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Independent Auditor's Report

To the Partners of Goldman, Sachs & Co.:

We have audited the accompanying consolidated statement of financial condition of Goldman, Sachs & Co.
and its subsidiaries (“the Firm”) as of December 31, 2013.

Management's Responsibility for the Consolidated Statement of Financial Condition

Management is responsible for the preparation and fair presentation of the consolidated statement of
financial condition in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of a consolidated statement of financial condition that is free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the consolidated statement of financial condition based on our
audit. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated statement of financial condition is free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated statement of financial condition. The procedures selected depend on our judgment, including
the assessment of the risks of material misstatement of the consolidated statement of financial condition,
whether due to fraud or error. In making those risk assessments, we consider internal control relevant to
the Firm's preparation and fair presentation of the consolidated statement of financial condition in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Firm's internal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated statement of financial condition. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the accompanying consolidated statement of financial condition presents fairly, in all material

respects, the financial position of Goldman, Sachs & Co. and its subsidiaries at December 31, 2013 in
accordance with accounting principles generally accepted in the United States of America.

R dtp Compin 17

February 27, 2014

: PricewaterhouseCoopers LLP, PricewaterhouseCoopers Center, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (813) 286 6000, www.pwc.com/us
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GOLDMAN, SACHS & CO. AND SUBSIDIARIES

Consolidated Statement of Financial Condition

As of December 2013

in millions
Assets
Cash and cash equivalents $ 3,118
Cash and securities segregated for regulatory and other purposes (includes $29,172 at fair value) 31,470
Collateralized agreements:
Securities borrowed (includes $72,849 at fair value) 210,266
Securities purchased under agreements to resell, at fair value 100,107
Receivables from brokers, dealers and clearing organizations 7,369
Receivables from customers and counterparties (includes $213 at fair value) 24,675
Financial instruments owned, at fair value (includes $37,905 pledged as collateral) 144,638
Other assets 2,883
Total assets $524,526
Liabilities and partners’ capital
Unsecured short-term borrowings (includes $198 at fair value) $ 33,939
Collateralized financings:
Securities loaned (includes $33,912 at fair value) 91,378
Securities sold under agreements to repurchase, at fair value 134,784
Other secured financings (includes $9,739 at fair value) 29,307
Payables to brokers, dealers and clearing organizations 8,556
Payables to customers and counterparties 139,602
Financial instruments sold, but not yet purchased, at fair value 48,822
Unsecured long-term borrowings 25
Other liabilities and accrued expenses 6,715
Total liabilities 493,128
Commitments, contingencies and guarantees
Subordinated borrowings 21,500
Partners’ capital
Partners’ capital 9,895
Accumulated other comprehensive income 3
Total partners’ capital 9,898
Total liabilities and partners’ capital $524,526

The accompanying notes are an integral part of this consolidated statement of financial condition.
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GOLDMAN, SACHS & CO. AND SUBSIDIARIES

Notes to Consolidated Statement of Financial Condition

Note 1.
Description of Business

Goldman, Sachs & Co. (GS&Co.), a limited partnership
registered as a U.S. broker-dealer and futures commission
merchant, together with its consolidated subsidiaries
(collectively, the firm), is an indirectly wholly owned
subsidiary of The Goldman Sachs Group, Inc. (Group Inc.), a
Delaware corporation. The firm is a leading global investment
banking, securities and investment management firm that
provides a wide range of financial services to a substantial
and diversified client base that includes corporations,
financial institutions, governments and high-net-worth
individuals.

The firm reports its activities in the following four business
activities:

Investment Banking

The firm provides a broad range of investment banking
services to a diverse group of corporations, financial
institutions, investment funds and governments. Services
include strategic advisory assignments with respect to
mergers and acquisitions, divestitures, corporate defense
activities, risk management, restructurings and spin-offs, and
debt and equity underwriting of public offerings and private
placements, including domestic and cross-border transactions,
as well as derivative transactions directly related to these
activities.

Institutional Client Services

The firm facilitates client transactions and makes markets in
fixed income, equity, currency and commodity products,
primarily with institutional clients such as corporations,
financial institutions, investment funds and governments. The
firm also makes markets in and clears client transactions on
major stock, options and futures exchanges worldwide and
provides financing, securities lending and other prime
brokerage services to institutional clients.

Investing & Lending

The firm’s investing and lending activities, which are
typically longer-term, include investing directly in various
asset classes, primarily debt securities and loans, and public
and private equity securities.

Investment Management

The firm provides investment management services and offers
investment products (primarily through separately managed
accounts and commingled vehicles, such as mutual funds and
private investment funds) across all major asset classes to a
diverse set of institutional and individual clients. The firm
also offers wealth advisory services, including portfolio
management and financial counseling, and brokerage and
other transaction services to high-net-worth individuals and
families.

Note 2.
Basis of Presentation

This consolidated statement of financial condition is prepared
in accordance with accounting principles generally accepted
in the United States (U.S. GAAP) and includes the accounts
of GS&Co. and all other entities in which the firm has a
controlling financial interest. Intercompany transactions and
balances have been eliminated.

All references to 2013 refer to the date December 31, 2013.
Any reference to a future year refers to a year ending on
December 31 of that year.
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Notes to Consolidated Statement of Financial Condition

Note 3.
Significant Accounting Policies

The firm’s significant accounting policies include when and
how to measure the fair value of assets and liabilities and
when to consolidate an entity. See Notes 5 through 8 for
policies on fair value measurements and below and Note 11
for policies on consolidation accounting. All other significant
accounting policies are either discussed below or included in
the following footnotes:

Financial Instruments Owned, at Fair Value and Financial

Instruments Sold, But Not Yet Purchased, at Fair Value Note 4
Fair Value Measurements Note 5
Cash Instruments Note 6
Derivative Activities Note 7
Fair Value Option Note 8
Collateralized Agreements and Financings Note 9
Securitization Activities Note 10
Variable Interest Entities Note 11
Other Assets Note 12
Short-Term Borrowings Note 13
Long-Term Borrowings Note 14
Other Liabilities and Accrued Expenses Note 15
Commitments, Contingencies and Guarantees Note 16
Transactions with Related Parties Note 17
Income Taxes Note 18
Credit Concentrations Note 19
Legal Proceedings Note 20
Employee Benefit Plans Note 21
Employee Incentive Plans Note 22
Net Capital Requirements Note 23
Subsequent Events Note 24

Consolidation

The firm consolidates entities in which the firm has a
controlling financial interest. The firm determines whether it
has a controlling financial interest in an entity by first
evaluating whether the entity is a voting interest entity or a
variable interest entity (VIE).

Voting Interest Entities. Voting interest entities are
entities in which (i) the total equity investment at risk is
sufficient to enable the entity to finance its activities
independently and (ii) the equity holders have the power to
direct the activities of the entity that most significantly impact
its economic performance, the obligation to absorb the losses
of the entity and the right to receive the residual returns of the
entity. The usual condition for a controlling financial interest
in a voting interest entity is ownership of a majority voting
interest. If the firm has a majority voting interest in a voting
interest entity, the entity is consolidated.

Variable Interest Entities. A VIE is an entity that lacks
one or more of the characteristics of a voting interest entity.
The firm has a controlling financial interest in a VIE when the
firm has one or more variable interests that provide it 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. See Note 11 for further information
about VIEs.

Equity-Method Investments. When the firm does not
have a controlling financial interest in an entity but can exert
significant influence over the entity’s operating and financial
policies, the investment is accounted for either (i) under the
equity method of accounting or (ii) at fair value by electing
the fair value option available under U.S. GAAP. Significant
influence generally exists when the firm owns 20% to 50% of
common stock or in-substance common stock.

In general, the firm accounts for investments acquired after
the fair value option became available, at fair value. In certain
cases, the firm applies the equity method of accounting to
new investments that are strategic in nature or closely related
to the firm’s principal business activities, when the firm has a
significant degree of involvement in the cash flows or
operations of the investee or when cost-benefit considerations
are less significant.

Use of Estimates

Preparation of this consolidated statement of financial
condition requires management to make certain estimates and
assumptions, the most important of which relate to fair value
measurements and the provisions for losses that may arise
from litigation, regulatory proceedings and tax audits. These
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Notes to Consolidated Statement of Financial Condition

estimates and assumptions are based on the best available
information but actual results could be materially different.

Financial Assets and Financial Liabilities at Fair
Value. Financial instruments owned, at fair value and
Financial instruments sold, but not yet purchased, at fair value
are recorded at fair value either under the fair value option or
in accordance with other U.S. GAAP. In addition, the firm has
elected to account for certain of its other financial assets and
financial liabilities at fair value by electing the fair value
option. 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. Financial assets are marked to bid
prices and financial liabilities are marked to offer prices. Fair
value measurements do not include transaction costs. See
Notes 5 through 8 for further information about fair value
measurements.

Investment Banking. Fees from financial advisory
assignments and underwriting revenues are recognized in
earnings when the services related to the underlying
transaction are completed under the terms of the assignment.
Expenses associated with such transactions are deferred until
the related revenue is recognized or the assignment is
otherwise concluded. Expenses associated with financial
advisory assignments are recorded as non-compensation
expenses, net of client reimbursements. Underwriting
revenues are presented net of related expenses.

Investment Management. The firm provides investment
management services and offers investment management
products across all major asset classes to a diverse set of
institutional and individual clients. Assets under management
and other client assets typically generate fees as a percentage
of net asset value, invested capital or commitments. All fees
are recognized over the period that the related service is
provided.

Commissions and Fees. The firm earns commissions and
fees from executing and clearing client transactions on stock,
options and futures markets. Commissions and fees are
recognized on the day the trade is executed.

Transfers of Assets

Transfers of assets are accounted for as sales when the firm
has relinquished control over the assets transferred. For
transfers of assets accounted for as sales, any related gains or
losses are recognized in net revenues. Assets or liabilities that
arise from the firm’s continuing involvement with transferred
assets are measured at fair value. For transfers of assets that
are not accounted for as sales, the assets remain in “Financial
instruments owned, at fair value” and the transfer is accounted
for as a collateralized financing, with the related interest
expense recognized over the life of the transaction.

Cash and Cash Equivalents

The firm defines cash equivalents as highly liquid overnight
deposits held in the ordinary course of business.

Receivables from Customers and Counterparties

Receivables from customers and counterparties generally
relate to collateralized transactions. Such receivables are
primarily comprised of customer margin loans and collateral
posted in connection with certain derivative transactions.
Certain of the firm’s receivables from customers and
counterparties are accounted for at fair value under the fair
value option. Receivables from customers and counterparties
not accounted for at fair value are accounted for at amortized
cost net of estimated uncollectible amounts. Interest on
receivables from customers and counterparties is recognized
over the life of the transaction. See Note 8 for further
information about receivables from customers and
counterparties.

Receivables from and Payables to Brokers, Dealers,
and Clearing Organizations

Receivables from and payables to brokers, dealers and
clearing organizations are accounted for at cost plus accrued
interest, which generally approximates fair value. While these
receivables and payables are carried at amounts that
approximate fair value, they are not accounted for at fair value
under the fair value option or at fair value in accordance with
other U.S. GAAP and therefore are not included in the firm’s
fair value hierarchy in Notes 6, 7 and 8. Had these receivables
and payables been included in the firm’s fair value hierarchy,
substantially all would have been classified in level 2 as of
December 2013.

Payables to Customers and Counterparties

Payables to customers and counterparties primarily consist of
customer credit balances related to the firm’s prime brokerage
activities. Payables to customers and counterparties are
accounted for at cost plus accrued interest, which generally
approximates fair value. While these payables are carried at
amounts that approximate fair value, they are not accounted
for at fair value under the fair value option or at fair value in
accordance with other U.S. GAAP and therefore are not
included in the firm’s fair value hierarchy in Notes 6, 7 and 8.
Had these payables been included in the firm’s fair value
hierarchy, substantially all would have been classified in level
2 as of December 2013.

Offsetting Assets and Liabilities

To reduce credit exposures on derivatives and securities
financing transactions, the firm may enter into master netting
agreements or similar arrangements (collectively, netting
agreements) with counterparties that permit it to offset
receivables and payables with such counterparties. A netting
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agreement is a contract with a counterparty that permits net
settlement of multiple transactions with that counterparty,
including upon the exercise of termination rights by a non-
defaulting party. Upon exercise of such termination rights, all
transactions governed by the netting agreement are terminated
and a net settlement amount is calculated. In addition, the firm
receives and posts cash and securities collateral with respect
to its derivatives and securities financing transactions, subject
to the terms of the related credit support agreements or similar
arrangements (collectively, credit support agreements). An
enforceable credit support agreement grants the non-
defaulting party exercising termination rights the right to
liquidate the collateral and apply the proceeds to any amounts
owed. In order to assess enforceability of the firm’s right of
setoff under netting and credit support agreements, the firm
evaluates various factors including applicable bankruptcy
laws, local statutes and regulatory provisions in the
jurisdiction of the parties to the agreement.

Derivatives are reported on a net-by-counterparty basis (i.e.,
the net payable or receivable for derivative assets and
liabilities for a given counterparty) in the consolidated
statement of financial condition when a legal right of setoff
exists under an enforceable netting agreement. Resale and
repurchase agreements and securities borrowed and loaned
transactions with the same term and currency are presented on
a net-by-counterparty basis in the consolidated statement of
financial condition when such transactions meet certain
settlement criteria and are subject to netting agreements.

In the consolidated statement of financial condition,
derivatives are reported net of cash collateral received and
posted under enforceable credit support agreements, when
transacted under an enforceable netting agreement. In the
consolidated statement of financial condition, resale and
repurchase agreements, and securities borrowed and loaned
are not reported net of the related cash and securities received
or posted as collateral. See Note 9 for further information
about collateral received and pledged, including rights to
deliver or repledge collateral. See Notes 7 and 9 for further
information about offsetting.

Foreign Currency Translation

Assets and liabilities denominated in non-U.S. currencies are
translated at rates of exchange prevailing on the date of the
consolidated statement of financial condition and revenues
and expenses are translated at average rates of exchange for
the period. Foreign currency remeasurement gains or losses
on transactions in nonfunctional currencies are recognized in
earnings. Gains or losses on translation of the financial
statements of a non-U.S. operation, when the functional
currency is other than the U.S. dollar, are included, net of
hedges and taxes, in comprehensive income.

Recent Accounting Developments

Disclosures about Offsetting Assets and Liabilities
(ASC 210). In December 2011, the FASB issued ASU No.
2011-11, “Balance Sheet (Topic 210) — Disclosures about
Offsetting Assets and Liabilities.” ASU No. 2011-11, as
amended by ASU 2013-01, “Balance Sheet (Topic 210):
Clarifying the Scope of Disclosures about Offsetting Assets
and Liabilities,” requires disclosure of the effect or potential
effect of offsetting arrangements on the firm’s financial
position as well as enhanced disclosure of the rights of setoff
associated with the firm’s recognized derivative instruments,
resale and repurchase agreements, and securities borrowing
and lending transactions. ASU No. 2011-11 was effective for
periods beginning on or after January 1, 2013. Since these
amended principles require only additional disclosures
concerning offsetting and related arrangements, adoption did
not affect the firm’s financial condition, results of operations
or cash flows. See Notes 7 and 9 for further information about
the firm’s offsetting and related arrangements.
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Note 4.
Financial Instruments Owned, at Fair Value
and Financial Instruments Sold, But Not Yet
Purchased, at Fair Value

Financial instruments owned, at fair value and financial
instruments sold, but not yet purchased, at fair value are

accounted for at fair value either under the fair value option or
in accordance with other U.S. GAAP. See Note 8 for further
information about the fair value option. The table below
presents the firm’s financial instruments owned, at fair value,
including those pledged as collateral, and financial
instruments sold, but not yet purchased, at fair value.

As of December 2013
Financial Instruments  Financial Instruments Sold,

in millions Owned But Not Yet Purchased
Commercial paper and certificates of deposit $ 3,431 $ -
U.S. government and federal agency obligations 67,127 21,424
Non-U.S. government and agency obligations 1,991 1,060
Mortgage and other asset-backed loans and securities:

Loans and securities backed by commercial real estate 1,946 1

Loans and securities backed by residential real estate 3,452 -
Bank loans 69 2!
Corporate debt securities 8,735 2,627
State and municipal obligations 1,446 51
Other debt obligations 530 -
Equities and convertible debentures 44,021 10,473
Derivatives 11,890 13,184
Total $144,638 $48,822

* Primarily related to the fair value of unfunded lending commitments for which the fair value option was elected.

Note 5.
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. Financial assets are marked to bid prices
and financial liabilities are marked to offer prices. Fair value
measurements do not include transaction costs. The firm
measures certain financial assets and financial liabilities as a
portfolio (i.e., based on its net exposure to market and/or
credit risks).

The best evidence of fair value is a quoted price in an active
market. If quoted prices in active markets are not available,
fair value is determined by reference to prices for similar
instruments, quoted prices or recent transactions in less active
markets, or internally developed models that primarily use
market-based or independently sourced parameters as inputs
including, but not limited to, interest rates, volatilities, equity
or debt prices, foreign exchange rates, commodity prices,
credit spreads and funding spreads (i.e., the spread, or
difference, between the interest rate at which a borrower
could finance a given financial instrument relative to a
benchmark interest rate).

US. GAAP has a three-level fair value hierarchy for
disclosure of fair value measurements. The fair value
hierarchy prioritizes inputs to the valuation techniques used to
measure fair value, giving the highest priority to level 1 inputs
and the lowest priority to level 3 inputs. A financial
instrument’s level in the fair value hierarchy is based on the
lowest level of input that is significant to its fair value
measurement.

The fair value hierarchy is as follows:

Level 1. Inputs are unadjusted quoted prices in active
markets to which the firm had access at the measurement date
for identical, unrestricted assets or liabilities.

Level 2. Inputs to valuation techniques are observable, either
directly or indirectly.

Level 3. One or more inputs to valuation techniques are
significant and unobservable.

The fair values for substantially all of the firm’s financial
assets and financial liabilities are based on observable prices
and inputs and are classified in levels 1 and 2 of the fair value
hierarchy. Certain level 2 and level 3 financial assets and
financial liabilities may require appropriate valuation
adjustments that a market participant would require to arrive
at fair value for factors such as counterparty and the firm’s
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credit quality, funding risk, transfer restrictions, liquidity and
bid/offer spreads. Valuation adjustments are generally based
on market evidence.

See Notes 6 and 7 for further information about fair value
measurements of cash instruments and derivatives,
respectively, included in “Financial instruments owned, at fair
value” and “Financial instruments sold, but not yet purchased,
at fair value,” and Note 8 for further information about fair
value measurements of other financial assets and financial

liabilities accounted for at fair value under the fair value
option.

The table below presents financial assets and financial
liabilities accounted for at fair value under the fair value
option or in accordance with other U.S. GAAP. In the table
below, cash collateral and counterparty netting represents the
impact on derivatives of netting across levels of the fair value
hierarchy. Netting among positions classified in the same
level is included in that level.

As of
$ in millions December 2013
Total level 1 financial assets $ 86,708
Total level 2 financial assets 257,302
Total level 3 financial assets 4,740
Cash collateral and counterparty netting 1,771)
Total financial assets at fair value $346,979
Total assets® $524,526
Total level 3 financial assets as a percentage of Total assets 0.9%
Total level 3 financial assets as a percentage of Total financial assets at fair value 1.4%
Total level 1 financial liabilities $ 32,293
Total level 2 financial liabilities 195,492
Total level 3 financial liabilities 251
Cash collateral and counterparty netting (581)
Total financial liabilities at fair value $227,455
Total level 3 financial liabilities as a percentage of Total financial liabilities at fair value 0.1%

* Includes approximately $522 hillion that is carried at fair value or at amounts that generally approximate fair value as of December 2013.

See Notes 6, 7 and 8 for further information about level 3
cash instruments, derivatives and other financial liabilities
accounted for at fair value under the fair value option,
respectively.
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Note 6.
Cash Instruments

Cash instruments include U.S. government and federal agency
obligations, non-U.S. government and agency obligations,
mortgage-backed loans and securities, corporate debt
securities, equities and convertible debentures, and other non-
derivative financial instruments owned and financial
instruments sold, but not yet purchased. See below for the
types of cash instruments included in each level of the fair
value hierarchy and the valuation techniques and significant
inputs used to determine their fair values. See Note 5 for an
overview of the firm’s fair value measurement policies.

Level 1 Cash Instruments

Level 1 cash instruments include U.S. government obligations
and most non-U.S. government obligations, actively traded
listed equities, and certain government agency obligations.

These instruments are valued using quoted prices for identical
unrestricted instruments in active markets.

The firm 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 firm defines active markets for debt instruments based on
both the average daily trading volume and the number of days
with trading activity.

Level 2 Cash Instruments

Level 2 cash instruments include commercial paper,
certificates of deposit, most government agency obligations,
certain non-U.S. government obligations, most corporate debt
securities, most mortgage-backed loans and securities, bank

loans, restricted or less liquid listed equities, and most state
and municipal obligations.

Valuations of level 2 cash instruments can be verified to
quoted prices, recent trading activity for identical or similar
instruments, broker or dealer quotations or alternative pricing
sources with reasonable levels of price transparency.
Consideration is given to the nature of the quotations (e.g.,
indicative or firm) and the relationship of recent market
activity to the prices provided from alternative pricing sources.

Valuation adjustments are typically made to level 2 cash
instruments (i) if the cash instrument is subject to transfer
restrictions and/or (ii) for other premiums and liquidity
discounts that a market participant would require to arrive at
fair value. Valuation adjustments are generally based on
market evidence.

Level 3 Cash Instruments

Level 3 cash instruments have one or more significant
valuation inputs that are not observable. Absent evidence to
the contrary, level 3 cash instruments are initially valued at
transaction price, which is considered to be the best initial
estimate of fair value. Subsequently, the firm uses other
methodologies to determine fair value, which vary based on
the type of instrument. Valuation inputs and assumptions are
changed when corroborated by substantive observable
evidence, including values realized on sales of financial assets.

Valuation Techniques and Significant Inputs

The table below presents the valuation techniques and the
nature of significant inputs. These valuation techniques and
significant inputs are generally used to determine the fair
values of each type of level 3 cash instrument.
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Level 3 Cash Instruments

Valuation Techniques and Significant Inputs

Loans and securities backed by
commercial real estate

e Collateralized by a single
commercial real estate property or
a portfolio of properties

e May include tranches of varying
levels of subordination

Valuation techniques vary by instrument, but are generally based on discounted cash flow techniques.
Significant inputs are generally determined based on relative value analyses and include:

Transaction prices in both the underlying collateral and instruments with the same or similar
underlying collateral and the basis, or price difference, to such prices

e Market yields implied by transactions of similar or related assets and/or current levels and changes in
market indices such as the CMBX (an index that tracks the performance of commercial mortgage
bonds)

e A measure of expected future cash flows in a default scenario (recovery rates) implied by the value
of the underlying collateral, which is mainly driven by current performance of the underlying
collateral, capitalization rates and multiples. Recovery rates are expressed as a percentage of
notional or face value of the instrument and reflect the benefit of credit enhancements on certain
instruments.

e Timing of expected future cash flows (duration) which, in certain cases, may incorporate the impact
of other unobservable inputs (e.g., prepayments speeds)

Loans and securities backed by
residential real estate

e Collateralized by portfolios of
residential real estate

e May include tranches of varying
levels of subordination

Valuation techniques vary by instrument, but are generally based on discounted cash flow techniques.

Significant inputs are generally determined based on relative value analyses, which incorporate
comparisons to instruments with similar collateral and risk profiles, including relevant indices such as the
ABX (an index that tracks the performance of subprime residential mortgage bonds). Significant inputs
include:

e Transaction prices in both the underlying collateral and instruments with the same or similar
underlying collateral

e Market yields implied by transactions of similar or related assets

e Cumulative loss expectations, driven by default rates, home price projections, residential property
liquidation timelines and related costs

e Duration, driven by underlying loan prepayment speeds and residential property liquidation timelines

Non-U.S. government and agency
obligations

Corporate debt securities
State and municipal obligations
Other debt obligations

Valuation techniques vary by instrument, but are generally based on discounted cash flow techniques.

Significant inputs are generally determined based on relative value analyses, which incorporate
comparisons both to prices of credit default swaps that reference the same or similar underlying instrument
or entity and to other debt instruments for the same issuer for which observable prices or broker quotations
are available. Significant inputs include:

o Market yields implied by transactions of similar or related assets and/or current levels and trends of
market indices such as CDX, LCDX and MCDX (an index that tracks the performance of municipal
obligations)

e Current performance and recovery assumptions and, where the firm uses credit default swaps to
value the related cash instrument, the cost of borrowing the underlying reference obligation

e Duration

Equities and convertible debentures
(including private equity investments)

Recent third-party completed or pending transactions (e.g., merger proposals, tender offers, debt
restructurings) are considered to be the best evidence for any change in fair value. When these are not
available, the following valuation methodologies are used, as appropriate:

e Industry multiples (primarily EBITDA multiples) and public comparables
e Transactions in similar instruments
e Discounted cash flow techniques
e Third-party appraisals
e Net asset value per share (NAV)

The firm also considers changes in the outlook for the relevant industry and financial performance of the
issuer as compared to projected performance. Significant inputs include:

e Market and transaction multiples

e Discount rates, long-term growth rates, earnings compound annual growth rates and
capitalization rates

e For equity instruments with debt-like features: market yields implied by transactions of similar
or related assets, current performance and recovery assumptions, and duration
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Significant Unobservable Inputs

The table below presents the ranges of significant
unobservable inputs used to value the firm’s level 3 cash
instruments. These ranges represent the significant
unobservable inputs that were used in the valuation of each
type of cash instrument. Weighted averages in the table below
are calculated by weighting each input by the relative fair

appropriate inputs to use when calculating the fair value of
any one cash instrument. For example, the highest multiple
presented in the table below for private equity investments is
appropriate for valuing a specific private equity investment
but may not be appropriate for valuing any other private
equity investment. Accordingly, the ranges of inputs
presented below do not represent uncertainty in, or possible
ranges of, fair value measurements of the firm’s level 3 cash

value of the respective financial instruments. The ranges and
weighted averages of these inputs are not representative of the

Level 3 Assets as of

instruments.

Valuation Techniques and

Range of Significant

December 2013 Significant Unobservable Inputs (Weighted

Level 3 Cash Instruments (in millions) Unobservable Inputs Average) as of December 2013
Loans and securities backed by commercial $ 645 Discounted cash flows:
real estate * Yield 8.4% to 28.3% (15.5%)
* Collateralized by a single commercial real « Recovery rates 26.2% to 79.4% (66.3%)

estate property or a portfolio of properties )

i ; o Duration (years) 1.3t05.7 (2.6)

e May include tranches of varying levels of ] . . .

subordination « Basis (9) points to 20 points (5 points)
Loans and securities backed by residential real $ 950 Discounted cash flows:
estate e Yield 2.6% to 11.0% (6.3%)
¢ Collateralized by portfolios of residential real « Cumulative loss rate 9.8% to 56.6% (26.4%)

estate )

: . o Duration (years) 1.9t09.9 (3.8)

e May include tranches of varying levels of

subordination
Non-U.S. government and agency obligations $2,196 Discounted cash flows:
Corporate debt securities e Yield 1.7% to 21.6% (9.2%)
State and municipal obligations o Recovery rate 0.0% to 70.0% (62.7%)
Other debt obligations  Duration (years) 0.6 to 10.6 (4.3)
Equities and convertible debentures (including $ 631" Comparable multiples:

private equity investments)

e Multiples
Discounted cash flows:
e Discount/Yield rate

2.5x to 8.0x (6.8x)

14.0% to 18.0% (14.8%)

! The fair value of any one instrument may be determined using multiple valuation techniques. For example, market comparables and discounted cash flows may be
used together to determine fair value. Therefore, the level 3 balance encompasses both of these techniques.

Increases in yield, discount rate, duration or cumulative loss
rate used in the valuation of the firm’s level 3 cash
instruments would result in a lower fair value measurement,
while increases in recovery rate, basis, multiples, long-term
growth rate or compound annual growth rate would result in a
higher fair value measurement.
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Due to the distinctive nature of each of the firm’s level 3 cash
instruments, the interrelationship of inputs is not necessarily
uniform within each product type.
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Fair Value of Cash Instruments by Level

The tables below present, by level within the fair value
hierarchy, cash instrument assets and liabilities, at fair value.

“Financial instruments owned, at fair value” and “Financial
instruments sold, but not yet purchased, at fair value,”
respectively.

Cash instrument assets and liabilities are included in

Cash Instrument Assets at Fair Value as of December 2013
in millions Level 1 Level 2 Level 3 Total
Commercial paper and certificates of deposit $ - $ 3,431 $ - $ 3,431
U.S. government and federal agency obligations 24,179 42,948 - 67,127
Non-U.S. government and agency obligations 1,295 686 10 1,991
Mortgage and other asset-backed loans and securities™:

Loans and securities backed by commercial real estate - 1,301 645 1,946

Loans and securities backed by residential real estate - 2,502 950 3,452
Bank loans - 69 - 69
Corporate debt securities? 144 6,981 1,610 8,735
State and municipal obligations - 1,207 239 1,446
Other debt obligations® - 193 337 530
Equities and convertible debentures 41,752 1,638 631° 44,021
Total $67,370 $60,956 $4,422 $132,748

Cash Instrument Liabilities at Fair Value as of December 2013
in millions Level 1 Level 2 Level 3 Total
U.S. government and federal agency obligations $21,383 $ 4 $ - $ 21,424
Non-U.S. government and agency obligations 605 455 - 1,060
Mortgage and other asset-backed loans and securities:

Loans and securities backed by commercial real estate - 1 - 1
Bank loans — - 2 2
Corporate debt securities 10 2,615 2 2,627
State and municipal obligations - 50 1 51
Equities and convertible debentures 10,197 272 4 10,473
Total $32,195 $ 3,434 $ 9 $ 35,638

! Includes $295 million and $410 million of collateralized debt obligations (CDOs) backed by real estate in level 2 and level 3, respectively.
2 Includes $57 million and $1.05 billion of CDOs backed by corporate obligations in level 2 and level 3, respectively.
% Includes $400 million of private equity investments and $231 million of convertible debentures.

Transfers Between Levels of the Fair Value
Hierarchy

Transfers between levels of the fair value hierarchy are
reported at the beginning of the reporting period in which they
occur. During 2013, transfers into level 1 from level 2 of cash
instruments were $66 million, reflecting transfers of public
equity securities, primarily due to increased market activity in
these instruments.

Transfers into level 3 during 2013 primarily reflected
transfers from level 2 of corporate debt securities and
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mortgage and other asset-backed loans and securities
principally due to a lack of market transactions in these
instruments.

Transfers out of level 3 during 2013 primarily reflected
transfers to level 2 of other debt obligations and mortgage and
other asset-backed loans and securities, principally due to
improved transparency of market prices as a result of market
transactions in these instruments.
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Note 7.
Derivative Activities

Derivative Activities

Derivatives are instruments that derive their value from
underlying asset prices, indices, reference rates and other
inputs, or a combination of these factors. Derivatives may be
traded on an exchange (exchange-traded) or they may be
privately negotiated contracts, which are usually referred to as
over-the-counter (OTC) derivatives. The firm’s OTC
derivatives are bilateral contracts between two counterparties
(bilateral OTC).

Market-Making. As a market maker, the firm enters into
derivative transactions to provide liquidity to clients and to
facilitate the transfer and hedging of their risks. In this
capacity, the firm typically acts as principal and is
consequently required to commit capital to provide execution.
As a market maker, it is essential to maintain an inventory of
financial instruments sufficient to meet expected client and
market demands.

Risk Management. The firm also enters into derivatives to
actively manage risk exposures that arise from its market-
making and investing and lending activities in derivative and
cash instruments. The firm’s holdings and exposures are
hedged, in many cases, on either a portfolio or risk-specific
basis, as opposed to an instrument-by instrument basis. The
offsetting impact of this economic hedging is reflected in the
same business segment as the related revenues.

The firm enters into various types of derivatives, including:

e Futures and Forwards. Contracts that commit
counterparties to purchase or sell financial instruments,
commodities or currencies in the future.

e Swaps. Contracts that require counterparties to exchange
cash flows such as currency or interest payment streams.
The amounts exchanged are based on the specific terms of
the contract with reference to specified rates, financial
instruments, commodities, currencies or indices.

e Options. Contracts in which the option purchaser has the
right, but not the obligation, to purchase from or sell to the
option writer financial instruments, commodities or
currencies within a defined time period for a specified
price.

Derivatives are reported on a net-by-counterparty basis (i.e.,
the net payable or receivable for derivative assets and
liabilities for a given counterparty) when a legal right of setoff
exists under an enforceable netting agreement (counterparty
netting). Derivatives are accounted for at fair value, net of
cash collateral received or posted under enforceable credit
support agreements (collateral netting). Derivative assets and
liabilities are included in “Financial instruments owned, at
fair value” and “Financial instruments sold, but not yet
purchased, at fair value,” respectively.

The table below presents the fair value of derivatives on a net-
by-counterparty basis.

As of December 2013
Derivative Assets

Derivative Liabilities

in millions

Exchange-traded $ 2,601 $ 4,857
oTC 9,289 8,327
Total $11,890 $13,184
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The table below presents the fair value and the notional
amount of derivative contracts by major product type on a
gross basis. Gross fair values exclude the effects of both
counterparty netting and collateral, and therefore are not
representative of the firm’s exposure. The table below also
presents the amounts of counterparty netting and cash
collateral that have been offset in the consolidated statement
of financial condition, as well as cash and securities collateral

agreements that do not meet the criteria for netting under U.S.
GAAP. Where the firm has received or posted collateral under
credit support agreements, but has not yet determined such
agreements are enforceable, the related collateral has not been
netted in the table below. Notional amounts, which represent
the sum of gross long and short derivative contracts, provide
an indication of the volume of the firm’s derivative activity
and do not represent anticipated losses.

posted and received under enforceable credit support
As of December 2013
in millions Derivative Assets Derivative Liabilities Notional Amount
Derivatives
Interest rates $ 18,564 $17,103 $1,586,898
Exchange-traded 40 22 439,513
Bilateral OTC 18,524 17,081 1,147,385
Credit 2,316 2,543 140,940
Bilateral OTC 2,316 2,543 140,940
Currencies 7,740 7,567 847,068
Exchange-traded 25 45 5,276
Bilateral OTC 7,715 7,522 841,792
Commodities 281 546 2,958
Exchange-traded 2 3 1,284
Bilateral OTC 279 543 1,674
Equities 39,924 41,170 877,359
Exchange-traded 5,244 7,497 321,913
Bilateral OTC 34,680 33,673 555,446
Gross fair value/notional amount of derivatives $68,825" $ 68,929 $3,455,223
Amounts that have been offset in the consolidated statement of
financial condition
Counterparty netting (55,207) (55,207)
Exchange-traded (2,710) (2,710)
Bilateral OTC (52,497) (52,497)
Cash collateral (1,728) (538)
Bilateral OTC (1,728) (538)
Fair value included in financial instruments owned/financial
instruments sold, but not yet purchased $11,890 $13,184
Amounts that have not been offset in the consolidated statement
of financial condition
Cash collateral received/posted (118) (358)
Securities collateral received/posted (1,656) -
Total $ 10,116 $ 12,826

" Includes derivative assets and derivative liabilities of $6.86 billion and $6.39 billion, respectively, as of December 2013, which are not subject to an enforceable netting
agreement or are subject to a netting agreement that the firm has not yet determined to be enforceable.
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Valuation Techniques for Derivatives

The firm’s level 2 and level 3 derivatives are valued using
derivative pricing models (e.g., discounted cash flow models,
correlation models, and models that incorporate option pricing
methodologies, such as Monte Carlo simulations). Price
transparency of derivatives can generally be characterized by
product type.

Interest Rate. In general, the prices and other inputs used to
value interest rate derivatives are transparent, even for long-
dated contracts. Interest rate swaps and options denominated
in the currencies of leading industrialized nations are
characterized by high trading volumes and tight bid/offer
spreads. Interest rate derivatives that reference indices, such
as an inflation index, or the shape of the yield curve (e.g., 10-
year swap rate vs. 2-year swap rate) are more complex, but
the prices and other inputs are generally observable.

Credit. Price transparency for credit default swaps, including
both single names and baskets of credits, varies by market and
underlying reference entity or obligation. Credit default swaps
that reference indices, large corporates and major sovereigns
generally exhibit the most price transparency. For credit
default swaps with other underliers, price transparency varies
based on credit rating, the cost of borrowing the underlying
reference obligations, and the availability of the underlying
reference obligations for delivery upon the default of the
issuer. Credit default swaps that reference loans, asset-backed
securities and emerging market debt instruments tend to have
less price transparency than those that reference corporate
bonds. In addition, more complex credit derivatives, such as
those sensitive to the correlation between two or more
underlying reference obligations, generally have less price
transparency.

Currency. Prices for currency derivatives based on the
exchange rates of leading industrialized nations, including
those with longer tenors, are generally transparent. The
primary difference between the price transparency of
developed and emerging market currency derivatives is that
emerging markets tend to be observable for contracts with
shorter tenors.

Commodity. Commodity derivatives include transactions
referenced to energy (e.g., oil and natural gas), metals (e.g.,
precious and base) and soft commodities (e.g., agricultural).
Price transparency varies based on the underlying commodity,
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delivery location, tenor and product quality (e.g., diesel fuel
compared to unleaded gasoline). In general, price
transparency for commodity derivatives is greater for
contracts with shorter tenors and contracts that are more
closely aligned with major and/or benchmark commodity
indices.

Equity. Price transparency for equity derivatives varies by
market and underlier. Options on indices and the common
stock of corporates included in major equity indices exhibit
the most price transparency. Equity derivatives generally have
observable market prices, except for contracts with long
tenors or reference prices that differ significantly from current
market prices. More complex equity derivatives, such as those
sensitive to the correlation between two or more individual
stocks, generally have less price transparency.

Liquidity is essential to observability of all product types. If
transaction volumes decline, previously transparent prices and
other inputs may become unobservable. Conversely, even
highly structured products may at times have trading volumes
large enough to provide observability of prices and other
inputs. See Note 5 for an overview of the firm’s fair value
measurement policies.

Level 1 Derivatives

Level 1 derivatives include short-term contracts for future
delivery of securities when the underlying security is a level 1
instrument, and exchange-traded derivatives if they are
actively traded and are valued at their quoted market price.

Level 2 Derivatives

Level 2 derivatives include OTC derivatives for which all
significant valuation inputs are corroborated by market
evidence and exchange-traded derivatives that are not actively
traded and/or that are valued using models that calibrate to
market-clearing levels of OTC derivatives. In evaluating the
significance of a valuation input, the firm considers, among
other factors, a portfolio’s net risk exposure to that input.

The selection of a particular model to value a derivative
depends on the contractual terms of and specific risks inherent
in the instrument, as well as the availability of pricing
information in the market. For derivatives that trade in liquid
markets, model selection does not involve significant
management judgment because outputs of models can be
calibrated to market-clearing levels.
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Valuation models require a variety of inputs, such as
contractual terms, market prices, yield curves, discount rates
(including those derived from interest rates on collateral
received and posted as specified in credit support agreements
for collateralized derivatives), credit curves, measures of
volatility, prepayment rates, loss severity rates and
correlations of such inputs. Significant inputs to the
valuations of level 2 derivatives can be verified to market
transactions, broker or dealer quotations or other alternative
pricing sources with reasonable levels of price transparency.
Consideration is given to the nature of the quotations (e.g.,
indicative or firm) and the relationship of recent market

activity to the prices provided from alternative pricing sources.

Level 3 Derivatives

Level 3 derivatives are valued using models which utilize
observable level 1 and/or level 2 inputs, as well as
unobservable level 3 inputs.

e For the majority of the firm’s interest rate and currency
derivatives classified within level 3, significant
unobservable inputs include correlations of certain
currencies and interest rates (e.g. the correlation between
Euro inflation and Euro interest rates) and specific interest
rate volatilities.

o For level 3 credit derivatives, significant unobservable
inputs include illiquid credit spreads and upfront credit
points, which are unique to specific reference obligations
and reference entities, recovery rates and certain
correlations required to value credit and mortgage
derivatives (e.g., the likelihood of default of the
underlying reference obligation relative to one another).

o For level 3 equity derivatives, significant unobservable
inputs generally include equity volatility inputs for options
that are very long-dated and/or have strike prices that
differ significantly from current market prices. In addition,
the valuation of certain structured trades requires the use
of level 3 correlation inputs, such as the correlation of the
price performance of two or more individual stocks or the
correlation of the price performance for a basket of stocks
to another asset class such as commaodities.
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Subsequent to the initial valuation of a level 3 derivative, the
firm updates the level 1 and level 2 inputs to reflect
observable market changes and any resulting gains and losses
are recorded in level 3. Level 3 inputs are 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
firm cannot verify the model value by reference to market
transactions, it is possible that a different valuation model
could produce a materially different estimate of fair value.
See below for further information about significant
unobservable inputs used in the valuation of level 3
derivatives.

Valuation Adjustments

Valuation adjustments are integral to determining the fair
value of derivative portfolios and are used to adjust the mid-
market valuations produced by derivative pricing models to
the appropriate exit price valuation. These adjustments
incorporate bid/offer spreads, the cost of liquidity, credit
valuation adjustments and funding valuation adjustments,
which account for the credit and funding risk inherent in the
uncollateralized portion of derivative portfolios. The firm also
makes funding valuation adjustments to collateralized
derivatives where the terms of the agreement do not permit
the firm to deliver or repledge collateral received. Market-
based inputs are generally used when calibrating valuation
adjustments to market-clearing levels.

In addition, for derivatives that include significant
unobservable inputs, the firm makes model or exit price
adjustments to account for the valuation uncertainty present in
the transaction.
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Significant Unobservable Inputs

The table below presents the ranges of significant
unobservable inputs used to value the firm’s level 3
derivatives as well as the averages and medians of these
inputs. The ranges represent the significant unobservable
inputs that were used in the valuation of each type of
derivative. Averages represent the arithmetic average of the
inputs and are not weighted by the relative fair value or
notional of the respective financial instruments. An average
greater than the median indicates that the majority of inputs

Net Level 3 Assets/(Liabilities)

Level 3 Derivative as of December 2013

Valuation Techniques and

are below the average. The ranges, averages and medians of
these inputs are not representative of the appropriate inputs to
use when calculating the fair value of any one derivative. For
example, the highest correlation presented in the table below
for equity derivatives is appropriate for valuing a specific
equity derivative but may not be appropriate for valuing any
other equity derivative. Accordingly, the ranges of inputs
presented below do not represent uncertainty in, or possible
ranges of, fair value measurements of the firm’s level 3
derivatives.

Range of Significant Unobservable
Inputs (Average / Median) as of

Product Type (in millions) Significant Unobservable Inputs December 2013
Credit $ 96! Option pricing models, correlation
models and discounted cash flows
models:
Correlation® 66% to 70% (68% / 67%)
Credit spreads 10 basis points (bps) to 170 bps (62
bps / 53 bps)®
Upfront credit points 5 points to 10 points (8 points / 8
points)
Recovery rates 60% to 70% (70% / 70%)
Equities $(31) Option pricing models:

Correlation®

Volatility

60% to 99% (81% / 84%)

10% to 63% (25% / 23%)

! The fair value of any one instrument may be determined using multiple valuation techniques. For example, option pricing models and discounted cash flows models are
typically used together to determine fair value. Therefore, the level 3 balance encompasses both of these techniques.

2 The range of unobservable inputs for correlation across derivative product types (i.e., cross-asset correlation) was (30)% to 60% (Average: 8% / Median: 15%) as of

December 2013.

% The difference between the average and the median for the credit spreads input indicates that the majority of the inputs fall in the lower end of the range.
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Range of Significant Unobservable Inputs

The following provides further information about the ranges
of significant unobservable inputs used to value the firm’s
level 3 derivative instruments.

Correlation: Ranges for correlation cover a variety of
underliers both within one market (e.g., equity index and
equity single stock names) and across markets (e.g.,
correlation of a commodity price and a foreign exchange
rate), as well as across regions. Generally, cross-asset
correlation inputs are used to value more complex
instruments and are lower than correlation inputs on assets
within the same derivative product type.

Volatility: Ranges for volatility cover numerous underliers
across a variety of markets, maturities and strike prices.
For example, volatility of equity indices is generally lower
than volatility of single stocks.

Credit spreads, upfront credit points and recovery rates:
The ranges for credit spreads, upfront credit points and
recovery rates cover a variety of underliers (index and
single names), regions, sectors, maturities and credit
qualities (high-yield and investment-grade). The broad
range of this population gives rise to the width of the
ranges of significant unobservable inputs.
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Sensitivity of Fair Value Measurement to Changes in
Significant Unobservable Inputs

The following provides a description of the directional
sensitivity of the firm’s level 3 fair value measurements to
changes in significant unobservable inputs, in isolation. Due

to the distinctive nature of each of the firm’s

level 3

derivatives, the interrelationship of inputs is not necessarily
uniform within each product type.

Correlation: In general, for contracts where the holder
benefits from the convergence of the underlying asset or
index prices (e.g., credit spreads and equity prices), an
increase in correlation results in a higher fair value
measurement.

Volatility: In general, for purchased options an increase in
volatility results in a higher fair value measurement.

Credit spreads, upfront credit points and recovery rates: In
general, the fair value of purchased credit protection
increases as credit spreads or upfront credit points increase
or recovery rates decrease. Credit spreads, upfront credit
points and recovery rates are strongly related to distinctive
risk factors of the underlying reference obligations, which
include reference entity-specific factors such as leverage,
volatility and industry, market-based risk factors, such as
borrowing costs or liquidity of the underlying reference
obligation, and macroeconomic conditions.
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Fair Value of Derivatives by Level

The tables below present the fair value of derivatives on a
gross basis by level and major product type as well as the
impact of netting. The gross fair values exclude the effects of
both counterparty netting and collateral netting, and therefore

are not representative of the firm’s exposure.

Counterparty netting is reflected in each level to the extent
that receivable and payable balances are netted within the
same level. Where the netting of receivable balances with
payable balances is across levels, the counterparty netting is
reflected in “Cross-level netting.” Cash collateral netting is
reflected in “Cash collateral.”

Derivative Assets at Fair Value as of December 2013

Cross-Level
in millions Level 1 Level 2 Level 3 Netting Total
Interest rates $88 $18,455 $ 21 $ - $ 18,564
Credit - 1,608 708 - 2,316
Currencies - 7,739 1 - 7,740
Commodities - 280 1 - 281
Equities 2 39,395 527 - 39,924
Gross fair value of derivative assets 90 67,477 1,258 - 68,825
Counterparty netting - (54,224) (940) (43) (55,207)
Subtotal $90 $ 13,253 $ 318 $(43) $ 13,618
Cash collateral (1,728)
Fair value included in financial instruments owned $11,890

Derivative Liabilities at Fair Value as of December 2013

Cross-Level

in millions Level 1 Level 2 Level 3 Netting Total
Interest rates $93 $ 17,009 $ 1 $ - $ 17,103
Credit - 1,931 612 - 2,543
Currencies - 7,566 1 - 7,567
Commodities - 545 1 - 546
Equities 5 40,607 558 - 41,170
Gross fair value of derivative liabilities 98 67,658 1,173 - 68,929
Counterparty netting - (54,224) (940) (43) (55,207)
Subtotal $98 $13,434 $ 233 $(43) $ 13,722
Cash collateral (538)
Fair value included in financial instruments sold,

but not yet purchased $ 13,184
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Derivatives with Credit-Related Contingent Features

Certain of the firm’s derivatives have been transacted under
bilateral agreements with counterparties who may require the
firm to post collateral or terminate the transactions based on
changes in the firm’s credit ratings. The firm assesses the
impact of these bilateral agreements by determining the
collateral or termination payments that would occur assuming
a downgrade by all rating agencies. A downgrade by any one
rating agency, depending on the agency’s relative ratings of
the firm at the time of the downgrade, may have an impact
which is comparable to the impact of a downgrade by all
rating agencies. The table below presents the aggregate fair
value of net derivative liabilities under such agreements
(excluding application of collateral posted to reduce these
liabilities), the related aggregate fair value of the assets posted
as collateral, and the additional collateral or termination
payments that could have been called at the reporting date by
counterparties in the event of a one-notch and two-notch
downgrade in the firm’s credit ratings.

As of

in millions December 2013

Net derivative liabilities under bilateral agreements $445

Collateral posted 104
Additional collateral or termination payments for a one-

notch downgrade -
Additional collateral or termination payments for a two-

notch downgrade 23

Credit Derivatives

The firm enters into a broad array of credit derivatives in
locations around the world to facilitate client transactions and
to manage the credit risk associated with market-making and
investing and lending activities. Credit derivatives are actively
managed based on the firm’s net risk position.

Credit derivatives are individually negotiated contracts and
can have various settlement and payment conventions. Credit
events include failure to pay, bankruptcy, acceleration of
indebtedness, restructuring, repudiation and dissolution of the
reference entity.

Credit Default Swaps. Single-name credit default swaps
protect the buyer against the loss of principal on one or more
bonds, loans or mortgages (reference obligations) in the event
the issuer (reference entity) of the reference obligations
suffers a credit event. The buyer of protection pays an initial
and/or periodic premium to the seller and receives protection
for the period of the contract. If there is no credit event, as
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defined in the contract, the seller of protection makes no
payments to the buyer of protection. However, if a credit
event occurs, the seller of protection is required to make a
payment to the buyer of protection, which is calculated in
accordance with the terms of the contract.

Credit Indices, Baskets and Tranches. Credit
derivatives may reference a basket of single-name credit
default swaps or a broad-based index. If a credit event occurs
in one of the underlying reference obligations, the protection
seller pays the protection buyer. The payment is typically a
pro-rata portion of the transaction’s total notional amount
based on the underlying defaulted reference obligation. In
certain transactions, the credit risk of a basket or index is
separated into various portions (tranches), each having
different levels of subordination. The most junior tranches
cover initial defaults and once losses exceed the notional
amount of these junior tranches, any excess loss is covered by
the next most senior tranche in the capital structure.

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.

Credit Options. In a credit option, the option writer
assumes the obligation to purchase or sell a reference
obligation at a specified price or credit spread. The option
purchaser buys the right, but does not assume the obligation,
to sell the reference obligation to, or purchase it from, the
option writer. The payments on credit options depend either
on a particular credit spread or the price of the reference
obligation.

The firm economically hedges its exposure to written credit
derivatives primarily by entering into offsetting purchased
credit derivatives with identical underlyings. Substantially all
of the firm’s purchased credit derivative transactions are with
financial institutions and are subject to stringent collateral
thresholds. In addition, upon the occurrence of a specified
trigger event, the firm may take possession of the reference
obligations underlying a particular written credit derivative,
and consequently may, upon liquidation of the reference
obligations, recover amounts on the underlying reference
obligations in the event of default.
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As of December 2013, written and purchased credit
derivatives had total gross notional amounts of $66.13 billion
and $74.81 billion, respectively, for total net notional
purchased protection of $8.68 billion.

The table below presents certain information about credit
derivatives. In the table below:

o fair values exclude the effects of both netting of receivable
balances with payable balances under enforceable netting
agreements, and netting of cash received or posted under

Maximum Payout/Notional Amount of

enforceable credit support agreements, and therefore are
not representative of the firm’s credit exposure;

tenor is based on expected duration for mortgage-related
credit derivatives and on remaining contractual maturity
for other credit derivatives; and

the credit spread on the underlying, together with the tenor
of the contract, are indicators of payment/performance risk.
The firm is less likely to pay or otherwise be required to
perform where the credit spread and the tenor are lower.

Maximum Payout/Notional

Amount of Purchased Credit Fair Value of Written

Written Credit Derivatives by Tenor Derivatives Credit Derivatives
Offsetting Other
5 Years Purchased Purchased Net
0-12 1-5 or Credit Credit Asset /
$ in millions Months Years  Greater Total Derivatives?® Derivatives? Asset Liability (Liability)
As of December 2013
Credit spread on underlying
(basis points)
0-250 $10,642 $43,170 $9,108 $62,920 $59,335 $12,292 $1,613 $557 $1,056
251-500 85 1,126 86 1,297 1,157 74 89 8 81
501-1,000 284 482 216 982 917 80 17 21 4)
Greater than 1,000 214 654 62 930 851 102 34 123 (89)
Total $11,225 $45,432 $9,472  $66,129 $62,260 $12,548 $1,753 $709 $1,044

! Offsetting purchased credit derivatives represent the notional amount of