities and other debt obligations 1 229 291 521                     
Equities and convertible debentures 428 389 417 1,234                  
Physical commodities 0 6 0 6                         
Derivative contracts 0 (812) 65 (747)
Total 430 524 1,542 2,496

 
GS's net write downs - 2009
In US$ mn Level 1 Level 2 Level 3 Total

Commercial paper, certificates of deposit, time deposits 0 43 0 43                       
U.S. government, federal agency and sovereign obligat 0 51 0 51                       
Mortgage and other asset-backed loans and securities 0 552 878 1430
Bank loans 0 429 446 876                     
Corporate debt securities and other debt obligations 3 448 345 796                     
Equities and convertible debentures 547 773 493 1,813                  
Physical commodities 0 12 0 12                       
Derivative contracts 1 (1,014) 130 (884)
Total 550 1,294 2,292 4,136

 
 
Relatively high level 2 assets as a percentage of tangible shareholders equity: In 

2Q2008, Goldman Sach’s level 2 assets increased 39.0% y-o-y to $562 bn despite a 

9.5% q-o-q reduction over 1Q2008 as a result of sale of assets, and stood at 1,422% 

and 52% of its tangible shareholders’ equity and total adjusted assets, respectively. 

This was significantly higher than the figures of 892% and 27% for Morgan Stanley, 

and 730% and 26% for Lehman Brothers, in 2Q2008. If one were to compare this to 

the now defunct Bear Stearn’s level 2 and 3 to tangible equity positions, it would be 

most unfavorable, indeed. 

 



  

13 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 

30%

35%

40%

45%

50%

55%

60%

0 

100 

200 

300 

400 

500 

600 

700 

Q2‐2007 Q3‐2007 Q4‐2007 Q1‐2008 Q2‐2008

Increase in level 2 assets

Level  2 Assets  (in $ bn) Level  2 Assets  / Total  Assets  
 
Level 2/Tangible shareholder's equity (in 

%)
Goldman Sachs Morgan Stanley Merrill Lynch Lehman Brothers

Q307 1462% 1900% 1648% 955%

Q407 1529% 879% 2859% 961%

Q108 1663% 1035% 3248% 964%

Q208 1422% 892% NR 730%  
NR- not reported. Merrill Lynch has not reported its level 2 assets in the Q2 2008 earnings release on July 18, 

2008 

 
Possible rise in losses in level 3 mortgage backed securities: Following significant 

sell-offs in residential and commercial mortgages in the second quarter of 2008, 

mortgage backed securities accounted for 22.9% of Goldman Sach’s total level 3 

assets in May 2008, as against 25.9% in February 2008. However, asset sales were 

primarily in commercial mortgages and prime residential mortgages while the levels of 

the riskier Alt-A and subprime securities were more or less maintained. Any further 

widening of spreads off a speculation of increased losses and write-downs by financial 

institutions and banks could trigger another, significant markdown of asset-backed 

securities, particularly in Alt-A and sub prime categories. As such, the remarkable 

decline (or more accurately, the lack thereof) in total mark-downs of $0.9 billion in level 

3 cash instruments (primarily comprising losses on bank loans, bridge loans, corporate 

debt securities and other debt obligations) in 2Q2008 from $2.9 billion (primarily 

comprising losses on mortgage backed securities) in 1Q2008 is not expected to repeat 

at least in the last two quarters of 2008. 

 

Also, it is worthwhile to note the ABX indices consistently continue to fall amid rising 

housing woes and fast declining prices, raising concern over more write-offs in the 

coming periods. 
 
ABX AA index  
(Jan  10, 2007 to July 17, 2008) 

CMBX AA spread index  
(Jan  10, 2007 to July 17, 2008) 
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Source:Markit 

 

Tough times anticipated in Goldman Sach core businesses 
in light of the continuing slowdown in the global capital 
market activities  
 
Global M&A slowdown is mirrored in Goldman Sach’s slowing M&A deals: 
Tightening global credit situation and growing economic uncertainty, resulting in a 

significant pull-down of M&A deals in the first half of 2008, have had a significant 

impact on Goldman Sach’s investment banking revenues. In the first half of 2008, 

revenues from Goldman Sach’s advisory services declined from $1,570 mn to 1,463 

mn in the corresponding period in 2007. The number of deals completed by Goldman 

Sach declined from 575 in the first half of 2007 to 368 in the comparable period of 

2008. Weakening corporate balance sheet, decreasing appetite for global M&A and 

perception about further fall in valuation multiples, particularly in the emerging 

economies, are holding up M&A transactions. In addition, with capital market activities 

not expected to revive in the near-term, revenues for Goldman Sachs from its 

investment banking business will be impacted in the second half of 2008 and early 

2009, in our view. 

 

Equity and debt underwriting hit by global IPO and bond issuance slowdown: 
Fast declining stock market valuation multiples and weak economic outlook have put-

off a number of new equity and debt offering planned for the first quarter of 2008. 

According to the Global IPO trends report 2008 by Ernst & Young, globally only $40.9 

billion was raised through 236 IPOs in the first three months of 2008 as against $287 

billion raised through 1979 IPOs in whole of 2007. This is a very significant 
slowdown that will hurt all in this space, from the leader to the laggard, and it 
gets worse. According to the data released by Dealogic, the number of IPOs 

completed globally dwindled to just 188 in the next three months of 2008. The situation 

is much worse in the US where the number of IPOs (excluding REITs and SPACs) 

filed from January 1 to June 20 in 2008, fell to 56 from 140 in the similar period in 

2007. Further, during the period the number of IPOs hitting the market fell to just 23 

from 91, while the number of IPOs postponed or withdrawn due to adverse market 

conditions rose to 41 versus 13 last year. 

 

Goldman Sachs witnessed a sharp fall in its underwriting revenues, declining to $1,394 

mn in the first half of 2008 from $1,867 mn in the first half of 2007. The number of 
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equity offerings completed by Goldman Sachs in the first two quarters of 2007 stood at 

31 as against 34 in the first half of 2007. Although these numbers are dismal, they 

have yet to match the drop witnessed in the actual equity offering market available to 

underwrite, hence we see a sharper drop in revenues. 

 

On the debt side, Goldman Sachs underwrote 123 new offerings in the first half of 

2008 compared to 194 and 312 in the first half and full year of 2007, respectively. 

While the US mortgage-backed securities issuance plunged 81.1% to $117.8 billion in 

the first six months of 2008 from $622.1 billion in the same period last year, US 

investment-grade corporate bond issuance witnessed a slowing trend, declining 31% 

q-on-q in the first quarter of 2008. The trend is not expected to reverse in the near 

future as market sentiments remain subdued, the credit markets in general are 

deteriorating and valuations are not perceived as attractive at the current levels. 

 

Continuing crisis in the global capital markets likely to impact trading and fee 
based revenues: The global investment landscape continues to be hit by inflationary 

pressures in various economies of the world as well as by the mortgage crisis in US. 

While on the one side, food and oil price induced inflation is likely to threaten the 

global economic growth, on the other side the housing crisis in US continues to haunt 

the US market and cause a spill over effect on markets in other parts of the world, both 

in terms of a contagion and as a catalyst for most of the major developed and many of 

the emerging markets have their own housing bubble to contend with. As a result, a 

high level of caution and skepticism is likely to stay at least till the end of the year 

2008.  

 

This, in our view, will have a serious bearing on Goldman Sach’s trading revenues off 

slowing capital and financial market activities. Further, the asset management 

business of Goldman Sachs is likely to get hit by reduced investment activities and 

movement in assets under management from high margin equity segment to relatively 

low margin fixed income and money market segments. 

 
Goldman Sach’s asset quality has downgraded over the 
past two quarters 
  
Proportion of lower rated over-the-counter (OTC) derivatives has witnessed an 
increase over the last two quarters:  Of Goldman Sach’s total derivative position as 

of May 2008, which comprised nearly 29.3% of total financial instruments as against 

23.3% and 28.2% as of November 2007 and February 2008, respectively, around 89% 

is OTC traded. Without the aid of centralized clearing exchange, we have the 

introduction of counterparty risks, opacity in pricing/valuation and liquidity issues. Over 

the last two quarters, the proportion of OTC derivatives rated below A/A2 has 

increased from 21.6% in 4Q2007 to a significant 29.2% in 2Q2008, raising concerns 

over deteriorating quality of Goldman Sach’s derivative positions. 

 



  

16 
 

Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 

 Credit rating equivalent  Q4 07  Q1 08 Q2 08 
AAA/Aaa 20.7% 15.6% 11.1%
AA/Aa2 34.7% 34.2% 32.9%
A/A2 23.0% 25.6% 26.7%
BBB/Baa2 9.3% 9.8% 11.8%
BB/Ba2 or lower 10.6% 13.5% 15.9%
Unrated 1.7% 1.3% 1.5%

 Proportion of OTC derivatives exposure (net of collateral) under each credit rating equivalent 

 
 

Although the mortgage backed exposure shrunk substantially, some of the more 
risky components remain intact: After substantial and aggressive asset dispositions 

in 2Q2008, mortgage-backed securities accounted for 9.1% of the total financial 

instruments owned against 10.4% at the end of February 2008. The net reduction of 

$14 billion in the mortgage backed securities primarily resulted off about $4 billion and 

$2.5 billion of sales in the residential and commercial real estate backed securities, 

respectively, and net decline of $7.6 billion in the other loans backed by commercial 

and residential real estate collateral. However, a closer examination reveals that the 

reduction in the residential-backed securities was primarily in the prime segment while 

the more vulnerable Alt-A and sub-prime securities did not witness any significant 

decline. Further, while the reduction in the commercial real estate-backed securities 

was entirely under the level 3 assets, the reduction in other loans backed by real 

estate collateral was almost entirely under level 2. 

 

 As a percentage of total mortgage backed securities  Q4 07  Q1 08 Q2 08 
Commercial real estate 35.2% 37.5% 44.2%
Residential 42.2% 36.8% 40.6%

Prime 26.6% 23.7% 22.9%
Alt-A 11.8% 9.5% 12.5%
Sub prime 3.9% 3.5% 5.2%

Others (backed by commercial and residential collateral 22.6% 25.7% 15.2%  
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V. ASSUMPTIONS 

Revenue assumptions 2007 2008E 2009E 2010E 20011E 2012E
 Investment banking 34.6% -21.6% 4.7% 12.1% 13.8% 15.3%
 Trading and principal investments 23.7% -27.0% 15.0% 25.8% 6.7% 8.7%
 Asset management and securities services 4.5% 2.7% -8.6% 13.0% 18.7% 16.1%
 Interest income 30.6% -15.1% -4.3% 5.3% 5.0% 2.1%
 Total revenues 26.8% -18.7% 2.0% 13.3% 7.2% 6.7%
 Interest expense 32.5% -18.1% -6.0% 1.5% -2.3% -7.3%
 Revenues, net of interest expense 22.1% -19.3% 9.4% 22.8% 13.5% 14.6%

Expense assumptions 2007 2008E 2009E 2010E 20011E 2012E
 Compensation and benefits 22.7% -12.8% 5.9% 8.7% 3.0% 4.0%
 Brokerage & clearing fees 38.9% 10.3% -4.2% 3.3% 7.2% 6.7%
 Market development 22.2% -7.0% 4.4% 7.4% 7.2% 6.7%
 Communications and technology 22.2% 23.0% 10.6% 9.7% 7.2% 6.7%
 Depreciation and amortization 19.8% 14.5% 2.0% 1.1% 0.0% 1.1%
 Amortization of identifiable intangible assets 12.7% 15.4% -20.4% -9.5% 0.0% 0.0%
 Occupancy 14.7% -3.8% 2.2% 5.6% 5.6% 5.6%
 Professional fees 31.0% 5.0% 5.3% 10.8% 7.2% 6.7%

 Other expenses 17.1% 16.0% 1.4% 8.7% 7.2% 6.7%
 Total non-compensation expenses  23.2% 4.8% 0.4% 5.7% 6.3% 6.1%  
 
Unconsolidated VIE's  ($ mn) VIE assets

Maximum 
loss 

exposure

Maximum loss 
as % of assets

Default 
assumptions

Recovery 
rates

Net losses 
(in  $ mn)

Mortgage CDOs 18,569 8,660 46.6% 14.0% 70.0% 779

Corporate CDOs and CLOs 10,891 1,800 16.5% 5.0% 90.0% 54

Real estate, credit-related and other investing 28,216 3,985 14.1% 4.2% 50.0% 598

Municipal bond securitizations 254 254 100.0% 30.0% 100.0% 0

Other mortgage-backed 0 0 0.0% 0.0% 0.0% 0

Other asset-backed 4,200 1,793 42.7% 12.8% 50.0% 269

Power-related 438 55 12.6% 3.8% 70.0% 5

Principal-protected notes 5,948 5,683 95.5% 28.7% 80.0% 341

Total 68,516 22,230 32.4% 2,046           

Total VIE loss (after tax) 1,479            
 
 
 Write down (2008)

In % Level 1 Level 2 Level 3

U.S. government, federal 0.00% 0.50% 0.80%
Mortgage and other asset 0.00% 3.00% 5.00%
Bank loans 0.00% 3.00% 5.00%
Corporate debt securities 2.00% 3.00% 5.00%
Equities and convertible d 3.00% 3.00% 5.00%
Physical commodities 1.00% 1.00% 0.00%
Derivative contracts 1.00% 2.00% 2.00%

 
 
 Write down (2009)
In % Level 1 Level 2 Level 3

U.S. government, federal 0.00% 0.20% 0.40%
Mortgage and other asset 0.00% 3.00% 5.00%
Bank loans 0.00% 2.00% 3.50%
Corporate debt securities 2.00% 3.00% 3.00%
Equities and convertible d 2.00% 3.00% 3.00%
Physical commodities 0.00% 1.00% 0.00%
Derivative contracts 1.00% 1.00% 2.00%
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VI. INCOME STATEMENT 

 
 GOLDMAN SACHS 
Income Statement ($ million) 2005 2006 2007 2008E 2009E 2010E 2011E 2012E

 Investment banking 3,599            5,613            7,555             5,924           6,201           6,949           7,906           9,114           
 Trading and principal investments 15,452          24,027          29,714           21,682         24,944         31,386         33,496         36,411         
 Asset management and securities services 3,090            4,527            4,731             4,858           4,440           5,019           5,956           6,916           
 Interest income 21,250          35,186          45,968           39,013         37,318         39,278         41,243         42,107         
 Total revenues 43,391        69,353        87,968         71,477       72,903        82,632         88,601       94,549       
 Interest expense 18,153          31,688          41,981           34,384         32,306         32,777         32,037         29,701         
 Revenues, net of interest expense 25,238        37,665        45,987         37,093       40,597        49,855         56,564        64,848       

 Compensation and benefits 11,758          16,457          20,190           17,615         18,658         20,273         20,881         21,716         
 Brokerage, clearing, exchange and distribution fees. 1,416            1,985            2,758             3,043           2,915           3,012           3,230           3,446           
 Market development 378               492               601                559              584              627              672              718              
 Communications and technology 490               544               665                818              905              992              1,064           1,136           
 Depreciation and amortization 501               521               624                714              729              737              737              745              
 Amortization of identifiable intangible assets 124               173               195                225              179              162              162              162              
 Occupancy 728               850               975                938              959              1,012           1,068           1,128           
 Professional fees 475               545               714                750              790              875              938              1,001           
 Cost of power generation 386               406               335                -               -               -               -               -               
 Other expenses 709               1,132            1,326             1,539           1,560           1,696           1,818           1,940           
 Total non-compensation expenses  5,207            6,648            8,193             8,586           8,619           9,113           9,690           10,276         

 Total operating expenses 16,965          23,105          28,383           26,201         27,276         29,386         30,571         31,992         

 Pre-tax earnings 8,273            14,560          17,604           10,892         13,321         20,469         25,993         32,856         
 Provision / (benefit) for income taxes 2,647            5,023            6,005             3,016           3,690           5,670           7,200           9,101           
 Net earnings 5,626          9,537          11,599         7,876         9,631          14,799         18,793        23,755       
 Preferred stock dividends 17                 139               192                152              144              144              36                -               
 Net earnings applicable to common shareholders 5,609          9,398          11,407         7,724         9,487          14,655         18,757       23,755       

 Earnings per common share 
 Basic 11.73          20.93          26.34           18.01         22.19          34.28           43.88          55.57         
 Diluted 11.21          19.69          24.73           17.21         21.20          32.76           41.92          53.10         

 Dividends declared and paid per common share 1.00              1.30              1.40               1.40             1.40             1.40             1.40             1.40             

 Average common shares outstanding 
 Basic 478.1            449.0            433.0             428.8           427.5           427.5           427.5           427.5           
 Diluted 500.2            477.4            461.2             448.9           447.4           447.4           447.4           447.4           
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III. BALANCE SHEET 

 
Balance Sheet 2005 2006 2007 2008E 2009E 2010E 2011E 2012E

 Assets 
 Cash and cash equivalents 10,261          6,293            11,882           53,241         41,814         43,946         62,486         28,246         
 Cash and securities segregated for regulatory and other purposes 51,405          80,990          119,939         87,959         90,073         95,600         103,398       109,602       
 Receivables from brokers, dealers and clearing organizations 15,150          13,223          19,078           25,764         28,738         33,456         34,031         35,172         
 Receivables from customers and counterparties 60,231          79,790          129,105         106,045       108,594       115,257       122,173       129,503       

 Collateralized agreements: 275,419      301,468       363,130       398,328     407,901      432,931       477,910      506,584     
 Securities borrowed 191,800        219,342         277,413         283,714       290,533       308,361       336,364       356,546       
 Financial instruments purchased under agreements to resell 83,619          82,126          85,717           114,613       117,368       124,570       141,545       150,038       

 Financial instruments owned, at fair value 238,043        298,563         406,457         372,701       381,658       405,078       429,383       455,146       
 Financial instruments owned and pledged as collateral, at fair value 38,983          35,998          46,138           39,644         40,597         43,088         45,674         48,414         
 Total financial instruments owned 277,026      334,561       452,595       412,345     422,255      448,166       475,056      503,560     

 Other assets 17,312          21,876          24,067           25,868         25,810         25,770         25,730         25,692         
 Property, leasehold improvements and equipment 5,097   6,990   8,975    10,575           10,696           10,818           10,940           11,064           
 Goodwill and identifiable intangible assets 5,203   5,686   5,092    5,191             5,012             4,850             4,688             4,526             
 Income tax-related assets 1,304   3,427   4,177    4,032             4,032             4,032             4,032             4,032             
 Equity-method investments 2,965   2,764   2,014    1,823             1,823             1,823             1,823             1,823             
 Miscellaneous receivables and other 2,743   3,009   3,809    4,247             4,247             4,247             4,247             4,247             

 Total Assets 706,804      838,201       1,119,796    1,109,549   1,125,185    1,195,128     1,300,784    1,338,360   

  Liabilities and Shareholders’ Equity   
 Unsecured short-term borrowings 47,247          47,904          71,557           76,058         71,823         65,595         60,443         52,362         
 Bank deposits 10,697          15,370           21,777         22,301         23,669         26,128         27,696         
 Payables to brokers, dealers and clearing organizations 10,014          6,293            8,335             10,249         11,691         14,257         60,861         66,158         
 Payables to customers and counterparties 178,304        206,884         310,118         333,403       341,416       362,366       384,108       407,155       

 Collateralized financings: 195,998      220,124       253,512       222,127     228,030      256,650       248,501      253,471     
 Securities loaned 23,331          22,208          28,624           26,116         26,810         30,175         30,778         31,394         
 Financial inst sold under agreements to repurchase, at fair value 149,026        147,492         159,178         135,810       139,419       156,918       153,415       156,484       
 Other secured financings 23,641          50,424          65,710           60,201         61,801         69,557         64,308         65,594         

 Financial instruments sold, but not yet purchased, at fair value 149,071        155,805         215,023         187,822       192,813       217,013       221,353       225,780       
 CP, certificates of deposit, time depo and otr money market inst -       -       -        -                -                -                -                -                
 U.S. government, federal agency and sovereign obligations 51,458 51,200 58,637  44,315           44,416           49,991           50,991           52,011           
 Mortgage and other asset-backed loans and securities 223      253      -        703                688                774                790                806                
 Bank loans 288      1,154   3,563    1,643             1,664             1,873             1,910             1,948             
 Corporate debt securities and other debt obligations 6,582   7,050   8,280    8,393             8,560             9,635             9,827             10,024           
 Equities and convertible debentures 32,636 30,441 45,130  31,364           32,275           36,326           37,053           37,794           
 Physical commodities 55        211      35         48                  48                  54                  56                  57                  
 Derivative contracts 57,829 65,496 99,378  101,357         105,161         118,360         120,727         123,141         

 Other liabilities and accrued expenses 13,830        31,866        38,907         27,336       27,585        28,654         67,987        70,521       
 Insurance-related liabilities -       11,471 10,344  10,114           10,114           10,114           10,114           10,114           
 Minority interest 3,164   2,069   7,265    3,687             3,687             3,687             3,687             3,687             
 Compensation and benefits 6,598   9,165   11,816  6,111             6,378             7,044             29,022           30,183           
 Income tax-related liabilities 868      2,639   2,546    1,984             1,984             1,984             1,984             1,984             
 Accrued expenses and other payables 3,200   3,832   4,749    4,950             4,933             5,335             22,690           24,063           
 Employee interests in consolidated funds 2,690   2,187    490                490                490                490                490                

 Unsecured long-term borrowings 84,338          122,842         164,174         182,051       171,913       157,005       144,674       125,332       
 Total liabilities 678,802      802,415       1,076,996    1,060,824   1,067,572    1,125,208     1,214,056    1,228,476   

 Shareholders’ equity:   
 Preferred stock 1,750            3,100            3,100             3,100           3,100           1,350           -               -               
 Common stock, $0.01 par value   6                   6                   6                    6                  6                  6                  6                  6                  
 Restricted stock units and employee stock options 3,415          6,290          9,302           8,653         8,653          8,653           8,653          8,653         
 Nonvoting common stock, $0.01 par value   -                -                -                 -               -               -               -               -               
 Additional paid-in capital 17,159          19,731          22,027           23,463         23,463         23,463         23,463         23,463         
 Retained Earnings 19,085          27,868          38,642           45,553         54,441         68,497         86,656         109,812       
 Accumulated other comprehensive income/(loss) -                21                 (118)               (136)             (136)             (136)             (136)             (136)             
 Common stock held in treasury, at cost, $0.01 par value (13,413)         (21,230)         (30,159)          (31,914)        (31,914)        (31,914)        (31,914)        (31,914)        
  Total shareholders’ equity 28,002          35,786          42,800           48,725         57,613         69,919         86,728         109,884       

 Total liabilities and shareholders’ equity 706,804      838,201       1,119,796    1,109,549   1,125,185    1,195,128     1,300,784    1,338,360   
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IV. CASH FLOW 

 GOLDMAN SACHS 
Cash flow statement ($ million) 2005 2006 2007 2008E 2009E 2010E 2011E 2012E

 Cash flows from operating activities 
 Net earnings 5,626        9,537        11,599      7,876        9,631        14,799      18,793      23,755      
 Non-cash items included in net earnings 
 Depreciation and amortization 689           749           916           714           729           737           737           745           
 Amortization of identifiable intangible assets  165           246           251           225           179           162           162           162           
 Deferred income taxes (450)          (1,505)       129           (417)          -            -            -            -            
 Share-based compensation 1,756        3,654        4,465        
 Changes in operating assets and liabilities 
 Cash and securities segregated for regulatory and other purposes  (3,226)       (21,044)     (39,079)     31,980      (2,114)       (5,527)       (7,798)       (6,204)       
 Net receivables from brokers, dealers and clearing organizations  1,322        (1,794)       (3,811)       (4,772)       (1,532)       (2,153)       46,030      4,156        
 Net payables to customers and counterparties 2,953        9,823        53,857      46,345      5,464        14,287      14,827      15,716      
 Securities borrowed, net of securities loaned (32,777)     (28,666)     (51,655)     (8,810)       (6,125)       (14,463)     (27,399)     (19,566)     
 Financial instruments sold under agreements to repurchase, net of financial 
instruments purchased under agreements to resell  62,269      (42)            8,095        (52,264)     854           10,296      (20,478)     (5,424)       
 Financial instruments owned, at fair value (66,899)     (48,479)     (118,864)   40,250      (9,910)       (25,911)     (26,890)     (28,503)     
 Financial instruments sold, but not yet purchased, at fair value 16,974      6,384        57,938      (27,201)     4,991        24,200      4,340        4,427        
 Other, net (815)          12,823      7,962        (11,447)     249           1,069        39,333      2,534        
 Net cash used for operating activities (12,413)   (58,314)   (68,197)   22,480    2,416      17,495      41,657      (8,203)     

 Cash flows from investing activities 
 Purchase of property, leasehold improvements and equipment (1,421)       (1,744)       (2,130)       (2,314)       (850)          (859)          (859)          (869)          
 Proceeds from sales of property, leasehold improvements and equipment 

639           69             93             
 Purchase of goodwill and intangible assets (324)          -            -            -            -            
 Business acquisitions, net of cash acquired (556)          (1,661)       (1,900)       
 Proceeds from sales of investments 274           2,114        4,294        191           -            -            -            -            
 Purchase of available-for-sale securities -            (12,922)     (872)          
 Proceeds from sales of available-for-sale securities -            4,396        911           
 Net cash provided by/(used for) investing activities (1,064)     (9,748)     396         (2,447)     (850)         (859)          (859)          (869)        

 Cash flows from financing activities 
 Unsecured short-term borrowings, net (5)              (4,031)       12,262      4,501        (4,236)       (6,228)       (5,152)       (8,081)       
 Other secured financings (short-term), net 2,238        16,856      2,780        (5,509)       1,600        7,757        (5,249)       1,286        
 Proceeds from issuance of other secured financings (long-term) 7,279        14,451      21,703      
 Repayment of other secured financings (long-term), including the current portion 

(5,941)       (7,420)       (7,355)       
 Proceeds from issuance of unsecured long-term borrowings 35,898      48,839      57,516      17,877      (10,138)     (14,908)     (12,331)     (19,342)     
 Repayment of unsecured long-term borrowings, including the current portion 

(16,399)     (13,510)     (14,823)     
 Derivative contracts with a financing element, net 1,060        3,494        4,814        
 Bank deposits, net  -            10,697.0   4,673.0     6,407        523           1,368        2,459        1,568        
 Common stock repurchased  (7,108.0)    (7,817.0)    (8,956.0)    (1,755)       -            -            -            -            
 Dividends and dividend equivalents paid on common stock, preferred stock and 
restricted stock units (511)          (754)          (831)          (752)          (743)          (743)          (635)          (599)          
 Proceeds from issuance of common stock 1,143        1,613        791           769           -            -            -            -            
Proceeds from issuance of preferred stock, net of issuance costs 1,719        1,349        -            -            -            (1,750)       (1,350)       -            

 Excess tax benefit related to share-based compensation  -            464           817           
  Difference pertianing to quarters of Q1 and Q2 (213)          
 Cash settlement of share-based compensation  -            (137)          (1)              
 Net cash provided by financing activities  19,373    64,094    73,390    21,326    (12,993)   (14,504)     (22,258)     (25,167)   

 Net increase/(decrease) in cash and cash equivalents 5,896        (3,968)       5,589        41,359      (11,426)     2,132        18,540      (34,240)     

 Cash and cash equivalents, beginning of year  4,365        10,261      6,293        11,882      53,241      41,814      43,946      62,486      
 Cash and cash equivalents, end of year 10,261    6,293      11,882    53,241    41,814    43,946      62,486      28,246     
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Reggie Middleton can be reached at his blog via the contact link in the main menu of www.boombustblog.com for 
comment or inquiry regarding this or any other of his opinion and analysis.

Goldman Sachs 
 
 
 

Disclaimer 
 

Reggie Middleton, LLC’s Boom Bust Blog analysis and conclusions in this presentation are 
based on publicly available information. Reggie Middleton, LLC recognizes that there may be 
confidential information in the possession of the Companies discussed in the presentation that 
could lead these Companies to disagree with Reggie Middleton LLC’s conclusions. The analyses 
provided may include certain statements, estimates and projections prepared with respect to, 
among other things, the historical and anticipated operating performance of the Companies. Such 
statements, estimates, and projections reflect various assumptions by Reggie Middleton, LLC 
concerning anticipated results that are inherently subject to significant economic, competitive, 
and other uncertainties and contingencies and have been included solely for illustrative purposes. 
No representations, express or implied, are made as to the accuracy or completeness of such 
statements, estimates or projections or with respect to any other materials herein. 
Actual results may vary materially from the estimates and projected results contained herein. 
Reggie Middleton, LLC and its affiliates may own investments that are bullish or bearish on the 
subject entity in this material. These investments may include credit-default swaps, equity put 
options and short sales of common stock. Reggie Middleton, LLC is in the business of trading - 
buying and selling - public and private securities. It is possible that there will be developments in 
the future that cause Reggie Middleton, LLC to change its position regarding the Companies and 
possibly increase, reduce, dispose of, or change the form of its investment in the Companies. 
This information is copyrighted, but you may use this information freely, but must attribute the 
boombustblog.com as the source, and whenever possible, provide a live hyperlink back to the 
site, or if in printed material, plainly exhibit the hyperlink as the source. 
 


