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STATE OF NEW YORK
COUNTY OF NEW YORK) S8

I, Paul O’Keefe, being duly authorized and sworn, affirm that I am an officer of Credit Suisse
Securites (USA) LLC and, to the best of my knowledge and belief, the accompanying consolidated financial
statements and supplemental schedules of the Company for the year ended December 31, 2007 are true and
correct. I further affirm that neither the Company nor any dizector or principal officer has any proprietary

interest in any account classified solely as that of a customer.

A -/..
& (A%

{ _//
Paul O’Keéfe @/
Chief Financial ¢ fficer

Subscribed and sworn to before me
This 20 day of March, 2008.

Notary Public

NARIMA KHAN
Notary Public, Stata of New York
No. 01KH5039227
Qualified in Queens County .
Commission Expires Feb, 13,4092 1 °
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345 Park Avenue
New York, NY 10154

Independent Auditors’ Report

Member of
Credit Suisse Securities (USA) LLC and Subsidiaries:

We have audited the accompanying consolidated statement of financial condition of Credit Suisse
Securities (USA) LLC and Subsidiaries (the Company), 2 wholly owned subsidiary of Credit Suisse
(USA) Inc., as of December 31, 2007 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 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 financial statement 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 opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated statement of financial condition referred to above presents fairly, in
all material respects, the financial position of Credit Suisse Securities (USA) LLC and Subsidiaries
as of December 31, 2007 in conformity with accounting principles generally accepted in the United
States of America.

As discussed in Note 1 to the consolidated financial statement, effective January 1, 2007, the
Company adopted the provisions of Statement of Financial Accounting Standards (SFAS) No. 157,
“Fair Value Measurements”, SFAS No. 159, “The Fair Value Option for Financial Assets and
Liabilities”, and Statement of Financial Accounting Standards Board (FASB) Interpretation (FIN}
No. 48 ,“Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement No.

109”,
KPMc LLP

New York, New York,

March 20, 2008

KPMG LLP. a IS, limited hability partnership, is the U.S.
member firm of KPMG Intetnationsl, a Swiss cooperauve.




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)

Consolidated Statement of Financial Condition
December 31, 2007
(In millions)

Cash and cash eqQUIVAIENTS ... s s b s s s $

Collateralized short-term financings:
Securities purchased under agreements to fesell....iii o
SECULIHES BOITOWE eooiceie st vr et er s s asbe re e sme et sk od s se s s bR se b0
Receivables:
U EOIMIBLS et vas st sesere s sesrst e sr s vess st emasasas et ses b ses b orss e res b asan st et sun b aEacsasr s assemd A RE RS R PR TR s st
Brokers, dealers and others. ..o e iessaseraees e estesscsesistssssesatrasts s sons s sevees
Financial instruments owned (of which $55,971 was encumbered):
U.S. government and GZENCIEs ... s rses s sbsensen e s
Corporate debt..........ovoornerinens nseuseratrssR e sem e sAA AR s R R R e b
FEQUITIES oottt e ressersarn s essesessar e esesossenasrasen s s b b s bbb e e et

Loans receivable from parent and affiliates.....cov i
Other assets and deferred amounts (includes encumbered assets of $1,885) ...

TOHAL ASSELS cuvreiree it s e ara et ra e b e e ec b sae st ae bbb et s st av s b e SR PR R ey SR b aad e ea st ne s $

084

71,800
103,162

2,574
9,527

38,017
30,049
56,820
3,925
1,014
2,577
309
333
513
1,349
2,584

326,437

Note: A copy of the “Independent Auditor’s Report on Internal Control Required by SEC Rule 17a-5(g)(1)
and CFTC Regulation 1.16” is currently available at the principal office of the SEC and the SEC

regional office for the region in which the Company has its principal place of business.

See accompanying notes to consolidated statement of financial condition.



CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)

Consolidated Statement of Financial Condition
December 31, 2007
(In millions)

LIABILITIES AND MEMBER’S EQUITY

ShOTt-tern DOITOWINES wuviiecisric it sreit s cb s s s s
Collateralized short-term financings:
Securities sold under agreements to fepUIChase.......ii e
Securities 10aned...........coovrimrne e s s s
Payables:
CUSTOIMIEES . unvu ettt bbb sas s ch e bbb s b bbb e bbb
Brokers, dealers and OtherS et easrasr g erssrnere st seas s sraren s
Financial instruments sold not yet purchased:
U.S. government and AZENCIES ...t sssssts s siessssssssssssssssnssasserssssras s
COPPOLAtE dEbt...u ittt bt b e b s e
EQUITES «.oevenrersniisiss st cs st s bbb bbb R

Obligation to return secutities received as CONAtEral ...t

Accounts payable and accrzed eXpenses ... e
Oher HaBIHOES ....coov oot essesess s rrarsersere b st st st sha s sn s e s s b i
Subordinated and other long-term DOITOWINGS ..vciceiiieniviitenirs e ssn i srssss s sseseasensene

TOtA] HADIEHES .ccovtive e ccrerr b re e easeae e s ba bt e b e s an b e e g e sraent s re b earansan b ans
Member’s Equity:
MeEMDBEL’S CONEIDULIONS ..ov ittt rir et ees i s sstrebse o ss s st essressenssesansrssraressensssarsushastonises
AccUMUIAEd EAIMINES ..ot ere s bbb e s
Accumulated other comprehensive 1085 ...,

Total MEMDBEL’S EQUILY coouvv et s st s s

Total liabilities and memDber’s QUILY ...ttt

See accompanying notes to consolidated statement of financial condition.

8,147

125,532
69,005

14,717
9,730

11,019
3,873
24,776
3,938
1,176
25923
2,940
3,704
10,953

315,433

8,359
2,748
(103)

11,004

326,437




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition

December 31, 2007

1.  Organization and Description of Business

Credit Suisse Securities (USA) LLC and Subsidiaries (the “Company”) is a wholly owned subsidiary
of Credit Suisse (USA), Inc. (the “Parent Company” or “CS USA”) and an indirect wholly owned subsidiary
of Credit Suisse Holdings (USA), Inc. (“CS Holdings™), whose ultimate parent is Credit Suisse Group
(“CSG™).

The consolidated statement of financial condition include the accounts of the Company and its
wholly owned subsidiary, Special Situations Holdings, Inc. — 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 Variable Interest Entities,” (“FIN 467), an Interpretation of
Accounting Research Bulietin 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 6 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 financial 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 aqd
certain highly liquid investments with original maturities of 90 days or less, other than those held for sale in
the ordinary course of business.

Collateraliged 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
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

2. Summary of Significant Accounting Policies (Continued)

In connection with the Company’s adoption of Statement of Financial Accounting Standards
{(“SFAS™) No. 159, “The Fair Value Option for Financial Assets and Financial Liabiliies — Including an
Amendment of FASB statement No. 115”7 (“SFAS 159”), certain repurchase agreements and resale
agreements that primarily represent matched-book activities were elected to be carried at fair value. The
remaining repurchase agreements and resale agreements are carried at contract amounts that reflect the
amounts at which the securities will be subsequently repurchased or resold. For more information on the
Company’s adoption of SFAS 159 see Note 3. Interest on repurchase and resale agreements is accrued and is
included in the consolidated statement of financial condition in receivables from and payables to brokers,
dealers and others. 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.

In connection with the Company’s adoption of SFAS 159, securities borrowed and securities loaned
transactions that represent matched-book activities are carried at fair value. The remaining 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 receives 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 others.
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, margin transactions and commodities futures. Secunties
owned by customers, including those that collateralize margin or similar transactions are not reflected in the
consolidated statement of finandial condition.

Receivables from brokers, dealers and others/ Payables to brokers, dealers and others. Receivables from brokers,
dealers and others 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, accrued dividends and interest and amounts related to futures
contracts. Payables to brokers, dealers and others include amounts payable for securities not received by the
Company from a seller by the settlement date (“fails to receive”), payables to clearing organizatons, 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 others or payables to brokers, dealers and others.

Fair value of financial instruments. Substantally all of the Company’s financial instruments, as well as
financial instruments with off-balance sheet risk, are carried at fair value. For more information on fair value
including the Company’s adoption of SFAS No. 157, “Fair Value Measurements” (“SFAS 157”) and SFAS
159 see Note 3.



CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

2. Summary of Significant Accounting Policies (Continued)

Secunttization. The Company securitizes residential mortgage-backed securities, agency mortgage-
backed securities and asset-backed securities. The Company accounts for the transfers of financial assets in
accordance with SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments 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 6 for more
information,

Derivativer contractr.  All derivatives contracts are carried at fair value. See Note 7 for more
informatdon,

Office facilities. Office facilities are carried at cost and are depreciated on a straight-line basis over their
estimated useful life of three to seven years. Leasehold 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 and indefinite-lived intangible assets are reviewed annually for impairment. Intangible
assets that do not have indefinite lives, principally 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 8 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 absorb 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 periods 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,
2007, the Company consolidated VIEs under FIN 46 for which it is the primary beneficiary. See Note 6 for
more informaton.

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 prv rafa 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




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiaty of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

2. Summary of Significant Accounting Policies (Continued)

recognized in the statement of financial condition 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.
The state and local deferred tax asset represents the net deferred tax asset in the consolidated statement of
financial condition. The federal deferred tax asset which was settled through the intercompany accounts was
included in other liabilities in the consolidated statement of financial condition. See Note 16 for more
informaton.

Recently Adopted Accounting Standards

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 48”). 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 sustzined 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
is measured at the largest amount of benefit that is more likely than not to be realized upon ultimate
settlement.

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 result in a material change to the Company's financial
condition.

SFAS 157

In September 2006, the FASB issued SFAS No. 157. SFAS 157 establishes a single authoritauve
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 eliminates the EITF Issue No. 02-3 “Issues Involved
in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy
Trading and Risk Management Activities” (“EITF 02-3") guidance which prohibits the recognition of gains
or losses at the inception of derivative transactions whose fair value is estimated based upon unobservable
market data. SFAS 157 also eliminates the use of blockage factors on instruments that are quoted in active
markets by brokers, dealers and investment companies that have been applying the applicable American
Institute of Certified Public Accountants (“AICPA”) Audit and Accounting Guides. SFAS 157 also requires
the Company to consider its own credit spreads when measuring the fair value of liabilities. The Company
adopted the provisions of SFAS 157 on January 1, 2007. As a result of this adoption the Company reported a
decrease in opening accumulated eamnings of less than $1 million. For more information see Note 3.




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

2.  Summary of Significant Accounting Policies (Continued)

SFAS 159

In February 2007, the FASB issued 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 alternative measurement treatment. The Company adopted the provisions of SFAS 159 on
January 1, 2007. As a result of adoption and election of certain existing instruments under the fair value
option, the Company repotted an after-tax decrease in opening accumulated earnings of $25 million. For
more information see Note 3.

Standards to be Adopted in Future Periods
FSP FIN 39-1

In April 2007, the FASB issued FASB Staff Position ("FSP") No. FIN 39-1, “Amendment of FASB
Interpretation No. 39” (“FSP FIN 39-17). FSP FIN 39-1 permits a reporting entity that is a party to a master
netting agreement to offset fair value amounts recognized for the right to reclaim cash collateral or the
obligation to return cash collateral against fair value amounts recognized for derivative instruments that have
been offset under the same master netting agreement. FSP FIN 39-1 is effective for fiscal years beginning
after November 15, 2007. This FSP is required to be applied retrospectively for all statement of financial
condition presented unless it is impracticable to do so. As part of the Company’s implementation procedures
for adopting FSP FIN 39-1, it was determined that adopting FSP FIN 39-1 retrospectively is impracticable as
it would require undue time and effort. Based on this, the Company will be adopting FSP FIN 39-1 on 2
prospective basis.

FSP FIN 46(R)-7

In May 2007, the FASB issued FSP No. FIN 46(R)-7, “Application of FASB Interpretaton No.
46(R) to Investment Companies” (FSP FIN 46(R)-7). FSP FIN 46(R)-7 addresses the application of FIN
46(R), “Consolidation of Variable Interest Entities — an interpretation of ARB No. 517 (“FIN 46(R)"), by an
entity that accounts for its investments in accordance with the specialized accounting guidance in the AICPA
Audit and Accounting Guide Investment Companies. The guidance in FSP FIN 46(R)-7 states that these
investments are not subject to consolidation according to the requirements of FIN 46(R). FSP FIN 46(R)-7
follows the transition guidance of SOP 07-1, “Clarification of the Scope of the Audit and Accounting Guide
Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments
in Investment Companies” (SOP 07-1). In November 2007, the FASB issued the exposure draft, Proposed
FSP No. SOP 07-1-a “Effective Date of AICPA Statement of Position (7-1”. This exposure draft proposes
to delay indefinitely the effective date of SOP 07-1. As FSP FIN 46(R)-7 follows the transition guidance of
SOP 07-1, the Company will defer the adoption of FSP FIN 46(R)-7.




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition

December 31, 2007

.3.  Fair Value of Assets and Liabilities

The fair value of the majority of the Company’s assets and liabilities is based on quoted prices in
active markets or observable inputs. These instruments include government and agency securities,
commercial paper, most investment-grade corporate debt, most high-yield debt securities, exchange traded
and certain OTC derivative instruments, most collateralized debt obligations (“CDOs”), most mortgage-
backed and asset-backed securities and listed equity securities.

In additon, the Company holds financial instruments for which no prices are available, and which
have little or no observable inputs. For these instruments the determination of fair value requires subjective
assessment and varying degrees of judgment depending on liquidity, concentration, pricing assumptions and
the risks affecting the specific instrument. In such circumstances, valuation is determined based on
management’s own assumptions about the assumptions that market participants would use in pricing the
asset or liability (including assumptions about risk). These instruments include certain investment-grade
corporate debt secutities, certain high-yield debt securities, distressed debt securities, certain CDO’s, certain
OTC derivatives, certain mortgage-backed and asset-backed securities. Valuation techniques for certain of
these instruments are desctibed more fully below.

Fair Value Hierarchy

Financial instruments recorded in the Company’s consolidated statement of financial condition at fair
value as of December 31, 2007 have been categorized based upon the relative reliability of the fair value
measures in accordance with SFAS 157 (the fair value hierarchy).

The levels of the fair value hierarchy are defined as follows in SFAS 157

Leve/ 1: Quoted prices (unadjusted) in active markets for identical assets or liabibties that the
Company has the ability to access at the measurement date. This level of the fair value hierarchy provides the
most reliable evidence of fair value and is used to measure fair value whenever available.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly. These inputs include: (2) quoted prices for similar assets or liabilities in
active markets; (b) quoted prices for identical or similar assets or liabilides in markets that are not active, that
is, markets in which there are few transactions for the asset or Hability, the prices are not current, or price
quotations vary substantially either over time or among market makers, or in which little information is
released publicly; (c) inputs other than quoted prices that are observable for the asset or liability or (d} inputs
that are derived principally from or corroborated by observable market data by correlation or other means.

Ievel 3: Inputs that are unobservable for the asset or liability. These inputs reflect the Company’s
own assumptions about the assumptions that market participants would use in pricing the asset or liability
{including assumptions about risk). These inputs are developed based on the best information available in the
circumstances, which include the Company’s own data. The Company’s own data used to develop
unobservable inputs are adjusted if information indicates that market participants would use different
assumptions.

The Company records net open positions at bid prices if long or asked prices if short unless the
Company is a market maker in such positions in which case mid pricing is utilized. Fair value measurements




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007
3.  Fair Value of Assets and Liabilities {(Continued)
are not adjusted for transaction costs.

Quantitative Disclosures of Fair Values

Following is a tabular presentation of fair value of assets and liabilities for instruments measured at
fair value on a recurring basis:

Fair value of assets and liabilities

Quoted
prices in
active
markets for Significant
identical other Sigmificant
asscts or  observable unobservable
liabilities inputs inputs Impact of Total at fair
December 31, 2007 (level 1) (level 2) (level 3) netting(t value
Assets (in millions)
Resale agreements and securites borrowed
EEATIS ACHONIS cveeveeeeeeeereereerereassessessesasseeesseanasseass $ — $106,985 § — 93 —_ 106,985
Cash INStUMENTS et sss s s sessssae 92334 31,499 5,544 — 129,377
DEIVATVES ovvtemamrarmaereecrarsasscseeresrssesssesssesssessessssssie 3,750 179 4 (8) 3,925
O ther ASSELS cuneee it irisis s sisb e st sesarsrnans — 1,997 18 — 2,015
Total assets at fair value .oooevevvvvecvciineeneennenenn: $ 96,084 § 140,660 3 5,566 § (8§ 242,302
Liabilities
Repurchase agreements and securities loaned :
LA SACH OIS v evreerereeremesnsensassesernessessssenssesasecnsrensn % — § 76,984 % —3 — % 76984
Obligation to return securities received as
collateral . s 25923 —_ —_ — 25,923
Cash INSTUMENES covc.eoonrrecnerreersionemresseseesssssssasosese 36,627 4,214 3 — 40,844
DI ETIVATIVES e eeeeereeeer e reeeeseeseessseseseessensersanone 3,652 204 —_ {8 3,938
Long-term borrowings.........ninieinn. e 753 — _— 753
Total liabilities at fair value ,...eeccccvermrrneecinens $ 66202 82245% 3% (8)§ 148,442
{1 Derivative contracts arc reported on a gross basis by level. The impact of netting represents an adjustment related to
counterparty netting,
10




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

3. Fair Value of Assets and Liabilities (Continued)

Qualitative Disclosuses of Valuation Techniques
Trading assets and liabilities
Trading secutities

The Company’s trading securities consist of interest-bearing securities and equity securities. Interest-
bearing securities include debt securities, residential mortgage-backed and other asset-backed securities and
CDOs. Equity securities include common equity shates and convertible bonds.

For debt securities for which market prices are not available, valuations are based on yields reflecting
the perceived risk of the issuer and the maturity of the security, recent disposals in the market or other
modeling techniques, which may involve judgment.

Values of residential mortgage-backed securities and other asset-backed securities are generally available
through quoted prices, which are often based on the prices at which similarly structured and collateralized
securities trade between dealers and to and from customers. Values of residential mortgage-backed securities
and other asset-backed securities for which there are no significant observable inputs are valued using
valuation models incorporating prepayment scenarios and Monte Carlo simulations.

Collateralized debt, bond and loan obligations are split into various structured tranches, and each
tranche is valued based upon its individual rating and the underlying collateral supporting the structure.
Values are derived by using valuation models to calculate the internal rate of return of the estimated cash
flows. .

The majority of the Company’s positions in equity securities are traded on public stock exchanges, for
which quoted prices are readily and regularly available. Fair values of preferred shares are determined by their
yield and the subordination relative to the issuer’s other credit obligations. Convertible bonds are generally
valued using observable pricing sources. For a small number of convertible bonds no observable prices are
available and valuation is determined using internal and external models, for which the key inputs include
stock price, dividend rates, credit spreads, foreign exchange rates, prepayment rates and equity market
volanlity.

Derivatives

Positions in derivatives held for trading purposes include both OTC and exchange-traded derivatves.
The fair values of exchange-traded derivatives are typically derived from the observable exchange prices
and/or observable inputs. Fair values for OTC derivatives are determined on the basis of internally
developed proprietary models using various inputs. The inputs include those characteristics of the derivative
that have a bearing on the economics of the instrument.

The determination of the fair value of many derivatives involves only a limited degree of subjectivity
because the required inputs are observable in the marketplace. Other, more complex derivatives, use
unobservable inputs. Specific unobservable inputs include long-dated volatility assumptions on OTC option
transactions and recovery rate assumptions for credit derivative transactions. Uncertainty of pricing inputs
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CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

3.  Fair Value of Assets and Liabilities {Continued)
and liquidity are also considered as part of the valuation process.

For further information on the fair value of derivatives as of December 31, 2007 see note 7.
Fair Value Option

Upon adoption of SFAS 159 the Company elected fair value for certain of its statement of financial
condition captions as follows:

Repurchase agreement and resale agreement transactions and securities borrowed and securities loaned: the Company
has elected to account for certain repurchase and resale agreements and securities borrowed and securities
loaned transactions held at January 1, 2007 and those entered into after January 1, 2007 at fair value. These
activities are managed on a fair value basis, thus fair value accounting for these instruments is deemed more
appropriate for reporting purposes. For repurchase agteement and resale agreement transactions and
securities borrowed and securities loaned are priced based on observable inputs and quoted prices.

Long-term borrowings: Long-term borrowings include long-tetm borrowings of CDOs and other VIEs
that were consolidated under FIN 46. The Company did not elect the fair value option for such borrowings
existing as of January 1, 2007 due to the operational effort to change accounting for existing items reflected in
the Company’s consolidated statement of financial condition. The Company did elect fair value option for
these types of transactions entered into after January 1, 2007. '

The fair value of long-term borrowings of CDOs and other VIEs that were consolidated under FIN 46
is determined based on the quoted prices for securitized bonds, where available, or on cash flow analyses for
securitized bonds, when quoted prices are not available.

Difference between the fair value and the aggregate unpaid principal balances

Difference
between
aggregate
Aggregate fair value
Of which at unpaid and unpaid

December 31, 2007 fair value principal principal
Financial insttuments {in millions)

Resale agreements and securities-borrowed transactions......eeoconceense $ 106985 % 106,660 $ 325
Repurchase agreements and securities-lending transactions ... 76,984 76,989 )]
Long-term BOrroWINES ... sssssssss s snsss s s sessesnsasns 753 1,638 (885)

4. 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
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CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

4. Related Party Transactions (Continued)

ordinary course of business and believes that these transactions are generally on market terms that could be
obtained from unrelated third parties.

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

2007:
(In millions)
ASSETS

Securities purchased under agreements to resell........ovvmcnimi i ————,s $ 6,133
SECULINES DOITOWE ..o e st s s e b b et pe v s b st ras e s ensrats 21,329
Receivables from CUSIOMELS. ..o ssssss st s rasss st sbas 162
Receivables from brokers, dealers and Others i messssrissenss 1,151
COrPorate deDE ...ttt bR 302
DDeriVAtVES COMULACTS 1uvvvvrmseirsirsemsinisssisississ st s rensss s massassn s aspesss b sd b d st R 52
Net deferred tax 255l .o s s 309
Loans receivable from parent and affiliates.......evevereriisisinisiiiini et 1,349

TOtAl ASSEES v e e s s 3 30,787

LIABILITIES

ShOrt-term BOITOWINES. ....iiiueiiiiissisi s bt ieemsistb e st bbb an s aa s st b $ 8,097
Securities sold under agreements 10 TEPULCRASE ...vvvvievrnrrriresi s s isenessessecnsen 5,783
Securities l0aNed.. ...t e bR 55,150
Payables t0 CUSLOMELS ...ttt b s s s bt 419
Payables to brokers, dealers and others.......ooeoeoerecenenen s s 7,036
COTPOTALE debt .ot s e s R 113
DIEIVALVES COMMIACTS w.vuuuiiusiiunisesssseeresateecns et ser s ens e sserese bbb s b caR s e b e st R ek 195
Obligation to return securities received as collateral............occoiimimmimeisinrsssserensnsess 21,725
Taxes payable (included in Other Habiliies)......c..covvcveriviionrmsrrirericrs e cecsississtr s senssiesnesens 55
Intercompany payables (included in Other Babiliies).......oueeieenimsicesinsssnssssnnissrinsnssennnse. 554
Subordinated BOLOWINGS ...cvvvveee ettt ts st st s 10,200

TOLAl LADIHES. ..o vviveececeeeesreres e srrnsesrensesrersasersasssesbesasess bt sassenssasrsassssensrsrerssnbsnsssssrsnresrnse $ 109,327

Certain of the Company’s directors, officers and employees 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 CSG
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 connection with its derivatives activities, the Company enters into OTC denvatives contracts with

13




CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Ctedit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2007

4. Related Party Transactions (Continued)

related parties that contingently require the Company, as guarantor, to make payments based on changes in an
underlying financial instrument. See Note 11 for more information.

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 16 for more information.

5. Receivables from/Payables to Brokers, Dealers and Others

Amounts receivable from and payable to brokers, dealers and others as of December 31, 2007,
consist of the following:

Receivables Payables
(In millions)

Unsettled regular way securities trades........ocnnceinccins s insssnen, $ 537 § —
Fails 10 deliver/Fails 10 fECEIVE ..o vt se st sesesemsessesessersesen st smasins 1,903 7,940
Omnibus 1CEIVADIES ...c.co.oeoerecr et sas s s s e snes 1,246 —
Recetvables from/Payables to clearing organizations........meieiene, 2,890 21
Accrued dividends and NSt i ereerereeseereessserenssetvmsseosa ot sbsbassns 1,433 1,021
Other NoN-customer reCeIVADIES ... ter s bbb 563 —
OHREL .ot s s b s e et b e pen b 055 748

TOtAL e e e e e bR bt $ 9527 § 9,730

‘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 primarily
relate to unsettled trades and deposits from customers held at clearing organizations and are collateralized by
securities owned by the Company. See Note 6 for more information.

6. Transfers of Financial Assets

As part of the Company's financing and securities settlement 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 satsfy 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.

The following table sets forth the assets pledged by the Company and the collateral received by the
Company as of December 31, 2007:
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6. Transfers of Financial Assets (Continued)

December 31,
2007
(In billions)
Fair value of the assets pledged and assigned as collateral by the Company ........ccceuveieens b 103.3
Of Which Was enCUMBEIEd ...t sers st raaeba s s ars s sansse e 56.0
Fair value of the collateral received by the Company with the right to sell or repledge .. 260.1
of which was sold or repledged........oviiiiii 250.9

Securitization Activities

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

The Company may retain interests in these securitized assets in connection with its underwriting and
market-making activities. 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, 2007, the fair value of the interests retained by the Company was $610 mullion.

As of December 31, 2007, the Company recorded $1.9 billion in VIEs that were consolidated under
FSP FIN 46(R)-6 related to securitization transactions that did not qualify for sale accounting treatment
under SFAS 140 in other assets and deferred amounts and other liabilities in the consolidated statement of
financial condition.

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, 2007 were as
follows:

Residential
mortgage-backed
and agency
mortgage-backed
gecuritics
Weighted-average life (In Years) ..ot sses 7.3
Prepayment rate (in rate per ANNUMNY ...t st ssen s 0.0%-30.0%
Cash flow discount rate (in rate per annUM® .......ccocuviemimeesissinisismmssesss e sssssesssessesaes 4.1%-25.8%
Expected credit losses (in rate per annum)......iinnenneenses s 0.0%-13.3%

(1) The Company utilizes the constant prepayment rate assumptions.
2 The rate is based on the weighted average yield on the retained interest.
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6. Transfers of Financial Assets (Continued)
The following table sets forth the fair value of retained interests from securitizations as of December

31, 2007, key economic agsumptions 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
mortgage-backed
securitics
(Dollars in millions})
Fair value of retained INLErEStS ... i et it snss s s b et r sy st st naes $ 610
Weighted-average life (In YEars).......oo.iirminsmrinmimesiicsisi st seiss 4.6
Prepayment rate (in rate per annum)( ... s 0.5%-25.0%
Impact on fair value of 10% adverse change ..., $ )]
Impact on fair value of 20% adverse change ..., § (16)
Cash flow discount rate (in rate per annu)@ ... s sosss e isssssisssisssses 8.2%
Impact on fair value of 10% adverse change ... 3 (11)
Impact on fair value of 20% adverse Change ... $ (22)
Expected credit losses (in rate per annum)@...... .o 0.1%
Impact on fair value of 10% adverse change ... $ @
Impact on fair value of 20% adverse change ... e $ )]
(1) ‘The Company utilizes the constant prepayment rate assumptons.
2) The rate is based on the weighted average yield on the retained interest.
3 As of December 31, 2007, 2 substantial portion of the residential mortgage retained interests were investment grade and are

therefore generally not subject to significant adverse credit losses.

These sensitivities 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 Endties

The Company has varable interests in several 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.

The Company has consolidated VIEs for which it is the primary beneficiary. As of December 31,
2007, the Company recordéd $1.3 billion in financial instruments owned in the consolidated statement of
financial condition, 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
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6. Transfers of Financial Assets (Continued)

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, 2007 were $5.1 billion. The Company’s maximum exposute to loss on significant debt and equity interest
in CDO VIEs as of December 31, 2007 was $51 million, which was the amount carried at fair value in
financial instruments owned.

7. 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.

Opftions

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 risk, 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 ate reviewed to determine whether they are creditworthy.

Forwards and Futures

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.

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

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 himited to
the net positive change in the market value for a single day, which is recorded in receivables from brokers,
dealers and others 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 insttument 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
reference entity. A credit event is commonly defined as bankruptcy, insolvency, receivership, material adverse
restructuring of debt, or failure to meet payment obligations when due. Total return swaps are contractual
agreements where one counterparty agrees o pay the other countetparty 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, 2007 were as follows:

Assets Liabilities
(In millions)

OPHONS ot sar st et ses s s sra e rea s s cs s eebetbat b eras s sebss i es $ 1,174 3 893
Forward COnMEacts oottt er st en e e brar bt sas e 2,751 2,916
SWAPS oot s R 8 137
Impact of NettingM ... st (8) (8)

TOtal dEAVAHVES ... v ceecceeerrers et se s s seasssssssrasessnrenss st sessonatons $ 3925 § 3,938
(1) Derivative contracts arc reported on a net basis in the consolidated statement of financial condition. The impact of netting

represents an adjustment related to the counterparty nettings.

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
related to futures contracts are included in receivables from brokers, dealers and others and payables to
brokers, dealers and others, respectively, in the consolidated statement of financial condition.

8. Goodwill and Identifiable Intangible Assets

As of December 31, 2007, the Company had $513 million of goodwill. In 2007, the Company
recorded $10 million in goodwill for its 2003 acquisition of Volaris Advisors.

As of December 31, 2007, the Company had intangible assets of $25 million, net of accumulated
amortization of $9 million, which are included in other assets and deferred amounts in the consolidated
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8. Goodwill and Identifiable Intangible Assets (Continued) .
statement of financial condition. Intangible assets included $7 million of identifiable intangible assets as of
December 31, 2007. Identifiable intangible assets consisted primarily of client relationships, which are

amortized over useful lives ranging from 20 to 21 years. Included in intangible assets as of December 31,
2007, are mortgage servicing rights of $17 million which are carried at fair value.

Intangible assets included $1 million of indefinite-lived intangible assets as of December 31, 2007.
Indefinite-lived intangible assets consisted of trademarks, which are not amortized over a useful life but rather
are reviewed annually for impairment.

9. Subordinated and Other Long-Term Borrowings

As of December 31, 2007, the Company’s outstanding subordinated borrowings were as follows:

Subordinated Debt Agreement: {In millions)
Due September 30, 2016 ..ot ssssssss e s $ 6,000
Due May 31, 2010t s ssesssenss st b s 2,700

Equity Subordinated Agreement:

Due April 30, 2011 oo e s s 1,500
Total subordinated BOITOWINES. ... s sssse s enac 10,200
Other long-term borrowings 5.0%-10.0%, due various dates through 20520 ................... 753
Total long-term BOLTOWINES .....ccvvvi it ense et 3 10,953
{1 Represents the long teem borrowings in those CDO and other VIEs consolidated under FIN 46.

The Company has two subordinated debt agreements with the Parent Company totaling $8.7 billion,
one agreement for $2.7 billion maturing on May 31, 2016 and one agreement for $6.0 billion maturing on
Septernber 30, 2016. 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 subordinated borrowings as of December 31, 2007 was 5.4%.

The subordinated 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.
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10. Leases and Commitments

The following table sets forth the Company’s minimum operating lease commitments as of
December 31, 2007:

Twelve mon ing December 31 (In millions)
2008ttt A e b bR R R RSO bbb $ 57
2009 v s e RSP T SRS 57
2070 b e e RS SERR SRS SRR SR ks s 54
2070 e e e s e R b RS A RS E e RSP RaA T seR g e era 55
20T 2o et e e s eSS SRS R R R bR s 57
ThRETEALTEr vt s e 217

Tt b AR T e s $ 497
€} Excludes sublease revenue of $8 million and executory costs such as insurance, maintenance and taxes of $173 million.

The following table sets forth the Company’s commitments, including the current portion as of
December 31, 2007:
Commitment Expiration Per Period

Lessthan 1 1-3 4-5 Over Total
year years vears S years commitments

(In millions)

Standby resale agreements()................ $ 1,500 §$ 100 § — 3 771 3} 2,371
Forward agreements®.........cccoouveiinnne 12,028 — — — 12,028

Total commitments .......cuveecrrevecnnnne $ 13528 % 100 3% — 3 771 § 14,399
(1) In the ordinary course of business, the Company maintains certain standby resale agreement facilitics that commit the

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

2 Represents commitments to enter into securities purchascd under agreements to resell and agreements to borrow securities.

The Company used $881 million in outstanding standby letters of credit as of December 31, 2007, in
order to satisfy counterparty collateral requirements.

The Company had no capital lease obligations as of December 31, 2007. For information about
certain of the Company’s additional commitments, see Note 11.

11. 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
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
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11. Guarantees (Continued)

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, liability or equity security of the guaranteed party.

In addition, FIN 45 covers certain indemnificadon 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 or an adverse interpretation of the tax law.

The following table sets forth the maximum quantifiable contingent liabilities and carrying amounts
associated with guarantees covered by FIN 45 as of December 31, 2007 by maturity:

Amount of Guarantee

Expiration Per Period
Less than 1 1-3 4-5 Over 5 Total Carrying
year years years ycars _guarantecs amounts
{In millions)
Detivatives .ovverreinecenne $ 2,866 § 279 % 53 § 65 3 3,263 § 11
Total guarantees............ $ 2,866 $ 279 % 53 § 65 $ 3263 § 11

Derivatives

In the ordinaty 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 derivatives 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
criteria are not disclosed in the above table. These amounts were determined by using notional values and
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 7.
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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.

Excchange and Clearinghouse Memberships

The Company is 2 member of numerous securities exchanges and clearinghouses, and may, as a
result of its membership 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 potential requirement to make payments under these arrangements is remote.

12. 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 tisk is
generated by securities and currency settlements, contracting detivatives and forward transactions 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 a periodic basis. The Company sets a
maximum exposute limit for each counterparty, as well as for groups or classes of counterpartes.
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, 2007, 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 activities 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.

13. 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 Securties 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
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13. Net Capital Requirements (Continued)

catried 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, 2007, the Company’s net capital of approximately $4.7
billion was 57.2% of aggregate debit balances and in excess of the minimum requirement by approximately
$4.5 billion.

14. Cash and Securities Segregated Under Federal and Other Regulations

In compliance with the Commodity Exchange Act, the Company segregates funds deposited by
customers and funds aceruing to customers as a result of trades or contracts. As of December 31, 2007, cash
and securities aggregating §3.3 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, 2007,
the Company segregated U.S. Treasury securities aggregating $2.6 billion on behalf of introducing broker-
dealers.

In addition, the Company segregated U.S. Treasury securities with a market value of §8.5 billion as of
December 31, 2007 in a special reserve bank account exclusively for the benefit of customers as required by
rule 15¢3-3 of the Exchange Act.

15. Employee Benefit Plans

The Company provides retirement and post-retirement 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-contributory 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.

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 entities. The Company has been designated to be the sponsor of the plan and records all
liabilities.

Contributions to the Qualified Plan are made as required by the Internal Revenue Code and
applicable law but not in excess of the amounts deductible by the Company for income tax purposes.
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15. Employee Benefit Plans (Continued)

The Company also sponsors 2 savings and retirement plan, which is a defined contribution plan, with
both a savings and a retirement component. Al employees are cligible 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-contributory, 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-retitement 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, 2007, the aggregate accumulated postretirement benefit obligation was
$128 million.

Amounts Recognized in the Consolidated Statement of Financial Condition

Amounts recognized in the consolidated statement of financial condition as of December 31, 2007
were as follows:

Supplemental
Qualified and Other
(In millions}
Prepaid asset (accrued benefit Liablity).....ouocevricevieeericesiiserrressneens $ 65 3 (167)
Accumulated other comprehensive 1085...ooeeerrecvieicccsiicirsenen, 118 55
Net amount reCOZIZEM. ...ococrererrerrcrreeereermnrsersee s s st ssssses $ 183 % (112)

The following table presents the pre-tax amounts recognized in accumnulated other comprehensive as
of December 31, 2007:

Supplemental
Qualified and Other
(In millions)
Prior service COSS (CIEMItS)..ormrimmmrererreeesrressassasesssssssasessssasssresien. $ 2 3 (12)
LSS vt tisrsnssissrsres s nasssas b er s s e tas b s b s bt bt a b b as s san et oRs e s b e e R et e s 116 67
$ 118 § 55
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15. 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, 2007:

Supplemental

Qualified and Other
Change in Benefit Obligation (in millions)
Projected benefit obligation as of beginning of period.......ivevrecomneinniines 3 760 § 150
SEIVICE COBLumiririininiiesrcsimirisins sttt st st sas s asssras st s ess et rrmessas s sersspassn s 17 2
IILEELEST COSEovurutnriurimrremneanreisessse s iec st s mesoss b s smes e st bm R e b 43 10
AsSUmMPHON ChANEE ..t s s s {41) (1)
ACTUALIA] LOSS 1oevreeecrererecrecsresseres s cescarsassesestsstsis s s sbassbss st aniess st sens 3 i5
Benefits Paid......o.coccirreerriescsee st st senss s (31) €)]
Projected benefit obligation as of the end of period.....cvurvcerccreiinnrnns $ 751 3 167
Change in Plan Assets
Fair value of assets as of the beginning of period.....ccciovorenmnnniisinnnns $ 740 § —
Actual return on plan assets.. 107 —
Employer coOntriBULONS ....ccieeieeimsassrnresmmmsiosssissssissssmasasssassees — 9
Benefits paid.....coiirenen st st b (31) 9
Fair value of assets as of the end of period ... $ 816 § —

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)
2008 e et s s R SRR e s $ 41 9 10
200D et s e v bt R s bbb b b s 43 11
2000 e e e et st e e e bR b v s 45 12
20T e e e b et e et et e s aan 46 12
2002t ettt et e SRR e R e PR RS 48 12
Years 2013-2017 uuicnerecrneriscesesrsmarsmsrassmronscssersnsessrecsrssisssmsssensssnssasasssaseens 262 64
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15. 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, 2007

For the Year Ended
September 30,
2007

Qualified Plan

DISCOUME FALE....coveemrirrarinerresmesnessisessesessessressesssssrssseaseaseasasssamsenssnessesseassas s sonresersaresssast oasinsssasns 5.75%
Rate of COMPENSALON IMCLEASE. ... cvurereiricir et rssesrarsets s s sss s e rassaseasressentan 4.25%
Expected rate of teturn) ...t sttt st essrraes 7.50%
Supplemental Plan and Other Plans

DISCOUNE FALE....cvviissiisirieiisicstecerreasnrrsenseeren s snessessesssssssss e ressbs st b s bbb Rasnar b b ba RS s b0 5.75%
Rate of cOMPEnSation INCIEASE......viinininssss sttt s sss s srassaases 4.25%
EXpected £ate Of FEMIM c.oucrreceieeerer et ettt siasnessesseses e sasssenssars s sisssssmssesressasnss N/A
it The expected long-term rate of retum on plan asscts assumption is based on historical real rates of retum of the various

asset classes, weighted based on the target asset allocation percentages for each major catcgory 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, 2007 were:

2007

Projected benefit obligation

DSCOUINE LALE . vuveueerrsressieversersarsar e sas et serssras bttt bt s st P TR R RS R rpnbebn 6.15%
Rate of COMPENSALON INCIRASC....coeurirnirinirnisirsmeisesissistmssssiasss s s sss s s st st 00 4.25%
Projected health-care postretitement benefit obligation

DHSCOUNE FALC....oiviviieiieiiccs it tcse s senesrse s sss s s esrieesbAs s bbb bt bR o8 s 8 s b s s 6.15%
Rate Of COMPENSAtON IMCLEASE. ....er.ereeereeeeeriarierastsesssssreresesseseasnesnrsessesos s sos bbb s sasssssasias N/A
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15. Employee Benefit Plans (Continued)

In determining the accumulated postretirement health-care benefit obligation and the net periodic
postretirement costs for 2007, the Company assumed the following:

Pre-65 Post-65 Medicare
Retirces Retirces Part D
Obligation - Assumed Health-Care Trend Rates at September 30,
2007
Initial health-care trend LAt .......ovcciviiieieriece e st smssss s asssasstes 8.0% 9.8% 11.3%
Ultimate health-care trend £ate ... oo sssassssins 5.0% 5.0% 5.0%
Ultimate trend expected to be achieved ... 2013 2013 2013
Cost - Assumed Health-Care Trend Rates at Beginning of Year
Initial health care trend LALE .o e snsaesens 9.0% 11.0% 12.5%
Ultimate health care trend rate.... oo 5.0% 5.0% 5.0%
Uldmate trend expected to be achieved ... 2013 2013 2013

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 millions})
Effect on benefit obligation at end of year.......vcovicienninicnnccirnnnes b 17 9 (16)
Effect on total of service and interest costs fOr Year ... $ 1 3 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, 2007 by type of asset: .
Qualified
2007

Asset Allocation;
EQUILY SECUTILES ..uvuinieesrerernrenessrers s sssesserssrstosserses sttt ae s e ssb oo bR s s saans 52%
FiXed 1N COIME SEOULTHES ...vevvieriserereeeracreresrrasrssesiresassermrent spsbetsnsssssesssssss mutsbnssenssonsssibstoassssmnssnarnrinn: 22
REal S AL ittt cecre sttt a s sresrs bea st e s b R bR b n e b e b e PRt ar e TR aR T eas e eSS b eR s bR b aR s PesRe e en e bt 10
Cash and alterNatve IMVESHNIENES coviesireerer s e erirestessesssrsmsmsetsssssessssssenssssisstrasassnsansatessonsananns 16

TOMAL s ives e rircrrseas e rresas s res e s esrs e s seaeassrsan e bR she b et SR RA R RS e R e et ap s b s a bR e pa s v At e 100%
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16. 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 pro rala
basis, pursuant to a tax sharing arrangement.

The Company adopted the provisions of FIN 48 on January 1, 2007. As a result of FIN 48, there
was no impact on January 1, 2007 in accumulated earnings.

The balance of interest and penalties that has been accrued was approximately $32 million as of
December 31, 2007, net of any tax benefit associated with the payment of these amounts.

As of December 31, 2007, the total amount of unrecognized tax benefits was $125 million and, if
recognized, $111 million would affect the effective tax rate.

The Company is currently subject to ongoing tax audits and inquiries with the tax authorities in a
number of jurisdictions. Although the timing of the completion of these audits is uncertain, it is reasonably
possible that some of these audits and inquiries will be resolved within 12 months of December 31, 2007.
The Company remains open to examination from either federal, New York State and New York City
jurisdictions for the years 1993 and forward. The Company has proposed settlements of its existing New
York City tax audit. If accepted, the Company does not anticipate that such settlements would result in a
matenal change to its financial statements.

Deferred tax assets and deferred tax liabilities are generated by the following temporary differences:

(In millions}

Deferred tax assets:

INVEDIOLY ettt st b b sas b s R R R bR $ 57

TOVESHTIENLS cvovrcreernr i s bbb s s sr s er e TR s s SR na et e n e 36

Other liabilities and accrued expenses, primarily compensation and benefits.......... 1,802
Total deferred tAX ASSEES....vivin it sraseemre e sesrersre ekt as b st s b amsms e nssgenees 1,895

Deferted tax liabilities:

IOVENEOTY oottt s b s bR s (33

TNIVESHMIENLS .ovo e ceirnirisens s s nesis st searenens s en e b Re bt s s s rs e basba s v s s e e na e (31)

DREL. ettt et i et st s en s s s e s s SR s S e b bbb g e s (256)
Total deferred tax Habilies ..........cc.cvoiveeiereivererernersmemsissresserersseerssesisisssasssassassansas (320)
Net Aefarred EAX A550  iiiiiiiiiiiiiti et e sene st bsresrteat sassessenseasssassrerasscesinsasssssassenrersn b3 1,575

The net deferred tax asset as of December 31, 2007 was $1.6 billion. As of December 31, 2007, the
state and local deferred tax asset was $309 million which represents the net deferred tax asset in the
consolidated statement of financial condition. The federal deferred tax asset of $1.3 billion which was settled
through the intercompany accounts was included in other liabilities in the consolidated statement of financial
condition.
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16. Deferred Taxes (Continued)

The increase in the state and local deferred tax asset and the release of the state and local deferred tax
asset valuation allowance of $41 million was due to changes in assessment of certain state and local tax
positions. The Company has determined that the realization of the recognized deferred tax assets as of
December 31, 2007 is more likely than not based on anticipated future taxable income. In addition, the
Company has planning strategies available that enhance its ability to utilize these tax benefits.

17. 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 litigation involving
Enron, certain initial public offering allocation practices, research analyst independence and other related
litigation was $892 million after the application of settlements as of December 31, 2007.

The Company is involved in a number of judicial, regulatory and arbitration proceedings conceming
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 material 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.

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 currently available information and involve a variety of
factors, including, but not limited to, the type and nature 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.

29



345 Park Avenue
New York, NY 10154

Independent Auditor's Report on Internal Control Required by SEC rule 17a-5(g)((1) and
' CFTC Regulation 1.16

Member of
Credit Suisse Securities (USA) LLC

In planning and performing our audit of the consolidated statement of financial condition of Credit
Suisse Securitics (USA) LLC and Subsidiaries (“the Company”), a wholly owned subsidiary of
Credit Suisse (USA) Inc., as of December 31, 2007, 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{(¢)

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 customers 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
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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 Regulation 30.7 of the CFTC.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred 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 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 CFTC'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 Regulation 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 fraud 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 likelihood that a misstatement of the entity's financial statements
that is more than inconsequential will not be prevented or detected by the entity's intenal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement 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 described in the first, second and
third paragraphs and would not necessarily identify all deficiencies in internal control that might be
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material weaknesses. However, we identified the following deficiency in internal controt that we
consider to be a material weakness, as defined above. These conditions were considered in
determining the nature, timing, and extent of the procedures performed in our audit of the
consolidated financial statement of Credit Suisse Securities (USA) LLC and Subsidiaries as of and
for the year ended December 31, 2007, and this report does not affect our report thereon dated
March 20, 2008.

e As of December 31, 2007, the controls over the valuation of certain ABS positions in the CDO
trading business in Investment Banking relating to the supervision and monitoring of the initial
valuations of these positions by trading personnel and the related price testing and supervision
by product control, which is segregated from trading, were not effective. The Company’s price
testing of these positions included modeling techniques that failed to adequately value these
positions. This resulted in adjustments to the Company’s December 31, 2007 FOCUS report. As
a result of this material weakness in internal control, management has concluded that the
Company’s internal control over financial reporting was not effective as of December 31, 2007.

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, 2007, 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, Financial Industry Regulatory Authority and other regulatory agencies that rely
on Rule 17a-5(g) under the Securities Exchange Act of 1934 or Regulation 1.16 of the CFTC or
both 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.

KPMre P

New York, New York

March 20, 2008



