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KPMG LLP
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), a wholly owned subsidiary of Credit
Suisse (USA) Inc., as of December 31, 2008 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
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 statements are 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 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 financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the consolidated financial statement referred to above presents fairly, in all
material respects, the financial position of Credit Suisse Securities (USA) LLC and Subsidiaries
as of December 31, 2008, in conformity with accounting principles generally accepted in the

United States of America.
KPP LIP

February 27, 2009

KPMG LLP, a U.S. limited liability partnership, is the U.S
member firm of KPMG international, a Swiss cooperative



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

Consolidated Statement of Financial Condition
December 31, 2008
(In millions)

ASSETS

Cash and cash eqUIVALENTS............cooooiirrivci et sssss s ssssss s ss s $ 1,218
Collateralized short-term financings:

Securities purchased under agreements to resell........o...ovrervuvereseveereeeesrieseee e seesesereseesens 85,076

SECULUES DOLLOWE ... vuiarieierrisriereee et ss st eeeeees e resse s st e s e e eeessssesssonsesseneneennen 108,008
Receivables:

CUSTOIMIETS ..covreracreteestessseessceense s st ss st eas et st aeaeeanseseessseeseaseseassanassassesssasmseasssesesisesenseesasens 5,574

Brokers, dealers at1d Others i eeeeeeee s eseseesesses st eesseesesesseseesasseneeseesens 11,085
Financial instruments owned (of which $40,388 was encumbered):

U.S. overnment and ageNCies ... oimmiiriermereiinesissnseisns e seeesseeesesesssasessesesesessssssssnessosesareceens 44,260

COLPOLALE EDt oottt ceesess s ss e s et es s es s sbs sttt 11,026

ELQUEIES o1 ovv ottt st st sssss s st st 48,801

DICLIVALIVES COMEIATES 1vvuvvnveerirriiertinseriorersetssseetsttesestsereesssee e sssesesesesessteseasseeressetessetasssseseeeresmessrasmseens 6,640

COMMETCIAl PAPEL..vov-vvisiitre ettt st 469

ORI ettt st e en et s st ne e e bestas 295
INEL AELEITEA tAX ASSELuvuuiuiriirerrierreieeiieese st seteee et ereees et esaseseeseseseessaseeeseesesseessseaesaseneasaeseesasasenessrons 328
Office facilities at cost (net of accumulated depreciation and amortization of $472)................ 577
GOOAWIIL ..ot sttt e es s sesrsesemasssasenenmarernns 519
Loans recetvable from parent and affillates ........coooorrveirrcerecernemiinersisneesssesesessssessssessesessmsresessennes 035
Other assets and deferred amounts (includes encumbered assets of $1,268) .o, 1,837

TIOtA] ASSEES.uuceuncirciecre et ettt es e es et er e ee e st ee b sasssessaeen $ 326,348

See accompanying notes to consolidated statement of financial condition.
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CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiaty of Credit Suisse (USA), Inc.)

Consolidated Statement of Financial Condition

December 31, 2008
(In millions)

LIABILITIES AND MEMBER’S EQUITY

SROLE-LEIM DOLIOWINES . ......oeceeeeeivvtnsis e reeessce s sesssssesses s ssss st ses s $ 1,014
Collateralized short-term financings:
Securities sold under agreements tO FEPULCRASE .........vvormrrecrmerevermsessesssssseasassenessssssssssssses 141,851
SECULTHES 10ANEM corvvereeeectervee et eaeses e st sees e et essesessansssessesasasesanessessseen 44 947
Payables:
CUSLOIICLS ..ottt ettt b ettt seeeese e e e st ontssene s et et et st neneseseanerees s eneees 40,181
Brokers, dealers and Others ... eees et ssees e reesressess e eeen 13,156
Financial instruments sold not yet purchased:
U.S. gOVernment and aGeNCIes.........ouerrrurrruesisenssssisessseesss s sssssssssssesssssssssssssessssnssnssenns 5,163
COLPOLALE AEDL ... ouiviiiriiiieeecincicre sttt s s s s s sas b bs s s b ens s sbenns 2,786
BQUILES oottt crtsee s et cas s e sa et et 9,919
DDELIVAVES CONTEACES vervrerrireireiseiienteeerseseesseeeeesee st esseesseseesresesas e resesnae reseeeeseenesreessaseasesensesnne 7,649
ONEL. ottt ettt s st st 59
Obligation to return secutities received as COUAtEral.............vvverririereeveiiesssieseeeeeeesisssesssssesieons 33,533
Accounts payable and accrued CXPEIISES . .v.vvivistsieiee e sencrssersbeasriesessesesesesesmnssessasssessmsssnsssssesessensaese 2,116
Oher HADIIHHES ..v.veeveveree ettt et es e seeeees e est et eeesesoesessesseeeessanenns 2,716
Subordinated and othert 10ng-term DOLLOWINGS ...vvrnrrrvrrverevesssssssrrssnssssreesssssssssssssssssesssessssssssssses 10,594
TOtAl HADIEIES -.vuvvevvereariaeieciiiecetcse s e sssst e s ceseaeeeesenesaseesesseesseeseeessenseeseeesmaseanenns 315,684
Member’s Equity:
Member’s CONTEIDULONS ... vervceeeeeeececieeieeeteee e e eestessee e st s es s eeeses e eee e eessessessesseesansesenren 9,570
Accumulated BATIUILES 11vevsvcrecereereseensssressesestestes s st sssense st eseeeesseeesesaseeeseesesesenetoesseeasees e e asnsnseemens 1,304
Accumulated other COMPIERENSIVE 10SS ...covvevurrreeeisinnnsssissnsnesesssisssssesssss e ssssssssesessssins (210)
Total MEMDBEL’S EQUILY w...vvvevvvivvtevceeececceieeti st ssss e ssesste st st s s srans 10,664
Total liabilities and membet’s EQUILY wovivnririirrcessnseesserrissensssessssssssessessssssssessssessarsssssssssaseasssns $ 326,348

See accompanying notes to consolidated statement of financial condition.
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CREDIT SUISSE SECURITIES (USA) LLC AND SUBSIDIARIES
(A wholly owned subsidiary of Ctedit Suisse (USA), Inc.)
Notes to Consolidated Statement of Financial Condition

December 31, 2008

1. Organization and Description of Business

Credit Suisse Securities (USA) LLC and Subsidiaries (the “Company”) is a wholly owned subsid.iary 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 includes 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 46), an Interpretation of
Accounting Research Bulletin No. 51, “Consolidated Financial Statements” and FASB Staff Position (“FSP”),
No. FIN 46(R)-6, “Determining the Variability to Be Consideted in Applying FASB Interpretation No. 46(R)”
(“FSP FIN 46(R)-6”). See Note 6 for mote 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 setrvices 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 and

certain highly liquid investments with original maturities of 90 days or less, other than those held for sale in the
ordinary course of business.

Collateralized short-term financings. 'The Company enters into transactions involving secutities sold under
agreements to reputchase (“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.



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, 2008

2. Summary of Significant Accounting Policies (Continued)

Certain repurchase agreements and resale agreements that primarily represent matched-book activities
are cartied at fair value. The remaining repurchase agreements and resale agreements are carriéd at contract
amounts that reflect the amounts at which the securities will be subsequently repurchased or resold. 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.

Securities borrowed and securities loaned transactions that represent matched-book activities are
cartied 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.

Recewvables from customers/ Payables to customers. Receivables from and payables to customers include
amounts due on regular way secutities transactions, margin 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 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 teceived 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 others or payables to brokers, dealers and others.

Fair value of financial instruments. Substantially all of the Company’s financial instruments are carried at
fair value and are accounted for on a trade date basis. See Note 3 for more information.

Secunitization. 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 Statement of Accounting Standards (“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



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, 2008

2.  Summary of Significant Accounting Policies (Continued)

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.

Derivatives contracts. All derivatives contracts are carried at fair value. The fair value amounts associated
with derivative instruments ate reported net by counterparty actoss products, in accordance with FIN No. 39,
"Offsetting of Amounts Relating to Certain Contracts,” provided a legally enforceable master netting agreement
exists and such provisions are stated in the master netting agreement.

The fair value amounts recognized for derivative instruments as well as the fair value amounts
recognized for the right to reclaim cash collateral or the obligation to return cash collateral, are reported net, in
accordance with FSP FIN 39-1, “Amendment of FASB Interpretation No. 39” (“FSP FIN 39-17).

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 identsfiable intangible assets. Goodwill represents the amount by which the purchase price
exceeds the fair value of the net tangible and intangible assets of an acquited 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. Also included in intangible assets are mortgage servicing rights which are carried at
fair value. Intangible assets are included in other assets and deferred amounts in the consolidated statement of
financial condition. See Note 8 for more information.

Consolidation of VIEs. The Company consolidates VIEs for which it is the primary beneficiary, defined

by FIN 46 as the entity that will absorb a majority of expected losses, receive a majority of the expected residual
returns, or both. See Note 6 for more information.

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 subsidiaties 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 consolidated 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 calculated each year is settled through the intercompany

accounts at the balance sheet date and was included in other liabilities in the consolidated statement of financial
condition. See Note 16 for more information.



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, 2008

2. Summary of Significant Accounting Policies (Continued)

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
uncettainty 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.

For mote information on the Company’s accounting for uncertainty in income taxes as prescribed in FIN 48,
see Note 16.

Recently Adopted Acconnting Standards

FSP SFAS 140-4 and FIN 46(R)-8

In December 2008, the FASB issued FSP SFAS 140-4 and FIN 46(R)-8, “Disclosures about Transfers
of Financial Assets and Intetests in Variable Interest Entities (“FSP SFAS 140-4” and “FIN 46(R)-8”). FSP
SFAS 140-4 and FIN 46(R)-8 amends SFAS 140 to require entities to provide additional disclosures about
transfers of financial assets. It also amends FIN 46 to require sponsors that have a variable interest in a variable
interest entity, to provide additional disclosures about their involvement with variable interest entities. The

Company adopted the disclosure requirements of FSP SFAS 140-4 and FIN 46(R)-8 on December 31, 2008.
See Note 6 for more information.

FSP SFAS 157-3

In October 2008, the FASB issued FSP SFAS 157-3, “Determining the Fair Value of a Financial Asset
When the Market for That Asset Is Not Active” (“FSP SFAS 157-3”). FSP SFAS 157-3 clarifies the application
of SFAS No. 157, “Fair Value Measurements” (“SFAS 157”) in a market that is not active and provides an

example to illustrate key considerations in determining the fair value of a financial asset when the market for
that financial asset is not active.

FSP SFAS 157-3 is effective upon issuance, including prior periods for which financial statements have

not been issued. The adoption of FSP SFAS 157-3 did not have a material impact on the Company’s financial
condition.

FSP SFAS 133-1 and FIN 45-4

In September 2008, the FASB issued FSP SFAS 133-1 and FIN 45-4, “Disclosures about Credit
Derivatives and Certain Guarantees: An Amendment of FASB Statement No. 133 and FASB Interpretation
No. 45; and Clarification of the Effective Date of FASB Statement No. 161” (“FSP SFAS 133-1” and “FIN 45-
47). FSP SFAS 133-1 and FIN 45-4 apply to credit derivatives within the scope of SFAS No. 133 “Accounting
for Derivative Instruments and Hedging Activities” (“SFAS 133”), hybrid instruments that have embedded
credit derivatives and guarantees within the scope of FIN No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others — an interpretation of
FASB Statements No. 5, 57, and 107 and tescission of FASB Interpretation No. 34” (“FIN 45”).

FSP SFAS 133-1 and FIN 45-4 amends SFAS 133 to require sellers of credit derivatives to disclose
information about credit derivatives and hybrid instruments that have embedded credit derivatives. These



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, 2008

2. Summary of Significant Accounting Policies (Continued)

disclosures include the nature and term of the credit derivative, the maximum potential of future payments the
seller could be required to make under the credit derivative, the fair value of the credit derivative and the nature

of any recourse provisions that would enable the seller to recover from third parties any amounts paid under
the credit derivative.

FSP SFAS 133-1 and FIN 45-4 also amends FIN 45 to include the status of the payment and

performance risk of the guarantee. The Company adopted the disclosures requirements of FSP SFAS 133-1 and
FIN 45-4 on December 31, 2008. Sce Note 7 for more information.

FSP FIN 39-1

In April 2007, the FASB issued FSP FIN 39-1. 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 offsct under the same master netting agreement. The Company adopted the provisions of FSP FIN
39-1 on January 1, 2008. The adoption of FSP FIN 39-1 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 1587). 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; (ii) 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 SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other than Pensions” (“SFAS 106”). Amounts recognized in accumulated other
comprehensive income, including actuarial gains or losses, ptior service costs or credits and transition asset ot
obligation remaining from the initial application of SFAS 87 and SFAS 106, are to be adjusted as they are
subsequently recognized as a component of net petiodic benefit cost; (iif) measure the defined benefit plan
assets and obligations as of the date of the employer’s fiscal year-end statement of financial condition; and (iv)
disclose in the notes to the financial statements additional information about certain effects on net periodic

benefit cost for the next fiscal year that arise from delayed recognition of the gains or losses, ptior service costs
or credits and transition asset or obligation.

The Company adopted the SFAS 158 recognition provisions associated with the funded status of a
defined benefit plan as of the end of the fiscal year ending after December 15, 2006. The Company adopted
the provision to measure plan assets and benefit obligations as of its December 31st fiscal yeat-end during the
year ended December 31, 2008. As a result of the change in the measurement date the Company reported a
decrease in closing accumulated earnings and an increase in closing accumulated other comprehensive loss as of
December 31, 2007 of $6 million and $4 million, respectively, net of tax. See Note 15 for more information.



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, 2008
2. Summary of Significant Accounting Policies (Continued)
Standards to be Adgpted in Futnure Periods

SFAS 141(R)

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), “Business Combinations” (“SFAS
141(R)”). SFAS 141(R) requires an acquiring entity to recognize all assets acquired, liabilities assumed and any
noncontrolling interest in the acquiree at the acquisition date, at their fair values as of that date.

SFAS 141(R) also requires substantial new disclosures and will change the accounting treatment for the
subsequent measurement of acquired contingent liabilities.

SFAS 141(R) is effective on a prospective basis for business combinations in which the acquisition date
is on or after the first annual reporting period beginning on or after December 15, 2008 with the exception for
income taxes. The new accounting treatment for income taxes is applicable to business combinations

consummated prior to the effective date of SFAS 141(R). The Company will apply SFAS 141(R) to business
combinations occutring after December 31, 2008.

SFAS 160

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated
Financial Statements — an amendment of Accounting Research Bulletin No. 51” (“SFAS 160”). SFAS 160
amends Accounting Research Bulletin No. 51 to establish accounting and reporting standards for a
noncontrolling interest in a subsidiary and for deconsolidation of a subsidiary.

SFAS 160 requires the recognition of a noncontrolling interest as equity in the consolidated statement
of financial condition and separate from the parent’s equity. SFAS 160 clarifies that changes in a parent’s
ownership interest in a subsidiary that do not result in deconsolidation are equity transactions if the parent
retains its controlling financial interest. SFAS 160 has additional disclosure requirements that clearly identify
and distinguish between the interests of the parent and the interests of the noncontrolling owners.

SFAS 160 is effective for fiscal years, and interim periods within those fiscal years, beginning on or

after December 15, 2008. The Company adopted the presentation and transaction guidance of SFAS 160 as of
January 1, 2009.

FSP SFAS 140-3

In February 2008, the FASB issued FSP No. SFAS 140-3, “Accounting for Transfers of Financial
Assets and Repurchase Financing Transactions” (“FSP SFAS 140-3”). FSP SFAS 140-3 applies to a
repurchasing financing, which is a repurchase agreement that relates to a previously transferred financial asset
between the same counterparties that is entered into contemporaneously with, or in contemplation of, the initial
transfer. FSP SFAS 140-3 states that a transferor and transferee shall not separately account for a transfer of a
financial asset and a related repurchase financing unless the two transactions have a valid and distinct business
or economic purpose for being entered into separately and the repurchase financing does not result in the initial
transferor regaining control over the financial asset. FSP SFAS 140-3 establishes a presumption that an initial
transfer and a repurchase financing are linked unless certain criteria are met. If the ctiteria are not met, the



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, 2008

2.  Summary of Significant Accounting Policies (Continued)

initial transfer is not accounted for as a sale by the transferor and the repurchase financing is accounted for as a
forward contract.

FSP SFAS 140-3 is effective for prospective transactions entered into in fiscal years beginning after
November 15, 2008 and interim periods within those fiscal years. Earlier application is not permitted. The
Company adopted FSP FAS 140-3 as of January 1, 2009.

SFAS 161

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and
Hedging Activities — an amendment of FASB Statement No. 133” (“SFAS 161”). SFAS 161 amends and
expands the disclosure requirements of SFAS 133, with the intent to provide users of financial statements with
an enhanced understanding of: i) how and why an entity uses derivative instruments; ii) how derivative
instruments and related hedge items are accounted for under SFAS 133 and its related interpretations; and iii)
how derivative instruments and related hedged items affect an entity’s financial position.

SFAS 161 requires qualitative disclosures about objectives and strategies for using derivatives,

quantitative disclosures about fair value amounts on derivative instruments and credit-risk-related contingent
features in derivative agreements.

SFAS 161 is effective for financial statements issued for fiscal years, and interim periods within those

fiscal years, beginning after November 15, 2008. SFAS 161 is a disclosure standard and as such will not impact
the Company’s financial position.

FSP SFAS 132(R)-1

In December 2008, the FASB issued FSP No. 132(R)-1, “Employets’ Disclosures about Postretirement
Benefit Plan Assets” ("FSP SFAS 132(R)-1"). FSP SFAS 132(R)-1 amends SFAS No. 132 (revised 2003),
“Employers’ Disclosures about Pensions and Other Postretitement Benefits”, to provide guidance on an
employer’s disclosures about plan assets of a defined benefit pension or other postretitement plan. The
additional disclosures required by the FSP include: (i) how investment allocation decisions are made, including
the factors that are pertinent to an understanding of investment policies and strategies;(ii) the major categories
of plan assets; (i) the inputs and valuation techniques used to measure the fair value of plan assets; (iv) the
effect of fair value measurements using significant unobservable inputs, (Level 3) on changes in plan assets for
the period; and (v) concentrations of risk within plan assets.

The disclosure requirements of FSP SFAS 132(R)-1 are required for fiscal years ending after December
15, 2009. FSP SFAS 132(R)-1 is disclosure guidance and will not impact the Company's financial position. The
Company will adopt FSP SFAS 132(R)-1 as of December 31, 2009.

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 U.S. government and agency secutities, commercial
paper, most investment-grade corporate debt, high-yield debt securities, exchange traded and certain OTC
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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, 2008

3. Fair Value of Assets and Liabilities (Continued)
derivative instruments, certain mortgage-backed and asset-backed securities and listed equity securities.

In addition, the Company holds financial instruments for which no prices ate available, and which have
little or no observable inputs. Further deterioration of the financial markets could significantly impact the fair
value of these financial insttuments and the Company’s financial condition. 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
matket participants would use in pricing the asset or liability (including assumptions about risk). These
instruments include certain investment-grade corporate debt securities, certain high-yield debt securities,
distressed debt securities, most collateralized debt obligations (“CDQOs”), certain OTC derivatives and

mortgage-backed and asset-backed securities. Valuation techniques for certain of these instruments ate
described more fully below.

Fair Value Hierarchy

Financial instruments recotrded in the Company’s consolidated statement of financial condition at fair

value as of December 31, 2008 have been categorized based upon the relative reliability of the fair value
measures in accordance with SFAS 157.

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

Level 1: Quoted prices (unadjusted) in active markets for identical assets or liabilities 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.

Leve/ 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or inditectly. These inputs include: (a) quoted prices for similar assets or liabilities in
active markets; (b) quoted prices for identical or similar assets or liabilities in markets that are not active, that is,
markets in which there are few transactions for the asset or liability, 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 ot other means.

Leve/ 3: Inputs that are unobservable for the asset or liability. These inputs reflect the Company’s own
assumptlons about the assumptions that market participants would use in pricing the asset or liability (mcludmg
assurnpuom 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.
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December 31, 2008
3. Fair Value of Assets and Liabilities (Continued)

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 assets other Significant
or observable unobservable
liabilities inputs inputs Impact of Total at fair

December 31, 2008 (level 1) (level 2) (level 3) netting® value
Assets (In millions)
Resale agreements and securities borrowed

TLANSACHOLIS 1ovoeee e eeseves e es s esees e oo $ — $112483 % — % — § 112483
Cash INStTUMENTS..ocveeeeeeeeeeeeeeeeee e e 89,096 11,623 4,132 —_ 104,851
Derivatives CONLACES wvuremrrrreereereeeeeeeee e seseeeeeesssenn 6,387 247 11 (5) 6,640
Other a85€t5..uimiiniriiieiieseecerse e s es s s — — 1 — 1
Total assets at fair Value ....ccceevveerseresseneesesnenes $ 95,483 $ 124,353 § 4,144 $ (5% 223,975
Liabilities
Repurchase agreements and securities loaned

EEANSACHOTIS 1ovvvovoivceieeee e e s s e s s s $ — $128,110 § — $ — § 128,110
Obligation to return securities received as

CONALELAL .o 33,533 —_ — — 33,533
Cash INSUUMENTS..vvivieeeeeeeeeeeeeeeeeres e 14,968 2,955 4 — 17,927
Derivatives CONtaCtS vummmmuinieneeeeeeeeesvssrereerereroonn, 7,421 153 80 (5) 7,649
Subordinated and other long-term borrowings ..... — — 394 —_ 394
Other Habilities ......c.cuvvireeeeeereeeeeeees e res e, — — 170 — 170
Total liabilities at fair value .......ccceeeerverruernnen. $ 55,922 $ 131218 § 648 $ (5)§ 187,783
1) Derivative contracts arc reported on a gross basis by level. The impact of netting represents an adjustment related to counterparty netting,
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3. Fair Value of Assets and Liabilities (Continued)
Qualitative Disclosures of Valuation Techniques
Assets and liabilities

Cash Instruments

The Company’s cash instruments consist of interest-bearing secutities and equity securities. Interest-
bearing securities include debt securities, residential mortgage-backed and other asset-backed securities and
CDOs. Equity securities include common equity shares, preferred equity shares 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.

If available, values of residential mortgage-backed securities and other asset-backed securities are
determined through quoted prices. If no quoted prices are available the price is 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 Catlo
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 based on discounted 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 regulatly 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 models, for which the key inputs include stock price, dividend rates,
credit spreads, prepayment rates and equity market volatility.

Derivatives contracts

Positions in derivatives include both OTC and exchange-traded derivatives. 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 and
liquidity are also considered as part of the valuation process.
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(A wholly owned subsidiary of Credit Suisse (USA), Inc.)
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3.  Fair Value of Assets and Liabilities (Continued)

For further information on the fair value of derivatives as of December 31, 2008 see Note 7.

Other Liabilities

Included in other liabilities are Partner Asset Facility Units (“PAFs”) which are measured at fair value.
The value of the PAFs liabilities is based on the contractual terms, as well as, the performance of a pool of

high-yield debt securities and commercial mortgage-backed securities held by the Company and its affiliates,
with substantially all assets held by affiliates.

Fair Value Option

Upon adoption of SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities
~ Including an Amendment of FASB Statement No. 115, the Company elected fair value for certain of its
consolidated 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 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. Repurchase agreement and resale

agreement transactions and securities borrowed and securities loaned are priced based on observable inputs and
quoted prices.

Subordinated and other long-term borrowings: Long-term borrowings include long-term 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 fot

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
Of which at unpaid value and unpaid
December 31, 2008 fair value principal principal
Financial instruments (In millions)
Resale agreements and securities-borrowed transactions .................. $ 112483 § 111,696 $ 787
Repurchase agreements and securities-lending transactions ............. 128,110 128,103 7
Subordinated and other long-term botrowings........ooooeevvevevevrvvcec... 394 1,940 1,546
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Notes to Consolidated Statement of Financial Condition (Continued)
December 31, 2008

4. Related Party Transactions

The Company’s ultimate parent Credit Suisse Group, centrally manages its funding activities and lends
funds to its subsidiaties and affiliates. In addition to other sources of funding, the Company relies on these
subsidiaries and affiliates for financing. In the ordinary course of business, the Company enters into
significant financing and operating transactions with affiliated companies 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,

2008:
(In millions)
ASSETS

Securities purchased under agreements to £eSell......ccoovuvumironrivineriierssseeeerreiseesssnneesneesessssssssane $ 9,079
SECULITIES DOLLOWEL....eoiviviesiieiretsieetcse ettt e s s e eeeseaseseeseeseeseseasesseeseseesasneaseaseresesesemeeme 20,926
Receivables fTOM CUSTOMELS .ovuiuvviiiirieccecce et seeseesestasssesssstaseseesesssssesnseseasesenssasaees 3
Receivables from brokers, dealers and Ohers .........oooveveeeveoreseeeeeeeeeeseeseeeeeesessresseeseesresessessene 765
COLPOLALE AEDL.wurrronriveiicviiiccceeccriren s ieseresss st st s sss s sss s st se s 124
DEIIVALVES COMIEACES. .evvvnrurrurnnrerrareersesssssssessesssssecsssessesesessssnsessssesssessesessaesssesasrsesssossmssssasesssssans 57
INEt AEfEITEA tAX ASSEL ....eveeeecreier ettt ceseeseeseeseese st se st sasrasersssenesss e sensneane 328
Loans receivable from parent and affiliates .......ccccverivnirecereeeeeeee e saen e 635
Taxes receivable (included in Other aSSets) ..omurvrrriinriiinsiiieseceeeessessssses s sesssesnsssssens 318

TIOTAL ASSELS woverriirisreeiseee sttt eee et rene s e esaersesne e aeeseenenneneenerenmanens $ 32,235

LIABILITIES

ShOTt-teLIN DOIIOWINES ...courvercerrisirrssssisessissssses s eea s sesssssesesssssssse sttt sares e sens s snses $ 843
Securities sold under agreements to FEPULCRASE ..ot 6,416
SECUILIHES L0ANEA eorneeeerirtccee sttt eeres ettt e e teeeeeeaseseras e e setaeaseeneeneneesesens 37,232
Payables 10 CUSIOMIELS ......cviveeieeicteeeceeeese e eeee s stesesasessseesetesessssesessssesees eeesesnranssonessesnesores 1,243
Payables to brokers, dealers and Others ..o s ss s 5,143
COLPOLALE EDLuu..oooieicieiec ettt st s s 33
DD LIVALIVES CONLACES.c.vvurrerieiertrereeseoe e ceeseaeecasessasesesseesesesessssssesssssesessesesssessesssressesesessessnneeserene 25
Obligation to return securities received as COUALELAl.......ovemrmrirereeeeeeeeeeeeseresseesresreseee e eneees 33,518
‘Taxes payable (included in Other HabIIHES) ......ovvvvvrnrririrresienssessssssssssssssenssssesssssssssssssesssssesens 178
Intercompany payables (included in Other Habiliies) .........ureerermsmmrereessmmrecrianeesmmmsrermsessesessesns 371
SUbOLdinated DOLIOWINGS ........uuereerrrierinneriinriee et sssstess st ss s sesnessesss s sasesaans 10,200

TOtAl HADIHHES «.ceveorvrireicictectcrei et ss s ees e st srsessenssenssessonmssseasessane $ 95,202
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4. Related Party Transactions (Continued)

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 secutities 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 shares or other equity-based awards for
services performed. CS Holdings purchases shates directly and 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 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 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, 2008,
consist of the following:

Receivables Payables
(In millions)

Unsettled regular way securities trades ............coewereereneuneereenessessessssssesssessenees $ — 9 247
Fails to deliver/fails tO LECEIVE ...ooovcveereessreseeeeeeeee e e e eesessseseseseseseessessesseseerenaes 3,844 10,208
Omnibus receivables/payables..........cemmrniinriesivenreeieres e 2,025 13
Receivables from/payables to clearing organizations.............cooewvevereecrerririnnnes 3,727 12
Accrued dividends and INEELESt ... uuuiv.eereeeeeeerieereereeeee e eeeeseesee st seeeseessenseeneaen 1,015 417
Other non-customer receivables/payables...........ccooovrieinrcennneeessienseeecennne 128 2,259
OREE ettt eea e et aes e semsanessasasaseneneensseenees 346 —

TOAL vttt e s et st senres s enenetsratenas $ 11,085 § 13,156

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 primatily 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 satisfy its obligations. The Company conttols this risk by monitoring the
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6. Transfers of Financial Assets (Continued)

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, 2008:

December 31,
2008
(In billions)
Fair value of the financial instruments pledged and assigned as collateral by the Company...... $ 86.6
of which Was encumMDBELed. ...t cssse s ssisesssine 40.4
Fair value of the collateral received by the Company with the right to sell or repledge.............. 311.3
of which was 50ld Of £ePledZed ...t s eeees 204.0

Securitization Activities

In the normal course of business, the Company enters into transactions with, and makes use of, special
putpose entities (“SPEs”). An SPE is an entity in the form of a trust or other legal structure designed to fulfill a
specific limited need of the company that organized it. The principal uses of SPEs are to obtain liquidity by
transferring certain of the Company’s financial assets and to create investment products for clients. SPEs
typically qualify either as qualified special putpose entities (“QSPEs™) according to SFAS 140 or VIEs
according to FIN 46(R). These SPEs have significant limitations on the types of assets and derivative
instruments they may own and the types and extent of activities and decision-making in which they may

engage. At each balance sheet date, QSPEs and VIEs are reviewed for events that may trigger reassessment of
the entities’ classification.

The majority of the Company’s securitization activities involve mortgage-related securities and are
predominantly transacted using QSPEs. In order to qualify as a2 QSPE, the permitted activities of the entity
must be limited to passively holding financial assets to investors based on pre-set terms. QSPEs may not
actively manage their assets through discretionary sales and are generally limited to making decisions inherent in
servicing activities and issuance of liabilities. In accordance with SFAS 140, entities that qualify as QSPEs are
not consolidated at inception and the risk of subsequent consclidation is minimal.

The Company securitizes residential mortgage-backed securities including, agency mortgage-backed
securities and asset-backed securities by selling these mortgage securities to QSPEs. These QSPEs issue
residential mortgage-backed securities (“RMBS™) and asset-backed securities (“ABS™), that are collateralized by
the assets transferred to the QSPE and that pay a return based on the returns on those assets. Investors in these
mortgage-backed securities typically have recourse to the assets in the QSPEs. The investors and the QSPEs

have no recoutse to the Company’s assets. The Company is an underwriter of, and makes a market in, these
securities.

Securitization transactions are assessed in accordance with SFAS 140 for appropriate treatment of the
assets transferred by the Company. The Company’s and its clients’ investing or financing needs determine the

structure of each transaction, which in turn determines whether sale accounting and subsequent derecognition
of the transferred assets under SFAS 140 applies.
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6. Transfers of Financial Assets (Continued)
Continuing involvement in transferred financial assets

‘The Company may have continuing involvement in the financial assets that are transfetred to a special
purpose entity (“SPE”), regardless of whether the transfer was accounted for as a sale or a secured borrowing,
which may take several forms, including, but not limited to recourse and guarantee arrangements and beneficial
interests as recorded on the Company’s consolidated statement of financial condition. The catrying value and
maximum exposure as of December 31, 2008 resulting from agreements to provide support to SPE’s is

included in the section titled Catrying amount of nonconsolidated VIE assets and liabilities where the Company
is not the primary beneficiary.

The Company’s exposure resulting from continuing involvement in transferred financial assets is
generally limited to its beneficial interests typically held by the Company in the form of instruments issued by
the respective SPEs that are senior, subordinated or residual tranches. These instruments are held by the
Company in connection with underwriting or market-making activities and are included in financial instruments
owned in the consolidated statement of financial condition.

Investors usually have recourse to the assets in the SPE and often benefit from other credit
enhancements. The SPE may also enter into a derivative contract in order to convert the yield of the undetlying
assets to match the needs of the SPE investors, or to limit or change the credit risk of the SPE.

Amounts of exposure resulting from continuing involvement

As of December 31, 2008 the principal amount outstanding and the total assets for QSPEs which the
Company has continuing involvement in was $46.0 billion. As of December 31, 2008 the Company’s continuing
involvement was primarily with QSPEs.

The fair values of the assets or liabilities that result from any continuing involvement are determined
using fair value estimation techniques, such as the present value of estimated future cash flows that incorporate
assumptions that market participants customarily use in these valuation techniques. The fair value of the assets
or liabilities that result from any continuing involvement does not include any benefits from financial
instruments that the Company may utilize to economically hedge the risks inherent in these involvements.
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6. Transfers of Financial Assets (Continued)

Sensitivity analysis of key economic assumptions used in measuring the fair value of beneficial
interests held in SPEs and QSPEs

As of December
31, 2008
RMBS
(Dollars in millions)
Fair value of assets and Habilities......oueereieeennreneiesenssennsssnsseessissseess s esesssssesisssoes $ 804
of which NON-INVeSMENTt ZIAE ....cuvveucrieceeccrecineeirne ettt sesrsessesssssssiens $ 35
Weighted-average life, Il YEars........oouviicmirceenecensstctseassersessessessses e ssss s sssesssssssssnnes 33
Prepayment speed assumption (rate per anfiumy), i %0 ....ceceeeeermsiesisnsssssisisssens 0.1%-25.9%
Impact on fair value from 10% adverse change........o..ccccveenmercnnncrcnnecvcnecniasniiinsinnns $ (11)
Impact on fair value from 20% adverse change.........oocoviicniccnini s $ (23)
Cash flow discount rate (fate per annum), i Y0 ...cvveuecerernecrmrrereerissssssssssssssecons 2.3%-51.8%
Impact on fair value from 10% adverse change........cccomreecrcnneenmrrereenriesrisesiesecenns $ (15)
Impact on fair value from 20% adverse change...........ccoerinerirnncrncencrississsnsisnnees $ (30)
Expected credit losses (rate per annum), il Y. eeeveeceuneiseiriermesesesnemseciessisissnessssssseis 0.7%-60.4%
Impact on fair value from 10% adverse change........cccovnenrennioniceerensines $ 1)
Impact on fair value from 20% adverse change.........c.ccoccorrnenienneseinineeciessssesncens $ (23)

These sensitivities ate hypothetical and do not reflect 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 beneficial 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 might magnify or
counteract the sensitivities.

Secured Botrowings

Carrying amounts consist of corporate bonds which were transferred to VIEs that issue CDOs where
sale treatment under SFAS 140 was not achieved.

As of December 31,
2008
Carrying Value
(In millions)
ONEE ASSELS cevoveceeiete et tes st ee s s s ses s s st s e e esoas et st s s aserer st s sonasmesrsassssasrasaens $ 1,268
Liability to SPE, included in other Habilities .........ivmuemeeeeeeeeeeseeseississeeeeessseeesssssesssssenssesseneens $ 1,268

Variable Interest Entities

As a normal part of its business, the Company engages in various transactions that include entities which are
considered VIEs and are broadly grouped into two primary categories: CDOs and financial intermediation.
VIEs are entities which typically either lack sufficient equity to finance their activities without additional
subordinated financial support ot are structured such that the holders of the voting rights do not substantively
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6. Transfers of Financial Assets (Continued)

participate in the gains and losses of the entity. Such entities are required to be assessed for consolidation under
FIN 46(R), which requires that the primary beneficiary consolidate the VIE. The primary beneficiary is the
party that will absorb the majority of expected losses, receive the majority of the expected residual returns, or
both. The Company consolidates all VIEs for which it is the primary beneficiary. VIEs may be sponsored by
the Company, unrelated third parties or clients. At each balance sheet date, VIEs are reviewed for events that
may trigger reassessment of the entities’ classification and/or consolidation. These events include:

® a change in the VIEs governing documents, or contractual arrangements among the parties
involved, in a manner that changes the characteristics of the Company’s investment ot
involvement;

® the Company’s acquisition of additional variable interests, whether newly issued or from othet
parties; or

® the Company’s sale or disposal of variable interests to untelated parties, or the issuance by the VIE
of new variable interests to other unrelated parties.

Application of the accounting requirements for consolidation of VIEs may require the exetcise of
significant management judgment. In the event consolidation of a VIE is required, the exposure to the
Company is limited to that pottion of the VIE’s assets attributable to any beneficial interest held by the
Company prior to any risk management activities to economically hedge the Company’s net exposure.

Transactions with VIEs are generally executed to facilitate securitization activities or to meet specific
client needs, such as providing liquidity or investing opportunities, and, as part of these activities, the Company
may hold interests in the VIEs. Securitization-related transactions with VIEs involve selling or purchasing

assets. Typically, the variable interest entity’s assets are restricted in nature in that they are held primatily to
satisfy the obligations of the entity.

As a consequence of these activities, the Company holds variable interests in VIEs. Such variable
intetests consist of financial instruments issued by VIEs and which are held by the Company. Guarantees
tssued by the Company to ot on behalf of VIEs may also qualify as variable interests. Variable interests related
to guarantees are equivalent to the notional amount of the respective guarantees. In general, investors in

consolidated VIEs do not have recourse to the Company in the event of a default, except where a guarantee
was provided to the investots.

The total assets of consolidated and non-consolidated VIEs for which the Company has involvement
represent the total assets of the VIEs even though the Company’s involvement may be significantly less due to
interests held by third-party investors. The Company’s maximum exposure to loss is different from the carrying
value of the assets of the VIE. This maximum loss exposure consists of the carrying value of the Company
interests held as trading assets and the notional amount of guarantees to VIEs, rather than the amount of total
assets of the VIEs. The maximum exposure to loss does not reflect the Company’s risk management activities,
including effects from financial instruments that the Company may utilize to economically hedge the risks
inherent in these VIEs. The economic risks associated with VIE exposures held by the Company, together with
all relevant risk mitigation initiatives, are included in the Company’s risk management framework.

The asset balances for unconsolidated VIEs where the Company has involvement represent the most
cutrent information available to the Company regarding the remaining principal balance of cash assets owned.
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6. Transfers of Financial Assets (Continued)

In most cases, the asset balances represent an amortized cost basis without regard to impairments in fair value,
unless fair value information is readily available.

Collateralized Debt Obligations

As part of its structured finance business, the Company has variable interests in several CDOs. VIEs
issue CDOs to fund the purchase of assets such as investment-grade and high-yield corporate debt instruments.

The Company engages in CDO transactions to meet client and investor needs, earn fees and sell financial
assets.

In connection with its CDO activities, the Company may act as underwriter. CDOs provide credit risk

exposure to a portfolio of ABS (cash CDOs). The CDO entities may have actively managed (open) portfolios
ot static or unmanaged (closed) portfolios.

The beneficial interests issued by these VIEs are payable solely from the cash flows of the related
collateral and third-party creditors of these VIEs do not have recourse to the Company in the event of default.

The Company also retains certain debt and equity interests in open CDO VIEs that are not
consolidated because the Company is not the primary beneficiary. The Company’s exposure in these CDO
transactions typically consists of the interests retained in connection with its underwriting or market-making
activities. The Company’s maximum exposure to loss does not include any effects from financial instruments
used to economically hedge the risks of the VIEs. The economic risks associated with CDO VIE exposures

held by the Company, together with all relevant risk mitigation initiatives, are included in the Company’s risk
management framewortk.

Financial Intermediation

The Company has involvement with VIEs in its role as a financial intermediary on behalf of clients.

The Company did not consolidate any VIEs related to financial intermediation because it is not the primary
beneficiary.

The Company considers the likelihood of incurring a loss equal to the maximum exposure to be
remote because of the Company’s risk mitigation efforts, including hedgmg strategies, collateral arrangements
and the risk of loss that is retained by investors. The Company’s economic risks associated with consolidated
and non-consolidated VIE exposures arising from financial intermediation, together with all relevant risk
mitigation initiatives, are included in the Company’s risk management framework.

Financial intermediation is broadly grouped into the following categories: securitizations and
investment structures.

The Company acts as underwriter and market maker to VIEs related to certain securitization
transactions. The Company believes its maximum loss exposure is generally equal to the carrying value of the
beneficial interest held. The Company’s maximum exposure to loss does not include any effects from financial
instruments used to economically hedge the risks of the VIEs.
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6. Transfers of Financial Assets (Continued)

The Company may have relationships with such VIEs as a result of other business activities. The
maximum exposute to loss consists of the fair value of instruments which are held by the Company. The
Company’s maximum exposure to loss does not include any effects from financial instruments used to
economically hedge the risk of the VIEs.

Consolidated and non-consolidated VIEs

As of December 31, 2008 the Company consolidated $394 million in CDO VIEs at fair value. The
assets were recorded in financial instruments owned and the liabilities were recorded in subordinated and other
long-term borrowings in the consolidated statement of financial condition. As of December 31, 2008 the
Company did not consolidate any financial intermediation VIEs.

The table below presents the carrying values of the VIE’s assets and liabilities as recorded in the
Company’s consolidated statement of financial condition as of December 31, 2008 for VIEs where the
Company holds a variable interest or is the sponsor of a VIE, but is not consolidating the VIE. Included in
Financial Intermediation in the table below are variable interests in QSPEs.

Carrying amount of non-consolidated VIE assets and liabilities where the Company is not
considered the primary beneficiary.

December 31, 2008
Financial
CDOs intermediation

(In millions)
Carrying value of variable interest included in:
Assets

Financial inStruments OWNEd...........o.oveeeeecereeeeeereseresesesessssesssesessssessesssssssnsens $ 53 ¢ 948
TOLAl ASSEIS.eueerereremrrrrnrerreersirsnneeneeesasesssessseesanssssesessessseessessseessessssesnnens $ 53 § 948
Liabilities

Other HADIHES 1vvvoveereeceteceeeeeeee e eees e e stes e teseerasseranees $ — § 4
TOtal LADIHLIES vevvererieeesrrisrereeiieersenenrareeeseesssessssesssesssnesssessssesssnssasessnne $ — 3 4

As of December 31, 2008, the total assets of non-consolidated CDO VIEs and non-consolidated
financial intermediation VIEs were $17.9 billion and $104.6 billion, respectively. As of December 31, 2008, the
Company’s maximum exposure to loss from non-consolidated CDOs was $53 million and the maximum
exposure to loss from non-consolidated financial intermediation VIEs was $948 million.

7. Derivatives Contracts

The Company uses derivatives contracts for trading and economic hedging purposes and to provide

products for clients. These derivatives include options, forwards, futures and swaps. Derivative contracts are
carried at fair value.
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7.  Derivatives Contracts (Continued)
Options

The Company writes option contracts specifically designed to meet customer needs, for trading
purposes or for economic hedging purposes. The options do not expose the Company to credit risk because
the Company, not its counterparty, is obligated to petform. At the beginning of the contract period, the
Company receives a cash premium. During the contract petiod, 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 detivative financial instruments on a proptietary 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 economic
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 and interest rate instruments or indices. The counterparties to OTC option
contracts are 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™) secutities, and purchases and sells forward contracts
primarily related to U.S. Government and agencies, corporate debt and mortgage-backed secutities. In addition,

the Company enters into fututes contracts on equity-based indices and other financial instruments, as well as
options on futures contracts.

Because forward contracts are subject to the credit worthiness 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 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 others in the consolidated statement of financial condition.

Swaps

The Company’s swap agreements consist primarily of credit default swaps. Credit default swaps are
contractual agreements in which one counterparty pays a petiodic 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, matetial adverse restructuring of debt, or failure to meet payment
obligations when due. Swaps are reported at fair value.
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Quantitative Disclosures for All Derivatives

The fair values of all derivatives contracts outstanding as of December 31, 2008 were as follows:

Assets Liabilities
(In millions)
OPHOMS .ottt ertsi e essesase e s s s srss s s b bbb $ 1,003 § 596
FOIWATd CONILACES woviiiviiiiiicieeeeeie et et ss et et e e eeeeenenesenstssateberssnes 5,615 6,990
STWADPS 111ttt et et r b st s s Rttt : 27 68
Impact of counterparty NEtHNZM .........cuureeereneesrecereeirenssesssisssssesesesessesessesseseanes (5 5
Total derIVAUVES.......oceueeermrceceeiceeerietin s rss s essre s ssssassssesssesens $ 6,640 $ 7,649
M Derivative contracts are reported on a net basis in the consolidated statement of financial condition. The impact of netting represents an

adjustment related to counterparty netting,

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.

Credit Derivatives

Included in the table above are credit derivatives which are contractual agreements in which the buyer
generally pays a fee in exchange for a contingent payment by the seller if there is a credit event on the
underlying referenced entity or asset. Credit derivatives are generally privately negotiated OTC contracts. Most
credit derivatives are structured so that they specify the occurrence of an identifiable credit event, which can

include bankruptcy, insolvency, receivership, material adverse restructuring of debt, or failure to meet
obligations when due.

The Company enters into credit derivative contracts in the normal course of business by buying and
selling protection. This includes providing structured credit products for the Company’s clients to enable them
to economically hedge their credit risk. In addition, the Company purchases protection to economically hedge
various forms of credit exposure. These referenced instruments can form a single item or be combined on 2

portfolio basis. As of December 31, 2008 the Company did not have any ctredit detivatives where the Company
was selling protection.
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8.  Goodwill and Identifiable Intangible Assets
As of December 31, 2008, the Company had $519 million of goodwill in the consolidated statement of
financial condition. Goodwill is the cost of an acquired company in excess of the fair value of net assets at the

acquisition date.

The change in goodwill during the year ended 2008 was as follows:

(In millions)

Balance at December 31, 2007 .........cccverrrerreereereesiesensresressessesssssessessessasssssersossessassessssssessn $ 513

Goodwill acquired during 2008()............ovveeceereceecemmeremsensmerisessisssses s s ssessssine 6

Balance at December 31, 2008 ..........ccovveervreisieeressreerssnessssassrarsessnsesssarsrnsererasssssasosransssases $ 519
[0} During the year ended December 31, 2008, the Company recorded an additional $6 million in goodwill related to carn-out payments in

connection with its 2003 acquisition of Volaris Advisors.

As of December 31, 2008, the Company had intangible assets of $8 million which are included in other
assets and deferred amounts in the consolidated statement of financial condition. The following table sets forth
the gross catrying amount, accumulated amortization and net carrying amount of intangible assets as of
December 31, 2008:

Gross Net
Weighted average carrying Accumulated carrying
amortization period amount amortization amount
(In years) (In millions)
Client relationships.......ccc.ovevcvrmmrrvrsnrreenernnns 20 $ 1 § OF 6
Total definite-lived intangible assets .... 11 ©) 6
Total indefinite-lived intangible assets. — $ 1 % — 3 1
Mortgage setvicing rights®....cccevveecevecreee, — 1 — 1
Total intangible assets .........ccvereerennnnne. $ 8
(1) The Company accounts for MSRs at fair value. Accordingly, the Company docs not amortize servicing asscts.
9. Subordinated and Other Long-Tetm Borrowings
As of December 31, 2008, the Company’s outstanding subordinated borrowings were as follows:

Subordinated Debt Agteement: (In millions)

Du1e March 31, 2006 et seeesesesesseassssssesseseseeaseseereeeasees $ 6,000

DUE May 31, 2016 oottt sssss st s s ss s 2,700
Equity Subordinated Agreement:

Due APril 30, 20T oottt esses s sssss st 1,500
Total subordinated DOLIOWINES........c.cuuvvveemerreeeeeesssssnnssessinnsssss s ssissssssssssssss s sssssssssssssnssess 10,200
Other long-term botrowings 1.0%-7.7%, due various dates through 20520).....c.cccccreenen 394
Total 1ong-term DOLLOWINES........cvvvvverrmrerrirmisssnsssssssssssss s ssssssssesssssssesesseeessssesssnsesee $ 10,594
(1) Other long-term borrowings represent the long-term borrowings in those CDOs consolidated under FIN 46.
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9. Subordinated and Other Long-Term Botrowings (Continued)

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 agteement for §6.0 billion maturing on
March 31, 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, 2008 was 2.2 %.

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.

10. Leases and Commitments

The following table sets forth the Company’s minimum operating lease commitments as of December
31, 2008:

Twelve months ending December 31, (In millions)
2009 ittt e e sttt e reee st en e ne e ersen $ 56
2000 ottt st e et ene s ee et st r et r e 53
2000 e e a8 et ettt st n e en et r ettt na e 55
2002 ettt bt ettt sttt e et et rien 56
2003 et e ettt e ee et ettt et e 52
TRELEALEL vvvvuvieriie sttt sttt eee s e seenenreren 161

TOCAID sttt eeees $ 433
) Excludes sublease revenue of $19 million and executory costs such as insurance, maintenance and taxes of $157 mullion.

The following table sets forth the Company’s commitments, including the cutrent portion as of
December 31, 2008:

Commitment Expiration Per Period

Less than 1 1-3 4-5 Over Total
year years years 5 years commitments
(In millions)
Standby resale agreements( ................ $ 50 $ 292 § — 3 — § 342
Forward agteements@...............ou...... 3,499 — — 12 3,511
Total commitments.........cooceveverevnnnn. $ 3549 $ 292§ —  § 12 § 3,853
O] In the ordinary course of business, the Company maintains certain standby resale agreement facilities that commut the Company to enter into

securitics purchased under agreements to resell with customers at current market rates.

2) Represents commitments to enter into sceurities purchascd under agreements to resell and agreements to borrow securitics.

The Company used $507 million in standby letters of credit as of December 31, 2008, in order to
satisfy counterparty collateral requirements.
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10. Leases and Commitments (Continued)

The Company had no capital lease obligations as of December 31, 2008. 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 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 exceptions, these liability recognition requitements 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 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 ot the imposition of additional taxes due to
either a change in the tax law or an advetse interpretation of the tax law.

The following table sets forth the maximum quantifiable contingent liabilities and carrying amounts
assoctated with guarantees covered by FIN 45 as of December 31, 2008 by matutity:

Amount of Guarantee

Expiration Per Period
Less than1 13 4-5 Over 5 Total Carrying
year years Yeafs yeafs guarantces amounts
(In millions)

Credit guarantees................... $ 42 % — % — 9 — 3 42 3 18
Performance guarantees....... 56 19 — — 75 4
Derivatives.....oveeevevverrneneenn. 13,728 35 53 25 13,841 8
Total guarantees ............... $ 13,826 $ 54 $ 53 % 25 % 13958 §$ 30

Credit Guarantees

In the ordinary course of business the Company enters into contracts that would require it, as the

guarantor, to make payments to the guaranteed party if a third party fails to pay under a credit obligation. These
credit guarantees are described below.
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The Company offered to repurchase at par, auction rate securities held by eligible individual investors,

charities and certain businesses. The Company estimates that it will buy back auction rate securities with a par
value of $42 million.

Petformance Guarantees

In the ordinary course of business, the Company enters into contracts that would require it, as the
guarantor, to make payments to the guaranteed party based on a third party’s failure to perform under an
agreement. As part of the Company’s residential mortgage and asset-backed securitization activities, the

Company at times guarantees the collection by the setvicer and remittance to the securitization trust of
pany S gu y
prepayment penalties.

Detivatives

The total amount of $13.8 billion of derivatives are issued in the ordinary course of business, generally
in the form of written put options. Derivative contracts that may be cash settled, and which the Company has
no basis for concluding that it is probable that the counterparties held the underlying instruments at the
inception of the contracts, are not considered guarantees under FIN 45. For derivative contracts executed with
counterparties that generally act as financial intermediaries, such as investment banks, hedge funds and security
dealers, the Company has concluded that there is no basis to assume that these counterparties hold the
undetlying instruments related to the derivative contracts and, therefore, does not report such contracts as
guarantees. As indicated in Note 2, the FASB issued FSP FAS 133-1 & FIN 45-4, which resulted in credit
derivatives being excluded from the guarantee disclosures for 2008.

The Company manages its exposure to these derivatives by engaging in various economic hedging
strategies to reduce its exposure. For some contracts the maximum payout is not determinable as interest rates
could theoretically rise without limit. For these contracts, notional amounts are disclosed in the table above in
order to provide an indication of the undetlying exposure. In addition, the Company carries all derivatives at
fair value in the consolidated statement of financial condition and has considered the performance triggers and
probabilities of payment when determining those fair values. It is more likely than not that written put options

that are in-the-money to the counterparty will be exercised, for which the Company’s exposure is limited to the
fair value reflected in the table.

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 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.
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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, govetnments and institutional and
individual investors. A substantial portion of the Company's transactions ate 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 cutrency settlements, contracting derivatives 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 counterpatties are subsequently reviewed on a periodic basis. The Company sets a maximum
exposure limit for each counterparty, as well as for groups of counterpatties. 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, 2008, 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 Requitements

The Company is a registered broker-dealer and registered futures commission merchant and,
accordingly, is subject to the minimum net capital requirements of the Securities and Exchange Commission
(“SEC”), the Commodities Futures Trading Commission (“CFTC”) and the Financial Industry Regulatory
Authotity ("FINRA"). Under the alternative method permitted by Rule 15¢-3-1, the required net capital may
not be less than 2% of aggregate debit balances arising from customer transactions. 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. FINRA may requite 2 member firm to reduce its business if net
capital is less than 4% of such aggregate debit items and may prohibit a firm from expanding its business if net
capital is less than 5% of such aggregate debit items. As of December 31, 2008, the Company’s net capital of
approximately $10.8 billion was 48.1% of aggregate debit balances and in excess of the SEC’s minimum
requirement by approximately $10.1 billion.

14. Cash and Securities Segregated Under Federal and Other Regulations
As a registered broker-dealer, the Company is subject to the customer protection requirements of SEC

Rule 15¢3-3. The Company segregated cash and U.S. Treasury securities with a market value of $26.6 billion as

of December 31, 2008 in a special reserve bank account exclusively for the benefit of customers as required by
Rule 15¢3-3.

The Company is also required to perform a computation of reserve requirements for Proprietary
Accounts of Introducing Brokers (“PAIB”) pursuant to SEC Rule 15¢3-3. As of December 31, 2008 the
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14. Cash and Securities Segregated Under Federal and Other Regulations (Continued)

Company segregated U.S. Treasury securities with a market value of $5.6 billion in a special reserve bank
account to meet the PAIB requirement.

As a futures commission merchant, the Company is required to perform computations of the
requirements of Section 4(d)2 and Regulation 30.7 under the Commodity Exchange Act. As of December 31,

2008 cash and securities aggregating $6.4 billion were segregated in separate accounts exclusively for the benefit
of customers.

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. In 2008 the Company changed the measurement date for the defined benefit
pension and other post-retitement plans from September 30th to December 315 in accordance with SFAS 158.
As a result of the change in measurement date the Company reported a decrease in closing accumulated

earnings and an increase in closing accumulated other comprehensive loss as of December 31, 2007 of $6
million and $4 million, respectively, net of tax.

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 ot 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.

The Company also sponsots a savings and retirement plan, which is a defined contribution plan, with
both 2 savings and a retirement component. 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-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.
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15. Employee Benefit Plans (Continued)
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, 2008, the aggregate accumulated postretitement benefit obligation was $126 million.
Amounts Recognized in the Consolidated Statement of Financial Condition

As of January 1, 2008, the Company adopted the measurement date provisions of SFAS 158, which
requires the Company to measure the plan assets and the benefit obligations as of the date of its fiscal year-end

statement of financial condition.

Amounts recognized in the consolidated statement of financial condition as of December 31, 2008
were as follows:

Supplemental
Qualified and Other
(In millions)
Accrued benefit Hability .. .oo.ooovveirsreceeee et $ (155) § (166)
Accumulated other comprehensive 10Ss ... rreereermenneeeeesssenesccesssssns 308 44
Net amount feCOZRUZEA .......ccvevreriinrirrees et sesse st ses e ssessees $ 153 § (122)

The following table presents the pre-tax amounts recognized in accumulated other comprehensive as
of December 31, 2008:

Supplemental
Qualified and Other
(In millions)
Prior service costs (CLEAILS) ..ummrrermmiminmsnieinseee e cesess e esesssss s $ 1 % )
LLOSSES w.coo ettt sttt et et e ee e een e non 307 53
$ 308 § 44
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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 December 31, 2008:

Supplemental
Qualified and Other

Change in Benefit Obligation (In millions)
Projected benefit obligation as of beginning of petiod .........ccoouwrremnreernnneens $ 751 § 167
SEIVICE COSID vttt sttt e meeneneneen 17 3
INtErest COSIM ...ouiiiiiinne ettt e e s eerneenes 58 11
CULLAIMENLS .1ttt eeeeee st seeseseeneasene 1 (2)
ACTUALIAL 0SS ettt ee s eee e eeesss et sseess e e esesesessessrassasans 1 1
Benefits paid ...t (45) (12)
Projected benefit obligation as of the end of Period... e $ 781 $ 166
Change in Plan Assets
Fair value of assets as of the beginning of period .......coooecvvenrereceecrmereeene $ 816 $ —
Actual return on plan aSSELSD ....ciurieiuiveeeeeeevseeee s eeseen e (145) —
Employer CONUIDULONS .....oouverreecresceneeceessses s rasssses s e sssssssssssssssnes — 12
Benefits PaId.......covreecece et (45) (12)
Fair value of assets as of the end of period .........cooovvvveeerereeerrrveressesssiene. $ 626 $ —
1) Includes the impact of the change in measurement date to closing accomulated earnings and accumulated other comprehensive loss as of

December 31, 2007 in accordance with SEAS 158.

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)
2009 ettt st et e ettt se e eeeerenes $ 46 § 11
2000 ittt sttt et neeeenesenes 48 12
20TL ottt ettt et et e bt e e e seeeas s e s et enens 48 12
2002 oottt ettt e ee e s s ennees 50 13
2003 ettt e et et s sase e e e ee s st enaneeene 51 13
Years 20T4-2008 ..ottt et ee s se e seaen 268 65
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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
December 31, 2008:

For the Year Ended
December 31,
2008
Qualified Plan
IDISCOURLE LALE c.eerrvrrreererriesiesies sttt s s s s e b s b e e eeecmsssosasssss s ssssasssss b s s ssstssssarssasbnbans 6.15%
Rate of COMPENSAION INCLEASE ........vuucrrieriiecreceeceresssesisnss s ssasssssesssssesssesssesssesessssesssessessossanes 4.25%
Expected rate of tetufni. ... e e 7.50%
Supplemental Plan and Other Plans
DISCOUNE AL ..ottt rsssss st sb bbb esssss s s bbb as bt a e snasressben e sansas 6.15%
Rate of COMPENSATON ITLEASE ...vuurmrmererrerereeresreree sttt sesee s stesseseeneasesessesesessesssessesesseens 4.25%
Expected rate Of TEtULNL......o vttt ere s i N/A
) The expected long-term rate of return on plan asscts assumption is based on historical real rates of return of the various asset classes,

weighted based on the target asset allocation percentages for each major category of plan assets. The anticipated inflation rate 1s added to
thesc historical real rates of retum to arrive at the expected long-term rate of rcturn on plan asscts 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
December 31, 2008 were:

2008
Projected benefit obligation
IDISCOUNE FALE ..o e bsssss s st ettt 6.40%
Rate of COMPENSALION IUCLEASE ...v.cvuvevureemrcemernrissiriessessssersseessssssessssessssssssssssssrsesssssssssassaees 4.25%
Projected health-care postretirement benefit obligation
IHSCOUNE FALE covvvvriviiieerecrinnceccseceiossssnsssss s sstss s ssss s ssss s s s ss s sssesessaessas st s s snssses 6.40%

............................................................................................... N/A

In determining the accumulated postretitement health-cate benefit obligation and the net periodic
postretirement costs for 2008, the Company assumed the following:

Pre-65 Post-65 Medicare
Retirees Retirees Part D
Obligation - Assumed Health-Care Trend Rates at December 31, 2008
Initial health-care trend £ate.....ovieiueeeieeeeiceeeeeeceeeeere e erenseson 10.0% 8.5% 7.0%
Ultimate health-care trend rate 5.0% 5.0% 5.0%
Ultimate trend expected to be achieved 2013 2013 2013
Cost - Assumed Health-Cate Trend Rates for the year ended
December 31, 2008
Initial health care trend £ate ... .o eet e seeeenes 11.3% 9.8 % 8.0%
Ultimate health care trend rate 5.0% 5.0% 5.0%
Ultimate trend expected to be achieved 2013 2013 2013
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15. 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 millions)
Effect on benefit obligation at end Of Year ...........ccvmrervnsrrensessiseressnesseeseeenees $ 17 $ (14)
Effect on total of service and intetest COSS fOr YEAL ... vrrrrmrrriserereesinrecseeesninn $ 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 cleatly 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 equities; 55% in fixed income securities; 14% in
alternate investments (primatily hedge funds); and 1% in cash.

The following table presents the percentage of the fair value of the Qualified Plan assets as of
December 31, 2008 by type of asset:

Qualified
2008

Asset Allocation:
EQUILY SECULIHES 1vvvvrvevieteceecessceeecceeccteeessssas et ss s s bt b s bbb ese s 27%
FIXEA INCOME SECULTHES .vovvvorvrireciecrsce oo eeeeeeeseesesesses s seseeseeesseesesseseeeseesmseseseeensaseessssnees 52
REAL ©STALE 11ttt st st et es s ettt s b enmseseeeeeneeresesssemssasesassseanenessessenne 5
Cash and alterNative IVESTMENES iuviirieiiereeieeee oo eeesetseseeeseeseeseseeesssseeesees et smeseessssensssreasasseesen 16

TOTAL 1ttt e e s ettt et e ee et ee e seeeesneterasesetenesensns 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 subsidiaties on a separate return basis and any state and local income taxes on a pro rata
basis, pursuant to a tax sharing arrangement.

As of December 31, 2008, the total amount of unrecognized tax benefits that, if recognized, would
affect the effective tax rate was $79 million.

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, 2008. The
Company remains open to examination from either federal, New York State and New Yotk City jurisdictions
for the years 1999 and forward. The Company does not have any proposed settlements outstanding with any

taxing jurisdictions and thus does not anticipate any material changes to its consolidated statement of financial
condition due to settlements.

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

(In millions)
Deferred tax assets:
IVEIEOLY cotiet ettt st ees s bbb bbb $ 54
TOVESIMIENLS .....oerieeictrcrecee st bttt ss eS8t 30
Other ACCIUEA EXPENSES ..ou.vuveerecircreerccieeeusrisreesssersse s s ssssbesessse b ess st sessccesesessessssereaseios 456
Compensation and BENefits.........c.oviriiinse st ssssssetssesesssssesesees 1,594
Total deferred tax ASSELS .....vimicerirririniriresstiesiec ettt sesse s s e ess s 2,134
Deferred tax liabilities:
INIVENLOLY wotviritsieereccee ettt sttt ettt ssnssrass s s s s s s s ses s s bbb bbb snmns et (103)
IRVESHMENLS c.ovvseecereraecicescesctsaens e st s s s st bbb st ba s bt s e bbb s s st ssansan (24)
Other ACCIUEH EXPEIISES w..ouuuveerireceaericeirciieeceeser s sessss s essbssssss et sseesesssessesesssaerians (319
Total deferred tax HabiitIes. ....coevumririrueriesieieesees st sesss s ssssssssssnssessansens (446)
Net deferred tAX ASSEL ....ucvevurererreirerrresririeitestesie et s s sas s bt sssas s s sassssseenes $ 1,688

The net deferred tax asset as of December 31, 2008 was $1.7 billion. As of December 31, 2008, the
state and local deferred tax asset was $328 million which represents the net deferred tax asset in the
consolidated statement of financial condition. The federal deferred tax asset of $1.4 billion is settled through

the intercompany accounts at the balance sheet date and was included in other liabilities in the consolidated
statement of financial condition.

No valuation allowance is recorded for the federal deferred tax asset of $1.4 billion as the amounts
were settled through the intetcompany accounts. Based on anticipated future taxable income and tax planning
strategies that would, if necessary, be implemented, the Company has not recorded a valuation allowance for its
net state and local deferred tax assets of $328 million as management believes that the state and local deferred
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tax assets as of December 31, 2008 are more likely than not to be realized. However, if estimates of future

taxable income are reduced, the amount of the state and local deferred tax asset considered realizable could
also be reduced.

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
lingation was $426 million after releases and the application of settlements as of December 31, 2008.

The Company is involved in a number of judicial, regulatory and atbitration proceedings concerning
matters arising in connection with the conduct of its businesses. Some of these actions have been brought on
behalf of various classes of claimants and seek damages of material and/or indeterminate amounts. The
Company believes, based on cutrrently 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. In respect of
each of the matters described below, each of which consists of 2 number of claims, it is the Company’s belief

that the reasonably possible losses relating to such claims in excess of its provisions ate either not material or
not estimable.

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 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.

The Company is responding to a number of customer demands and participating in FINRA
arbitrations relating to the sale of certain auction rate securities in connection with its Private Banking
business. In February 2008, ST Microelectronics (“ST”) brought a FINRA arbitration against the Company
concerning the purchase and sale of $415 million notional in auction rate securities. The brokets of record for
ST, who are no longer employed by the Company, have since been ctiminally indicted and will be tried in
April 2009. In February 2009, the arbitration panel awarded ST $406 million in damages in exchange for the
Company taking possession of the auction rate securities. ST subsequently filed an SDNY action to confirm
this award and the Company intends to seek vacatur of that award. Separately, in 2008, ST filed an EDNY
action against the Company alleging violations of the federal securities laws and various common law causes
of action relating to this portfolio. The Company has moved to dismiss that action.
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KPMG LLP
345 Park Avenue
New York, NY 10154

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

Member of
Credit Suisse Securities (USA) LLC:

In planning and performing our audit of the consolidated financial statements of Credit Suisse
Securities (USA) LLC and Subsidiaries (the Company), a wholly owned subsidiary of Credit
Suisse (USA) Inc, as of and for the year ended December 31, 2008, 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 financial statements, 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 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

KPMG LLP, a U.S. limited liability partnership, is the U.S
member firm of KPMG International, a Swiss cooperative.
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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 deficiency in internal control 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 and correct misstatements on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the entity's financial statements
will not be prevented, or detected and corrected on a timely basis.

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 material weaknesses. We did not identify any deficiencies in internal control and control
activities for safeguarding securities and certain regulated commodity customer and firm assets
that we consider to be material weaknesses, as defined previously.

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,
2008, 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.
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