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Member of
Credit Suisse Securities (USA) LLC and Subsidiaries:
(Formerly known as Credit Suisse First Boston LLC)

We have audited the accompanying consolidated statement of financial condition of Credit Suisse Securities
(USA) LLC, formerly known as Credit Suisse First Boston LLC, and Subsidiaries (the “Company”), a wholly
owned subsidiary of Credit Suisse (USA), Inc,, as of December 31, 2006 that you are filing pursuant to rule
17a-5 under the Securities Exchange Act of 1934 and Regulation 1.10 under the Commodity Exchange Act.
This consolidated statement of financial condition is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this consolidated financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial conditton is free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an optnion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall statement of financial condition presentation. We believe that our audit of the
statement of financial condition provides a reasonable basis for our opinion.

In our opinion, the consolidated statement of financial condition referred to above present faitly, in all

material respects, the consolidated financial position of Credit Suisse Securities (USA) LL.C and Subsidiaries
as of December 31, 2006, in conformity with accounting principles generally accepted in the United States of

America.
KPMe LP

New York, New York
February 28, 2007

KPMG LLP a U.S. hmited katuity partnership, is the U.5.
mamber frm of KPMG International, a Swiss cooperauve,




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaties]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.}

Consolidated Statement of Financial Condition

December 31, 2006
(In millions)

ASSETS

Cash and cash eqUEIVALENES .o s e ene e seren e $
Collateralized short-term financings:
Securities purchased under agreements to fesell ..o
SeCULIHES DOITOWEM ....ooeiitieeeeeeeeeeee ettt em et st et e e sane st esee e en v tanrraseatsnts sesmtsntontonsen

Receivables:

Customers.........

Brokers, dealers and other ...

Financial instruments owned (of whjch $48 188 was encumbered)
U.S. government and agencies ..
Corporate debt
BIQUILIES 1. oottt semsem e e e e ekt
D Erivatives COMMIACTS ..o.i ittt e eeeeeece et eee e st ee e e e esese e essessneeneeseeseeseeaeeseeseeanensenransaren.
COMMETTIAL PAPEE ..ot ettt eenns

Other...

Net defcrrcd tax asset.,
Office facilities at cost (net of accumulated dcprcclauon and amortization of $422)

Loans receivable from parent and affiliates. ... e cserscssene:
Other as5ets AN EFEILEU ATMMOUIES .oovveee s erereereresrererseserssrasesssrasessasesessensssssnessesessosssesssssessasesssesss

O Al ASS LS 1ovvvvreriiresiasreiatrrrsrssteierrsaessbtsstsmsasraeresrasssstssssssssensesssnssenssrstesseasssnsess setarsisssesteessesrentassasensensns

See accompanying notes to consolidated statement of financial condition.
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31,302
23,911
44,704
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1,859
957
1,435
249
503
198
4,124
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CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
{A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]

Consolidated Statement of Financial Condition
December 31, 2006
{In millions)

LIABILITIES AND MEMBER’S EQUITY

SHOLt-TELIM DOLTOWINES 1o riirirrnrirsrerierssirarss s s ssesest et s bbb b eas s bbb b s b b 7,828
Collateralized short-term financings:

Securities sold under agreements to repUIChase.........cooioiiiiniinie s 114,864

SeCUIHES JOANEU ..o i e rsr s s rste s s s e as s e sen e e resherease s e e snereebesee e seneerens 63,588
Payables:

CUBEOMIEES oo ceteiee s rars s asis it e s et n s meass b ea e e s basa sessas besesns st e sne e s ssa s seasstessrnsesensaresensansseentenessens 7,912

Brokers, dealers and other ... e 7,034
Financial instruments sold not yet purchased:

US, government and agencies ... 17,733

COLPOLAte deDt. vt st s 4,139

EQUILIES oot sss b e cn st s b sh st nan s 6,690

DErIVATIVES COMIEATES 1vviiiiiitiieeeseeieeiessiressesvesestaseses asesseseseasars et asrasesssssaesantensaneressssansansansasssasssns 2,071

Other... 351
Obhgauon to return securities recetved as co].lateral 11,049
Accounts payable and accrued eXpenses ... 3,188
Other liabilites... 6,111
Subordinated borrowmgs 7.500

Total HaDILHES cooiveiiviniiiinisee sttt b e b bbb bbb et 260,058

Member’s Equity:
IMEMBEL’S COMIDULIONS covvevvverireieririt e rireretestsesressertresssstresassessannssssssnesassensonsnsansnnesestonsossaressencass 1,234
Accumulated earnings.......c....evevuenn. 2,727

Accumulated other comprchcnswc ioss ......................................................................................... (185)

Total MEMDEL’S EQUILY ...oovviicticr e st a s ses s 9,776

Total liabilities and member’s eqQUILY ..o, 3 269,834

See accompanying notes to consolidated statement of financial condition.




CREDIT SUISSE SECURITIES (USA)} LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition
December 31, 2006

1. Organization and Description of Business

Credit Suisse First Boston LLC and Subsidiaries (the “Company” or “CS Securities”) is a wholly
owned subsidiary of Credit Suisse First Boston (USA), Inc. and an indirect wholly owned subsidiary of Credit
Suisse First Boston, Inc., whose ultimate parent is Credit Suisse Group (“CSG”). On January 16, 2006 the
Company was renamed Credit Suisse Securities (USA) LLC, Credit Suisse First Boston (USA), Inc. was
renamed Credit Suisse (USA), Inc. (the “Parent Company” or “CS USA”) and Credit Suisse First Boston, Inc.
was renamed Credit Suisse Holdings (USA}, Inc. {“CS Holdings”). The name changes result from the
adoption by CSG of a single brand for its banking businesses under the name Credit Suisse.

The consolidated statement of financial condition includes the accounts of the Company and its
wholly owned subsidiary, Special Situations Holdings, Inc. — Westbridge (“Westbridge™), as well as, all
variable interest entities (“VIEs”) that were consolidated in accordance with Financial Accounting Standards
Board (“FASB”) Interpretation (“FIN™) No. 46, “Consolidation of Varable Interest Entities,” (“FIN 467), an
Interpretation of Accounting Research Bulletin No. 51, “Consolidated Financial Statements” and FSP No.
FIN 46(R)-6, “Determining the Variability to Be Considered in Applying FASB Interpretation No. 46(R)”
(“FSP FIN 46(R)-6"). See Note 5 for more information regarding the Company’s consolidation of VIEs.

The Company, as a U.S. registered broker-dealer, provides a variety of capital raising, market making,
advisory and brokerage services for its government, financial institution, high-net-worth individuals and
corporate clients and affiliates. It is also a primary dealer in U.S. government securities and an underwriter,
placement agent and dealer for money market instruments, commercial paper, mortgage and other asset-
backed securities, as well as a range of debt, equity and other convertible securities of corporations and other
issuers. The Company also executes trading strategies for its own account using debt, equity and related
derivatives instruments.

2.  Summary of Significant Accounting Policies

Basis of finandal information. To prepare the consolidated statement of financial condition in
accordance with accounting principles generally accepted in the United States of America, management must
make estimates and assumptions. The reported amounts of assets and liabilities are affected by these
estimates and assumptions, the most significant of which are discussed in the notes to the consolidated
statement of financial condition. Estimates, by their nature, are based on judgment and available information.
Therefore, actual results could differ materially from these estimates. All material intercompany balances and
transactions have been eliminated.

Cash and cash equivalents. Cash and cash equivalents include all demand deposits held in banks and
certain highly liquid investments with original maturities of 90 days or less, other than those held for trading

purposes.

Collateralized short-term financings, The Company enters into transactions involving securities sold under
agreements to repurchase (“repurchase agreements”) and securities purchased under agreements to resell
(“resale agreements”) and securities borrowed and securities loaned transactions as part of the Company’s
matched-book activities to accommodate clients, finance the Company’s trading inventory, obtain securities
for settlement and earn interest spreads.




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

2. Summary of Significant Accounting Policies (Continued)

Repurchase agreements and resale agreements are treated as collateralized financing arrangements
and are carried at contract amounts that reflect the amounts at which the securities will be subsequently
repurchased or resold. Interest on such contract amounts is accrued and is included in the consolidated
statement of financial condition in receivables from and payables to brokers, dealers and other. The Company
takes possession of the securities purchased under resale agreements and obtains additional collateral when
the market value falls below the contract value. The Company nets certain repurchase agreements and resale
agreements with the same counterparty in the consolidated statement of financial condition when the
requirements of FIN No. 41, “Offsetting of Amounts Relating to Certain Repurchase and Reverse
Repurchase Agreements,” are satisfied.

Securities borrowed and securities loaned transactions are recorded at the amount of cash collateral
advanced or received. For securities borrowed, the Company deposits cash, letters of credit or other collateral
with the lender. For securities loaned, the Company reccives cash or other collateral from the borrower
generally in excess of the market value of securities loaned. Interest on such transactions is accrued and is
included in the consolidated statement of financial condition in receivables from and payables to brokers,
dealers and other. The Company monitors the market value of securities borrowed and loaned daily and
obtains or refunds collateral as necessary.

Receivables from customers/Payables to customers. Receivables from and payables to customers include
amounts due on regular way securities transactions, matgin transactions and commodities futures. Securities
owned by customers, including those that collateralize margin or similar transactions are not reflected in the
consolidated statement of financial condition.

Receivables from brokers, dealers and other/ Payables to brokers, dealers and other. Receivables from brokers,
dealers and other include amounts receivable for securities not delivered by the Company to a purchaser by
the settlement date ("fails to deliver"), omnibus receivables, receivables from clearing organizations, other
non-customer receivables, margin deposits and accrued dividends and interest. Payables to brokers, dealers
and other include amounts payable for securities not received by the Company from a seller by the settlement
date ("fails to receive"), payables to clearing organizations, amounts related to futures contracts transacted on
behalf of customers, other non-customer payables and accrued dividends and interest. In addition, the net
receivable or payable arising from unsettled regular-way trades is included in receivables from brokers, dealers
and other or payables to brokers, dealers and other.

Fair value of financial instruments. Substantially all of the Company’s financial instruments, as well as
financial instruments with off-balance sheet risk, are carried at fair value. Fair value is estimated at a specific
point in time, based on relevant market information or the value of the underlying financial instrument.
Financial instruments are recorded on a trade date basis.

The determination of fair value is fundamental to the Company’s financial condition and, in certain
circumstances, requires management to make complex judgments. Fair value is based generally on listed
market prices or broker or dealer price quotations. If prices are not readily determinable or if liquidating the
Company’s positions is reasonably expected to affect market prices, fair value is based on either internal
valuation models or management’s estimate of amounts that could be realized under current market




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

2.  Summary of Significant Accounting Policies (Continued)

conditions. Certain financial instruments, including over-the-counter (“OTC”) derivatives contracts, are
valued using pricing models that consider, among other factors, contractual and market prices, correlations,
time value, credit, yield curve, volatility factors and/or prepayment rates of the underlying positions. The use
of different pricing models and assumptions could produce materially different estimates of fair value.

Securitization.  The Company securtizes residential mortgage-backed securities, agency mortgage-
backed securities and asset-backed securites. The Company accounts for the transfers of financial assets in
accordance with Statement of Financial Accounting Standards (“SFAS™) No. 140, “Accountng for Transfers
and Servicing of Financial Assets and Extinpuishments of Liabilities” (“SFAS 140”). The Company records a
securitization as a sale when the accounting criteria for a sale are met. The Company may retain interests in
these securitized assets in connection with its underwriting and market-making activities. Retained interests
in securitized financial assets are included at fair value in financial instruments owned in the consolidated
statement of financial condition. The fair values of retained interests are determined using present value of
estimated future cash flows valuation techniques that incorporate assumptions that market participants
customarily use in their estimates of values including prepayment speeds, credit losses and discount rates. See
Note 5 for more information.

Dertvatives contracts.  All derivatives contracts are carried at fair value. See Note 6 for more
information.

Office factlities. Office facilities are carried at cost and are depreciated on a straight-line basis over their
estimated useful life of two to seven years. Leaschold improvements are amortized over the lesser of the
useful life of the improvement or term of the lease.

Goodwill and identifiable intangible assets. Goodwill represents the amount by which the purchase price
exceeds the fair value of the net tangible and intangible assets of an acquired company on the date of
acquisition. Goodwill is reviewed annually for impairment. Based on the results of the Company’s year-end
annual review it was determined that no impairment charge was required. Intangible assets that do not have
indefinite lives, principally trademarks and customer lists, are amortized over their useful lives and reviewed
for impairment. Intangible assets are included in other assets and deferred amounts in the consolidated
statement of financial condition. Also included in intangible assets are mortgage servicing rights which are
carried at fair value. See Note 7 for more information.

Consolidation of VIEs. In January 2003, the FASB issued FIN 46, which requires the Company to
consolidate VIEs for which it is the primary beneficiary, defined as the entity that will absotb a majority of
expected losses, receive a majority of the expected residual returns, or both. In December 2003, the FASB
modified FIN 46, through the issuance of FIN 46R, to address various implementation issues that had arisen
since the issuance of FIN 46 and to provide companies the option to defer the adoption of FIN 46 for
certain VIEs to pedods ending after March 15, 2004. In April 2006, the FASB further modified FIN 46
through the issuance of FSP FIN 46(R)-6 which provides guidance regarding how contracts or arrangements
that create or reduce variability should be assessed when determining if they are VIEs. As of December 31,
2006, the Company consolidated VIEs under FIN 46 for which it is the primary beneficiary, which relate to
its residential mortgage-backed securities activittes. See Note 5 for more information.




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries)
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

2.  Summary of Significant Accounting Policies (Continued)

Income taxes. The Company is included in the consolidated federal income tax return filed by CS
Holdings and certain state and local income tax returns filed by CS Holdings and CS USA. CS Holdings
allocates federal income taxes to its subsidiaries on a separate return basis and any state and local income
taxes on a pro rata basis, pursuant to a tax sharing arrangement.

The Company uses the asset and liability method in providing for income taxes which requires that
deferred income taxes be recorded and adjusted for the future tax consequences of events that have been
recognized in the financial statements or tax returns, based upon enacted tax laws and rates. Deferred tax
assets are recognized subject to management’s judgment that realization is more likely than not. See Note 15
for more information.

Revently Adopted Accounting Standards

SFAS 154

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections, a
replacement of APB Opinion No. 20, ‘Accounting Changes’ (APB 20) and FASB Statement No. 3,
‘Reporting Accounting Changes in Interim Financial Statements (an Amendment of APB Opinion No. 28,
‘Interim  Financial Reporting’)”” (“SFAS 154”). SFAS 154 requires retrospective application, unless
impracticable, to prior periods’ financial statements for voluntary changes in accounting principles and
changes required by an accounting pronouncement in the unusual circumstances in which the
pronouncement does not include specific transition provisions. This statement also requires that a change in
depreciation, amortization or depletion method for long-lived, nonfinancial assets should be accounted for as
a change in accounting estimate effected by a change in accounting principle (ie., as a retrospective
application). The guidance for reporting the correction of an error in previously issued financial statements
and the change of an accounting estimate does not change from APB 20. SFAS 154 was effective for the
Company as of January 1, 2006. The adoption of SFAS 154 did not have a material impact on the Company’s
financial condition.

SFAS 155

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial
Instruments” (“SFAS 155”), which amends SFAS No. 133, “Accounting for Dervative Instruments and
Hedging Activities” (“SFAS 133”) and SFAS No. 140, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities” (“SFAS 140”). Under SFAS 155, hybrid financial instruments
which contain embedded derivatives that would otherwise require bifurcation may be accounted for at fair
value. The fair value designation may be applied on an instrument-by-instrument basis; however, the election
to apply fair value accounting is irrevocable. SFAS 155 is effective for those instruments acquired or issued
on or after an entity’s fiscal year beginning after September 15, 2006, with early adoption permitted as of the
beginning of a fiscal year for which an entity has not previously issued interim financial statements. SFAS 155
allows limited retrospective application for existing bifurcated hybrid financial instruments. The Company
elected to early adopt SFAS 155 as of January 1, 2006. The adoption of SFAS 155 did not have an impact on
the Company’s financial condition.




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formesly known as Credit Suisse First Boston LL.C and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

2. Summary of Significant Accounting Policies (Continued)
SFAS 156

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets”
(“SFAS 1567), which amended SFAS 140. SFAS 156 requires that all separately recognized servicing rights
after the effective date be initially measured at fair value and permits separately recognized servicing rights to
be accounted for at fair value in subsequent periods. SFAS 156 permits an irrevocable election to apply fair
value measurement for classes of servicing rights based on the different valuation and risk characteristics of
the underlying assets and the method in which the economic risks are managed. SFAS 156 is effective on a
prospective basis for fiscal years beginning after September 15, 2006, with early adoption permitted as of the
beginning of a fiscal yeat for which an entity has not previously issued interim financial statements. SFAS 156
allows limited retrospective application for existing separately recognized servicing rights. The Company
elected to early adopt SFAS 156 as of January 1, 2006. The adoption of SFAS 156 did not have a material
impact on the Company’s financial condition.

FSP FIN 46R-6

In Aprit 2006, the FASB issued FSP No. FIN 46(R)-6, “Determining the Variability to Be
Considered in Applying FASB Interpretation No. 46(R)” (“FSP FIN 46(R}-6"). FSP FIN 46(R}-6 provides
guidance regarding how contracts ot arrangements that create or reduce variability should be assessed when
determining if they are VIEs and when assessing the need for consolidation of VIEs. FSP FIN 46(R)-6
requires that evaluations of the variability created or absorbed in an entity from its contracts or arrangements
be based on an analysis of the entity’s design. In evaluating the design of an entity, an analysis must be
performed as to the potential risks to which the entity is exposed as well as the risks that the entity was
designed to create and pass along to its interest holders based on the purpose for which the entity was
formed. The guidance of FSP FIN 46(R)-6 was adopted by the Company and applied effective July 1, 2006 to
all new entities as well as entities previously analyzed under FIN 46(R} when a reconsideration event occuts.
FSP FIN 46(R)-6 did not have a material impact on the Company’s financial condition.

SFAS 158

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans —~ an amendment of FASB Statements No. 87, 88, 106 and 132(R)”
(“SFAS 158”). SFAS 158 requires an employer to: i) recognize in the statement of financial condition the
funded status of a defined benefit plan on a prospective basis; if) recognize as a component of other
comprehensive income, net of tax, the actuarial gains or losses and prior service costs or credits that arise
during the period but are not recognized as components of net periodic benefit cost pursuant to SFAS No.
87, “Employers’ Accounting for Pensions” (“SFAS 87”) or No. 106, “Employers’ Accounting for
Postretirement Benefits Other than Pensions” (“SFAS 106”). Amounts recognized in accumulated other
comprehensive income, including gains or losses, prior service costs or credits and transition assets or
obligations remaining from the initial application of SFAS 87 and 106, are to be adjusted as they are
subsequently recognized as a component of net periodic benefit cost; iii) measure the defined benefit plan
assets and obligations at the date of the employer’s fiscal year-end statement of financial condition; and iv)
disclose in the notes to the statement of financial condition additional information about certain effects on



CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

2.  Summary of Significant Accounting Policies (Continued)

net periodic benefit cost for the next fiscal year that arise from delayed recognition of the gains or losses,
prior service costs or credits and transition asset or obligation. SFAS 158 recognition provisions associated
with the funded status of a defined benefit plan are effective as of the end of the fiscal year ending after
December 15, 2006. The provision to measure plan assets and benefit obligations as of the date of the
employer’s fiscal year-end statement of financial condition is effective for fiscal years ending after December
15, 2008 with early adoption permitted. The cumulative effect of the Company initially adopting the
recognition provisions of SFAS 158 as of December 31, 2006 was an after tax decrease in accumulated other
comprehensive income and consolidated net assets of $5 million. See Note 14 for more information.

The Company did not eatly adopt the measurement date provisions.
Standards to be adopted in future periods
FIN 48

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes — An Interpretation of FASB Statement No. 109” (“FIN 487). FIN 48 addresses the accounting for
uncertainty in income tax positions by prescribing a consistent recognition threshold and measurement
attribute for income tax positions taken or expected to be taken in an income tax return. FIN 48 also.
provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure and transition.

FIN 48 requires a two-step process in evaluating income tax positions. In the first step, an enterprise
determines whether it is more likely than not that an income tax position will be sustained upon examination,
including resolution of any related appeals or litigation processes, based on the technical merits of the
position. Income tax positions meeting the more-likely-than-not recognition threshold are then measured to
determine the amount of benefit eligible for recognition in the financial statements. Each income tax position
1s measured at the largest amount of benefit that is more likely than not to be realized upon ultimate
settdement.

The provisions of FIN 48 are effective for fiscal years beginning after December 15, 2006. The
adoption of FIN 48 as of January 1, 2007 did not have a material change to the Company’s financial
condition.



CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formerly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

2. Summary of Significant Accounting Policies (Continued)
SFAS 157

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157”).
SFAS 157 establishes a single authoritative definition of fair value, sets out a framework for measuring fair
value, and requires additional disclosures for instruments carried at fair value. The statement applies only to
fair value measurements which are already required or permitted by other accounting standards. It will affect
current practice by eliminating the Emerging Issues Task Force 02-3 guidance which prohibits the
recognition of gains or losses at the inception of detivative transactions whose fair value is primarily
estimated based upon unobservable market data. SFAS 157 will also eliminate the use of blockage factors on
instruments that trade in an active market by brokers, dealers and investment companies that have been
applying the applicable AICPA Audit and Accounting Guides. SFAS 157 is effective for financial statements
issued for fiscal years beginning after November 15, 2007, with early adoption permitted. The Company is
currently evaluating the impact of adopting SFAS 157.

SFAS 159

In February 2007, the FASB issued SFAS 159, “The Fair Value Option for Financial Assets and
Financial Liabilities, Including an amendment of FASB Statement 1157 (“SFAS 159”). SFAS 159 creates an
alternative measurement treatment for certain financial assets and financial liabilities that permits fair value to
be used for initial and subsequent measurement. The availability of this alternative measurement treatment is
referred to as the fair value option. The statement also provides for additional financial statement
presentation and disclosures relating to the altemative measurement treatment. SFAS 159 is effective as of the
beginning of the first fiscal year that begins after November 15, 2007, with early adoption permitted. The
Company is currently evaluating the impact of adopting SFAS 159.

3. Related Party Transactions

The Company is involved in significant financing and other transactions, and has significant related
party balances, with Credit Suisse, a Swiss bank subsidiary of CSG and an indirect parent of the Company,
and certain of its subsidiaries and affiliates. The Company generally enters into these transactions in the
ordinary course of business and believes that these transactions are generally on tnarket terms that could be
obtained from unrelated third parties.
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CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formetly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

3. Related Party Transactions (Continued)

The following table sets forth the Company’s related party assets and liabilities as of December 31,

2006:
(In millions}
ASSETS

Securities purchased under agreements to resell.....cccccooiiiinnnnen § 5,373
Securities borrowed ......ecveevereeieennn 6,954
Receivables from brokcrs dealcrs and othcr .............................................................................. 915
COIPOLALE dEDE couviiieriiiee et b et 65
DD EIIVAEVES COMULACTES 1.vivvrrireeeeneereneeeteassestessseserearassssnssoustsatsesesasassaransissnsssss bosssssnssnssnssansasesronsassinras 16
INET AEFEITEA LA ASSEL.euriviieririrsrererracsceemssesssiesssasissrsssessresssssenssresnareseesessrssratebassssessssanssnsressassssnasen 1,435
Loans receivable from parent and affiliates ... 198

TOLAL ASSCES ..vveereeereeisrerasererereres s ems bt seastsesbatararassesssens s sassnrnsorarsesemssses bbb ibsbbssns nssnstnssases $ 14,956

LIABILITIES

Short-term borrowIngs......ovnenrvninens OO OO OUUOPI TP PTRTO. 7,695
Securities sold under agrecments to repurchase 17,583
SECULIIES JOANE ..ottt re st a rassassasssareg e sorer e sones e sbebeasthe s e beb SR e ae e s b e sRam e bR R bompnsensannatnabnts 55,533
Payables to customets .. 255
Payables to brokers, dealers and other ........................................................................................ 4,891
Corporate debt ... 147
Derivatives CONtracts.......couvenn 49
Obligation to return securities recewed as collateral ................................................................. 1,945
Taxes payable (included in Other labilities).... 546
Intercompany payables (mcludcd in Other habmues) 663
Subordinated borrowlngs 7,500

Total liabilities... OO PO O OO UUPOTUTTOVOOTEUOTPT. 96,807

Certain of the Company’s directors, officers and employces and those of the Company’s affiliates
maintain margin accounts with the Company in the ordinary course of business. The Company from time to
time and in the ordinary course of business, enters into, as principal, transactions involving the purchase or
sale of securities from or to such directors, officers and employees and members of their immediate families.

The Share Plan provides for the grant of equity-based awards to Company employees based on C8G
shares pursuant to which employees of the Company may be granted, as compensation, shares or other
equity-based awards as compensation for services performed CS Holdings purchases shares indirectly from
CSG to satisfy these awards, but CS Holdings does not require reimbursement from the Company; therefore,
amounts associated with these awards are considered a capital contribution to the Company and credited to
paid-in-capital.

In connecton with its derivatives activities, the Company enters into OTC derivatives contracts with

related parties that contingently require the Company, as guarantor, to make payments based on changes in an
underlying financial instrument. See Note 10 for more information.
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Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

3. Related Party Transactions (Continued)

The Company is included in the consolidated federal income tax return and combined state and local
income tax returns filed by CS Holdings and CS USA. See Note 15 for more information.

4. Receivables from/Payables to Brokers, Dealers and Other

Amounts receivable from and payable to brokers, dealers and other at December 31, 2006, consist of
the following:

Receivables Payables
(In millions)

Unsettled regular way securities trades ..o § 803 § 90
Fails to deliver/Fails (0 18CEIVE .t i e rssrsnseasenssenas 2,519 4979
Omnibus 1ECEIVADIES ..ovovecece e rent s e e re s 1,120 —
Receivables from/Payables to clearing organizations.........ceceiiunee. 3,195 260
Accrued dividends and INterest....cooeiicerer s rersesse s eessieneee 923 875
Other non-customer reCeivables ..o 28 —
OB ettt st ea et s er e ke sttt b ettt aasnn e 524 830

TOTAL e cvverrrrer et er s e eae e e e s eass e e en et ns s s srnbensraneranares D 9112 % 7,034

The Company clears certain of its proprietary and customer transactions through other broker-
dealers on a fully disclosed basis. The amounts receivable from/payable to clearing organizations relate to
unsettled trades and deposits from customers held at clearing organizations and are collateralized by securities
owned by the Company. See Note 5 for more information.

5. Transfers of Financial Assets

As part of the Company's financing and securities setdement activities, the Company uses securities
as collateral to support various secured financing sources. If the counterparty does not meet its contractual
obligation to return securities used as collateral, the Company may be exposed to the risk of reacquiring the
securities at prevailing market prices to satisfy its obligations. The Company controls this risk by monitoring
the market value of financial instruments pledged each day and by requiring collateral levels to be adjusted in
the event of excess market exposure.

12
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5. Transfers of Financial Assets (Continued)

The following table sets forth the assets pledged by the Company and the collateral received by the
Company as of December 31, 2006:

December 31,
2006
(In billions)
Fair value of the assets pledged and assigned as collateral by the Company ......cccccccc... $ 81.1
of which was encumbered ... 48.2
Fair value of the collateral received by the Company with the right to sell or repledge... 190.9
of which was sold or repledged...........coii s 187.2

Securitization Activities

The Company securitizes residential mortgage-backed securities, agency mortgage-backed securities
and asset-backed securities.

The Company may retain interests in these securitized assets in connection with its underwriting and
market-making activiies. The Company’s exposure in its securitization activities is limited to its retained
interests. Retained interests in securitized financial assets are included at fair value in financial instruments
owned in the consolidated statement of financial condition. The fair values of retained interests are
determined using market quotes where available or the present value of estimated future cash flows valuation
techniques that incorporate assumptions that marketplace participants customarily use in their estimates of
values. As of December 31, 2006, the fair value of the interests retained by the Company was $2.4 billion.

Key economic assumptions used at the date of securitization in measuring the fair value of the
retained Interests resulting from securitizations completed during the year ended December 31, 2006 were as
follows:

Residential
mortgage-backed
and agency Other
mortgage-backed asset-backed
securities securities
Weighted-average life (In years) ..o 3.5 89
Prepayment rate (in rate per annum)M .o, 0.0%-92.0% N/A
Cash flow discount rate (in rate per annum)@ ........cc.ooeecenrinrinnerennnn, 0.0%-39.7% N/A
Expected credit losses (in rate per aniium)........ovveevennseerniesrnsecinins 0.0%-34.0% N/A
(1) ‘The Company utilizes the constant prepayment rate assumptions.
2 ‘The rate is based on the weighted average yield on the retained interest.
13
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5. Transfers of Financial Assets (Continued)
The following table sets forth the fair value of retained interests from securitizations as of December

31, 2006, key economic assumptions used to determine the fair value and the sensitivity of the fair value to
immediate adverse changes in those assumptions:

Residential
mortgage-backed
and agency Other
mortgage-backed asset-backed
securities securities
(Dolars in millions)
Fair value of retained INterests ..ot creseires e soeeresseseseseasseseas $ 2327 50
Weighted-average life (in years) ..o 34 1.4
Prepayment rate (in rate per annum)(V ..o 0.0%-25.3%  25.0%-68.0%
Impact on fair value of 10% adverse change ..o $ (13) —
Impact on fair value of 20% adverse change e $ (24) —
Cash flow discount rate (in rate per annum)@ ..o 6.0% N/A
Impact on fair value of 10% adverse change .......ccovunariisnnens $ (33) —
Impact on fair value of 20% adverse change.....ccocincecninine. § (67) —
Expected credit losses (in rate per annum)@. oo N/A N/A
Impact on fair value of 10% adverse change.......iiiiinin § — —
Impact on fair value of 20% adverse change.......cccoviciiis § — —
m T'he Company utilizes the constant prepayment rate assumptions.
@ The rate is based on the weighted average yield on the retained interest.
(3) As of December 31, 2006, a substantial portion of the residential mortgage retained interests were investment grade and are

therefore not subject to significant adverse credit losses.

These sensitivides are hypothetical and do not reflect the benefits of hedging activities. Changes in
fair value based on a 10% or 20% variation in assumptions generally cannot be extrapolated because the
relationship of the change in assumption to the change in fair value may not be linear. Also, the effect of a
variation in a particular assumption on the fair value of the retained interests is calculated without changing
any other assumption. In practice, changes in one assumption may result in changes in other assumptions
(for example, increases in market interest rates may result in lower prepayments and increased credit losses),
which may magnify or counteract the sensitivities.

Variable Interest Entities

The Company has variable interests in several collateralized debt obligation (“CDO™) VIEs. The
CDO entities may have actively managed (“open”) portfolios or static or unmanaged (“closed”) portfolios.
The closed CDO transactions are typically structured to use QSPEs, which are not consolidated in the
Company’s statement of financial condition.
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5. ‘T'ransfers of Financial Assets (Continued)

The Company has consolidated VIEs for which it is the primary beneficiary. As of December 31,
2006, the Company recorded $3.8 billion, representing the carrying amount of the consolidated assets of
these VIEs that are collateral for the VIE obligations. The beneficial interests of these consolidated VIEs are
payable solely from the cash flows of the related collateral, and the creditors of these VIEs do not have
recourse to the Company in the event of default.

The Company holds significant debt and equity interests in CDO VIEs that are not consolidated
because the Company is not the primary beneficiary. The total assets in these CDO VIEs as of December
31, 2006 were $7.0 billion. The Company’s maximum exposure to loss on significant debt and equity interest
in CDO VIEs as of December 31, 2006 was $158 million, which was the amount carried at fair value in
financial instruments owned.

6. Derivatives Contracts

The Company uses derivatives contracts for trading and hedging purposes and to provide products
for clients. These derivatives include options, forwards, futures and swaps. Derivative contracts are carried
at fair value.

Options

The Company writes option contracts specifically designed to meet customer needs, for trading
purposes or for hedging purposes. The options do not expose the Company to credit risk because the
Company, not its counterparty, is obligated to perform. At the beginning of the contract period, the
Company receives a cash premium. During the contract period, the Company bears the risk of unfavorable
changes in the value of the financial instruments underlying the options. To manage this market nsk, the
Company purchases or sells cash or derivative financial instruments on a proprietary basis. Such purchases
and sales may include debt and equity securities, forward and futures contracts, swaps and options.

The Company also purchases options to meet customer needs, for trading purposes or for hedging
purposes. With purchased options, the Company gets the right, for a fee, to buy or sell the underlying
instrument at a fixed price on or before a specified date. The underlying instruments for these options include
fixed income securities, equities, foreign currencies and interest rate instruments or indices. The
counterparties to OTC option contracts are reviewed to determine whether they are creditworthy.

Forwardy and Futurer

In the normal course of business, the Company’s customer and trading activities include executing,
settling and financing various securities and financial instrument transactions. To execute these transactions,
the Company purchases and sells (including “short sales”) securities, and purchases and sells forward
contracts primarily for U.S. Government and agencies, corporate debt, mortgage-backed securities and
foreign currencies. In addition, the Company enters into futures contracts on equity-based indices and other
financial instruments, as well as options on futures contracts.
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6. Derivatives Contracts (Continued)

Because forward contracts are subject to the financial reliability of the counterparty, the Company is
exposed to credit nisk. To mitigate this credit risk, the Company limits transactions with specific
counterparties, reviews credit limits, requires certain customers and counterparties to maintain margin
collateral and adheres to internally established credit extension policies.

For futures contracts and options on futures contracts, the change in the market value is settled with
a clearing broker or exchange in cash each day. As a result, the credit risk with the clearing broker is limited to
the net positive change in the market value for a single day, which is recorded in receivables from brokers,
dealers and other in the consolidated statement of financial condition.

Swaps

The Company’s swap agreements consist primarily of equity, credit default and total return swaps.
Equity swaps are contractual agreements to receive the appreciation or depreciation in value based on a
specific strike price on an equity instrument in exchange for paying another rate, which is usually based on
index or interest rate movements. Credit default swaps are contractual agreements in which one counterparty
pays a periodic fee in return for a contingent payment by the other counterparty following a credit event of a
teference entity. A credit event is commonly defined as bankruptcy, insolvency, receivership, material adverse
testructuring of debt, or failure to meet payment obligations when due. Total return swaps are contractual
agreements where one counterparty agrees to pay the other counterparty the total economics of a defined
underlying asset, in return for receiving a stream of floating rate cash flows such as London Interbank
Offered Rate (“LIBOR”). Swaps are reported at fair value.

Quantitative Disclosures for All Derivatives

The fair values of all derivatives contracts outstanding as of December 31, 2006 were as follows:

Assets Liabilides
(In millions)
OPUOMS vttt st sa st s senss b s rsines 668 $§ 430
FOrward CONIACES ..o erse s resr e e sesar e ensresnaras 1,870 1,616
SWAPS coovrmerirtiniiis e it R SRR 1 25
Total derIVAIVES ..ottt st ettt B 2,539 § 2,071

These assets and liabilities are included as derivatives contracts in financial instruments owned and
sold not yet purchased, respectively, in the consolidated statement of financial condition. Assets and liabilities
telated to futures contracts are included in receivables from brokers, dealers and other and payables to
brokers, dealers and other, respectively, in the consolidated statement of financial condition.

7. Goodwill and Identifiable Intangible Assets
As of December 31, 2006, the Company had $503 million of goodwill. In 2006, the Company

recorded $23 million in goodwill related to its acquisiion of Frye Louis Capital Management, Inc. As of
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7. Goodwill and Identifiable Intangible Assets (Continued)

December 31, 2006, the Company had net identifiable intangible assets of $47 million, which are included in
other assets and deferred amounts in the consolidated statement of financial condition. Identifiable intangible
assets consist of trademarks and customer lists, which are amortized over useful lives ranging from 20 to 21
years. As of January 1, 2006, in connection with its adoption of SFAS 156, the Company classifies mortgage
servicing rights as intangible assets. As of December 31, 2006, the fair value of the mortgage servicing rights
was $39 million.

8. Subordinated Borrowings and Secured Revolving Credit Facilities

As of December 31, 2006, the Company’s outstanding subordinated borrowings were as follows:

Revolving Subordinated Debt Agreement: (In millions)
Due April 30, 2014 ettt ereeeese B 6,000
Equity Subordinated Agreement:
Due April 30, 20171 c.coe s s e 1,500
Total subordinated BOIIOWINES. ........ccoiicr e essersesease s ecsossensssenes B 7,500

The Company has an $8.0 billion revolving subordinated debt agreement with the Parent Company
that matures on April 30, 2014. The Company has a $1.5 billion equity subordinated agreement with the
Parent Company that matures on April 30, 2011, The above subordinated agreements are at floating interest
rates and are equivalent to those obtained by the Parent Company for its long-term borrowings. The
weighted average effective interest rate for these borrowings as of December 31, 2006 was 6.16%.

The borrowings under these subordinated agreements qualify as regulatory capital and the
agreements include all statutory restrictions specified by the Uniform Net Capital Rule 15¢3-1, under the
Securities Exchange Act of 1934 (“the Exchange Act”), including restrictive covenants relating to additional
subordinated borrowings and to minimum levels of net capital, as defined, and consolidated member’s equity.

As of February 27, 2007, the Company maintained with third parties four 364-day committed
secured revolving credit facilities totaling $1.7 billion, with one facility for $500 million mawring in March
2007, one facility for $500 million maturing in July 2007, one facility for $200 million maturing in August
2007 and one facility for $500 million maturing in November 2007. These facilities require the Company to
pledge unencumbered marketable securities to secure any borrowings. Borrowings under each facility would
bear interest at short-term rates related to either the Federal Funds rate or LIBOR and can be used for
general corporate purposes. The facilities contain customary covenants that the Company believes will not
impair its ability to obtain funding. As of December 31, 2006, no borrowings were outstanding under any of
the facilities.
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9. Leases and Commitments

The following table sets forth the Company’s minimum operating lease commitments as of
December 31, 2006:

[welve months ending December 31, (In millions})
B OO U 55
20 e et e e e e et et e et s e ey 54
20T e bbb SRRSO RS b S b bbb bt et e bt 55
TREEEALEEL ...ttt ee e ettt s st e et e st et b em s e em e e et 274

TOTAKI .o ettt et st ab s A e As bk aas s et aaa $ 553
(1) Excludes sublease revenue of $11 million and executory costs such as insurance, maintenance and taxes of $182 million.

The following table sets forth the Company’s commitments, including the current portion as of
December 31, 20006:
Commitment Expiration Per Period

Less than 1 1-3 4-5 Over Total
year years years 5 years commitments

(1n millions)

Standby resale agreements®................ b 125 § — % — 3 404 % 529
Forward agreements®....................... 2,567 — — — 2,567

Total COMMILMENTS ....covirvrvrirerorenns $ 2,692 % — § — 3 404 § 3,096
{n In the ordinary course of business, the Company maintains certain standby resale agreement facilities that commit the

Company to enter into securities purchased under agreements to resell with customers at current market rates.

{2 Represents commitments te enter into securitics purchased under agreements to resell and agzeements to borrow securitics.

The Company used $564 million in outstanding standby letters of credit as of December 31, 2006, in
order to satisfy counterparty collateral requirements.

The Company had no capital lease obligations as of December 31, 2006. For information about
certain of the Company’s additional commitments, see Note 10.

10. Guarantees

In the ordinary course of business, the Company enters into guarantee contracts as guarantor. FIN
No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others” (“FIN 45”), requires disclosure by a guarantor of its maximum
potential payment obligations under certain of its guarantees to the extent that it is possible to estimate them.
FIN 45 also requires a guarantor to recognize, at the inception of a guarantee, a liability for the fair value of
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10. Guarantees (Continued)

the obligations undertaken in issuing such guarantee, including its ongoing obligation to stand ready to
perform over the term of the guarantee in the event that certain events or conditions occur. With certain
exceptions, these liability recognition requirements apply to any guarantees entered into or modified after
December 31, 2002,

The guarantees covered by FIN 45 may require the Company to make payments to the guaranteed
party based on changes related to an asset, a liability or an equity security of the guaranteed party. The
Company may also be contingently required to make payments to the guaranteed party based on another
entity’s failure to perform under an agreement, or the Company may have an indirect guarantee of the
indebtedness of others, even though the payment to the guaranteed party may not be based on changes
related to an asset, lability or equity security of the guaranteed party.

In additon, FIN 45 covers certain indemnification agreements that contingently require the
Company to make payments to the indemnified party based on changes related to an asset, liability or equity
security of the indemnified party, such as an adverse judgment in a lawsuit or the imposition of additional
taxes due to either a change in the tax law ot an adverse interpretation of the tax law.

The following table sets forth the maximum quantifiable contingent liabilities and cartying amounts
associated with guarantees covered by FIN 45 as of December 31, 2006 by maturity:

Amount of Guarantee
Expiration Per Period

Less than 1 1-3 4-5 Over 5 Total Carrying
ycar years yecars years gual’aﬂtces amounts
(In millions)
Derivatives ....ovvovveiriee. 3 2742 § 80 § 164 § 73 % 3,059 § 15
Total guarantees............. 3 2,742 § 80 § 164 § 73 8 3,059 % 15

Derivatives

In the ordinary course of business, the Company enters into OTC contracts that meet the definition
of a guarantee under FIN 45. Included in this category are certain written OTC put option contracts,
pursuant to which the counterparty can potentially force the Company to acquire the underlying financial
instrument or require the Company to make a cash payment in an amount equal to the decline in value of the
financial instrument underlying the OTC put option. Also included in this category are credit derivatives that
may subject the Company to credit spread or issuer default risk because the change in credit spreads or the
credit quality of the underlying financial instrument may obligate the Company to make a payment. The
Company seeks to manage these OTC denivatives exposures by engaging in various hedging strategies to
reduce its exposure,

FIN 45 does not require disclosures about derivatives instruments if they can be cash settled and the
Company has no basis to conclude that it is probable that the counterparties held the underlying instruments
related to the derivatives instrument at the inception of the contract. Derivatives meeting both of these
crteria are not disclosed in the above table. These amounts were determined by using notional values and
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10. Guarantees (Continued)

represent the obligations of the Company in the event that all the underlying financial instruments are
worthless, the likelihood of which the Company believes is remote. For more information on derivatives, see
Note 6.

Other Guarantees

The Company has certain guarantees for which its maximum contingent liability cannot be
quantified, These guarantees are not reflected in the table above and are discussed below.

Exchange and Clearinghouse Memberships

The Company is a member of numerous securities exchanges and clearinghouses, and may, as a
result of its membershlp arrangements, be required to perform if another member defaults. The Company
has determined that it is not possible to estimate the maximum amount of these obligations and believes that
any potental requirement to make payments under these arrangements is remote.

11. Concentrations of Credit Risk

As a securities broker and dealer, the Company is engaged in various securities trading and brokerage
activities servicing a diverse group of domestic and foreign corporations, governments and institutional and
individual investors. A substantial portion of the Company's transactions are executed with and on behalf of
institutional investors, including other brokers and dealers, commercial banks, U.S. agencies, mutual funds,
hedge funds and other financial institutions. These transactions are generally collateralized. Credit risk is the
potential for loss resulting from the default by a counterparty of its obligations. Exposure to credit risk is
generated by securities and currency settlements, contracting derivatives and forward wansactions with
customers and dealers, and the holding in inventory of bonds. The Company uses various means to manage
its credit risk. The creditworthiness of all counterparties is analyzed at the outset of a credit relationship with
the Company. These counterparties are subsequently reviewed on 2 periodic basis. The Company sets a
maximum exposure limit for each counterparty, as well as for groups or classes of counterparties.
Furthermore, the Company enters into master netting agreements when feasible and demands collateral from
certain counterparties or for certain types of credit transactions. As of December 31, 2006, the Company did
not have any significant concentrations of credit risk.

The Company's customer securities activities are transacted either in cash or on a margin basis, in
which the Company extends credit to the customer. The Company seeks to control the risks associated with
its customer actvities by requiring customers to maintain margin collateral to comply with various regulatory
and internal guidelines. The Company monitors required margin levels each day and requires customers to
deposit additional collateral, or reduce positions, when necessary.
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12. Net Capital Requirements

The Company is a registered broker-dealer, registered futures commission merchant and member
firm of the New York Stock Exchange Inc. (“NYSE”). Accordingly, the Company is subject to the minimum
net capital requirements of the Securities and Exchange Commission (the “SEC”) and the Commodities
Futures Trading Commission (“CFTC”). Under the alternative method permitted by SEC rule 15¢3-1, the
required net capital may not be less than the greater of 2% of aggregate debit balances arising from customer
transactions or 4% of the funds required to be segregated pursuant to the Commodity Exchange Act less the
market value of certain commodity options, all as defined. Under CFTC Regulation 1.17, the required
minimum net capital requirement is 8% of the total risk margin requirement (as defined) for all positions
carried in customer accounts plus 4% of the total risk margin requirement (as defined) for all positions carried
in non-customer accounts. As of December 31, 2006, the Company’s net capital of approximately $4.1
billion was 58.5% of aggregate debit balances and in excess of the minimurn requirement by approximately
$3.9 billion.

13. Cash and Securities Segregated Under Fedetal and Other Regulations

In compliance with the Commodity Exchange Act, the Company segregates funds deposited by
customers and funds accruing to customers as a result of trades or contracts. As of December 31, 2006, cash
and securities aggregating $2.3 billion were segregated or secured in separate accounts exclusively for the
benefit of customers.

In accordance with the SEC’s no-action letter dated November 3, 1998, the Company computed a
reserve requirement for the proprietary accounts of introducing broker-dealers. As of December 31, 2006,
the Company segregated 11.5. Treasury securities aggregating $3.9 billion on behalf of introducing broker-
dealers.

In addition, the Company segregated U.S. Treasury secunities with a market value of $7.4 billion as of
December 31, 2006 in a special reserve bank account exclusively for the benefit of customers as required by
rule 15¢3-3 of the Exchange Act.

14. Employee Benefit Plans

The Company provides retirement and post-retitement benefits to its U.S. and certain non-U.S.
employees through participation in a defined benefit pension plan, a defined contribution savings and
retirement plan and other plans. The Company’s measurement date is September 30 for its pension and
other post-retirement plans.

Pension Plans

The Company participates in a non-conttibutory defined benefit pension plan (the “Qualified Plan”)
available to individuals employed before January 1, 2000. Effective January 1, 2004, compensation and
credited service for benefit purposes were frozen for certain participants. Employees who no longer accrue
benefits in the Qualified Plan participate in a savings and retirement plan similar to employees hired on or
after January 1, 2000
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14. Employee Benefit Plans (Continued)

CSG applies sponsor accounting for accounting and reporting for defined benefit pension plans. The
Company and other CSG entities participate in and contribute to the same plan and the assets held by the
plan are not restricted or segregated and can be used to provide benefits to employees of any of the
participating CSG entittes. The Company has been designated to be the sponsor of the plan and records all
liabilities. The disclosures that follow present the plans in their entirety.

Contributions to the Qualified Plan are made as required by the Intemal Revenue Code and
applicable law but not in excess of the amounts deductible by the Company for income tax purposes.

The Company also sponsors a savings and retirement plan, which is a defined contribution plan, with
both a savings and a retirement compenent. All employees are eligible to participate in the savings
component whereby the Company matches a portion of the employee’s contributions in accordance with the
Company’s guidelines, In addition, individuals employed before January 1, 2000 who do not accrue benefits
under the Qualified Plan and employees hired on or after January 1, 2000 participate in the retirement
component and receive a retirement contribution.

The Company also provides a non-contributoty, non-qualified, unfunded plan (the “Supplemental
Plan”), which provides benefits to certain senior employees and Qualified Plan participants whose benefits
may be limited by tax regulations. Benefits under these pension plans are based on years of service and
employee compensation.

Other Post-retirement Plans

The Company provides certain subsidized unfunded health-care benefits for eligible retired
employees (the “Other Plans”). Employees hired prior to July 1, 1988 become eligible for these benefits if
they meet minimum age and service requirements, The plan sponsor has the right to modify or terminate
these benefits. As of December 31, 2006, the aggregate accumulated postretirement benefit obligation was
$112 million.

SFAS 158

In September 20006, the FASB issued SFAS 158. SFAS 158 recognition provisions associated with the
funded status of a benefit plan are effective as of the end of the fiscal year ending after December 15, 2006.
Under SFAS 158 there is also a provision to measure plan assets and benefit obligations as of the date of the
employer’s fiscal year end statement of financial conditon, effective for fiscal years ending after December
15, 2008 with early adoption permitted. Effective January 1, 2006, the Company adopted the recognition
provisions of SFAS 158 associated with the funded stars of a benefit plan. For additional information see
Note 2.

SFAS 158 requires the Company to record the net amount by which the projected benefit obligation
is overfunded or underfunded on the consolidated statement of financial condition, replacing the SFAS 87
requirement to report a minimum liability which represents the excess accumulated benefit obligation over
the fair value of a benefit plan’s assets. In connection with the adoption of SFAS 158, the Company recorded
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14. Employee Benefit Plans (Continued)
pre-tax and after-tax minimum pension liability adjustments of §9 million and $5 million, respectively, for the
year ended December 31, 2006 in accumulated other comprehensive loss in the consolidated statement of

financial condition related to the funded status of its employee benefit plans.

The following table presents the 2006 actvity including the incremental effect of applying SFAS 158
on individual line itemns in the statement of financial condition for the Qualified Plan of December 31, 2006

Before After
SFAS 158 Adjustments SFAS 158
Qualified Qualified Qualified

(In millions)
Intangible assets (included in other assets

and deferred amounts) .........ccoccvcevcrneneen, 3 4 § 4 3 —
Total ASSELS e 4 (4 —
Liabilities for pension benefits (included

in other liabilittes) ..o nencricnnne, (15) (5) (20)
Total liabilites. ... (15) (5) (20)
Accumulated other comprehensive loss...... 270 (33) 237
Total member’s equity......cooceovnviiiiceicnnens 270 (33) 237
Total liabilities and member s equlry $ 255 §% (38) 3% 217

The following table presents the 2006 activity including the incremental effect of applying SFAS 158
on individual line items in the statement of financial condition for the Supplemental and Other Plans as of

December 31, 2000:
Before Alter
SFAS 158 Adjustments SFAS 158
Supplemental Supplemental Supplemental
and Other and Other and Other

(In millions)
Intangible assets {included in other assets

and deferred amounts) oo § T 3 1 3 —
Total a85eL8 ... vrerieierrerie et 1 1) —
Liabilities for pension benefits (included

in other liabilities) ..., {167) 16 (151)
Total liabilities......o.covvvvvninriincnsie s (167) 16 (151)
Accumulated other comprehensive loss....... 7 42 49
Total member's equity......cococeeeeiiiciciccs 7 42 49
Total liabilities and member's equity............. $ (160) 3 58 § {102)

23




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
[Formerly known as Credit Suisse First Boston LLC and Subsidiaries]
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
[Formetly known as Credit Suisse First Boston (USA), Inc.]
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2006

14. Employee Benefit Plans (Continued)

Amounts recognized in the consolidated statement of financial condition as of December 31, 2006
were as follows:

Supplemental
Qualified and Other
(In millions)
Accrued benefit Hability ... e erasnsenees 5 (20) % (151)
Accumulated other comprehensive loss.....nicnin. 237 49
Net amount recogrized...........cooooecimnreimercrsresseereriersesreseess s $ 217 % (102)

The following table presents the pre-tax amounts recognized in accumulated other comprehensive as
of December 31, 2006:

Supplemental
Qualified and Other
{In millions)
Prior service costs (Credits}. ..ot $ 3 3 (14)
0SS et e oo e oo 234 63
3 237 § 49
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14. Employee Benefit Plans (Continued)
Benefit Obligation and Plan Assets

The following table reconciles the changes in the projected benefit obligation and the fair value of
the plan assets and summarizes the funded status for the Qualified Plan, the Supplemental Plan and the
Other Plans. Amounts shown are as of the measurement date, which is September 30, 2000:

Supplemental
Qualified and Other

Change in Benefit Obligation (In millions)

Projected benefit obhgauon as of begmnmg of penod ............................... 3 737 % 167

Service cost.. 20 3

TREETESE COSL ittt et et s s e r b 40 9

Participant contrlbutlons — 2

AMNENAMENIS ...ttt ettt ses s eet s seras e seen et st - (15)
Assumption change {26) (1)
Actuarial 1088 (ZAIN) cevemiuririeeeee e s et et ceseeasrs s ses s i2 (5)
Benefits paid.... (23) N
Projected beneﬁt obhgauon as of Lhe end of penod ................................... $ 760 $ 151

Change in Plan Assets
Fair value of assets as of the beginning of period........ccoiiiiinnn. $ 696 3 —_
Actual return on plan ASSEts. ... 67 —
Participant contrbUBONS ..ottt — 1
Employer contribUtions ... - 8
Benefits Paid....oooei et ena e {23) &

Fair value of assets as of the end of petiod........cinccmisnins $ 740§

Estimated Future Benefit Payments

The estimated future benefit payments expected to be made by the Qualified Plan, Supplemental

Plan and Other Plans are as follows:
Supplemental
Qualified and Other

{In millions)
Years 2012 2016 203 55
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14. Employee Benefit Plans (Continued)
Assumptions Used in Determining Costs and Obligations
The following table presents on a weighted average basis the assumptions used in determining the

net periodic benefit costs for the Qualified Plan, the Supplemental Plan and the Other Plans for the year
ended September 30, 2006:

For the Year Ended
September 30,
2006

Qualified Plan and Supplemental Plan
IDESCOUNME PALE . ..ooeietee ettt es e s e e sr s e b s b e e s baRe e b eneaE bt eseabs st enaes 3.50%
Rate of COMPENSAtoN INCIEASE. ...covvm et eressensscr st et ecbas e et nesoes 4.25%
Expected rate of Feturn ...t st 7.75%
Other Plans
DS COUNE TALE ettt ettt ere s eseae e tens st ene et anen s esesestensesaresensbansarsnnssssasans 5.50%
Rate Of COMPENSALON INCIEASE.....vu.verirererieeerereerrrsersee s sessnser s sssssssssssssssssssessensonsssssssesres N/A
Expected rate of returni® ... cereraee e se s sss s s s serans N/A
0 The expected long-term rate of return on plan assets assumption is based on historical real rates of return of the various

asset classes, weighted based on the target asset allocation percentages for cach major category of plan assets. The
anticipated inflation rate is added to these historical real rates of return to arrive at the expected long-term rate of retum on
plan assets assumption.

The assumptions used in determining the projected benefit obligation for the Qualified Plan and
Supplemental Plan and the projected health-care postretirement benefit obligation for the Other Plans as of
September 30, 2006 were:

2006
Projected benefit obligation
DDISCOUNE TALE..oivieiteeeii e cter et ra et st strs bbb b b et et sessme st aeseabt St s mse st omne st ansees 5.75%
Rate of cornpensar.lon increase.. 4.25%
Projected health-care postrenrement beneﬁt obhgat:on
Discount rate.. 5.75%
Rate of compensation IICEEASE. .oeoeeveee e s sereesessesnesenes st smss et eenesasseses et st s saetemtaesaet et ensanees N/A

In determining the accumulated postretirement health-care benefit obligation and the net periodic
postretirement costs for 2006, the Company assumed the following:

Obligation
Pre-65 Post-65 Medicare
Retirees Retirees Part D

Health-care rate increases

2006... 9.0% 9.8% 11.5%

2007... 8.0% 8.5% 10.0%

Ultimatc trcnd rate increase 4.5% 4.5% 5.5%
Ultimate trend expected to be achieved ..., 2011 2011 2011
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14. Employee Benefit Plans (Continued)

Assumed health-care cost trend rates have a significant effect on the amounts reported for the
health-care benefits. A 1% change in assumed health-care cost trend rates would have the following effects:

1% increase 1% decrease

(In miltions)
Effect on benefit obligation at end of year.......cccooevveeiceniernnisnnnicninnnee $ 8 $ (7
Effect on total of service and interest costs for year ...oovvvrveevennne. $ 1 $ (1)

Investments

The investment policies and strategies of the Qualified Plan are determined by a committee made up
of the Company’s senior management. The policy is based on long-term goals and is therefore not frequently
revised. The investment goal is to create an asset mix that is adequate for future benefit obligations by
creating a diversified investment portfolio, while managing various risk factors and maximizing the Qualified
Plan’s investment returns through use of related party and external fund managers and clearly defined
strategies. Senior management regularly monitors actual allocation compared to the policy. The current asset
allocation goal is to achieve an asset mix of approximately 30% in domestic equities; 20% in international
equities; 24% in fixed income securities; 10% in real estate; 15% in alternate investments (primarily hedge
funds); and 1% in cash.

The following table presents the percentage of the fair value of the Qualified Plan assets as of
September 30, 2006 by type of asset:

Qualified
2006

Asset Allocation:
FEIQUITY SECUIIIES ..oceicoee et as et b s b s s s e b et s ra TR e R s 58%
X0 ICOIIE SECULTHES oo veeeeee et eese e s e s et se s e s asr e s s e e brssr s s e brsbr e bebeabresanbessrssrabens 11
REAL EBTALE ...t ieveer et vetsts s ersa s raesesse b be s e beaabeasse st et et se e st eseae s re st va seebe s saeana s ene e saevansassansenereeeas 13
Cash and alleriiative INVESTTIEIIES oovvveerereersisieseernsreseresesssrssesssressaseesenssasasatsassessessesrssenssnssassas 18

TOUAL o rveveerereeeseevesseenseseemessessessnssassasssinssasberessssestassses s seaseRessesensassassasarabessraaressaransenseassnsrastarere 100%

15. Deferred Taxes

The Company is included in the consolidated federal income tax return filed by CS Holdings and
certain state and local income tax returns filed by CS Holdings and CS USA. CS Holdings allocates federal
income taxes to its subsidiaries on a separate return basis and any state and local income taxes on a prv rala
basis, pursuant to a tax sharing arrangement.
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Deferred tax assets and deferred tax liabilities are generated by the following temporary differences:

(In millions)

Deferred tax assets:

B 1] aY o O OO OSSPSR | 33
INVESHNEINIES (1ot e e e ers s s e ab e s s bt s b m e nst s s smesesnnsemsanrnas 27
Other liabilities and accrued expenses, primarily compensation and benefits.......... 1,428
State aNd LOCAL EAXES. ......c.ooieeiteceeee et bbb vanees 41
Total deferred taX ASSES....cuuenriernieieeeresistiee st ee st es s se et seeemsa et e ensasrossenses 1,529
Deferred tax liabilities:
IVEMEOLY it e ettt st e s 26
TOWESENEIES (. ooee et e e e et b e s sr e s ner b e sea e rneranen 21
OINCE ettt ee e ee e e s e s e e e entees e raes s ereesearen e se et reteesaesaeneen 6
Total deferred tax Habilities ... ...t s oo e 53
Deferred tax assets net of deferred tax liabilities ........coovevevevemeeeooeeeeeee e 1,470
Valuation allowance for state and local taxes ... (41)
INEt deferTed tax ASSEt. uuu ittt ee et eeet et eeee e eesees et eeseesen st e s aeemeseasemnameen $ 1,435

Due to uncertainty concerning the Company’s ability to generate the necessary amount and mix of
state and local taxable income in future periods, the Company maintains a valuation allowance against its
deferred state and local tax asset in the amount of $41 million as of December 31, 2006. The Company has
determined that the realization of the remaining recognized deferred tax assets as of December 31, 2006 is
more likely than not based on anticipated future taxable income. In addition, for federal income tax
purposes, the Company has planning strategies available that enhance its ability to utilize these tax benefits.

16. Legal Proceedings

The Company has provided reserves for litigation, claims and proceedings involving the Company in
accordance with SFAS No. 5, “Accounting for Contingencies.” The reserve for private litigadon involving
Enron, certain initial public offering allocation practices, research analyst independence and other related
litigation was $953 million after the application of settlements as of December 31, 2006.

The Company is involved in a number of judicial, regulatory and arbitration proceedings concerning
matters arising in connection with the conduct of its businesses. The Company believes, based on currently
available information and advice of counsel, that the results of such proceedings, in the aggregate, will not
have a matenal adverse effect on its financial condition but might be material to operating results for any
particular period, depending, in part, upon the operating results for such period. The Company intends to
defend itself vigorously in these matters, litigating or settling when determined by management to be in the
best interests of the Company.
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It is inherently difficult to predict the outcome of many of these matters. In presenting the
consolidated statement of financial condition, management makes estimates regarding the outcome of these
matters and records a reserve with respect to such matters that are probable and can be reasonably estimated.
Estimates, by their nature, are based on judgment and cutrently available information and involve a variety of
factors, including, but not limited to, the type and natute of the litigation, claim or proceeding, the progress of
the matter, the advice of legal counsel, the Company’s defenses and its experience in similar cases or
proceedings as well as its assessment of matters, including settlements, involving other defendants in similar
or related cases or proceedings. Further litigation charges or releases of litigation reserves may be necessary
in the future as developments in such cases or proceedings warrant.
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KPMG LLP
345 Park Avenue
New York, NY 10154

Report on Internal Control Required by SEC Rule 17a-5 and
CFTC Regulation 1.16

Member of
Credit Suisse Securites (USA) LLC
(Formerly known as Credit Suisse First Boston LLC and Subsidiaries)

In planning and performing our audit of the consolidated statement of financial condition of Credit Suisse
Securities (USA) LLC, formerly known as Credit Suisse First Boston LLC, and Subsidiaries (the “Company”),
a wholly owned subsidiary of Credit Suisse (USA), Inc., as of December 31, 2006, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company’s internal control
over financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the consolidated statement of financial condition, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, we do not express
an opinion on the effectiveness of the Company’s internal control.

Also, as required by Rule 17a 5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including consideration of control activities
for safeguarding securities. This study included tests of compliance with such practices and procedures that
we considered relevant to the objectives stated in Rule 17a 5(g), in the following:

1) Making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital under
Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e)

2) Making the quarterly securities examinations, counts, verifications, and comparisons, and the recordation
of differences required by Rule 17a-13

3) Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

4) Obtaining and maintaining physical possession or control of all fully paid and excess margin securities of
custorners as required by Rule 15¢3-3.

In addition, as required by Regulation 1.16 of the Commodity Futures Trading Commission (CFTC), we have
made a study of the practices and procedures followed by the Company including consideration of control
activities for safeguarding customer and firm assets. This study included tests of such practices and
procedures that we considered relevant to the objectives stated in Regulation 1.16, in making the following:

1) The periodic computations of minimum financial requirements pursuant to Regulation 1.17

2) The daily computations of the segregation requirements of Section 4d(a)(2) of the Commodity Exchange
Act and the regulations thereunder, and the segregation of funds based on such computations

3) The daily computations of the foreign futures and foreign options secured amount requirements pursuant
to Regulaton 30.7 of the CFTC

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referzed to in the preceding paragraphs. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls and of
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the practices and procedures referred to in the preceding paragraphs and to assess whether those practices
and procedures can be expected to achieve the SEC’s and the CFT'C's above-mentioned objectives. Two of
the objectives of internal control and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a 5(g) and Regulaton 1.16(d)(2) list
additional objectives of the practices and procedures listed in the preceding paragraphs.

Because of inherent limitations in internal control and the practices and procedures referred to above, error
or frand may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a remote likelithood
that a misstatement of the entity’s financial statements that is more than inconsequential will not be prevented
or detected by the entty’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material tmisstatement of the financial statements will not be prevented or
detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose deseribed in the first, second and third
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activides for safeguarding
securities and certain regulated commodity customer and firm assets that we consider to be materal
weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second and
third paragraphs of this report are considered by the SEC and CFTC to be adequate for their purposes in
accordance with the Securities Exchange Act of 1934, the Commodity Exchange Act, and related regulations,
and that practices and procedures that do not accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures, as described in the second and third paragraphs of this report, were
adequate at December 31, 2006, to meet the SEC’s and CFTC's objectives.

This report is intended solely for the information and use of the Board of Managers, management, the SEC,
the CFTC, the New York Stock Exchange and other regulatory agencies that rely on Rule 17a 5(g) under the
Securities Exchange Act of 1934 and/or Regulation 1.16 of the CFTC in their regulation of registered broker-
dealers and futures commission merchants, and is not intended to be and should not be used by anyone other

than these specified parties.
KPP LLP

New York, New York
February 28, 2007
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