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(In thousands)
(Unaudited)

Assets
Cash and cash equIValENTS .........ccoouiiiiiiiiiiiie e $

Cash and securities segregated for benefit of customers
(includes securities at fair value of $4,845,483) .........c.ccccoveeveeeeieinnens

Securities financing transactions:

Securities purchased under agreements to resell
(includes securities at fair value of $43,064,420) ...........ccccoecvevevennnns
Securities borrowed

(includes securities at fair value of $48,710,811) ....

Financial instruments owned, at fair value
(includes securities pledged as collateral of $73,051,129) ..........cccoce.....

Receivables:
CUSTOMEBTS ...t
Non-customers
Brokers, dealers and clearing organizations
Other ....

Property, plant and equipment
(net of accumulated depreciation of $498,146)..........ccccevevreiieereiennnne.

Other @SSetS......cuiiiiiiiiiii i

Liabilities and Stockholder’s Equity

Securities financing transactions:
Securities sold under agreements to repurchase
(includes securities at fair value of $72,726,794) ....

Securities loaned (includes securities at fair value of $824,364)

Payables:
Customers
Non-customers.
Brokers, dealers and clearing organizations
Other

Financial instruments sold, but not yet purchased, at fair value ............
Other iabilities ........cocuiiiiiiiii s

Total liabilities ............ccoooiiiiiiii e

Commitments, contingencies and guarantees
Subordinated liabilities .............ccoeiiiiiiiii s
Stockholder’s equity:

Common stock, par value $1.00 per share.

Authorized, issued and outstanding 2,000 shares.............ccccccceveeenns
Paid-in capital in excess of par value
Accumulated deficit

Total stockholder’'s equity..........cccoeiiiiiiieiiieciic e
Total liabilities and stockholder’s equity............ccccceiennns $

747,970

9,657,397

64,307,975

86,780,374
151,088,349

84,669,033

2,511,145
38,734,350
3,959,796

7,000,000
52,205,291

629,866

3,969,505
302,967,411

143,830,046

60,116,829
203,946,875

11,473,758
5,711,251
5,183,337

18,216,557
40,584,903

34,690,498
5,236,556

284,458,832

6,723,400

2
14,363,514

(2,578,337)
11,785,179
302,967,411

See accompanying notes to consolidated statement of financial condition.

Notes to Consolidated Statement of Financial Condition
(1) Organization

Deutsche Bank Securities Inc. (the Company) is a wholly owned subsidiary of DB U.S.
Financial Markets Holding Corporation (the Parent), a wholly owned subsidiary of the
Taunus Corporation, which is a direct subsidiary of Deutsche Bank AG (the Bank), a German
corporation. The Company is a registered broker dealer with the Securities and Exchange
Commission (SEC) and is a member of the Financial Industry Regulatory Authority (FINRA),
various exchanges, and the Securities Investor Protection Corporation (SIPC). As a futures
commission merchant, the Company is registered with the Commodities Futures Trading
Commission (CFTC), is a clearing member of the Chicago Board of Trade, Chicago Mercantile
Exchange, New York Mercantile Exchange, ICE Futures U.S., and is a member of the National
Futures Association.

The Company provides trade execution services for a broad range of domestic and
international clients. It provides securities brokerage and investment advisory services to
private clients and institutions and correspondent clearing services to broker dealers. The
Company provides a variety of capital raising, market making, and brokerage services for its
government, financial institution, and corporate clients, including fixed income and equity
sales and trading, emerging markets activities, equity market research and investment
banking. The Company also executes trading and arbitrage strategies for its own account
using debt, equity, and related derivative instruments and is a primary dealer in U.S.
government securities.

The Company, like other securities firms, is directly affected by general economic and market
conditions, including fluctuations in volume and price levels of securities, changes in interest
rates, and demand for investment banking, securities brokerage, and other services, all of
which have an impact on the Company’s consolidated statement of financial condition as
well as its liquidity.

(2) Significant Accounting Policies
(a) Basis of Presentation

The Company's consolidated statement of financial condition has been prepared in
accordance with U.S. generally accepted accounting principles, which require management
to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the consolidated statement
of financial condition. The most important of these estimates and assumptions relate to fair
value measurements and the provision for potential losses that may arise from litigation and
regulatory proceedings and tax audits. Although these, and other, estimates and assumptions
are based on the best available information, actual results could be materially different from
these estimates.

The consolidated statement of financial condition includes the accounts of the Company
and its wholly owned subsidiaries and other entities in which the Company has a controlling
financial interest. The Company’s policy is to consolidate all entities in which it owns more
than 50% of the outstanding voting stock unless it does not control the entity. The Company
also consolidates any variable interest entities (VIEs) for which it is deemed to be the primary
beneficiary. All material intercompany transactions and balances have been eliminated in
consolidation.

The consolidated statement of financial condition as of June 30, 2011 reflects 8.3 billion of
assets and liabilities attributable to the Company’s subsidiaries as well as certain elimination
and reclassification adjustments which are not reflected in the Company’s unaudited
statement of financial condition contained in Part Il of SEC Form X 17A 5 which is prepared
on an unconsolidated basis.

In the normal course of business, the Company’s operations may include significant
transactions conducted with affiliated entities. Such transactions are governed by contractual
agreements between the Company and its affiliates.

At June 30, 2011, substantially all of the Company's assets and liabilities were carried at fair
value or at amounts which approximate such values. Assets and liabilities recorded at fair
value include cash equivalents, financial instruments owned, financial instruments sold, but
not yet purchased and certain securities financing transactions. Assets and liabilities recorded
at contractual amounts that approximate fair value include certain securities financing
transactions, other receivables and payables and subordinated liabilities. The fair values of
such items are not materially sensitive to shifts in market interest rates because of the limited
term to maturity of many of these instruments and/or their variable interest rates.

(b) Cash and Cash Equivalents

The Company defines cash equivalents as short term, highly liquid securities and interest
earning deposits with original maturities of three months or less, except for those used for
trading purposes.

(c) Cash and Securities Segregated for Benefit of Customers

Cash and securities segregated for benefit of customers include cash and securities
segregated in compliance with federal and other regulations and represent funds deposited
by customers and funds accruing to customers as a result of trades or contracts. Also
included are funds segregated and held in separate accounts in accordance with Section
4d(2) and Regulation 30.7 of the Commodity Exchange Act.

(d) Financial Instruments

The “Financial instruments owned, at fair value” and “Financial instruments sold, but not
yet purchased, at fair value” amounts are reflected in the consolidated statement of financial
condition at fair value on a trade-date basis.

(e) Other Fii jal Assets and Fii

In addition to “Financial instruments owned, at fair value” and “Financial instruments sold,
but not yet purchased, at fair value,” the Company has elected to account for certain of
its other financial assets and financial liabilities at fair value under Financial Accounting

ial Liabilities at Fair Value



Standards Board (FASB) Accounting Standards Codification (ASC) 825-10 (Fair Value Option).
The primary reasons for electing the fair value option are to reflect economic events in
earnings on a timely basis, to mitigate volatility in earnings from using different measurement
attributes and to address simplification and cost-benefit considerations. Such financial
assets and financial liabilities accounted for at fair value include certain securities financing
transactions and the debt related to consolidated VIEs.

(f) Fair Value Measurements

The fair value 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 (the exit price). Financial assets are marked to bid prices, and financial
liabilities are marked to offer prices. Fair value measurements do not include transaction
costs.

The fair value hierarchy under ASC 820 (Fair Value Measurement and Disclosures) prioritizes
the inputs to valuation techniques used to measure fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The
three levels of the fair value hierarchy are described below:

Basis of Fair Value Measurement

Level 1 Unadjusted quoted prices in active markets that are accessible at the
measurement date for identical, unrestricted assets or liabilities

Level 2 Quoted prices in markets that are not considered to be active or financial
instruments for which all significant inputs are observable, either directly or
indirectly

Level 3 Prices or valuations that require inputs that are both significant to the fair value
measurement and unobservable

A financial instrument'’s level within the fair value hierarchy is based on the lowest level of any
input that is significant to the fair value measurement.

The Company defines active markets for equity instruments based on the average daily trading
volume both in absolute terms and relative to the market capitalization for the instrument. The
Company defines active markets for debt instruments based on both the average daily trading
volume and the number of days with trading activity.

Credit risk is an essential component of fair value. Cash products (e.g., bonds and loans) and
derivative instruments (particularly those with significant future projected cash flows) trade in
the market at levels which reflect credit considerations. The Company manages its exposure
to credit risk as it does other market risks and will price, economically hedge, facilitate and
intermediate trades which involve credit risk.

In determining fair value, the Company separates its “Financial instruments owned, at fair
value” and its “Financial instruments sold, but not yet purchased, at fair value” into two
categories: cash instruments and derivative contracts.

m  Cash Instruments — the Company'’s cash instruments are generally classified within Level 1
or Level 2 of the fair value hierarchy because they are valued using quoted market prices,
broker or dealer quotations, or alternative pricing sources with reasonable levels of price
transparency. The types of instruments valued based on quoted market prices in active
markets include most U.S. government and sovereign obligations, active listed equities
and certain money market securities. Such instruments are generally classified within
Level 1 of the fair value hierarchy. Instruments classified within Level 1 of the fair value
hierarchy are required to be carried at quoted market prices, even in situations where the
Company holds a large position and a sale could reasonably impact the quoted price.

The types of instruments that trade in markets that are not considered to be active, but
are valued based on quoted market prices, broker or dealer quotations, or alternative
pricing sources with reasonable levels of price transparency include most government
agency securities, most investment-grade corporate bonds, certain mortgage products
and whole loans, certain bank and bridge loans, less liquid listed equities, state, municipal
and provincial obligations, and certain money market securities. Such instruments are
generally classified within Level 2 of the fair value hierarchy.

Certain cash instruments are classified within Level 3 of the fair value hierarchy
because they trade infrequently and therefore have little or no price transparency. Such
instruments include private equity and real estate fund investments, less liquid corporate
debt securities and other debt obligations (including less liquid high-yield corporate
bonds, distressed debt instruments and collateralized debt obligations (CDOs) backed by
corporate obligations), certain whole loans and securities (backed by either commercial
or residential real estate). The transaction price is initially used as the best estimate of fair
value. Accordingly, when a pricing model is used to value such an instrument, the model
is adjusted so that the model value at inception equals the transaction price. This valuation
is adjusted only when changes to inputs and assumptions are corroborated by evidence
such as transactions in similar instruments, completed or pending third party transactions
in the underlying investment or comparable entities, subsequent rounds of financing,
recapitalizations and other transactions across the capital structure, offerings in the equity
or debt capital markets, and changes in financial ratios or cash flows.

For positions that are not traded in active markets or are subject to transfer restrictions,
valuations are adjusted to reflect illiquidity and/or nontransferability. Such adjustments
are generally based on available market evidence where available. In the absence of such
evidence, management'’s best estimate is used.

Recent market conditions have increased the level of management judgment required
to value cash trading instruments classified within Level 3 of the fair value hierarchy. In
particular, management’s judgment is required to determine the appropriate risk-adjusted
discount rate for cash trading instruments with little or no price transparency as a result of
decreased volumes and lower levels of trading activity. In such situations, the Company's
valuation is adjusted to approximate rates which market participants would likely consider

appropriate for relevant credit and liquidity risks. Due to the level of management
judgment and estimate used in the valuation of cash instruments included within Level 3
of the fair value hierarchy, it is possible that other market participants could determine a
materially different estimate of fair value for such instruments.

m Derivative Contracts — derivative contracts can be exchange traded or over the counter
(OTC). Exchange traded derivatives typically fall within Level 1 or Level 2 of the fair value
hierarchy depending on whether they are deemed to be actively traded or not. The
Company generally values exchange traded derivatives using models which calibrate to
market clearing levels and eliminate timing differences between the closing price of the
exchange traded derivatives and their underlying instruments. In such cases, exchange
traded derivatives are classified within Level 2 of the fair value hierarchy.

OTC derivatives are valued using market transactions and other market evidence whenever
possible, including market based inputs to models, model calibration to market clearing
transactions, broker or dealer quotations, or alternative pricing sources with reasonable
levels of price transparency. Where models are used, the selection of a particular model to
value an OTC derivative depends upon the contractual terms of, and specific risks inherent
in, the instrument as well as the availability of pricing information in the market. The
Company generally uses similar models to value similar instruments. Valuation models
require a variety of inputs, including contractual terms, market prices, yield curves, credit
curves, measures of volatility, prepayment rates and correlations of such inputs. For OTC
derivatives that trade in liquid markets, such as generic forwards, swaps and options,
model inputs can generally be verified and model selection does not involve significant
management judgment. OTC derivatives are classified within Level 2 of the fair value
hierarchy when all of the significant inputs can be corroborated to market evidence.

Certain OTC derivatives trade in less liquid markets with limited pricing information, and
the determination of fair value for these derivatives is inherently more difficult. Such
instruments are classified within Level 3 of the fair value hierarchy. Where the Company
does not have corroborating market evidence to support significant model inputs and
cannot verify the model to market transactions, the transaction price is initially used as
the best estimate of fair value. Accordingly, when a pricing model is used to value such
an instrument, the model is adjusted so that the model value at inception equals the
transaction price. The valuations of these less liquid OTC derivatives are typically based on
Level 1 and/or Level 2 inputs that can be observed in the market, as well as unobservable
Level 3 inputs. Subsequent to initial recognition, the Company updates the Level 1 and
Level 2 inputs to reflect observable market changes, with resulting gains and losses
reflected within Level 3. Level 3 inputs are only changed when corroborated by evidence
such as similar market transactions, third party pricing services and/or broker or dealer
quotations, or other empirical market data. In circumstances where the Company cannot
verify the model value to market transactions, it is possible that a different valuation model
could produce a materially different estimate of fair value.

When appropriate, valuations are adjusted for various factors such as liquidity, bid/offer
spreads and credit considerations. Such adjustments are generally based on available
market evidence. In the absence of such evidence, management'’s best estimate is used.

(g) Securities Financing Transactions
Securities financing transactions consist of the following:

®m  Resale and Repurchase Agreements — securities purchased under agreements to resell
(reverse repurchase agreements) and securities sold under agreements to repurchase
(repurchase agreements) are accounted for as collateralized financing transactions
and are recorded at their contractual amounts, plus accrued interest. The Company’s
policy is to obtain possession of collateral with a market value equal to or in excess
of the principal amount loaned under reverse repurchase agreements. To ensure that
the market value of the underlying collateral remains sufficient, collateral is valued
daily, and the Company may require counterparties to deposit additional collateral or
return collateral pledged, when appropriate. Substantially all repurchase and reverse
repurchase activities are transacted under master netting agreements that give the
Company the right, in the event of default, to liquidate collateral held and offset
receivables and payables with the same counterparty. Interest earned on reverse
repurchase agreements and interest incurred on repurchase agreements are reported
as interest revenues and interest expense, respectively.

As noted above, certain reverse repurchase and repurchase agreements are carried in
the consolidated statement of financial condition at fair value. Reverse repurchase and
repurchase agreements are generally valued based on inputs with reasonable levels of
price transparency and are classified within Level 2 of the fair value hierarchy.

Reverse repurchase and repurchase agreements with common counterparties, along with
their respective interest receivables and payables, are reported net by counterparty, when
applicable, pursuant to the provisions of ASC 210-20 (Offsetting). At June 30, 2011, the
Company's reverse repurchase and repurchase agreements reflected approximately $29.9
billion of netting pursuant to ASC 210-20.

In accordance with ASC 860-30 (Secured Borrowing and Collateral), $61.2 billion of
U.S. government and corporate securities are pledged as collateral under repurchase
agreements which the counterparty is permitted to sell or repledge. Additionally, $112.6
billion of U.S. government and corporate securities have been pledged as collateral under
agreements to repurchase for which the counterparty does not have the right to sell or
repledge.

m Securities borrowed and Loaned — securities borrowed and loaned transactions are
recorded at the amount of cash collateral advanced or received. Securities borrowed
transactions require the Company to provide the counterparty with collateral in the form
of cash, letters of credit, or other securities. The Company receives collateral in the form of
cash or other securities for securities loaned transactions. On a daily basis, the Company
monitors the market value of securities borrowed or loaned against the collateral value
and the Company may require counterparties to deposit additional collateral or return



collateral pledged, when appropriate.

As these arrangements generally can be terminated on demand, they exhibit little,
if any, sensitivity to changes in interest rates. Certain securities borrowed and loaned
transactions are recorded at fair value under the fair value option. These securities
borrowed and loaned transactions are generally valued based on inputs with reasonable
levels of price transparency and are classified within Level 2 of the fair value hierarchy.

(h) Receivables and Payables — Customers

Receivables from and payables to customers include amounts due on cash and margin
transactions. Securities owned by customers, including those that collateralize margin or
similar transactions, are not reflected on the consolidated statement of financial condition.

(i) Receivables and Payables - Non-customers

Receivables from and payables to non-customers include amounts due on cash and margin
transactions of banks and broker dealers trading for their own account through the Company.
These amounts represent transactions made predominantly with affiliates. Securities owned
by non-customers, including those that collateralize margin or similar transactions, are not
reflected on the consolidated statement of financial condition.

(j) Receivables and Payables — Other

Other receivables and payables, consisting primarily of loans receivable and payable, are
presented on the consolidated statement of financial condition at their outstanding unpaid
principal balances. These loans are predominantly made with affiliates. Interest revenue is
accrued on the unpaid principal balance.

(k) Foreign Currency Translation

Assets and liabilities denominated in non U.S. dollar currencies are translated into U.S. dollar
equivalents using period end spot foreign exchange rates.

(I) Share-Based Compensation

The Bank has a share ownership program granting certain employees of the Company
special stock awards and incentives as part of their total compensation. The cost of employee
services received in exchange for a share-based award is generally measured based on the
grant-date fair value of the award in accordance with ASC 718. Share-based awards that do
not require future service (i.e., vested awards, including awards granted to retirement eligible
employees) are expensed immediately. Share-based employee awards that require future
service are amortized over the relevant service period. Expected forfeitures are included in
determining share-based employee compensation expense.

(m) Exchange Memberships

Exchange memberships are recorded at cost, less impairment, and are included in other
assets on the accompanying consolidated statement of financial condition.

(n) Property, Plant, and Equipment

Property, plant, and equipment are stated at cost less accumulated depreciation and
amortization. Depreciation of furniture, fixtures, equipment, and computer software is
computed using the straight-line method over their estimated useful lives of three to seven
years. Buildings are depreciated on a straight-line basis over their estimated useful lives of 27
years. Leasehold improvements are amortized on a straight-line basis over the terms of the
leases or the estimated useful lives of the improvements, whichever is shorter.

(o) Income Taxes

The results of the Company and its wholly owned subsidiaries are included in the consolidated
U.S. federal income tax return, and certain combined and unitary state tax returns of its
parent, the Taunus Corporation. Pursuant to a tax sharing agreement, income taxes are
computed on a separate company basis. In addition, the Company files tax returns in certain
states on a stand alone basis. Further, the Company is reimbursed on a current basis by its
parent, the Taunus Corporation, for the value of any federal taxable losses of the Company.

The Company provides for income taxes on all transactions that have been recognized in
the consolidated statement of financial condition in accordance with ASC 740 (Income
Taxes). Accordingly, deferred taxes are adjusted to reflect the tax rates at which future
taxable amounts will likely be settled or realized. The effects of tax rate changes on future
deferred tax liabilities and deferred tax assets, as well as other changes in income tax laws,
are recognized in the period during which such changes are enacted. Deferred tax assets
are recognized subject to management’s judgment that realization is more likely than not.
Deferred tax assets and liabilities are included in other assets and liabilities, respectively, on
the consolidated statement of financial condition.

ASC 740 clarifies the accounting for uncertainty in income taxes recognized in a company's
financial statements and prescribes a recognition threshold and 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, disclosure, and transition.

(p) Variable Interest Entities (VIEs)

VIEs are entities that lack one or more of the characteristics of a voting interest entity. A
controlling financial interest in a VIE is present when an enterprise has a variable interest, or a
combination of variable interests, that provides the enterprise with (i) the power to direct the
activities of the VIE that most significantly impact the VIE's economic performance and (ii) the
obligation to absorb losses of the VIE or the right to receive benefits from the VIE that could
potentially be significant to the VIE. The enterprise with a controlling financial interest, known
as the primary beneficiary, consolidates the VIE. The Company determines whether it is the
primary beneficiary of a VIE by performing an analysis that principally considers: (i) the VIE's
purpose and design, including the risks the VIE was designed to create and pass through to
its variable interest holders, (ii) the VIE's capital structure, (iii) the terms between the VIE and
its variable interest holders and other parties involved with the VIE, (iv) which variable interest

holders have the power to direct the activities of the VIE that most significantly impact the
VIE's economic performance, (v) which variable interest holders have the obligation to absorb
losses or the right to receive benefits from the VIE that could potentially be significant to
the VIE and (vi) related party relationships. The Company reassesses its initial evaluation
of an entity as a VIE upon the occurrence of certain reconsideration events. The Company
reassesses its determination of whether the Company is the primary beneficiary of a VIE upon
changes in facts and circumstances that could potentially alter the Company’s assessment.

(q) Recent Accounting Developments

Improving Disclosures about Fair Value Measurements. In January 2010, the FASB issued
Accounting Standards Update (ASU) 2010-06, “Fair Value Measurements and Disclosures:
Improving Disclosures about Fair Value Measurements”. ASU 2010-06 amends certain
disclosure requirements of the FASB ASC Subtopic 820-10. This ASU provides additional
disclosures for transfers in and out of Levels | and Il and for activity in Level lll. This ASU also
clarifies certain other existing disclosure requirements including level of disaggregation and
disclosures around inputs and valuation techniques.

The final amendments to the ASC became effective for annual and interim reporting periods
beginning after December 15, 2009, except for the requirement to provide Level 3 activity
for purchases, sales, issuances, and settlements on a gross basis. That requirement will
be effective for fiscal years beginning after December 15, 2010, and for interim periods
within those fiscal years. Since these amended principles require only additional disclosures
concerning fair value measurements, adoption did not and will not affect the Company’s
financial condition.

Reconsideration of Effective Control for Repurchase Agreements. In April 2011,
the FASB issued ASU 2011-3, “Reconsideration of Effective Control for Repurchase
Agreements”. ASU 2011-3 amends ASC Topic 860, Transfers and Servicing, by removing
from the assessment of effective control (1) the criterion requiring the transferor to have the
ability to repurchase or redeem the financial assets on substantially the agreed terms, even
in the event of default by the transferee, and (2) the collateral maintenance implementation
related to that criterion. Other criteria applicable to the assessment of effective control are
not changed by the amendments of the update. Those criteria indicate that the transferor
is deemed to have maintained effective control over the financial assets transferred (and
thus must account for the transaction as a secured borrowing), for agreements that both
entitle and obligate the transferor to repurchase or redeem the financial assets before their
maturity if all of the following conditions are met: (1) the financial assets to be repurchased
or redeemed are the same or substantially the same as those transferred, (2) the agreement
is to repurchase or redeem them before maturity, at a fixed or determinable price, and (3) the
agreement is entered into contemporaneously with or in contemplation of, the transfer. The
guidance is effective for the first interim or annual period beginning on or after December
15, 2011. This ASU is not expected to have a material impact on the Company's financial
condition.

Amendments to Achieve Common Fair Value Measurements and Disclosure
Requirements in U.S. GAAP and IFRS. In May 2011, the FASB issued ASU 2011-4,”
Amendments to Achieve Common Fair Value Measurements and Disclosure Requirements
in U.S. GAAP and IFRS". ASU 2011-4 amends ASC Topic 820, Fair Value Measurements
and Disclosures. The amendments result in common fair value measurement and disclosure
requirements in U.S. GAAP and IFRS by changing the wording used to describe the
requirements in U.S. GAAP for measuring fair value and for disclosing information about fair
value measurements. The amendments include those that clarify the Board's intent about the
application of existing fair measurement and disclosure requirements and those that change
a particular principle or requirement for measuring fair value or for disclosing information
about fair value measurements. In addition, some changes in wording were necessary to
ensure that U.S. GAAP and IFRS fair value measurements and disclosure requirements are
described in the same way. The amendments clarify the Board’s intent with regard to the
application of the highest and best use and valuation premise concepts, and requirements for
measuring fair value of those instruments, such as equity interests issued as consideration
in a business combination. The amendments clarify that a reporting entity should disclose
quantitative information about the unobservable inputs used in a fair value measurement that
is categorized as Level 3 of the fair value hierarchy. The amendments permit an exception to
the requirements for measuring fair value when an entity manages its financial instruments
on the basis of its net risk exposures to permit a reporting entity to measure fair value of such
assets and liabilities at the price that would be received to sell a net position for a particular
risk or to transfer a net liability position in an orderly transaction between market participants
at the measurement date. The amendments clarify that premiums or discounts related to
the size rather than as a characteristic of the asset or liability are not permitted in a fair
value measurement. The amendments also expand the qualitative disclosure requirements
for financial instruments categorized within Level 3 of the fair value hierarchy, as well as
requiring entities to disclose by level of the fair value hierarchy, those instruments that are
not measured at fair value in the statement of financial position, but for which fair value is
required to be disclosed. Additional disclosures are also required when a reporting entity’s
use of a nonfinancial asset differs from the asset’s highest and best use when that asset is
measured at fair value in the statement of financial position or when its fair value is disclosed
on the basis of its highest and best use. For public companies, the guidance is effective
during interim or annual periods beginning on or after December 15, 2011. For nonpublic
companies, the guidance is effective for annual period beginning after December 15, 2011
This ASU is not expected to have a material impact on the Company's financial condition.

(3) Financial Instruments
(a) Fair Value of Financial Instruments

The following table sets forth the Company’s financial instruments owned, at fair value,
including those pledged as collateral, and financial instruments sold, but not yet purchased,
at fair value (in thousands):



Assets Liabilities

U.S. Treasury SECUTTIES ......cccverveeeerieeiereeieeeieeeesieenns $ 17,821,333 23,003,699
U.S. Government Agency obligations
(excluding MBS) ........cccoiiiiuiiiiiiiicc e 39,228,844 1,141,241
Other mortgage backed securities............ccccccevreenene 2,151,271 47,987
Asset backed securities...............ccooiiiiiiiiiics 2,897,486 5,271
Other structured financial products 10,958 27,296
Other debt securities .. 10,369,611 3,754,760
EQUITIES ..t 5,292,064 4,598,748
Contractual agreements:
Interest rate CONtracts ..........cccoevveveeeeeeiiinieeeeeens 1,780,294 1,892,224
Credit contracts.... 372,913 16,040
Equity contracts ... 767,071 182,077
Futures CONtracts .........ccccveveeeeieiieieeeeeeciiieeeeeeenn 8,382 —
Commercial paper and money market funds.............. 1,835,199 —
State and municipal bond obligations.............c..cc....... 2,133,607 21,155
TOtAN s $ 84,669,033 34,690,498

(b) Fair Value Hierarchy

The following table sets forth by level within the fair value hierarchy “Financial instruments
owned, at fair value,” “Financial instruments sold, but not yet purchased, at fair value” and
other financial assets and financial liabilities accounted for at fair value under the fair value
option as of June 30, 2011 (in thousands). Refer to note 2 for further information on the fair
value hierarchy. Assets and liabilities are classified in their entirety based on the lowest level
of input that is significant to the fair value measurement.

Counterparty and Cash

Level 1 Level 2 Level 3 Collateral Netting Total
Assets:
Cash equivalents 242,810 — — — 242,810
Cash and securities segregated for benefit of customers — 4,845,621 — - 4,845,621
Securities financing transactions.............cccvvvviriiiiiicie i — 121,698,973 — (29,923,742) 91,775,231
Financial instruments owned:
U.S. Treasury securities 14,870,364 2,950,969 — - 17,821,333
U.S. Government Agency obligations (excluding MBS) .. — 39,142,875 85,969 — 39,228,844
Other mortgage backed securities .. — 1,589,078 562,193 — 2,151,271
Asset backed securities................ - 2,441,016 456,470 - 2,897,486
Other structured financial products. — — 10,958 — 10,958
Other debt securities . 68,274 9,847,841 453,496 — 10,369,611
Equities 5,066,499 221,622 3,943 — 5,292,064
Contractual agreements:
Interest rate CONtractS........ccuvveeeevieeeeeeecciiee e — 1,331,801 448,493 — 1,780,294
Credit contracts .... — 372,913 — — 372,913
Equity contracts.... 2,474,803 1,602 — (1,709,234) 767,071
Futures contracts — 8,382 — — 8,382
Commercial paper and money market funds .. - 1,834,966 233 — 1,835,199
State and municipal bond obligations. 10,920 2,054,911 67,776 — 2,133,607
Total financial instruments owned 22,490,860 61,797,876 2,089,531 (1,709,234) 84,669,033
Securities received as collateral. — 599,012 — — 599,012
Total assets at fair value ... 22,733,670 188,941,482 2,089,531 (31,632,976) 182,131,707
Counterparty and Cash
Level 1 Level 2 Level 3 Collateral Netting Total
Liabilities:
Securities financing transactions............cccoiiiiiiiiiiieic e $ — 103,474,900 — (29,923,742) 73,551,158
Financial instruments sold, not yet purchased:
U.S. Treasury Securities .. 22,867,665 136,034 — — 23,003,699
U.S. Government Agency obligations (excluding MBS) .. .. — 1,141,241 — — 1,141,241
Other mortgage backed securities — 47,598 389 — 47,987
Asset backed securities — 5,271 — — 5,271
Other structured financial products. — 27,296 — — 27,296
Other debt securities - — 3,749,227 5,533 — 3,754,760
EQUITIES ... 4,588,103 10,645 - - 4,598,748
Contractual agreements:
Interest rate contracts. — 1,887,564 4,660 — 1,892,224
Credit contracts .... — 16,040 — — 16,040
Equity contracts.... 1,891,311 — — (1,709,234) 182,077
State and municipal bond obligations 58 21,097 — — 21,155
Total financial instruments sold, not yet purchased .. 29,347,137 7,042,013 10,582 (1,709,234) 34,690,498
Obligation to return securities as collateral — 599,012 — — 599,012
Total liabilities at fair value 29,347,137 111,115,925 10,582 (31,632,976) 108,840,668




There were no significant transfers in or out of Level 3 or between Level 1 and Level 2 of the
fair value hierarchy during the period ended June 30, 2011.

(c) Fii jal Instr

Certain of the Company's financial assets and liabilities are not measured at fair value on a
recurring basis but nevertheless are recorded at amounts that approximate fair value due to
their liquid or short-term nature.

(d) Derivative Activities

Derivative contracts (contractual agreements) are instruments, such as futures, forwards,
swaps or option contracts that derive their value from underlying assets, indices, reference
rates, or a combination of these factors. Derivative contracts may be privately negotiated
contracts, which are often referred to as OTC derivatives, or they may be listed and traded
on an exchange. Derivatives may involve future commitments to purchase or sell financial
instruments, or to exchange currency or interest payment streams. The amounts exchanged
are based on the specific terms of the contract with reference to specified rates, securities,
currencies, or indices.

not M ed at Fair Value

Substantially all of the Company’s derivative transactions are entered into for trading purposes,
to facilitate customer transactions or as a means of risk management. Risk exposures are
managed through diversification, by controlling position sizes and by establishing hedges in
related securities or derivatives. The Company does not apply hedge accounting under ASC
815 (Derivatives and hedging) to any of its derivative contracts.

The following table sets forth the fair value and the number of the Company’s derivative
contracts by major product type on a gross basis as of June 30, 2011. Gross fair values in the
table below exclude the effects of both netting under enforceable netting agreements and
netting of cash received or posted pursuant to credit support agreements, and therefore are
not representative of the Company’s exposure (in thousands, except number of contracts):

Derivative Derivative Number
Derivative Contract Type Assets Liabilities of Contracts
Contractual agreements:
Interest rate contracts ..$ 10,074,901 10,186,831 57,303
Credit contracts 3,971,720 3,614,847 454
Equity contracts ... . 767,071 182,077 4,163
Futures contracts . . 8,382 — 3,615
SUDTOtal...eeveceec e $ 14,822,074 13,983,755 65,535
Counterparty netting M........ccooeeeneies (11,793,5654)  (11,793,554)
Cash collateral netting ? . (99,860) (99,860)
Total fair value . .$ 2,928,660 2,090,341

Represents the netting of receivable balances with payable balances for the same counterparty
pursuant to credit support agreements.
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Represents the netting of cash collateral received and posted on a counterparty basis
pursuant to credit support agreements.

The Company generally enters into International Swaps and Derivative Association, Inc.
master agreements or their equivalent with each of its counterparties, whenever possible.
These master netting agreements provide protection in bankruptcy in certain circumstances
and to further reduce default risk, the Company requires collateral, generally cash or securities
in connection with its derivative transactions.

Credit Derivatives — The Company enters into credit derivatives, principally through credit
default swaps, under which it provides counterparties protection against the risk of default
on a set of debt obligations issued by a specified reference entity or entities. A majority
of the Company’s counterparties are banks, broker dealers, insurance and other financial
institutions, and monoline insurers. The table below summarizes certain information
regarding protection sold through credit default swaps and credit linked notes as of June
30, 2011 (in millions):

Protection sold
Maximum potential payout/notional
Years to maturity Fair value
Credit ratings of the asset

reference obligation Less than 1 1-5 Over 5 Total (liability) ™
Single-name credit
default swaps:
AAA. — - 58 58 (4)
AA.... — — 34 34 (7)
A - - 48 48 (8)
BBB . — - 27 27 (5)
Noninvestment grade... — — 379 379 (248)
— — 546 546 (272)
Multi-name credit
default swaps:
Noninvestment grade... — 200 3,158 3,358 (1,665)
— 200 3,158 3,358 (1,665)
Total return swaps:
Noninvestment grade... 3 — — 3 (3)
3 — — 3 (3)
Total protection sold.....$ 3 200 3,704 3,907 (1,940)

) Fair value amounts are shown on a gross basis prior to cash collateral or counterparty netting.

The maximum potential amounts of future payments under credit derivatives contracts
are based on the notional value of derivatives. The Company believes that the maximum
potential amount of future payments for credit protection sold does not represent the actual
loss exposure based on historical experience. In addition, the maximum amount of future
payments for credit protection sold has not been reduced for any cash collateral paid to
counterparties. Payments under credit derivative contracts would be calculated after netting
all derivative exposures with that counterparty in accordance with a related master netting
agreement. Due to such netting processes, determining the amount of collateral that relates
to credit exposures only is not possible.

Single name and multi-name credit default swaps — A credit default swap protects the
buyer against the loss of principal on a bond or loan in case of a default by the issuer. The
protection buyer pays a periodic premium (typically quarterly) over the life of the contract
and is protected for the period. The Company in turn will have to perform under a credit
default swap if a credit event as defined under the contract occurs. Typical credit events
include bankruptcy, dissolution, or insolvency of the referenced entity; failure to pay; the
obligations of the referenced entity and restructuring of the obligations of the referenced
entity. In order to provide an indication of the current payment status or performance risk of
the credit default swaps, the external credit ratings, primarily Moody’s credit ratings, of the
underlying reference entity of the credit default swaps are disclosed.

Total return swaps — a total return swap transfers the risks relating to economic performance
of a reference obligation from the protection buyer to the protection seller. Typically the
protection buyer receives from the protection seller a floating rate of interest and protection
against any reduction in fair value of the reference obligation and, in return, the protection
seller receives the cash flows associated with the reference obligation, plus any increase in
the fair value of the reference obligation.

Purchased credit protection — For single name credit default swaps and total return swaps,
the Company has purchased protection with a notional amount of approximately $4.0
billion, compared with a notional amount of approximately $3.9 billion of credit protection
sold with identical underlying reference obligations. The purchase of credit protection does
not represent the sole manner in which the Company risk manages its exposure to credit
derivatives. The Company manages its exposure to these derivative contracts through a
variety of risk mitigation strategies. Aggregate market risk limits have been established for
credit derivatives, and market risk measures are routinely monitored against these limits. The
Company may also recover amounts on the underlying reference obligation delivered to the
Company under credit default swaps where credit protection was sold.

Credit-Risk Related Contingent Features in Derivatives

For the Company's OTC derivative contracts that are with related parties, there are no credit-
risk-related contingent features in these contracts with provisions that require the Company
to either settle immediately, or post additional collateral if its credit rating, or the credit rating
of its affiliates, is downgraded.

(4) Securities Pledged as Collateral and Obligations to Return Collateral

The Company pledges firm-owned assets to collateralize repurchase agreements and other
secured financings. Pledged securities that can be sold or re-pledged by the secured party
are parenthetically disclosed in financial instruments owned on the consolidated statement
of financial condition.

In transactions where the Company acts as a lender in a securities lending agreement and
receives securities that can be pledged or sold as collateral, it recognizes an asset on the
consolidated statement of financial condition, representing the securities received, and a
liability for the same amount, representing the obligation to return those securities. At June
30, 2011, included in other assets and other liabilities on the accompanying consolidated
statement of financial condition was approximately $599.0 million resulting from these
transactions.

As of June 30, 2011, the Company has received collateral of $110.8 billion and $97.9 billion
under agreements to resell and securities borrowed, respectively, of which $94.8 billion and
$78.3 billion, respectively, has been re-pledged as collateral for repurchase transactions,
securities lending transactions, to meet margin requirements at clearing organizations and to
facilitate short sales of customers and non-customers.

As of June 30, 2011, in the normal course of business, the Company was in possession of
collateral in the amount of $7.8 billion and $69.0 billion from customers and non-customers,
respectively, of which $3.5 billion and $49.1 billion, respectively, has been pledged for
securities lending transactions, repurchase transactions and to facilitate short sales of
customers and non-customers.

(5) Securitization Activities and Variable Interest Entities

(a) Securitization Activities

The Company engages in securitization activities related to commercial and residential
mortgage loans and other types of financial assets. The Company may act as an underwriter
of the beneficial interests that are sold to investors. The Company derecognizes financial
assets transferred in securitizations, provided it has relinquished control over such assets.
Transferred assets are accounted for at fair value prior to securitization. The Company generally
receives cash in exchange for transferred assets. Net revenues related to underwriting
activities are recognized in connection with the sales of the underlying beneficial interests
to investors.

The Company may have retained interests in transferred financial assets. These retained
interests are classified as financial instruments owned in the consolidated statement of
financial condition and are measured at fair value. The outstanding principal amount of the
underlying collateral and fair value of retained interests transferred at June 30, 2011 were
$689.2 million and $79.5 million, respectively.

The following table sets forth the weighted average key economic assumptions used in
measuring the fair value of the Company’s retained interests and the sensitivity of this fair



value to immediate adverse changes of 10% and 20% in those assumptions at June 30, 2011
(in thousands):

Mortgage-backed

Fair value of retained interests .............ccccevuveenns $ 79,462
Constant prepayment rate 7.10%
Impact of 10% adverse change . (630)
Impact of 20% adverse change..........cccccccceennene (1,247)
Anticipated credit losses 13.50%
Impact of 10% adverse change (1,174)
Impact of 20% adverse change . (2,152)
Discount rate 31.00%
Impact of 10% adverse change (2,881)
Impact of 20% adverse change.. (5,485)

(b) Variable Interest Entities (VIEs)

The Company, in the ordinary course of business, creates or transacts with entities that
are considered VIEs. The Company also purchases and sells variable interests in VIEs
which primarily issue mortgage backed and other asset backed securities in connection
with its market making activities and making investments in VIEs that hold performing and
nonperforming debt, equity and other assets. Substantially all of the consolidated assets of
the VIE act as the collateral for the related consolidated liabilities.

The Company's variable interests in VIEs include senior and subordinated debt interests in
mortgaged backed and asset backed securitization vehicles. The Company’s exposure to the
obligations of VIEs is generally limited to its interests in these entities. The Company has
aggregated nonconsolidated VIEs based on the principal business activities. The following
table sets forth (in thousands) the carrying amounts of assets in nonconsolidated VIEs in
which the Company holds variable interests and the Company’s maximum exposure to loss
excluding the benefit of offsetting financial instruments that are held to mitigate the risks
associated with these variable interests.

Maximum
Carrying value of exposure
variable interests held of debt interests

Residential mortgages .................. $ 689,192 79,462
Commercial mortgages . 1,329,264 1,329,264
2,018,456 1,408,726

The following table sets forth the carrying amount (in thousands) and classification of the
Company’s assets and liabilities, excluding the benefit of offsetting financial instruments that
are held to mitigate the risks associated with its variable interests, in consolidated VIEs and
excludes VIEs in which the Company holds a majority of voting interest if the VIE meets
the definition of a business as defined in ASC 805 (Business Combinations) and the VIE's
assets can be used for purposes other than settlement of its obligations. The Company has
aggregated consolidated VIEs based on principal business activity. Consolidated VIE assets
and liabilities are presented after intercompany eliminations and include assets financed on
a nonrecourse basis.

Asset backed

Securities
Assets

Financial instruments owned .. 323,592
Other assets 1,437
TOtal @SSELS ..o $ 325,029

Liabilities
Other payables $ 254,715
Other liabilities 1,238
Total liabilities.. $ 255,953

The Company’s maximum exposure to loss presented in the preceding tables does not reflect
the benefit of offsetting financial instruments that are held to mitigate the risks associated
with these variable interests.

(6) Receivable from and Payable to Brokers, Dealers, and Clearing Organizations

Amounts receivable from and payable to brokers, dealers, and clearing organizations as of
June 30, 2011 consist of the following (in thousands):

Receivable Payable

Securities failed to deliver/receive 1,593,638 1,790,271
Unsettled trades receivable/payable, net — 2,361,948
Receivable from/payable to broker-dealers 259,149 656,091
Receivable from/payable to clearing organizations ... 2,107,009 375,027
$ 3,959,796 5,183,337

Unsettled trades relate to amounts receivable from or payable to clearing organizations for
proprietary positions that had not yet reached settlement date.

The Company clears certain of its proprietary and customer transactions through other broker
dealers on a fully disclosed basis. The amount payable to the clearing broker relates, in part, to
the above mentioned transactions and is collateralized by securities owned by the Company.

(7) Receivables and Payables — Other

As of June 30, 2011, all of the Company's receivables, aggregating $7.0 billion, were with
affiliates, unsecured and were overnight or short term.

The Company maintains an uncommitted bank loan facility whereby it may borrow funds
on an unsecured or secured basis from the Bank at various rates approximating the Federal
Funds rate of interest. At June 30, 2011, all but $1.4 billion of the Company's borrowings,
aggregating approximately $18.2 billion, which are included in other payables in the
accompanying consolidated statement of financial condition were with affiliates and were
unsecured. At June 30, 2011, the weighted average interest rate on these borrowings
was approximately 0.61%. In addition, approximately $16.8 billion of the borrowings were
overnight or short term.

(8) Related-Party Transactions

The Company is involved in significant financing and other transactions, and has significant
related-party balances with certain of its affiliates. The Company generally enters into these
transactions in the ordinary course of business and believes that these transactions are
generally on market terms that could be obtained from unrelated third parties. Related-party
financing transactions are also discussed in notes 5 and 14.

(a) Related-Party Assets and Liabilities

The following table sets forth related-party assets and liabilities as of June 30, 2011 (in
thousands):

Assets:
Cash and cash equivalents 550,750
Cash and securities segregated for benefit of customers .. 1,845,112
Securities purchased under agreements to resell 24,470,700
Securities borrowed ............ccoceeeeiiiiieeieeeeee 9,329,855
Financial instruments owned - contractual agreements.... 512,480
Receivable from customers 328,839
Receivable from non-customers. . 38,590,359
Receivable from brokers, dealers, and clearing organizations. 1,642,623
Receivables — Other .......c..ooocvie e 7,000,000
Other @SSETS ...uvveiieeieecee et 2,241,944

S __ 86,412,662

Liabilities:
Securities sold under agreements to repurchase .................... $ 23,991,954
SecUrities 10aNEd...........oovveeeeeieeeee e 53,592,400
Payable to customers.. 1,334,213
Payable to non-customers 5,679,031
Payable to brokers, dealers, and clearing organizations 739,428
Payables — Other .........cccoooeiiiiiiiicece 16,801,457
Financial instruments sold — contractual agreements . 436,031
Other liabilities..............cccooiiiiii 2,097,013
Subordinated labilities..........cc.eovveeieeieeie e 6,723,400

$ 111,394,927
(9) Categories of Risk
(a) Market Risk

Market risk is the potential loss the Company may incur as a result of changes in the market
value of a particular instrument. All financial instruments, including derivatives and short
sales, are subject to market risk. The Company’s exposure to market risk is determined by a
number of factors, including the size, duration, composition, and diversification of positions
held, the absolute and relative levels of interest rates and foreign currency exchange rates
as well as market volatility and illiquidity. For instruments such as options and warrants,
the time period during which the options or warrants may be exercised and the relationship
between the current market price of the underlying instrument and the option’s or warrant's
contractual strike or exercise price also affects the level of market risk. A significant factor
influencing the overall level of market risk to which the Company is exposed is its use of
hedging techniques to mitigate such risk. The Company manages market risk by setting risk
limits and monitoring the effectiveness of its hedging policies and strategies.

(b) Credit Risk

The Company acts as a dealer of securities in the global capital markets and, consequently,
has credit risk for the timely repayment of principal and interest regarding its holdings of
securities. Credit risk is measured by the loss the Company would record if its counterparties
failed to perform pursuant to the terms of their contractual obligations and the value of
collateral held, if any, was not adequate to cover such losses. Specifically, the Company’s
potential credit loss exposure for contractual commitments is equal to the market or fair
value of contractual commitments that are in a net asset position less the effect of master
netting agreements. The Company has established controls to monitor the creditworthiness
of counterparties, as well as the quality of pledged collateral, and uses master netting
agreements whenever possible to mitigate the Company’s exposure to counterparty credit
risk. The Company may require counterparties to submit additional collateral when deemed
necessary. The Company also enters into collateralized financing agreements in which it
extends short-term credit, primarily to major financial institutions. The Company controls the
collateral pledged by the counterparties, which consists largely of securities issued by the
U.S. government or its agencies.

The notional amounts of contractual commitments do not represent exposure to credit risk.
Credit risk associated with futures contracts is limited since all transactions are guaranteed
by the exchange on which they are traded and daily cash settlements by all counterparties
are required for changes in the market value of open contracts. The Company's purchased
exchange issued options also possess low credit risk due to guarantee of performance by the
issuing exchange. Negotiated contractual commitments, such as forwards, and certain OTC
options possess greater exposure to credit risk since cash settlement is not normally required



on a daily basis, and therefore, counterparty credit quality and the value of pledged collateral
are essential elements in controlling the Company'’s risk.

Concentrations of credit risk from financial instruments, including contractual commitments,
exist when groups of issuers or counterparties have similar business characteristics or are
engaged in like activities that would cause their ability to meet their contractual commitments
to be adversely affected, in a similar manner, by changes in the economy or other market
conditions. As a financial intermediary, the Company regularly transacts business with,
and owns securities issued by, a broad range of governments, corporations, international
organizations, central banks, and other financial institutions, which are economically and
geographically diverse. The Company monitors credit risk on both an individual and group
counterparty basis. The Company minimizes this risk through credit reviews, approvals,
trading limits, and monitoring procedures.

(c) Operational and Support Risk

As a major intermediary in financial markets, the Company is directly exposed to market
risk and credit risk which arise in the normal course of its business activities. Less direct,
but of critical importance, are risks pertaining to operational and back office support. This
is particularly the case in a rapidly changing and increasingly global environment with
increasing transaction volumes and an expansion in the number and complexity of products
in the marketplace. Such risks include the following:

i. Operational/settlement risk - the risk of financial and opportunity loss and legal liability
attributable to operational problems such as inaccurate pricing of transactions, untimely
trade execution, clearance and/or settlement, or the inability to process large volumes
of transactions. The Company is subject to increased risks with respect to its trading
activities in emerging markets securities, where clearance, settlement, and custodial
activities continue to develop.

ii. Technological risk - the risk of loss attributable to technological limitations or hardware
failure that constrain the Company’s ability to gather, process, and communicate
information efficiently and securely, without interruption, with customers, and in the
markets where the Company participates. In addition, the Company must address the
technological implications that will result from regulatory and market changes.

. Legal/documentation risk - the risk of loss attributable to deficiencies in the
documentation of transactions (such as trade confirmations) and customer relationships
(such as master netting agreements) or errors that result in noncompliance with applicable
legal and regulatory requirements.

iv. Financial control risk - the risk of loss attributable to limitations in financial systems
and controls; strong financial systems and controls ensure that assets are safeguarded,
that transactions are executed in accordance with management’s authorization, and that
financial information utilized by management and communicated to external parties,
creditors, and regulators is free of material errors.

(10) Commitments and Contingencies
(a) Commitments

Underwriting Commitments — in the normal course of business, the Company enters into
underwriting commitments. Transactions relating to such underwriting commitments that
were open at June 30, 2011, and were subsequently settled did not have a material effect on
the consolidated statement of financial condition as of that date.

Letters and Lines of Credit — the Company has $1.7 billion of uncommitted facilities with
external banks permitting borrowing on an unsecured and secured basis. As of June 30,
2011, $157.0 million of these facilities was utilized for letters of credit posted as margin to
clearing organizations and $22.0 million was utilized for other operational purposes.

Forward Secured Financings — the Company had commitments to enter into forward secured
financing transactions, including certain repurchase and reverse repurchase agreements and
secured borrowing and lending arrangements of $23.3 billion as of June 30, 2011.

Leases — the Company has entered into various noncancelable lease agreements for premises
and equipment that expire through 2020. Certain agreements are subject to periodic
escalation provisions for increases in real estate taxes and other charges. Future minimum
rental commitments under noncancelable leases with initial or remaining terms exceeding
one year as of June 30, 2011 are presented below (in thousands):

Period ending June 30:
2012. $ 15,460
8,494
7,451
4,842
2,346
8,605

47,198

2017 and thereaftel
TOtal .o $

The minimum rental commitments shown above have not been reduced by approximately
$1.5 million of minimum sublease rentals to be received in the future under noncancelable
subleases.

Other Commitments — compensation related commitments of the Company totaled
approximately $7.6 million as of June 30, 2011.
(b) Contingencies

The Company, together with various other brokers and dealers, corporations, and individuals,
has been named as a defendant in various legal actions, including arbitrations, class actions,
and other litigation arising in connection with the conduct of its business activities that allege
violations of federal and state securities laws and claim substantial damages.

In accordance with ASC 450-20 (Loss Contingencies), the Company 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, 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 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 substantial or indeterminate damages, the Company cannot
predict what the eventual loss or range of loss related to such matters will be. Subject to the
foregoing, the Company continues to assess these cases and believes, based on information
available to it, that the resolution of these matters will not have a material adverse effect on
the financial condition of the Company. The actions against the Company include but are not
limited to the following:

IPO Allocation Litigation

The Company and its predecessor firms, along with numerous other securities firms, have
been named as defendants in over 80 putative class action lawsuits pending in the United
States District Court for the Southern District of New York. These lawsuits allege violations of
securities and antitrust laws in connection with the allocation of shares in a large number of
initial public offerings (IPOs) by issuers, officers and directors of issuers, and underwriters of
those securities. The Company is named in these suits as an underwriter. The securities cases
allege material misstatements and omissions in registration statements and prospectuses for
the IPOs and market manipulation with respect to aftermarket trading in the IPO securities.
A related putative antitrust class action was finally dismissed in 2007. Among the allegations
in the securities cases are that the underwriters tied the receipt of allocations of IPO
shares to required aftermarket purchases by customers and to the payment of undisclosed
compensation to the underwriters in the form of commissions on securities trades, and that
the underwriters caused misleading analyst reports to be issued. In the securities cases, the
motions to dismiss the complaints of the Company and others were denied on February 13,
2003. Plaintiffs" motion to certify six “test” cases as class actions in the securities cases
was granted on October 13, 2004. On December 5, 2006, the U.S. Court of Appeals for the
Second Circuit vacated the decision and held that the classes in the six cases, as defined,
could not be certified. On March 26, 2008, the trial court granted in part and denied in part
motions to dismiss plaintiffs’ amended complaints. The extent to which the court granted
the motions did not affect any cases in which the Company is a defendant. Following a
mediation, a settlement was reached and approved by the trial court on October 6, 2009. On
October 23, 2009, an objector filed a Rule 23(f) petition with the Second Circuit, seeking leave
to appeal the trial court’s certification of the settlement class in connection with all 310 cases,
including the cases in which the Company was named as a defendant. The plaintiffs objected,
and all the underwriter defendants responded to the petition on November 2, 2009. The
petition was subsequently withdrawn and substituted with an appeal of the district court’s
order. The appeal is currently pending before the Second Circuit.

Tax-Related Litigation

The Bank, along with certain affiliates, including the Company, and current and/or former
employees (collectively referred to as Deutsche Bank), have collectively been named as
defendants in a number of legal proceedings brought by customers in various tax-oriented
transactions. Deutsche Bank provided financial products and services to these customers,
who were advised by various accounting, legal and financial advisory professionals. The
customers claimed tax benefits as a result of these transactions, and the United States
Internal Revenue Service (IRS) has rejected those claims. In these legal proceedings, the
customers allege that the professional advisors, together with Deutsche Bank, improperly
misled the customers into believing that the claimed tax benefits would be upheld by the IRS.
The legal proceedings are pending in state and federal courts and in arbitration, and claims
against Deutsche Bank are alleged under both U.S. state and federal law. Many of the claims
against Deutsche Bank are asserted by individual customers, while others are asserted on
behalf of a putative customer class. No litigation class has been certified as against Deutsche
Bank. Approximately 100 legal proceedings have been resolved and dismissed with prejudice
with respect to Deutsche Bank. A number of other legal proceedings remain pending as
against Deutsche Bank and are currently at various pre-trial stages, including discovery.
Deutsche Bank has received a number of unfiled claims as well, and has resolved certain of
those unfiled claims, though others remain pending against Deutsche Bank. Deutsche Bank
does not expect these pending legal proceedings and unfiled claims to have a significant
effect on its financial position or profitability.

The United States Department of Justice (DOJ) has been conducting a criminal investigation
of Deutsche Bank's participation in tax-oriented transactions that were executed from
approximately 1996 through early 2002. On December 21, 2010, Deutsche Bank resolved
this investigation, entering into a non-prosecution agreement with the DOJ and a closing
agreement with the IRS, pursuant to which Deutsche Bank paid $553.6 million to the
United States government and, among other things, agreed to retain an independent expert
to evaluate the implementation and effectiveness of various compliance measures that
Deutsche Bank has implemented.

Adelphia Communications Corporation

The Bank and certain of its affiliates, including the Company, were among numerous financial
institutions and other entities named as defendants in two adversary proceedings commenced
in 2003 by a creditors committee and an equity committee of Adelphia Communications
Corporation. In October 2007, the Adelphia Recovery Trust filed an amended complaint
consolidating the two adversary proceedings, which was amended again in February
2008. The consolidated suit named more than 700 defendants and sought to avoid and
recover certain loan payments, including approximately $50 million paid to the Company
in connection with margin loans, and sought affirmative damages from all defendants
collectively based on common law tort claims. The bank defendants filed several motions
to dismiss the consolidated complaint, which were granted in part and denied in part. The
claims that remained pending in the district court against the Company included common
law tort claims and an avoidance claim relating to the margin loans. In October 2010, a
settlement was reached in which all but one of the bank defendants resolved all outstanding
claims against them in the adversary proceeding in exchange for a total payment of $175



million by those bank defendants collectively. The settlement has been approved by the
court, and the matter has been dismissed with prejudice as against the settling defendants,
including the Company. In addition to the lawsuit brought by the Adelphia Recovery Trust, the
Company was one of the underwriters named in several actions brought by investors alleging
federal securities law violations and common law claims. Those cases have all been resolved
by settlement or by dismissal upon the defendants’ motions.

Asset Backed Securities Matters

The Bank and its affiliates, including the Company (collectively referred to as Deutsche
Bank), have received subpoenas and requests for information from certain regulators
and government entities concerning its activities regarding the origination, purchase,
securitization, sale and trading of asset backed securities, asset backed commercial paper
and credit derivatives, including, among others, residential mortgage backed securities,
collateralized debt obligations and credit default swaps. Deutsche Bank is cooperating fully
in response to those subpoenas and requests for information. Deutsche Bank has also been
named as defendant in various civil litigations (including putative class actions), brought
under federal and state securities laws and state common law, related to residential mortgage
backed securities. Included in those litigations are (1) a putative class action pending in
California Superior Court in Los Angeles County regarding the role of the Company, along
with other financial institutions, as an underwriter of offerings of certain securities issued
by Countrywide Financial Corporation or an affiliate (Countrywide), as to which there is a
settlement agreement that has been preliminarily but not yet finally approved by the Court,
and two putative class actions, one pending in the United States District Court for the Central
District of California and one pending in the Superior Court of Los Angeles County, California,
regarding the role of the Company, along with other financial institutions, as an underwriter
of offerings of certain mortgage pass-through certificates issued by Countrywide; (2) a
putative class action pending in the United States District Court for the Southern District
of New York regarding the role of the Company, along with other financial institutions, as
an underwriter of offerings of certain mortgage pass-through certificates issued by affiliates
of IndyMac MBS, Inc.; (3) a putative class action pending in the United States District
Court for the Northern District of California regarding the role of the Company, along with
other financial institutions, as an underwriter of offerings of certain mortgage pass-through
certificates issued by affiliates of Wells Fargo Asset Securities Corporation, as to which there
is a settlement agreement that has not yet been approved by the Court; (4) a putative class
action in the United States District Court for the Southern District of New York regarding the
role of a number of financial institutions, including the company, as underwriter of certain
pass-through certificates issued by affiliates of Novastar Mortgage Corporation; (5) a putative
class action in the United States District Court for the Southern District of New York regarding
the role of a number of financial institutions, including the Company, as underwriter, of
certain mortgage pass-through certificates issued by affiliates of Residential Accredit Loans,
Inc., which the Company was dismissed from on March 31, 2010 and then reinstated as a
defendant on December 21, 2010; (6) a lawsuit filed by the Federal Home Loan Bank of San
Francisco (FHLB SF) pending in the San Francisco Superior Court regarding the role of a
number of financial institutions, including certain affiliates of Deutsche Bank as issuer and the
Company as underwriter of certain mortgage pass-through certificates purchased by FHLB
SF; (7) a lawsuit filed by the Federal Home Loan Bank of Seattle (FHLB Seattle) pending in the
Washington Superior Court regarding the role of certain affiliates of Deutsche Bank as issuer
and the Company as underwriter of a mortgage pass-through certificate purchased by FHLB
Seattle; (8) a lawsuit filed by the Federal Home Loan Bank of Boston (FHLB Boston) pending
in the Massachusetts Superior Court regarding the role of certain affiliates of Deutsche Bank
as issuer and the Company as underwriter of a mortgage pass-through certificate purchased
by FHLB Boston; (9) two lawsuits filed by Cambridge Place Investments Management Inc.
(Cambridge) pending in the Massachusetts Superior Court regarding the role of a number of
financial institutions, including certain affiliates of Deutsche Bank as issuer and the Company
as underwriter of certain mortgage pass-through certificates purchased by Cambridge; (10)
a lawsuit filed by Allstate Insurance Company (Allstate) pending in the Supreme Court of
the State of New York regarding the role of Deutsche Bank as issuer and the Company as
underwriter of certain mortgage pass-through certificates purchased by Allstate; (11) a lawsuit
filed by Mass Mutual Life Insurance Company (Mass Mutual) pending in the United States
District Court for the District of Massachusetts regarding the role of Deutsche Bank as issuer
and the Company as underwriter of certain mortgage pass-through certificates purchased by
Allstate; (12) a lawsuit filed by Dexia SA/NV and certain Dexia affiliates (Dexia) pending in
New York Supreme Court regarding the role of certain affiliates of Deutsche Bank as issuer
and the Company as underwriter of certain mortgage pass-through certificates purchased
by Dexia; and (13) a lawsuit filed by Assured Guaranty Municipal Corp. pending in California
Superior Court regarding the Company’s role as underwriter of certain mortgage pass-
through certificates issued by affiliates of IndyMac MBS, Inc. In addition, certain affiliates of
Deutsche Bank, including the Company, have been named in a putative class action pending
in the United States District Court for the Eastern District of New York regarding their roles
as issuer and underwriter of certain mortgage pass-through securities. Each of the civil
litigations is in its early stages.

Auction Rate Securities

The Bank and the Company are the subjects of a putative class action, filed in the United
States District Court for the Southern District of New York, asserting various claims under
the federal securities laws on behalf of all persons or entities who purchased and continue
to hold auction rate preferred securities and auction rate securities (together ARS) offered
for sale by the Bank and the Company between March 17, 2003 and February 13, 2008.
On December 9, 2010, the court dismissed the putative class action with prejudice. By
agreement, Plaintiff has until November 18, 2011 to file a notice of appeal of the dismissal.
The Bank and the Company, including a division of the Company, have also been named as
defendants in 19 individual actions asserting various claims under the federal securities laws
and state common law arising out of the sale of ARS. Of those 19 actions, twelve are pending
and seven have been resolved and dismissed with prejudice.

The Bank and the Company have also been the subjects of proceedings by state and federal

securities regulatory and enforcement agencies relating to the marketing and sale of ARS.
In August 2008, the Bank and its subsidiaries, entered into agreements in principle with the
New York Attorney General’'s Office (NYAG) and the North American Securities Administration
Association (NASAA), representing a consortium of other states and U.S. territories, pursuant
to which the Bank and its subsidiaries agreed to purchase from their retail, certain smaller and
medium-sized institutional, and charitable clients, ARS that those clients purchased from the
Bank and its subsidiaries prior to February 13, 2008; to work expeditiously to provide liquidity
solutions for their larger institutional clients who purchased ARS from the Bank and its
subsidiaries; to pay an aggregate penalty of $15 million to state regulators; and to be subject
to state orders requiring future compliance with applicable state laws. On June 3, 2009, the
Company finalized settlements with the NYAG and the New Jersey Bureau of Securities that
were consistent with the August 2008 agreements in principle, and the Company entered
into a settlement with the SEC that incorporated the terms of the agreements in principle
with the states. The Company has since received proposed settled orders from a number of
state and territorial agencies pursuant to which those agencies have claimed their respective
shares of the $15 million penalty. The Company expects to finalize those settled orders and
pay the requisite shares of the penalty to the requesting states over the next several months.

Trust Preferred Securities

The Bank and certain of its affiliates and officers, including the Company, are the subject of
a consolidated putative class action, filed in the United States District Court for the Southern
District of New York, asserting claims under the federal securities laws on behalf of persons
who purchased certain trust preferred securities issued by Deutsche Bank and its affiliates
between October 2006 and May 2008. Claims are asserted under sections 11, 12(a)(2), and
15 of the Securities Act of 1933. An amended and consolidated class action complaint was
filed on January 25, 2010. There is a motion to dismiss pending.

Short-Selling Litigation

The Company previously was named as a defendant in a lawsuit filed in the United States
District Court for the Northern District of Georgia, Atlanta Division, by TASER International,
Inc. (TASER) and alleged TASER shareholders against the Company and other financial
institutions alleging that the defendants had manipulated the price of TASER securities
in connection with short sale transactions. The Company and the plaintiffs in the TASER
litigation have agreed to a confidential settlement of the litigation pursuant to which the case
was dismissed with prejudice as against the Company on July 27, 2011.

Aravali

The Company has been named as a respondent in 22 arbitrations seeking damages allegedly
sustained from investments in the Aravali Fund (Aravali), a third-party hedge fund sold by the
Company to retail clients. Aravali used a high degree of leverage in investing in municipal
bonds to generate return and income, leverage that led to the collapse of the fund when
the municipal bond market suffered a decline in the fall of 2008. Ten of the arbitrations are
pending, and twelve of the arbitrations have been resolved and have been or will soon be
dismissed with prejudice.

Themis

The Company has been named as a respondent in 16 arbitrations seeking damages for losses
sustained through a put spread options investment strategy directed by an independent
registered investment advisor, Themis Asset Strategies LLC (Themis), whose principal Derek
Clark was a client advisor at the Company from 2002-2005. Claimants include direct clients
of Themis, for whom the Company performed execution and custody services; customers
of the Company, who participated in the trading program through the Company’s referral
program; and a non-customer whose trades were executed through the Company’s options
desk and delivered to another firm. The put spread options strategy experienced a severe
decline during the market turmoil of October 2008, and the Company discontinued its referral
arrangement with Themis in November 2008. Seven of the arbitrations are pending and nine
have been resolved and dismissed with prejudice.

M&T Bank

The Company is a defendant in an action brought by M&T Bank (M&T) in New York State
Supreme Court. The suit seeks compensatory and punitive damages in connection with M&T
Bank’s March 2007 purchase of approximately $82 million in notes issued by Gemstone
VII CDO, which was collateralized by subprime residential mortgage-backed securities.
M&T alleges that the Company misrepresented and did not disclose the impairment of the
underlying collateral for the Gemstone VII CDO; that the Company’s level of due diligence in
the selection and monitoring of the underlying collateral was deficient; and that the Company
withheld from the rating agencies information regarding the deteriorating quality of the
collateral. M&T asserted numerous causes of action under New York state law, including
among others, fraud, negligent misrepresentation, rescission, breach of contract, and
violations of New York's consumer protection statute. All claims against the Company, except
for the fraud and rescission claims, have been dismissed. The Company and M&T Bank are
currently engaged in discovery.

(11) Obligations under Derivative and Guarantee Contracts

The Company has obligations under certain derivative and guarantee arrangements, including
contracts and indemnification agreements that contingently require a protection seller to
make payments to a protection buyer based on changes in an underlying measure (such as
an interest or foreign exchange rate, security or commodity price, an index or the occurrence
or nonoccurrence of a specified event) related to an asset, liability or equity security of
the protection buyer. Also included as credit derivatives and guarantees are contracts that
contingently require the guarantor to make payments to the guaranteed party based on
another entity’s failure to perform under an agreement, as well as indirect guarantees of the
indebtedness of others.

The Company enters into certain derivative contracts that meet the accounting definition
of a credit derivative under ASC 815 (Derivatives and Hedging). Such derivative contracts
include certain written options, contingent forward contracts and credit default swaps.



Although the Company's derivative arrangements do not specifically identify whether the
derivative counterparty retains the underlying asset, liability or equity security, the Company
has disclosed information regarding all derivative contracts that could meet the accounting
definition of a guarantee. In order to provide information regarding the maximum potential
amount of future payments that the Company could be required to make under certain
derivative contracts, the notional amount of the contracts has been disclosed.

The Company records all derivative contracts at fair value. Aggregate market risk limits have
been established, and market risk measures are routinely monitored against these limits.
The Company also manages its exposure to these derivative contracts through a variety of
risk mitigation strategies, including, but not limited to, entering into offsetting economic
hedge positions. The Company believes that the notional amounts of the derivative contracts
generally overstate its exposure.

The Company also provides guarantees under ASC 460 (Guarantees) to securities
clearinghouses and exchanges. Under the standard membership agreement, members are
required to guarantee the performance of other members. Under the agreements, if another
member becomes unable to satisfy its obligations to the clearinghouse, other members
would be required to meet shortfalls. The Company’s liability under these arrangements is
not quantifiable and could exceed the cash and securities it has posted as collateral. However,
the potential for the Company to be required to make payments under these arrangements
is remote. Accordingly, no contingent liability is carried on the consolidated statement of
financial condition for these transactions.

In connection with its prime brokerage business, the Company provides to counterparties
guarantees of the performance of its prime brokerage clients. Under these arrangements,
the Company stands ready to meet the obligations of its customers with respect to
securities transactions. If the customer fails to fulfill its obligation, the Company must fulfill
the customer’s obligation with the counterparty. The Company is secured by assets in the
customer’s account as well as any proceeds received from the securities transaction entered
into by the Company on behalf of the customer. No contingent liability is carried on the
consolidated statement of financial condition as the Company believes that potential for loss
under these arrangements is remote.

In connection with its securities clearing business, the Company performs securities
execution, clearance and settlement services on behalf of other broker dealer clients for
whom it commits to settle, with the applicable clearinghouse, trades submitted for or by such
clients; trades are submitted either individually, in groups or series or, if specific arrangements
are made with a particular clearinghouse and client, all transactions with such clearing entity
by such client. The Company's liability under these arrangements is not quantifiable and
could exceed any cash deposit made by a client. However, the potential for the Company
to be required to make unreimbursed payments under these arrangements is remote due
to the contractual requirements associated with clients’ activity and the regular review of
clients’ capital. Accordingly, no contingent liability is carried on the consolidated statement
of financial condition for these transactions.

The table below summarizes certain information regarding the Company’s derivative
contracts that meet the definition of a derivative and certain other guarantees meeting the
definition of guarantees as of June 30, 2011 (in millions):

Maximum potential payout/
notional years to maturity

Type of
guarantee
Notional amount
of derivative

Carrying amount Collateral/

Lessthan1 1-5 Overb5 Total (asset/liability) recourse

contracts. 3 200 3,704 3,907 (1,940) —
Standby letters
of credit.......cccoenee. 1,075 — — 1,075 (157) —

(12) Retirement Plans
(a) Defined Benefit Pension Plan

Along with other affiliates of Deutsche Bank Americas Holding Corp. (DBAH), the
Company participates in the DBAH Cash Account Pension Plan. The plan is a tax qualified,
noncontributory defined benefit cash account pension plan that covers substantially all
employees who have completed one full year of service and were hired on or before December
31, 2004. An employee’s pension account is credited each year with 6.5% of base pay plus
bonus amounts up to 75% of base pay up to IRS limits. Accounts are also credited each
year with an interest credit equivalent to the annual rate of interest of 30 year U.S. Treasury
securities. The funding policy has been to contribute at least the amount required to satisfy
the Employee Retirement Income Security Act of 1974 minimum funding requirements.

The plan was closed to new participants effective December 31, 2004.
(b) Postretirement Welfare Plan

The Company participates, together with other affiliates of DBAH, in an unfunded contributory
postretirement health care plan. The plan pays stated percentages of most necessary medical
expenses of retirees after a stated deductible has been met.

(c) Defined Contrib Plan - M:

The Company participates, together with other affiliates of DBAH in a tax qualified 401(k)
plan. Employees are able to contribute from 1% to 20% of their eligible compensation on a
before tax or after tax basis, up to IRS limits. For employees hired before January 1, 2005,
after a participant has completed six months of service, the Company matches dollar for
dollar up to 5% of eligible compensation, up to a maximum of $4,000 per year.

hed Savings Plan

Effective January 1, 2005, the plan was amended for employees hired on or after January 1,
2005. Participants who have completed six months of service receive a matching contribution

from the Company of up to 4% of eligible compensation. In addition, participants employed
less than ten years receive a Company fixed contribution equal to 4% of the first $100,000
of eligible compensation. Participants employed ten or more years receive a Company fixed
contribution equal to 6% of the first $100,000 of eligible compensation.

(d) Share Based Compensation Plans

The Company participates in various share based compensation plans of the Bank, including
the DB Share Scheme and the Restricted Equity Units Plan where the Bank grants employees
of the Company deferred share awards which provide the right to receive common shares of
the Bank at specified future dates. The vesting period of the awards is generally from one to
five years. The Bank discontinued the Global Share Plan in 2010.

The Bank adopted the guidance in ASC 718 (Compensation — Stock Compensation) effective
January 1, 2006. For transition purposes, the Bank elected the modified prospective
application method. Under this application method, ASC 718 applies to new awards and
to awards modified, repurchased, or canceled after the required effective date. Awards are
expensed on a straight-line basis over the vesting period, which is generally from three to
five years.

The Bank enters into certain derivative contracts indexed to its common shares in order to
hedge the overall cost associated with employee share based compensation awards. For the
year ended June 30, 2011, the Company was allocated approximately $19.0 million related to
its portion of the overall gain realized by the Bank that was attributable to share based awards
granted to the Company’s employees. This amount has been reflected as an adjustment to
the Company's additional paid in capital.

(e) Cash Retention Plan

The Company participates in cash retention plans of the Bank, including the DB Restricted
Cash Plan and the DB Restricted Incentive Plan. As a rule of the DB Restricted Cash Plan
the awards are only paid out to the employee if there is a non-terminated employment
relationship between the employee and Deutsche Bank at the respective vesting date. The
award consists of three tranches each amounting to one third of the original grant volume.
The first tranche vested in early 2010 and was paid out, net of any forfeiture during the course
of 2009 according to the terms and conditions of the plan. The two remaining tranches vest
in early 2011 and early 2012, respectively. Each tranche is expensed over its vesting period.

The DB Restricted Incentive Plan consists of three tranches each amounting to one third of
the grant volume. The tranches vest in early 2011, 2012 and 2013. Each tranche is expensed
over its vesting period. In line with regulatory requirements this plan includes performance-
indexed clawback rules for the most senior employees. Thus, there is the possibility that parts
of the awards will be subject to forfeiture in the event of non-achievement of defined targets,
breach of policy or financial impairment.

(13) Income Taxes

Significant components of the Company’s deferred tax assets and liabilities as of June 30,
2011 were as follows (in thousands):

Deferred tax assets:

Deferred compensation 734,146
Deferred book gain .... 177,559
Capital loss carryforward . 12,145
Depreciation............... 66,734
Litigation and other reserves . 68,547
Pension and post retirement benefits 27,633
Other ... 298,955
1,385,719

(17,116)

1,368,603

Other......ccoccicice . (108,993)
Gross deferred tax liabilities (108,993)
Net deferred tax assets 1,269,610

The Company believes it is more likely than not that the results of future operations will
generate sufficient taxable income to realize the net deferred tax assets. The realization of
the Company’s net deferred tax assets are also impacted by the Bank’s various strategic
initiatives.

In accordance with ASC 740, a reconciliation of the beginning and ending amount of
unrecognized tax benefits is as follows:

$ 204,060

Balance at January 1, 2011
Additions based on tax positions related to the current year
Additions for tax positions of prior years

Reductions for tax positions of prior years.... (137,588)
Settlements .........cccccoviiiiiiiiine . —
Balance at June 30, 20171 ... 66,472

The effect of the unrecognized tax benefits of $66.5 million, if recognized, would impact the
effective tax rate of the Company.

The Company and its subsidiaries remain subject to income tax examinations in certain U.S.
state and local jurisdictions for years after 2001, and the U.S. federal jurisdiction, for years
after 2003.

Pursuant to ASC 718, excess tax benefits are recognized as additional paid-in capital in the
period the benefit is realized. The write-off of a deferred tax asset related to a tax deficiency is
first offset against any existing additional paid-in capital that resulted from previously realized
excess tax benefits from previous awards accounted for in accordance with ASC 718.



(14) Subordinated Liabilities

The Company has an $8.0 billion revolving note and cash subordination agreement with
Deutsche Bank Trust Corp., an affiliated entity. The agreement has a maturity date of
November 15, 2012 and at June 30, 2011, approximately $6.7 billion of the facility was
outstanding, all of which is approved by FINRA and qualifies as regulatory capital for the
purpose of computing net capital under the Uniform Net Capital Rule of the SEC. To the
extent that the outstanding subordinated liabilities are required for the Company’s continued
compliance with its regulatory net capital requirements, the subordinated liabilities may not
be repaid.

The Company’s subordinated revolving note and cash subordination agreement requires the
payment of interest at floating rates based on the London Interbank Offered Rate plus 30
basis points. At June 30, 2011, the interest rate on this facility was .49%. The Company must
obtain the approval of FINRA prior to any additional subordinated borrowings or repayments.

(15) Regulatory Requirements

The Company is subject to the SEC’s Uniform Net Capital Rule (15¢3 1), which requires the
maintenance of minimum net capital.

The Company has elected to use the alternative method, permitted by the Rule, which
requires that it maintain minimum net capital, as defined, equal to the greater of $1.5 million,
2% of aggregate debit balances arising from customer transactions, as defined, or the
CFTC minimum net capital requirement, as defined. Additionally, equity capital may not be
withdrawn or cash dividends paid if resulting net capital would be less than 5% of aggregate
debits. As of June 30, 2011, the Company had net capital of approximately $7.1 billion,
which was 109.43% of aggregate debit balances, and approximately $6.6 billion in excess of
required minimum net capital.

As of July 31, 2011, the Company had net capital of approximately $7.0 billion, which was
91.11% of aggregate debit balances, and approximately $6.4 billion in excess of required
minimum net capital.

As a clearing broker and in accordance with SEC Rule 15¢3-3, the Company computed a
reserve requirement for the proprietary accounts of introducing broker dealers (PAIB). As of
June 30, 2011, securities aggregating $1.6 million were segregated on behalf of introducing
broker dealers. The Company is also subject to the SEC’s Customer Protection Rule (15c3
3) which requires, under certain circumstances, that cash or securities be deposited into a
special reserve bank account for the exclusive benefit of customers. As of June 30, 2011, the
Company had $3.9 billion of cash and $1.8 billion of U.S. Government securities segregated
in the special reserve bank account.

The Company, in accordance with the Commodity Exchange Act, is required to segregate
and hold in separate accounts all monies, securities, and property received to margin and
to guaranty or secure the trades or contracts of customers in regulated commodities. As of
June 30, 2011, segregated funds exceeded such requirement by $474.8 million. In addition,
pursuant to Regulation 30.7 of the CFTC, the Company had secured funds held in separate
accounts for foreign denominated positions that exceeded such requirements by $192.6
million.



