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OF THE SECURITIES EXCHANGE ACT OF 1934
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TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
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For the transition period from to
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Delaware 132740599
(State or Other Jurisdiction of (I.LR.S. Employer Identification No.)
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4 World Financial Center,

New York, New York 10080
(Address of Principal Executive Offices) (Zip Code)
(212)4491000
Registrantés Telephone Number, Il ncluding A

Indicate by check nik whether the registrant (hjps filed all reports required to be filed by Secti@nor
15(d) of the Securities Exchange Act of 1934 during the precedingphths (or for such shorter period
that the registrant was required to file such reports), aritb@been subject to such filing requirements
for the past 9@ays.

X YES _ NO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer; or a non

accelerated filer. See definitiondfac c el er at ed f il er and2blRafthge accel el
Exchange Act. (Check one):
Large Accelerated FileX Accelerated Filer_ Non-Accelerated Filer_
Indicate by check mark whether the registrant is a shell company (as defined ir?RRlef the
Exchange Act).
YES X NO

APPLICABLE ONLY TO CORPORATE ISSUERS:
Il ndicate the number of s h a classes ob aorhnsoh stockd ds of ghe latést e a ¢ h
practicable date.
859,288,036 shares of Common Stock and 2,621,282 Exchangeable Shares as of the close of business on
July 27, 2007. The Exchangeable Shares, which were issued by Merrill Ry@ch, Canada Ltdn
connection with the merger with Midland Walwyn Inc., are exchangeable at any time into Common Stock
on a ondor-one basis and entitle holders to dividend, voting, and other rights equivalent to Common
Stock.
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Available Information

We file annual, quarterly and current reports, proxy statements and other information with the Securities
and Exchange Commi s eadamd cqpyiaByEdGeoment we fibewvithrthe $EC at the
SECO0s Publ i c Re fF&treet,N& R00RLES0, Washingtot, @O 20549. Please call the

SEC at 1800-SEG0330 for information on the Public Reference Room. The SEC maintains an internet
sitethat contains annual, quarterly and current reports, proxy and information statements and other
information that we file electronically with the
Our internet address is www.ml.com, and the investor relasectson of our website can be accessed

directly at www.ir.ml.com. We make available, free of charge, our proxy statements, Annual Reports on
Form10-K, Quarterly Reports on For@0-Q, Current Reports on For&K and amendments to those

reports filed or funished pursuant to Sectid3(a) or 15(d) of the Securities Exchange Act of 1934.

These reports are available through our website as soon as reasonably practicable after such reports are
electronically filed with, or furnished to, the SEC. We have alstegasn our website corporate

governance materials including our Guidelines for Business Conduct, Code of Ethics for Financial
Professionals, Director Independence Standards, Corporate Governance Guidelines, Related Party
Transactions Policy and charters fbe committees of our Board of Directors. In addition, our website
includes information on purchases and sales of our equity securities by our executive officers and
directors, as well as disclosures relating to certain®AAP financial measures (asfdée ned i n t he S
RegulationG) that we may make public orally, telephonically, by webcast, by broadcast or by similar
means from time to time.

We will post on our website amendments to our Guidelines for Business Conduct and Code of Ethics for
Financal Professionals and any waivers that are required to be disclosed by the rules of either the SEC or
the New York Stock Exchange. You can obtain printed copies of these documents, free of charge, upon
written request to Judith A. Witterschein, Corporater&gary, Merrill Lynch& Co., Inc., 222 Broadway,
17thFloor, New York, NY 10038 or by email at corpoisgeretary@ml.com. The information on

websites referenced herein is not incorporated by reference into this Report.
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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements

Merrill Lynch & Co., Inc. and Subsidiaries
Condensed Consolidated Statements of Earnings (Unaudited)

For the Three Months Ended

June 29, June 30,
(in millions, except per share amounts) 2007 2006
:t Revenues
incipal transactions $ 3,54¢ $1,18(
ymmissions 1,78¢ 1,54z
vestment banking 1,53¢ 1,221
anaged accounts and other-fegsed revenues 1,411 1,77%
avenues from consolidated investments 13: 18¢€
her 71¢ 1,112
Ibtotal 9,13t 7,01¢
‘erest and dividend revenues 14,67: 9,69(
'Ss interest expense 14,07¢ 8,531
st interest profit 59z 1,15¢
ital Net Revenues 9,72¢ 8,17:
n-Interest Expenses
ympensation and benefits 4,75¢ 3,98(
ymmunications and technology 484 42¢
okerage, clearing, and exchange fees 34¢€ 26€
scupancy and related depreciation 277 24¢
ofessional fees 24t 19¢
lvertising and market development 201 191
fice supplies and postage 56 57
(penses of consolidated investments 43 14t
her 294 311
ital Non-Interest Expenses 6,70¢ 5,82¢
wrnings Before Income Taxes 3,02: 2,34¢
come tax expense 884 71€
st Earnings $ 2,13¢ $1,63:
eferred Stock Dividends 72 45
st Earnings Applicable to Common Stockholders $ 2,067 $1,58¢
irnings Per Common Share
1sic $ 2.4¢ $ 1.7¢
luted $ 2.24 $ 1.65
vidend Paid Per Common Share $ 0.3F $ 0.2F
rerage Shares Used in Computing
wrnings Per Common Share
1sic 833.¢ 885.4
luted 923.: 973.:

See Notes to Condensed Consolidated Financial Statements.
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Merrill Lynch & Co., Inc. and Subsidiaries
Condensed Consolidated Statements of Earnings (Unaudited)

For the Six Months Ended

June 29, June 30,
(in millions, except per share amounts) 2007 2006
:t Revenues
incipal transactions $ 6,282 $ 3,16¢
ymmissions 3,48t 3,102
vestment banking 3,052 2,24¢
anaged accounts and other-fessed revenues 2,76¢ 3,45z
avenues from consolidated investments 264 29C
her 1,80z 1,66F
ibtotal 17,64¢ 13,92:
‘erest and dividend revenues 27,63: 18,35¢
'Ss interest expense 25,69¢ 16,13(
st interest profit 1,93¢ 2,22¢
ital Net Revenues 19,58: 16,14¢
n-Interest Expenses
ympensation and benefits 9,64¢ 9,73(
ymmunications and technology 964 882
okerage, clearing, and exchange fees 65€ 52t
scupancy and related depreciation 542 49(C
ofessional fees 47C 39¢
lvertising and market development 35¢ 33t
fice supplies and postage 11E 114
(penses of consolidated investments 10z 19z
her 61C 53¢
ital Non-Interest Expenses 13,46¢ 13,20:
wrnings Before Income Taxes 6,11¢ 2,942
come tax expense 1,821 834
2t Earnings $ 4,297 $ 2,10¢
eferred Stock Dividends 124 88
3t Earnings Applicable to Common Stockholders $ 4,17: $ 2,02(
irnings Per Common Share
1Sic $ 4.9¢ $ 2.2¢
luted $ 4.5C $ 2.07
vidend Paid Per Common Share $ 0.7C $ 0.5C
rerage Shares Used in Computing
wrnings Per Common Share
1sic 837.¢ 884.¢
luted 926.¢ 977.2

See Notes to Condensed Consolidated Financial Statements.
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Merrill Lynch & Co., Inc. and Subsidiaries

Condensed Consolidated Balance Sheets (Unaudited)

June 29,
2007

(dollars in millions)
3SETS

ash and cash equivalents

ash and securities segregated for regulatory purposes or deposited with clearing
organizations

rcurities financing transactions

aceivables under resale agreements (includes $99,774 measured at fair value in 2007
accordance with SFANo. 159)

xceivables under securities borrowed transactions

ading assets, at fair valug(includes securities pledged as collateral that can be sold or
repledged of $86,653 in 2007 and $58,966 in 2006)

Juities and convertible debentures

ntractual agreements

yrporate debt and preferred stock

Jrtgages, mortgagkacked, and assbacked

n-U.S. governments and agencies

S. Government and agencies

Jnicipals and money markets

ymmodities and related contracts

vestment securities(includes $3,384 measured at fair value in 2007 in accordance witt
SFASNo. 159)

rcurities received as collateral
her receivables
1stomers (net of allowance for doubtful accounts of $37 in 2007 and $41 in 2006)

okers and dealers
erest and other

)ans, notes, and mortgagefet of allowances for loan losses of $435 in 2007 and $47¢
2006) (includes $1,244 measured at fair value in 2007 in accordance withNBFAS9)

}parate accounts assets

juipment and facilities (net of accumulated depreciation and amortization of $5,205 in
and $5,213 in 2006)

codwill and other intangible assets

her assets

ital Assets
See Notes to Condensed Consolidated Financial Statements.

$ 38,75¢

18,41(

261,26t

187,35!
448,62:

60,78(
42,86¢
41,34¢
34,51¢
18,56¢
16,29¢

5,98(

4,43¢

224,78¢

86,43¢
48,04¢
56,09

29,82t
23,59:

109,50¢

73,465

12,60t

2,71¢

3,64¢

9,32¢

$1,076,32

Dec.29,

2006

$ 32,10¢

13,44¢

178,36¢
118,61(

296,97t

48,521
32,10(
32,854
44,40:
21,07¢
13,08¢
7,245
4,562
203,84t

83,41(
24,92¢
49,421
18,90(
21,05¢
89,38!
73,02¢

12,31«
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Merrill Lynch & Co., Inc. and Subsidiaries
Condensed Consolidated Balance Sheets (Unaudited)

June 29,
(dollars inmillions, except per share amount) 2007
ABILITIES
rcurities financing transactions
wyables under repurchase agreements (includes $100,752 measured at fair value in 2
accordance with SFANo. 159) $ 306,81¢
1yables under securities loaned transactions 71,87¢
378,69!
1ort-term borrowings 20,06¢
3posits 82,80!
ading liabilities, at fair value
ntractual agreements 55,28¢
Juities and convertible debentures 32,23(
n-U.S. governments and agencies 12,40¢
S. Government and agencies 10,46!
yrporate debt and preferred stock 6,362
ymmodities and related contracts 2,73¢
Jnicipals, money markets and other 937
120,42¢
sligation to return securities received as collateral 48,04¢
her payables
Istomers 55,95!
okers and dealers 40,76:
‘erest and other 41,66!
138,37!
abilities of insurance subsidiaries 2,70z
:parate accounts liabilities 12,60¢
ing-term borrowings (includes $37,473 measured at fair value in 2007 in accordance \
SFASNOo. 159) 226,01t
nior subordinated notes (related to trust preferred securities) 4,40:
ital Liabilities 1,034,13.
DMMITMENTS AND CONTINGENCIES
TOCKHOLDERSS® EQUI TY
referred St oc(kghidatiod grafesetice & §30,000 per share; issued:
107- 155,000shares; 2006 105,000shares) 4,62¢
ommon Stockholdersé Equity
1ares exchangeable into common stock 39
ymmon stock (par value $128per share; authorized: 3,000,000,@0@res; issued: 2007
1,254,737,693hares; 20061,215,381,008hares) 1,672
idin capital 21,61:
:cumulated other comprehensive loss (net of tax) (630
stained earnings 36,56¢
59,25¢

'ss: Treasury stock, at cost (20(895,341,39&hares; 2006 350,697,27khares) 21,69!

Dec.29,

2006

$222,62-
43,49:
266,11¢
18,11(

84,12«

38,43
23,26¢
13,38¢
12,51(
6,32¢
3,60€
1,33¢
98,86:
24,92¢

49,414
24,28:
36,00¢
109,79:
2,801

12,31«

181,40(

3,81

802,26:

3,14¢
39

1,62(
18,91¢
(784)
33,21
53,01
17,11¢
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ot al Common Stockhol dersdéd Equity 37,56 35,89:
ot al Stockhol dersé Equity 42,19 39,03¢

otal Liabilities and Stockhol dersd Equ$1,076,32 $841,29¢
See Notes to Condensed Consolidated Financial Statements.
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Merrill Lynch & Co., Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows (Unaudited)
For the Six Months

Ended

June 29, June 30,
(dollars in millions) 2007 2006
ash flows from operating activities:
3t earnings $ 4,297 $ 2,10¢
yncash items included in earnings:
3preciation and amortization 30¢€ 243
1arebased compensation expense 88t 2,462
>ferred taxes 19¢ (58€)
slicyholder reserves 57 62
distributed earnings from equity investments (540 (189
her (22) 631
1anges in operating assets and liabilities:
ading assets (21,09) (18,32)
1sh and securities segregated for regulatory purposes or deposited with clearing organizations  (4,83%) (5,309
aceivables under resale agreements (82,89¢) (47,24))
xceivables under securities borrowed transactions (68,74% (19,09¢)
Istomer receivables (6,664 (4,430
okers and dealers receivables (20,92¢) (1,719
oceeds from loans, notes, and mortgages held for sale 45,07 15,09¢
her changes in loans, notes, and mortgages held for sale (49,359 (20,159
ading liabilities 8,74¢ 6,07¢
wyables under repurchase agreements 84,19: 56,897
wyables under securities loaned transactions 28,387 3,96¢
Istomer payables 6,537 11,46(
okers and dealers payables 16,48: 6,582
her, net 3,83t 1,06¢
ash used for operating activities (46,086 (10,399
ash flows from investing activities:
oceeds from (payments for):
aturities of availabldor-sale securities 7,81¢ 7,96¢
iles of availabléor-sale securities 15,72¢ 9,721
irchases of availabfer-sale securities (28,99 (14,500
aturities of heleto-maturity securities 1 2
irchases of heltb-maturity securities 2 (2
)ans, notes, and mortgages held for investment 6,20¢ 65C
:quisitions, net of cash, and other investments (5,499 (1,506
Juipment and facilities, net (50) (47€)
ash provided by (used for) investing activities (4,795 1,85¢
ash flows from financing activities:
oceeds from (payments for):
ortterm borrowings 1,95¢ 8,46¢
suance and resale of loteym borrowings 75,517 29,40¢
sttlement and repurchases of ldagm borrowings (29,985 (22,52)
3posits (1,329 (579
srivative financing transactions 12,81¢ 4,95¢
suance of common stock 70C 94t
suance of preferred stock, net 1,47¢ 36C
ymmon stock repurchases (3,800 (5,009
‘her common stock transactions 267 572
(cess tax benefits related to shhesed compensation 64¢ 34z
vidends (749) (549)
ash provided by financing activities 57,52’ 16,40(

crease in cash and cash equivalents 6,64¢ 7,86¢
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1sh and cash equivalents, beginning of period 32,10¢ 14,58¢
ash and cash equivalents, end of period $ 38,75¢ $ 22,45(
Ipplemental Disclosure of Cash Flow Information:

ash paid for:

come taxes $ 89C $ 1,56¢
‘erest 24,86( 15,56¢

See Notes to Condensed Consolidated Financial Statements.
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Merrill Lynch & Co., Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (Unaudited)
June 29, 2007
Note 1. Summary of Significant Accounting Policies
For a complete discussion of Merrildl Lynchlds acco
K for the year ended Decemiz9, 2006 (nA2006 Annual Reporto).
Basis of Presentation
The Condensed Consolidated Financial Statements includedberas of Merrill Lynch& Co., Inc.
(AML Co.0) and subsidiaries (collectively, AMerriol
Statements are presented in accordance withGeBerally Accepted Accounting Principles, which
include industry praates. Intercompany transactions and balances have been eliminated. The interim
Condensed Consolidated Financial Statements for the #mdesixmonth periods are unaudited,;
however, in the opinion of Merrill Lynch management, all adjustments (considtiraymal recurring
accruals) necessary for a fair statement of the Condensed Consolidated Financial Statements have been
included.
These unaudited Condensed Consolidated Financial Statements should be read in conjunction with the
audited Consolidatedifrancial Statements included in the 2006 Annual Report. The nature of Merrill
Lynchdés business is such that the results of any
a full year. In presenting the Condensed Consolidated Financiaigtats, management makes estimates
that affect the reported amounts and disclosures in the financial statements. Estimates, by their nature, are
based on judgment and available information. Therefore, actual results could differ from those estimates
and calld have a material impact on the Condensed Consolidated Financial Statements, and it is possible
that such changes could occur in the near term. Certain reclassifications have been made to the prior
period financial statements to conform to the curreribdgresentation.
Merrill Lynch offers a broad array of products and services to its diverse client base of individuals, small
to mid-size businesses, employee benefit plans, corporations, financial institutions, and governments
around the world. Theggoducts and services are offered from a number of locations globally. In some
cases, the same or similar products and services may be offered to both individual and institutional
clients, utilizing the same infrastructure. In other cases, a singletinfrase may be used to support
multiple products and services offered to clients. When Merrill Lynch analyzes its profitability, it does
not focus on the profitability of a single product or service. Instead, Merrill Lynch looks at the
profitability of businesses offering an array of products and services to various types of clients. The
profitability of the products and services offered to individuals, small tesi& businesses, and
employee benefit plans is analyzed separately from the profitalfiliyoducts and services offered to
corporations, financial institutions, and governments, regardless of whether there is commonality in
products and services infrastructure. As such, Merrill Lynch does not separately disclose the costs
associated with theroducts and services sold or general and administrative costs either in total or by
product.
When determining the prices for products and services, Merrill Lynch considers multiple factors,
including prices being offered in the market for similar paig@nd services, the competitiveness of its
pricing compared to competitors, the profitability of its businesses and its overall profitability, as well as
the profitability, creditworthiness, and importance of the overall client relationships.
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Shared expenses that are incurred to support products and services and infrastructures are allocated to the
businesses based on various methodologies, which may include headcount, square footage, and certain
other criteria. 8nilarly, certain revenues may be shared based upon agreed methodologies. When looking
at the profitability of various businesses, Merrill Lynch considers all expenses incurred, including

overhead and the costs of shared services, as all are considegeal itat the operation of the businesses.
Consolidation Accounting Policies

The Condensed Consolidated Financial Statements include the accounts of Merrill Lynch, whose
subsidiaries are generally controlled through a majedting interest. In certain cases, Merrill Lynch
subsidiaries may also be consolidated based on a risks and rewards approach. Merrill Lynch does not
consolidate those special purpose entities that meet the criteria of a qualified special purpose entity
(ASPEO) .

Merrill Lynch determines whether it is required to consolidate an entity by first evaluating whether the
entity qualifies as a voting rights entity (AVREO

VREs® In accordance with the guidancen Fi nanci al Accounting Standard
Interpretation No46, Consolidation of Variable Interest Entitiés an interpretation of ARB N&1
(AFABNRO), VREs consolidated by Merril | fuodfmweh have

operations and have equity investors with decision making ability that absorb the majority of the expected
losses and expected returns of the entity. In accordance with Statement of Financial Accounting Standards
( A SF AS #®4)Condalidationof All Majority-Owned Subsidiaries A S FNA.S 4 0 ) Mer ril | Ly
generally consolidates those VRESs where it holds a controlling financial interest. For investments in

limited partnerships and certain limited liability corporations Maetrill Lynch doesnot control, Merrill

Lynch applies Emergi ng | B-deupemuntingferkimited Ratnershipi EI1 T F 0 )
Investmentswhich requires use of the equity method of accounting for investors that have more than a
minor influence, which is typicallgefined as an investment of greater than 3% of the outstanding equity

in the entity. For more traditional corporate structures, in accordance with Accounting Principles Board
Opinion No.18, The Equity Method of Accounting for Investments in Common $4eckll Lynch

applies the equity method of accounting, where it has significant influence over the investee. Significant
influence can be evidenced by a significant ownership interest (which is generally defined as voting
interest of 20% to 50%), signifint board of director representation, or other contracts and arrangements.
VIEsd Those entities that do not meet the VRE criteria as defined id&RNare generally analyzed for
consolidation as either VIEs or QSPEs. Merrill Lynch consolidates thiiseil’ which it absorbs the

majority of the variability in expected losses and/or the variability in expected returns of the entity as
required by FINA6R. Merrill Lynch relies on a quantitative and/or qualitative analysis, including an

analysis of the déegn of the entity, to determine if it is the primary beneficiary of the VIE and therefore

must consolidate the entity.

QSPESY QSPEs are passive entities with significantly limited permitted activities. QSPEs are generally
used as securitization vehisland are limited in the type of assets they may hold, the derivatives that they
can enter into and the level of discretion they may exercise through servicing activities. In accordance

with SFASNo. 140,Accounting for Transfers and Servicing of Finandéabkets and Extinguishment of
Liabilities( A SANA.2 4 00 ) , 46RnMerrilrlyri¢h does not consolidate QSPEs.

10
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Revenue Recognition

Principal transactions revenues include both realized and unrealizedgdilusses on trading assets and

trading liabilities and investment securities classified as trading investments. Gains and losses are
recognized on a trade date basis.

Commissions revenues includes commissions, mutual fund distribution fees andasurdieferred sales

charge revenue, which are all accrued as earned. Commissions revenues also includes mutual fund
redemption fees, which are recognized at the time of redemption. Commissions revenues earned from
certain customer equity transactions aeorded net of related brokerage, clearing and exchange fees.
Investment banking revenues include underwriting revenues and fees for merger and acquisition advisory
services, which are accrued when services for the transactions are substantiallyecomesaction

related expenses are deferred to match revenue recognition. Investment banking and advisory services
revenues are presented net of transagetated expenses.

Managed accounts and other-fimsed revenues primarily consist of ags@éted portfolio service fees

earned from the administration of separately managed accounts and other investment accounts for retalil
investors, annual account fees, and certain other acoelaied fees. In addition, until the merger of our

Merrill Lynchlnve st ment Management (AMLI MG) business with
end of the third quarter of 2006 ( A Bobhsecrédvéhoesk mer g
also included fees earned from the management and administration of ueteil fands and institutional

funds such as pension assets, and performance fees earned on certain separately managed accounts and
institutional money management arrangements. For additional information regarding the BlackRock

merger, refer to Not2 of the 2006 Annual Report.

Revenues from consolidated investments and expenses of consolidated investments are related to
investments that are consolidated under SNaAS94 and FINA6R.

Ot her revenues include r ev e nateeguitypiryestments,ceardngs wi t h M
from investments accounted for using the equity method and other miscellaneous revenues.

Financial Instruments

Fair value is used to measure many of our financial instrumentgaifivalue of a financial instrument is

the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date (i.e., the exit price).

Merrill Lynch early adoptethe provisions of SFAS8lo. 157,Fair Value Measurements

(ASMNAE570) in the fir $Nol15ddefinestfalr value éstaldlish€sa framéwok S

for measuring fair value, establishes a fair value hierarchy based on the quality of inptibsnisasiure

fair value and enhances disclosure requirements for fair value measurement®@&BEBB nullifies the

guidance provided by EITF Issue No2-3, Issues Involved in Accounting for Derivative Contracts Held

for Trading Purposes and Contracts tived in Energy Trading and Risk Management Activities
(AEOZAFO ), which prohibited recognition of day one
model inputs that significantly impact valuation are not observable.

Merrill Lynch also earlyadopted SFASI0. 159, The Fair Value Option for Financial Assets and

Financial Liabilites( A SMNA.28590) i n the first quarter of 2007 f
instruments include certain structured debt, repurchase and resale agrdears)tayailabldor-sale

securities and nequalifying investments. The changes in fair value of these instruments are

11
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recorded in either principal transactions revenues or other revienhesCondensed Consolidated
Statement of Earnings. See NG8t& the Condensed Consolidated Financial Statements for further
information.
In presenting the Condensed Consolidated Financial Statements, management makes estimates regarding
valuations ofassets and liabilities requiring fair value measurements. These assets and liabilities include:

A Trading inventory and investment securities;

A Private equity and principal investments;

A Certain receivables under resale agreements and payables under repurchase agreements:

A Loans and allowance for loan lossasgd

A Certain longterm borrowings, primarily structured debt.
A discussion of certain areas in which estimates are a significant component of the amounts reported in
the Condensed Consolidated Financial Statements follows:
Trading Assets and Liabilities
Trading assets and liabilities are accounted for at fair value with realized and unrealized gains and losses
reported in earnings. Fair values of trading securities are based on quoted market prices, pricing models
(utilizing a variety of inputs includingontractual terms, market prices, yield curves, credit curves,
measures of volatility, prepayment rates, and cor
amounts to be realized on settlement. Estimating the fair value of certain illiquidisscequires
significant management judgment. Merrill Lynch values trading security assets at the institutional bid
price and recognizes biffer revenues when the assets are sold. Trading security liabilities are valued at
the institutional offer prie and bidoffer revenues are recognized when the positions are closed.
Fair values forovethec ount er (AOTCO) derivative financi al i n:
and swaps, represent the present value of amounts estimated to be reorivadoiaid to a marketplace
participant in settlement of these instruments (i.e., the amount Merrill Lynch would expect to receive in a
derivative asset assignment or would expect to pay to have a derivative liability assumed). These
derivatives are valwkusing pricing models based on the net present value of estimated future cash flows
and directly observed prices from exchatigeled derivatives, other OTC trades, or external pricing
services, while taking intooacddMeunti |Itthd ynawhrtse ropvan
as appropriate. Determining the fair value for OTC derivative contracts can require a significant level of
estimation and management judgment.
New and/or complex instruments may have immature or limited markes résult, the pricing models
used for valuation often incorporate significant estimates and assumptions that market participants would
use in pricing the instrument, which may impact the results of operations reported in the Condensed
Consolidated Finanal Statements. For lorgated and illiquid contracts, extrapolation methods are
applied to observed market data in order to estimate inputs and assumptions that are not directly
observable. This enables Merrill Lynch to mark to fair value all positionsistently when only a subset
of prices are directly observable. Values for OTC derivatives are verified using observed information
about the costs of hedging the risk and other trades in the market. As the markets for these products
develop, Merrill Lynchcontinually refines its pricing models to correlate more closely to the market risk
of these instruments. Prior to adoption of SA¥& 157, Merrill Lynch followed the provisions of
EITF 02-3. Under EITFO2-3, recognition of day one gains and losses aivalive transactions where
model inputs that significantly impact valuation are not observable were prohibited. Day one gains and
losses deferred at inception under EOZ3 were

12
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recognized at the earlier of where valuation of such derivative became observable or at the termination

of the contract. SFASlo. 157 nullifies this guidance in EITG2-3.

Valuation adjustments are an integral component of the valuation process for financial instruments that
are caried at fair value, but not traded in active markets (i.e., those transactions that are categorized in
Levels2 and 3 of the SFASo0. 157 fair value hierarchy. See N@&eo the Condensed Consolidated

Financial Statements for further information relatiagite SFASNo. 157 fair value hierarchy.) These
adjustments may be taken when either the sheer size of the trade or other specific features of the trade or
particular market (such as counterparty credit quality or concentration or market liquidity)seheire
valuation to be based on more than simple application of the pricing models, and other market
participants would also consider such an adjustment in pricing the financial instrument. For financial
instruments that may have quoted market prices leususject to sales restrictions, Merrill Lynch

estimates the fair value by taking into account such restrictions, which may result in a fair value that is
less than the quoted market price.

Investment Securities

Marketable Investments

ML & Co. and certain of its nelorokerdealer subsidiaries follow the guidance prescribed by

SFASNo. 115,Accounting for Certain Investments in Debt and Equity SecuitiésS MNA.%2 1 5 0 )

when accounting for investments in debt and publicly traded equityiti'essuMerrill Lynch classifies

those debt securities that it has the intent and ability to hold to maturity a®imetdurity securities.
Held-to-maturity securities are carried at cost unless a decline in value is deemetthattiemporary, in

which case the carrying value is reduced. For Merrill Lynch, the trading classification under

SFASNo. 115 generally includes those securities that are bought and held principally for the purpose of
selling them in the near term, or securities that are econliyrtiesiged, or contain an embedded

derivative under SFASIo. 133,Accounting for Derivative Instruments and Hedging Activities
(ASMNAE2330). Securities classified as trading are
qualifying securities arelassified as availabi®r-sale with unrealized gains and losses reported in
accumulated other comprehensive loss. Any unrealized losses deemetiarttiemporary are included

in current period earnings and removed from accumulated other comprehessive

Investment securities are reviewed for ottlemtemporary impairment on a quarterly basis. The
determination of othethantemporary impairment requires judgment and will depend on several factors,
including but not limited to the severity andrdtion of the decline in value of the investment securities

and the financial condition of the issuer. To the extent that Merrill Lynch has the ability and intent to hold
the investments for a period of time sufficient for a forecasted market price meopvi® or beyond the

cost of the investment, no impairment charge will be recognized.

Private Equity Investments

Private equity investments that are not strategic, have defined exit strategies and are held for capital
appreciation and/or currentdome are accounted for under the AICPA Accounting and Auditing Guide,
Investment Compani¢siit he Gui deo) and carried at fair value.
investments that are not accounted for under the the Guide may be carried at faingatube fair
value option election in SFASo0. 159. Investments are adjusted to fair value when changes in the
underlying fair values are readily ascertainable, generally based on specific events (for example
recapitalizations and initial public offegs), or by using other valuation methodologies including
expected cash flows and market comparables of similar companies.

13
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Securities Financing Transactions

Merrill Lynch enters into repurchase and resale agreements and securities borrowed and loaned
transactions to accommodate customers and earn residual interest rate spreadsatstorage

Amat blbhe& transactionso), obtain securities for se
Resale and repurchase agreements are accounted for as collateralized financing transactions and may be
recorded at their contractual amounts losrued interest or at fair value under the fair value option

election in SFASNo. 159. Resale and repurchase agreements recorded at fair value are generally valued
based on pricing models that use inputs with observable levels of price transparencgs@hamgfair

value of resale and repurchase agreements are reflected in principal transactions revenues and the stated
interest coupon is recorded as interest revenue or interest expense, respectively. For further information
refer to Note3 to the Condesed Consolidated Financial Statements.

Merril/l Lynchoés policy is to obtain possession of
principal amount loaned under resale agreements. To ensure that the market value of the underlying
collateral remains sufficient, collateral is valued daily and Merrill Lynch may require counterparties to
deposit additional collateral or may return collateral pledged when appropriate.

Substantially all repurchase and resale activities are transactadmaster netting agreements that give

Merrill Lynch the right, in the event of default, to liquidate collateral held and to offset receivables and
payables with the same counterparty. Merrill Lynch offsets certain repurchase and resale agreement
balances Vth the same counterparty on the Condensed Consolidated Balance Sheets.

Merrill Lynch may use securities received as collateral for resale agreements to satisfy regulatory
requirements such as Rulbc33 of the SEC.

Securities borrowed and loanedrsactions are recorded at the amount of cash collateral advanced or
received. Securities borrowed transactions require Merrill Lynch to provide the counterparty with

collateral in the form of cash, letters of credit, or other securities. Merrill Lynelivesccollateral in the

form of cash or other securities for securities loaned transactions. For these transactions, the fees received
or paid by Merrill Lynch are recorded as interest revenue or expense. On a daily basis, Merrill Lynch
monitors the marketalue of securities borrowed or loaned against the collateral value, and Merrill Lynch
may require counterparties to deposit additional collateral or may return collateral pledged, when
appropriate.

All firm -owned securities pledged to counterpartibgng the counterparty has the right, by contract or
custom, to sell or repledge the securities are disclosed parenthetically in trading assets or, if applicable, in
investment securities on the Condensed Consolidated Balance Sheets.

In transactions wherMerrill Lynch acts as the lender in a securities lending agreement and receives
securities that can be pledged or sold as collateral, it recognizes an asset on the Condensed Consolidated
Balance Sheets, representing the securities received (secudéia®deas collateral), and a liability for

the same amount, representing the obligation to return those securities (obligation to return securities
received as collateral). The amounts on the Condensed Consolidated Balance Sheets resulcisim non
transactions.

Loans and Allowance for Loan Losses

Certain loans held by Merrill Lynch are carried at fair value or lower of cost or fair value, and estimation

is required in determining these fair values. The fair value of loans made in connectionmvitarcal

lending activity, consisting primarily of senior debt, is primarily estimated using discounted
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cash flows or the mar ket valwue of publicly issued
for other loans, notes, and mortgages is determined based on the individual loan characteristics. For
certain homogeneous categories of loans, including residential mortgages, automobile loans, and home
equity loans, fair value is estimated using marketepgigotations or previously executed transactions for
securities backed by similar loans, adjusted for credit risk and other individual loan characteristics.
Loans held for investment are carried at cost, less a provision for loan losses. This pfowle&m
|l osses is based on management6s estimate of the a
adequate to absorb probable incurred |l oan | osses.
many factors, including adverse situasgont hat may af fect the borrower 6s
economic conditions, prior loan loss experience, and the estimated fair value of any underlying collateral.
The fair value of collateral is generally determined by thiacty appraisals in the aasf residential
mortgages, quoted mar ket prices for securities, o
estimate of loan losses includes judgment about collectibility based on available information at the
balance sheet date, and theenta@inties inherent in those underlying assumptions. While management
based its estimates on the best information available, future adjustments to the allowance may be
necessary as a result of changes in the economic environment or variances betweersaltsuahd the
original assumptions.
Derivatives
A derivative is an instrument whose value is derived from an underlying instrument or index such as a
future, forward, swap, or option contract, or other financial instrument with similar chatézeris
Derivative contracts often involve future commitments to exchange interest payment streams or
currencies based on a notional or contractual amount (e.g., interest rate swaps or currency forwards) or to
purchase or sell other financial instrumentspacified terms on a specified date (e.g., options to buy or
sel l securities or currencies). Derivative activi
policies and procedures.
SFASNo. 133, as amended, establishes accounting and regpettindards for derivative instruments,
including certain derivative instruments embedded
hedging activities. SFASo0. 133 requires that an entity recognize all derivatives as either assets or
liabilities in the Condensed Consolidated Balance Sheets and measure those instruments at fair value. The
fair value of all derivatives is recorded on a-bgicounterparty basis on the Condensed Consolidated
Balance Sheets where management believes a legal rigitiodff exists under an enforceable netting
agreement.
The accounting for changes in fair value of a derivative instrument depends on its intended use and if it is
designated and qualifies as an accounting hedging instrument.
Merrill Lynch enters intalerivatives to facilitate client transactions, for proprietary trading and financing
purposes, and to manage risk exposures arising from trading assets and liabilities. Derivatives entered into
for these purposes are recognized at fair value on the Cestl@onsolidated Balance Sheets as trading
assets and liabilities in contractual agreements, and changes in fair value are reported in current period
earnings as principal transactions revenues.
Merrill Lynch also enters into derivatives in order to 1aga risk exposures arising from assets and
liabilities not carried at fair value as follows:
1. Merrill Lynch routinely issues debt in a variety of maturities and currencies to achieve the lowe

financing possible. In additoMe r r i | | Lynchdés regul ated ban
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varying rates and maturities. Merrill Lynch enters into derivative transactions to hedge these li
Derivatives used most frequently include swap agreements that:
A Convert fixedrate interest payments into variable payments;
A Change the underlying interest rate basis or reset frequandy;
A Change the settlement currency of a debt instrument.

2. Merrill Lynch enters into hedges on marketable investment securities to manage the interest re
currency risk, and net duration of its investment portfolios.

3. Merrill Lynch enters into fair value hedges of letegm fixed rate resalend repurchase agreement:
manage the interest rate risk of these assets and liabilities.

4. Merrill Lynch uses foreigrexchange forward contracts, foreigrchange options, currency swaps,
foreign-currencydenominated delib hedge its net investments in foreign operations. These
derivatives and cash instruments are used to mitigate the impact of changes in exchange rate:

5. Merrill Lynch enters into futures, swaps, options and forwards to manage the grickagstain
commodity inventory.

Derivatives entered into by Merrill Lynch to hedge its funding, marketable investment securities and net

investments in foreign subsidiaries aeported at fair value in other assets or interest and other payables

on the Condensed Consolidated Balance Sheets. Derivatives used to hedge commaodity inventory are

included in trading assets and trading liabilities on the Condensed Consolidated Bhakatse S

Derivatives that qualify as accounting hedges under the guidance inM&=AS3 are designated on the

date they are entered into as one of the following:

1.A hedge of the fair value ofoahecdgegni CQran
value of derivatives that are designated and qualify as fair value hedges of interest rate risk, al
the gain or loss on the hedged asset or liability that is attributable to the hedged risk, are recor
current peiod earnings as interest revenue or expense. Changes in the fair value of derivatives
designated and qualify as fair value hedges of commaodity price risk, along with the gain or los
hedged asset or liability that is attributable to theglkedisk, are recorded in current period earnin
principal transactions.

2. A hedge of the variability of cash flows to be received or paid related to a recognized asset or
(Acash fl owd h efdinvalde of deivativesghat sare designated and qualify as ca
flow hedges are recorded in accumulated other comprehensive loss until earnings are affectec
variability of cash flows of the hedged asset or liability (e.g., when periodic inteczgls on a
variablerate asset or liability are recorded in earnings).

3. A hedge of a net investment in a foreign operation. Changes in the fair value of derivatives tha
designated and qualify as hedges of a net investment in arfaqgggation are recorded in the forei
currency translation adjustment account within accumulated other comprehensive loss. Chang
fair value of the hedge instruments that are associated with the difference between the spot tre
rate and th forward translation rate are recorded in current period earnings in other revenues.

Merrill Lynch formally assesses, both at the inception of the hedge and on an ongoing basis, whether the

hedging derivatives are highly effectivedfisetting changes in fair value or cash flows of hedged items.

When it is determined that a derivative is not highly effective as a hedge, Merrill Lynch
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discontinues hedge accounting. Under the provisions of HA$33, 100% hedge effectiveness is
assumed for those derivatives whose terms meet the conditions ofN8FAS3 3  fcsuhto rmtet hod . 0O
As noted above, Merrillynch enters into fair value hedges of interest rate exposure associated with
certain investment securities and debt issuances. Merrill Lynch uses interest rate swaps to hedge this
exposure. Hedge effectiveness testing is required for certain of thegedeslationships on a quarterly
basis. Merrill Lynch assesses effectiveness on a prospective basis by comparing the expected change in
the price of the hedge instrument to the expected change in the value of the hedged item under various
interest rate stk scenarios. In addition, Merrill Lynch assesses effectiveness on a retrospective basis
using the dollaoffset ratio approach. When assessing hedge effectiveness, there are no attributes of the
derivatives used to hedge the fair value exposure thaixaheded from the assessment. Merrill Lynch

also enters into fair value hedges of commodity price risk associated with certain commaodity inventory.
For these hedges, Merrill Lynch assesses effectiveness on a prospective and retrospective basis using
regresion techniques. The difference between the spot rate and the contracted forward rate which
represents the time value of money is excluded from the assessment of hedge effectiveness and is
recorded in principal transactions.

Changes in the fair value dérivatives that are economically used to hedgetraing assets and

liabilities but that do not meet the criteria in SFN8. 133 to qualify as an accounting hedge are reported

in current period earnings as either principal transactions revenueg,evtir@nes or expenses, or interest
revenues or expenses, depending on the nature of the transaction.

Hybrid Financial Instruments

Merrill Lynch issues structured debt instruments that have coupesapayment terms linked to the
performance of debt or equity securities, indices, currencies, or commodities, generally referred to as
hybrid debt instruments. The contingent payment components of these obligations may meet the
definition in SFASNo.133ofan fiembedded derivative. o Historicall
assessed to determine if the embedded derivative required separate reporting and accounting, and if so,
the embedded derivative was accounted for at fair value and reported-terionigorrowings on the
Condensed Consolidated Balance Sheets along with the debt obligation. Changes in the fair value of the
embedded derivative and related economic hedges were reported in principal transactions revenues.
Separating an embedded derivatirom its host contract required careful analysis, judgment, and an
understanding of the terms and conditions of the instrument. Beginning in the first quarter of 2007,
Merrill Lynch elected the fair value option in SFAB. 159 for all hybrid debt instiments issued

subsequent to Decemhi#g®, 2006. Changes in fair value of the entire hybrid debt instrument are reflected
in principal transactions revenues and the stated interest coupon is recorded as interest expense. For
further information refer to Not8 to the Condensed Consolidated Financial Statements.

Merrill Lynch may also purchase financial instruments that contain embedded derivatives. These
instruments may be part of either trading inventory or trading marketable investment securities. These
instruments are generally accounted for at fair value in their entirety; the embedded derivative is not
separately accounted for, and all changes in fair value are reported in principal transactions revenues.
Securitization Activities

In the normal ourse of business, Merrill Lynch securitizes: commercial and residential mortgage loans
and home equity loans; municipal, government, and corporate bonds; and other types of financial assets.
Merrill Lynch may retain interests in the securitized finanagsets through holding tranches of the
securitization. In accordance with SFA®. 140, Merrill Lynch recognizes transfers of financial
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assets as sales, provided control has been relinquished. Control is corisitereelinquished when all
of the following conditions have been met:
a. The transferred assets have been legally isolated from the transferor even in bankruptcy ¢
receivership;

b. The transferee has the right to pledge or exchange the assets it received or, if the entity is
the beneficial interest holders have that rigimii

c. The transferor does not maintain effective control ovetrtiresferred assets (e.g. the ability to
unilaterally cause the holder to return specific transferred assets).

Stock Based Compensation
Merrill Lynch adopted the provisions of Statement MN23 (revised 20045 hareBased Paymeng,
revision of SFASNo. 123,Accounting for StoecBased Compensatidni SMNA.2 23 R0) begi nni ng
the first quarter of 2006. Under SFA®. 123R, compensation expenses for shmsed awards that do
not require future service are recorded immediately shadebased awards that require future service
continue to be amortized into expense over the relevant service period. Merrill Lynch adopted
SFASNo. 123R under the modified prospective method whereby the provisions of SEAR3R are
generally appliednly to sharebased awards granted or modified subsequent to adoption. Thus, for
Merrill Lynch, SFASNo. 123R required the immediate expensing of stased awards granted or
modified in 2006 to retiremesaligible employees, including awards that argettito norcompete
provisions.
Prior to the adoption of SFASo0. 123R, Merrill Lynch had recognized expense for stased
compensation over the vesting period stipulated in the grant for all employees. This included those who
had satisfied retiremeetigibility criteria but were subject to a n@mompete agreement that applied from
the date of retirement through each applicable vesting period. Previously, Merrill Lynch had accelerated
any unrecognized compensation cost for such awards if a retiretiggthte employee left Merrill Lynch.
However, because SFA®. 123R applies only to awards granted or modified in 2006, expenses for
sharebased awards granted prior to 2006 to employees who were retireligdrie with respect to those
awards must conmtue to be amortized over the stated vesting period.
New Accounting Pronouncements
In June 2007, the Accounting Standards Executive Committee of the AICPA issued Statement of Position
07-1, Clarification of the Scope of theudit and Accounting Guide Investment Companies and
Accounting by Parent Companies and Equity Method Investors for Investments in Investment Companies
(AS@R o). The IiORltissnctarifyowhich®&m@ities are within the scope of the AICPA
Audit and Accounting Guiddnvestment Companigst he A Gui de o) . For those ent
companies under SAF-1, the SOP also addresses whether the specialized industry accounting
principles of the Guide (r enfteirrgedd) tsoh causl diibnev erse tneei
company in consolidation or by an investor that has the ability to exercise significant influence over the
investment company and applies the equity method of accounting to its investment in the entity. Under
SOPO07-1, an investment company is generally defined as a separate legal entity whose business purpose
and activity are investing in multiple substantive investments for current income, capital appreciation, or
both, with investment plans that include exit sigis. The provisions of SAR-1 are effective for fiscal
years beginning on or after Decemti& 2007, with earlier application permitted. Entities that previously
applied the provisions of the Guide, but that do not meet the provisions A&Di® e an investment
company within the scope of the Guide, must report the effects of adoptin@7SDBtospectively by
accounting for their investments in conformity
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with applicable generally accepted accounting fpies, other than investment company accounting, as
of the date of adoption. Entities that are investment companies within the scope of the Guide, but that
previously had not followed the provisions of the Guide, should report the cumulative effecttirigadop
SOPO07-1 as an adjustment to beginning retained earnings as of the beginning of the year in which
SOPO07-1 is adopted. Merrill Lynch is currently evaluating the provisions of 8®BPand is assessing its
potential impact on the Condensed Consolid&iaedncial Statements.

In February 2007, the FASB issued SFR& 159, which provides a fair value option election that allows
companies to irrevocably elect fair value as the initial and subsequent measurement attribute for certain
financial assets arl@bilities. Changes in fair value for assets and liabilities for which the election is
made will be recognized in earnings as they occur. SFAI59 permits the fair value option election

on an instrumenrby-instrument basis at initial recognition af asset or liability or upon an event that
gives rise to a new basis of accounting for that instrument. S¥AS59 is effective as of the beginning

of an entityds first fi $5¢2807.Ewgry adoption s permittbdeag@ths af t e

beginning of a fiscal year that begins on or before Novetbe2007 provided that the entity makes that
choice in the first 12@ays of that fiscal year, has not yet issued financial statements for any interim
period of the fiscal year of adoption, asdo elects to apply the provisions of SFN& 157 (described
below). We early adopted SFA®. 159 in the first quarter of 2007. In connection with this adoption
management reviewed its treasury liquidity portfolio and determined that we should decrease
economic exposure to interest rate risk by eliminating-teng fixed rate assets from the portfolio and
replacing them with floating rate assets. The fixed rate assets had been classified as-forasialelend

the unrealized losses related talsassets had been recorded in accumulated other comprehensive loss.
As a result of the adoption of SFA®. 159, the loss related to these assets was removed from
accumulated other comprehensive loss and a loss of approximatelyn$i@5s net of tax, pimarily

related to these assets, was recorded as a cumukffiset adjustment to beginning retained earnings,
with no materi al i mpact t o 8twthaCondensad Cenbotidatele r s 6
Financial Statements for additional infcation.

In September 2006, the FASB issued SBE157. SFASNo. 157 defines fair value, establishes a
framework for measuring fair value, establishes a fair value hierarchy based on the quality of inputs used
to measure fair value and enhances distkabout fair value measurements. SBE 157 nullifies the
guidance provided by EITE2-3 that prohibits recognition of day one gains or losses on derivative
transactions where model inputs that significantly impact valuation are not observabletitm addi
SFASNo. 157 prohibits the use of block discounts for large positions of unrestricted financial
instruments that trade in an active market and requires an issuer to incorporate changes in its own credit
spreads when determining the fair value ofiéhkilities. SFASNo. 157 is effective for fiscal years

beginning after Novembdrs, 2007 with early adoption permitted provided that the entity has not yet
issued financial statements for that fiscal year, including any interim periods. The provisions of
SFASNo. 157 are to be applied prospectively, except that the provisions related to block discounts and
existing derivative financial instruments measured under BPFE are to be applied as a etime

cumulative effect adjustment to opening retainediegsnn the year of adoption. We early adopted
SFASNo. 157 in the first quarter of 2007. The cumulateféect adjustment to beginning retained

earnings was an increase of approximately®88on, net of tax, primarily representing the difference
betweea the carrying amounts and fair value of derivative contracts valued using the guidance in

EITF 02-3. The impact of adopting SFA%0. 157 was not material to our Condensed Consolidated
Statement of Earnings. Refer to N8téo the Condensed Consolidateddficial Statements for

additional information.

In September 2006, the FASB issued SAKS158,Emp | oyer s6 Accounting for
and Other Postretirement Plans, an amendment of FASB StatemeBig 88, 106 and 132R

€q
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of financial condition. Upon adoption, SFA®. 158 requires an entity to recognize previously

unrecognized actuarial gains and losses and prior service costs within accumulated otredrertsiver

income (loss), net of tax. In accordance with the guidance in SFAS58, we adopted this provision of

the standard for yeand 2006. The adoption of SFA®. 158 resulted in a net increase of $68ion to
accumulated other comprehensive Iesrded on the Consolidated Financial Statements at

DecembeR9, 2006. SFABIo. 158 also requires defined benefit plan assets and benefit obligations to be
measured as of the da temd. Wefhave Hisworicallpusgd a SepténsberBd s cal vy
measurement date. Under the provisions of SNASL58, we will be required to change our

measurement date to coincide with our fiscal yaat. This provision of SFANo0. 158 will be effective

for us in fiscal 2008. We are currently assessing the ingdaatoption of this provision of SFAS0. 158

on the Condensed Consolidated Financial Statements.

In June 2006, the FASB issued Interpretation M%) Accounting for Uncertainty in Income Taxes, an
Interpretation of FASB Statement NQ@9( i F4 8\No NN 48 chrifies the accounting for uncertainty in
income taxes recognized in a companyds financi al
measurement attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return. The Interpretation also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure and transition. We adopted
FIN 48 in the first quarter of 2007. The impa€the adoption of FINI8 resulted in a decrease to

beginning retained earnings and an increase to the liability for unrecognized tax benefits of approximately
$66million. See Notel4 to the Condensed Consolidated Financial Statements for further infsrmat

In March 2006, the FASB issued Statement N6, Accounting for Servicing of Financial Assets

(A SHANA.2 56 0) .No.336 Antends Statement NIglO, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilittessequire all separately recognized servicing assets

and servicing liabilities to be initially measured at fair value, if practicable. :FA$56 also permits

servicers to subsequently measure each separate class of servicing assets and liakilitiakiatrégher

than at the lower of amortized cost or market. For those companies that elect to measure their servicing
assets and liabilities at fair value, SFNS. 156 requires the difference between the carrying value and

fair value at the date of agtion to be recognized as a cumulatéféect adjustment to retained earnings

as of the beginning of the fiscal year in which the election is made. Prior to adoption oNBFL&ES we
accounted for servicing assets and servicing liabilities at the Idveenartized cost or market. We

adopted SFASIo. 156 on Decembed0, 2006. We have not elected to subsequently fair value those
mortgage servicing rights (AMSRO0) held as of the
after DecembeB0, 2006. Thedoption of SFANo. 156 did not have a material impact on the

Condensed Consolidated Financial Statements.

In February 2006, the FASB issued Statementl86, Accounting for Certain Hybrid Financial

Instruments an amendment of FASB Statement$38and 140( A SMA.3 550 ) .No.335A S

clarifies the bifurcation requirements for certain financial instruments and permits hybrid financial
instruments that contain a bifurcatable embedded derivative to be accounted for as a single financial
instrument &fair value with changes in fair value recognized in earnings. This election is permitted on an
instrumentby-instrument basis for all hybrid financial instruments held, obtained, or issued as of the
adoption date. At adoption, any difference betweendtasd carrying amount of the individual

components of the existing bifurcated hybrid financial instruments and the fair value of the combined
hybrid financial instruments is recognized as a cumulaffect adjustment to beginning retained

earnings. We azpted SFANo0. 155 on a prospective basis beginning in the first quarter of 2007. Since
SFASNOo. 159 incorporates accounting and disclosure requirements that are similar ttNSFKSS, we

apply SFASNo. 159, rather than SFASo0. 155, to our fair value ettions for hybrid financial

instruments.
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Merrill Lynch adopted the provisions of Statement MN23 (revised 20045 hareBased Paymeng,

revision d SFASNo. 123,Accounting for StocBased Compensatigni SMNA.2 23 R0) as of t he
beginning of the first quarter of 2006. Under SAA& 123R, compensation expenses for shmased

awards that do not require future service are recorded immediatelyhametbased awards that require

future service continue to be amortized into expense over the relevant service period. We adopted
SFASNo. 123R under the modified prospective method whereby the provisions of SEAR3R are
generally applied only to shabased awards granted or modified subsequent to adoption. Thus, for
Merrill Lynch, SFASNo. 123R required the immediate expensing of stased awards granted or

modified in 2006 to retiremesaligible employees, including awards that are subject tecooipete

provisions.

Prior to the adoption of SFAS0. 123R, we had recognized expense for siased compensation over

the vesting period stipulated in the grant for all employees. This included those who had satisfied
retirement eligibility criteridbut were subject to a namompete agreement that applied from the date of
retirement through each applicable vesting period. Previously, we had accelerated any unrecognized
compensation cost for such awards if a retireratigtble employee left Merrill Lyich. However,

because SFAS0. 123R applies only to awards granted or modified in 2006, expenses fobsisack

awards granted prior to 2006 to employees who were retiregligitile with respect to those awards

must continue to be amortized over theestatesting period.

In addition, beginning with performance year 2006, for which we granted stock awards in January 2007,
we accrued the expense for future awards granted to retir@tigibte employees over the award
performance year instead of recang the entire expense related to the award on the grant date.
Compensation expense for 2006 performance year and all future stock awards granted to employees not
eligible for retirement with respect to those awards will be recognized over the appliestiolg period.
SFASNo. 123R also requires expected forfeitures of stased compensation awards for hon
retirementeligible employees to be included in determining compensation expense. Prior to the adoption
of SFASNo. 123R, any benefits of emplogdorfeitures of such awards were recorded as a reduction of
compensation expense when the employee left Merrill Lynch and forfeited the award. In the first quarter
of 2006, we recorded a benefit based on expected forfeitures which was not materisdgaltb®f

operations for the quarter.

The adoption of SFASIo. 123R resulted in a charge to compensation expense of approximately
$550million on a pretax basis and $37fillion on an afteitax basis in the first quarter of 2006.

The adoption of S&S No. 123R, combined with other business and competitive considerations,
prompted us to undertake a comprehensive review of our-stsed incentive compensation awards,
including vesting schedules and retirement eligibility requirements, examiningntipaict to both

Merrill Lynch and its employees. Upon the completion of this review, the Management Development and
Compensation Committee of Merril!l Lynchés Board o
retaining high quality personneyttire stock grants should contain more stringent retirement provisions.
These provisions include a combination of increased age and length of service requirements. While the
stock awards of employees who retire continue to vest, retired employees acetsutgatinued

compliance with the strict necompete provisions of those awards. To facilitate transition to the more
stringent future requirements, the terms of most outstanding stock awards previously granted to
employees, including certain executiviiaers, were modified, effective Mar@1, 2006, to permit
employees to be immediately eligible for retirement with respect to those earlier awards. While we
modified the retirementelated provisions of the previous stock awards, the vesting ancongmete

provisions for those awards remain in force.
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Since the provisions of SFAS0. 123R apply to awards modified in 2006, these modifications required
us to record additional oftane compensation expense in tirstfquarter of 2006 for the remaining
unamortized amount of all awards to employees who had not previously been retibgielet under

the original provisions of those awards.

The onetime, nonrcash charge associated with the adoption of SRA. 23R, and the policy
modifications to previous awards resulted in a net charge to compensation expense in the first quarter of
2006 of approximately $18llion pretax, and $1.dillion aftertax, or a net impact of $1.34 and $1.21
on basic and diluted edings per share, respectively. Policy modifications to previously granted awards
amounted to $1.Billion of the pretax charge and impacted approximately 6,86(ployees.

Prior to the adoption of SFAS0. 123R, we presented the cash flows relateddorre tax deductions in
excess of the compensation expense recognized onlsised compensation as operating cash flows in
the Consolidated Statements of Cash Flows. SNAS 23R requires cash flows resulting from tax
deductions in excess of the gralate fair value of sharbased awards to be included in cash flows from
financing activities. The excess tax benefits of $2f8on related to total sharkased compensation
included in cash flows from financing activities in the first quarter of 2006dvoave been included in
cash flows from operating activities if we had not adopted SRAI23R.

As a result of adopting SFAS0. 123R, approximately $60@illion of liabilities associated with the

Financial Advisor Capit adAAAxcoc)u nmel raet iroenc | Aawsasridf iPel da nt
equity. In addition, as a result of adopting SAA& 123R, the unamortized portion of employee stock
grants, which was previously reported as a separa

Consolidated BalamcSheets, has been reclassified to frahpital.

In June 2005, the FASB ratified the consensus reached by the Emerging Issues Task Force 6b,Issue 04
Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited

Partnership or Similar Entity When the Limited Partners Have Certain R{glitsE 0455F0 ) . 0451 T F
presumes that a general partner controls a limited partnership, and should therefore consolidate a limited
partnership, unless the limited partners have thetantive ability to remove the general partner without

cause based on a simple majority vote or can otherwise dissolve the limited partnership, or unless the

limited partners have substantive participating rights over decision making. The guidance 04&ITF

was effective beginning in the third quarter of 2005 for all new limited partnership agreements and any

limited partnership agreements that were modified. For those partnership agreements that existed at the

date EITFO4-5 was issued, the guidancechme effective in the first quarter of 2006. The adoption of

this guidance did not have a material impact on the Condensed Consolidated Financial Statements.

Note 2. Segment and Geographic Information

Segment Information

Merril |l Lynchés operations are organized into two
Banking (AGMIO0) and Gl obal Wealth Management (AGW
and origination products and services to corporate, instialtiand government clients around the world.

GWM creates and distributes investment products and services for individuals tgmmadl-size

businesses, and employee benefit plans. Prior to the fourth quarter of 2006, Merrill Lynch reported its
businessct i vities in three business segments: GMI, Gl
with the merger of the MLIM business with BlackRock in September 2006, MLIM ceased to exist as a
separate business segment. For information regarding the Bldckieoger refer to Not2 of the 2006

Annual Report.
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Results for the six months ended JB0¢ 2006 include onBme compensation expenses incurred in the

first quarter of 2006, as follows: $1dllion in GMI, $281million in GWM and $109illion in MLIM;

refer to Notel, New Accounting Pronouncements, to the Condensed Consolidated Financial Statements
for further information on onime compensation expenses.

The following segment results represent the information that is used by management in its-decision
making processes. Prior period amounts have been restated to conform to the current period presentation:
(dollars in millions)

GMI  GWM MLIM @ Corporate Total

iree Months Ended June29, 2007

yrinterest revenues $ 6,165 % 3,031 $ - $ 6) $ 9,13t
3t interest profi? 24 587 - (18)@ 592
st revenues 6,18¢ 3,61¢ - (79) 9,72¢
yrinterest expenses 4,087 2,607 - 11 6,70¢
etax earnings (loss) $ 2102%$1011 $ - $ 900 $ 3,02t
Jarterend total assets $979,89¢ $92,357 $ - $4,071 $1,076,32.
iree Months Ended June30, 2006

yrinterest revenues $ 3,907 $ 2527 $ 61¢ $ 38 $ 7,01«
at interest profi? 65¢ 54¢€ 12 (58)@ 1,15¢
st revenues 4,56¢ 3,07: 63C (96) 8,17:
yrinterest expenses 3,101 2,34 39C (12) 5,82¢
etax earnings (loss) $ 1465% 72¢ $ 24C $ (85 $ 2,34¢
Jarterend total assets $706,04: $76,59:  $9,06¢ $7,48¢ $ 799,18t
X Months Ended June29, 2007

yrinterest revenues $1188: %5821 $ - $ 64 $ 17,64¢
3t interest profi? 844 1,19t - (105)@ 1,93¢
2t revenues 12,72¢ 7,02 - (169) 19,58
interest expenses 8,28¢ 5,16¢ - 11 13,46«
etax earnings (loss) $ 4445 $185° $ - $ (180) $ 6,11¢
X Months Ended June30, 2006

yrrinterest revenues $ 7,781% 4,942 $1,17¢ $ 24 $ 13,92
3t interest profit 1,35 1,06¢ 26 (220)@ 2,224
ot revenues 9,137 6,00¢ 1,20(¢ (19¢) 16,14
yrinterest expenses 7,452 4,91¢ 847 (14) 13,20:
etax earnings (loss) $ 1681% 109 $ 35: $ (182 $ 2,94:

(1) Management views interest income net of interest expense in evaluating results.

(2) Includes the impact of junior subordinated notes (related to trust preferred securities) and other corpore

items.

(3) MLIM ceased to exist in connection with the BlackRock merger in September 2006.
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Geographic Information

Merrill Lynch conducts its business activities through offices in the following five regions:
A United States;
A Europe, Middle East, and Africa;

A Pacific Rim;

A Latin America;and

A Canada.
The information that follows, in managementos jud
regiondés contribution to -takheanmgeensol i dated net rev

(dollars in millions)

For the Three Months Ended For the Six Months Ended
June 29, 2007  June 30, 2006’ June 29, 2007 June 30, 2008

>t revenues

Irope, Middle East, and Africa $2,121 $1,69¢ $ 4,215 $ 3,37:
icific Rim 1,48: 99¢ 2,66( 1,88(
ttin America 344 25C 732 54(
nada 11¢ 97 287 18t
tal NontU.S. 4,06¢ 3,04( 7,89¢ 5,97¢
Jited State’d 5,66: 5,13: 11,68¢ 10,16"
ital net revenues $9,72¢ $8,17¢ $19,58: $16,14¢
e-tax earnings?

Irope, Middle East, and Africa $ 707 $ 60t $ 1,47 $ 69¢
icific Rim 76¢ 42¢€ 1,291 52z
ttin America 142 104 34C 24C
inada __ 58 50 167 84
tal NontU.S. 1,67¢ 1,18t 3,27¢ 1,54z
Jited State’d 1,34 1,16¢ 2,84: 1,40(
ital pre-tax earnings $3,02¢ $2,34¢ $ 6,11¢ $ 2,94

(1) The 2006 second quarteesults include net revenues earned by MLIM of &&80on, which include nofUS
net revenues of $344illion.

(2) The 2006 sbmonth results include net revenues earned by MLIM of illi@n, which include nofUS net
revenues of $63@illion.

(3) Corporate revenues and adjustments are reflected in the U.S. region.

(4) For the six months ended Jud@, 2006, pretax earnings include the impact of the $hilion of onetime
compensation expenses incurred in the first quarter of 2006. These costs have been allocated to each
regions, accordingly.

Note 3. Fair Value of Financial Instruments

Merrill Lynch early adopted the provisions of SFAS. 157 andSFASNo. 159 in the first quarter of
2007.

Fair Value Measurements
SFASNo. 157 defines fair value, establishes a framework for measuring fair value, establishes a fair
value hierarchy based on the quality of inputs used to measure fair value andesntisclosure
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requirements for fair value measurements. SR&S157 nullifies the guidance provided by EITE-3
that prolibits recognition of day one gains or losses on derivative transactions where model inputs that
significantly impact valuation are not observable. In addition, SRAS.57 prohibits the use of block
discounts for large positions of unrestricted finanicistfruments that trade in an active market and
requires an issuer to incorporate changes in its own credit spreads when determining the fair value of its
liabilities.
Fair Value Hierarchy
In accordance with SFASo0. 157, we have categorized our financial instruments, based on the priority of
the inputs to the valuation technique, into a tHezel fair value hierarchy. The fair value hierarchy gives
the highest priority to quoted pricesantive markets for identical assets or liabilities (LeMehnd the
lowest priority to unobservable inputs (Le®! If the inputs used to measure the financial instruments
fall within different levels of the hierarchy, the categorization is basedeolowest level input that is
significant to the fair value measurement of the instrument.
Financial assets and liabilities recorded on the Condensed Consolidated Balance Sheets are categorized
based on the inputs to the valuation techniques as follows:
Levell. Financial assets and liabilities whose values are based on unadjusted quoted prices for
assets or liabilities in an active market (examples include active exctradgd equity
securities, listed derivatives, most UGvernment and agency securities, and certain othe
sovereign government obligations).

Level2. Financial assets and liabilities whose values are based on quoted prices in markets that
active or model inputs that are observable eitlirexctly or indirectly for substantially the full
term of the asset or liability. Lev&linputs include the following:

a) Quoted prices for similar assets or liabilities in active markets (for example, restricted

b) Quoted prices for identical or similar assets or liabilities in-active markets (examples
include corporate and municipal bonds, which trade infrequently);

c¢) Pricing models whose inputs are observable for substantially the full term of the asse
liability (examples include most ovéne-counter derivatives, including interest rate and
currency swapsgnd

d) Pricing models whose inputs are derived principally from or corroborated by observat
market data through correlation or other means for substantially the full term of the as
liability (examples include certain residential and commercial mortgdafedeassets,
including loans, securities and derivatives).

Level3. Financial assets and liabilities whose values are based on prices or valuation techniques
require inputs that are both unobservable sigdificant to the overall fair value measuremer
These inputs reflect management 6s own a
would use in pricing the asset or liability (examples include certain private equity investn
certain residetial and commercial mortgage related assets (including loans, securities an
derivatives), and longated or complex derivatives including certain foreign exchange opt
and long dated options on gas and power).
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The following table presents Merril!/l Lynchodés fair
at fair value on a recurring basis as of J28eg2007.
(dollars in millions)

Fair Value Measurements on a Recurring Basis
as of June?9, 2007

Netting

Level 1 Level 2 Level 3 Adj® Total
ssets:
rcurities segregated for regulat
purposes or deposited with
clearing organizations $ 534 $ 6,10z $ - $ - $ 6,63¢€
xceivables under resale
agreements - 99,77 - - 99,774
ading assets, excluding
contractual agreements 87,68 86,61 3,64¢ - 177,94(
ntractual agreemerfts 4,57 216,32: 6,601 (180,64Y) 46,84¢
vestment securities 2,97¢ 58,51¢ 5,78¢ - 67,27
)ans, notes and mortgages - 1,24( 4 - 1,24¢
her assefd 14 1,10¢ - (262) 86(
abilities:
wyables under repurchase
agreements $ - $100,75: $ - $ - $100,75:
ading liabilities, excluding
contractual agreements 55,76( 6,70z - - 62,46:
ntractual agreemerfts 5,20( 236,00t 6,37: (189,619 57,96
ing-term borrowing$ - 38,18« 282 - 38,46¢
her payabled interest and
othef - 47¢ - - 47¢

(1) Represents counterparty and cash collateral netting.

(2) Includes $4.Million and $2.7billion of derivative assets and liabilities, respectively, that are included in
commodities and related contracts on the Condensed Consolidated Balance Sheet.

(3) Primarily represents certain derivatives used for ficating purposes.

(4) Includes bifurcated embedded derivatives carried at fair value.

The following tables provide a summar3wassaisfandc hanges

liabilities for the three and six montkaded Jun@9, 2007. As required by SFA®. 157, when the

inputs used to measure fair value fall within different levels of the hierarchy, the level within which the

fair value measurement is categorized is based on the lowest level input that isasigtuftbe fair value

measurement in its entirety. Thus, a Le¥éhir value measurement may include inputs that are

observable (Level$ and 2)and unobservable (Lev8). Gains and losses for such assets and liabilities

categorized within the Levél teble below may include changes in fair value that are attributable to both

observable inputs (Levelsand 2)and unobservable inputs (Le&l Further, it should be noted that the

following tables do not take into consideration the effect of offsettimgllleand 2 financial instruments

entered into by Merrill Lynch that economically hedge certain exposures to the3lgogikions.

(dollars in millions)

Level 3 Financial Assets and Liabilities
Three Months Ended June29, 2007
Total Realized and Unrealized

Gains or (Losses) Total Realized and Purchases,
included in Income Unrealized Gains  Issuances
Beginning Principal Other or (Losses) and Transfers  Ending

Balance Transactions Revenue Interest included in Income Settlements in (out) Balance
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ssets:

ading assets

ntractual agreements, r
/estment securities
)ans, notes and mortgag
abilities:

ng-term borrowings

$ 2,32
(1,357
5,92:

$ 25¢ $ - $32
41€ 5 1
(298) 18¢ 5
- (5) -

$ 291
42z
(108)

(5)

$48¢

24¢

56¢
@

$ 55C $3,64¢

91F 22¢
(601) 5,78¢

4 4
282 282
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(dollars in millions)

Level 3 Financial Assets and Liabilities
Six Months Ended June29, 2007
Total Realized and Unrealized

Gains or (Losses) Total Realized and Purchases,
included in Income Unrealized Gains Issuances
Beginning Principal Other or (Losses) and Transfers  Ending

Balance Transactions Revenue Interest included in Income Settlements  in (out) Balance

isets:

ading assets $ 2,021 $ 258 $ - $28 $281 $ 50z $ 84¢ $3,64¢
ntractual agreements,

net (2,030) 571 5 6 582 807 87(C 22¢
/estment securities 5,113 (430) 48C 5 55 1,204 (592) 5,78¢
)ans, notes and mortgal 7 - 9) - 9) ) 8 4
abilities:

ng-term borrowings - - - - - - 282 282

The following table provides the portion of gains or losses included in income for the three and six
months ende June29, 2007 attributable to unrealized gains or losses relating to those3lasstts and
liabilities still held at Jun@9, 2007.

(dollars in millions)

Unrealized Gains or (Losses) for LeveB Assets and Liabilities
Still Held at June 29, 2007

Three Months Ended June29, 2007 Six Months Ended June29, 2007
Principal Other Principal Other
Transactions Revenue Interest Total Transactions Revenue Interest Total
ading assets $ 234 $ - $32  $26€ $ 20z $ - $28  $231
ntractual agreements, net 33¢€ 5 1 34z 46( - 6 46¢€
vestment securities (295) 18¢ 5 (103 (430 39¢ 5 (29
)ans, notes and mortgages - 1 - 1 - 3 - 3

The following table shows the fair value hierarchy for those assets and liabilities ndegtsfiaie value
on a noArecurring basis as of Ju@8, 2007.
(dollars in millions)

Fair Value Measurements on a
Non-Recurring Basis as of June9, 2007

Level 1 Level 2 Level 3 Total
)ans, notes, and mortgages $- $94: $38 $981
her assets - 27 - 27

(1) These loans include Hefdr-Sale loans and certain impaired Hellar-Investment loans where the fair value

below cost.
For the assets and liabilities measured at fair valuenam-gecurring basis at Jurg®, 2007, the losses
recorded in the Condensed Consolidated Statement of Earnings for the three and six months ended
June29, 2007 were, $5rillion and $10million, respectively.
Fair Value Option
SFASNo. 159 provides &air value option election that allows companies to irrevocably elect fair value
as the initial and subsequent measurement attribute for certain financial assets and liabilities. Changes in
fair value for assets and liabilities for which the election idenaill be recognized in earnings as they
occur. SFANo. 159 permits the fair value option election on an instrument by instrument basis at initial
recognition of an asset or liability or upon an event that gives rise to a new basis of accounting for that
instrument.
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The following table presents a summary of eligible financial assets and financial liabilities for which the
fair value option was elected on DecemB@y 2006 and the cumulatiedfect adjustment teetained

earnings recorded in connection with the initial adoption of SRASL59.

(dollars in millions)

Transition Adjustments

Carrying Value to Retained Earnings Carrying Value

Prior to Adoption Gain/(Loss) After Adoption
ssets:
vestment securiti€s $ 8,722 $(26¢) $ 8,73-
)ans, notes, and mortgagfes 1,44( 2 1,442
abilities:
ing-term borrowing® $10,30¢ $ (29 $10,337
etax cumulativeeffect of adoption $(295)
ferred tax benefit 11C
Imulative effect of adoption of the fair
value option $(18E)

(1) Merrill Lynch adopted the fair value option for certain fixed rate securities in its treasury liquidity portfoli
previously classified as availabfer-sale securities as managememtdified its investment strategy and
economic exposure to interest rate risk by eliminating {temm fixed rate assets in its liquidity portfolio and
replacing them with floating rate assets. These securities were carried at fair value in accordance with
SFASNo. 115 prior to the adoption of SFA®.159. An unrealized loss of $1@dllion, net of tax, related to
such securities was reclassified from accumulated other comprehensive loss to retained earnings.

(2) Merrill Lynch adopted the fair valueption for certain automobile and corporate loans because the loans
risk managed on a fair value basis.

(3) Merrill Lynch adopted the fair value option for certain positions, which are risk managed on a fair value
and for which the faivalue option eliminates the need to apply hedge accounting underigizAS3.

The following table provides information about where in the Condensed Consolidated Statement of
Earnings changes in fair values, for which the ¥alue option has been elected, are included for the three
and six month periods ended J@% 2007.

(dollars in millions)

Changes in Fair Value for the Three Changes in Fair Value
Months Ended June29, 2007, for the Six Months Ended June29, 2007,
for Items Measured at Fair Value for Items Measured at Fair Value
Pursuant to Fair Value Option Pursuant to Fair Value Option
Gains Gains Total Gains Gains Total
Principal Other Changesir  Principal Other Changes in
Transactions Revenue: Fair Value Transactions Revenue: Fair Value
;sets:
aceivables under resale
agreementd $ 6 $ - $ 6 $ 5 $ - $ 5
sestment securities 21C 8 21¢ 21C 21 231
)ans, notes and mortgagfes - 2C 2C 2 4C 42
abilities: ©
wyables under repurchase
agreementd $ 7 $ - $ 7 $ 17 $ - $ 17
ng-term borrowings 98t - 98t 83¢ - 83¢

(1) Merrill Lynch adopted the fair value option on a prospective basis for certain resale and repurchase
agreements. The fair value option election was made regionally based on the underlying types of collat
Openended resale and repurchase agreements were excluded from the fair value option election.

(2) The decrease in the fair value of loanefes and mortgages for which the fair value option was elected thi
attributable to changes in borrowapecific credit risk, was not material for all periods presented.
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(3) The changes in the fair valwé liabilities for which the fair value option was elected that was attributable t
changes in Merrill Lynch credit spreads, was not material for all periods presented.
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The following table presents the difference between fair values aaggiegate contractual principal
amounts of loans, notes and mortgages andtemgy borrowings, for which the fair value option has
been elected.

(dollars in millions)

Principal
Amount
Fair Value at Due Upon
June 29, 2007 Maturity Difference
ssets
)ans, notes and mortgages $ 1,244 $ 1,47 $ (229
abilities
ing-term borrowing® $37,47: $38,87: $(1,399)

(1) The majority of the difference relates to loans purchased at a substantial discount from the principal an
(2) The majority of the difference relates to zero coupon notes issued at a substantial discount from the pri

amount.
At June29, 2007, the difference between fair value and the aggregate contractual principal amount of
receivables under resale agreements and payables under repurchase agreements for which the fair value
option has been elected was not material to the €watl Consolidated Financial Statements.
For those loans, notes and mortgages for which the fair value option has been elected, the aggregate fair
value of loans that are @ays or more past due and in ragtrual status are not material to the
Condened Consolidated Financial Statements.
Hybrid Financial Instruments
In February 2006, the FASB issued SFR& 155, which clarifies the bifurcation requirements for
certain financial instruments and permits hybimdncial instruments that contain a bifurcatable
embedded derivative to be accounted for as a single financial instrument at fair value with changes in fair
value recognized in earnings. This election is permitted on an instlopé@mgtrument basis faall
hybrid financial instruments held, obtained, or issued as of the adoption date. At adoption, any difference
between the total carrying amount of the individual components of the existing bifurcated hybrid financial
instruments and the fair value of tb@embined hybrid financial instruments is recognized as a cumulative
effect adjustment to beginning retained earnings. Merrill Lynch adopted NBAISS5 on a prospective
basis beginning in the first quarter of 2007. Since SRASL59 incorporates accoling and disclosure
requirements that are similar to SFAS. 155, we apply SFAS8lo. 159, rather than SFASo. 155, to
our fair value elections for hybrid financial instruments.
Note 4. Securities Financing Transactions
Merrill Lynch entersintosecued borrowing and | ending transact.
and earn residual interest rate spreads, obtain securities for settlement and finance trading inventory
positions.
Under these transactions, Merrill Lynch either receives or peevidllateral, including U.S&overnment
and agencies, asgaticked, corporate debt, equity, andh. governments and agencies securities.
Merrill Lynch receives collateral in connection with resale agreements, securities borrowed transactions,
custome margin loans, and other loans. Under many agreements, Merrill Lynch is permitted to sell or
repledge the securities received (e.g., use the securities to secure repurchase
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agreements, enter into securities lendmagisactions, or deliver to counterparties to cover short
positions). At Jun@9, 2007 and Decemb2®, 2006, the fair value of securities received as collateral
where Merrill Lynch is permitted to sell or repledge the securities wasl$iiép and $633illion,
respectively, and the fair value of the portion that has been sold or repledged whsli®®cand
$498hillion, respectively. Merrill Lynch may use securities received as collateral for resale agreements to
satisfy regulatory requirements suh Rulel5¢33 of the SEC. At Jung9, 2007 and Decemb2®,

2006, the fair value of collateral used for this purpose was $ilidh, and $19.Jillion, respectively.
Merrill Lynch pledges firrrowned assets to collateralize repurchase agreementgherdsecured
financings. Pledged securities that can be sold or repledged by the secured party are parenthetically
disclosed in trading assets on the Condensed Consolidated Balance Sheets. The carrying value and
classification of securities owned by Miéirtynch that have been pledged to counterparties where those
counterparties do not have the right to sell or repledge at2rg®07 and Decemb2®, 2006 are as
follows:

(dollars in millions)

June29, Dec.29,

2007 2006
ading asset category
Jrtgages, mortgagbacked, and assbacked securities $24,82: $34,47"
S. Government and agencies 12,56( 12,06¢
yrporate debt and preferred stock 8,91( 11,45¢
n-U.S. governments and agencies 7,232 4 .81(
Juities and convertible debentures 4,66 4.81:
Jnicipals and money markets 261 97t
ital $58,44° $68,59¢

Note 5. Investment Securities
Investment securities at JuB®, 2007 and Decemb2®, 2006 are presented below:
(dollars in millions)

June?29, Dec.29,

2007 2006
vestment securities
railable-for-salé? $53,75¢ $56,29:
ading 7,97¢ 6,512
2ld-to-maturity 26¢ 26¢
nqualifying®
Juity investment3 25,66¢ 21,29(
sestments of insurance subsidiafies 1,20¢ 1,36(
xferred compensation hedfes 1,85¢ 1,752
vestments in trust preferred securities and other investments 61€ 71E
tal $91,34¢  $88,19(

(1) At June29, 2007 and Decemb@8, 2006, includes $48illion and $4.8billion, respectively, of investment
securities reported in cash and securities segregated for regulatory purposes or deposited with clearing
organizations.

(2) Non-qualifying for SFAS.15 purposes.

B!l ncludes Merrill Lynchdéds investment in Bl ackRc

(4) Primarily represents insurance policy loans.

(5) Represents investments that economically hedge deferred compensation liabilities.
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Note6. Securiti zation Transactions and Transactions
Securitizations

In the normal course of business, Merrill Lynch securitizes: commercial and residential marégesge |
municipal, government, and corporate bonds; and other types of financial assets. SPEs, often referred to
as Variable Interest Entities, or VIEs, are often used when entering into or facilitating securitization
transactions. Me rtwithISPEs usgdnacsheargize financial Asgets inelutdes:

structuring and/or establishing SPEs; selling assets to SPEs; managing or servicing assets held by SPEs;
underwriting, distributing, and making loans to SPEs; making markets in securities isssieEd)y

engaging in derivative transactions with SPEs; owning notes or certificates issued by SPEs; and/or
providing liquidity facilities and other guarantees to, or for the benefit of, SPEs.

Merrill Lynch securitized assets of approximately $128ligon and $62.&illion for the six months

ended Jun@9, 2007 and Jurig), 2006, respectively. For the six months ended 29n2007 and

June30, 2006, Merrill Lynch received $128blllion and $63.2villion, respectively, of proceeds, and

other cash inflowsfrom securitization transactions, and recognized net securitization gains of

W

$206.5millionand $169.5mi | | i on, respectively, in Merril!/ Lyncl

of Earnings.

For the first six months of 2007 and 2006, cash inflows from securitizations related to the following asset
types:

(dollars in millions)

Six Months Ended
June29, June 30,

2007 2006
sset category
ssidential mortgage loans $ 81,17: $42,70:
Jnicipal bonds 36,58¢ 9,77(
ymmercial loans and other 7,002 8,98¢
yrporate and government bonds 3,341 1,69¢
ital $128,10: $63,15¢

Retained interests in securitized assets were approximatelyl$lliorBand $6.&villion at June29, 2007

and Decembe29, 2006yespectively, which related primarily to residential mortgage loan and municipal
bond securitization transactions. The majority of the retained interest balance consists of mortgage
backed securities that have quoted market prices. The majority of tteeedenterests include
mortgagebacked securities that Merrill Lynch expects to sell to investors in the normal course of its
underwriting activity and only a small portion of the retained interests represent residual interests from
subprime mortgage sairitizations.

The following table presents information on retained interests, excluding the offsetting benefit of financial

instruments used to hedge risks, held by Merrill Lynchasof2ume 2007 ari sing from N

residential mortgage loan, municipal bond and other securitization transactions. The
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pre-tax sensitivities of the current fair value of the retained interests to immediate 10% and 20% adverse
changes in assumptioaad parameters are also shown.
(dollars in millions)

Residential
Mortgage Municipal
Loans Bonds Other

stained interest amount $ 8,62¢ $ 1097 $ 56€
eighted average credit losses (rate per annum) 1.8% 0.C% 0.7%
nge 0-8.4% 0.(% 0-3.5%
ipact on fair value of 10% adverse change $ (18¢) $ - $ 4
ipact on fair value of 20% adverse change $ (372 $ - $ (M
eighted average discount rate 9.4% 3.€% 7.5%
ange 0-76.2%% 3.2-8.4% 0-25.1%
ipact on fair value of 10% adverse change $ (309 % 87 $ 9
ipact on fair value of 20% adverse change $ (582 % (15€) $ (18)
eighted average life (in years) 5.C 8.1 2.2
inge 0-29.¢ 0.312.5 0-9.7
eighted average prepayment speed (€PR) 23.5% 34.5% 38.2%
ingé’ 0-50.(% 10.838.¢% 16.092.(%
ipact on fair value of 10% adverse change $ (180 $ - 9 2
ipact on fair value of 20% adverse change $ (300) $ - % @)

CPR=Constant Prepayment Rate

(1) Relates to selesecuritization transactions where assets are prepayable.

The preceding sensitivity analysis is hypothetical and should be used with caution. In particular, the effect
of a variation in a particulassumption on the fair value of the retained interest is calculated independent
of changes in any other assumption; in practice, changes in one factor may result in changes in another,
which might magnify or counteract the sensitivities. Further, chanda# ivalue based on a 10% or 20%
variation in an assumption or parameter generally cannot be extrapolated because the relationship of the
change in the assumption to the change in fair value may not be linear. Also, the sensitivity analysis does
not include the offsetting benefit of financial instruments that Merrill Lynch utilizes to hedge risks,
including credit, interest rate, and prepayment risk, that are inherent in the retained interests. These
hedging strategies are structured to take into coradidarthe hypothetical stress scenarios above such
that they would be effective in principally offse
scenarios occur.

The weighted average assumptions and parameters used initially to valwedretegErests relating to
securitizations that were still held by Merrill Lynch as of J282007 are as follows:

Residential
Mortgage Municipal
Loans Bonds Other
‘edit losses (rate per annum) 1.7% 0.C% 0.7%
eighted average discount rate 9.1% 4.(% 7.2%
eighted average life (in years) 5.1 6.7 2.8
epayment speed assumption (CPR) 23.(% 9.0% 17.2%

CPR=Constant Prepayment Rate

(1) Relates to select securitization transactions where assets are prepayable.

For residential mortgage loan and other securitizationsntiestors and the securitization trust generally
have no recourse to Merrild]l Lynchés other assets
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due. See Not#2 to the Condensed Consolidated Financial Statementgdomiation related to
representations and warranties.

For municipal bond securitization SPEs, in the normal course of dealer maakiety activities, Merrill

Lynch acts as liquidity provider. Specifically, the holders of beneficial interests issundnigipal bond
securitization SPEs have the right to tender their interests for purchase by Merrill Lynch on specified
dates at a specified price. Beneficial interests that are tendered are then sold by Merrill Lynch to investors
through a best efforts rearketing where Merrill Lynch is the remarketing agent. If the beneficial interests
are not successfully remarketed, the holders of beneficial interests are paid from funds drawn under a
standby liquidity letter of credit issued by Merrill Lynch.

In addtion to standby letters of credit, Merrill Lynch also provides default protection or credit
enhancement to investors in securities issued by certain municipal bond securitization SPEs. Interest and
principal payments on beneficial interests issued by {B8B$&es are secured by a guarantee issued by

Merrill Lynch. In the event that the issuer of the underlying municipal bond defaults on any payment of
principal and/or interest when due, the payments on the bonds will be made to beneficial interest holders
from an irrevocable guarantee by Merrill Lynch.

The maximum payout under these liquidity and default guarantees totaled$ihoand $38.2illion

at June29, 2007 and Decemb2®, 2006, respectively. The fair value of the guarantees approximated

$57 million and $16million at June29, 2007 and Decemb2®, 2006, respectively, which is reflected in

the Condensed Consolidated Balance Sheets. Of these arrangemeitiflj@vat June29, 2007 and

$6.9billion at DecembeR9, 2006, represent agreementeere the guarantees are provided to the SPE by

a thirdparty financial intermediary and Merrill Lynch enters into a reimbursement agreement with the
financial intermediary. In these arrangements, if the financial intermediary incurs losses, Merrill Lynch
has up to one year to fund those losses. Additional information regarding these commitments is provided
in Note 12 to the Condensed Consolidated Financial Statements and ia2Nof¢he 2006 Annual

Report.

The following table summarizes the total mijpal amounts outstanding and delinquencies of securitized
financi al assets held in SPEOGS, wh e29e200Mand r i | | Lyn
December9, 2006:

(dollars in millions)

Residential
Mortgage Municipal
Loans Bonds Other

ne 29, 2007
incipal Amount Outstanding $175,16: $21,30¢ $20,02:
:linquencies 6,89¢ - 16
acember29, 2006
incipal Amount Outstanding $124,79! $18,98¢ $33,02¢
slinquencies 3,49: - 10

Net credit losses associated with securitized financial assets for the six months en@&d 200é and
June30, 2006 approximated $118@llion and $45million, respectively.

Mortgage Servicing Rights

In connection with its residential mortgage business, Merrill Lynch may retain or acquire servicing rights
associated with certain mortgage loans that are sold through its securitization activities. These
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loan sale transactions create assets referred to as mortgage servicing rights, or MSRs, which are included
within other assets on the Condensed Consolidated Balance Sheets.

In March 2006 the FASB issued SFAB. 156, which amends SFASo. 140, and requés all separately

recognized servicing assets and servicing liabilities to be initially measured at fair value, if practicable.
SFASNo. 156 also permits servicers to subsequently measure each separate class of servicing assets and
liabilities at fair vale rather than at the lower of amortized cost or market. Merrill Lynch adopted SFAS

No. 156 on Decembe80, 2006. Merrill Lynch has not elected to subsequently fair value those MSRs

held as of the date of adoption or those MSRs acquired or retained afeenie30, 2006.

Retained MSRs are initially recorded at fair value and subsequently amortized in proportion to and over

the period of estimated future net servicing revenues. MSRs are assessed for impairment, at a minimum,

on a quarterly basis. Managemt 6 s esti mates of fair value of MSRs
discounted present value of future cash flows, which consists of projecting future servicing cash flows

and discounting such cash flows using an appropriatedglsted discount rate. Tégvaluations require

various assumptions, including future servicing fees, servicing costs, credit losses, discount rates and
mortgage prepayment speeds. Due to subsequent changes in economic and market conditions, these
assumptions can, and generallylwghange from quarter to quarter.

Changes in Merrild/l Lynchés MSR balance are summar
(dollars in millions)

Carrying Value

ortgage servicing rights, DecembeR9, 2006(fair value is $164) $ 122
Iditions® 45(C
nortization 127
uation allowance adjustments D
herthantemporary impairments -
ortgage servicing rights, June29, 2007(fair value is $517 ) $ 444

(1) Includes MSRs obtained @onnection with the acquisition of First Franklin.

The amount of contractually specified revenues, which are included within managed accounts and other
fee-based revenues in the Condensed Consolidated Statements of Earnings include:

(dollars in millions)

For the Three For the Six
Months Ended Months Ended

June 29, June 29,
2007 2007
srvicing fees $ 92 $16€
cillary and late fees 16 ~3C
tal $10¢ $19¢
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The following table presents Merril!]l Lynchoés key
at June29, 2007 and the pitax sensitivity of the fair values to an immediate 10% and 20% adverse

change in these assptions:

(dollars in millions)

ur value of capitalized MSRs $517
eighted average prepayment speed (CPR) 30.%
Ipact of fair value of 10% adverse change $ (39
ipact of fair value of 20% adverse change $ (54)
eighted average discount rate 17.2%
Ipact of fair value of 10% adverse change $ (10
Ipact of fair value of 20% adverse change $ (20)

The sensitivity analysis above is hypothetical and should be used with caution. In particular, the effect of

a variation in a particulaassumption on the fair value of MSRs is calculated independent of changes in

any other assumption; in practice, changes in one factor may result in changes in another factor, which

may magnify or counteract the sensitivities. Further changes in fairlvaseel on a single variation in

assumptions generally cannot be extrapolated because the relationship of the change in a single

assumption to the change in fair value may not be linear.

Variable Interest Entities

FIN 46R requires an entity to consalig a VIE if that enterprise has a variable interest that will absorb a
majority of the variability of the VIEGOS expected
expected residual returns, or both. QSPEs are a type of VIE that holsdlriastruments and

distributes cash flows to investors based on preset terms. QSPEs are commonly used in mortgage and

other securitization transactions. In accordance with S¥340 and FINA6R, Merrill Lynch does not

consolidate QSPEs. Informatioegarding QSPEs can be found in the Securitization section of this Note

and the Guarantees section in Nb2eto the Condensed Consolidated Financial Statements.

Where an entity is a significant variable interest holder,48Rrequires that entity to disclose its

maximum exposure to loss as a result of its interest in the VIE. It should be noted that this measure does
not reflect Merril!l Lynchés estimate of the actua
doesnot reflect the economic hedges Merrill Lynch enters into to reduce its exposure.
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The following tabl es summar tenan VEeas of Juid, 200yanet h 6 s
DecembeR9, 2006, respectively. The table below does not include information on QSPEs or those VIESs
where Merrill Lynch is the primary beneficiary, and holds a majority of the voting interests in the entity.
(dollars in millions)

Significant Variable Other Involvement
Primary Beneficiary Interest Holder with VIEs

Total Net Recourse Total Total

Asset Asset to Merrill Asset Maximum Asset Maximum

Sizé" Sizé® Lynch® Size Exposure Size" Exposure
ne29, 2007
iX planning VIE® $4,9971 $4,997 $ - $ 48: $ 15 $ - $ -
an and real estate VIES 4,547 3,69¢ - 28t 22C - -
Jaranteed and other furftls 2,46( 1,93: 54( 6,651 6,651 - -
‘edit linked note and other VI&s 1,05¢ 1,05:¢ - - - 35,97t 1,39(
acember29, 2006
1X planning VIES $ -% - % - $ 48: $ 15 $ - $ -
)an and real estate VIEs 4,26 3,78 - 27¢ 182 - -
Jaranteed and other furftls 2,47¢ 1,91 564 6,15¢ 6,142 - -
edit linked note and other VI&s 748 747 30z - - 13,28¢ 927

(1) The maximum exposure for tax planning VIEs reflects the fair value of investments in the VIEs and deri
entered into with the VIEs, as well as the maximum exposure to loss assetlatedemnifications made by
Merrill Lynch to investors in the VIEs.

2)The maxi mum exposure for guaranteed and other
derivatives entered into with the VIEs if they are in an asset positidmay recourse beyond the assets of t
entity.

(3) The maximum exposure for Cretlitked note and other VIEs is the fair value of the derivatives entered in
with the VIEs if they are in an asset position.

(4) This column reflects thietal size of the assets held in the VIE.

(5) This column reflects the size of the assets held in the VIE after accounting for intercompany eliminatior
any balance sheet netting of assets and liabilities as permitted b§3IN

(6) This column reflects the extent, if any, to which investors have recourse to Merrill Lynch beyond the as:
in the VIE.
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Note 7. Loans, Notes, Mortgages and Related Commitments to Extend Credit

Loans, notes, mortgages and related commitments to extend credit 20,J8087 and Decemb2®,
2006, are presented below. This disclosootudes commitments to extend credit that, if drawn upon,
will result in loans held for investment or loans held for sale.

(dollars in millions)

Loans Commitments®

June29, Dec.29, June?29, Dec.29,
2007 2006 20072® 2006%

nsumer:
Jrtgages $18,86f $18,34¢ $ 8,05¢ $ 7,747
her 5,327 4,22¢ 1,141 547
ymmercial and small and middle-market business:
xcured 39,69¢ 42,61( 80,51¢ 46,30°
1secured investment grade 4 99¢ 2,87( 25,58: 30,56¢
1secured noimvestment grade 2,015 2,40z 2,93¢ 9,01t
nall and middlemarket business 2,99¢ 3,05k 2,41( 2,18¢
73,90 73,507 120,64( 96,37(
lowance for loan losses (435) (47¢) - -
xserve for lendingelated commitments - - (499 (387)
ital, net $73,46f $73,02¢ $120,14. $95,98¢

(1) Commitments are outstanding as of the date the commitment letter is issued and are comprised of clos
contingent commitments. Closed commitments represent the unfunded pagtitsting commitments availak
for draw down. Contingent commitments are contingent on the borrower fulfilling certain conditions or u
particular event, such as an acquisition. A portion of these contingent commitments may be syndicated
other lenders or replaced with capital markets funding.

(2) See Notd.2 to the Condensed Consolidated Financial Statements for a maturity profile of these commiti

(3) In addition to the loan origination commitments included in the table alad\deine29, 2007, Merrill Lynch
entered into agreements to purchase $lbn of loans that, upon settlement of the commitment, will be
classified in loans held for investment and loans held for sale. Similar loan purchase commitments total
$1.2billion at DecembeR9, 2006. See Nof to the Condensed Consolidated Financial Statements for
additional information.

Activity in the allowance for loan losses is presented below:
(dollars in millions)

Six Months Ended
June 29, June 30,

2007 2006
lowance for loan losses, at beginning of period $47¢ $40¢€
ovision for loan losses 11 74
rargeoffs (43 (26)
xcoveries 9 7
3t chargeoffs (34) (19
hef? (20 2
lowance for loan losses, at end of period $43E $46¢

(1) Other activity for the sixnonths ended Jurg9, 2007 primarily relates to the deconsolidation of two VIES
during the second quarter of 2007.
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Consumer loans, which are substalhfisecured, consisted of approximately 226, @@vidual loans at
June29, 2007, and included residential mortgages, home equity loans, and other loans to individuals for
household, family, or other personal expenditures. Commercial loans, whichedwgiapproximately

7,000 separate loans, include corporate and institutional loans, commercial mortgagbsasasse@ns,

small and middlemarket business loans, and other loans to businesses. The principal balanee of non
accrual loans was $258illion at June9, 2007 and $208illion at DecembeR9, 2006. The investment
grade and noinvestment grade categorization is determined using the credit rating agency equivalent of
internal credit ratings. Neimvestment grade counterparties are those ratedrithan BBB. In some

cases Merrill Lynch enters into credit default swaps to mitigate credit exposure related to funded and
unfunded commercial loans. The notional value of these swaps totaled#idland $10.Jillion at

June29, 2007 and Decemb2®, 2006, respectively. For information on credit risk management see

Note6 of the 2006 Annual Report.

The above amounts include $22i8ion and $18.&illion of loans held for sale at Ju@8, 2007 and
DecembeR9, 2006, respectively. Loans hétit sale are loans that management expects to sell prior to
maturity. At June29, 2007, such loans consisted of $8illon of consumer loans, primarily automobile
loans and residential mortgages, and $bal@n of commercial loans, approximately 37%wvehich are

to investment grade counterparties. At Decen@8e2006, such loans consisted of $ildon of

consumer loans, primarily automobile loans and residential mortgages, andi$ibh 2f commercial

loans, approximately 38% of which are toéstment grade counterparties.

For additional information on loans, notes and mortgages, see Nates8 of the 2006 Annual Report.

Note 8. Goodwill and Other Intangibles

Goodwill

Goodwill is the cost of an acquired company in excess of thedle of identifiable net assets at

acquisition date. Goodwill is tested annually (or more frequently under certain conditions) for impairment
in accordance with SFANo0. 142,Goodwill and Other Intangible Assetderrill Lynch has reviewed the
carryingamount of goodwill reported in the Condensed Consolidated Balance Sheets and has determined
that there was no impairment related to any period presented.

The following table sets forth the changusisessin the
segment, for the six months ended J28e2007:

(dollars in millions)

GMI GWM Total

Yodwill:

:cember29, 2006 $1,907 $30z $2,20¢
Yodwill acquire® 99¢ - 99¢
anslation adjustment and other 3r 2 38
ne 29, 2007 $2,94: $304  $3,247

(1) GMI activity primarily relates to goodwill acquired in connection with the acquisition of First Franklin.

Other Intangible Assets

Other intangible assets consist primarily of customer lists. Other intangible assets are tested annually (or
more frequently under certain conditions) for impairment in accordance with SBAISI4,
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Accountingfor the Impairment or Disposal of Lorigved Assetsand are amortized over their respective
estimated useful lives.

The gross carrying amounts of other intangible assets werendiBit® and $32Imillion as of June9,
2007 and Decemb@9, 2006, respectely. Accumulated amortization of other intangible assets
amounted to $11illion and $73million at June29, 2007 and Decemb2®, 2006, respectively.
Amortization expense for the three months ended 2@n2007 and Jurg0, 2006 was $2aillion and
$11million, respectively. Amortization expense for the six months ended2lyr2007 and Jur0,

2006 was $43nillion and $22million, respectively.

Note 9. Borrowings and Deposits

ML& Co. is the primary i s mstrement Forlacdl tax ooréguldaryr r i | | L
reasons, debt is also issued by certain subsidiaries.

Total borrowings at Jun29, 2007 and Decemb@2®, 2006, which is comprised of shtetrm borrowings,

long-term borrowings and junior subordinated notetafed to trust preferred securities), consisted of the

following:

(dollars in millions)

June29, Dec.29,

2007 2006
:nior debt issued by M& Co. $142,86° $115,47:
nior debt issued by subsidiar@esguaranteed by MI& Co. 29,38t  26,66¢
ibordinated debt issued by MLCo. 10,46¢ 6,42¢
ructured notes issued by MLCo. 36,07F  25,46¢
ructured notes issued by subsidiaéieguaranteed by M Co. 10,61: 8,34¢
nior subordinated notes (related to trust preferred securities) 4,40: 3,81:
her subsidiary financing not guaranteed by M& Co. 2,05( 4,31¢
‘her subsidiary financingg nonrrecourse 14,62 12,81
ital $250,48: $203,32:

Borrowing activities may create exposure to market risk, most notably interest rate, equity, commodity
and currency risk. Refer to Noiteto the Condensed Consolidated Financial Statements, Derivatives
section, for additional information on the use of datives to hedge these risks and the accounting for
derivatives embedded in these instruments. Other subsidiary findhcimagyrecourse is primarily
attributable to consolidated entities that are VIEs. Additional information regarding VIEs is provided in
Note6 to the Condensed Consolidated Financial Statements.
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Borrowings and Deposits at Jug®, 2007 and Decemb2®, 2006, are presented below:
(dollars in millions)

June?29, Dec.29,

2007 2006

1ort-term borrowings

ymmercial paper $ 9,67¢ $ 6,357
omissory notes 3,45(C -
:cured shoiterm borrowings 2,93¢ 9,80(
her unsecured sheterm borrowings 3,99¢ 1,95:%
ital $ 20,06« $ 18,11(
ng-term borrowings®

xedrate obligationd® $ 87,99t $ 58,36¢
wriablerate obligationd“ 135,81: 120,79:
'ro-coupon contingent convertible debt (LYOWs 2,21( 2,24(
ital $226,01¢ $181,40(
2posits

S. $ 59,317 $ 62,29¢
n U.S. 23,48:  21,83(
ital $ 82,80: $ 84,12

(1) Excludes junior subordinatembtes (related to trust preferred securities).

(2) Fixedrate obligations are generally swapped to floating rates.

(3) Variable interest rates are generally based on rates such as LIBOR, the U.S. Treasury Bill RatEedethé
Funds Rate.

(4) Included are various equitynked or other indexed instruments.

At June29, 2007, longerm borrowings, including adjustments related to fair value hedges and various

equitylinked or other indexed instrumentsature as follows:

(dollars in millions)

'ss than Year $ 45127 2%
-2years 4577  2C
-3years 28,63¢ 13
-4 years 16,14( 7
-5 years 27,908 12
‘eater than years 62,43¢ 28
ital $226,01t 10(%

Certain longterm borrowing agreements contain provisions whereby the borrowings are redeemable at
the option of the holder at specified dates prior to maturity. These borrowings are reflected in the above
table as maturing at their put dates, rather thaim contractual maturities. Management believes,

however, that a portion of such borrowings will remain outstanding beyond their earliest redemption date.
A limited number of notes whose coupon or repayment terms are linked to the performanceuod debt
equity securities, indices, currencies or commodities may be accelerated based on the value of a
referenced index or security, in which case Merrill Lynch may be required to immediately settle the
obligation for cash or other securities. Refer to Noté the 2006 Annual Report, Embedded Derivatives
section for additional information.


http://cfdocs.bbwebds.bloomberg.com:27638/pub/edgar/2007/08/03/0000950123-07-010810/y37733e10vq.htm#tocpage

40




Table of Contents

Except for the $2.Billion of aggreate principal amount of floating rate zezoupon contingently
convertible liquid “@)ettdadoptveor BWA ssenprthhdd 9Nsat Ju
subordinated debt obligations issued by BIICo. and senior debt issued by subsidiaries arzdlanteed

by ML & Co. do not contain provisions that could, upon an adverse changeéMCo . 6 s credi t r
financial ratios, earnings, cash flows, or stock price, trigger a requirement for an early payment, additional
collateral support, changes intes, acceleration of maturity, or the creation of an additional financial

obligation. See Not8 of the 2006 Annual Report for additional information regarding conditions

surrounding LYONS conversion.

The fair values of longerm borrowings and relatégtdges approximated the carrying amounts at

June29, 2007 and Decemb28, 2006.

The effective weightedverage interest rates for borrowings at #2007 and Decemb28, 2006

were:

June 29, Dec.29,

2007 2006
1ortterm borrowings 4.66% 5.15%
ing-term borrowings, contractual rate 4.5 4.2:
nior subordinated notes (related to trust preferred securities) 6.8: 7.02

See Noté of the 2006 Annual Report for additional information on Borrowings.

Merrill Lynch also obtains standby letters of credit from issuing banks to satisfy various counterparty
collateral requirements, in lieu of depositing cash or securities collateral. Such standby letters of credit
aggregated $1 Million and $2.%illion at June29, 2007 and Decemb2®, 2006, respectively.

Note 10. Comprehensive Income

The components of comprehensive income are as follows:

(dollars in millions)

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2007 2006 2007 2006
3t earnings $2,13¢ $1,63:¢ $4,297 $2,10¢
‘her comprehensive income/(loss), net of tax:
yreign currency translation adjustment 6C (42 24 (44)
2t unrealized losses on investment securities
availablefor-sale (82 (107) (24) (175
sferred gains/(losses) on cash flow hedges (23) 1 (27) -
xfined benefit pension and postretirement plans 5 1 9 1
ital other comprehensive loss, net of tax _ (40 (149 (18) (21¢)
ymprehensive income $2,09¢ $1,48¢ $4,27¢ $1,89(
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Note11.St ockhol dersdé6 Equity and Earnings Per Share
The following table presents the computations of basic and diluted EPS:
(dollars in millions, except per share amounts)

Three Months Ended Six Months Ended

June29, June30, June?29, June30,
2007 2006 2007 2006

3t earnings $ 2,13¢$ 163 % 4,297 $ 2,10¢
eferred stock dividends (72) (45) (124) (88)
3t earnings applicable to common shareholdeffsr basic

EPS $ 2067 $ 158 % 4,17 $ 2,02
:erest expense on LYOR - - - 1
3t earnings applicable to common shareholdeffsr diluted

EPS $ 2,067 % 158 % 4,17 $ 2,021
1ares in thousands)

eightedaverage basic shares outstan@ding 833,80 885,37. 837,55. 884,55
fect of dilutive instruments:

nployee stock optiofis 39,71 40,08¢ 40,82¢ 42,57
\CAAP share? 20,73¢ 21,46( 20,48 21,26:
sstricted shares and ufits 24,42¢ 2597¢ 23,08: 27,70¢
nvertible LYONS™ 4,64~ 41t 4,81¢ 1,09(
3PP sharé&s 9 9 12 13
lutive potential common shares 89,52¢ 87,95, 89,227 92,65(
luted Share8 923,33( 973,32« 926,77¢ 977,20!
1sic EPS $ 246$ 17¢$ 498 $ 2.2¢
luted EPS 2.24 1.6z 4.5(C 2.07

(1) See Not® of the 2006 Annual Report for additional information on LYONs
(2) Includes shares exchangeable into common stock.
(3) See Notd4 of the 200&nnual Report for a description of these instruments.
(4) Excludes 243 thousand for the three month period ended2lyr#d07, 281 thousand for the six month peri

ended Jun@9, 2007, and 3#&illion of instruments for the three and six morksiods ended Jung0, 2006,

that were considered antidilutive and thus were not included in the above calculations.
During the second quarter of 2007, Merrill Lynch repurchd$e@imillion common shares at an average
repurchase price of $90.90 per share. The Board of Directors authorized the repurchase of an additional
$6bi Il Il i on of Merrill Lynchés outstandi ng0, 200/ mmo n
On Mard 20, 2007, Merrill Lynch issued $1t8llion in aggregate principal amount of floating rate, non
cumulative, perpetual preferred stock.
Note 12. Commitments, Contingencies and Guarantees
Litigation
Merrill Lynch has been named as a defendant in various legal actions, including arbitrations, class
actions, and other litigation arising in connection with its activities as a global diversified financial
services institution.
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Some of the legal actions include claims for substantial compensatory and/or punitive damages or claims
for indeterminate amounts of damages. In some cases, the issuers thaithemtise be the primary
defendants in such cases are bankrupt or otherwise in financial distress. Merrill Lynch is also involved in
investigations and/or proceedings by governmental andesglfatory agencies.

Merrill Lynch believes it has strong aefses to, and where appropriate, will vigorously contest, many of
these matters. Given the number of these matters, some are likely to result in adverse judgments,
penalties, injunctions, fines, or other relief. Merrill Lynch may explore potential settterefore a case

is taken through trial because of the uncertainty, risks, and costs inherent in the litigation process. In
accordance with SFANo. 5, Accounting for ContingencieMerrill Lynch will accrue a liability when it

is probable that a liabijithas been incurred and the amount of the loss can be reasonably estimated. In
many lawsuits and arbitrations, including almost all of the class action lawsuits, it is not possible to
determine whether a liability has been incurred or to estimate thatdtiom minimum amount of that

liability until the case is close to resolution, in which case no accrual is made until that time. In view of
the inherent difficulty of predicting the outcome of such matters, particularly in cases in which claimants
seek subtantial or indeterminate damages, Merrill Lynch cannot predict what the eventual loss or range
of loss related to such matters will be. Merrill Lynch continues to assess these cases and believes, based
on information available to it, that the resolutidrifeese matters will not have a material adverse effect

on the financial condition of Merrill Lynch as set forth in the Condensed Consolidated Financial
Statement s, but may be material to Merril!]l Lynché
period and may impactM& Co. 6s credit ratings.

Commitments

AtJune29, 2007, Merril!/l Lynchés commitments had the
(dollars in millions)

Commitment expiration

Less than Over

Total lyear 1-3years 3-5years 5years
ymmitments to extend credit $120,64( $72,25: $12,28° $25,027 $11,07¢
Irchasing and other commitments 13,69( 10,30¢ 90C 681 1,80¢
Jerating leases 3,97¢ 607 1,15¢ 94¢ 1,26:
ymmitments to enter into resale
agreements 10,46¢ 10,46¢ - - -
tal $148,77: $93,63: $14,34: $26,65¢ $14,14:

(1) See Noté& to the Condensed Consolidated Financial Statements.

Lending Commitments

Merrill Lynch primarily enters into commitments to extend crgaliédominantly at variable interest

rates, in connection with corporate finance, corporate and institutional transactions abhdsesset

lending transactions. Clients may also be extended loans or lines of credit collateralized by first and
second mortgageon real estate, certain liquid assets of small businesses, or securities. These
commitments usually have a fixed expiration date and are contingent on certain contractual conditions
that may require payment of a fee by the counterparty. Once commitanermtsawn upon, Merrill Lynch
may require the counterparty to post collateral depending upon creditworthiness and general market
conditions. See Note to the Condensed Consolidated Financial Statements for additional information.
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The contractual amounts of these commitments represent the amounts at risk should the contract be fully
drawn upon, the client defaults, and the value of the existing collateral becomes worthless. The total
amount of outstanding commitmennay not represent future cash requirements, as commitments may
expire without being drawn upon.

Purchasing and Other Commitments

In the normal course of business, Merrill Lynch enters into institutional and rangiimg transactions,

some of whib are on a committed basis, but most of which are not. Margin lending on a committed basis
only includes amounts where Merrill Lynch has a binding commitment. These binding margin lending
commitments totaled $454illion at June29, 2007 and $78@&illion at Decembel9, 2006.

Merrill Lynch had commitments to purchase partnership interests, primarily related to private equity and
principal investing activities, of $1Hillion and $928mnillion at June29, 2007 and Decemb2#®, 2006,
respectively. MerrilLynch also has entered into agreements with providers of market data,
communications, systems consulting, and other offit&ted services. At Jur2®, 2007 and

DecembeR9, 2006, minimum fee commitments over the remaining life of these agreements teghrega
$272million and $357million, respectively. Merrill Lynch entered into commitments to purchase loans

of $8.1billion (which upon settlement of the commitment will be included in trading assets, loans held

for investment and loans held for sale) atel2®, 2007. Such commitments totaled $1ilBon at

DecembeR9, 2006. Other purchasing commitments amounted tofiBeh and $2.1billion at June29,

2007 and Decemb@9, 2006, respectively. Included in other purchasing commitments a29uae07

was $1.&illion related to the definitive agreement with First Republic Bank to acquire all of its

outstanding common shares.

Leases

As disclosed in Noté&2 of the 2006 Annual Report, Merrill Lynch hexstered into various

noncancellable lonterm lease agreements for premises that expire through 2024. Merrill Lynch has also
entered into various noncancellable sHeri lease agreements, which are primarily commitments of

less than one year under equignhleases.

On Jun€l9, 2007, Merrill Lynch sold its ownership interest in Chapterhouse Holdings Limited, whose
primary asset is Merrildl Lynch&s milian.nvigrdlilbynéhe adquar t
leased the premises back for an initexht of 15years under an agreement which is classified as an
operating lease. The leaseback also includes renewal rights extending significantly beyond the initial
term. The sale resulted in a gex gain of approximately $37aillion which was deferredral is being
recognized over the lease term as a reduction of occupancy expense.

Guarantees

The derivatives in the following table meet the accounting definition of a guaranteeQuader ant or 6 s
Accounting and Disclosure Requirements@ararantees, Including Indebtedness of Otlfers F4 GN\o )

and include certain written options and credit default swaps that contingently require Merrill Lynch to
make payments based on changes in an underlying. Because the maximum exposure to loss could be
unlimited for certain derivatives (e.g., interest rate caps) and the maximum exposure to loss is not
considered when assessing the risk of contracts, the notional value of these contracts has been included to
provide information about the magnitude of Merti Lynchdés i nvol vement with t

44


http://cfdocs.bbwebds.bloomberg.com:27638/pub/edgar/2007/08/03/0000950123-07-010810/y37733e10vq.htm#tocpage

Table of Contents

transactions. Merrill Lynch records all derivative instruments at fair value on its Condensed Consolidated
Balance Sheets.

The liquidity facilities and default facilitis in the following table relate primarily to municipal bond
securitization SPEs and Merrill Lyneponsored asseta c ked commer ci al paper con
Merrill Lynch acts as liquidity provider to municipal bond securitization SPEs. As of2yaé07, the

value of the assets held by the SPE plus any additional collateral pledged to Merrill Lynch exceeds the
amount of beneficial interests issued, which provides additional support to Merrill Lynch in the event that
the standby facility is drawn. A June29, 2007, the maximum payout if the standby facilities are drawn
was $39.dillion and the value of the municipal bond assets to which Merrill Lynch has recourse in the
event of a draw was $42llion. In certain instances, Merrill Lynch alsoopides default protection in
addition to liquidity facilities. If the default protection is drawn, Merrill Lynch may claim the underlying
assets held by the SPEs. As of JA8e2007, the maximum payout if an issuer defaults wask#iich,

and the valuef the assets to which Merrill Lynch has recourse, in the event that an issuer of a municipal
bond held by the SPE defaults on any payment of principal and/or interest when due, \bdkdb0.B

addition, Merrill Lynch has established three Conduits laolds a variable interest in these Conduits.

These variable interests represent Billgn of liquidity facilities and $600nillion of credit facilities.

The maximum exposure to loss for these three facilities combined isk$ilibr2and assumes attd loss

on a portfolio of highly rated assets. For additional information on these facilities, seE2Naftethe

2006 Annual Report and Noéeto the Condensed Consolidated Balance Sheets.

In addition, Merrill Lynch provides guarantees to counterpaiiti the form of standby letters of credit.

Merrill Lynch holds marketable securities of $59illion as collateral to secure these guarantees.

Further, in conjunction with certain princigatotected mutual funds, Merrill Lynch guarantees the return

of the initial principal investment at the termination date of the fund. Atdupae 200 7, Mer rill
maximum potential exposure to loss with respect to these guarantees isifioB4assuming that the

funds are invested exclusively in other genaraéstments (i.e., the funds hold no rske assets), and

that those other general investments suffer a total loss. As such, this measure significantly overstates
Mer ril | Lynchoés expo92087. These teanxsactonstmetdhe ERBS149 at June
definition of derivatives and, as such, were carried as a liability with a fair valuenafli®h at June29,

2007.

Merrill Lynch also provides indemnifications related to the thS treatment of certain foreign tax

planning transactions HE maximum exposure to loss associated with these transactions 29,J2667

is $165million; however, Merrill Lynch believes that the likelihood of loss with respect to these
arrangements is remote.

These guarantees and their expiration at 2902007 are summarized as follows:

(dollars in millions)

Maximum

Payout Less than Over Carrying

Notional 1 year 1-3years 3*-5years 5 years Value
srivative contract8 $2,993,61. $762,36¢ $549,63! $538,70: $1,142,90°  $66,33(
juidity and default facilities with
SPE® 62,60¢ 57,81¢ 4,04¢ 137 607 70
ssidual value guarantégs 1,00¢ 70 41C 12¢ 40¢€ 15
andby letters of credit and other
guaranteed 5,89¢ 1,86¢ 92C 1,26¢ 1,84¢ 24
(1) As noted above, the notional value of derivative contracts is provided rather than the maximum payout

although the notional value should not be cons

contracts.
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(2) Amounts relate primarily to facilities provided to municipal bond securitization SPEs anebasked
commercial paper conduits sponsored by Merrill Lynch. Includesidillidn of guarantees provided to SPEs
third-party financial institutions where Merrill Lynch has agreed to reimburse the financial institution if Ic
occur, and has up to one year to fund losses.
(3) Includes residual valuguarantees associated with the Hopewell campus and aircraft leases ofnfiB@2.
(4) Includes reimbursement agreements with the Mortgag®' péfigram, guarantees related to principal
protectedmutual funds, and certain indemnifications related to foreign tax planning strategies.
In connection with certain asset sales and securitization transactions, Merrill Lynch typically makes
representations and warranties aldbatunderlying assets conforming to specified guidelines. If the
underlying assets do not conform to the specifications, Merrill Lynch may have an obligation to
repurchase the assets or indemnify the purchaser against any loss. To the extent thesgeassets w
originated by others and purchased by Merrill Lynch, Merrill Lynch seeks to obtain appropriate
representations and warranties in connection with its acquisition of the assets. For residential mortgage
loan and other securitizations, the maximum po&¢atinount that could be required to be repurchased is
the current outstanding asset balance. The liability recorded for losses under these arrangements was
approximately $9@nillion at June29, 2007. In all other arrangements, no liability is carriedén th
Condensed Consolidated Balance Sheets because Merrill Lynch believes the potential for loss is remote.
See Notel2 of the 2006 Annual Report for additional information on guarantees.

Note 13. Employee Benefit Plans

Merrill Lynch provides pension and other postretirement benefits to its employees worldwide through

defined contribution pension, defined benefit pension, and other postretirement plans. These plans vary
based on the country and local practices. Merritidtyreserves the right to amend or terminate these

plans at any time. Refer to Ndt8 of the 2006 Annual Report for a complete discussion of employee

benefit plans.

Defined Benefit Pension Plans

Pension cost for the three and six months ended2Ziri#007 and Jur@ 0, 2006, f or Mer ri |
defined benefit pension plans, included the following components:

(dollars in millions)

Three Months Ended

June 29, 2007 June 30, 2006

U.S. Non-U.S. U.S. Non-U.S.

Plans  Plans Total Plans Plans Total
yrvice cost $ - $7 $7%$ - $7 $ 7
‘erest cost 24 20 44 24 15 39
(pected return on plan assets (29 (20) (49 (28 (15) (43
nortization of net (gains)/losses, prior service casis
other o 8 7 _- 5 5
ital defined benefit pension cost $(6) $15 $9%@1@ $12 $ 8
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(dollars in millions)

Six Months Ended

June 29, 2007 June 30, 2006

U.S. Non-U.S. U.S. Non-U.S.

Plans  Plans Total Plans  Plans Total
srvice cost $ - $14 $14 ¢ - $14 $14
‘erest cost 48 4C 88 48 31 79
(pected return on plan assets (59) (39 (97) (56) (30 (86)
nortization of net (gains)/losses, prior service costs
other @ 18 18 - 9 9
ital defined benefit pension cost $(12) $3C $18 $ (8 $24 $ 16

Merrill Lynch disclosed in its 2006 Annual Report that it expected to payriidn of benefit payments
to participants in the U.®on-qualified pension plan and Merrill Lynch exped to contribute
$70million to its norU.S. defined benefit pension plans in 2007. Merrill Lynch does not expect
contributions to differ significantly from amounts previously disclosed.

Postretirement Benefits Other Than Pensions

Other postretirem# benefit cost for the three and six months ended 2802007 and Juri&0, 2006,
included the following components:

(dollars in millions)

Three Months Endec Six Months Ended
June 29, June 30, June 29, June 30,

2007 2006 2007 2006
srvice cost $1 $2 $3 $4
‘erest cost 4 4 8 8
nortization of net (gains)/losses, prior service costs anc
other (€Y 2 ) )
ital other postretirement benefits cost $4 $4 $8 $9

Approximately 90% of the postretirement benefit cost components for the period relate to the
U.S.postretirement plan.
Note 14.Income Taxes

Merrill Lynch adopted FINI8 effective the beginning of the firgtiarter of 2007 and recognized a

decrease to beginning retained earnings and an increase to the liability for unrecognized tax benefits of
approximately $66nillion.

The total amount of unrecognized tax benefits as of the damboption of FINA8 was approximately
$1.5billion. Of this total, approximately $1Million (net of federal benefit of state issues, competent
authority and foreign tax credit offsets) represents the amount of unrecognized tax benefits that, if
recognizedwould favorably affect the effective tax rate in future periods.

Merrill Lynch paid an assessment to Japan in 2005 for the fiscal yearsl Apgi®8 through MarcB1,

2003, in relation to the taxation of income that was originally reported in oftidigtions. During
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the third quarter of 2005, Merrill Lynch started the process of obtaining clarification from international

tax authorities on the appropriate allocation of income among multiple jurisdictipnsvient double

taxation. In addition, Merrill Lynch filed briefs with the U.Bax Court in 2005 with respect to a tax case,

which had been remanded for further proceedings in accordance with a 2004 opinion of Geud.&f

Appeals for the Second CintuThe U.S.Court of Appeals affirmed the initial adverse conclusion of the

U.S.Tax Court rendered in 2003 against Merrill Lynch, with respect to a 1987 transaction. ThexJ.S.

Court has yet to issue a decision on this remanded matter, and it iumasitio when a decision will be

rendered. The unrecognized tax benefits with respect to this case and the Japanese assessment, while paid,
have been included in the $hilion and the $1.®illion amounts above.

Merrill Lynch recognizes the accruafl interest and penalties related to unrecognized tax benefits in

income tax expense. Interest and penalties accrued as of the beginning of the year were approximately
$107million.

Mer ril | Lynch is under exami natoi)omnhdy otttheerl ntaexr raau
countries including Japan and the United Kingdom, and states in which Merrill Lynch has significant

business operations, such as New York. The tax years under examination vary by jurisdiction. The IRS

audits are in progredsr the tax years 2002006. The IRS audits for the 2004 and 2005 tax years are

expected to be completed in 2008. Japan tax authorities have completed audits through the tax year ended
March31, 2003. I n the United Ki ngntbanbegudthe auditéof e st y o s
2005. New York State and New York City audits have commenced for the year@@UR12

Merrill Lynch does not anticipate that unrecognized tax benefits will significantly change within

12 months of the reporting date.

Note 15. Regulatory Requirements

Effective January , 2005, Mer ril |l Lynch became a consolidat
the SEC. As a CSE, Merrill Lynch is subject to graude supervision, which requires Merrill Lynch to

compute allowable gatal and risk allowances on a consolidated basis. Merrill Lynch is in compliance

with applicable CSE standards.

Certain U.Sand norU.S. subsidiaries are subject to various securities, banking, and insurance

regulations and capital adequacy requiraim@nomulgated by the regulatory and exchange authorities of

the countries in which they operate. These regulatory restrictions may impose regulatory capital

requirements and limit the amounts that these subsidiaries can pay in dividends or advanék to Merr
Lynch. Merrill Lynchoés principal regulated subsid
Securities Regulation

As a registered broketealer, Merrill Lynch, Pierce, Fenn&r Smi t h | ncor por ated ( AiML
subject to the net capital requirements of RlBe3-1 under t he Securities Exchal
Rul ed) . Under the alternative method permitted by
shall be the greater of 2% of aggregate debit ite
$500million. AtJune2 9, 2007, MLPF&SO6s r egmniillioawas appgroximately capi t a
15.1% of ADI, and its regulatory net capital in excess of the minimum required was #8l4oi
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As a futures commission merchant, MLPF&S is also subject to the capital requirements of the
Commodity Futures Trading Commission (ACFTCO0), wh
be less than 8% of the total customer risk margin requiremend¥usf the total nortustomer risk

margin requirement. MLPF&S substantially exceeds both standards.

Mer ril | Lynch International (AMLI 0), a U.K. regul
of the Financi al S e nandiakrescurces,uas defmed| musgt exCepdrie fotal) . Fi
financial resources requirement set by the FSA. At2uBe, 2007, MLI1 6s financial r

$17,275million, exceeding the minimum requirement by $1,888ion.

Merrill Lynch Government Securdgis | nc. ( AMLGSI| 0) , Goavernment secarntigs,isd e al er
subject to the capital adequacy requirements of the Government Securities Act of 1986. This rule requires
dealers to maintain liquid capital in excess of market and credit risk, asdidiin20% (a 1-o-1

capitatto-risk standard). AtJun2 9, 2007, MLGSI 6 s nhilioqwas 275.0e0pits t a | of
total market and credit risk, and liquid capital in excess of the minimum required was |40

Merrill Lynch Japan Secr i t i es Co. L t -Hased (eguMted b®kdraler, ia subfjextgoa n
capital requirements of the Japanese Financi al Se
exceed 120% of the total risk equivalents requirement of the JFSA.é2Jan 200 7, MLJS®s ne
was $1,476nillion, exceeding the minimum requirement by $7&Qion.

Banking Regulation

Mer ril |l Lynch Bank USHhartefed intdudiibl Bahlg regulated byathe Fedardl
Deposit I nsurabkceéeéooapodrtbhe ot aqié of Utah Departm
(AUTDFI 0) . MeMiuudtCo .L,y nkchBFBRaBndKL BiTs a full service t

regul ated by the Office of Thrift SuperBothsi on (fAO
MLBUSA and MLBT-FSB are required to maintain capital levels that at least equal minimum capital

levels specified in federal banking laws and regulations. Failure to meet the minimum levels will result in
certain mandatory, and possibly additionatditionary, actions by the regulators that, if undertaken,

could have a direct material effect on the banks. The following table illustrates the actual capital ratios

and capital amounts for MLBUSA and MLBASB as of Jun29, 2007.

(dollars in millions)

MLBUSA MLBT -FSB

Well
Capitalized Actual Actual Actual Actual
Minimum Ratio  Amount Ratio  Amount

ar 1 leverage 5% 9.04%  $5,36¢ 8.87%  $1,08¢
ar 1 capital 6% 9.18% 5,36¢ 10.39¥% 1,08¢
ital capital 10% 10.72% 6,262 14.74% 1,54¢

As a result of its ownership of MLBFSB, ML & Co. is registered with the OTS as a savings and loan

hol ding company (ASLHCO0) and subject to &€gul ati o
is classified as a unitary SLHC, and will continue tsbelassified as long as it and MLBISB

continue to comply with certain conditions. Unitary SLHCs are exempt from the material restrictions

imposed upon the activities of SLHCs that are not unitary SLHCs. SLHCs other than unitary SLHCs are
generally protbited from engaging in activities other than conducting business as a savings association,
managing or controlling savings associations, providing services to subsidiaries or engaging in activities
permissible for bank holding companies. Should &Co. fal to continue to
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qualify as a unitary SLHC, in order to continue its present businesses that would not be permissible for a
SLHC, ML & Co. could be required to divest control of MLE-SB.

Merrill Lynch Internato n a | Bank Li mit e dbagedirdyulatesi dank, is sulnjectltorthe| a n d
capital requirements of the Financial Regulator of Ireland. MLIB is required to meet minimum regulatory
capital requirements under t he Bantedimplrelandbythai on ( AE
Financial Regulator. At Juriz 9 , 2007, MLI B6s capital rati o was aboc
11.4% and its financial resources were $8,8l8on, exceeding the minimum requirement by

$1,047million.

Note 16. Acquisitions

During the third quarter of 2006, Merrill Lynch announced an agreement to acquire the First Franklin
mortgage origination franchise and related servicing platform from National City Corporation for

$1.3billion. First Franklin originates neprime residatial mortgage loans through a wholesale network.

The First Franklin acquisition was completed at the beginning of the fiscal first quarter of 2007 and the

results of operations for the three andmienths ended Jur®9, 2007 are included in GMI.

On January29, 2007, Merrill Lynch announced that it had entered into a definitive agreement with First
Republic Bank (AFirst Republicd) to acquire al/l 0
exchange for a combination of cash and stock for atratasaction value of $11llion. First Republic is

a private banking and wealth management firm focused onnlgighorth individuals and their

businesses. The transaction is expected to close in the third quarter of 2007, pending necessary regulatory
approval. The shareholders of First Republic approved this transaction on July 26, 2007. The results of
operations of First Republic will be included in GWM.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Merrill Ly&clBo., Inc.:

We have reviewed the accompanying condensed consolidated balance sheet of Merrél Cynchnc.

and subsidiaries ( R8200% and the rdlajed cord@éhgensalisiated $tatedhents e
of earnings for the thremonth and sixmonth periods ended Jug@, 2007 and Jur0, 2006, and of

cash flows for the sixnonth periods ended Ju@8, 2007 and Jur@0, 2006. These interim financial
statements are the respongibily of Mer r i | | Lynchdés management .
We conducted our reviews in accordance with the standards of the Public Company Accounting
Oversight Board (United States). A review of interim financial information consists principally of

applying analytical procedes and making inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an audit conducted in accordance with the standards of the
Public Company Accounting Oversight Board (United States), the objedtiwkich is the expression of

an opinion regarding the financial statements taken as a whole. Accordingly, we do not express such an
opinion.

Based on our reviews, we are not aware of any material modifications that should be made to such
condensed contidated interim financial statements for them to be in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Notels 3 and 14 to the condensed consolidated interim financial statements, in 2007
Merrill Lynch adopted Statement of Financial Accounting Standard4 Nio7Fair Vialue

Measuremend, St at ement of Fi nancl@ad%Thekf@ird/alue Optionfogy St andar c
Financial Assets and Financial Liabiliti€s Including an amendment of FASB $taent No1150 a n d
FASB Interpretation No4 8 Accalinting for Uncertainty in Income Taxes, an Interpretation of FASB
Statement NdL090

We have previously audited, in accordance with the standards of the Public Company Accounting
Oversight Board (Unéd States), the consolidated balance sheet of Merrill Lynch as of Dec2dber
2006, and the related consolidated statements of
comprehensive income and cash flows for the year then ended (not presentedaret@mdur report

dated Februar26, 2007, we expressed an unqualified opinion on those financial statements and included
an explanatory paragraph regarding the change in accounting method in 2006 fbashkdrpayments to
conform to Statement of FinaatiAccounting Standards Nd23 (revised 20045hareBased Payment

In our opinion, the information set forth in the accompanying condensed consolidated balance sheet as of
DecembeR9, 2006 is fairly stated, in all material respects, in relation todhsatidated balance sheet

from which it has been derived.

/sl Deloitte & Touche LLP

New York, New York

August3, 2007
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ITEM 2. MANA GE ME NOISCHSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS
Forward-Looking Statements and NoRGAAP Financial Measures
Certain statements in this report may be considered forwakihg, including those about management
expectations, strategic objectives, growth opportunities, business prospects, anticipated financial results,
the impact of offbalance sheet arrangements, significant contractual obligations, anticipated results of
litigation and regulatory investigations and proceedings, and other similar matters. Theseltwkmagd
statements represent only Merrill Lyn&h Co . |l 8cCéso(amd, together with
AMerril/l Lyncho, fAwe o0, gfituweperformance, whiaghdsdnherenty| i ef s r e g
uncertain. There are a variety of factors, many of which are beyond our control, which affect our
operations, performance, business strategy and results and could cause our actual results and experience
to differ materially from the expectations and objectives expressed in any felwekidg statements.
These factors include, but are not limited to, actions and initiatives taken by both current and potential
competitors, general economic conditions, the effectsioknt, pending and future legislation, regulation
and regulatory actions, and the other risks and uncertainties detailed in this report. See Risk Factors that
Could Affect Our Business in the Annual Report on FafRK for the year ended Deceml29, 20®
(A2006 Annual Reporto). Accordingly, readers are
looking statements, which speak only as of the dates on which they are made. We do not undertake to
update forwardooking statements to reflect the impa€tircumstances or events that arise after the
dates they are made. The reader should, however, consult further disclosures we may make in future
filings of our Annual Report on FordD-K, Quarterly Reports on For0-Q and Current Reports on
Form8-K.
From time to time, we may also disclose financial information on e3%AP basis where management
uses this information and believes this information will be valuable to investors in gauging the quality of
our financial performance, identifying trendsaiar results and providing more meaningful period
period comparisons. For a reconciliation of f®AAP measures presented throughout this report see
Exhibit 99.1.
OvERVIEW
Introduction
Merrill Lynch was formed in 1914 and became a publicly traded company o23uh@71. In 1973, we
created the holding company, MLCo., a Delaware corporation that, through its subsidiaries, is one of
the worldés | eadi ng c alfn management aomgaeiessvith officdsvin38 or y and
countries and territories and total client assets of approximately $1.7 trillion &29up@07. As an
investment bank, we are a leading global trader and underwriter of securities and derivatives across a
broad range of asset classes, and we serve as a strategic advisor to corporations, governments, institutions
and individuals worldwide. In addition, we own a 45% voting interest and approximately half of the
economic interest of Bdme kafoctkhe Iwar. | d &sB | laacrkgReosctk oOf
investment management companies with over $1 trillion in assets under managemen2&t 200€.
Since the fourth quarter of 2006, our business segment reporting reflects the management reporting lines
estabh i shed after the merger of our Merril!/l Lynch 1In
BlackRock on Septembe&r9, 2006 (the ABl ackRock mergeemr 0), as W
financial performance characteristics of the underlying businesses.
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Prior to the fourth quarter of 2006, we reported our business activities in three business segments: Global

Mar kets and I nvestment Banking (AGMIO), Gl obal Pr
BlackRock nerger, MLIM ceased to exist as a separate business segment. Accordingly, a new business

segment, Gl obal Wealth Management (AGWMO0O), was cr
Management (AGI MO0O). GWM al ong wi t hhavEiddtatedprier now ou

period segment information to conform to the current period presentation and, as a result, are presenting

GWM as if it had existed for these prior periods. See Rdtethe Condensed Consolidated Financial

Statements for further inforation on segments.

The BlackRock merger closed on the last day of our third fiscal quarter of 2006. For more information on

the BlackRock merger, refer to N&eof the 2006 Annual Report.

The following is a description of our business segmentkjdivgg MLIM, which ceased to exist as a

separate business segment effective with the BlackRock merger:

AGMI, our institutional business segment, provides trading, capital markets services, investment
and advisory services tmrporations, financial institutions, institutional investors, and governmen
around the world. GMIb&s Gl obal Mar kets diwv
securities, derivatives, currencies, commodities and other finandiaiments used to satisfy client
demands. In addition, GMI also engages in certain proprietary trading activities. Global Markets
provides clients with financing, securities clearing, settlement, and custody services and also el
principalandpi vate equity investing. GMIO&s I nves
securities origination and strategic advisory services for issuer clients, including underwriting ar
placement of public and private equity, debt and related securgtieglbas lending and other
financing activities for clients globally. These services also include advising clients on strategic
val uation, mergers, acquisitions and restr
investments in personhand technology to gain further scale in certain asset classes and geogra

AGWM, our full-service retail wealth management segment, provides brokerage, investment advit
financial planning servicesffering a broad range of both proprietary and tipiagty wealth
management products and services globally to individuals,-dimaflid-size businesses, and employ
benefit plans. Within the GPC division, most of our services are delivered by ourikirsthdsors
(AFAs0) through a global network of br aaséc
investment accounts; banking, cash management, and credit services, including consumer and
business lending and Visaards; trust andemerational planning; retirement services; and insuranc
products. GWM6s GIM division includes a bu
alternative investment products for GPC cl
owneship positions in other investment management companies, including our investment in
Bl ackRock. GWMb6s growth priorities include
FAs, client segmentation, annuitization of revenues throughdess products, diversification of
revenues through adding products and services, investments in technology to enhance product
efficiency, and disciplined expansion into additional geographic areas globally.

AMLIM, our asset management segment prior to the BlackRock merger, offered a wide range of
investment management capabilities to retail and institutional investors through proprietary and
party distribution channels globally. Asset management capabititkgded equity, fixed income,
money market, index, enhanced index and alternative investments, which were offered through
such as mutual funds, privately managed accounts, and retail and institutional separate accoun
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES
The following is a summary of our critical accounting policies. For a full description of these and other
accounting policies see Nateof the 2006 Annual Report and Ndtéo the Condensed Consolidated
Financial Statements.
Use of Estimates
In presenting the Condensed Consolidated Financial Statements, management makes estimates regarding:
Avaluations of assets and liabilities requiring fair vadsémates including:
A Trading inventory and investment securities;
A Private equity and principal investments;
A Loans and allowance for loan losses;
A Certain receivables under resale agreements and payables under repurchase agreements;
A Certain longterm borrowings, primarily structured debt;
AThe outcome of litigation;
AThe realization of deferred taxes and the recognition and measurement of uncertain tax positior
AAssumptions and cash flow projections used in determining whether VIEs should be consolidat
the determination of the qualifying statusspkcial purpose entities;
AThe carrying amount of goodwill and other intangible assets;
AThe amortization period of intangible assets with definite lives;
Avaluation of shardased payment compensation arrangements;
Alnsurance reserves and recovery of insurance deferred acquisitiorandsts;
AOther matters that affect the reported amounts and disclosure of contingencies in the financial
statements.
Estimates, by their nature, are based on judgment and available information. Therefore, actual results
could differ from those estimates and could have a material impact on the Condensed Consolidated
Financial Statements, and it is possible that such @sacmuld occur in the near term. For more
information regarding the specific methodologies used in determining estimates, refer to Use of Estimates
in Notel of the 2006 Annual Report.
Valuation of Financial Instruments

Proper valuation of financiaihstruments is a critical component of our financial statement preparation.

We early adopted the provisions of SFNS. 157 Fair Value Measuremen{si SFINA.8570) i n t he
first quarter of 2007. SFANo. 157 defines fair value, establishes a frameworkrfeasuring fair value,

establishes a fair value hierarchy based on the quality of inputs used to measure fair value and enhances
disclosure requirements for fair value measurements. $AS57 nullifies the guidance provided by

the Emerging Issues TaskiFe e (i E | T FOB3Issdes Isvalweed itNAccounting for Derivative

Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Management
Activities( A EOZ3F0) t hat prohi bits r ecognivdtivetransactibns day one
where model inputs that significantly impact valuation are not observable. Fair value is defined as the

price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
marketplace particgmts at the measurement date (i.e., the exit price).

We also early adopted SFA®. 159 The Fair Value Option for Financial Assets and Financial

Liabilites( n SANA.$590) in the first quarter of 2007 and w
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certain financial instruments. Such instruments include certain structured debt, repurchase and resale
agreements, loans, availatbte-sale securities and najualifying investments. The change in fair value

of theseinstruments is recorded in principal transactions revenues and other revenues in the Condensed
Consolidated Statement of Earnings. See 8dtethe Condensed Consolidated Financial Statements for
further information.

Fair values for exchangeaded securities and certain exchatrgeled derivatives, principally certain

options contracts, are based on quoted market prices. Fair values ftheewen unt er ( AOT CO)
derivatives, principally forwards, options, and swapgteggent amounts estimated to be received from or
paid to a market participant in settlement of these instruments. These derivatives are valued using pricing
models based on the net present value of estimated future cash flows and directly observedmprices f
exchangdraded derivatives, other OTC trades, or external pricing services and other inputs such as
guoted interest and currency indices, while takin
own credit rating as appropriate.

New and/o complex instruments may have immature or limited markets. As a result, the pricing models
used for valuation often incorporate significant estimates and assumptions that market participants would
use in pricing the instrument, which may impact the resflbperations reported in the Condensed
Consolidated Financial Statements. For ldiaged and illiquid contracts, we apply extrapolation methods

to observed market data in order to estimate inputs and assumptions that are not directly observable. This
erables us to mark to fair value all positions consistently when only a subset of prices is directly
observable. Values for OTC derivatives are verified using observed information about the costs of
hedging the risk and other trades in the market. As thketsaior these products develop, we continually
refine our pricing models to correlate more closely to the market risk of these instruments. Obtaining the
fair value for OTC derivative contracts requires the use of management judgment and estimates. Prior
adoption of SFANo. 157, we followed the provisions of EITI2-3. Under EITF02-3, recognition of
unrealized gains or losses at inception of a derivative transaction was prohibited in the absence of
observable market prices or parameters in an actarkat) observable prices or parameters of other
comparable current market transactions, or other observable data supporting a fair value based on a
pricing model at inception of the contract. Gains and losses deferred at inception unde?-BWEre
previously recognized at the earlier of valuation observability or termination of the contract.

SFASNo. 157 nullifies this guidance in EITG2-3.

Valuation adjustments are an integral component of the valuation process for financial instruments that
are caried at fair value but not traded in active markets (i.e. those transactions that are categorized in
Levels2 and 3 of the SFAS0. 157 fair value hierarchy. See N@eo the Condensed Consolidated

Financial Statements for further information relatethesnSFASNo. 157 fair value hierarchy). These
adjustments may be taken when either the sheer size of the trade or other specific features of the trade or
particular market (such as counterparty credit quality, concentration or market liquidity) requires
adustment to the values derived from the pricing models, and other market participants would also
consider such an adjustment in pricing the financial instrument. For trades that may have quoted market
prices but are subject to sales restrictions, we etgitha fair value of these securities taking into account
such restrictions, which may result in a fair value that is less than the quoted market price.

In accordance with SFANo. 157, we have categorized our financial instruments, based on theyprforit

the inputs to the valuation technique, into a three level fair value hierarchy. The fair value hierarchy gives
the highest priority to quoted prices in active markets for identical assets or liabilities 1).awelthe

lowest priority to unobservablinputs (LeveB). If the inputs used to measure the financial instruments

fall within different levels of the hierarchy, the categorization is based on the lowest level input that is
significant to the fair value measurement of the instrument.
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Financial assets and liabilities recorded on the Condensed Consolidated Balance Sheets are categorized
based on the inputs to the valuation techniques as follows:
Levell. Financial assets and liabilities whose values are based on unadjusted quoted prices for i

assets or liabilities in an active market (examples include active exctradgd equity

securities, listed derivatives, most UGvernment and agency seities, and certain other

sovereign government obligations).

Level2. Financial assets and liabilities whose values are based on quoted prices in markets that
active or model inputs that are observable either directly or indirectgufzstantially the full
term of the asset or liability. Lev&linputs include the following:
a) Quoted prices for similar assets or liabilities in active markets (for example, restricted :
b) Quoted prices for identical or similar assets or liabilities inactive markets (examples
include corporate and municipal bonds, which trade infrequently);
c¢) Pricing models whose inputs are observable for substantialfulttierm of the asset or
liability (examples include most owdine-counter derivatives including interest rate and
currency swapspand
d) Pricing models whose inputs are derived principally froroasroborated by observable
market data through correlation or other means for substantially the full term of the as
liability (examples include certain residential and commercial mortgage related asset:
including loans, securities and derivatives).
Level3. Financial assets and liabilities whose values are based on prices or valuation techniques
require inputs that are both unobservable and significant to the overall fair value measure
These inputsrefleahanagement 6s own assumptions ab
would use in pricing the asset or liability (examples include certain private equity investm
certain residential and commercial mortgage related assets (including loans, seanditie
derivatives), and londated or complex derivatives including certain foreign exchange opti
and longdated options on gas and power). See [8dtethe Condensed Consolidated Financ
Statements for additional information.
Litigation
We have been named as a defendant in various legal actions, including arbitrations, class actions, and
other litigation arising in connection with our activities as a global diversified financial services
institution. We are also involved in investigations /angbroceedings by governmental and self
regulatory agencies. In accordance with SBE5, Accounting for Contingencigwe will accrue a
liability when it is probable that a liability has been incurred, and the amount of the loss can be reasonably
estimated. In many lawsuits and arbitrations, including class action lawsuits, it is not possible to
determine whether a liability has been incurred or to estimate the ultimate or minimum amount of that
liability until the case is close to resolution, in whi@dse no accrual is made until that time. In view of
the inherent difficulty of predicting the outcome of such matters, particularly in cases in which claimants
seek substantial or indeterminate damages, we cannot predict what the eventual loss otassige of
related to such matters will be. See Nb2eto the Condensed Consolidated Financial Statements and
Other Informatiord Legal Proceedings for further information.
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Variable Interest Entities (VIES)

In the normal course of business, we enter into a variety of transactions with VIEs. The applicable

accounting guidance requires us to perform a qualitative and/or quantitative analysis of each new VIE at
inception to determine whether we must consolitiaeVIE. In performing this analysis, we make

assumptions regarding future performance of assets held by the VIE, taking into account estimates of

credit risk, estimates of the fair value of assets, timing of cash flows, and other significant factors.

Athough a VI EG6s actual results may differ from proj
generally not required subsequent to the initial assessment. If a VIE meets the conditions to be considered

a QSPE, itis typically not requiredtobecdnsfod at ed by wus. A QSPEG&6s activit
limited. A servicer of the assets held by a QSPE may have discretion in restructuring or working out

assets held by the QSPE, as long as the discretion is significantly limited and the parartieters of

discretion are fully described in the legal documents that established the QSPE. Determining whether the
activities of a QSPE and its servicer meet these conditions requires the use of judgment by management.
Income Taxes

Tax laws are complex drsubject to different interpretations by Merrill Lynch and the various taxing

authorities. Merrill Lynch regularly assesses the likelihood of assessments in each of the taxing

jurisdictions by making judgments and interpretations about the applicatibesef complex tax laws

and estimating the impact to our financial statements.

Merril/l Lynch is under examination by the Interna
countries including Japan and the United Kingdom, and states in whiblawe significant business

operations, such as New York. The tax years under examination vary by jurisdiction. The IRS audits are

in progress for the tax years 202@06. The IRS audits for the 2004 and 2005 tax years are expected to

be completed in 2008apan tax authorities have completed audits through the tax year ended@March

2003. In the United Kingdom, Her Majestyds Revenu
York State and New York City audits have commenced for the yearsZ8ll@& Aso, Merrill Lynch

paid an assessment to Japan in 2005 for the fiscal yearsLAp&i98 through MarcB1, 2003, in relation

to the taxation of income that was originally reported in other jurisdictions. During the third quarter of

2005, we started the gress of obtaining clarification from international tax authorities on the appropriate
allocation of income among multiple jurisdictions to prevent double taxation. Merrill Lynch believes that

the estimate of the level of unrecognized tax benefits is pppte in relation to the potential for

additional assessments. Merrill Lynch adjusts the level of unrecognized tax benefits when there is more
information available, or when an event occurs requiring a change. The reassessment of unrecognized tax
beneftsc oul d have a material i mpact on Merril/l Lyncho
occurs.
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BUSINESSENVIRONMENT ™

Global financial markets continued to rise during the second q@ar2€07. Major U.Sand European

equity markets reached record highs in+highe, before declining throughout the remainder of the

quarter due to continued concern regarding the hb&sing market, higher U.$reasury yields and

increases in interest et around the world. Emerging markets soared in the second quarter driven by

healthy economies, strong corporate earnings and a decliningalla&8. The U.SFederal Reserve
Systemds Feder al Open Mar ket Commi t528% wHerethegy bench
have been since m2D06. Longterm interest rates, as measured by thgedd U.STreasury bond,

ended the second quarter at 5.03%, up from 4.65% at the end of the first quarter of 2007.

Major U.S.equity indices ended the secondager of 2007 in positive territory with the Dow Jones

Industrial Average, the Nasdaqg Composite and the Staddar® o or 6 s 500 I ndex up by
respectively.

International equity indices generally ended the quarter with positive results puetedily by emerging

mar ket s. I n Europe, t he Dow Jones Stoxx | ndex, t h
7%, 5% and 16%, respectively. Asian equity market
Hong Kongds Hang SkanCpmpasialnd€hosens&618% dhdh 20%,gespectively,
while I ndiads Sensex rose 12%. In Latin Ameri ca,
Equity trading dollar volumes on the New York Stock Exchange and on the Nasdag increased

sequentially in the sead quarter. However, the number of shares traded on these exchanges was flat
compared to the first quarter of 2007. Equity market volatility was mixed for the quarter. The S&P 500
volatility was up, as indicated by higher average levels for the Chicagd Bgdions Exchange SPX

Volatility Index, while the Nasdaq 100 volatility was down, as indicated by lower average levels for the
American Stock Exchange QQQ Volatility Index.

Second quarter global debt and equity underwriting volumes of $2.2 trillimmwpe2% sequentially and

up 20% from the yeamgo quarter. Global debt underwriting volumes of $1.9 trillion were down 3%
sequentially, but up 16% compared to the yago quarter, while global equity underwriting volumes of
$287hillion were up 62% sequméially and 50% compared to the yeago quarter.

Mer ger and acquisition (AM&AO) activity increased
announced deals was $1.7 trillion, an increase of 48% sequentially and 82% from thgoygaarter.

However, global completed M&A activity was flat sequentially at $8iion, but up 28% from the

yearago quarter.

While the outlook for growth in most global businesses in whiclpegate remains strong, the

challenging market conditions in certain credit markets that existed during the first half of 2007 have
intensified in the beginning of the third quarter. Characteristics of this environment include increased
volatility, wider aedit spreads, reduced price transparency, lower levels of liquidity, and rating agency
downgrades. These factors have impacted and may continue to impactfghgrsutmortgage market,

including certain collateralized debt obligations (CDOSs), as welthees structured credit products and
components of the leveraged finance origination market. Merrill Lynch continues to be a major

participant in these markets with risk exposures through cash positions, loans, derivatives and
commitments. Given current nkat conditions, significant risk remains that could adversely impact these
exposures and results of operations. We continue our disciplined risk management efforts to proactively
execute market strategies to manage our overall portfolio of positions jposLiexs with respect to

market, credit and liquidity risks.

(1) Debt and equity underwriting and merger and acquisition volumes were obtained from Dealogic.
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CONSOLIDATED RESULTS OF OPERATIONS
(dollars in millions, except per share amounts)

For the Three Months Ended For the Six Months Ended
June 29, June, 30 % June 29, June, 30 %

2007 2006 Change 2007 2006 Change
2t Revenues
incipal transactions $ 3,54¢ $1,18( 201% $ 6,282 $ 3,16¢ 98%
ymmissions 1,78¢ 1,54: 16 3,48: 3,10z 12
vestment banking 1,53¢ 1,221 26 3,05z 2,24¢ 36
anaged account and other fieased
revenues 1,411 1,77¢ (20 2,76¢ 3,45 (20
avenues from consolidated investme 133 18€ (28) 264 29C (9)
her 71¢ 1,11Z (35) 1,80z 1,66¢ 8
Ibtotal 9,13t 7,014 30 17,64¢ 13,92 27
-erest and dividend revenues 14,67 9,69( 51 27,63 18,35 51
'SS interest expense 14,07¢ 8,531 65 25,69¢ 16,13( 59
ot interest profit 592 1,15¢ (49) 1,93¢ 2,22¢ (13
ital Net Revenues 9,72t 8,17¢ 19 19,58: 16,14 21
yrinterest expenses:
ympensation and benefits 4,75¢ 3,98( 20 9,64¢ 9,73( (1)
ymmunications and technology 484 42¢ 13 964 882 9
okerage, clearing, and exchange fee 34¢€ 26€ 30 65€ 52t 25
>cupancy and related depreciation 277 24¢ 11 542 49C 11
ofessional fees 24E 19¢€ 25 47C 39¢€ 19
lvertising and market development 201 191 5 35¢ 33t 7
fice supplies and postage 56 57 2 11t 114 1
(penses of consolidated investments 43 14k (7Q) 102 192 (47
her 294 311 (5) 61C 53¢ 13
ital noninterest expenses 6,70t 5,82¢ 15 13,46« 13,20 2
wrnings before income taxes $ 3,02: $2,34¢ 29 $6,118 $ 2,94: 10¢
come tax expense 884 71€ 23 1,821 834 11¢€
3t earnings $ 2,13¢ $1,63¢ 31 $4,297 $ 2,10¢ 104
wrnings per common share:
1sic $ 2.4¢ $ 1.7¢ 3¢ $ 49 $ 2.2¢ 11¢
luted 2.24 1.65 37 4.5C 2.07 117
nualized return on average commor
stockhol dersdé eq 22.5% _18.% 22.8% 11.%%
etax profit margin 31.1% _28.™% 31.2%  18.2%
ympensation and benefits as a
percentage of neevenues 48.%% 48.7% 49.2% 60.2%
yn-compensation expenses as a
percentage of net revenues 20.C% 22.% 19.5%  21.5%
ok value per share $ 43.5¢ $37.1¢ 17 $ 435t $ 37.1¢ 17

Quarterly Results of Operations

Our net earnings were $2billion for the 2007 second quarter, driven by a 19% increase in net revenues
from the 2006 second gtter to $9.Dillion. Earnings per common share were $2.48 basic and $2.24
diluted for the 2007 second quarter, up 39% and 37%, respectively, from treggear
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quarter. Praax earnings of $3.Billion increased 2% from the priotyear period, and the annualized

return on average common equity increase@8r8entage points to 22.4%.

Principal transactions revenues include realized gains and fomsethe purchase and sale of equity and
fixed income securities, including government bonds and municipal securities in which we act as
principal, as well as unrealized gains and losses on trading assets and liabilities, including commaodities,
derivatives and loans. Principal transactions revenues werelfi8dh, an increase of 201% from the
yearago quarter driven primarily by our trading businesses with the strongest increases coming from
credit, equitylinked, interest rate, commaodity and cash gquiding activities. The increase was

partially offset by a decline in net revenues from our structured finance and investments business, which
includes mortgageelated activities. Revenues from mortgagkated activities for the second quarter of
2007declined from the prieyear period resulting from a difficult environment for the origination,
securitization and trading of sydsime mortgage loans and securities in the United States.

Net interest profit is a function of (ihe level and mix of tat assets and liabilities, including trading

assets owned, deposits, financing and lending transactions, and trading strategies associated with the
institutional securities business, and tfi¢ prevailing level, term structure and volatility of interases.

Net interest profit is an integral component of trading activity. In assessing the profitability of our client
facilitation and trading activities, we view principal transactions and net interest profit in the aggregate as
net trading revenues. Clgas in the composition of trading inventories and hedge positions can cause the
mix of principal transactions and net interest profit to fluctuate. Net interest profit wasi668,

down 49% from the 2006 second quarter due primarily to higher ineeqgshses, partially offset by

higher interest revenue from deposit spreads earned.

Commissions revenues primarily arise from agency transactions in listed and OTC equity securities and
commodities, insurance products and options. Commission revesoasdilide distribution fees for
promoting and distributing mutual funds and hedge funds. Commission revenues wéuidi&i,.8p

16% from the 2006 second quarter, due primarily to an increase in global transaction volumes,
particularly in listed equitieand mutual funds.

Investment banking revenues includeofiigination revenues representing fees earned from the
underwriting of debt, equity and equiipked securities, as well as loan syndication and commitment

fees and (iistrategic advisory seices revenues including merger and acquisition and other investment
banking advisory fees. Investment banking revenues werdiiios, up 26% from the 2006 second

guarter, driven by increased revenues in both equity and debt originations, as webtaseih strategic
advisory services.

Managed accounts and other-fimsed revenues primarily consist of ags@éted portfolio service fees

earned from the administration of separately managed and other investment accounts for retail investors,
annual acount fees, and certain other accenatated fees. In addition, until the BlackRock merger at the
end of the third quarter of 2006, managed accounts and otHeaded revenues also included fees

earned from the management and administration of retailahfunds and institutional funds such as
pension assets, and performance fees earned on certain separately managed accounts and institutional
money management arrangements. Managed accounts and otbesddeevenues were $bitlion,

down 20% fromhe second quarter of 2006, driven primarily by the absence of the asset management
revenues earned by MLIM as a result of the BlackRock merger at the end of the third quarter of 2006.
This decrease was partially offset by higher abastd fees reflectirthe impact of net inflows into
annuitizedrevenue accounts and higher average equity market values.

Revenues from consolidated investments include revenues from investments that are consolidated under
SFASNo. 94, Consolidation of All Majorityowned Shsidiariesand FASB Interpretation Nd6,

Consolidation of Variable Interest Entitiés an interpretation of ARB N&1( i FA 6NRO ) . Revenues
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from consolidated investments were $18#ion, down from$186million in the 2006 second quarter
reflecting lower investment gains.

Other revenues include realized investment gains and losses, dividends on cost method investments,
unrealized gains on equity method investments, fair value adjustments or pguéy investments that

are held for capital appreciation and/or current income, gains related to the sale of mortgages, unrealized
losses on certain availaHier-sale securities, and translation gains and losses on foreign denominated
assets and liakiiles. Other revenues were $7d@lion, 35% lower than the 2006 second quarter. The

overall decrease primarily reflects lower revenues from private equity investments, which were a record
in the prior year period, partially offset by earnings from oueatment in BlackRock.

Non-compensation expenses were $dilfon in the second quarter of 2007, up 6% from the yaegr

guarter. The ratio of total netompensation expenses to total net revenues was 20.0% during the second
guarter of 2007, down fron226% in the yeaago quarter. Communication and technology costs were
$484million, up 13% from the yeasgo quarter primarily due to technology investments for growth.
Brokerage, clearing and exchange fees were #8Hién, up 30% from the second quart€r2006,

primarily due to higher transaction volumes. Occupancy costs and related depreciation wendl/i®a77

up 11% from the yeamgo quarter principally due to higher office rental expenses and office space added
via acquisitions. Professional fewsre $245million, up 25% from the yeasigo quarter due to higher
employment service fees and other professional fees associated with an increase in business activity.
Expenses of consolidated investments totaledn§ifi®n, down from $145million due pricipally to

decreased expenses associated with the related decrease in revenues from consolidated investments.
Our second quarter 2007 effective tax rate was 29.2% down from 30.5% in the second quarter of 2006 as
we recognized a small discrete net bé&neflating to settlements and changes in estimates for prior years.
Yearto-date Results of Operations

For the first six months of 2007, net earnings were B#lidn, on record net revenues of $1®i8ion

that grew 21% from the first half of @6. Earnings per common share through the first half of 2007 were
$4.98 basic and $4.50 diluted. Net earnings for the first six months of 2006 includéxllih Zfter-tax
($1.8billion pre-tax) or $1.21 per diluted share, of eim@e norcash compensan expenses arising

from modifications to the retirement eligibility requirements for existing sbtaded employee

compensation awards and the adoptionof SNASL 23 as revi seNb.li2ZBRDOQ04 (ASFA
Excluding the ondime compensation expenses incurred in the first quarter of 2006, net earnings of
$4.3billion for the first six months of 2007 were up 31% from the pyear period, and pr&ax earnings

of $6.1billion were up 30% from the first six mths of 2006. On the same basis, thetpreprofit

margin of 31.2% was up 2fdercentage points from the first half of 2006, and the annualized return on
average common equity of 22.8% was up@8&entage points from 19.0% in the first six months of

2006. Also on the same basis, earnings per common share of $4.98 basic and $4.50 diluted were both up
37% from the priotyear period. See Exhil#9.1 for a reconciliation of neBAAP measures.

Mer ril | L-tg-date bffe@ctive taerate was 29.8%, gared with 28.3% in the prigrear period,

or 30.1% excluding the ortame compensation expenses.

61


http://cfdocs.bbwebds.bloomberg.com:27638/pub/edgar/2007/08/03/0000950123-07-010810/y37733e10vq.htm#tocpage

Table of Contents

BUSINESSSEGMENTS
Our operations are currently organized into two business segments: GMI and GWM. GMI proVides ful
service global markets and origination products and services to corporate, institutional, and government
clients around the world. GWM creates and distributes investment products and services for individuals,
small and midsize businesses, and emplopesmefit plans. For information on the principal
methodologies used in preparing the segment results, refer t@ Mbthe 2006 Annual Report. For
information regarding the BlackRock merger in September 2006, refer t@Nbdthe 2006 Annual
Report.
Results for the six months ended JB0e 2006 include onrBme compensation expenses, as follows:
$1.4billion in GMI, $281million in GWM and $109illion in MLIM; refer to Notel of the 2006
Annual Report for further information on ctine compensatioaxpenses.
Revenues and expenses associated with-$egment activities are recognized in each segment. In
addition, revenue and expense sharing agreements for joint activities between segments are in place, and
the results of each segment reflecitiagreedupon apportionment of revenues and expenses associated
with these activities. See Noseof the 2006 Annual Report for further information.
The following segment results represent the information that is used by our management in its decision
making processes. Prior period amounts have been reclassified to conform to the current period
presentation.
Global Markets and Investment Banking
GMI 6s Results of Operations
(dollars in millions)

For the Three Months Endec  For the Six Months Ended

June 29, June30, June 29, June30,

2007 2006 % Inc. 2007 2006 % Inc.

obal Markets

cC $2,61¢  $1,691 58% $ 5,41¢  $3,74¢ 45%
Juity Markets 2,14¢ 1,86¢ 15 4,53¢ 3,45( 31
ital Global Markets net revenues 4,76¢€ 3,55¢ 34 9,95: 7,19¢ 38
vestment Banking

igination:

2bt 47¢ 401 19 1,07( 82¢ 29
Juity 547 31t 74 91C 552 65
rategic Advisory Services 397 29¢€ 34 79€ 553 44
ital Investment Banking net revenues 1,42 1,012 41 2,77¢ 1,934 44
ital GMI net revenues 6,18¢ 4,56¢ 36 12,72¢ 9,13t 39
yrinterest expenses before eime compensatio

expenses 4,087 3,101 32 8,28¢ 6,08: 36
1etime compensation expenses - - - 1,36¢ N/M
etax earnings $2,102  $1,46¢ 43 $ 4,445 $1,687 164
etax profit margin 34.(% 32.1% 34.% 18.2%

N/M = Not Meaningful
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During the second quarter of & BxedlnconeaCurrencesandsMI 6 s
Commodities (AFI CC0); Equi td gehesatedt\ery strong aehrevenuesv e st m
compared withthesenod quarter of 2006. GMI&s net revenues i
quarter, to $6.dillion. Pretax earnings were $2Hillion, 43% higher than the prigrear period, driven

by strong revenue growth and continued focus on expenses. Hax it margin was 34.0%, up

from 32.1% in the yeaago quarter.

For the first six months of 20 Obiflipn, aB Mdredse of B3¥a r even
from the first half of 2006, driven by strong revenues in nearly every major line oelsasPrd¢ax

earnings were a record $4lion, 164% higher from the prieyear period. Prax profit margin was

34.9%, compared with 18.4% in the first half of 2006. Excluding the impact of théi#iibd of one

time compensation expenses recognized GMI i n t he f i r st-tagearaimgséferr of 20
the first six months of 2006 were $illion, and the praax profit margin was 33.4%. See Exhid@.1

for a reconciliation of NOIGAAP measures.

A detail ed discusussfalows:of GMI 6s net reve

Fixed Income, Currencies and Commodities (FICC)

FICC net revenues include principal transactions and net interest profit (which we believe should be

viewed in aggregate to assess trading results), commissions, revenues from privespalents, fair

value adjustments on investments that are held for capital appreciation and/or current income, and other
revenues.

In the second quarter of 2007, FICC net revenues werebiio, up 55% from the second quarter of

2006. For the firssix months of 2007, FICC generated a record $Blién in net revenues, up 45% from

the first six months of 2006, reflecting increased diversity and depth across asset classes and regions.

These increases were driven primarily by strong growth in nehtes from trading credit products,

interest rate products and commodities. These increases were partially offset by a revenue decline in the
structured finance and investments business, which includes mortdatgsl activities.

Revenues from mortgagelated activities for both the second quarter of 2007 and the first six months of

2007 declined from the prior year periods resulting primarily from a difficult environment for the

origination, securitization and trading of sphime mortgage loans andaurities in the United States.

Equity Markets

Equity Markets net revenues include commissions, principal transactions and net interest profit (which we
believe should be viewed aggregate to assess trading results), revenues from equity method

investments, fair value adjustments on private equity investments that are held for capital appreciation

and/or current income, and other revenues.

In the second quarter of 2007, EquityaMets net revenues were $Billion, up 15% over the yeargo

guarter with strong performances in nearly every major revenue category. The increase was driven by

record net revenues in equitgked trading and financing and services, as well as sigmifigrowth in

revenues from our cash and proprietary trading businesses. These increases were partially offset by a
revenue decline in our private equity business.

For the first six months of 2007, Equity Markets net revenues were a recotullfdn’ up 31% from the

yearago period. The increase in net revenues was primarily driven by-$igléy trading and our cash

trading business, partially offset by a decline in our private equity business.
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InvestmentBanking

Investment Banking net revenues for the second quarter of 2007 wetsl&ingdup 41% from the year

ago quarter. The substantial increase was driven by strong revenue growth in equity origination, debt
origination and merger and acquisiticivesory services.

For the first half of 2007, Investment Banking net revenues were a recoril$&rg up 44% from the
prior-year period, primarily due to strong growth in equity origination revenues.

Origination

Origination revenues represdaes earned from the underwriting of debt, equity and edjuitgd

securities as well as loan syndication fees.

Origination revenues in the second quarter of 2007 werebfilidh, up 43% from the yeamgo quarter.

Equity origination set a new reventezord at $54illion, up 74% from the 2006 second quarter. Debt
origination revenues were also strong at $4infon, up 19% from the yeamgo quarter. The increase in
revenues for debt and equity origination compared to the prior year quarter waslyrietated to an

increase in deal volume.

For the first six months of 2007, origination revenues were [$ilién, up 43% from the yeaago period.

Equity and debt origination revenues were up 65% and 29%, respectively, compared with the first six
months of 2006. The increase in revenues for debt and equity origination compared to tyeaprior

period was primarily related to an increase in deal volume.

On April 25, 2007, we agreed to purchase approximatelyili@n of perpetual convertible pierred

shares from a key client, in a netrategic capital markets transaction that enabled the client to raise

funds to retire a previously issued series of preferred stock. We intend to hold this investment for a
substantial period of time and to utdiappropriate risk management techniques to limit the impact of the
change in value of the securities on our financial position and results of operations. The revenues
associated with this transaction hawemaltet.sen i ncl ud
businesses and recorded in principal transactions in the accompanying Condensed Consolidated
Statements of Earnings for the thraad sixmonth periods ended Ju@8, 2007.

Strategic Advisory Services

Strategic advisory services revenues, which include merger and acquisition and other advisory fees, were
$397million in the second quarter of 2007, an increase of 34% over thageauarter as overall deal
volume increased.

Yearto-date strategic adsory services revenues increased 44% from theagaiperiod, to

$796million, on higher activity and an increase in our share of completed merger and acquisition volume.
For additional i nformati on @tothéObiledsed Comsglidatcht r e s u |
Financial Statements.
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Global Wealth Management
GWM Results of Operations
(dollars in millions)

For the Three Months Ended  For the Six Months Ended

June 29, June30, June 29, June30,
2007 2006 % Inc. 2007 2006 % Inc.

2C

:ebased revenues $ 1,602 $ 1,44 11% $ 3,141 $ 2,81¢ 12%
ansactional and origination revenues 1,007 881 14 1,91( 1,75% 9
3t interest profit and related hed@es 587 533 10 1,191 1,06( 12
her revenues 117 77 52 214 13¢ 61
tal GPC net revenues 3,31: 2,93¢ 13 6,45¢ 5,76¢ 12
M

tal GIM net revenues 30E 13¢ 11¢ 56€ 243 13z
tal GWM net revenues 3,61¢ 3,07¢ 18 7,022 6,00¢ 17
yrinterest expenses before eimae compensatic

expenses 2,607 2,34¢ 11 5,16¢ 4,631 11
1etime compensation expenses - - - 281 N/M
etax earnings $ 1011 $ 72¢ 39 $1,85: $ 1,09 70
etax profit margin 27.% 23.7% 26.4% 18.1%

ital Financial Advisor8 16,20( 15,52( 16,20( 15,52(

N/M = Not Meaningful
(1) Includes interest componeoit norrqualifying derivatives which are included in other revenues on the
Condensed Consolidated Statements of Earnings.
(2) Includes 170 and 140 Financial Advisors associated with the Mitsubishi UFJ joint venture at the end of
and 2Q06, respively.
GWM is comprised of GPC and GIM. Our share of the afterearnings of BlackRock are included in
the GIM portion of GWM revenues for the thremd sixmonth periods ended Ju@8, 2007, but not the
three and sixmonth periodended Jun80, 2006, when our asset management activities were reported in
the former MLIM segment.
GWM generated record net revenues of &8llén for the second quarter of 2007, up 18% from the
yearago quarter, reflecting strong growth in both Gitd GIM businesses. Prax earnings were
$1.0billion, up 39% from the yeaago period, and the ptax profit margin was a record 27.9%,
compared with 23.7% in the second quarter of 2006.
For the first Ssi X months of 2007, GhNiMdrdy driven leyt reven
record revenues in both GPC and GIM. Excluding the impact of therli&in of onetime
compensation expenses recognized by GWM in the first qudrterd 0 0 6 , GWMaxearnih@s0 7 pr e
for the first six months of 2007 were up 35% from the yagr period to a record $1@lion, driven by
growth in revenues. On the same basis, thég@rofit margin was 26.4%, compared with 22.8% in the
yearago peiod, driven by the impact of the investment in BlackRock and strong operating leverage
across the business. See Exhilditl for a reconciliation of neBAAP measures.
GWMbés net inflows of -revenuepnotuctavees lifflion forthe secomdn nui ti z e
quarter of 2007 and $28llion for the first half of 2007. Assets in annuitizeelyenue products ended the
quarter at $668illion, up 19% from the yeaago quarter. Total client assets in GWM accounts
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were $1.7 trillion, up 14% from the yeago quarter. Total net new money was#on for the second
quarter of 2007 and $24llion for the first six months of 2007.

The value of client assets in GWM accounts at 2007 and Jurf#), 2006follows:

(dollars in billions)

June 29, June 30,

2007 2006
ssets in client accounts:
S. $1,55( $1,37(
nu.S. 152 124
ial $1,70: $1,49¢

On January9, 2007, we announced that we had entered into a definitive agreement with First Republic
Bank (AFirst Re piuhe butstarding conomorastiages of First Raplblic in exchange for
a combination of cash and stock for a total transaction value ob#iio8. First Republic is a private

banking and wealth management firm focused on-h&jworth individuals and theiousinesses. The
transaction is expected to close in the third quarter of 2007, pending necessary regulatory approval. The
shareholders of First Republic approved this transaction on July 26, 2007. The results of operations of
First Republic will be includd in GWM.

Global Private Client (GPC)

GPCb6s s ec on detreruestwere $38lior) up 13% from the yeaago quarter. The
increase in GPCbs net revenues was driven by all
2007, n&PRedauss increased 12% over the praar period to a record $adilion.

Financial Advisor headcount reached 16,200 at the end of the second quarter of 2007, a net increase of
680 FAs since the second quarter of 2006, as GPC continued to sulbcesstcute its strategy for

recruiting and training higlquality FAs.

A detailed discussion of GPC6s revenues foll ows:
Feebased revenues

Feebased revenues primarily consist of portfolio service fees that are derived from accounts that charge
an annual fee based on net asset value (generally billed quarterly in advance based on prior quarter asset
values), such as Merrill Lynch Cons(l{a separately managed account product) and Unlimited
Advantagé (a feebased brokerage account). feesed reenues also include fees from insurance

products and taxable and taxempt money market funds, as well as fixed annual account fees and other
accountrelated fees, and commissions related to distribution fees on mutual funds.

In March 2007, the U.Sourt of Appeals for the District of Columbia Circuit held that the SEC exceeded
its rulemaking authority with respect to R@@2(a)(11)1 of the Investment Advisers Act of 1940 (the
AFB8ased Rul eBased Rulé yeperal§empts certain broketealers from the requirement

to register as investment advisers under the Advisers Act with respect to the offerinbaddde

brokerage services. In its decision, the court overturned thB&ssd Rule in its entirety. While the

result of this decision will likely affect certain of our service offerings, we do not expect it to have a
material impact on our future financial results.

G P C 0 shaskderevenues were $bilion in the second quarter of 2007, up 11% from the-gear

guarter. On a yedo-date basis, febased revenues increased 12% from the-ggarperiod to
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$3.1billion. These increases reflect continued growth in assets in annuigizedue products and higher

market values.

Transactional and origination revenues

Transactional and origination revenues include cegammission revenues, such as those that arise from
agency transactions in listed and OTC equity securities, insurance products, and mutual funds. These
revenues also include principal transactions which primarily represeatfbidevenues on government

bonds and municipal securities, as well as new issue revenues which include selling concessions on newly
issued debt and equity securities, including shares of clrsgdunds.

Transactional and origination revenues were $illion in the second quger of 2007, up 14% from the

yearago quarter, driven primarily by increased origination activity. Yeafate transactional and

origination revenues were $1b8lion, up 9% from the yeaago period, also primarily due to increased

origination activity.

Net interest profit and related hedges

Net interest profit (interest revenues |l ess inter
of the interest spread earned in our banking subsidiaries for deposits, as well as interest eafned, net
provisions for loan losses, on margin, smafid middlemarket business and other loans, corporate

funding allocations, and the interest component ofequaaifying derivatives.

GPCOs net interest profit nalliodinthessécand gudrterroe2603,elp r ev e n
10% from the yeaago quarter. Onayets-d at e basi s, GPC&ds net interest
revenues were up 12% to $hiflion. These increases reflect higher spreads on deposits due te a year
overyear increas in shoriterm interest rates.

Other revenues

GPCOs ot her r emliominteesecond quarter®f12007, up 52% from the-pemr

guarter. For the first six months of 2007, other revenues were up 61% ton$lddd. The increases for

both period comparisons were primarily due to additional revenues from the distribution of mutual funds

and higher foreign exchange gains.

Global Investment Management (GIM)

GIM includes revenues from the creation and management of hedge fund araltethative investment

products for clients, as well as our share of net earnings from our ownership positions in other investment
management companies, including BlackRock.

Gl Ms second quar t enilio2w@re dp 119% r@amthe gemago quarters BoDtlae

first six months of 2 Ondlign, up G3B%W/iféom 2006 The incieaseinmee r e $56
revenues for both period comparisons was primarily due to the inclusion of revenues from our ownership
position in BlackRock.

For additional i nformati on oo ti@WWbhiensed @gsolidated r e s u |
Financial Statements.
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Merrill Lynch Investment Managers

On Septembe29, 2006, Merrill Lynch merged MLIM with BlackRock in exchange for a total of

65 million common and preferred shares in the newly combined BlackRock, representing an economic
interest of approximately half. Following the merger, the MLIM besgnsegment ceased to exist, and

under the equity method of accounting, an esti mat
ownership position in BlackRock is recorded in the GIM portion of the GWM segment. For the second
guart er ofsn2t@edebues wdrhe $6BMfion, and its pretax earnings were $24illion. For

the first six months of 2000 andildprédakéamingsedre r evenues
$353million. Excluding the impact of the $10#8illion of onetime compend#on expenses recognized

by MLIM in the first -takeaningsdorthedifstsi® r@odtles,of 2606 Wwekd0 s pr e
$462million.

GEOGRAPHIC | NFORMATION

Our operations are organized into five regions which include: the United States; Biditie,East, and
Africa (AEMEAO) ; Paci fic Ri m; Latin Ameri ca; and
management ds judgment, provides a reasonable repr
consolidated net revenues for the three and siximaended Jun29, 2007 and Juriz0, 2006:

(dollars in millions)

For the Three Months Ended For the Six Months Ended
June 29, June 30, June 29, June 30,
2007 2006Y % Inc 2007 2006? % Inc

2t revenues
VEA $2,121 $1,69¢ 25% $ 4,217 $ 3,37¢ 25%
icific Rim 1,48: 99¢ 48 2,66( 1,88( 41
itin America 344 25C 38 732 54C 3€
inada 11¢€ 97 22 287 18t 56
tal NonU.S. 4,06t 3,04( 34 7,89¢ 5,97¢ 32
Jited Stated 5,66° 5,13¢ 10 11,68¢ 10,163 18
ital $9,72¢ $8,17¢ 19%  $19,58: $16,14¢ 21%

(1) The 2006 second quarter results include net revenues earned by MLIM ah#$6@®, which include nofU.S.
net revenues of $344illion.
(2) The 2006 sbmonth results include net revenues earned by MLIM of lilli@n, which include nofJ.S. net
revenues of $63@illion.
(3) Corporate revenues and adjustments are reflected in the U.S. region.
NontU.S.net revenues for the second quarter 2007 increased tbihbrd, up 34% from the 2006
second quarter. Ned.S. net revenuesepresented 42% of our second quarter 2007 total net revenues,
compared to 37% in the yeago quarter, which included net revenues earned by MLIM. The second
guarter 2007 growth of neld.S. net revenues was mainly attributable to higher revenues iratificP
Rim and EMEA regions. While we experienced growth of-blo8. net revenues across all businesses in
the second quarter of 2007, the most significant increases were from GMI. For GNU, Soret
revenues represented 61% of total GMI net revenuteirecond quarter of 2007, up from 52% in the
yearago quarter. For GWM, neld.S.net revenues represented 11% of total GWM net revenues for both
the 2007 and 2006 second quarter results.
Net revenues in EMEA were $2billion in the second quarter of 2007, an increase of 25% from the year
ago quarter. These results were spread across multiple products and businesses mainly within

68


http://cfdocs.bbwebds.bloomberg.com:27638/pub/edgar/2007/08/03/0000950123-07-010810/y37733e10vq.htm#tocpage




Table of Contents

GMI. In Global Marlets, we had strong growth in our FICC business, mainly reflecting higher revenues
from interest rate and credit products as well as
increases from equithnked products and higher revenues from ouarfiting and services business,

which offset lower revenues from our private equity investments. Investment Banking primarily benefited
from higher revenues from our strategic advisory services.

Net revenues in the Pacific Rim were $hifion in the seond quarter of 2007, an increase of 48% from

the yeafago quarter. These results reflected increases across multiple businesses and products mainly
within GMI. In Global Markets, the growth experienced in Equity Markets was driven by higher revenues
from equity-linked products and cash equity trading activity, while FICC primarily benefited from higher
revenues from interest rate and credit products. Investment Banking primarily benefited from higher
equity origination revenues.

Net revenues in Latin Anniea increased 38% in the second quarter of 2007, primarily reflecting strong
results in both our GMI and GWM businesses.

Net revenues in Canada increased 22% in the second quarter of 2007, primarily due to strong results in
GMI 6s Equi ty edtmentiBankirg businedsesl n v

For the first six months of 2007, ndhS net revenues increased to $ilBon, up 32% from the first six
months of 2006. NotJ.S. net revenues represented 40% of total net revenues, compared to 37% for the
first six monthsof 2006, which included net revenues earned by MLIM. While we experienced higher
revenues across all regions and businesses, the increase was mainly attributable to EMEA and the Pacific
Rim regions with the most significant increase attributable to Gbtitie first six months of 2007, non

US net revenues in GMI represented 57% of its total net revenues compared to 51% for the first six
months of 2006.
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