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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q/A

Amendment No.1

(Mark One)

☒QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2018

or

☐TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from          to         
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Commission File Number: 001-15957

Capstone Turbine Corporation

(Exact name of registrant as specified in its charter)

Delaware 95-4180883
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

16640 Stagg Street
Van Nuys, California
(Address of principal executive offices)

91406
(Zip Code)

818-734-5300

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒   No ☐

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files). Yes ☒  No ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
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Large accelerated filer ☐ Accelerated filer ☐
Non‑accelerated filer ☒ Smaller reporting company ☒

Emerging growth company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes  ☐   No ☒

The number of shares outstanding of the registrant’s common stock as of November 2, 2018 was 68,415,345.
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EXPLANATORY NOTE

Capstone Turbine Corporation (the “Company”) is filing this Amendment No. 1 on Form 10-Q/A (this “Amendment”) to
the Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2018, originally filed with the U.S.
Securities and Exchange Commission (the “SEC”) on November 6, 2018 (the “Original Filing”). This Amendment is
solely to correct a clerical error regarding net product orders contained within Part I, Item 2, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations”. The Original Filing incorrectly stated that the
Company had net product orders of approximately $19.4 million for the three months ended September 30, 2018. The
correct net product orders for the three months ended September 30, 2018 was $8.8 million.

The Company is including with this Amendment new certifications by its Chief Executive Officer and Chief Financial
Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Because this Amendment does not contain or
amend any disclosure with respect to Items 307 and 308 of Regulation S-K, paragraphs 4 and 5 of the certifications
have been omitted.

Except as described above, no other changes have been made to the Original Filing. The Original Filing continues to
speak as of the date of the Original Filing, and the Company has not updated the disclosures contained therein to
reflect any events which occurred at a date subsequent to the filing of the Original Filing other than as expressly
indicated in this Amendment.
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PART I — FINANCIAL INFORMATION

Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the condensed consolidated financial statements and
notes included in this Form 10-Q and in our Annual Report on Form 10-K for Fiscal 2018. When used in this
Form 10-Q, and in the following discussion, the words “believes”, “anticipates”, “intends”, “expects” and similar expressions
are intended to identify forward-looking statements. Such statements are subject to certain risks and uncertainties
which could cause actual results to differ materially from those projected. These risks include those under Risk
Factors in our Annual Report on Form 10-K for Fiscal 2018 and in other reports we file with the Securities and
Exchange Commission (“SEC”). Readers are cautioned not to place undue reliance on forward-looking statements,
which speak only as of the date hereof. We assume no obligation to update any of the forward-looking statements
contained herein after the filing of this Form 10-Q to conform such statements to actual results or changes in
expectations except as may be required by law. All dollar amounts are approximate.

Overview

We are the market leader in microturbines based on the number of microturbines sold. Generally, power purchased
from the electric utility grid is less costly than power produced by distributed generation technologies. Utilities may
also charge fees to interconnect to their power grids. However, we can provide economic benefits to end users in
instances where the waste heat from our microturbine has value (combined heat and power (“CHP”) and combined
cooling, heat and power (“CCHP”)), where fuel costs are low (renewable energy/renewable fuels), where the costs of
connecting to the grid may be high or impractical (such as remote power applications), where reliability and power
quality are of critical importance, or in situations where peak shaving could be economically advantageous because of
highly variable electricity prices. Our microturbines can be interconnected to other distributed energy resources to
form “microgrids” (also called “distribution networks”) located within a specific geographic area and provide power to a
group of buildings. Because our microturbines can provide a reliable source of power and can operate on multiple fuel
sources, management believes they offer a level of flexibility not currently offered by other technologies such as
reciprocating engines.

Our goals for Fiscal 2019 are to achieve EBITDA breakeven; significantly grow gross margin and revenue for our
accessories, parts and service; strengthen our core market verticals, while diversifying into additional market verticals
and geographies; and drive towards 100% aftermarket sales absorption. During the second quarter Fiscal 2019 our net
loss increased by 19% to $4.4 million and our basic and diluted loss per share improved by 22% to $0.07 compared to
$3.7 million and $0.09, respectively, in the same period of the previous year. The increase in the net loss during the
second quarter of Fiscal 2019 was primarily the result of not recognizing revenue on certain service contracts because
of the reassignment of those service contracts from Capstone’s legacy California distributor to Cal Microturbine. In
addition, our net loss was negatively impacted because of an increase in our warranty provision during the second
quarter of Fiscal 2019 as a result of a supplier defect identified during the first quarter of Fiscal 2019. The
improvement in the net loss per share during the second quarter of Fiscal 2019 was primarily the result of an increase
in weighted average shares outstanding to 65.1 million for the second quarter of Fiscal 2019 from 42.9 million for the
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second quarter of Fiscal 2018. Total revenue increased 12% during the second quarter of Fiscal 2019 primarily
because of an increase in revenue from the United States and Canada and Middle East and Africa geographic markets
compared to the same period last year. The first half of Fiscal 2019 was characterized by a growth of 11% in our total
revenue, strengthening of the natural resources market while diversifying into Latin America, Russia and Middle East
and Africa, compared to the first half of Fiscal 2018. Additionally, though the U.S. dollar has somewhat weakened
against other currencies, it still continues to be an issue in select markets as the strong dollar makes our products more
expensive in those markets as we sell in U.S. dollars.

Our products continue to gain interest in all six of the major vertical markets (energy efficiency, renewable energy,
natural resources, critical power supply, microgrid and transportation). In the energy efficiency market, we continue to
expand our market presence in hotels, office buildings, hospitals, retail and industrial applications globally. The
renewable energy market is fueled by landfill gas, biodiesel, and biogas from sources such as food processing,
agricultural waste and livestock manure. Our product sales in the oil and gas and other natural resources market is
driven by our microturbines’ reliability, emissions profile and ease of installation. Given the volatility of the oil and
gas market, our business strategy is to target projects within the energy efficiency and renewal energy markets.
However, we experienced growth in the natural resources market during the second quarter of Fiscal 2019, which we
believe was
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primarily because oil prices continued to be above $60.00 per barrel. Although we have experienced an improvement
in revenue during the second quarter of Fiscal 2019 primarily because of a rebound in oil prices, we continue to be
impacted by the volatility of the global oil and gas markets and the ongoing global geopolitical tensions. We also
continue to see interest in critical power supply applications as customers want solutions that can handle both primary
and backup power.

We continue to focus on improving our products based on customer input, building brand awareness and new
channels to market by developing a diversified network of strategic distribution partners. Our focus is on products and
solutions that provide near term opportunities to drive repeatable business rather than discrete projects for niche
markets. In addition, management closely monitors operating expenses and strives to improve manufacturing
efficiencies while simultaneously lowering direct material costs and increasing average selling prices. The key drivers
to our success are revenue growth, higher average selling prices, lower direct material costs, positive new order flow
and reduced cash usage.

An overview of our direction, targets and key initiatives are as follows:

1. Focus on Vertical Markets Within the distributed generation markets that we serve, we focus on vertical markets
that we identify as having the greatest near-term potential. In our primary products and applications (energy
efficiency, renewable energy, natural resources, critical power supply, microgrid and transportation products), we
identify specific targeted vertical market segments. Within each of these segments, we identify what we believe to
be the critical factors to success and base our plans on those factors. Given the volatility of the oil and gas market,
we have refocused our business strategy to target projects within the energy efficiency, renewable energy and
microgrid markets.

The following table summarizes our product shipments by vertical markets:

Three
Months
Ended

Six Months
Ended

September
30,

September
30,

2018 2017 2018 2017
Energy efficiency 53% 66% 40% 61%
Natural resources 44% 15% 51% 27%
Renewable energy 3% 19% 6% 12%
Microgrid  — — 3%  —

Energy Efficiency—CHP/CCHP

Energy efficiency refers to the proper utilization of both electrical and thermal energies in the power production
process. In such applications, our microturbines are able to maximize the availability of usable energy to provide a
significant economic advantage to customers while reducing their onsite emissions. CHP and CCHP can improve site
economics by capturing the waste heat created from a single combustion process to increase the efficiency of the total
system, from approximately 30 percent to 80 percent or more. Compared with more traditional, independent
generation sources, the increase in operational efficiency also reduces greenhouse gas emissions through the
displacement of other separate systems, which can also reduce operating costs.

Natural Resources—Oil, Natural Gas, Shale Gas & Mining
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Our microturbines are installed in the natural resource market for use in both onshore and offshore applications,
including oil and gas exploration, production, and at compression and transmission sites as a highly efficient and
reliable source of power.  In some cases, these oil and gas or mining operations have no electric utility grid and rely
solely on power generated onsite. There are numerous locations, on a global scale, where the drilling, production,
compression and transportation of natural resources and other extraction and production processes create fuel
byproducts, which are traditionally burned or released into the atmosphere. Our microturbines can turn these fuel
byproducts - flare gas, or associated gas, into a useable fuel to provide prime power to these sites.

5
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Renewable Energy

There is a growing transition to renewable energy sources and technologies happening on a global scale. Our
microturbines run efficiently on renewable fuels such as methane and other biogases from landfills, wastewater
treatment facilities and other small biogas applications like food processing plants, livestock farms and agricultural
waste operations. Microturbines can burn these renewable fuels with minimal emissions, thereby, and in some cases,
avoiding the imposition of penalties incurred for pollution while simultaneously producing electricity from this “free”
fuel source for use at the site or in the surrounding areas. Our microturbines have demonstrated effectiveness in these
smaller applications and may outperform conventional combustion engines in some situations, including when the gas
contains a high amount of sulfur.

Critical Power Supply

Because of the potentially catastrophic consequences of system failure, momentary or otherwise, certain high demand
power users, including high technology, health care and information systems facilities require higher levels of
reliability in their power generation service. To meet these customer requirements, traditional solutions utilize UPS to
protect critical loads from power disturbances along with back-up diesel generators for extended outages. We offer an
alternative solution that can both meet customer reliability requirements and reduce operating costs. We have seen
continued development in the critical market segment as it relates to health care facilities.

Microgrid

Microgrid is a group of interconnected loads and distributed energy resources that act as a single controllable energy
entity with respect to the grid. Distributed energy resources typically include other dual-mode microturbines,
reciprocating engines, solar photovoltaic (PV), wind turbine, fuel cells and battery storage.  Microgrids can be
connected to larger electricity grids; however, in the event of a widespread outage, the microgrid will disconnect from
the main grid and continue to operate independently to maintain the electricity supply to the homes and businesses
that are connected to the microgrid’s electricity network. Our microturbines have the ability to meet the needs of
microgrid end-users by lowering their overall cost to operate and by providing a versatile dispatchable technology that
is fuel flexible and scalable enough to fit a wide variety of applications. We have seen continued development in the
microgrid market segment.

Transportation

Our technology is also used in hybrid electric vehicle (“HEV”) applications. Our customers have applied our products in
HEV applications such as transit buses and Class 7 and 8 work trucks. In these applications, the microturbine acts as
an onboard battery charger to recharge the battery system as needed. The benefits of microturbine-powered HEV
hybrids include extended range, fuel economy gains, quieter operation, reduced emissions and higher reliability when
compared with traditional internal combustion engines.

Our technology is also used in marine applications. Our customers have applied our products in the commercial vessel
and luxury yacht market segments. The application for our marine products is for use as a ship auxiliary engine. In
this application, the microturbines provide power to the vessel’s electrical loads and, in some cases, the vessel is able
to utilize the exhaust energy to increase the overall efficiency of the application, thereby reducing overall fuel
consumption and emissions. Another feasible application is similar to our HEV application where the vessel is driven
by an electric propulsion system and the microturbine serves as an on board range extender. Transportation is a
developing market segment for us. In Fiscal 2018, transportation products were only for customer demonstrations.

Backlog
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Net product orders were approximately $8.8 million and $5.8 million for the three months ended September 30, 2018
and 2017, respectively. Ending backlog was approximately $78.4 million at September 30, 2018 compared to $110.9
million at September 30, 2017. Book-to-bill ratio was 0.7:1 and 0.5:1 for the three months ended September 30, 2018
and 2017, respectively. Book-to-bill ratio is the ratio of new orders we received to units shipped and billed during a
period.
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During the first quarter of Fiscal 2019 we removed from product backlog orders related to Regatta Solutions, our
former California distributor (“Regatta”) for approximately $3.8 million. This removal was the result of the
reassignment of the California sales territory to Cal Microturbine, our new exclusive distribution partner in California.

On October 13, 2017, we entered into an Accounts Receivable Assignment Agreement (the “Assignment Agreement”)
and Promissory Note (the “Note”) with Turbine International, LLC (“TI”). 

Pursuant to the terms of the Assignment Agreement, we agreed to assign to TI the right, title and interest to
receivables owed to us from BPC Engineering, our former Russian distributor (“BPC”), upon TI’s payment to us of $2.5
million in three payments by February 1, 2018. We received payments from TI of approximately $1.0 million under
the Assignment Agreement during Fiscal 2018 which was recorded as bad debt recovery. The receivables owed to us
from BPC had a balance of $5.3 million as of March 31, 2018, and this balance was fully reserved. As of March 31,
2018, the right, title and interest to the accounts receivables owed to us from BPC had not been assigned to TI, as TI
had not yet made all payments as required under the Assignment Agreement by February 1, 2018.

In connection with the terms of the Note, we granted TI the sole distribution rights for our products and services in the
Russian oil and gas sector. As a result of this appointment, TI agreed to pay us $3.8 million over a three-year period in
35 equal monthly installments starting in August 2018.

On October 13, 2017, we and Hispania Petroleum, S.A. (the “Guarantor”), entered into a Guaranty Agreement (the
“Guaranty Agreement”) whereby the Guarantor guarantees TI’s obligations under the Agreement and Note. However,
due to our limited business relationship with TI and the missed payments on the Assignment Agreement, we deferred
recognition of the Assignment Agreement and Note until collectability is reasonably assured.   

On June 5, 2018, we entered into an amendment to the Assignment Agreement (the “Amended Assignment
Agreement”) and the Note (the “Amended Note”) with TI. Pursuant to the terms of the Amended Assignment Agreement,
the right, title and interest to receivables owed to us from BPC will be contingent upon TI’s payment to us of the
remaining approximately $1.5 million in five payments by September 20, 2019. During the first quarter of Fiscal 2019
no payment was due under these agreements. Under the terms of the Amended Note, TI agreed to pay us $3.8 million
over a three-year period in 13 equal quarterly installments starting in December 20, 2019.

Due to the above amendments, during the three months ended March 31, 2018 we removed product orders related to
BPC from backlog for approximately $7.2 million. This removal was the result of product pricing that we no longer
would honor. Additionally, during the three months ended September 30, 2018 we removed product orders related to
BPC from backlog for approximately $10.6 million. This removal was the result of our continuous review of BPC
related backlog with TI which resulted in us no longer honoring the product pricing. After removal of the foregoing
orders, the remaining backlog related to BPC as of September 30, 2018 comprises up to approximately 39% of our
total backlog. This remaining backlog related to BPC continues to be reviewed with TI and the other new distributors
in the region, and they have the right to request delivery of those backlog orders if the associated projects proceed.
Nonetheless, the remaining backlog related to BPC may be negatively impacted.

A portion of our backlog is concentrated in the international oil and gas market which may impact the overall timing
of shipments or the conversion of backlog to revenue. The timing of the backlog is based on the requirement date
indicated by our customers. However, based on historical experience, management expects that a significant portion
of our backlog may not be shipped within the next 18 months. Additionally, the timing of shipments is subject to
change based on several variables (including customer deposits, payments, availability of credit and customer delivery
schedule changes), most of which are not in our control and can affect the timing of our revenue. As a result,
management believes the book-to-bill ratio demonstrates the current demand for our products in the given period.
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2. Sales and Distribution Channels  We seek out distributors that have business experience and capabilities to support
our growth plans in our targeted markets. A significant portion of our revenue is derived from sales to
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distributors who resell our products to end users. We have a total of 104 distributors, Original Equipment
Manufacturers (“OEMs”) and national accounts. In the United States and Canada, we currently have 25 distributors,
OEMs and national accounts. Outside of the United States and Canada, we currently have 79 distributors, OEMs and
national accounts. We continue to refine our distribution channels to address our specific targeted markets.

Effective January 1, 2018, we launched our Distributor Support System (“DSS program”) to provide additional support
for distributor business development activities, customer lead generation, brand awareness and tailored marketing
services for each of our major geography and market vertical. This new program is funded by our distributors and was
developed to provide improved worldwide distributor training, sales efficiency, website development, company
branding and provide funding for increased strategic marketing activities. See Note 13—Revenue Recognition for
additional discussion of revenue recognition for this program.

3. Service  We provide service primarily through our global distribution network. Together with our global
distribution network, we offer a comprehensive FPP for a fixed annual fee to perform regularly scheduled and
unscheduled maintenance as needed. We provide factory and on-site training to certify all personnel that are
allowed to perform service on our microturbines. FPPs are generally paid quarterly in advance.

Our FPP backlog as of September 30, 2018 was approximately $73.8 million, which represents the value of the
contractual agreement for FPP services that has not been earned and extends through Fiscal 2031. Our FPP backlog as
of March 31, 2018 was approximately $75.6 million. Our FPP backlog as of September 30, 2017 was approximately
$74.7 million. Additionally, we offer new and remanufactured parts through our global distribution network.

4. Product Robustness and Life Cycle Maintenance Costs  We continue to invest in enhancements that relate to high
performance and high reliability. An important element of our continued innovation and product strategy is to focus
on the engineering of our product hardware and electronics to make them work together more effectively and
deliver improved microturbine performance, reliability and low maintenance cost to our customers.

5. New Product Development Our new product development is targeted specifically to meet the needs of our selected
vertical markets. We expect that our existing product platforms, the C30, C65, C200 and C1000 Series
microturbines, will be our foundational product lines for the foreseeable future. Our research and development
project portfolio is centered on enhancing the features of these base products.

During the three months ended September 30, 2018 we received funding from the Department of Energy Technology
Commercialization to refine Argonne National Laboratory’s (“Argonne”) high-efficiency, fast-charging and
fast-discharging thermal energy-storage system (“TESS”) for use in CHP systems. The new Capstone CHP system will
incorporate Argonne’s high-efficiency, fast-charging, and fast-discharging thermal energy system for waste heat
recovery and reuse in projects that require process heat and industrial manufacturing environments. This new project
focuses on integrating Argonne’s TESS into a C200 CHP system, specifically, using thermal modeling and simulations
to optimize system design; fabricating and integrating the TESS into the C200 system; testing the performance of the
integrated TESS-C200 CHP system and conducting both a technology and economic analysis to establish performance
and cost benefits of the new integrated microturbine and thermal battery solution.
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Our product development activities during Fiscal 2018 included the completion of the new family of PowerSync
controllers used for Capstone microturbines. We also improved our C65 heat recovery module and launched a new
cleanable severe environment air filtration system for our line of microturbine products. In addition, our product
development activities during Fiscal 2018 included research in the certification for our C200S microturbine by
Underwriters Laboratories Inc. (UL) to the latest UL 1741 interconnection standards that became effective in 2016.

We are also developing a more efficient microturbine CHP system with the support of the Department of Energy,
which awarded us a grant of $5.0 million in support of this development program, of which $4.2 million was allocated
to us and was used through September 30, 2015. We successfully completed the first phase of the development
program on September 30, 2015 and achieved 270 kW with a prototype C250
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microturbine in our development test lab. Management intends to continue with the next phase of development and
commercialization after we achieve profitability. In Fiscal 2018, we completed the second phase of long-term
endurance test. The next phase will be to continue development of the C250 product architecture as well as the
associated power electronics and software controls required for successful commercialization.

6. Cost and Core Competencies  We believe that the core competencies of our products are air bearing technology,
advanced combustion technology and sophisticated power electronics to form efficient and ultra-low emission
electricity and cooling and heat production systems. Our core intellectual property is contained within our air
bearing technology. We continue to review avenues for cost reduction by sourcing to the best value supply chain
option. In order to utilize manufacturing facilities and technology more effectively, we are focused on continuous
improvements in manufacturing processes. Additionally, considerable effort is being directed to manufacturing cost
reduction through process improvement, product design, advanced manufacturing technology, supply management
and logistics. Management expects to be able to leverage our costs as product volumes increase.

Our manufacturing designs include the use of conventional technology, which has been proven in high volume
automotive and turbocharger production for many years. Many components used in the manufacture of our products
are readily fabricated from commonly available raw materials or off the shelf items available from multiple supply
sources; however, certain items are custom made to meet our specifications that require longer lead time. We believe
that in most cases, adequate capacity exists at our suppliers and that alternative sources of supply are available or
could be developed within a reasonable period of time. However, single source suppliers with long lead times may be
more challenging to transition to another supplier. We have an ongoing program to develop alternative back up
suppliers for sole source parts wherever possible, however this has been challenging with low production volumes and
increased pricing. We regularly reassess the adequacy and abilities of our suppliers to meet our future needs. During
the fourth quarter of Fiscal 2018, we received notification from one of our single source suppliers that they were at
maximum capacity and would require prepayment and a significant increase in the price of multiple components in
order to fulfill our supply requirements for Fiscal 2019. Due to their capacity issues, it is uncertain if we will
experience an interruption in parts from this supplier or be able to fully offset or recover any resulting component
price increases. This could impact margins or sales in future quarters. During the first quarter of Fiscal 2019 we issued
a prepayment of approximately $2.2 million to this single source supplier.

We believe that effective execution in each of these key areas will be necessary to leverage Capstone’s promising
technology and early market leadership into achieving positive cash flow with growing market presence and
improving financial performance. Based on our recent progress and assuming achievement of targeted cost reductions
and product mix, pricing and performance and our increasing accessories, parts and service revenue with improved
gross margins, our financial model indicates that we will achieve positive cash flow when we generate $25 million in
quarterly revenue with a 20% gross margin. We expect to have costs increase in certain areas in Fiscal 2019, including
sales and marketing, which if not offset by an increase in revenue, would reduce margins and profitability as we have
limited ability to further reduce costs.

During the third quarter of Fiscal 2018, we consolidated our operations and offices into our Van Nuys location and we
believe that our production capacity is approximately 2,000 units per year, depending on product mix. We believe we
will be able to support this production capacity level by adding additional shifts, which would increase working
capital requirements, and making some additional capital expenditures when necessary.
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Critical Accounting Policies and Estimates

The preparation of our condensed consolidated financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenue and expenses. Management believes the
most complex and sensitive judgments, because of their significance to the condensed consolidated financial
statements, result primarily from the need to make estimates about the effects of matters that are inherently uncertain.
Actual results could differ from management’s estimates. Management believes the critical accounting policies listed
below affect our more significant accounting judgments and estimates used in the preparation of the condensed
consolidated financial
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statements. These policies are described in greater detail in our Annual Report on Form 10-K for Fiscal 2017 and
continue to include the following areas:

· Impairment of long-lived assets, including intangible assets with finite lives;

· Inventory write-downs and classification of inventories;

· Estimates of warranty obligations;

· Accounts receivable allowances;

· Deferred tax assets and valuation allowance; and

· Stock-based compensation expense.

Except for the accounting policy for revenue recognition that was updated, as set forth above, as a result of adopting
Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers (Topic 606), there have been no
changes to our significant accounting policies described in the Annual Report on Form 10-K for the Fiscal Year 2018
filed with the SEC on June 7, 2018, that have had a material impact on our condensed consolidated financial
statements and related notes.

Results of Operations

Three Months Ended September 30, 2018 and 2017

The following table summarizes our revenue by geographic markets (amounts in millions):

Three
Months
Ended
September
30,

GS Finance Corp.

Buffered PLUS Based on the Value of the MSCI Europe Index due July 9, 2021

Buffered Performance Leveraged Upside SecuritiesSM
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Principal at Risk Securities

pay to holders of a non-structured note with a similar maturity. In return for such payment, GS&Co. pays to us the amounts we owe
under your PLUS.

In addition to the factors discussed above, the value and quoted price of your PLUS at any time will reflect many factors and cannot
be predicted. If GS&Co. makes a market in the PLUS, the price quoted by GS&Co. would reflect any changes in market conditions
and other relevant factors, including any deterioration in our creditworthiness or perceived creditworthiness or
the creditworthiness or perceived creditworthiness of The Goldman Sachs Group, Inc. These changes may
adversely affect the value of your PLUS, including the price you may receive for your PLUS in any market
making transaction. To the extent that GS&Co. makes a market in the PLUS, the quoted price will reflect
the estimated value determined by reference to GS&Co.�s pricing models at that time, plus or minus its then
current bid and ask spread for similar sized trades of structured PLUS (and subject to the declining excess
amount described above).

Furthermore, if you sell your PLUS, you will likely be charged a commission for secondary market transactions, or the price will
likely reflect a dealer discount. This commission or discount will further reduce the proceeds you would receive for your PLUS in a
secondary market sale.

There is no assurance that GS&Co. or any other party will be willing to purchase your PLUS at any price and, in this regard,
GS&Co. is not obligated to make a market in the PLUS. See �� Your PLUS May Not Have an Active Trading Market� below.

The Amount Payable on Your PLUS Is Not Linked to the Value of the Underlying Index at Any Time Other than the
Valuation Date

The final index value will be based on the index closing value on the valuation date (subject to adjustment as described elsewhere
in this document). Therefore, if the index closing value dropped precipitously on the valuation date, the payment at maturity for your
PLUS may be significantly less than it would have been had the payment at maturity been linked to the index closing value prior to
such drop in the value of the underlying index. Although the actual value of the underlying index on the stated maturity date or at
other times during the life of your PLUS may be higher than the final index value, you will not benefit from the index closing value at
any time other than on the valuation date.

The Market Value of Your PLUS May Be Influenced by Many Unpredictable Factors

When we refer to the market value of your PLUS, we mean the value that you could receive for your PLUS if you chose to sell them
in the open market before the stated maturity date. A number of factors, many of which are beyond our control, will influence the
market value of your PLUS, including:

• the value of the underlying index;
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• the volatility � i.e., the frequency and magnitude of changes � in the index closing value of the
underlying index;

• the dividend rates of the underlying index stocks;

• economic, financial, regulatory, political, military and other events that affect the stock markets
generally and the underlying index stocks, and which may affect the index closing value of the underlying
index;

• interest rates and yield rates in the market;

• the time remaining until your PLUS mature; and

• our creditworthiness and the creditworthiness of The Goldman Sachs Group, Inc., whether actual
or perceived, including actual or anticipated upgrades or downgrades in our credit ratings or the credit
ratings of The Goldman Sachs Group, Inc. or changes in other credit measures.
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These factors, and many other factors, will influence the price you will receive if you sell your PLUS before maturity,
including the price you may receive for your PLUS in any market making transaction. If you sell your PLUS
before maturity, you may receive less than the principal amount of your PLUS or the amount you may
receive at maturity.

You cannot predict the future performance of the underlying index based on its historical performance. The actual performance of
the underlying index over the life of the offered PLUS or the payment at maturity may bear little or no relation to the
historical index closing values of the underlying index or to the hypothetical examples shown elsewhere in
this document.

Your PLUS May Not Have an Active Trading Market

Your PLUS will not be listed or displayed on any securities exchange or included in any interdealer market quotation system, and
there may be little or no secondary market for your PLUS. Even if a secondary market for your PLUS develops, it may not provide
significant liquidity and we expect that transaction costs in any secondary market would be high. As a result, the difference between
bid and asked prices for your PLUS in any secondary market could be substantial.

If the Value of the Underlying Index Changes, the Market Value of Your PLUS May Not Change in the Same Manner

The price of your PLUS may move quite differently than the performance of the underlying index. Changes in the value of the
underlying index may not result in a comparable change in the market value of your PLUS. Even if the value of the underlying index
increases above the initial index value during some portion of the life of the PLUS, the market value of your PLUS may not reflect
this amount. We discuss some of the reasons for this disparity under �� The Market Value of Your PLUS May Be Influenced by Many
Unpredictable Factors� above.

Anticipated Hedging Activities by Goldman Sachs or Our Distributors May Negatively Impact Investors in the PLUS and
Cause Our Interests and Those of Our Clients and Counterparties to be Contrary to Those of Investors in the PLUS

Goldman Sachs expects to hedge our obligations under the PLUS by purchasing listed or over-the-counter options, futures and/or
other instruments linked to the underlying index or the underlying index stocks. Goldman Sachs also expects to adjust the hedge
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by, among other things, purchasing or selling any of the foregoing, and perhaps other instruments linked to the underlying index or
the underlying index stocks, at any time and from time to time, and to unwind the hedge by selling any of the foregoing on or before
the valuation date for your PLUS. Alternatively, Goldman Sachs may hedge all or part of our obligations under the PLUS with
unaffiliated distributors of the PLUS which we expect will undertake similar market activity. Goldman Sachs may also enter into,
adjust and unwind hedging transactions relating to other index-linked securities whose returns are linked to changes in the value of
the underlying index or the underlying index stocks, as applicable.

In addition to entering into such transactions itself, or distributors entering into such transactions, Goldman Sachs may structure
such transactions for its clients or counterparties, or otherwise advise or assist clients or counterparties in entering into such
transactions. These activities may be undertaken to achieve a variety of objectives, including: permitting other purchasers of the
PLUS or other securities to hedge their investment in whole or in part; facilitating transactions for other clients or counterparties that
may have business objectives or investment strategies that are inconsistent with or contrary to those of investors in the PLUS;
hedging the exposure of Goldman Sachs to the PLUS including any interest in the PLUS that it reacquires or retains as part of the
offering process, through its market-making activities or otherwise; enabling Goldman Sachs to comply with its internal risk limits or
otherwise manage firmwide, business unit or product risk; and/or enabling Goldman Sachs to take directional views as to relevant
markets on behalf of itself or its clients or counterparties that are inconsistent with or contrary to the views and objectives of the
investors in the PLUS.

Any of these hedging or other activities may adversely affect the value of the underlying index � directly or indirectly by affecting the
value of the underlying index stocks � and therefore the market value of
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your PLUS and the amount we will pay on your PLUS at maturity. In addition, you should expect that these transactions will cause
Goldman Sachs or its clients, counterparties or distributors to have economic interests and incentives that do not align with, and
that may be directly contrary to, those of an investor in the PLUS. Neither Goldman Sachs nor any distributor will have any
obligation to take, refrain from taking or cease taking any action with respect to these transactions based on the potential effect on
an investor in the PLUS, and may receive substantial returns on hedging or other activities while the value of your PLUS declines.
In addition, if the distributor from which you purchase PLUS is to conduct hedging activities in connection with the PLUS, that
distributor may otherwise profit in connection with such hedging activities and such profit, if any, will be in addition to the
compensation that the distributor receives for the sale of the PLUS to you. You should be aware that the potential to earn fees in
connection with hedging activities may create a further incentive for the distributor to sell the PLUS to you in addition to the
compensation they would receive for the sale of the PLUS.

Goldman Sachs� Trading and Investment Activities for its Own Account or for its Clients, Could Negatively Impact
Investors in the PLUS

Goldman Sachs is a 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 individuals.
As such, it acts as an investor, investment banker, research provider, investment manager, investment advisor, market maker,
trader, prime broker and lender. In those and other capacities, Goldman Sachs purchases, sells or holds a broad array of
investments, actively trades securities, derivatives, loans, commodities, currencies, credit default swaps, indices, baskets and other
financial instruments and products for its own account or for the accounts of its customers, and will have other direct or indirect
interests, in the global fixed income, currency, commodity, equity, bank loan and other markets. Any of Goldman Sachs� financial
market activities may, individually or in the aggregate, have an adverse effect on the market for your PLUS, and you should expect
that the interests of Goldman Sachs or its clients or counterparties will at times be adverse to those of investors in the PLUS.

Goldman Sachs regularly offers a wide array of securities, financial instruments and other products into the marketplace, including
existing or new products that are similar to your PLUS, or similar or linked to the underlying index or underlying index stocks.
Investors in the PLUS should expect that Goldman Sachs will offer securities, financial instruments, and other products that will
compete with the PLUS for liquidity, research coverage or otherwise.

The Policies of the Underlying Index Publisher and Changes That Affect the Underlying Index or the Underlying Index
Stocks Comprising the Underlying Index Could Affect the Payment at Maturity and the Market Value of the PLUS

The policies of the underlying index publisher concerning the calculation of the value of the underlying index, additions, deletions or
substitutions of underlying index stocks comprising the underlying index and the manner in which changes affecting the underlying
index stocks or their issuers, such as stock dividends, reorganizations or mergers, are reflected in the value of the underlying index,
could affect the value of the underlying index and, therefore, the payment at maturity and the market value of your PLUS before the
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stated maturity date. The payment at maturity and the market value of your PLUS could also be affected if the underlying index
publisher changes these policies, for example, by changing the manner in which it calculates the underlying index value or if the
underlying index publisher discontinues or suspends calculation or publication of the value of the underlying index, in which case it
may become difficult to determine the market value of your PLUS. If events such as these occur, the calculation agent � which
initially will be GS&Co., our affiliate � may determine the index closing value of the underlying index on any such date � and thus the
payment at maturity � in a manner it considers appropriate, in its sole discretion. We describe the discretion that the calculation
agent will have in determining the underlying index value on any index business day or the valuation date and the payment at
maturity more fully under �Supplemental Terms of the Notes � Discontinuance or Modification of an Underlying� and �� Role of
Calculation Agent� on pages S-27 and S-28 of the accompanying general terms supplement no. 1,735.
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Investing in the PLUS is Not Equivalent to Investing in the Underlying Index; You Have No Shareholder Rights or Rights to
Receive Any Underlying Index Stock

Investing in your PLUS is not equivalent to investing in the underlying index and will not make you a holder of any of the underlying
index stocks. Neither you nor any other holder or owner of your PLUS will have any rights with respect to the underlying index
stocks, including any voting rights, any right to receive dividends or other distributions, any rights to make a claim against the
underlying index stocks or any other rights of a holder of the underlying index stocks. Your PLUS will be paid in cash and you will
have no right to receive delivery of any underlying index stocks.

We May Sell an Additional Aggregate Stated Principal Amount of the PLUS at a Different Issue Price

At our sole option, we may decide to sell an additional aggregate stated principal amount of the PLUS subsequent to the date of
this document. The issue price of the PLUS in the subsequent sale may differ substantially (higher or lower) from the original issue
price you paid as provided on the cover of this document.

If You Purchase Your PLUS at a Premium to Stated Principal Amount, the Return on Your Investment Will Be Lower Than
the Return on PLUS Purchased at Stated Principal Amount and the Impact of Certain Key Terms of the PLUS Will be
Negatively Affected

The payment at maturity will not be adjusted based on the issue price you pay for the PLUS. If you purchase PLUS at a price that
differs from the stated principal amount of the PLUS, then the return on your investment in such PLUS held to the stated maturity
date will differ from, and may be substantially less than, the return on PLUS purchased at stated principal amount. If you purchase
your PLUS at a premium to stated principal amount and hold them to the stated maturity date the return on your investment in the
PLUS will be lower than it would have been had you purchased the PLUS at stated principal amount or a discount to stated
principal amount.

An Investment in the Offered Securities Is Subject to Risks Associated with Foreign Securities

The value of your securities is linked to an underlying index that is comprised of stocks from one or more foreign securities
markets. Investments linked to the value of foreign equity securities involve particular risks. Any foreign securities market may be
less liquid, more volatile and affected by global or domestic market developments in a different way than are the U.S. securities
market or other foreign securities markets. Both government intervention in a foreign securities market, either directly or indirectly,
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and cross-shareholdings in foreign companies, may affect trading prices and volumes in that market. Also, there is generally less
publicly available information about foreign companies than about those U.S. companies that are subject to the reporting
requirements of the U.S. Securities and Exchange Commission. Further, foreign companies are subject to accounting, auditing and
financial reporting standards and requirements that differ from those applicable to U.S. reporting companies.

The prices of securities in a foreign country are subject to political, economic, financial and social factors that are unique to such
foreign country�s geographical region. These factors include: recent changes, or the possibility of future changes, in the applicable
foreign government�s economic and fiscal policies; the possible implementation of, or changes in, currency exchange laws or other
laws or restrictions applicable to foreign companies or investments in foreign equity securities; fluctuations, or the possibility of
fluctuations, in currency exchange rates; and the possibility of outbreaks of hostility, political instability, natural disaster or adverse
public health developments. The United Kingdom has voted to leave the European Union (popularly known as �Brexit�). The effect of
Brexit is uncertain, and Brexit has and may continue to contribute to volatility in the prices of securities of companies located in
Europe and currency exchange rates, including the valuation of the euro and British pound in particular. Any one of these factors,
or the combination of more than one of these factors, could negatively affect such foreign securities market and the price of
securities therein. Further, geographical regions may react to global factors in different ways, which may cause the prices of
securities in a foreign securities market to fluctuate in a way that differs from those of securities in the U.S. securities market or
other foreign
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securities markets. Foreign economies may also differ from the U.S. economy in important respects, including growth of gross
national product, rate of inflation, capital reinvestment, resources and self-sufficiency, which may have a positive or negative effect
on foreign securities prices.

Your Investment in the Notes Will Be Subject to Foreign Currency Exchange Rate Risk

Because the underlying index is a U.S. dollar denominated index whose underlying stock prices are converted by the underlying
index sponsor into U.S. dollars for purposes of calculating the value of the underlying index, investors in the notes will be exposed
to currency exchange rate risk with respect to each of the currencies represented in the underlying index which are converted in
such manner. An investor�s net exposure will depend on the extent to which the currencies represented in the underlying index
strengthen or weaken against the U.S. dollar and the relative weight of each relevant currency represented in the overall underlying
index. If, taking into account such weighting, the U.S. dollar strengthens against the component currencies, the value of the
underlying index may be adversely affected and the amount payable at maturity of the notes may be reduced.

Your PLUS May Be Subject to an Adverse Change in Tax Treatment in the Future

The tax consequences of an investment in your PLUS are uncertain, both as to the timing and character of any inclusion in income
in respect of your PLUS.

The Internal Revenue Service announced on December 7, 2007 that it is considering issuing guidance regarding the proper U.S.
federal income tax treatment of an instrument such as your PLUS that are currently characterized as pre-paid derivative contracts,
and any such guidance could adversely affect the tax treatment and the value of your PLUS. Among other things, the Internal
Revenue Service may decide to require the holders to accrue ordinary income on a current basis and recognize ordinary income on
payment at maturity, and could subject non-U.S. investors to withholding tax. Furthermore, in 2007, legislation was introduced in
Congress that, if enacted, would have required holders that acquired instruments such as your PLUS after the bill was enacted to
accrue interest income over the term of such instruments even though there will be no interest payments over the term of such
instruments. It is not possible to predict whether a similar or identical bill will be enacted in the future, or whether any such bill
would affect the tax treatment of your PLUS. We describe these developments in more detail under �Supplemental Discussion of
Federal Income Tax Consequences� on page S-95 of the accompanying general terms supplement no. 1,735. You should consult
your tax advisor about this matter. Except to the extent otherwise provided by law, GS Finance Corp. intends to continue treating
the PLUS for U.S. federal income tax purposes in accordance with the treatment described under �Supplemental Discussion of
Federal Income Tax Consequences� on page S-95 of the accompanying general terms supplement no. 1,735 unless and until such
time as Congress, the Treasury Department or the Internal Revenue Service determine that some other treatment is more
appropriate.
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United States Alien Holders Should Consider the Withholding Tax Implications of Owning the PLUS

The Treasury Department has issued regulations under which amounts paid or deemed paid on certain financial instruments
(�871(m) financial instruments�) that are treated as attributable to U.S.-source dividends could be treated, in whole or in part
depending on the circumstances, as a �dividend equivalent� payment that is subject to tax at a rate of 30% (or a lower rate under an
applicable treaty), which in the case of any amounts a United States alien holder receives upon the sale, exchange or maturity of
the PLUS, could be collected via withholding. If these regulations were to apply to the PLUS, we may be required to withhold such
taxes if any U.S.-source dividends are paid on the stocks included in the underlying index during the term of the PLUS. We could
also require a United States alien holder to make certifications (e.g., an applicable Internal Revenue Service Form W-8) prior to the
maturity of the PLUS in order to avoid or minimize withholding obligations, and we could withhold accordingly (subject to the United
States alien holder�s potential right to claim a refund from the Internal Revenue Service) if such certifications were not received or
were not satisfactory. If withholding was required, we would not be required to pay any additional amounts with respect to amounts
so withheld. These regulations generally will apply to 871(m) financial instruments (or a combination of financial instruments treated
as having been entered into in connection with each other) issued (or significantly modified and treated as retired
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and reissued) on or after January 1, 2021, but will also apply to certain 871(m) financial instruments (or a combination of financial
instruments treated as having been entered into in connection with each other) that have a delta (as defined in the applicable
Treasury regulations) of one and are issued (or significantly modified and treated as retired and reissued) on or after January 1,
2017.  In addition, these regulations will not apply to financial instruments that reference a �qualified index� (as defined in the
regulations).  We have determined that, as of the issue date of your PLUS, your PLUS will not be subject to withholding under
these rules.  In certain limited circumstances, however, you should be aware that it is possible for United States alien holders to be
liable for tax under these rules with respect to a combination of transactions treated as having been entered into in connection with
each other even when no withholding is required.  You should consult your tax advisor concerning these regulations, subsequent
official guidance and regarding any other possible alternative characterizations of your PLUS for U.S. federal income tax purposes.

Foreign Account Tax Compliance Act (FATCA) Withholding May Apply to Payments on Your PLUS, Including as a Result
of the Failure of the Bank or Broker Through Which You Hold the PLUS to Provide Information to Tax Authorities

Please see the discussion under �United States Taxation � Taxation of Debt Securities � Foreign Account Tax Compliance Act
(FATCA) Withholding� in the accompanying prospectus for a description of the applicability of FATCA to payments made on your
PLUS.
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The Underlying Index

The MSCI Europe Index (the �underlying index�) is a stock index calculated, published and disseminated daily by MSCI Inc. (�MSCI�)
through numerous data vendors, on the MSCI website and in real time on Bloomberg Financial Markets and Reuters Limited.

The underlying index is a free float-adjusted market capitalization index and is one of the MSCI Global Investable Market Indices,
the methodology of which is described below.  The underlying index is considered a �standard� index, which means it consists of all
eligible large capitalization and mid-capitalization stocks, as determined by MSCI, in the European market. Additional
information about the MSCI Global Investable Market Indices is available on the following website:
msci.com/index-methodology. Daily closing price information for the MSCI Europe Index is available on the
following website: msci.com. We are not incorporating by reference the website, the sources listed above or
any material they include in this document.

The underlying index is intended to provide performance benchmarks for the developed equity markets in Austria, Belgium,
Denmark, Finland, France, Germany, Ireland, Italy, the Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, and the
United Kingdom. The price return euro value for the underlying index is reported by Bloomberg under the ticker symbol �MXEU�. The
index�s base date is December 31, 1969.

As of November 30, 2018, the top ten constituents of the underlying index and their relative weights in the index were as follows:
Nestle (3.21%), Novartis (2.39%), Roche Holding Genuss (2.21%), HSBC Holdings (GB) (2.06%), Royal Dutch Shell Class A
(1.69%), Total (1.62%), BP PLC (1.60%), Royal Dutch Shell Class B (1.39%), Glaxosmithkline (1.24%) and Sanofi (1.23%).

As of November 30, 2018, the industry sectors and their relative weights in the underlying index were as follows: Consumer
Discretionary (10%), Consumer Staples (14.09%), Energy (8.18%), Financials (19.08%), Health Care (14.05%), Industrials
(12.79%), Information Technology (5.37%), Materials (7.38%), Telecommunication Services (3.76%), Utilities (3.9%) and Real
Estate (1.41%). Percentages may not sum to 100% due to rounding. (Sector designations are determined by
the underlying index publisher using criteria it has selected or developed. Index publishers may use very
different standards for determining sector designations. In addition, many companies operate in a number
of sectors, but are listed in only one sector and the basis on which that sector is selected may also differ.
As a result, sector comparisons between indices with different index publishers may reflect differences in
methodology as well as actual differences in the sector composition of the indices.) As of the close of
business on September 21, 2018, MSCI and S&P Dow Jones Indices LLC updated the Global Industry
Classification Sector structure. Among other things, the update broadened the Telecommunications
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Services sector and renamed it the Communication Services sector. The renamed sector includes the
previously existing Telecommunication Services Industry group, as well as the Media Industry group, which
was moved from the Consumer Discretionary sector and renamed the Media & Entertainment Industry
group. The Media & Entertainment Industry group contains three industries: Media, Entertainment and
Interactive Media & Services. The Media industry continues to consist of the Advertising, Broadcasting,
Cable & Satellite and Publishing sub-industries. The Entertainment industry contains the Movies &
Entertainment sub-industry (which includes online entertainment streaming companies in addition to
companies previously classified in such industry prior to September 21, 2018) and the Interactive Home
Entertainment sub-industry (which includes companies previously classified in the Home Entertainment
Software sub-industry prior to September 21, 2018 (when the Home Entertainment Software sub-industry
was a sub-industry in the Information Technology sector)), as well as producers of interactive gaming
products, including mobile gaming applications). The Interactive Media & Services industry and
sub-industry includes companies engaged in content and information creation or distribution through
proprietary platforms, where revenues are derived primarily through pay-per-click advertisements, and
includes search engines, social media and networking platforms, online classifieds and online review
companies. The Global Industry Classification Sector structure changes are effective for the MSCI Europe
Index as of the open of business on December 3, 2018 to coincide with the November 2018 semi-annual
index review.
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As of November 30, 2018, the countries represented in the underlying index and their relative weights in the index were as follows:
France (17.46%), Germany (14.17%), Netherlands (5.53%), Switzerland (13.91%), United Kingdom (27.61%) and Other (21.31%).

Construction of the Index

MSCI undertakes an index construction process, which involves: (i) defining the equity universe; (ii) determining the market
investable equity universe for each market; (iii) determining market capitalization size segments for each market; (iv) applying index
continuity rules for the standard index; (v) creating style segments within each size segment within each market; and (vi) classifying
securities under the Global Industry Classification Standard. The underlying index is a developed market standard index, meaning
that only securities that would qualify for inclusion in a large cap index or a mid-cap index will be included as described below.

Defining the Equity Universe

Identifying Eligible Equity Securities: The equity universe initially looks at securities listed in any of the countries in
the MSCI Global Investable Market Index series, which will be classified as either �developed markets� or
�emerging markets�. The underlying index is comprised of only developed markets. All listed equity
securities, including real estate investment trusts and certain income trusts in Canada are eligible for
inclusion in the equity universe. Limited partnerships, limited liability companies and business trusts, which
are listed in the U.S. and are not structured to be taxed as limited partnerships, are likewise eligible for
inclusion in the equity universe. Conversely, mutual funds, exchange-traded funds, equity derivatives and
most investment trusts are not eligible for inclusion in the equity universe. Preferred shares that exhibit
characteristics of equity securities are eligible.

Country Classification of Eligible Securities: Each company and its securities (i.e., share classes) are classified in
one and only one country, which allows for a distinctive sorting of each company by its respective country.

Determining the Market Investable Equity Universes
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A market investable equity universe for a market is derived by (i) identifying eligible listings for each security in the equity universe;
and (ii) applying investability screens to individual companies and securities in the equity universe that are classified in that market.
A market is generally equivalent to a single country. The global investable equity universe is the aggregation of all market
investable equity universes.

(i) Identifying Eligible Listings: A security may have a listing in the country where it is classified (a �local listing�) and/or in a different
country (a �foreign listing�). A security may be represented by either a local listing or a foreign listing (including a depositary receipt)
in the global investable equity universe. A security may be represented by a foreign listing only if the security is classified in a
country that meets the foreign listing materiality requirement (as described below), and the security�s foreign listing is traded on an
eligible stock exchange of a developed market country.

In order for a country to meet the foreign listing materiality requirement, the following is determined: all securities represented by a
foreign listing that would be included in the country�s MSCI Country Investable Market Index if foreign listings were eligible from that
country. The aggregate free-float adjusted market capitalization for all such securities should represent at least (i) 5% of the free
float-adjusted market capitalization of the relevant MSCI Country Investable Market Index and (ii) 0.05% of the free-float adjusted
market capitalization of the MSCI ACWI Investable Market Index. If a country does not meet the foreign listing materiality
requirement, then securities in that country may not be represented by a foreign listing in the global investable equity universe.

(ii) Applying Investability Screens: The investability screens used to determine the investable equity universe in each market are:

(a) Equity Universe Minimum Size Requirement: This investability screen is applied at the company level. In order to be included in
a market investable equity universe, a company must have the required
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minimum full market capitalization.  The equity universe minimum size requirement applies to companies in all markets and is
derived as follows:

• First, the companies in the developed market equity universe are sorted in descending order
of full market capitalization and the cumulative coverage of the free float-adjusted market capitalization of
the developed market equity universe is calculated for each company.  Each company�s free float-adjusted
market capitalization is represented by the aggregation of the free float-adjusted market capitalization of the
securities of that company in the equity universe.

• Second, when the cumulative free float-adjusted market capitalization coverage of 99% of the
sorted equity universe is achieved, by adding each company�s free float-adjusted market capitalization in
descending order, the full market capitalization of the company that reaches the 99% threshold defines the
equity universe minimum size requirement.

• The rank of this company by descending order of full market capitalization within the
developed market equity universe is noted, and will be used in determining the equity universe minimum
size requirement at the next rebalance.

As of May 2017, the equity universe minimum size requirement was set at U.S. $236 million. Companies with a full market
capitalization below this level are not included in any market investable equity universe. The equity universe minimum size
requirement is reviewed and, if necessary, revised at each semi-annual index review, as described below.

(b) Equity Universe Minimum Free Float-Adjusted Market Capitalization Requirement: This investability screen is applied at the
individual security level. To be eligible for inclusion in a market investable equity universe, a security must have a free
float-adjusted market capitalization equal to or higher than 50% of the equity universe minimum size requirement.

(c) Minimum Liquidity Requirement: This investability screen is applied at the individual security level. To be
eligible for inclusion in a market investable equity universe, a security must have at least one eligible listing
that has adequate liquidity as measured by its 12-month and 3-month annualized traded value ratio (�ATVR�)
and 3-month frequency of trading. The ATVR attempts to mitigate the impact of extreme daily trading
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volumes and takes into account the free float-adjusted market capitalization of securities. A minimum
liquidity level of 20% of the 3-month ATVR and 90% of 3-month frequency of trading over the last 4
consecutive quarters, as well as 20% of the 12-month ATVR, are required for inclusion of a security in a
market investable equity universe of a developed market. A minimum liquidity level of 15% of the 3-month
ATVR and 80% of 3-month frequency of trading over the last 4 consecutive quarters, as well as 15% of the
12-month ATVR, are required for inclusion of a security in a market investable equity universe of an
emerging market.

Only one listing per security may be included in the market investable equity universe. In instances where a security has two or
more eligible listings that meet the above liquidity requirements, then the following priority rules are used to determine which listing
will be used for potential inclusion of the security in the market investable equity universe:

(1) Local listing (if the security has two or more local listings, then the listing with the highest
3-month ATVR will be used).

(2) Foreign listing in the same geographical region (MSCI classifies markets into three main
geographical regions: EMEA, Asia Pacific and Americas.  If the security has two or more listings in the
same geographical region, then the listing with the highest 3-month ATVR will be used).

(3) Foreign listing in a different geographical region (if the security has two or more listings in
a different geographical region, then the listing with the highest 3-month ATVR will be used).
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Due to liquidity concerns relating to securities trading at very high stock prices, a security that is currently not a constituent of a
MSCI Global Investable Markets Index that is trading at a stock price above U.S. $10,000 will fail the liquidity screening and will not
be included in any market investable equity universe.

Global Minimum Foreign Inclusion Factor Requirement: This investability screen is applied at the individual security
level. To determine the free float of a security, MSCI considers the proportion of shares of such security
available for purchase in the public equity markets by international investors.  In practice, limitations on the
investment opportunities for international investors include: strategic stakes in a company held by private or
public shareholders whose investment objective indicates that the shares held are not likely to be available
in the market; limits on the proportion of a security�s share capital authorized for purchase by non-domestic
investors; or other foreign investment restrictions which materially limit the ability of foreign investors to
freely invest in a particular equity market, sector or security.

MSCI will then derive a �foreign inclusion factor� for the company that reflects the proportion of shares outstanding that is available
for purchase in the public equity markets by international investors.  MSCI will then �float-adjust� the weight of each constituent
company in an index by the company�s foreign inclusion factor.

Once the free float factor has been determined for a security, the security�s total market capitalization is then adjusted by such free
float factor, resulting in the free float-adjusted market capitalization figure for the security.

(e) Minimum Length of Trading Requirement: This investability screen is applied at the individual security level.  For an initial public
offering to be eligible for inclusion in a market investable equity universe, the new issue must have started trading at least three
months before the implementation of a semi-annual index review.  This requirement is applicable to small new issues in all
markets. Large initial public offerings are not subject to the minimum length of trading requirement and may be included in a market
investable equity universe and a standard index, such as the MSCI Europe Index, outside of a quarterly or semi-annual index
review.

(f) Minimum Foreign Room Requirement:  This investability screen is applied at the individual security level.  For a security that is
subject to a foreign ownership limit to be eligible for inclusion in a market investable equity universe, the proportion of shares still
available to foreign investors relative to the maximum allowed (referred to as �foreign room�) must be at least 15%.

Defining Market Capitalization Size Segments for Each Market
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Once a market investable equity universe is defined, it is segmented into the following size-based indices:

• Investable Market Index (Large Cap + Mid Cap + Small Cap)

• Standard Index (Large Cap + Mid Cap)

• Large Cap Index

• Mid Cap Index

• Small Cap Index

Creating the size segment indices in each market involves the following steps: (i) defining the market coverage target range for
each size segment; (ii) determining the global minimum size range for each size segment; (iii) determining the market size-segment
cutoffs and associated segment number of companies; (iv) assigning companies to the size segments; and (v) applying final
size-segment investability requirements. For developed market indices, the market coverage for a standard index is 85%. As of
April 2017, the global minimum size range for a developed market standard index is a full market
capitalization of USD 2.75 billion to USD 6.32 billion.

January 2019

PS-20

Edgar Filing: CAPSTONE TURBINE Corp - Form 10-Q/A

37



GS Finance Corp.

Buffered PLUS Based on the Value of the MSCI Europe Index due July 9, 2021

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities

Index Continuity Rules for Standard Indices

In order to achieve index continuity, as well as provide some basic level of diversification within a market index, notwithstanding the
effect of other index construction rules, a minimum number of five constituents will be maintained for a developed market standard
index, and involves the following steps:

• If after the application of the index construction methodology, a developed market
standard index contains fewer than five securities, then the largest securities by free float-adjusted market
capitalization are added to the index in order to reach the minimum number of required constituents.

• At subsequent index reviews, if the minimum number of securities described above is not
met, then after the market investable equity universe is identified, the securities are ranked by free
float-adjusted market capitalization, however, in order to increase stability the free float-adjusted market
capitalization of the existing index constituents (prior to review) is multiplied by 1.50, and securities are
added until the desired minimum number of securities is reached.

Constituent index means any of the component country indices comprising the MSCI Europe Index.

Creating Style Indices within Each Size Segment

All securities in the investable equity universe are classified into value or growth segments. The classification of a security into the
value or growth segment is used by MSCI to construct additional indices.

Classifying Securities under the Global Industry Classification Standard

Edgar Filing: CAPSTONE TURBINE Corp - Form 10-Q/A

38



All securities in the global investable equity universe are assigned to the industry that best describes their business activities.  The
GICS classification of each security is used by MSCI to construct additional indices.

Calculation Methodology for the Index

The level of the underlying index is a free float weighted average of the U.S. dollar values of its component securities, converted
into euros. Because the base date of the underlying index predates the start date of the euro, the conversion of the U.S. dollar level
of the underlying index to euros on any day is accomplished by multiplying the base value of the underlying index by two fractions: 
(i) the quotient of the U.S. dollar level of the underlying index on such day divided by the U.S. dollar level of the underlying index on
the start date of the euro and (ii) the quotient of the euro per U.S. dollar exchange rate on such day divided by the euro per U.S.
dollar exchange rate on the start date of the euro.

Prices used to calculate the component securities are the official exchange closing prices or prices accepted as such in the
relevant market. In the case of a market closure, or if a security does not trade on a specific day or during a specific period, MSCI
carries forward the previous day�s price (or latest available closing price). In the event of a market outage resulting in any
component security price to be unavailable, MSCI will generally use the last reported price for such component security for the
purpose of performance calculation unless MSCI determines that another price is more appropriate based on the circumstances.
Closing prices are converted into U.S. dollars, as applicable, using the closing spot exchange rates calculated by WM/Reuters at
4:00 P.M. London Time.

Maintenance of the MSCI Europe Index

In order to maintain the representativeness of the MSCI Europe Index, structural changes may be made by adding or deleting
component securities.  Currently, such changes in the MSCI Europe Index may generally only be made on four dates throughout
the year: after the close of the last business day of each February, May, August and November.

Each country index is maintained with the objective of reflecting, on a timely basis, the evolution of the underlying equity markets. 
In maintaining each component country index, emphasis is also placed on its continuity, continuous investability of constituents and
replicability of the index and on index stability and minimizing turnover.
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MSCI classifies index maintenance in three broad categories. The first consists of ongoing event related changes, such as mergers
and acquisitions, which are generally implemented in the country indices in which they occur.  The second category consists of
quarterly index reviews, aimed at promptly reflecting other significant market events.  The third category consists of semi-annual
index reviews that systematically re-assess the various dimensions of the equity universe.

Ongoing event-related changes to the index are the result of mergers, acquisitions, spin-offs, bankruptcies, reorganizations and
other similar corporate events. They can also result from capital reorganizations in the form of rights issues, stock bonus issues,
public placements and other similar corporate actions that take place on a continuing basis. MSCI will remove from the index as
soon as practicable securities of companies that file for bankruptcy or other protection from their creditors, that are suspended and
for which a return to normal business activity and trading is unlikely in the near future, or that fail stock exchange listing
requirements with a delisting announcement. Securities may also be considered for early deletion in other significant cases, such
as decreases in free-float and foreign ownership limits, or when a constituent company acquires or merges with a non-constituent
company or spins-off another company. In practice, when a constituent company is involved in a corporate event which results in a
significant decrease in the company�s free float-adjusted market capitalization or the company decreases its foreign inclusion factor
to below 0.15, the securities of that constituent company are considered for early deletion from the underlying index simultaneously
with the event unless, in either case, it is a standard index constituent with a minimum free float-adjusted market capitalization is
not at least two-thirds of one-half of the standard index interim size segment cut-off. Share conversions may also give rise to an
early deletion. All changes resulting from corporate events are announced prior to their implementation, provided all necessary
information on the event is available.

MSCI�s quarterly index review process is designed to ensure that the country indices continue to be an accurate reflection of
evolving equity markets. This goal is achieved by timely reflecting significant market driven changes that were not captured in each
index at the time of their actual occurrence and that should not wait until the semi-annual index review due to their importance.
These quarterly index reviews may result in additions and deletions of component securities from a country index (or a security
being removed from one country listing and represented by a different country listing) and changes in �foreign inclusion factors� and
in number of shares. Additions and deletions to component securities may result from: the addition of large companies that did not
meet the minimum size criterion for inclusion at the time of their initial public offering or secondary offering; the replacement of
companies which are no longer suitable industry representatives; the deletion of securities whose overall free float has fallen to less
than 15% and that do not meet specified criteria; the deletion of securities that have become very small or illiquid; and the addition
or deletion of securities as a result of other market events. Significant changes in free float estimates and corresponding changes in
the foreign inclusion factor for component securities may result from: block sales, block buys, secondary offerings and transactions
made by way of immediate book-building that did not meet the requirements for implementation at the time of such event; corporate
events that should have been implemented at the time of such event but could not be reflected immediately due to lack of publicly
available details at the time of the event; exercise of IPO over-allotment options which result in an increase in free float; increases
in foreign ownership limits; decreases in foreign ownership limits which did not require foreign investors to immediately sell shares
in the market; re-estimates of free float figures resulting from the reclassification of shareholders from strategic to non-strategic,
and vice versa; the end of lock-up periods or expiration of loyalty incentives for non-strategic shareholders; conversion of a
non-index constituent share class or an unlisted line of shares which has an impact on index constituents; and acquisition by
shares of non-listed companies or assets. However, no changes in foreign inclusion factors are implemented for any of the above
events if the change in free float estimate is less than 1%, except in cases of correction. Small changes in the number of shares
resulting from, for example, exercise of options or warrants, conversion of convertible bonds or other instruments, conversion of a
non-index constituent share class or an unlisted line of shares which has an impact on index constituents, periodic conversion of a
share class into another share class, exercise of over-allotment options, exercise of share buybacks, or the cancellation of shares,
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reviews are announced at least two weeks in advance of their effective implementation dates as of the close of the last business
day of February and August. MSCI has noted that consistency is a factor in maintaining each component country index.

MSCI�s semi-annual index review is designed to systematically reassess the component securities of the index.  During each
semi-annual index review, the universe of component securities is updated and the global minimum size range for the index is
recalculated, which is based on the full market capitalization and the cumulative free float-adjusted market capitalization coverage
of each security that is eligible to be included in the index.  The following index maintenance activities, among others, are
undertaken during each semi-annual index review: the list of countries in which securities may be represented by foreign listings is
reviewed; the component securities are updated by identifying new equity securities that were not part of the index at the time of
the previous quarterly index review; the minimum size requirement for the index is updated and new companies are evaluated
relative to the new minimum size requirement; existing component securities that do not meet the minimum liquidity requirements
of the index may be removed (or, with respect to any such security that has other listings, a determination is made as to whether
any such listing can be used to represent the security in the market investable universe); and changes in �foreign inclusion factors�
are implemented (provided the change in free float is greater than 1%, except in cases of correction).  During a semi-annual index
review, component securities may be added or deleted from a country index for a range of reasons, including the reasons
discussed with respect to component securities changes during quarterly index reviews as discussed above. Foreign listings may
become eligible to represent securities only from the countries that met the foreign listing materiality requirement during the
previous semi-annual index review (this requirement is applied only to countries that do not yet include foreign listed securities).
Once a country meets the foreign listing materiality requirement at a given semi-annual index review, foreign listings will remain
eligible for such country even if the foreign listing materiality requirements are not met in the future. The results of the semi-annual
index reviews are announced at least two weeks in advance of their effective implementation date as of the close of the last
business day of May and November.

Index maintenance also includes monitoring and completing adjustments for share changes, stock splits, stock dividends, and
stock price adjustments due to company restructurings or spin-offs.

These guidelines and the policies implementing the guidelines are the responsibility of, and, ultimately, subject to adjustment by,
MSCI.

License Agreement between MSCI Inc. (�MSCI�) and GS Finance Corp.

The MSCI indices are the exclusive property of MSCI. MSCI and the MSCI index names are service mark(s) of MSCI or its affiliates
and have been licensed for use for certain purposes by GS Finance Corp. Notes referred to herein are not sponsored, endorsed, or
promoted by MSCI, and MSCI bears no liability with respect to any such notes. No purchaser, seller or holder of notes, or any other
person or entity, should use or refer to any MSCI trade name, trademark or service mark to sponsor, endorse, market or promote
notes without first contacting MSCI to determine whether MSCI�s permission is required. Under no circumstances may any person
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or entity claim any affiliation with MSCI without the prior written permission of MSCI.

THE NOTES ARE NOT SPONSORED, ENDORSED, SOLD OR PROMOTED BY MSCI, ANY AFFILIATE OF MSCI INC. OR ANY
OTHER PARTY INVOLVED IN, OR RELATED TO, MAKING OR COMPILING ANY MSCI INDEX. THE MSCI INDEXES ARE THE
EXCLUSIVE PROPERTY OF MSCI. MSCI AND THE MSCI INDEX NAMES ARE SERVICE MARK(S) OF MSCI OR ITS
AFFILIATES AND HAVE BEEN LICENSED FOR USE FOR CERTAIN PURPOSES BY GS FINANCE CORP. NEITHER MSCI,
ANY OF ITS AFFILIATES NOR ANY OTHER PARTY INVOLVED IN, OR RELATED TO, MAKING OR COMPILING ANY MSCI
INDEX MAKES ANY REPRESENTATION OR WARRANTY, EXPRESS OR IMPLIED, TO THE OWNERS OF NOTES OR ANY
MEMBER OF THE PUBLIC REGARDING THE ADVISABILITY OF INVESTING IN FINANCIAL SECURITIES GENERALLY OR IN
NOTES PARTICULARLY OR THE ABILITY OF ANY MSCI INDEX TO TRACK CORRESPONDING STOCK
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MARKET PERFORMANCE. MSCI OR ITS AFFILIATES ARE THE LICENSORS OF CERTAIN TRADEMARKS, SERVICE MARKS
AND TRADE NAMES AND OF THE MSCI INDEXES WHICH ARE DETERMINED, COMPOSED AND CALCULATED BY MSCI
WITHOUT REGARD TO NOTES OR THE ISSUER OR OWNER OF NOTES. NEITHER MSCI, ANY OF ITS AFFILIATES NOR
ANY OTHER PARTY INVOLVED IN, OR RELATED TO, MAKING OR COMPILING ANY MSCI INDEX HAS ANY OBLIGATION TO
TAKE THE NEEDS OF THE ISSUERS OR OWNERS OF NOTES INTO CONSIDERATION IN DETERMINING, COMPOSING OR
CALCULATING THE MSCI INDEXES. NEITHER MSCI, ITS AFFILIATES NOR ANY OTHER PARTY INVOLVED IN, OR
RELATED TO, MAKING OR COMPILING ANY MSCI INDEX IS RESPONSIBLE FOR OR HAS PARTICIPATED IN THE
DETERMINATION OF THE TIMING OF, PRICES AT, OR QUANTITIES OF NOTES TO BE ISSUED OR IN THE
DETERMINATION OR CALCULATION OF THE EQUATION BY WHICH NOTES ARE REDEEMABLE FOR CASH. NEITHER
MSCI, ANY OF ITS AFFILIATES NOR ANY OTHER PARTY INVOLVED IN, OR RELATED TO, THE MAKING OR COMPILING
ANY MSCI INDEX HAS ANY OBLIGATION OR LIABILITY TO THE OWNERS OF NOTES IN CONNECTION WITH THE
ADMINISTRATION, MARKETING OR OFFERING OF NOTES.

ALTHOUGH MSCI SHALL OBTAIN INFORMATION FOR INCLUSION IN OR FOR USE IN THE CALCULATION OF THE MSCI
INDEXES FROM SOURCES WHICH MSCI CONSIDERS RELIABLE, NEITHER MSCI, ANY OF ITS AFFILIATES NOR ANY
OTHER PARTY INVOLVED IN, OR RELATED TO MAKING OR COMPILING ANY MSCI INDEX WARRANTS OR GUARANTEES
THE ORIGINALITY, ACCURACY AND/OR THE COMPLETENESS OF ANY MSCI INDEX OR ANY DATA INCLUDED THEREIN.
NEITHER MSCI, ANY OF ITS AFFILIATES NOR ANY OTHER PARTY INVOLVED IN, OR RELATED TO, MAKING OR
COMPILING ANY MSCI INDEX MAKES ANY WARRANTY, EXPRESS OR IMPLIED, AS TO RESULTS TO BE OBTAINED BY GS
FINANCE CORP., ITS CUSTOMERS OR COUNTERPARTIES, ISSUERS OF UNDERLIER LINKED-NOTES, OWNERS OF
NOTES OR ANY OTHER PERSON OR ENTITY, FROM THE USE OF ANY MSCI INDEX OR ANY DATA INCLUDED THEREIN IN
CONNECTION WITH THE RIGHTS LICENSED HEREUNDER OR FOR ANY OTHER USE. NEITHER MSCI, ANY OF ITS
AFFILIATES NOR ANY OTHER PARTY INVOLVED IN, OR RELATED TO, MAKING OR COMPILING ANY MSCI INDEX SHALL
HAVE ANY LIABILITY FOR ANY ERRORS, OMISSIONS OR INTERRUPTIONS OF OR IN CONNECTION WITH ANY MSCI
INDEX OR ANY DATA INCLUDED THEREIN. FURTHER, NEITHER MSCI, ANY OF ITS AFFILIATES NOR ANY OTHER PARTY
INVOLVED IN, OR RELATED TO, MAKING OR COMPILING ANY MSCI INDEX MAKES ANY EXPRESS OR IMPLIED
WARRANTIES OF ANY KIND, AND MSCI, ANY OF ITS AFFILIATES AND ANY OTHER PARTY INVOLVED IN, OR RELATED
TO MAKING OR COMPILING ANY MSCI INDEX HEREBY EXPRESSLY DISCLAIM ALL WARRANTIES OF MERCHANTABILITY
OR FITNESS FOR A PARTICULAR PURPOSE, WITH RESPECT TO ANY MSCI INDEX AND ANY DATA INCLUDED THEREIN.
WITHOUT LIMITING ANY OF THE FOREGOING, IN NO EVENT SHALL MSCI, ANY OF ITS AFFILIATES OR ANY OTHER
PARTY INVOLVED IN, OR RELATED TO, MAKING OR COMPILING ANY MSCI INDEX HAVE ANY LIABILITY FOR ANY
DIRECT, INDIRECT, SPECIAL, PUNITIVE, CONSEQUENTIAL OR ANY OTHER DAMAGES (INCLUDING LOST PROFITS)
EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH DAMAGES.
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Historical Index Closing Values

The index closing value has fluctuated in the past and may, in the future, experience significant fluctuations. Any historical upward
or downward trend in the index closing value during any period shown below is not an indication that the underlying index is more
or less likely to increase or decrease at any time during the life of your PLUS.

You should not take the historical index closing values as an indication of the future performance of the underlying index.
We cannot give you any assurance that the future performance of the underlying index or the underlying
index stocks will result in your receiving an amount greater than the outstanding principal amount of your
PLUS on the stated maturity date.

Neither we nor any of our affiliates make any representation to you as to the performance of the underlying index. Before investing
in the offered PLUS, you should consult publicly available information to determine the relevant index closing values between the
date of this document and the date of your purchase of the offered PLUS. The actual performance of the underlying index over the
life of the offered PLUS, as well as the payment at maturity, may bear little relation to the historical index closing values shown
below.

The table below shows the high, low and period end index closing values of the MSCI Europe Index for each of the four
calendar quarters in 2014, 2015, 2016 and 2017 and the first calendar quarter of 2018 (through
December 31, 2018). We obtained the index closing values listed in the tables below from Bloomberg
Financial Services, without independent verification.

Historical Quarterly High, Low and Period End Index Closing Values of the MSCI Europe Index

High Low Period
End

2014
Quarter ended March 31 95.16 86.60 92.57
Quarter ended June 30 97.04 90.62 96.31
Quarter ended September 30 102.61 96.31 100.92
Quarter ended December 31 106.55 94.54 97.69
2015
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Quarter ended March 31 137.56 112.92 135.26
Quarter ended June 30 140.92 129.19 129.19
Quarter ended September 30 137.84 114.32 117.25
Quarter ended December 31 130.03 116.73 123.11
2016
Quarter ended March 31 137.56 112.92 135.26
Quarter ended June 30 140.92 129.19 129.19
Quarter ended September 30 137.84 114.32 117.25
Quarter ended December 31 130.03 116.73 123.11
2017
Quarter ended March 31 137.56 112.92 135.26
Quarter ended June 30 140.92 129.19 129.19
Quarter ended September 30 137.84 114.32 117.25
Quarter ended December 31 130.03 116.73 123.11
2018
Quarter ended March 31 135.99 131.10 133.46
Quarter ended June 30 133.99 123.89 128.08
Quarter ended September 30 132.10 125.76 129.25
Quarter ended December 31 129.51 111.49 114.20
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The graph below shows the daily historical index closing values from January 1, 2007 through December 31, 2018. We obtained
the index closing values in the graph below from Bloomberg Financial Services, without independent verification.

Historical Performance of the MSCI Europe Index

Additional Information About the PLUS

This section is meant as a summary and should be read in conjunction with the section entitled �Supplemental Terms of the
Notes� on page S-16 of the accompanying general terms supplement no. 1,735. This document supersedes any conflicting
provisions of the accompanying general terms supplement no. 1,735.

Please read this information in conjunction with the summary terms on the front cover of this document.
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Additional Provisions:
Underlying index publisher: MSCI, Inc.
Denominations: $10 and integral multiples of $10 in excess thereof
Interest: None
Postponement of stated maturity date: As described under �Supplemental Terms of the Notes � Stated Maturity Date� on

page S-16 of the accompanying general terms supplement no. 1,735
Postponement of valuation date: As described under �Supplemental Terms of the Notes � Valuation Date� on

page S-16 of the accompanying general terms supplement no. 1,735
Specified currency: U.S. dollars (�$�)
Index closing value: The closing level of the underlying index or any successor underlying index

reported by Bloomberg Financial Services, or any successor reporting service
we may select, on such index business day for that underlying index. Currently,
whereas the underlying index sponsor publishes the official closing level of the
underlying index to six decimal places, Bloomberg Financial Services reports
the closing level of the underlying index to fewer decimal places. As a result,
the closing level of the MSCI Europe Index reported by Bloomberg Financial
Services generally may be lower or higher than the respective official closing
level of the MSCI Europe Index published by its underlying index sponsor

Business day: As described under �Supplemental Terms of the Notes � Special Calculation
Provisions � Business Day� on page S-30 of the accompanying general terms
supplement no. 1,735

Index business day: A day on which the underlying index is calculated and published by the
underlying index sponsor, regardless of whether one or more of the principal
securities markets for the underlying index stocks are closed on that day, if the
underlying index sponsor publishes
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the level of the underlying index on that day
Constituent index of
the underlying index:

For the purposes of determining the occurrence or continuation of a market disruption event, as provided
under �Supplemental Terms of the Notes�Special Calculation Provisions�Market Disruption Event� on
page S-32 of the accompanying general terms supplement no. 1,735, �constituent index of an underlying�
refers to any of the component country indices that comprise the underlying index

FDIC: The PLUS are not bank deposits and are not insured by the Federal Deposit Insurance Corporation or
any other governmental agency, nor are they obligations of, or guaranteed by, a bank

Tax considerations: You will be obligated pursuant to the terms of the PLUS � in the absence of a change in law, an
administrative determination or a judicial ruling to the contrary � to characterize each PLUS for all tax
purposes as a pre-paid derivative contract in respect of the underlying index, as described under
�Supplemental Discussion of Federal Income Tax Consequences� on page S-95 of the accompanying
general terms supplement no. 1,735. Pursuant to this approach, it is the opinion of Sidley Austin LLP that
upon the sale, exchange or maturity of your PLUS, it would be reasonable for you to recognize capital
gain or loss equal to the difference, if any, between the amount you receive at such time and your tax
basis in your PLUS. Pursuant to Treasury regulations, Foreign Account Tax Compliance Act (FATCA)
withholding (as described in �United States Taxation�Taxation of Debt Securities�Foreign Account Tax
Compliance Act (FATCA) Withholding� in the accompanying prospectus) will generally apply to
obligations that are issued on or after July 1, 2014; therefore, the PLUS will generally be subject to the
FATCA withholding rules.

Trustee: The Bank of New York Mellon
Calculation agent: GS&Co.
Use of proceeds and
hedging:

As described under �Use of Proceeds� and �Hedging� on page S-94 of the accompanying general terms
supplement no. 1,735

ERISA: As described under �Employee Retirement Income Security Act� on page S-102 of the accompanying
general terms supplement no. 1,735

Supplemental plan of
distribution; conflicts
of interest:

As described under �Supplemental Plan of Distribution� on page S-103 of the accompanying general terms
supplement no. 1,735 and �Plan of Distribution � Conflicts of Interest� on page 94 of the accompanying
prospectus; GS Finance Corp. estimates that its share of the total offering expenses, excluding
underwriting discounts and commissions, will be approximately $     .

GS Finance Corp. will sell to GS&Co., and GS&Co. will purchase from GS Finance Corp., the aggregate
stated principal amount of the offered PLUS specified on the front cover of this document. GS&Co.
proposes initially to offer the PLUS to the public at the original issue price set forth on the cover page of
this document. Morgan Stanley Smith Barney LLC (Morgan Stanley Wealth Management), acting as
dealer for the offering, will receive a selling concession of $0.30, or 3% of the principal amount, for each
PLUS it sells. Morgan Stanley Wealth Management has informed us that it intends to internally allocate
at Morgan Stanley Wealth Management $0.05 of the selling concession, or 0.5% of the principal amount,
for each PLUS as a structuring fee. Goldman Sachs & Co. LLC will receive an underwriting discount of
$0.0175, or 0.175% of the principal amount, for each PLUS. GS&Co. is an affiliate of GS Finance Corp.
and The Goldman Sachs Group, Inc. and, as such, will have a �conflict of interest� in this offering of PLUS
within the meaning of Financial Industry Regulatory Authority, Inc. (FINRA) Rule 5121. Consequently,
this offering of PLUS will be conducted in compliance with the provisions of FINRA Rule 5121. GS&Co.
will not be permitted to sell PLUS in this offering to an account over which it exercises discretionary
authority without the prior specific written approval of the account holder.
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January  , 2019, which is expected to be the third scheduled business day following the date of this
document and of the pricing of the PLUS. Under Rule 15c6-1 of the Securities Exchange Act of 1934,
trades in the secondary market generally are required to settle in two business days, unless the parties
to any such trade expressly agree otherwise. Accordingly, purchasers who wish to trade the PLUS on
any date prior to two business days before delivery will be required, by virtue of the fact that the PLUS
are initially expected to settle in three business days (T + 3), to specify alternative settlement
arrangements to prevent a failed settlement.

We have been advised by GS&Co. that it intends to make a market in the PLUS. However, neither
GS&Co. nor any of our other affiliates that makes a market is obligated to do so and any of them may
stop doing so at any time.

Contact: Morgan Stanley Wealth Management clients may contact their local Morgan Stanley branch office or
Morgan Stanley�s principal executive offices at 1585 Broadway, New York, New York 10036 (telephone
number (866) 477-4776).

About Your PLUS: GS Finance Corp. and The Goldman Sachs Group, Inc. have filed a registration statement
(including a prospectus, as supplemented by the prospectus supplement and general terms
supplement no. 1,735 listed below) with the Securities and Exchange Commission (SEC) for the
offering to which this communication relates. Before you invest, you should read the prospectus,
prospectus supplement and general terms supplement no. 1,735 and any other documents
relating to this offering that GS Finance Corp. and The Goldman Sachs Group, Inc. have filed with
the SEC for more complete information about us and this offering. You may get these documents
without cost by visiting EDGAR on the SEC web site at. sec.gov. Alternatively, we will arrange to
send you the prospectus, prospectus supplement and general terms supplement no. 1,735 if you
so request by calling (212) 357-4612.

The PLUS are notes that are part of the Medium-Term Notes, Series E program of GS Finance Corp.,
and are fully and unconditionally guaranteed by The Goldman Sachs Group, Inc. This document should
be read in conjunction with the following:

• General terms supplement no. 1,735 dated July 10, 2017

• Prospectus supplement dated July 10, 2017
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• Prospectus dated July 10, 2017

The information in this document supersedes any conflicting information in the documents listed above.
In addition, some of the terms or features described in the listed documents may not apply to your PLUS.

January 2019
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We have not authorized anyone to provide any information or to make any representations other than those contained or incorporated by reference
in this document, the accompanying general terms supplement no. 1,735, the accompanying prospectus supplement or the accompanying
prospectus. We take no responsibility for, and can provide no assurance as to the reliability of, any other information that others may give you. This
document, the accompanying general terms supplement no. 1,735, the accompanying prospectus supplement and the accompanying prospectus is
an offer to sell only the PLUS offered hereby, but only under circumstances and in jurisdictions where it is lawful to do so. The information contained
in this document, the accompanying general terms supplement no. 1,735, the accompanying prospectus supplement and the accompanying
prospectus is current only as of the respective dates of such documents.

$

GS Finance Corp.

Buffered PLUS Based on the Value of theMSCI Europe Index due July 9, 2021

Principal at Risk Securities
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Goldman Sachs & Co. LLC

January 2019
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